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July 8, 1991
WASHINGTON 


ECONOMIC
 
WATCH 

A Digestof Dear Reader:
 
Development


Polir Information The end of the Cold War continue- to bring changes 
in 	U.S. economic policy toward the Toird World. 
 With
 
this second edition of tho 1991 series of the Washington


17Alau shiettsAre. Nil' Economic Watch, we are pleased to provide you withSuie 501 pertinent information on the majcr Washington policyihington, C 20036 debates of the past quarter. 

(202)234-'701
fx (02) .4-0007 The critical. policy issues of the quarter include 

debate un the foreign assistance budget, the fast-track 
4,i,,,oI procedure for trade negotiations, and the evolving role

Stuart .. multilateral lending institutions. The deliberationsBrowof 

(,rpo..n,rr:,t over the 1992 foreign assistance budget have recently 
Peter ,.km expanded with the introduction of several alternative ,..... 	 AwrIi.g,+. oe post-Cold War budget proposals. In trade, the Uruguay 

(:aotJ., . Round of GATT negotiations and the U.S.-Mexico Free Trade(e"rgeriu-, e-r+i: Area talks were given new life with the 3xtension of the 
.brrb0Z. .a.rn fast-track negotiating mechanism. And, in finance, the'r'fir'ingphiui". role of the World Bank and the IMF in private sector 

John. .,.o development and a capital increase for the IFC were hotlyPri. I 0,, debated. The WEW covers these as well as many other 
Jwer.a'. h.0 ongoing policy issues of concern to the U.S. and theThird World.
 

Larry Minear
 
Uhirch
ord Sereitt/ 
hern.... rd llehf We 	 would like to take this opportunity to remind you
Rphael.F.in; of the new reciprocal arrangement between the American 

E.on.,.r,,l ......
hSc,,,University Library in Washington, DC and WEW subscribers. 
Thom. RThomton If 	you have not yet sent us a list of your institution's


Joh-I,,lin.,	1 njs,,y publications, please do so at your earliest possible 
SuarsK.Tuerrr convenience. With your help, we can createO.er..Dr%prnet 	 a unique andC much needed exchange of information between the U.S. and 

Alfr.dJ. Wakin the Third World. 
The World Bank 

1 o/d tE.ir..brr 

Stuart K. Tucker 
Project C-ord ntaior 

Der,M. Boy an 

Pr ojectAd,;.,.,,,nir 


Project ofthe Overseas 
Development Council 

John W. Stewell, President 

Sincerely, / ,-a 

Richard E. Feinberg 
Executive Vice President
 
and Director of Studies
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An Examination of Major Factors Affecting
U.S. International Competitiveness 

What is competitiveness? The first problem one confronts in testifying on U.S. 

competitiveness is deciding what "American competitiveness" means. Actually, we 

need to be precise both about what we mean by "American" and what we mean by 

competitiveness." 

In a world of multinational companies like IBM Japan and Honda USA, it is 

increasingly difficult to separate what is American from what is not. In my view the 

principal focus of U.S. policy should be geographic. Our concern should be for the 

competitiveness and well-being of U.S residents. Our policy should emphasize the 

competitiveness of the United States as a location for production, rather than the 

competitiveness of U.S.-owned firms, regardless of where they are located. Of 

course, this may require pursuing the interests of American multinationals, but firms 

located in the United States should have priority. 

It is aiso not easy to define "competitiveness", for it is a word like "love" or 

"democracy" which has several meanings. The question, "Is America competitive?", 

has at least three interpretations. First, how does America compare? Second, how 

*The responsibility for this statement is mine alone and does not reflect the 
views of the Brookings Institution. its officers, trustees, or other staff members. 
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well is the U.S. performing in international trade? And third, "Is the U.S. doing as 

well as it could?" In this testimony I will try to answer each of these questions in 

turn. 

How does America compare? The U.S. position in the world today is best 

characterized as "first among equals," as judged by major indicators of economic 

performance. By the best measures we have, American living standards are higher 

and American workers more productive than those in other major economies. 

According to the BureaLu of Labor Statistics, in 1989 for example, GDP per 

employed person in France, Germany and Japan were 85.9, 82.0 and 72.7 percent 

of those in the United States. Output per worker in U.S. manufacturing is likewise 

the world's highest. 

What is striking, however, is how the relative position of the U.S. has changed. 

In 1960, for example, GDP employed person in France and Germany was less than 

fifty percent the U.S. level, while in Japan it was less than a quarter. But since then, 

productivity growth in the United States has been slower than productivity growth 

elsewhere. As a result, foreign living standards and productivity levels are 

converging to those of the U.S. 

This convergence of other economie3 toward U.S. output levels has been the 

subject of much hand-wringing. But given that foreign economic development was 

the avowed objective of U.S. foreign policy, its success should hardly be taken as a 

sign of American failure. Some allege that the burden of military spending (imperial 

overstretch) has been the chief cause of America's relative decline. But in fact, this 

argument presumes, if the U.S. had not spent as much on defense, it would have 

used the money for technological improvements and domestic investment. It is 
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more likely, however, that any dividend from reduced defense spending would have 

been spent in the same proportions as the rest of U.S. incomes have been spent -

that is, 94 percent would be consumed and only 6 percent invested. 

Instead, the real explanation for America's slower productivity growth is a 

simple fact of life: it is easier to copy than to innovate. As the country at the 

technological frontier, Americans had to innovate to increase productivity growth. 

Foreigners, on the other hand, could increase productivity by adopting and copying 

U.S. 	practices.
 

Increasingly, however, foreigners have shifted from catching-up to leading.
 

Although U.S. productivity in manufacturing remains the world's highest, in some 

industries (automobiles, electronics and technologies) levels in Japan have 

surpassed those in the United States. In part, this is also because foreign 

economies have been accumulating capital per worker at a more rapid pace than 

the United States has, and because the share of GNP spent on civilian research and 

development in economies such as Japan and Germany exceeds that of the United 

States. In the past, reflecting their technological and managerial advantages, U.S. 

firms found opportunities to set up manufacturing and marketing operations 

abroad. In the 1980s, foreign firms increasingly find their technological capabilities 

afford them profitable opportunities for direct foreign investment in the U.S. 

It is important to recognize that the relative decline of the United States has 

differing implications for American power and for American living standards. The 

power of a nation flows from its relative economic capacity -- the economic 

performance of the United States compared with other nations, particularly its 

adversaries. In this respect, the power of tne United States declines in a richer world 
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economy. On the other hand, the welfare of a nation's citizens is largely a function of 

its absolute economic capacity; living standards are primarily based on a nation's 

productivity, which is promoted, not reduced when increased innovation abroad 

provides U.S. consumers access to better products and U.S. manufacturers more 

opportunities to emulate foreign products and processes. Indeed, while U.S. 

productivity grew more slowly than other developed economies over the years 

1950-1973 when most of the convergence took place, these years were 

nonetheless, the most prosperous in our nation's history. 

The growing equalization of technological capabilities also has important 

implications for U.S. performance. It implies that nations have become increasingly 

close substitutes as locations for production. This makes trade and investment 

flows much more sensitive to differences in all factors which influence costs, 

including wages and skills and differences in national tax and regulatory policies. In 

addition to implying greater competitive pressures on U.S. firms and U.S. policy, 

however, convergence also offers the U.S. new opportunities. We no longer have to 

carry the burden of global innovation alone. If our economy and our minds are 

open, we can now learn from others. 

For a variety of reasons the environment for U.S. policy has become extremely 

complex. On the one hand, the growing international competitive pressures on U.S. 

firms, the need to respond to foreign industrial policies, the increased importance of 

commercial technology for national defense, 3nd the need for increased 

collaboration among firms have all created demands for U.S. government aid and 

protection. On the other hand, the proliferatic n of corporate interpenetration and 

joint production among companies of differing national ownership has made it 
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increasingly difficult for governments to know exactly which interventions do and 

which do not advance interests of its own firms, workers and citizens. This latter 

development is often less appreciated than the former. 1 

America's overall economic performance since 1973 compares poorly with its 

historical average. Not only has the growth in output per manhour been slower than 

other countries, and slower than it was between 1950 and 1973, but is is only half 

the rate of 2.2 percent recorded over the previous century. 2 Since Americans 

produce 66 percent of what we consume, this poor productivity performance has 

been reflected in an unusually slow increase in U.S. iving standards and in 

stagnating real wages. Over this same period, the U.S. suffered numerous shocks 

from the world economy. including the emergence of a large trade deficit after 1981. 

It is tempting to blame the sluggish growth in U.S. productivity and earnings 

on the changed international environment and argue that the unfair trade practices 

of others have reduced American productivity and living standards. But an 

examination of the data indicate that productivity growth has slumped mainly in 

sectors that do not engage in international trade. Actually, productivity growth in 

U.S. manufacturingo (which usually directly competes with foreign firms) has 

accelerated in the 1980s and returned to its pre-1973 pace. Since most of the goods 

and 	services consumed by Americans are produced by Americans, as in the past, 

1. 	 For a more complete discussion, see Robert Z. Lawrence, "Innovation and 
Trade: Meeting the Foreign Challenge" in Henry J. Aaron, ed., Setting National 
Priorities: Policies for the Nineties (Brookings, 1990), pp. 145-84. 

2. 	 Angus Maddison, "Growth and Slowdown in Advanced Capitalist Economies," 
Journal of Economic Literature (June 1987), p. 683. 
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American's future standard of living will depend on gains in the economy as a 

whole. Services sector productivity in particular should not be neglected. 

How well has America performed in international trade? It is tempting to use 

the trade balance as a measure of trade performance, but our trade deficit reflects 

the fact that Americans are spending more than they produce, rather than that our 

products have have become less attractive in world markets. The only way a 

country can consume more than it produces is to import the difference from 

abroad. The trade deficit indicates the amount the nation is borrowing from abroad. 

America is borrowing because of the behavior of both the government and the 

private sector. If the government increases its borrowing, either the private sector 

must be prepared to increase its lending or the country as a whole must borrow 

from abroad. In the 1980s, however, when the government increased its borrowing, 

the private sector actually saved less. Thus the rise in federal budget deficit was 

associated with an increase in overall national borrowing, i.e., with a larger trade 

deficit. 

If the trade imbalance reflected increased borrowing to fund investment, we 

need not be concerned. Presumably the money would finance capital formation that 

would make U.S. workers more productive in the future. Unfortunately it has not. In 

1990 the Gross Fixed Private Investment was only 13.6 percent of GNP versus 16 

percent in 1980. Had we saved the same share of income in 1990 gs we did in 1980 

(i.e., 16.3 percent) we could have financed our investment and run a trade surplLs 

of $148 billion! 

What matters for national living standards, however, is the price of U.S. 

products required to maintain any given trade balance. Our overall trade balance is 
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determined by our quantities of consumption and production. But the price which 

we 	must pay for a given trade balace is determined by our competitiveness. A loss 

of competitiveness implies that the prices of American goods must fall in world 

markets to finance imports. A decline in the terms of trade (a fall in the price of 

American exports relative to the price of imports) adversely affects the living 

standards c' Americans, because they must give up more resources to obtain a 

given amount of imports. If the terms of trade must fall to maintain a constant trade 

balance, the United States suffers a loss in trade competitiveness. 

Unfortunately, there is evidence that over the 1980s, the U.S. has indeed 

experienced such a loss of competitiveness. As can be seen in Figure 1, despite the 

fact that the dollar is now roughly as weak as it was in 1980, our trade balance 

remains at much lower levels Zhan in 1980 (-.7 percent now versus + 1.2 percent of 

GNP then). Thus it would now take an even weaker dollar to restore the trade 

balance to the level of 1980. In a recent study. I fond that the dollar needed to be 

abcut ten percent lower than it was in 1980 to achieve the same trade balance.3 

Since imports are around 13 percent of domestic consumption, this translates into a 

loss 	of living standards of just over one tenth of a percent per year. So our trade 

competitiveness problem exists, but its impact on living standards should not be 

exaggerated. In terms of retarding living standards, our international 

competitiveness is only about a tenth of the problem presented by the decline in 

productivity growth generally. 

3. 	 See Robert Z. Lawrence, "U.S. Current Account Adjustment: An Appraisal," 

Brookings Papers on Economic Activity, 2:1990, pp. 343-92. 



Are we doing the best we can? What policies should be followed to deal with 

America's changed global position and its relatively poor trade performance? Space 

permits me orly a brief treatment here. 

Productivity growth. The growth in American living standards has slowed 

because U.S. productivity growth has fallen. Although improvements in productivity 

may improve competitiveness and U.S. trade performance, their primary 

importance is as a source of gains in overall standards of living. They are beneficial 

regnrdless of whether or not the nation engages in trade. Moreover, they are of 

approximately equal value in industries that do and do not engage in trade. We 

should neither neglect nor emphasize manufacturig -- and indeed, since our 

productivity performance in services has been so poor recently, there may be more 

room for improvements in the service sectors than elsewhere. 

Although much of the post-1973 slowdown in U.S. productivity growth remains 

a puzzle, existing studies do agree on a partial agenda of actions that the 

government could take to reverse the trend. It could encourage a higher rate of 

private capital formation; it could increase its own investments in the social 

infrasti ucture (for example, transportation); it couiJ expand research and 

development outlays; and it could improve the quantity and quality of education. 

Government has traditionally played a role in all these areas, but that role costs 

money. To finance these efforts, Americcns must be willing to reduce their current 

level of public or private consumption. In a country already faced with large deficits 

on its government budget and heavy overseas borrowing, greater spending in these 

areas will be very difficult to achieve. 
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None of the actions, moreover, will have large immediate effects on economic 

growth. They do not, as is sometimes suggested, provide a means for the United 

States to grow out of its second major economic problem, the budget deficit. 

Increased savingqs. In the immediate future, the dominant issue for American 

economic policy is how to cut the growth of consumption, both to eliminate the 

need to borrow abroad and to provide the investment resources to improve U.S. 

living standards in the future. From a political perspective, slower consumption 

growth is a dismal prospect, and the extent to which political debate seeks to 

redirect public attention to the international arena and to blame the policies of other 

countries should not be a surprise. If the United States lowers its budget deficit, 

however, it will increase the national rate of saving, and market forces, supported by 

an easier monetary policy, will translate that saving into a lower trade deficit and a 

higher rate of domestic investment. Once it has reestablished a balance between 

its current government programs and the taxes to finance them, the country will be 

able to engage in a rational debate over the merits of spending more money to 

foster productivity growth. 

Trade and innovation policy. The United States no longer falls neatly into the 

category of either leader or follower. In the past the U.S. strategy was clear. As the 

world's technological leader, the United States wanted free markets at home and 

open markets for its products abroad. As the free world's leader, it wanted to 

contain Soviet expansion with a s',ong military at home and prosperity abroad. But 

today U.S. policies reflect the growing pressures of its changed global status; the 

U.S. technological position has changed to "first among equals." The concern of 

the technological leader, to achieve unrestricted access to foreigni markets, has 
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been tempered by the concern of the follower, to nurture domestic firms. As 

American conflicts with the Soviet Union have become less threatening, the concern 

of the superpower, to contain Soviet aggression. has been tempered by concerns 

about commercial rivalries with allies and an eroding industrial base. 

The challenge for U.S. policies in this new environment is to steer between two 

extremes. On the one hand, the United States can no longer take its commercial 

innovation for granted, nor can it ignore those foreign policies that damage its living 

standards. On the other hand, thp United States must avoid nationalistic, 

protectionist 'ntervention through sectoral industrial policies at home an.; managed 

trade abroad. U.S. policies should stimulate innovation and diffusion within the 

United States. They should also allow the United States to take full advantage of 

global rnarkets through access to foreign markets, products, and technology. 

Innovation. There is a theoretical case for government intervention to stimulate 

innovation. It rests on the excess of social over private rates of return. Empirical 

studies confirm that the difference is large and exists both for basic research and 

commercial R&D. The generally poor U.S. productivity performance over the past 

two decades strengthens the case for increased government support. Private 

markets may also prevent the optimal diffusion of technology. Thus policies to 

hasten technological diffusion should not be overlooked. 

Historically, the United States relied on market forces to develop commercial 

technology. The emphasis was on preserving competition through antitrust policies 

rather than on providing incentives for innovation. Within this framework the 

government confined its financial support for innovation either to sectors with a clear 

public purpose, such as national defense, space, health, and basic research, or to 

& 



activities in which commercial support seemed inadequate for social needs, such as 

synthetic fuels, breeder nuclear reactors, and the "Project Breakthrough" to improve 

method,. for residential construction. 

United States innovation policies must now respond to our changed 

international position. On the one hand, the United States remains the world's 

largest economic power. U.S. policies reverberate in other countries. Our policies at 

home should therefore be compatible with our demands on others. 

The U.S. should have a general grants program to provide partial funding for 

pre-competitive, generic commercial research. It should also stimulate research 

through an enhanced permanent research and development credit. But extensive 

programs designed to promote firms or sectors should be avoided. There are no 

easy principles for selecting sectors to be favored and there are great dangers such 

programs will be captured by interests that will serve their own, rather than the 

nation's goals. Moreover, in a global economy, the links between product 

development and production are uncertain. 

The U.S. should also improve mechanisms for diffusing technology. The most 

important is ensuring competition. Anti-trust laws can be relaxed to encourage 

-ollaborative ventures in basic and pre-competitive research. They should be 

vigorously applied, at the global level, however, to prevert unwarranted exercise of 

potential monopoly powers. Diffusion is also aided by speedy provision of 

standards, and programs to improve worker training and managerial competence. 

Trade. Historically, the United States sought a liberal global trading order. Its 

policies aimed to open foreign markets not only for U.S. products but also for 

products of all nations. With U.S. leadership a series of multilateral negotiations 
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under the General Agreement on Tariffs and Trade (GATT) diffused reductions in 

trade barriers through the principle of most favored nation treatment. If any GATT 

member granted another member a lower tariff, all GATT members were entitled to 

similar treatment. 

The go31 of an open multilateral trading system should continue be the 

principle U.S. trade policy objective and the GATT should continue to serve as the 

focal point of U.S. policy. It should be supplemented, however, by open regional 

arrangements such as the North American Free Trade Arrangement, the Enterprise 

for the America's Initiative and a new open Pacific Initiative. In all cases, these 

arrangements should invite countries to negotiate the removal of tariffs and other 

barriers to the free movement of goods, services and investment. The key is to that 

such trading arrangements be building blocks rather than stumbling blocks towards 

the ultimate goal of an integrated global economy. 

The United States has seldom used trade policies to protect its high

technology products and it should continue this restraint. But as long as the United 

States provides foreigners with the ability to profit from sales here, it is justified in 

demanding similar access for its own firms and its own exports to markets abroad. 

Because scale economies are critical in the development of many high-technology 

products, a protected home market can give domestic firms an unfair advantage. A 

protected home market like Japan can also provide domestic firms with surplus 

profits they can use to accelerate their technological development.4 The United 

4. 	 Especially for newer industries, capital markets are far from perfect so that 
access to large amounts of internally generated funds does provide an 
important advantage for further expansion and technological gains. 
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States must insist that mature industrial economies not adopt infant industry 

approaches. This would involve several specific-trade policies. 

First, with respect to firms operating abroad, the United States should demand 

that all countries treat high-technology companies of all nations identically. If 

programs for R&D development are organized in the European Community, Japan, 

or the United States, foreign-owned firms should be allowed to participate. The 

United States should make participation by the firms of other countries in U.S. 

government-funded research programs and institutions contingent on the granting 

of "national treatment" to U.S. firms operating abroad -- i.e., they should be given 

equal treatment with domestic firms. 

Second, if foreigners protect high-technology sectors with barriers against 

imports. the United States should impose tariffs on the sale of products developed 

that way. The key lies in putting foreign countries on notice during the development 

phase of such programs. rather than in waiting until U.S. importers have become 

dependent on such products as was the case with Japanese semi-conductors. 

Carrying out such a policy will require the use of actions under section 301 of the 

Trade Act of 1974 which are directed at targeted programs in their initial stages. 

Two changes need to be made in U.S. anti-dumping policy. First of all, it 

needs to be retargeted. The current emphasis on preventing firms from selling 

below "full costs" is normally an unwarranted interference with normal business 

practices and needlessly costly to American consumers. 5 Emphasis should be 

shifted to preventing classical price discrimination -- that is, selling abroad at lower 

5. There are exceptions, however: see the discussion below on anti-trust policy. 
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prices than are charged in the home market, which is universally recognized as an 

unfair trade practice. But second, the retargeted anti-dumping laws should be 

promptly and strictly enforced. A more severe penalty for discriminatory dumping 

should be applied. 

The United States should not succumb to the temptation to negotiate a market 

share for its firms. This approach will not solve the essential problem which stems 

from the fact that the foreign market is not open. Indeed, it is likely to reinforce 

foreign monopoly powers. Managed trade arrangements to limit imports or 

promote exports should also be avoided. Generally these arrangements have 

unintended consequences are are often actually counterproductive. 

Global anti-trust policies. Unlike the situation in the first three decades 

after the second world war, the United States is no longer the overwhelming 

source of technological advance and industrial innovation in the world. So
 

long as we ourselves remain a vigorous economy the fact that we now have
 

more nearly equal partners is a healthy, and in any event, inevitable 

development. But one consequence is that we cannot expect that the United 

States to be major player in every new industrial and technological specialty. 

And so, this country is likely to become dependent on foreign supplies for 

some important high-technology products. 

In the United States, but also abroad, it will be tempting to subsidize 

domestic production on the grounds that dependence on foreign suppliers 

(and owners) renders the country vulnerable to foreign pressures, political and 

economic. Occasionally this argument will be compelling. But not all 

dependence is bad, while the policies which would seek to avoid all instances 



15
 

of dependence would be. If foreign suppliers are geographically diverse and 

compete vigorously, countries have little to fear from dependence on foreign 

ownership or supplies. Or, to put it more precisely, both in the United States 

and abroad, the problem of the relationship between foreign suppliers should 

be viewed from the standpoint of anti-trust policy. 

Where foreign takeovers threaten undue concentration of the global 

market, these should be stopped. Similarly, anti-trust authorities must be 

vigilant if the United States relies on a few foreign suppliers for a vital input. 

Anti-trust policies should be used to ensure the rapid diffusion of foreign 

products to the United States. If, for example. a small number of foreign firms 

in control of the market for DRAM semi-conductors were to engage in 

monopolistic practices such as denying access to American users or engaging 

in price fixing, U.S. anti-trust policies should be invoked. Those damaged by 

these practices should be entitled to the normal treble-damages compensation. 

This is also the context in which we should view foreign suppliers who sell 

in the United States at prices well below costs. If the world industry is 

reasonably competitive we should not use our anti-dumping laws to deprive 

American buyers of low prices. But if it is a foreign monopoly or cartel doing 

the selling, driving out U.S. producers in the process, then we should treat it 

just as we might predatory practices in the United Sates that threatened a 

monopoly outcome. 

Like any set of anti-trust policies, carrying these recommendations out in 

practice will involve many sticky questions and much argument over how the 

principles apply in particular cases. Moreover there will always be a temptation 
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to be much more aggressive in applying the anti-trust approach against foreign 

firms than against domestic firms. Nevertheless, formulating specific U.S. trade 

policies on the basis of such principles offers the best hope of walking the 

appropriate line between seeking the advantages of free trade and protecting 

the U.S. economy against real -- as contrasted with trumped-up -- dangers from 

unfair foreign trade practices. 

Toward deeper inteclration. In the ear:ly postwar period tariffs and quotas 

obstructed trade, and capital movements were severely restricted. When 

economic interdependence was limited, trade policy needed to deal only with 

policies, such as tariffs and quotas. that directly affected trade in goods. 

Economic interdependence has now expanded so much that major 

differences and inconsistencies among government policies in much broader 

areas can no longer be readily tolerated. As border barriers have been 

eliminated, national differences in such areas as anti-trust, regulation, tax, and 

technology policy can now seriously distort trade and investment flows. Critics 

are correct, therefore, when they argue the GAT must extend its purview 

beyond tariffs and quotas. Indeed, the agenda of the current GATT 

negotiations which includes areas such as services, agriculture, intellectual 

property rights, trade-related investment measures, and subsidies, indicates 

that the majority of GATT members feel the need for improvements in the 

global rules on these issues. Improved mechanisms for surveillance and 

dispute settlement are also needed. 
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Over the medium term. U.S. trade policy should strive for an open global 

trading system governed by a common set of rules. This regime should be 

;mplemented through a vastly strengthened and extended GATT apparatus. 

Once the GATT negotiations are concluded and the mechanisms for 

creating a single internai European market are achieved in 1992, the next step 

should be a multilateral effort to achieve a single OECD market for goods, 

services and capital by the year 2010. The approach should use the example of 

the initiative for Europe 92. The European governments decided they needed 

to complete the internal European market by removing all remaining obstacles 

to the free movement of goods, labor and capital within the Community by 

1992. In a 1985 White Paper they laid out the 300 measures required to 

achieve this goal. The OECD should similarly be given the task of formulating 

measures to create an integrated market for goods, services and capital. 

Of course, it would be impossible and undesirable to obtain identical 

practices across all nations. But this should not be necessary. Indeed some 

competition among regulatory regimes could actually be beneficial. The 

difficult task will be to determine those issues on which harmonization will be 

essential, and those in which principles such as national treatment and mutual 

recognition of technical standards will suffice. 

Investment. The United States remains the world's largest direct foreign 

investor, but America has also become home to a large number of foreign

owned companies. Moreover, multinational companies operate in so many 

places and international alliances between U.S. and foreign-owned companies 

have become so numerous that determining the national origin of firms, 
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products and technologies is becoming increasing/ difficult. Our policies 

should not discriminate against foreign-owned firms in the U.S. and should aim 

at national treatment for U.S. firms abroad. 

U.S. policies should take advantage of some superior foreign 

technologies. Their diffusion to the U.S. should be encouraged, not through 

local content programs but through policies which make the U.S. an attractive 

location for investment. American dependence on imported products and 

foreign takeovers in the U.S. should be viewed, not through the prism of 

economic nationalism, but through considerations of anti-trust. 
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International Trade Agreements: Fast Track Procedures 

Forewordto arepon to Congress e A vote on implementing legisla- 1979, the free-trude agreement (PTA)submittedby PresidentBush, March1, tion within a fixed period of time; with Israel in 1985, and the FTA with
1991. and Canada in 1988-have reduced barriers 

* No amendments to that legislation. to trade and provided a powerful en-The Fast Track and Why It Is Essential ne for economic growth in the 
These procedures reflect an under- United States and worldwide.For the better part of this century, Con- standing that trade agreements, in The United States has much to gress and the executive have recognized which results in one area are often gain through trade agreements that

that the negotiation and implementa- linked to results in others, are par- open markets and provide rules fortion of trade agreements require spe- ticularly vulnerable tc. multiple amend- free and fair trade. Maintaining the fastcial cooperation between the two ments that, while possibly small in track will preserve our ability to conbranches. In the aftermath of the themselves, could unravel entire agree- tinue efforts to liberalize trade and
record high rates of the Smoot-Hawley ments. Whether the balance of benefits open markets through the GATT,
Tariff Act of 1930 and the Depression 
 contained in any trade agreement is in through other multilateral agreements,that they helped fuel, both Congress the overall interest of the United and through bilateral agreements.

and the executive came to realize that States can only be deter-mined by look
only by working closely together in the ing at the whole package. 
 Extension or Fast Track Continues aexercise of their constitutional respon- Cooperative Relationship
sibilities could the two branches effec
tively bring down foreign barriers to 
 Fast track procedures preserveour trade and open opportunities for These proceduresreflect an under- Congress' role during the negotiation,U.S. products and sei vices in the inter- approval, and implementation of tradenational marketplace. standingthat tradeagreements,in agreements. To ensure congressional

This new partnership was reflected which results uz one areaareoften and private sector input, tne fast trackin the Reciprocal Trade Agreements linked to results in others, arepar- statute contains extensive notificationAct of 1934, which gave the President ticular vulnerable to multiple and consultation requirements. Atauthority not only to conclude tariff- amendments dhat, whilepossibly each step along the way, from initiation 
cuttingthrough implerrentation, Congress i 
ment them by proclamation without small in themselves, could un- an active partner.the need for subsequent legislation. ravelentireagreements. To use the fast track for any agree-During the following years, when ment, bilateral or multilateral, thethe principal barriers to trade were Piesident must notify Congress 90tariffs, this arrangement proved highly Through the fast track, Congress calendar days befc re signature. By thesuccessful and was responsible for the has given the President the same bar- time the President gives his 90-daytariff reductions that promoted post- gaining power possessed by his counter- notification, our many private sectorWorld War II economic growth, par- parts: the ability to assure his advisory committees must report their

ticularly in successive rounds of negotiating partners that the agree- views on the agreement both to Conmultilateral tariff-cutting negotiations. ment reached internationally would be gress and the President. For bilateral
As countries began to rely less on the agreement voted on at home. agreements, Congress must be given adtariff p:otection and more on non. Without fast track, the President can- vance notice of the negotiations;tariff trade barricrs, the scope of trade not give his negotiating partners that during the following 60 legislativenegotiations broadened, and the "fast assurance. Without that assurance, working days, either the Senate
track" procedures were created by Con- foreign governments are reluctant to Finance or House Ways and Means
 gress as the nccessary complement to negotiate with the United States and 
 Committee can vote to deny fast track
this broader trade agenda. will not make the tough concessions treatment.

Fast track procedures for approval necessary to reach agreements the Once an agreement is reached,
of trade agreements were included by United States would be willing to sign. 
 Congress and the Administration workCongress in trade legislation in 1974, No negotiating partner will give its bot- in close consultation to formulate im1979, and again in the Omnibus Trade tom line knowing that the bargain plementing legislation. The process hasand Competitiveness Act of 1988 (1988 could be reopened. involved the full participation of allAct). While giving Congress the as- On the basis of fast track proce- committees ofjurisdiction, and not surance of meaningful participation dures, the Urited States has negotiated only those committees traditionally
throughout the negotiating process, and implemented three remarkable consulted in setting trade negotiatingfast track also provides two g.;arantees trade agreements, each ofwhich was ap. objectives. If the agreement and its imessential to the successful negotiation proved by an overwhelming majority in plementing legislation are still not acof trade agreements: both Houses of Congress. These agree- ceptable, they can be rejected by

ments-the results of the Tokyo majority vote of either house. In fact,
Round of GATT [General Agreement as a result of the extensive consult
on Tariffs and Trade] negotiations in ations with Congress and the private 
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sector, the agreements that have been 
imp!emented under fast track proce-
dures enjoyed widespread support
when they were presented to Congress. 

We find ourselves today en~aged in 
bilateral and multilateral trade ir.itia-
tives that hold unprecedented promise
for the advancement of U.S. economic 
objectives. With such initiatives in the 
balance, now is not the time to dissolve 
a partnership that has endured for al-
most sixty years. 

Continuing Fast Track Is Essential to 
Securing Economic Gains 

In incorporating the fast track in the 
1988 Act, Congress expressly con-
templated that an extension of the 
provision beyond June 1991 might be 
necessary and appropriate in order for 
the President to pursue effectively the 
trade policy objectives set out in ,he 
law. 

The continued a /ailability of fast 
track procedures over the next two 
years-during which we expect to com-
plet- the Uruguay Round of multi-
ateral negotiations, negotiate a North 

American Free Trade Agreement with 
Mexico and Canada, and pursue the 
trade objectives of the Enterprise for 
the Americas Initiative-will enable 
our negotiators to bring to Congress
for its consideration trade agreements
that will enhance the ability of the 
United States to compete international-
ly. Supporting fast track now wi!i allow 
these important negotiations to go for-
ward without in any way detracting
from Congress' ability to assess each 
agreement on its merits when 
presented for approval.

The Uruguay Round. These coin-
plex negotiations with 107 other na-
tions (man), of which are not fully
integrated into the multilateral trading
;ystem) offer rich opportunities to 
5reak down trade barriers and expand
he scope of international trade rules. 

* 	Since their inception in 1986, the 

Uruguay Roundnegotiations have 

been conducted in I 'areas. Our 

objectives include more open
markets, initernationally agreed 
rules in areas not previously
covered by multilateral agreements
(services, investment, intellectual 
property rights), and institutional 
improvements in the GAT. The 
negotiations have been difficult,
and important issues remain, but 

there has been significant progress
overall toward our objectives. That 
progress should not be abandoned. 

o 	 The United States had hoped to 
conclude the Uruguay Round last 
December at a ministerial level 
meeting in Brussels. However, the 
status of the negotiations on 
several subjects at that time did 
not warrant conclusion-par-
ticularly on agriculture. The 
unwillingness of the European 
Community (EC), as well as Japan
and Korea, to accept a framework 
for agriculural reform impeded 
progress in the negotiations in all 
areas. 

We are encouraged by a recent 
statement of GATT Director-General 
Arthur Dunkel that all participants
have now agreed to negotiate specific
binding commitments in each of the 
key areas of agricultural reform, thus 
clearing the way for the resumption of
negotiations. However, important dif-
ferences in agriculture and other areas 
remain. Much hard bargaining lies 
ahead. 

The United States refused to ac-
cept a deficient Uruguay Round pack-
age in Brussels. Our high standards 
have not changed. Although ultimate 
success in the Uruguay Round cannot 
be guaranteed, we believe the United 
States should continue negotiations be-
cause a successful Round is overwhelm-
ingly in our long-term economic 
interests. 

North American FTA. We have a 
historic opportunity to a :hieve a North 
American Free Trade Agreemen:
(NAFTA) with Canada and Mexico. 
The Mexican government has been pur-
suing a dramatic ope~iing of its trading
reg;me and has introduced market 
oi iented domestic reforms that benefit 
both Mexico and the United States. 
Building on those reforms and on the
existing FTA we have with Canada, we 
can create a NAFTA that encompasses 
some 360 million people with alhnost 
$6 trillion in output. A comprehensive
NAFTA will create growth and better 
jobs in all three countries, and will 
make us more competitive in the global
marketplace.

Extension of fast track will be es-
sential for these negotiations, which 
are expected to begin in late Spring.

Enterprise for the Americas Initia. 
tive. An extension of fast track will also 
enable the United States to take steps 

in the next two years toward fulfillment 
of the trade objectives of the 
Enterprise for the Americas Initiative 
(EAI), announced in June 1990. Al
though it is likely that few Latin 
American nations will be in a position 
to enter intn FTA negotiations with 
the United States before June 1993, the 
United States must continue to be able 
to respond to the increasing pace of 
economic liberalization in the region.

The United States has an enor
mous stake in the future of the global
tading system. Exports have become a 
vital source of strength to the U.S. 
economy. In 1990, the nearly 8.5 per
cent growth in U.S. exports accounted 
for 88% of U.S. GNP [gross national 
producti growth. Since 1986, expanded 
exports have accounted for more than 
40 percent of the growth in U.S. GNP. 

In order to sustain the expansion
of exports and consequent growth, we
 
must continue our efforts to open

world markets. We must maintain our
 
active leadership role. Without an ex
tension of fast track, those efforts and
 
that role are placed in jeopardy.


Preserving fast track procedures
and the partnership between Congress

and the executive branch which fast
 
track represents-will keep on course
 
our joint efforts to liberalize trade and
 
open markets tlhrough the initiatives
 
described above and tirough other mul
tilateral and bilateral agreements. No 
country stands to gain more from those
 
efforts than the United States.
 

A - we approach the beginning of a
 
new c iry, we should not hesitate to
 
pursue .e opportunities for economic
 
growth and prosperity presented by suc
cessful trade negotiations. Inorder to
 
turn those opportunities into realities,

Congress and the executive must con
tinue to work together in the manner
 
envisioned by the fast track.
 

President's letter to 
Congressional Leaders on 

Fast Track Authority
Extension and the North
American Free Trade 

Agreement,

May 1, 1991 2 

Through the better part of this century,
successive Congresses and Administra
tions-Republican and Democratic-
have worked to open markets and 
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expand American expor.s. This partner- and environmental issues raised by you that America can and will prevail in 
ship has resulted in unparalleled and your colleagues. The this new and emerging world. By work
growth in world trade and huge Administration s response is presented ing together, we can negotiate good
economic benefits for the United i. the attached report. Let me em- trade agreements that assure a strong
States. Opening foreign markets means phasize the following: and healthy America as we prepare to 
economic growth and jobs for all First, you have my personal com- weet the challenges of the next century.
Americans. mitment to close bipartisan coopera-


Historically, the fast track proce- tion in the negotiations and beyond.

dures established by the Congress have And you have my personal assurance Summary of Report

served us well. On March 1, 1 requested that we will take the time necessary to Responding to Concerns
 
an extension of fast track so that we conclude agreements in which both the
 
could continue to realize increased Congress and the Administration can Raised by Congressional

economic growth and the other take pride. Leaders About a North
 
benefits of expanded trade. The fast Second, while economic studies American Free Trade
 
track in no way limits the ability of show tLat a free trade agreement would
 
Congress to review any agreement create lobs and promote growth in the Agreement,
 
negotiated, including the Uruguay United States, I know there isconcern May 1, 1991 3
 
Round or a North American Free about adjustment in some sectors.
 
Trade Agreement (NAFTA). If Con- These concerns will be addressed On September 25, 1990, the President
 
gress is not satisfied, it retains the un- through provisions in the NAFTA notified the Congress of his decision to 
qualified right to reject whatever is designed to ease the transition for im- proceed with free trade negotiations
negotiated. But refusing to extend the port-sensitive industries. In addition, with Mexico. After consultations with 
fast track would end negotiations my Administration is committed to Prime Minister Mulroney and Presi
before they have even begun and relin- working with the Congress to ensure dent Salinas, the President notified 
quish a critical opportunity for future that there is adequate assistance and ef- Congress on February 5, 1991, of his 
economic growth. fective retraining for dislocated decision to include Canada, and so to 

Initiatives to open markets will en- workers. work towards a North American Free 
hance the global competitiveness of the Third, based on my discussions Trade Agreement (NAFTA).
United States and create new oppor- with President Salinas, I am convinced Today, the President responded to 
tunities for American workers, that he is firmly committed to a variety 6f concerns raised last month 
American exports, and American strengthened environmental protec- in letters from Chairmen Bentsen and 
economic growth. The Uruguay Round tion, and that there isstrong support Rostenkowski and from Majority

offers a vital opportunity to liminate for this objective among the Mexican Leader Gephardt about the effect a

barriers to our goods, investment, ser- people. Because economic growth can NAFTA would have on the economy,

vices, and ideas. A NAFTA offers an and should be supported by enhanced on labor. and on the environment. The
 
historic opportunity to bring together environmental protection, we will response, which sets forth detailed ac
the energies and talents of three great develop and implement an expanded tion plans for addressing these con
nations, already boun6 by strong ties of program of environmental cooperation cerns, as well as views on the economic
 
family, business, and culture. Prime in parallel with the free trade talks. impact of a NAFTA, is summarized
 
Minister Mulroney and President Fourth, President Saliras has also below.
 
Salinas are both leaders of great vision, made it clear to me that his objective in
 
They believe, as do I, that a NAFTA pursuing free trade is to better the lives 1. A NAFTA Would Benefit the U.S.
 
would enhance the well-being of our of Mexican working people. Mexico Economy.

peoples. They are ready to move for- has strong laws regulating labor stand
ward with us in this unprecedented ards and worker rights. Beyond what From 1986 to 1990, as Mexico
 
enterprise. Mexico is already doing, we will work reduced import barriers, our exports

through new initiatives to expand U.S.- more than doubled-from $12.4 billion 
Responding to Congressional Concerns Mexico labor cooperation. to $28.4 billion-generating 264,000 ad-

Thus, our efforts toward economic ditional U.S. jobs. Under a NAFTA,
In seeking to expand our economic integration will be complemented by ex- we can do even better. Mexico still has 
growth, I am committed to achieving a panded programs of cooperation on higher trade barriers than the United 
balance that recognizes the need to l.bor and the environment. The States. Mexico's average duty is 10 per
preserve the environment, protect catalyst for these efforts is the promise cent compared to 4 percent in the
worker safety, and facilitate adjust- of economic growth that a NAFTA can United States. Significant nontariff bar
ment. In your letter of March 7, you provide, and the key to these efforts is riers remain. We, therefore, have much 
conveyed a number of important Con- the extension of unencumbered fUst to gain from the elimination of these 
gressional concerns about free trade trackprocedures. barriers. 
with Mexico. At my direction, Ambas. There are great challenges ahead. All three major economicanalyses
sador [Carla] Hills and my Economic The world is changing dramatically, as done to date corroborate that the 
Policy Coun.cil have undertaken an ;n- nations move toward democracy and United States will benefit from a 
tensive review of our NAFTA obiee- free markets. The United States must NAFTA in exports, output, and 
tives and strateI to ensui'e thorough continue to open new markets and lead employment.
consideration of the economic, labor, in technological innovation, confident 
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We will benefit from Mexican 
growth: for each dollar Mexico spends 
on imports, 70 cents is spent on U.S.
goods; for each dollar of GNP growth,
15 cents isspent on U.S. goods. 

Further, the resulting economic in-
tegration will strengthen the ability of 
the United States to compete with 
Japan and the EC. 

2. ANAFTA Would Include Transition 
and Safeguard Provisions. 

TransitionMeasures: In order to
avoid dislocations to industries and
workers producing goods that are im-
port-sensitive, tariffs and nontariff bar-
riers on such products should be 
eliminated in small increments over a 
time period sufficient to ensure orderly
adjustment. 

In determining import sensitivity, 
we will rely heavily on advice of the In-
ternational Trade Commission, the 
Congress, and the private sector. 

We will be prepared to consider 
transition periods beyond those in the
U.S.-Canada FTA. 

Effective SafeguardProvisions: 
Even where reductions in tariffs andother trade barriers are staged over a 
lengthy period, there may be isolated 
cases in which injuric'is increases in im-
ports could occur. To prevent injury
from such increases, we will seek to in-
clude in the agreement a procedure al-
lowing temporary reimposition of 
duties and other restrictions. 

This mechanism should be

designed to respond quickly, especially

in cases of sudden import increases. 


Special "snap-back" provisions
should be included to address the uni-

que problems faced by producers of 

perishable products. 


Strict Rules of Origin:We will 

negotiate rules of origin to ensure that 

the benefits of a NAFTA do not flow 

to mere passthrough operations export-

ing third country products to the U.S. 

with only minimal assembly in Mexico. 


Rules of origin will impose clear,

tough, and predictable standards to the 

benefit of North American products.


We will seek.to strengthen the re-
quired North American content for as-
sembled automotive products.

We will consult closely with the 
private sector and the Congress in 
designing these rules. 

3. The Administration Is Committed to 
Effective Retraining and Worker Ad-
justment Programs. 

Since trade barriers on sensitive 
products should be decreased over a 
tong timeframe, we do not expect im-
mediate or substantial job dislocations. 

Nevertheless, beyond including ad-
justment provisions in the NAFTA it-
self, there is a need to assist dislocated 
workers who may have adjustment dif-
ficulties. 

The administration is co.,imitted
to working with Congress to ensure a
worker adjustment program that isade-
quately funded and that provides effec-
tive services to workers who may lose 
their jobs as a result of an agreement
with ex;co.

Whether provided through the im-
provement or expansion of an existing 
program or through the creation of a 
new program, worker adjustment 
measures should be targeted to provide
dislocated workers with cornprehensive 
services in a timely fashion. 

4.Labor Mobility and Immigration

Laws Are Not on the Table. 


We have agreed with Mexico that 
labor mobility and our immigration
laws are not on the table in NAFTA 
talks, with :he possible exception of a 
narrow provision facilitating temporary
entry of certain professionals and 
managers. 

5. Mexico's Laws Provide Comprehen.
sive Rights and Standards for Workers. 

Protections afforded by Mexican 

labor law and practice are stronger

than generally known. 


Mexico's laws provide comprehen-

sive rights and standards for workers in

all sectors, including the maquiladoras.


Mexico has ratifired 73 Internation-

al Labor Organization conventions on 
workers rights, including those on oc-
cupational safety and health. 

Mexico has a minimum working 
age of 14 and mndates special protec-
tions and shorter working hours for 
those between the ages of 14 and 16.

A substantially higher proportion
of the Mexican workforce is unionized 
than is the U.S. workforce. 

While enforcement problems have 
resulted largely from a lack of resour-
ces, a NAFTA would both raise living 

standards and create resources 'oren
forcing existing laws. 

6. There Will Be Increased U.S.. 
Mexico Cooperation on Labor Mutters. 

Memorandumof Understanding:
The Secretary of Labor and her 
counterpart from Mexico are prepared 
to sign a Memorandum of Under
standing providing for cooperation and
joint action on a number of labor is
sues which could be implemented in

parallel with our FTA negotiations.

These include health and safety
measures; work conditions, including
labor standards and enforcement; labor 
conflicts; labor statistics; and other 
areas of concern to the United States 
and Mexico. 

Specific Projects:U.S. and Mexican 
officials have agreed on joint projects
lo address specific concerns in the 
labor sector. Initial projects include: oc
cupational health and safety, child 
labor, and labor statistics. 

7. Mexico is Committed to
 
Strengthened Environmental Protec.
 
tion.
 

As President Salinas has made
 
clear, Mexico has no interest in be :ori
ing a pollution haven for U.S. com
panies. Mexico's comprehensive

environmental law of 1988, which is
 
based on U.S. law and experience, is a
 
solid foundation for tackling its en
vironmental problems. All new invest
ments are being held to these higher

legal standards, and an environmental
 
impact assessment is required to show
 
how they will comply.


Enforcement has in the past been a
 
key problem, but Mexico's record has
 
been improving dramatically. Since
 
1989, Mexico has ordered more than

980 temporary and 82 permanent shut
downs of industrial facilities for en
v;ronmen;,l violations, and the budget
of SEDUE (Mexico's EPA) has in
creased almost eightfold. 

8. A Number of Environmental Issues 
Would Be Addressed in the NAFTA. 

ProtectionofHealth and Safety: We 
will ensure that our right to safeguard
the environment is preserved in the 
NAFTA. 

We will maintain the right to ex
clude any products that do not meet 
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our health or safely requirements, and 
we will continue to enforce those re-
quirements. 

We will maintain our right to im
pose stringent pesticide, energy conser-
vation, toxic waste, and health and 
safety standards. 

We will maintain our rights, consis-
tent with other international obliga-
tions, to limit trade in products
controlled by international treaties 
(such as treaties on endangered species 
or protection of the ozone layer). 

Enhancement andEnforcement of 
Standards: We will seek a commitment 
to work together with Mexico to en-

hance environmental, health, and 

safety standards regarding products,

and to promote their enforcement. 


We will provide for full public and 
scientific scrutiny of any changes to 
standards before they are implemented.

We will provide for consultations 
on enhancing enforcement capability, 
inspection training, monitoring, andverification. 

9. Expanded U.S.-Mexico Environmen-
tal Cooperation Will Be Pursued in 
Parallel With NAFTA Negotiations. 

In parallel to the FTA negotia-
tions, we intend to pursue an ambitious 
program of cooperation on a wide 
range of environmental matters. 

We will design and implement an 
integrated border environmental plan
to address air and water pollution, haz
ardous wastes, chemical spills, pes
ticides, and enforcement. 

During the design phase of the bor
der plan, there will be an opportunity
for public comment and heari igs;
during implementation, there will be 
periodic comprehensive reviews. 

We will consult on national en
vironmental standards and regulations,
and will provide an opportunity for the 
public to submit data on alleged non
compliance.

We will discuss expanded coopera
tive enforcement activities, such as 
coordinated targeting of environmental 
violators. 

We will establish a program of 
technical cooperation and training,
which will include facilitating sharing
of technology for pollution abatement. 

May/June 1991 

10. Environmental Experts Will Be 
Invited To Participate In the Policy-
Making Process. 

We will broaden public participa
tion in the formulation and implemen
tation of trade policy to ensure that 
efforts to liberalize trade are coisintent 
with sound environmental practices. 

We will appoint individuals to 
selected trade policy advisory commic
tees who can contribute both an en
vironmental perspective and 
substantive expertise.

In consultation with interested 
members of the public, we will corn
plete a review of U.S.-Mexico environ
mental issues, with particular emphasis 
on possible environinental effects of 
the NAFTA, to enable U.S. officials to 
consider the results during ETA 
negotiations and other bilateral efforts. 

I Department of State Dispatch, March 4, 
1991.2Tect from Weekly Compilation ofPresidential Documents of May 3,1991. Identical 
letters were sent to Uoyd Bentsen, Chairman ofthe Senate Finance Committee; Richard A. 
Gephardt, House Majority Leader and Dan Ros
tenkowski, Chairman of the House Ways and 
Means Committee. 

3White House Fact Sheet. Text from 
weekly Compilation of Presidential Documents 
of ;-ay 3,1991. 
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Democrats Flubbed Fast-Track
 
By DAVID MARCHICK 

Democrats in Congress never 
miss an opportunity to miss an op.
portunity. They squandered one last 
month with their overwhelming vote 
against expedited trade negotiating
rights for President Bush. So-called 
fast-track authority, which the presi, 
dent nevertheless won from the full 
House and Senate, is esential to 
complete a free trade agreement 
with Mexico and to conclude world 
trade talks under the General 
Agr .ement on Tariffs and Trade.

Voting against last-track authori-
ty reinforces the public's perception 
that Democrats are inexperienced in
International affairs and too closely 
tied to special inteiests, two charac-
teristics that have kept them out of 
the White House. 

Early in the debate, many Demo-
crats linked their votes to commit. 
ments from the president to miti-
gate such legitimate trade-ielated 
concerns as job losses, envirci,men-
tl pollution and health and safety
standards. After winning critical 
concessions from the president in 
May, some key Democrat leaders,
litcluding Rep. Dick Gephardt - no 

dove on trade - backed free trade 

and fast-track authority. At this 

point most D-mocrats might have 

declared victory :9d endorsed ft-

track. But they di.n't. 

In the House, more than two-
thirds of the Democrats voted 
Against fast-track. Even though Mr. 
Gephardt and Ways and Means 
Committee Chairman Dan Rosten. 
kowskl voted for fast-track, 17 of the 
22 Democratic committee chairman 
voted against it. The same was true 
in the Senate, where a majority of 
Democrats opposed free trade. 
These votes followed several anti-
fast-track resolutions I-. Democratic 
national and state party organiza.
tions. Alternatively, only 22 House 
Republicans broke with the presi.
dent, nine of whom represent d. 

tricts with large textile industries, a 
likely loser in the Me.ico ad GATTagreements. 

Interest groups on both sde&of 
Big-businessei-ue workedlobbyistsat a freneUc pace.swarmed 

Capitol HUI, and the Mexican gov. 
eminent hired blue-chip public rela. 
tions and law firms. Trade Repre-
sentative Carla Hills visited Sen. 
Lloyd Bentsen's office so much that 
be threatened, jokingly, to charge
her rent. And the Hispanic commu.
nity, a Democratic stronghold, er 
dorsed expanded trade with Mexico. 

On the other side, defeating fast-
track authority was organized la-
bor's top priority. Some key Indus-
tries, including autos, glass and tex-
tiles, warned of hundreds of 
thousands of jobs moving south of 
the border. Environmentalists were 
also Initially opposed, although some
later supported fast-track after win-
ning commitments from the admin-
istration. 

What led to the overwhelmingly 
negative Democratic vote? 

Mainly pressure from labor 
groups, which went to Capitol Hill 
early and often. Beyond that, Demo-
crats were reluctant to cede negoti-
ating control to the administration 
and waive their right to amend a 
final trade agreement. 

Many Democrats also represent
districts with textile, auto and pro-
duce industries; they were hard 
pressed to buck those who voted 
them into office. And finally, once it 
was clear the president would win 

, 

• 
. 

-. 

his negotiating authority, many 
Democrats predisposed to support
free trade voted against fast-track 
so as not to alienate their labor 
friends unnecessarily, 

Even though free trade with 
Mexico primarily concerns organ-ised interest groups and Washington 
operators - in one poll, only 26% of
registered voters bad an opinion 
about an agreement with Mexico 
this vote may have long-term politi-
cal implications at home and 
abroad. 

Labor and environmentalists will 
remain solidly Democratic. Even 
though environmentalists won some 
concessions from the Republican ad-
ministration, it was only because of 
effectively applied Democratic pres-
sure by Sen. Bentsen and Reps Hol-
tenkowski and Gephardt 

Opposing fast-track will hurt the 
Democrats' strong standing among
Hispanics, 77% of whom think a free 
trade agreement with Mexico would 
benefit them. With state and federal 
redistricting in 1992, up to seven 
new Hispanic districts in the South-
west and growing economic power,
Hirpanics wield increasing power,

The vote also reinforces the buol-
ness community's suspicions of 
Democrats. In recent years Demo-
crats have successfuly rased trade 

' -" 
' ," 

" 

.forward-looking 

/ 

t 
"Where the hell's the media? 1 just swam the Atlntic Oceen." 

and competitiveness issues through. 
out the country, only to miss the 
mark on this critical vote. 

Thus, the Democrats not only
failed to accommodate one of their 
traditional constituencies, they also 
didn't branch out to those that willhe essential to win the White House. 

Consequences abroad may be 
profound as well. Many Latin Amer
cans realize that Democra Frank
iy D. Rosevelt and John F. Kene
dy, respectively,initiated the "Good 
Neighbor Policy" and the 'Alliance 
For Progress." But now a Republi
can president may have sazed the 
traditionally Democratic agenda of 
cooperation with Latin America 
through the free trade initiative 
with Mexico and his "Enterprise for 
the Americas" program. 

When the trade negotiators finish 
their work, the Democrats will have 
one final opportunity to salvage 
their standing with Hispanics and 
with other voters. President Bush 
needs congressional approval to put
the trade agreement into effect. At 
that time, congressional Democrats 
could vote for the accord but simul. 
taneously provide worker training
for those who lose their jobs as a 
result. The Democratic party could 
t- be on recom-d as pro-free trade 
and pro-labor. 

Make no mistake about it Inter
national trade doesn't win or Ite 
elections. In 1988, only 5% of votes
 
polled cited trade as the major de
c in their choice. But
ciding factor 
occasionally, as in this case, trade 
becomes a critical issue for mem-
Lers of Congress. As exports become 
more important to the U.S. econo
my, both parties must stake out a. 

position on trade. 
Yet Democrats are still search

ing for a workable alternative to 
ideological free trade and have yet 
to articulate a coherent trade policy.
Following their current path. they 
will probably hnve until 1996 to 

ork it out. 

David Marchick i policy analyst 
at the Center for Strategic adfernational Studies in WasM~ion..i 



BATTLING JOBS SCENARIOS
 

IIYRUCE STOKES 

ontroversy continues to swirl 
around the likely economic im-
pact of a U.S.-Mexican free-trade 

agreement (FTA). President Bush, in 
a May I letter to Democratic congres-
sional leaders, reiterated Administra-
tion assertions that "a free-trade 
agreement would create jobs and pro-
mote growth in the United States." 
FTA opponents maintain that their 
analyses show the pact could cost the 
American economy hundreds of thou-
sands of jobs during the next decade, 

With the competing scenarios rely-
ing as they do on controversial as-
sumptions, the jobs debate i3mired in 
econometrics. But politicians can't 
wait for economists to make up their 
minds. As Congress takes up Admin-
istration fast-track negotiating au-
thority for the Mexico deal, the num-
bers debate is shifting toward shaping
the negotiations to maximize the eco-
nomic benefit for the United States. 

"You have the chance to do the 
deal right," said Robert B.Cohen, an 
adjunct fellow at the Economic Strat-
egy Institute, who concludes in a study
that the United States could gain
225,000 jobs by 1999 thanks to the 
FTA if Mexico is not used as an ex-
port platform into America. 

The Administration is drawing on 
studies by the International Trade 
Commission (ITC), the consulting 
firm of KPMG Peat Marwick and 
Clopper Almon, a University of 
Maryland economist. Almon is the 
most optimistic, predicting the cre-
atiorn of up to 44,500 new jobs. The 
ITC report found little or no effect on 
employment levels in the United 
States and a real increase in incomes 
for all workers. Peat Marwick says
real income will increase. 

Administration officials steadfastly
deny the existence of internally gener-
ated spreadsheets showing substantial 
FTA-related job losses. (See NJ, 3/23/
91, p. 690.) "We have been unable to 
unearth any document fitting [this]
description," Commerce undersec-
retary J. Michael Farren wrote Na-
tional Journal. Other government 
sources, however, continue to insist 
that such data exist, 

FTA critics, such as the union-fl-

nanced Economic Policy' Institute 
(EPI), complain that Administration 
studies unrealistically assume that 
there will be no net shift ininvestment 
from the United States. An EPI sce
nario, assuming a $44 billion shift in 
capital from the United States to 
Mexico, result,; in the Ios. of 550,00 
jobs. 

The Administration retorts that if 
investment shifts of this magnitude 
wcre going to take place, they would 
already have happened. Moreover, 
Peat Marwick contends that though 
some investment may shift south of 
the border, other U.S. investors may
consolidate production in the United 
States once they are no longer forced 
by Mexican law to produce in Mexico. 
Finally, though Administration econ
omists privately admit that some in
vestment may shift to Mexico, they say
EPI exaggerates the shift. 

As crucial as this unresolved dis
pute is, the FTA debate is already 
shifting toward how to structure the 
seemingly inevitable negotiation. 

The Economic Strategy Institute 
proposes negotiating objectives tai
lored to maximize U.S. economic 
benefits. Among these goals are at 
least a 75 per cent North American 
content for goods gaining FTA bene
fits and a requirement that Japanese 
or European automakers in Mexico 
match any export of .-utos to the 
United States with a similar level of 
exports to other markets. 

Such proposals may well turn up as 
congressionally imposed negotiating 
objectives for the FTA talks. The Ad
ministration would be likely to balk at 
such strictures, but it has already
opened the door by agreeing to con
sider rules of origin higher than the 50 
per cent required for autos in the 1988 
U.S.-Canadian Free-Trade Agree
ment. Though Mexico would probably
fear that such provisions would limit 
foreign investment there, minimizing 
the FTA's advantages, the loudest 
howls are likely to come from Tokyo 
and Brussels, which would see the 
FTA fulfilling their worst discrimina
tory nightmares. 

So in the end, controversial num
bers are likely to drive the U.S.-Mexi
can free-trade debate for some time 
to come. U 
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ECONOMICS 1 FINANCE 

Enviromnental Opposition Fading 
emocratic Sen. Dennis DeCon. r'v-istration's 
cini sees his home state of Ari-

zona as a conspicuous example of the 
paucity of Mexican environmental * 
protection: A hepatitis outbreak in 

Nogales was caused by untreated 

sewage flowing north from its sister 


But DeConcini, who has spon-


sored legislation (S 503) to establish 
a U.S.-Mexico Border Environmen- DConclni 
tal Protection Fund, nonetheless 
plans to vote for congressional fast-track procedures
that President Bush says are needed if the administra-
tion is to negotiate a free-trade agreement with Mexico. 
The fast track bars Congress from amending trade pacts
submitted for its approval, 

"I think the Mexicans are willing to make a commit-
ment to the environment," DeConcini said last week, 
adding that he believed the administration will no 
longer hand Mexico "a blank check" that does not link 
environment and trade. 

His is an attitude that is becoming more prevalent 
both in Congress and among the environmental lobby, 
as Congress moves toward a final vote on the fast track. 
(Story, p. 1256) 

"It seems as if support for a resolution of disapproval
of fast-track procedures has dwindled in Congress," ac-
knowledged Stewart Hudson, s lobbyist for the National 
Wildlife Federation, a large environmental organization
that had spearheaded opposition to fast track. The 
group is now in the process of revising its position.

The Natural Resources Defense Council (NRDC),
another influential environmental lobby, about a month 
ago dropped its opposition to the fast track, according to 
international program assistant Glenn T. Prickett. 

For the NRDC, the administration's May 1 "action 
plan," which addressed environmental and labor issues, 
was "a positive first step." (Weekly Report, p. 1121)

"There's been quite a shift in attitudes," Prickett said. 
"We're seeing a new willingness at the U.S. Trade Repre-
sentative and the Environmental Protection Agency to 
take on these issues, and I think it's clear the [Mexican
government] is taking environmental issues seriously."

As recently as a month ago, newspaper articles and 
congressional hearings were filled with testimony about 
the danger to the environment posed by a Mexico pact.

But confronted with an administration suddenly will-
ing to take their concerns seriously, a Mexican government
that has aggressively raised its profile on environmental 
enforcement, and the sobering realization that much of the -
damage already has been done, environmentalists have 
largely dropped their opposition to the fast track, 

There still are some who oppose the Bush proposals 
on environmental grounds, such as Rep. Ron Wyden, D-
Ore. "We've seen a lot ,,f noble sounding language 
and it can be useful. Put on enforcement, it's been a 
wish and a hope," he says.

And Sen. Tim Wirth, D-Colo. criticized the admin-
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action plan as lacking 
"key details and firm commit
ments." But Wirth added that "a 
free-trade agreement can be a clean 

1W, trade agreement." 
Environmental groups have 

voiced a number concerns about a 
dards for pesticides and cleanliness 

___ in handling food are generally
Wyden stricte' than Mexico's, said Mary

Kelly, director of the Texas Center 
for Policy Studies in Austin. Mexico has complained
that such standards are a restraint on trade, she said. 

In other trade areas, Mexico has challenged as unfair 
trade practice U.S. regulations that ban imported tuna 
caught in nets that also can trap dolphins, says David E. 
Ortman, a representative of the Friends of the Earth. 

Finally, the worst example of lax commitment to 
environmental protection, at least in the eyes of politi
cians in border towns, is the network of more than 1,900
maquiladora plants - foreign-owned automotive and 
other assembly plants that have sprung up since the 
1960s just on the other side of the U.S. border. 

There is so much untreated waste from Tijuana, Mex
ico, for example, that the United States has agreed to 
finance and build a wastewater treatment plant there to 
keep the pollution from spreading into San Diego Bay.

Dick Kamp, director of the Arizona-based Border 
Ecology Project, says that elsewhere along the border the 
maquiladoras and their attendant unplanned development
have seriously contaminated the air around Juarez/
El Paso, Texas, poisoned the ground water in Nogales, and 
are the sites of frequent explosions and hazardous waste 
spills. Overall, according to the group, 95 percent of the 
maquiladoras have notaccounted for their hazardouswaste 
disposal as required by Mexican law. 

However, recent steps by the administration and the 
Mexican government to combat this negative image 
seem to have had some effect. 

According to the Mexican Embassy in Washington,
the Mexican environmental agency, SEDUE, has seen its 
budget increase more than stuenfold to $38.6 million this 
year. SEDUE has closed 28 border businesses this year
for environmental infractions. And President Carlos Sali
nas de Gortari took the unprecedented step of shutting
down Mexico's largest oil refinery in March at a cost of 
5,000 jobs because of the air pollution it generated.

Though pleased that the administration action plan
gives them more input, environmentalists are seeking 
some changes, such as effective monitoring and enforce
ment mechanisms and a plan to use some of the benefits 
of free trade to pay for environmental protection. 

On May 10, the Environmental Defense Fund, the 
National Wildlife Federation, the National Audubon 
Society and the NRDC said that if some changes werz 
made to the plan, "our organizations would be ablf to 
support continued fast-track authority." 

-Phillip A. Davis 
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Nature Can Live With Free Trade 
By Jay D. Hair 

WASHINGTON 
resident Bush's commit-
ment linking the envi-
ronment and free trade 
has made It pouible for 

Senvironmentalists to 
I support putting the ne-
;tgtion on the U.S.-MexIco pact on 

th"fast trick." The National Wild-
lifteFederation can thus confidently
qalrfor'Capitol Hill's endorsement of 
this process, which would prohibit 
amendments to the trade agreement 
and force Congress to accept or rm-
jeci the accord In Its entirety.

.WW4e Mr. Bush's position Isnotal 
that Inany environmentalists might 
want, the Ideal should not be the 
ehmy of the good. His word Is him 
r9frer. The job ahead is to forge 
.eivlronmentally sound free-trade 

agreemems, beginning with Mexico. 
W.. sjhuld not obstruct a path that 
cao.plea to significant International 
benefits. 

When i handful of environmental 
grioups first stepped into the free-
t, de discussion, they were greeted 
WitL?,condescending incredulousness 
by financial experts who viewed the 
talks as belonging to a closed club 
devoted exclusively to commercial 
coRpsllerations. That presumption 
t4at environmentalism and econom-
16 don't mix - has been punctured. 

(aternational trade isincreasingly 
the 'basic way our planet's natural 
respurces are allocated. The rules of 
tr'4q profoundly influence whether 
thes resources will be protected or 
deiraded. The same rules determine 

Jo D. Hair is president ofthe Notion-
aorWidlift Federation. 

whether pollution will be prevented 

or allowed to spread, harming all life 

on earth, 
Free trade agreements are scripts 

from which we can read a future of 
sustainable development or acceler-
ated environmental deterioriation. If 
we get the script wrong, then the 
stage ts set for costly and avoidable 
mistakes. From now on, free trade 
pacts are inherently statements of 
environmental policy. 

Mr. Bush has adopted this concept.
His e.brace is tentative, but that is 
less ,mportant th&- the precedent he 

Bush's word o 

eo t 
ue Mexico pacshould s 

environment sts. 

has set. He has made the commit-
ment that for the first time In free 
trade history, an environmental re-
view will be part of the nrgottations.
This is a crucial step. Certainly, fur-
ther strides will be necessary. 

Mr. Bush has offered a framework 
within which the hird details of 
meshing environmental and free 
trade concerns can be worked out. It 
should be accepted as such, with a 
clear understanding that the struc-
lure Is far from complete. 

In Its talks with Mexico, tae United 
States should negotiate the enforce-
ment of environmental standards and 
the adoption of a "polluter pays"
principle (or Investment that results 

from the agreement. Discussion of 

these Issues, from an environmental 

perspective, implies a good-faith 
commitment that I me talk will 
produce action. 

At the same time, environmental-
IsLs must not evade the logic of free 
trade. The means of addressing envi
ronmental concerns are directly tied 
to economic development. If environ. 
mental progress is not to remain sole
ly the property of affluent nations, 
developing nations must have thelr 
fair shot at progress. Free trade 'I
corporating soind environmental 
principles enhances that prospect of 
advancement. 

Advocates argue that the underly-
Ing argument for free trade Isthat it 
will Improve busineu conditions. 
Trade Is intended to spur progress, 
not dismantle It. In this light, the 
President's commitment to protect
U.S. environmental standards from 
attack as nn-tariff barriers to free 
trade must govern the negotiations 
with Mexico. 

President Bush has made two ade
tional pledges. One is to include envi
ronmental r'-presentation on his advi
sory committee on trade policy and 
negotiations. The other is to consult 
closely with Congress throughout the 
negotiations for a free-trade agree
ment; this offer to maintain the dia
logue should be taken seriously by all 
Involved. 

The President has pledged to deal 
effectively with the environmental 
aspects of a free trade agreement. So 
iti fair to take him at his word - and 
to hold him to It. 

His commitment should be recipro
cated by Congress: it shoim'd grant
fast-track authority to begin the free 
trade negotiations with Mexico in 
earnest. - r0 



March 1991 ENT 1 PJk1 S E 

The Enterprisefor the AmericasInitiativecould eitherbuild
 
hemispherictradebloc by bloc orpromote multiple cases of
 
bilateralconfusion, warnsa leadingacademicauthorityon
 
U.S.-LatinAmerican traderelations 

MakngRegionalisn Work
 
by Sidney Weintraub 

A decade ago, Latin 
Americans would 
have greeted Presi-
dent George Bush's 
Enterprise for the
Americas Initiative 

4 with suspicion, per-
.,	haps even derision, 

as just another neoco-
lonialU.S. maneuver 

to keep countries from developing. 
Yet the receptionwasfavorable, even 
enthusiastic 

North America-and conceiv-
ably the entire Western Hemi-
sphere-ismovingdecisivelytoward 
regionalism. The first fruit of this 
new regionalism is the Canadian-
U.S. free trade area. The second is 
likely to be a North American free 
trade, including Mexico. The Bush 
initiative for free trade "from An-
choragetoTierradelFuego"carries 
this regional logic one giant step 
further. The question is whether 
this new regionalism can be recon-
ciled with multilateralism and the 
need to revive the Genera) Agree-
ment on Tariffs and Trade. 

In theJune 27 speech announc-
ingthe initiative, Bush said thatthe 
United States "stands ready to en-
ter into free trade agreements with 
other markets in Latin America and 
the Caribbean, particularly with 
groupsofcountriesthathaveassoci-
ated forpurposes oftrade liberaliza-

Number Twenty-Fiye 

tion."ThislanguageopenstheUnited 
States to a series of free trade agree-
ments with individual countries--a 
nightmarish prospect. 

In the U.S. vision ofhemispheric
free trade, a Mexico-U.S. free trade 
agreementcomes first. Congressional
approval foraU.S.-Mexican FTAwill 
come, assuming that it 
does,onlybythesummer
of 1991. A free trade ac-
cord will then take an-
other year or two. And 
Mexico's economic inte-
grationmustbedigested 
beforetheU.S. embraces 
the concept of a broader 
regional free trade zone. 

New Thinking 
Most of Latin 

America is just starting 
to promote exports and"" 
lower import barriers, 
and rear-guard actions 
against precipitate lib-
eralization are quite 
fierce. Old concerns 

, 

about the loss ofsovereignty become 
especially potent when the free trade 
embrace comes from the United 
States. 


The 1982 debt cris-s precipitated 
the breakdown of extreme import 
substitution and export pessimism in 
the region. During the 1970s, Latin 
American and Caribbean real GDP 
growth averaged about 5% a year, 
notmuch lowerthan developingAsian
countries. In the 1980s, GDPgrew by 
just 1-2% a year, and actually de-
clined in per capita terms. By con-

LatinFinance 

-.
 

' 

trast, real GDP growth in develop
ingAsian countries accelerated dur
ing the 1980s. 

This tragic or "lost" decade 
cleared many minds in the region. It 
became evident to the non-ideologi
cal observer that the Asian growth
policy was delivering higher in

comes, with less in
equality, than the Latin
American and Carib

eibeanmodel.
 
. The shift to export 
:. promotion-and its cor

ollary of more open im
,.port markets to reduce 
$ exporters' input costs
. now dominates philo

sc'
 
Latin America.Yearsof
 

-". vested interests in pro
, tected markets are not 

easily wiped away by in
' ' tellectual argumenta

' tion. But the process of 
,: trade liberalization is 

now clearly under way 
and the export pessi

mism that dominated Latin Ameri
can thinking after World War II has 
been largely jettisoned. With the 
economic case for rejecting the U.S. 
initiative gone, what remains is un
derlying political mistrust of the 
United States. 

Free trade is more likely to take 
permanent root in Latin America 
and the Caribbean ifit does not take 
the form of individual agreements
with theUnited States. A wiser U.S. 
policy would encourage revitaliza

continued on page 51 

49 



E N Tj JPJAI S E 

Regionalism the percentage for any other coun
continued from page 49 try or group ofcountries. Duringthe

1980s, the European Community's 
tion of sub-regional free trade 20 share of Latin America's trade re
groupings and then offer to negoti- mained constant at about 20%; the 
ate free trade with them. Assumi~ng ID '00O9 Japanese share remained steady at 
that there will be a North American 80 844 5-6%; and intra-regional trade de
free trade area, the negotiations 60 clined to 14-15%. The proportion of 
could then be between groupings: a 1 trade with the United States, by
free trade area in North America contrast, went up 10 percentage 
negotiatingwith sub-regional Latin 0_ . points in the past decade. 
American and Caribbean blocs. 1981 1989 Trade dependence varies. Com-

A series of individual country Totar l Tota st a merce with the United States repre-ECo kTnO 
free trade agreements- -yesterday sents more than 80% of total foreign 
Canada, today Mexico, tomorrow outer circle ofcountries, those of the trade for the Dominican Republic 
Chile, and after that who knows EFTA. Tomorrow, there may be an- and the Bahamas; between 607 and 
which country-would set up a other outer circle offormer commu- 80% for Mexico, Haiti, and Trinidad 
nightmare of special interests. The nist countries, such as Hungary and and Tobago; between 40% and 60% 
proposal's structure could splinter Czechoslovakia. for most Central American coun
the hemisphere by creating a com- IntheWesternHemisphere,the tries,Venezuela, Ecuador, Panama, 
plex system subject to much fraud, innercircle wouldbethe three North Jamaica, and Barbados; 20-40% for 
lackofsupervision and strongpoliti- American countries. If their free Brazil, Chile, Colombia, and Peru; 
cal animosities. In the name of eco- trade prospers, they are likely to and less than 20% for Argentina, 
nomic integration, the end result assume other economic commit- Uruguay, Bolivia, and Paraguay.
would almost certainly be trade con- ments that are more comprehensive While the United States is the 
fusion and political conflict, than would be possible with Carib- major player in international trade 

This kind of bilateralism would bean, Central American, and most with LatinAmerican and Caribbean 
be a throwback to the early 1920s, South American countries. These countries, U.S. exports to the entire 
before the United States abandoned countries could then be outer group- region other than Mexico were only 
-ts then-traditional policy of condi- ings, but still enjoy free trade among $24 billion in 1989, about the same 
tional most-favored-nation treat- themselvesand with NorthAmerica. level as to Mexico alone. During the 
ment. Underthis system, U.S. trade If the United States abandons 1980s, the propoition of U.S. ex
partners "earned" MFN privileges ports going to the Latin American 
for a particular product only if they . . . and Caribbean region declined; they 
made a specific trade concession._ were more than 17% in 1981 and 
The policy was changed because it d only 13% in 1989. 
generated interminable and in- 4D0 This decline in the Latin Ameri
soluble conflicts inimical to the in- 3 can and Caribbean share of total 
terests of a great power with vast 300 U.S. exports can be explained by the 
trading relationships. 238 region's economic downturn. Aver-

The same problems would arise 200 age import volumes in these coun
from a series of individual FTAs 100 tries grew 6.5% a year during the 
under which each negotiating part- 1970s, but were largely stagnant 
ner would "earn" free trade by con- 0 during the 1980s. As with real GDP 
cessions suitable to its situation. 1981 1989 growth, the contrast with develop

Group-to-group negotiations, I AC 0-Wold Sw" us o ofcoa.m ing Asian countries is quite stark; 
however, would promote many posi- during the 1980s, import volume 
tive developments: less bilateral its country-by-country free trade growth in Asian countries held 
treaties, increased Latin American strategy in favor ofgroup talks, sub- steady or surpassed the near-9% 
and Caribbean economic integra- regional tradewouldbeencouraged. mark of the 1970s. 
tion, and bigger markets. Because Latin American and Carib- The United States was in a poor 

bean countries are now lowering economic neighborhood during the 
Inner Crdes import barriers, the conditions for 1980s. The Bush initiative recog-

The Europeans embarked on sub-regional free trade groups are rzes, however, that the Western 
precisely this model of group-to- more propitious than they have been Hemisphere is an area of substan
group negotiations some three de- at any time since World War II. tial U.S. interest. In the past, this 
cades ago. In the free trade agree- For the Latin American and interest has kept out non-hemi
ment between the EC and the Euro- Caribbean region as a whole, the spheric powers (the Monroe Doc
pean Free Trade Association, the dominant trading partner is the trine) and alien political philoso-
ECciuntriesmakeupaninnercircle. United States. More than 40% of phies (Central America and Cuba). 
These countries are prepared totake LatinAmerican and Caribbeantrade Some of these motivations remain, 
on deeper obligations than are the is with the United States, over twice continuedon page 53 
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Regionalism 
continued from page 51 

but the Bush initiative shows an 
economic interestas well. U.S. policy 
makers must understand that po-
litical hegemony can be costly 
whereas fostering more affluent 
neighbors can be profitable. Japan 
learned this lesson well once forced 
to do so after its defeat in WW II. 

Building Blocs 
With the addition ofMexico to a 

North American preferential trade 
grouping-assuming this comes to 
pass-there is no longer any basis 
for denying that the world is divided 
into regional trading arrangements.
The "blocs" are somewhat closed-
this is largely true of the EC's com-
mon agricultural policy, and may be 
in manyotherareasifEC-'92 brings 
on a spate ofrestrictions in the name 
of reciprocity-but transparent im-
port barriers in the main trading 
areas are generally low. 

The word bloc has a rationale in 
Europe and North America in that 
the trading arrangements are pref-
erential. Japan does not have overt 
preferences with its trading part-
ners in Asia, but links between 
Japanese investors in these coun-
triesandintra-firmorintra-keiretsu 
trade ties nake a "yen bloc" a prac-
tical reality, 

Regionalism was a natural out-
growth of the U.S.-Canadian trad-
ing relationship. The two countries 
have reasonably similar cultural 
backgrounds(ifQuebecisexcluded), 

traditions ofdemocracy, comparable 

per capita incomes, and an indus-

trial structure that is largely inte-
grated. More than half of Canada's 
manufactured exports to the United 
States are intra-firm in nature. The 
FTA was a way of formalizing a de 
facto integration that was already 
substantial. 

The Mexican-U.S. case is more 
complex. There are great cultural 
differences and about a ten to one 
ratio in per capita incomes. How-
ever, there are similarities with the 
Canadian case. Industrial integra-
tion is deep and intra-firm trade in 
the manufacturing sector is compa- 
rable to that between the United 
States and Canada. Once Mexico 
removed most import li.ensing re-

Number Twenty-Five 

quirements and reduced its average decade. The orthodoxy ofthe past 50 
tariff to less than 10%h, Mexico had years is being abandoned and real 
to secure access to the U.S. market., steps are being taken to open econo-
Further import liberalization over mies. External debt problems and 
time is no longer a traumatic issue, repetitive renegotiations have cut 
because the majority of the work off the supply of commercial bank 
has already been done. credit. Foreign capital-which

The Mexican trade relationship should be attracted by the promise 
with the United States is similar to of freer access to a hemispheric mar
that of Canada in that each country ket-is clearly needed to promote 
sends about two-thirds of its total development. 
exports to the United States and an The Bush proposal itself was 
even higherproportion of made almost offhand
its manufactured ex- i edly, in a speech that 
ports. Each country's was little publicized by
manufactured exports to the White House and, 
the United States are in . . consequently, barely
the same broad sectors, noticed in the U.S. press. 
dominated by automohile But it prompted imme
trade. Each country diate attention in Latin 
feared increased protec- -,' ' America and the Carib
tionism, particularly bean. The proposal is 
through non-tariff mea- " now generating a spate 
sure. m of hemispheric meet

Mexico's decision to ings, seminars, and 
seek free trade with the . .... counter-proposals-plus
 
United States is historic. bilateral negotiations for
 
Economic considerations , framework agreements
 
now dominate political ofthe type thatpreceded
 
resentments, at least for ' 
 -av the Mexico-U.S. free 
the Salinas administra- trade initiative.
 
tion. While Mexico may The disadvantages

continue to seek cultural nourish- ofregionalism are well known: Most
 
ment from its Latin American con- importantly, itdiscriminates against

nection, thecountrymustlooknorth countries not party to the agree
for its economic sustenance. Mexi- ment. But regionalism does have
 
can trade with its Latin American one important advantage over mul
partners represents barely 3% of its tilateral negotiations: Countries
 
total trade, a share that has de- -iake more sweeping concessions in
 
clined over the past decade. this limited framework than in glo-


When the United States and bal negotiations. All EC members
 
Mexico began contemplating free accepted each other's regulations.

trade, Canada's first reaction was The arbitration provisions for dis
resentment that its own free trade pute settlement of the U.S.-Cana
agreement with the United States dian FTA could not have been nego
wouldbecompromised. Eventually, tiated in the GATT, at last not in 
as President Bush's letter informed the first instance. 
Congress, Canada decided to par- Trade throughout the Western 
ticipate in the U.S.-Mexico talks. Hemisphere could similarly benefit 

Canada couil not ignore the as regionalism is pursued as an al
extension of U.S. regional strategy ternativetobilateralism. Most Latin 
toMexico. And Canada canr-ot stand American and Caribbean countries 
aside if the U.S. policy moves all the are simply not large enough to make 
way to Tierra del Fuego. Canada sense as free trade partners for the 
will be drawn in, both to protect its United States. But as part of larger
interest in the U.S. market and then groupings, free trade would have 
to take advantage of potential op- more meaning forthe United States,
portunities in Latin America and and, ultimately, for its Western 
the Caribbean. Hemisphere neighbors as well. 9 

The U.S. initiative came at a NSidney Weintraub isthe Dean Rusk Professor of 
most propitious time. Latin America InternationalAfairs at the Lyndon B Johnson 
has just gone through a devastating School of Public Affairs at the University of Texas 
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TRADE BRUCE STOKES 

LAUNCHING THE EASTERN BLOC
 
he fanfare that greeted the years and suggests it will consider 
April 15 inauguration of the  unspecified concessions on agricul-UEuropean Bank for Recon- tural imports.

struction and Development This isof little solace to Eastern 
(EBRD), a London-based multilat- European producers struggling toeral financial institution created to - ' rvive. Steel, farm commoditiesureand are foundationclothing theease Eastern Europe's transition to 
a market economy, threatens to ob- upon which Easiern Europe must 
scure a lesson the governments of rebuild its economy. Farming ac-
Latin America learned the hard way counts for about asixth of Hungary's
in the 1970-.: Credit, such as that to gross domestic product, according
be offered by the bank, is a danger- × to World Bank data. And textiles ac
ous and ultimately inadequate fuel count for a sixth of the value-added 
for economic growth. Trade is a inPc!and's manufacturing sector. 
much better source of financial re- _ _ Moreover, Brussels insists on con
sources for impoverished economies -- - tinued strict application of its
because it offers far greater poten- . antidumping statutes, to ensure that 
tial for sustainable growth. hidden state subsidies. a legacy of

If Eastern Europe isto breathe new life into its economies in Eastern Europe's socialist past, don't give Czechoslovak, Hun
the next few years, it will have to raise capital the old-fashioned garian and Polish imports an unfair competitive advantage. The 
way: It must earn it. And the European Community (EC), as EC wants safeguards to protect industries that might be ad-
Eastern Europe's neighbor and largest trading partner after the versely affected by products coming from the East. And it de-
Soviet Union, is the region's logical market. mands a minimum level of East European content in goods

"The Community has a direct interest in helping [East Euro- coming from the region, to guard against Japan's using Eastern
pean] reforms succeed," said James Rollo, director of the inter- Europe as an export platform.
national economics program at the Royal Institute of Interna- Free access of Eastern European products to EC markets
tional Affairs in London. But, in the EC's current negotiations will undoubtedly create hardships. But the cost of the Commu
with Czechoslovakia, Hungary and Poland to grant those na- nity's failing to increase imports may be even higher. 'Rapid
tions special association trade status, he said: "The Community and special action is necessary if the collapse in [East Euro
isbeing at least halfhearted in its commitment to Eastern Eu- pean] export trade isnot to be calamitous," Rollo warned. 
rope. We've raised expectations, and we ire on the verge of Rollo proposes phasing out EC steel and textile quotas dur
deflating them." ing the next two to three years and suggests immediately open-

Washington can ill afford to be a disinterested bystander as ing EC markets to some Eastern Europear livestock, fruits and 
Brussels strikes commercial deals with Budapest, Prague and vegetables while the Comm'nity completes its reassessment ofWarsaw. Western Europe's failure to truly open its market to its.Common Agricultural Policy. He recommends making such 
the steel, textiles an.i agricultural products Eastern Europe has market access contingent on evidence of progress toward re
available to sell coula piove to be folly. In a shortsighted effort gional democracy and economic reform, such as enactment of 
to protect its producers, the Community may doom economic new laws governing fair competition.
reform in Eastern Europe, eventually necessitating massive Washington could do much to encourage the Community to 
new transfusions of Western capital. Moreover, it may engen- make its markets more accessible. The current Uruguay Round
der political and social unrest, reopening the door to authori- of multilateral trade talks are bogged down in finger pointing
tarian governments and new regional meddling by the Soviets. between Americans and Europeans over farm subsidies. The 

To deepen East-West European economic interdependence Bush Administration may have a greater chance of getting the
and to reinforce the emergence of capitalism ar. , negotiations back on track by arguing Eastern Europe's case6-iocracy in 
the East, the European Commission, the EC's executive rather than its own.
branch, was authorized in December 1990 to negotiate associa- Early next year, U.S. import restraints on EC steel are up for
tion agreements with Czechoslovakia, Hungary and Poland. renewal. Washington could trade off greater access to the 

An EC association agreement allows preferential access to American market in return for the Community's accepting
EC markets but falls short of full membership in the Communi- more imports of Eastern European steel. Similarly, the
ty's common market. Such an arrangement is expected to im- Multifibcr Arrangement, an international accord regulating 
prove survival prospects for the staie-owned firms now being world textile and apparel trade, must be extended pending the
privatized inEastern Europe and encourage new private invest- completion of the current Uruguay Round. Such an extension 
ment, to modernize the Czechoslovak, Hungarian and Polish provides an opportunity for the United States to trade off
economies. EC officials also hope that East Bloc economic greater access to its market for Third World producers in return
revitalization will forestall massive migration from the region. for market openings in Western Europe for Eastern European

But the Community's offer to the East is woefully inade- products.
quate, according to European economists who have been fol- U.S. steel or textile producers will balk, but the alternative,
lowing the talks. Brussels says it iswilling to eliminate tariffs on regional instability and potentially higher military budgets if
textile imports from Eastern Europe during the next 10 years. Eastern Europe's economy falters, makes such tradeoffs a bar-
The EC has offered to lift restrictions on steel imports in five gain for the American economy. U 
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Feed the
 
Soviets,
 

Starve the
 
Taxpayer
 

By James Bovard 

WsMIGTON 

"l"'an. 

a Anoe
ft -acna 

for
the SovW Union, the Federal GoV.,n ,isonce a uU.1 (arm problems by throwinl ...SatfrenLh.oo. MM 

wmely.Washington's farm exportpl_
k? it becoming a black hole that isaenselessly pullinIg in more andtax dollars while provsding mienaj
benefit to farmers. 

U.S. grai exports am now rute
Jy'Pyrrhic vkctories. The Aricultv
Deprtnt~recently pid An exportDeprtey o ecen.4y paid ax~lelnexptt 
subsidy of 51.41 c bushel an 10matsold to Norway for 11.50 a busheL 
ThaIk to the departments geoelr.
fty, Ahnerlcen wheat isnow far cheap. 
erbi Oslo than in Chicago.1n by paying a 94 percen export 

1 dIbldy AsrictIure De00 wheatitheportrsof U.S. graon sorghum toNor.
partmel displaced unsubsidued ".
Wy.'ohe Feed Grains Council oNm.
pla that
Fubsidrid wheanpl
ai Lntatsuby udercutting uno. 

rt 

are icreasingly uatercuing w br
alizd exports of co. and oher hd 

TVExport Enharnemn pro. 
gran, the largest U.S. export subsidy
pUgrsit , has apent mnre than Z2

billxio to boost wheat expors. An 

Aliti'ulture
Department study con-clded t I of every iObuhels of
wheal'exported through the program

would have been exported anyhow. So
ield of exporting for a profit, the

U.9,sold for a loss. Robert PaArlberL
'"lifivard econ omist, notes, "it 
would have been almost a dollar a
bushel cheaper simply to buy surplus
w~~~~m rst~are non t e fwbeat on the free market and tnediral 
dsiroy it. rather than to give It
away' undei the export program,


The Agriculture Departmm isMacres
also burning tax dollars to export

eggs to Hong Kan& barley h to

Veqezela, rice to Turkey and frome 
Ch.C ens to Saudi Arabila. A depart.mient, study found that poultry export
&ubidesnot WJy costUpayers
mr than 55 m!lltm - but also
dro.ve up retall poultry prices Inthe
U.S. by almost 51.5 billion,

OK March 1, the departme.t at.notinced a major expanslion a dairy 
export subsidies. The Government is
Paying farmers 95 etns &pound for 
butter - &nd selling butter to forei -ersfpr roughly 60cents a pound. At aUMe When many Americans ca 

Americans
 
Won't get rich
by giving 
away food toforeigniers. 

gfford,Isbuy milk, we wlu sp4l
twltn 0USrmillion toldump 140,00
inj U.,& dry milk na word apr.

liftsM fire-Cogepriaes.
-,Members of the Consitalorialfarm lobby appear to believe that 
taxpayers are obledtoakrol anyt
 
faovernment wpLr td
u 

U.S. farm products. 
.,Representative Dan Gliman of 
As conained that M..1; Vi 
ivl.refusal to grant more credits 

wasINrgo'the "equivalent of a gran ea.againat the Soviem This
Mlakes as much aense as my com.plinA of a Mercedes embargo be-Cause the German Government wW 
notgive me the money to buy afancy
I (,,,dcar.
 
py=fth StasLCongressmen am hapgiving export credits to ti

Soyvu, by fueling demand for Amer.
iaa.wheat, is driving up u.s, wheat
prlia:s, This may b' great for poaUl
clanaBut the higher U.S. prices be.¢og, the l compeitve AmericanWi4ath le oworld maret The 
more export wbsidies Waahjmin
pcovJdes, the more difficult It ba-We to epr any grain wllM asOP Oubsridy.Ia ~lll
 

Ifl lfar e ellotsm,xports, theytey want toabolishbolsh ul 
farm programs. This year


the'Agriculture Department will pay
farmers to leave more than go mUllon
 
of land de - thereby Aharply

deereising output And productivity.
Federal price supporto drive U.S.
 
crop pices above world prsces, cup
pWii our competitivenes


W cannot become rich by giving

0fo0:0 foreIgners. Farm export sub.

ldles
have disrupted internatilonal 

markets, squandered billions of dol.
larb and bushwhacked some Ameri
can farmer. Tie ooer the crasy.qulh dolietion of export subsidies Is 
aboltil-A"d. the more prosperous t
nallon-wWl be.. 

James Bovord is the author of "The
Farm Fiasco" and the lorthcomins 
"The fair Trade Fraud." 
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Trade Benefits for the Baltics 
By PAIGE SULLIVAN Union. but struggling to come to ar political concern be trmly justified Since then, Estoni,. Latvia andand RAIMO KAASIK agreement with Moscow on an equal when our own policy ultimately Lithuania have consister.ly movedAfter approving a $1 billion loan footing. .boomerangs against our long-term forward in the independent adminis.to Moscow for agricultural nkr- Soviet leaders are pointing with goal, which is the democratization tration of their economic affairs. Inchases, President Bush plans to put one hand to the recent p;ssage of and economic transformation of the fact, the Baltic governments havebefore Congress the U.S.-Soviet the freedom of emigration bill, Soviet Union? taken the lead in initirting market-,trade agreement that was signed at which removes one last hurdle (as ented rerms. wltharec.
the last summit in Washington one stipulated by the 1974 Jackson-Vanik During the period of Baltic ide toiened rxpeorms the acneryear ago. The trade agreement, Amendment) to MFN status for th pendece (1920-1940), all three tates 

which could Conres bytheeiite-ed Union. converreach whicCongresscold byeacthe Soviet Meanwhile, with into trade agreements with and subsidies reforms, thethe the United States. These provided $ion of state-run enterprises into priend of June, would extend to the other band, they are slamming the for unconditional MFN treatment va ementities, enthe formition andSoviet Union most-favored.nation door to U.S. economic assistance in for Baltic exports to the United theret of s tae a
 
tatus. This 
 would allow Soviet ,'m- the faces of the real democratic States But sfte"Estonia, Latvia and the restructuring o! state taxports the same low-tariff trea',.ent movemnts of the coltapsing Bus- Lithuania were forcibly inc-rporat. sysem

accorded most other U.S. trading sian empire.

partners. In light of this cynical Soviet ed into the Soviet Union, M2N sta-
 The legislatures are encouragingSoviet leaders view MFN status ploy,critical to economic recovery in 

the time has come fur the tus was terminated for all of them. Joint ventures with Western partnersas United to divorce economics The questionBaltics remained moot until to the West.States for the of renewing MFN . andcy-earningpromotingexportscrucia! hard-curren.The 
their beleaguered country. But while from po!itics in US.-Baltic relAtioij. No r he n Sot urei-rin adprne mnst.rsho
Moscow puts on its vulnerable face The United States shouldissimltaeouly tats t signed presidents and prime ministers offortheWes, i ndeendnt FN reextendal theedentNovemberMikhail1989,Gorbachevwhen Soviet Prei-a these stau%are sounding out thefor the West, it is simultaneously independent MFN stats to al threetrying to throttle economic recovery Baltic states. law granting economic autonomy to chances of obtaining observer or the 
in the Baltic states. According to Article 4 of the each of the Baltic states. This Decla- equivalent in icternational economic 

The Bush administration has Trade Act of 1974, the United States ration of Baltic Economic Autonomy organizations such as the General 
completely nassed over Moscow's is legally empowered to sign a trade gave each state financial and coin- Agreement on Tariffs and Trade, the

cc-leeratior of eeconomic warfare agreementaccl 'aho o ecnomcgremen withwth any ovenmnt - courn- Bank thewrfre ny goverment merciallyandindealingsindependencewihforeignboth internal. World and InternationalMonetaryFud 
tact,L N gainst Lithuania. Latvia and not only with politically sovereign
Eator, .. Among these tactics, by far nations - that control their foreign tries. Clearly, in light of the current 
one of the most unfair has been the trade policy, Under such an agree- Furthermore, the law allowed the degree of Baltic economic autono-
Soviet threat to deny the Baltic ment, it is normal procedure to ex- Baltic governments to negotiate a my, Fstoc,;,, Latvia and Lithuania
 
states (and three other republics tend MFN statuS. 
 reinstatement of their prior trade meet the statutory requirementsforthat refuse to sign a new Union The only real obstacle to the status with any atate they might preferential trade treaLment from 
Treaty wit Moscow - Moldavia, graduation of the B1ltic republics to choose. As a result, the 'door' to the United States. 
Georgia and Armenia) the henefits MFN status is political - namely, MFN status for the Baltics was firt Granting independei,of future foreign credits and trade the Bush administtation's desire not opened by the Soviet government it- MFN status to Estonia, Latva andagreements, including most-favored- to cross Mr. Gorbachev. But can this self. 
 Lithuania would not be tantamountnation status from the Unitcd States. to an official U.S. recognition of theIn effect, the Kremlin is planning to
exploit its future MFN status as a Independence of the Baltic states. 

Nevertheless, MFN status would at.potentially lethal economic weapon. tract hard currency Into theseMoscow's continued policy of states, which in turn they couldall-out economic warfare with the withhcld from Moscow and use asBaits became obvious during the leverage for negotiating a 'fairevents this year surroundiig the , deal" with the Kremlin.April "9 plus I"agreement. At this The stronger the Baltic republicsmeeting between Soviet President become financially and commercial.Mikhail Gorbachev and the leaders ly, the less they will be forced toof nine of the Soviet Union's 15 re-
publics, there was a clear under-

submit to Soviet political blackmail 
on account of economic dependence.standing that any government elect- They will then be in a better posi-Ing not to participate in the Union tion to sign equitable treaties withTreaty (which so far remains an am- the Soviet Union, but on their ownbiguous document) would be exclud- terms.

ed from the Soviet "corrmmon mar

ket." uige Sullivan is Aresexarch associ-Such a vague-sounding and oml- . " " ate at the Center for Strategic and 
nous threat could portend disaster Ilternationl Stvdies in Washing
for those states that still are eco- nOTHCO t ton. Raimo Kaasik is an aftorn'"inomically dependent on the Soviet San Diego, Calif. 
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The US Should Use Its Leverage With China 
ally. As aresult. Western countries are taking finner po-
sitions with China on issues of concern. 

By L** EL Hasitm Inside China, we would like to se, economic reform 
and peaceful evolution toward democracy. In its foreign
relations, we want China to support stability in Asia andNITED States relations with China have de. other regions. Reform and security cooperation will

teriorated since thc, 1989 crackdown on pro-
democracy protestors. We face tough decisions 

on China policy during the coming months. 
In response to the crackdown, the US, Europe, and 

Japan suspended trade programs and military coopera-
tion. Multilateral loans were blocked. China's leaders 
subsequently eased some repression and resumed lim-
ited economic reform. The) also supported the Persian 
Gulf coalition. Man) countries lifted some sanctions. 

Four factors will influence China's future; the scope
of reform, the leadership transition, the shift of power 
to the provinces, and the end of the cold war China s 
ke, internal issue is economic reform. But reform 
threatens stability. China's aging leadership wants to 
reap the short-term economic benefits of reform and 
trade, without the long-term political consequences. 

New leaders might be able to accelerate reform. A 
power struggle between hard-liners and reformers over 
whom wil.)next rule China has reached a critical point,

China will also be influenr.d by the shift in power to 
the provinces. This trend was set in motion during the 
1980s, when Beijing permitted provinces to retain a 
share of tax revenues and make their own foreign trade 
and inve-ment deals. Provinces now sometimes defy
central government economic directives, 

The end of the cold war has important consequences
for China's relations with the West. The decline of the 
Soviet threat has reduced China's value as a strategic 

sufft.r ifwe disengage. They will also suffer ifwe do not 
press our concerns more strongly.

What are ,hese concerns? First, Americans are trou-

' 
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bled by the denial ofmany basic poliucal rights in China 
and Tibet. Second, China appears to be using sales of 
unconventional weapons and technologies to acquire 
money and influence. Third, our trade deficit with 
China - $10 billion in 1990 - is in part the result ofun-
fair trading practices. 

Trade is the most pressing issue. President Bush 
must decide by June 3 whether to renew most favored 
nation (MFN)trading privileges for China. China needs 
trade to obtain technology and foreign exchange cru-
cial for its development Congressional displeasure with 
Chinese trade and arms policies has increased the 
chances that HFN will be revoked this year. 

Revoking MFI would strongly convey our opposi
bon to China's policies. But US-China relations could 
nose-dive. Suspending ?4FN also could retard rather 
than promote reform. Economic interaction is a ke% 
source of exposure to Western values. 

For these reasons, revoking MFN could be counter
producti,. We might want to hold this step in resene 
while we exert other pressures on China. President 
Bush has cited China for illegall) copying US pharma
ceuticIs, software, atd chemicals. We can retaliate if 
China does no( end these practices. 

If China fails to make progress on human rights and 
arms transfers, we could reimpose sanctions lifted last 
year. We could also restrict high-technology sales. 

On human rights, we need to be more forceful. 
Bush's decision to meet last month with Tibet's exilc. 
spiritual leader, the Dalai Lama, sent a strong signal of 
US opposition to Chinese policies in Tibet. 

To enhance the longer-term prospects for reform 
and democracy, we should try to inr.Tease contacts with 
reformist elements, especialy in 'e military On'weap
ons proliferation, we should investigate reports of the 
transfer ufmissile technology to Pakistan and Syria and 
nucle, - technology to P;:kistan and Algeria.

A hostile relationship, would not be in our interest. 
because we want China's cooperation on security and 
trade. If we d;sengage economicalh; we may also un
dermine long-term reform prospects. The end of the 
cold war Lnables us to press our concerns more 
strongly, though. We have econodic leverage and 
should use it. 

a Rep. Lee H. Hamilton (D) of Indiana isa member ofthe 
House Foreign Affairs Commllee. 
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RichardCohen 

One Nation That Should Not Be Favored in Any Way
 
Ever sinme becoung president, George Bush has shown a 

oeftin tropisn toward Chia, ignmring its human rights abuses 
util forced by Congress to take notice. Now the presieent 
waits to give China the best break possibe on trade. saying 
ha is the moral course. Tell that to the famihes of the victirm 
a( Tanaoinen Square. 

The president reiterated what amourits to his China policy 
ia commencement address at Yale Urversity. _me of what 
be said was both sophisticated and reasonable. He warned 
aga.nst American "seff-righteouvbess.' which is indeed a na-
tsal characteistic, and said he was trying to chart a moral 
curse through a world of lemer evl' Ym.ideed. But what 
about greater evils? 

Surely, China fits nicely ito the latter category. s prisoon 
system holds about 20 million people. many o them incarcer-
ated for Paicl reasons. The Chinese gulg, rwcd like the 
Soviet ne of old. is a vast industrial empire. It makes sont ,, 
the goods exported to the West-everthmg from cdiden's 
clothing to win--even giving some of the slave labor camps 
lacty-sou-dArg names. Except for Guangdong Province, 
where a private and smnu-pivate emcouy thrives, its national 

economy remamin rigidly centralized-precJy what the 
'most favored ri '" law says should not be zvored in any 
way. 

What's worse in that there's a "rust _,_,"quality to the 
president's address-a romise that he. .h old China hand, 
would be able to strke the perfect balance be" - - the carrot 
and the stick. But the president Fhs earned no such trust when 
it comes to Cuna. Instead, he h, 'roves hiself to be devious 
and secretive in his relations wvth Be- ig. treating it far less 
harshly (even when it comes to trade) than Ie has the Soviet 
Unon. 

After the June 1989 Tanamen Square massacre, for 
instance, the adminiLtration promised that the United )tates 
would suspend all ^poLbcalever excha-ges with China. Yet 
within a month, Bush secretly dipatched natiral security 
adviser Brent Scowcroft to Beijing-a trip that was kept 
.cret from congressional leaders and was only adnowL-dged 
after CNN reported t in December. 

When Congress threatened, after Tiananmen, to extend the 
vias of Chinese students in the United States by legislation, 
Bush puested and said he would do it by executive order. Not 

only did he not do so, but the White Housedenied that the 
promise had ever been made. It was only when Sen. Coraie 
Mack (R-Fla.) produced a letter from the president containing 
the words 'executive order" that the White Hou did what it 
said it would do all along. 

In deciding how and under what cintaces to aid China 
and the Soviet Union. the pre-ident has no easy chces. But 
the Soviet Union is led by Mk Gorbhev. a hesitt 
reformer. but a reformer nonetheless. No less a critic than 
Boris Yeltsin has attested to Gorbachev's intentions. Gorba-
chev. he wrote. "could have gone on like Brtzhnev or 
Chernenko did before him.... He could have daped himself 
with orders and medat .... Yet Gorbachev chose to go 
another way-the very difficult task of denmocratization. 

No such words have ever been written abuut China's aging 
laders. There is no guarantee that they will respond to either 
the carrot or the st ck. Nevertheess, rt would not be wise to 
totally isolate China. Trading is inherently a liberasjig 
process, since when goods are exchanged, so too are idea& It's 
for that reason that historically the most tulerant cities have 
been pots-New York and San Francisco in this comutry. 

Shanghai in Chia.The (a that pl a blamord'cm d. 
a political mmage a weLl 

But Bush is tane-deal when it cones to the pitcs of humas, 
rights. As a former director of the CIA he seems ta have lef" 
the agency but taken itsethic with him. All he can seem what 
aances the Ini, interests of tme United States, human 
rghts (even trade) being periphera. China's willingness to 
forgo the veto on several key U.N. votes before and during the 
Persian Gulf W= --- bled Bush to get his resoutons trou 
L_ c--i n t o milon sousi the 

. .. . lot hou 
Chinese gulag. seems to be uppernost in Bush's mind. 

China. - country where Bush fashions himself to be an 
expert (he was chief liason oficer). bings out the Poppy
kr-,ws4est instincts in the presidenL He will brook no 
congressinal intederece. But on a score of issues, ranging 
from human rights to nuclear nonpmbferatx, China rerns 
a rogue state, totally undeserving of "most favored nationn 
status. That's a carrot Bush should make Ohina earn. If . 
are such things as es evil s we of them, certainly. s todo 
nthing about greater c,,
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Pauline H.Baker 

South Africa: When to Lift Sanctions
 
APhwu~agx offis hae indcated that

Preident Bsh intends to relax sanctions 
apist South Aft" whaenfive conditionsthe 

mekrth inthe 1988 Comprehenive Anti-
Apartheid Act ae tufful e Now that Prmtmj
has Completed the repeal of aparheid legisla-
ion. the liting ofi coul be im ment.uanm-,


South Afri Preident F. W.de KLA 
start tobta ha t arthadretrem om 
3% years after wnctosrwe enacted inthe 
United States in1986. Hn decision to relekase 
Nelsn Mandeb and ttmathe antuptheid

ootson inFetary 1990 wai the South 
Afxian Yvalerit the BerlinLithe collapse of
Wal.Roughly simontiislater, however, afer 
Made'a Afican National Congress areed 
toace 'frelatAugsat. de KIerk began to 
alu.tgarmThe model statesman wo made 

p 
,in
consultation with a

ahatgcatieang politiane,,hJ-dra 

De ler's badin dg notIinh party coference or acovnira" fmm bthe impotance of the brger beeakthoug held. Satisfying the final condition,priaiely
but it daes maugget would allwall econ rmeariamthat he a not making a define 
cean break with the pit. Seiting the vulner-I belited.
 
abity of the ,,ti-puhjid oppotio which h policy commia the United Stato to a
ishaving ahard ine etaihishins itself a a plaed course o action deigned to Advance 
ae and whe v oice after i dcdeo

represioi de Kerk wants to retain the PMr 
hand,eve ifitmeans that bLod will flow
the retL Hiactons are heiteninstM 
m with ANC a i approaches ia 
pany c nigreminearly July, ameeting tht 
willUeacritical tem LMandes'm leaderhi 

Bush cannot lit anctions at thi te
without appearing to approve Li these m-
D ss ofdrf, He t pshoultre.iaePt When a representative mecanimn to

bu at popula or the 
ge deKle getbkan thetne esbu tiseiuch 

pr made thus far theam~e time achieve legitimacypocess b 
tk t as acatituent asemly or

hon st pirposefu refomi. ae interim goverment, then the rearictki 
on loans
by the Inbenational Monetary Fund, clcuatig P . W Spieeiically. Bush "Mtook halting, pinocaive and ilateral stepsanctionstot ul inkthe Ming offlad belited. K eaton ,dthe finlwith dw, repern inm. t O nsiet omuitutional agreementconstita. doild ,timiulate a

7ti deviation inde l es behavior the onl way that it he WesternWan aidpackage for thewhole oiaoutho ion negottiona
to gve Bush pause a he approaches the = s en Africa, aregion inwhich other probWdoineofsiuctin ot. e issue i n ulfillia 'good faith' commitment to onilictsare also drawing to adaL

whToowhether to Li the word. trulanccw-nx much i at take for Bush to bethealitudy to~ dfrtinl hfteWVdi f ~fif -osit era of the black majaity. This asthe mlef 
wten and how. Bush must not squander the condition inthe American msctkm law, and that taedo nt wryoutthe w,
redhy Wasington has carefully cultivated del~erk,deite his repeal of apartL idba. account o th kg political context Crwith A in in the athct, met tak the W nowpled hi compliance in % semm toSouththe ultimate conue&um cowse of negotiations or revive the bitter Negotiations could begin in a matter of Africa. If Bush acts, prematurely, thi thecontroversy over South Africam our own months with the convening of a muli.party fires d racial antagonism could get dangerawi0 niestic conference, an ideapolst. that has been agreed to i, b t control aid expand raply, as they
Del~erk hs made Bush'. Jobharder by Vnc eby thed three mains Prtih-the w-l 

thedWKW Ohtenngisreform pro r , the ANC ander5 Inkatha 
over the pat 10 montb& adding q .flBush isould anonce hispoly inreqx
mtidlophlc that amebreeding dist Hiu to de lerk's latest maeIf the White Hoie 
lendreform program denied restitution Ir determinet t foutout ofthe 
hnd farciblytaken from blacks while protect. ouitions are ulfilled, BBlMhk xate
ing Land cmmiuiy owned by whites. He r that fict.nsU will tWimate when the mul 
diced, hi di ht revoke,strtcedpow en oipre-theventhe detenton. He out 

repatriatio Li eiles, blocked the United 
Nabtis refugee Lifice from helping resettle
ment and W edr ste rele ipolini
prisoner, amy Li whom are ail Languilss 

De Klerk's llip postin on townsipq Who-
Iam.which ha rsulted in2,0O0 deathm ar 
don puar. even ownurhissdrAyed ha 
admires. De Kklek ha refine to bunch a 

rohesWMAN revosmilefor seewity post
foiban mtheir ports prmecua cnfe e
haqlasssin s, irnpoi anationwide bw 
an thepbicdpay falweapontor dimm-o
doethe wweq lor m'igranthostels, ltmml
 ny of thett monthe gthettos within ghtosinnocentfrum whichbystandero' Y 

Prthe tIt '. r stage ranPtoopdrs ,-

Sowft. treating the blade townuhip mift 
wem kbep terlay. _ _ __ _ 

-ae tm~ usmI,
 

the negotiating process. For the South Afrci
playes, tioffers clarity and certainty, with o 
mirixe or rom for reinterpretaim, t vm
Mandela the breathingspace to lrpare he 
spporter for the change, and kpvoim de 
Klerk the incentive to get bock an apthal 

p weedy reform. 
Each of the next dunw in the negodidon 

proces should trfUf further emnuomc sup

diddurigt tse eagan yeam,ansdk into hi 
own political backyard. 

Thswriterisaainor awxia at t 
CarieieEdowmit fr InkmatiosaJ 
Pwasanddircw o(th Sou Africia 
BrafatFonir. 

.
 

_ _ _ _ 
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Herman W. Nickel 

Formula for Chaos 
Continuedsanctionswill make post-apartheidSouth Afica ungovernable. 

Pauline Baker's plea to President Bush 
to put off lifting the Comprehensive Anti-
Apartheid Act of 1986 ("South Africa: 
When to Lift Sanctions* op-ed, June 181 
demonstrates the lengths to which the 
sanctions movement will go to move the 
goalposts inorder to stay in business. 

By twisting the facts to impugn the good 
faith of F. W. de Klerk's commitment to 
negotiate a new democratic order, she 
builds a case that adds up to bad law and 
worse policy. 

By Signaling to Pretoria that solemn 
undertakings by both the legislative and 

Sking Exception%king_ Exception _ 

executive branches of the U.S. govern, 
ment are subject to constant reinterpreta-
tion-and axe thus meaningless-the ef-
fect of her advice would be to undermine 
U.S. credibility and influence on the de 
Kierk government during the critical nego-

tiationsathe Con-

By sending the African National Con-

ress and its ail the South African Coin-
munist Party, the message that Washington
hasbecome their "useful idiot," the effect
would be to make them more intransigent
Just when more flexibilty iscalled for. 

Perhaps most damaging, by leaving in 

place artificial obstacles to the recovery of 

South Africa's economy, Baker's recom-

mendations would further reduce the 

chances for a successful transition to a 

democratic "New South Africa." If there is 

one thing ANC and government econo-

mists can agree on, it is that unless the 

South African economy resumes growth 

very soon (alter 15 years of stagnation)

that transition is doomed. Without a re-

sumption of vigorous growth, there is little 

chance that any constitutional compromise 

will withstand the wave of instant expects-

tions of an angry, ever-growing underclass 

of undereducated, unemployed young
blacks. To tl'em, liberation has asmuch 
economic as political meaning.

While South African business has been 
remarkably resourceful inreplacing export
markets closed by Sanctions, the denial of 
access to the IMF and the negative effect 
on normal bank lending have made it im-
possible for Pretoria to pursue growth-ori,
ented economic policies. The longer this 
aituation drags on, the more likely it be-
comes that measures taken in the name of 
fighting apartheid will make post-apartheid 
South Africa ungovernable, 

When will it finally sink in that the real argues, it must do so in "good faith." Giving
victim of continued economic sanctions is the concept of negotiations a novel mean. 
not the present South African government,
but the one that succeeds it? (Not to 
mention the rest of the region, which 
depends on the South African economy for 
its own recovery.) 

In fact, the pressure on President de 
Kierk to negotiate a new democratic con-
stitution for South Africa does not come 
from sanctions, but from his political im-
perative to have the new constitution in 
place before his present term expires, which 
will be inearly 1995 at the very latest. De 
Klerk cannot hope to reach this target
nless the ANC agrees, and that requires

good will and good faith on everyone's part. 
A prune reason for de Klerk's remark-

able success in keeping his National Party
caucus so solidly behind his radical reform 
course is their awareness that its right
wing rival, the Conservative Party, no 

Pauline Baker. e ne 
arin Ilteam 


9W !P"goodfaith"as de 
nWillk toK erkS w in messto 

do ea ANcd exacty as the 

longer stands a chance once a non-racial 
franchise comes into effect. To imply that 
it is de Klerk who has been dragging his 
feet on the convening of a multiparty
conference is to turn the truth on its head. 
It is the ANC that has been adding new 
preconditions. No one has been keener to 

get the talks started than de Klerk. 


It was precisely this entry into negotia-
tions by all the parties that t,.e1986 
Sanctions law sought to encourage. Once 
the U.S. Embassy certifies that the South 
African government has released "all per-
sons persecuted for their political beliefs" 
(asdistinct from acts of violence). de Klerk 
will have met all the five objective condi-
tions of the law, after which, under section 
311 (a), the act automatically terminates, 

Sanctions campaigners are thus faced 
with the awkward task of coring up with 
new legal constructions to keep the law 
alive. The one Baker comes up with isas 
ingenious as it is disingenuous. Not only
does the law require the South African 
government to enter into negotiations, ," 

ing, she then proceeds to define "good

faith" in terms of de Klerk's willingness to
 
do exactly as the ANC says.


This applies to various new precondi.

tions with which the ANC has dragged out
 
the start of multiparty talks, including
 
some the ANC later dropped, like the
 
firing of the ministers of Defense and Law
 
and Order. She also puts the onus for the
 
continuing bloody turf fights between the
 
ANC and Inkatha on de Kierk's limp"

reaction, but she signals how negatively
 
she would react to sterner measures by

expressing her indignation over a ham
handed paratrooper exercise in Soweto.
 

But even if de Klerk satisfied these pre
conditions, Baker would keep the saunctions
inplace on the theory that only the actual
 
course of negotiations, not their start, can
 
test de Klerk's bona fides. Once again,
 
compliance with ANC demands is the test.
 

Specifically, she would lift the most con
sequential
sanction-denial of 
theIMF-only after de Klerk has agreedthat his cabinet step aside in favor of an
interim government and that the job of
 
drafting aconstitution be moved from the
 
mliaycnfrceoanltd r
situent assembly. There the ANC and its
 
allies hope to impose their views by their
 
s
superior numbers, rather than first having
 
to establish a consensus on es-entials in a
 
multiparty conference.
 

In as et-uically and racially divided a
 
society as South Africa, such a simplistic

majoritarian approach is a certain prescrip.

tion for continued conflict. Nevertheless, as
 
recently asJune 16, Nelson Mandela vowed
 
that the ANC would not compromise on
 
these demands and threatened de Klerk 
with "mass action" if de Klerk does not 
comply. It would appear that, under pres
sure hom radicals, Mandela now agrees
with his wife, Winnie's. dictum that there 
can only be negotiations about the transfer 
of power, not the sharing of power.

For the United States to sign on to this 
agenda would be a disaster. It would fan 
the very fires of racial antagonism in South 
Africa that Baker warns against. It would 
violate not only the plain language of the 
Anti-Apartheid law but its spirit-which 
was to push not only the South African 
government but also the ANC toward ne
gotiation and compromise. 

The writr was US ambassadorL South 
Africafrom 192 to 1986 
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End Sanctions, 
or the Hate 
Will Never Die 
I Iraq: TLcdeprivation hurts 
mostly women and children, 
and, in the Ionl ran,America. 

By JULIA A. MOOIR and 


ROBERT & LIAVINGSTON 

George Bush Unogt Learn from his Re-

publican predeciar,,erbert. Hoover, to 
convert collaternlL damage of war to 
strengthening pewe. 1111961, based on his 
lifelong experience with International con
flicts. Hoover'wnote,'America, with its 
skillin organiatim asd the valor of ita 
sons,could win pqat wars. But it could not 
make lasting peace. l'trs convinced that 
we must .. . len ourselves to measures 
preventing war. maintaining peace and 
healing the wounds of war." 

While relatlvey few Americans lost 
their lives in the Gulf War, Iraqi casualties 
were horrendoug. By recent estimales. 
80.000 soldiers were killed and tens of 
thousands were wounted, mostly youthful
draftees. About 6,000 Civilians were killed 
and roughly armahy Wbunded, preponder. 
antly women, infants and children. Chil-
dren are dying In droves because of 
contaminated water supplies, ruined sew-
age systems, damaged health facilities and 
continuing lack Another
of electricity.
important cause ismalnutrition, 


Iraq is on starvation rations, estimated 
by Western observers to be about 1,000 
calories per person per day. According to a 
recent Harvard survey, 55,000 more Iraqi 
children died in the first four months of 
1991 than In the same period a year ago, 
and ifsanctionp are not lifted,
170,000 more 
children willperish from preventable 
causes before the end of this year. 

Hoover was familiar with the human 
consequences of war. "It is impossible for 
one who has never seen real famine to
picture it-the pallid f _es, the unsmiling 

eyes, the thin, anenic idbloated children; 
the dead pall over towns where the 
children no longer play; the dull, listless 
movementsanddumbgriefof women." 

Following World War 1,Hoover wrotet 
"Although the food blockade may have 
played a part in the defeat of Germany. 
every enemy soldier, every munitions 
worker, every farmer, every government 
official and his family had food. The rest of 
the people, mostly women, children and 
elderly were left with less and less." 
Hoover '7-ganized delivery of food and 
clothing to people throughout occupied
Belgium and northern France, despitenetial
German and Alliedopposion. 

"Love of children is a biological trait 
common to all races. It therefore seemed to 
me that around this devotion there could 
be built a renaissance of unity and of hope 
among their distracted elders. I hoped that 
in this evidence of someone's concern for 
their children there might be a lessening of 
the consuming hates that burned ir the 

'it
Is impossible for one who 
has never seen real famine to 
picture it-the pallid faces, 
the unsmiling eyes, the thin, 
anemic and bloated children.' 

-4iibartalloveu 

hearts of women because their own chil 
dren or millions of the children of their 
nation had come to this condition." 

Of course, the problems in Iraq can be 
blamed on Saddam Hussein. Where history 
will fix the blame is less important now 
that millions of children are at riskfor theirlives because of deplorable condiuons that 

could be remedied quickly by discontinu-
Ing sanctions. 

"Maintenance of the blockade on food 
during four months from the Armistice 
until March 119191 was a crime in states
manship and against civilization as a 
whole," Hoover wrote. "Nations can take 
philosophically the hardships ofwar; when 
the fightingIsover they begin tobuy the
 
past as part of the fighting. But when they 
lay down their arms and surrender, and 
then find that ihe wurst -instrument of 
attack upon them ismsint'ied-then hte
 
never dies."
 

Maintaining nxctions is not going to 
unseat Hussetz until effectively the entire 
civilian nation stfxoJmbs. Until life-sup
port systems Ore restored, physical and 
psychological o tsequnces willcontinue 
to punish womest atd children. Iraq has 
assets in thia ontCy frzma !y sanctions, 
which also prWwe selikg oil that could 
provide for resoration bf nutrtion, health 
care and infrastirtaure, Even though food 
and medicine ire ot gomtravened, anc
ticns allow Iraq and Its Arab neighbors to 
perceive Americis asheartless. As Hoo. 
ver observed biter'World War 1. "TheGermans have nver -ceased to tue the 
continuation ofthe tod blockade to poison 

the minds of thr people and the world." 
Iraq Imported 70% of its foodstuff before 

the war and uofr need 10,000 tons of 
cereals daily. Os*apraUvely litte food is 
getting througA. or'instance. 128 tons of 
powdered milk seht by Vierman physicians 
needed by Irar$ ehldrqn was delayed for 
fatal weeks awaiting clearance into Iraq.

As Hoove.' wrote;"'No matter how 
deeply we my feel at Lbe present moment, 
we must live with these people in the 
future. Our vision muM stretch over the 
next hundred year and we must write now 
into history such acts as will stand credita
.Nly in the minds ofour grandchildren." 

Julia A. Moore i executive director and 
Dr. Robert B. 1ivingfo/h Is presidet -dect 
01 PhY~iCiins for S"dg Rtsponsibtit. 



THE WORMTON POT Sti DY J E 23, 1991 

Patrick(awson 

Sanctions
 
Can't Tupple
Saddam 

Current adinistration policy toward Iraq 

i doomed to failure. That poicy mehes an 

nctionsto overthrow the curremt Iraqi re-


gun. As President Bush proclaimed o May 

20, 'We don't want to lift these snctWs ; 

king asSaddam Hussein Lsm power." 


There are only three possible outcomes 

for this policy, one unlikely and two unfor-

tunate. The first
possibility, for which the 

idministration hopes, is that the sa 

will lead to Saddam's overthrow in a Baat'i 

putsch or in a military coup that does in te 

Baath ilselU. Neither is likely; the Baathi 

elite does not care very much about the 

welfare of the Iraqi people, and itsown 

welfare-still plush by most st2ndards-is 

connected to the Saddamite center. The 

professional army isdivided and cowed by 

Saddam's security goons. 


The secotid possibidity is that unibons 

could be sustained indefinitely. Be ore the 

regime would fallfrom the pare,however, 

sanctions would, within a year, case athad 

1,000 Iraqi deaths a day. Sanctions prevent 

Iraq from earning money to pay forfood and 

medical imports. and they deny IM full 

access to its foreign bank accounts. While
 
Iraq can import some supplies with fid 

has hidden away. thatgoodcannotintheneeedprovide basichatSecond,
uanitis. epots 
goods intheneeded quanttties.
Reports that 

Baghdad stores are
are full misleading intwo 

ways: The situation i6 much worse fo the 

three-fourths of Iraqis in the Shute south and 

Kurdish north, and the Baghdad stores are 

full only because pnces are so high that 

customers cannot afford to buy much. 


If the typical government employee spent 

his entire salary on food, he could buy ooe
pndofmeat per day. The quslity c the 


dtof metperiorati.gheqalyo f
the 

raqa diet is deteriorating below the level 


needed to sustain life over the long ru. The 

population is getting weaker, which , 

utes to mounting public health probulemis. 

Perhaps there are no epidemics 7et--e* 

dence from outside Baghdad issety-

but more people are succumbing to diseases 

they coeuld have survived had they been in 

better general health.hr 


The daily death toll will increaz sharply 

either this summer, when hot weather col-eadcto 

tributes to disease, or this winter, as food 
supplies run low. Fur the United States to 
enforce saictions that dlsstrmdeathsmmire-acause onlarg scle wuldbe 

large scale would be a disastrous midirec 
lion of its might. Public opinion in the 
United States and throughout the world, 
one suspects, would be revolted, 

The third possibility is that sanctions would 
erode over tune, either with U.S. apoval or 
without. Neither world nor U.S. pubic opin-onwnto see Iraqis starve anlarge pnm 
ion wants se pois te n large 
bens. At aomne point, the sanctions will be 
undercut one way or another: Co'intries like 
Jordan will openly cheat, the United Nation 
sanctions committee-in which theUnited 
States has no veto-will erude the sanctions, 
or America and other industrial countries w 
be forced to mount a rescue operation similar 
to that done forthe Kurds. Any of these 
outcomes will look like a cimb-down by the 
United States and contribute to the percep. 
tion that Washington isinconsti. 

Meanhil, as.., antonstwe watfo 
doom Sadm,US.poicy surrenders the
 

moral high ground to the Butcher of Bagh
dad. allowing him to pose as tbe protector of 
Iraq's poor and hungry. 

The sanctions regime should be changed 
to expose Saddam's lack of interest inthe 
welfare of Iraqi. The United States must 
sponsor changes now before worse changes 
are forced on it. The current sancti ns 
should be stood on their head in two ways: 

First, the West should require rather tap 
forbid Iraqi oil exports. The U.N. secretary 
general has proposed five sensible alterna
tives to keep money from such exports out 
of Iraq's hands until the Security Counca 
decides to release the funds. With this oil 
money, reparations payments could begin 
immediatedly rather than forcing Kuwait 
and other claimants to wait years to collect 
on bills for damages. 

The oil exports could also fund humani. 
tarian needs. It is obscene that U.S. twa. 
payers are paying $566 million for Kurdish 
relief when Baghdad gets off sc free. 
Furthermore, the money that accumulates 
in this account would form a multiblion-dol
lar *carrot* that could be waved under the 
noses of those who might be contemplating 

a coup against Saddam: Throw him out and 
the money is yours. should require, rather"the West 
than merely "permit,* Iraqi food imports.
Under the procedures set forth inSecurity
Council Resolution 666, the U.N. would 
determine what food Iraq need* and then 
distribute the food itself in cooperation with 
the Red Cross or other appropriate humani
th e es. 
Itisnotsafetopermit Saddas.tohave th 

necessary money whiletrusting l spend.	 fesrioiyhltutnhsipn he 
the funds on food, because hispriority u.pen
diture would be on arms. Iraqis need to know 
that the world community cares about their 
welfare while their leader is prepared to 
starve them in order to feed his war machine. 
In addition, the presence of foreign relief 
workers throughout Iraq would give the 
world early warning of any genocide Saddam 
may be planning against Kurda and Shittes. 

unlikely
to 
leadtoSratd's overthrow, butneitherte 

indthi s orw the arc 
tration undestood a 1990 that sanctios 
without force would not work; that priocusle i 
witut woay. n wy thatn less true today. The only w~y that thethe 

United States can get rid of Saddam is to ed 
U.S. troops into Baghdad. Perhaps it was a 
mistake no todo just that inearly IV.arch but, 
be that as it may, the option is closed.There is 
n upr nteUie tts nteMdl no support in the Unid Staes ignthe Middle 
East or in the word for re.din US. trosback into Iraq to overthrow Saddajo. 

What sanctions can do is to keep Iraq weak
adioaeslna~daiipwr 

so long
and isolated asSaddam i inpower, 
which may for quite a while. The point, 
however, is to design the sanctions insuch a 
way that they injure the gilty-Saddam and 
the Baath-and not the innocent-the Iraqi 
people and the image of the United States. As 
things stand, this is not the case. 
The writer is a resident scholar at the 
Foreign PolicyResearch Instilut in 
Philadelphia.He is the author of 'How 

VadnerabteIs Iraq's&ono.y? 
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Summary
 

Primary commodity prices have been depressed since the mid-1980s,

with severe consequences for countries that depend heavily on commodity

export revenues. The causes of this problem are manifold. At the global

level, the depreciation of the U.S. dollar tended to raise the dollar
 
prices of manufactured goods but probably not those of primary commodi
ties. The debt crisis may have contributed to the problem by increasing

the pressure on developing countries to raise exports. 
At the micro
 
level, there have been many developments with acverse effects on the
 
markets for specific commodities. These factors have included health
 
and environmental concerns, the weakening of international marketing

arrangements, bumper crops, and cyclical increases in metals supplies.
 

Rather than attempting to quantify the relative importance of these

various disturbances, this paper examines recent developments in the
 
context of longer-run movements in commodity prices. 
 Based on data for

the prices of primary commodities and .anufactured goods in international
 
trade since the middle of the nineteenth century, it is shown that there
 
has been a stable negative trend in the relative price of commodities
 
amounting to around 1/3 of one percent per annum, or about 40 percent over

the past 120 years. The economic importance of this trend is difficult
 
to assess, because of the impossibility of accurately measuring quality

changes over such a long period. 
What seems more disturbing is that there
 
has been a secular tendency for commodity prices to become more volatile,

with adverse consequences for consuming as well. as producing countries.
 
This tendency first appeared around the time of the first World War, but
 
it has become much more marked since the early 1970s.
 

The relative price of commodities in 1990 is estimated to be at the
 
lowest level ever recorded: some 60 percent below the level that would
 
have prevailed in the absence of the negative trend and major disturbances
 
ta warket conditions. Taking the negative trend into account, it appears

that the recent decline is not quite unprecedented. There have been three
 
times in this century that the relative commodities price has fallen more
 
than thirty percent below trend: in the aftermath of World War I, after
 
which commodity prices rapidly recovered in the boom period of the 1920s;
 
at the onset of the Great Depression, aftar which commodity prices remained
 
relatively low until the end of the Second World War; and now. 
History

thus seems to suggest that strong growth in industrial countries is
 
required for a recovery in commodity prices. The estimates in this paper,

however, must dampen even that degree of optimism, because the recent
 
decline is not attributable to slow growth and is largely outside the realm
 
of previous experience.
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INTRODUCTION
 

Mr. Chairman, fellow Governors and distinguished guests: It is a
 
pleasure for me to welcome the Development Committee to
 
Washington for its spring session.
 

I wish especially to welcome Chilean Finance Minister Foxley a:
 
the new Chairman and express my appreciation to Yves Fortin for
 
his distinguished service as Secretary to the Committee for the
 
last three and a half years.
 

In addition, let me give my personal thanks to World Bank
 
President Barber Conable for five years of distinguished service.
 
It has been my pleasure to have known him and worked with him in
 
his many years of leadership in the U.S. Congress as well as at
 
the Bank.
 

FOREIGN INVESTMENT
 

I welcome the Committee's decision to revisit the vital topic of
 
the role of fbreign investment in the development process. The
 
world has changed significantly in recent years, as indicated by
 
the momentous events in Central and Eastern Europe, as well as
 
the sweeping reforms underway in Latin America. The Bank and the
 
majority of its member nations have begun to recognize the key
 
role of the local private sector in development. Fortunately

there is now also growing awareness of the beneficial role which
 
foreign direct investment can play. Foreign investment can serve
 
as a partner to the local private sector, generating jobs and
 
providing a dynamic effect on an expanding local economy. It can
 
help underwrite successful privatization, as well as provide long
 
term technology transfer and access to export markets.
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The Bank must help developing countries adopt appropriate

institutional and policy reforms that would attract foreign
direct investment, and encourage the return of flight capital.

In particular, it needs to develop further an Investment sector

lending program which can be instrumental in encouraging the
 
required reforms to support directly the private sector. These
 
efforts are especially important for the severely indebted
 
nations. A discussion of this issue is particularly timely in
 
light of the proposed IFC capital increase.
 

IFC CAPITAL INCREASE
 

The United States fully appreciates the vital and unique role of
 
the IFC within the overall World Bank Group. The IFC has a .olid
 
record in providing capital for worthy projects and investments
 
throughout the developing world. We believe that the IFC should
 
build on this record of many years and strengthen and broaden its
 
tole in the 1990s. For this to be done the IFC will need

additional capital. We are prepared to support a capital

increase in the appropriate circumstances. For additional
 
capital to be most effective, however, we believe actions are
 
needed in three broad areas:
 

First, measures to enhance the focus, operation;, and
 
priorities of the IFC itself.
 

Second, measures to strengthen communication and
 
collaboration between the IFC and the rest of the World Bank
 
Group.
 

Finally, measures to strengthen the focus of the World Bank
 
on the private sector so that the IFC is not operating in
 
isolation, but is part of a comprehensive World Bank effort
 
in support of private sector development.
 

We look forward to a comprehensive action plan to provide a clear
 
framework for the Bank's evolution towards the private sector in
 
the years ahead.
 

POVERTY ALLEVIATIO0
 

We commend the Bank for the increasing attention it is giving to
 
poverty alleviation. The U.S. believes strongly that poverty

considerations are integral to development and should be a top

priority for all countries. Assessments of whether a country's

policies and programs are consistent with the reduction of
 
poverty should be prepared for each borrowing nation, and updated

regularly. A country's commitment to poverty alleviation is

critical and should be taken into account in the allocation of
 
Bank resources.
 

GY
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The debt situation of several developing countries is improving

through a combination of reform efforts, commercial bank packages

which include debt and debt service reduction as well as new
 
financing, and continued support from official creditors.
 

By offering support for commercial bank debt and debt service
 
reduction, the international debt strategy has allowed debtor
 
country officials to turn their attention to the key issues of
 
reforming and liberalizing their economies at home. In a number
 
of cases -- Mexico, Chile, and Venezuela -- these efforts are
 
reaping tangible results -- economic growth, return of flight

capital, new investment flows, and access to spontaneous foreign

financing. This signal of a return to creditworthiness is
 
especially gratifying.
 

Official creditors are continuing to provide strong support for
 
debtor nations. For Poland and Egypt, we have supported

exceptional action due to their extraordinary situations. For
 
heavily indebted, low income countries, the Paris Club is
 
reviewing the implementation of existing options under Toronto
 
Terms, as well as possiblc additional measures to assist these
 
countries.
 

As a pi.rt of our commitment to assist the poorest countries on a
 
bilateral basis, the United States has agreed to forgive

approximately $1.1 billion in debt owed by Sub-Saharan African
 
countries. We also expect to begin implementing new authority

this year to reduce food assistance obligations of least
 
developed countries.
 

The U.S. is pleased to participate in the meeting of the Global
 
Environment Facility that vill take place later this week. 
Over
 
the three year life of the facility, we intend to provide up to
 
$150 million in parallel financing through our Agency for
 
International Development.
 

We see the facility as an experimental pilot program. It should
 
test new approaches and techniques, fund projects which would
 
otherwise go unfunded, and fold the lessons learned into
 
mainstream development operations.
 

Our first priority will be to address outstanding issues of
 
organization and governance. The process should be open and
 
transparent, and provide opportunities for an exchange of views
 
with the scientific and technical community and NGOs. The U.S.
 
is prepared to review projects to ensure that the work program is
 
balanced, and that the projects provide global benefits and
 
lessons that can be incorporated into the ongoing and regular
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lending programs of the Dank. 
It is essential to establish the
credibility of the facility through the selection of "good"

projects. 
We must therefore resist the temptation to move too
quickly until a proper foundation for operations has been laid.
 

URUGUAY TRADE ROUND 

I would also like to mention the important subject of
 
international trade. 
Maintenance of a vibrant multilateral

trading system characterized by free and open markets will
provide a sound basis upon which developing countries can improve
their economic prospects. A successful Uruguay Round of
multilateral trade negotiations is necessary to strengthen the

trading system and improve market access for developing

countries.
 

Developing countries which have integrated themselves into the
global trading system and have begun or accelerated trade
liberalizing programs can greatly assist their own economic
prospects and maximize their gains from the trade negotiations.

It is in the economic interest of all trading nations to work
toward a successful Uruguay Round. Indeed, each of our nations
has the responsibility to ensure that the negotiations produce
broad ranging and sustainable results as quickly as possible.

Until we achieve such a conclusion to the Round, we must consider
 
our work, regrettably, unfinished.
 

CONCLUSION
 

It is clear that there are a number of important issues facing us
in the near future. 
I am sure the work of this Committee under
the able leadership of Chairman Foxiey will meet these
 
challenges. Thank you.
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Development Committee Cites Poverty Reduction as Priority 'or International Community 

Reducing the incidence of poverty in 

developing countries is the 'highest 

priority for the world development com-

munity,' a committee that advises the 

World Bank and the International Monetary 

Fund stated on April 30 in Washington. 


According to a communique issued by the 

Development C.)mmittee, achieving this goal

'would be facilitated by good governance 


The committee expressed support for a 

poverty-reduction strategy described in 

the World Bank's 'World Development


*Report 1990.8 Members of the committee 

indicated a special need for countries 

with a high level of poverty to make the 

most efficient use of existing resources 

and to mobilize additional domestic
 
savings and public rcvenues for poverty

reduction purposes while increasing the 

poor's access to these resources. 

'Adequate external resources, mainly of a 
concessional nature, are necessary to
 
complement the efforts at poverty

reduction in these loiw-.i!come countries,' 
the communique stated. Countries should 

also look at how public spending 

programs--including those for the 

military--affect poverty. 


The committee asserted that foreign

direct investment plays an impoztent role 

in development and called on hest 

countries to create a 'climate of 

confidence' for investors. 
 The Tiorld 
Bank and the IMF, the committee said, 
should continue to strengthen their 
efforts to promote an environment 
favorable to a higher contribution by the 
private sector to development and 
Increase the flow of foreign direct 
investment to developing countrieu. 
Noting the World Bank President's plan to 
strengthen the institution's role in the 

in all countries, recognizing that their
 
sovereignty must be respected.'
 

The Development Committee consists of
 
22 members, generally ministers of
 
finance. The committee advises and
 
reports to the Boards of Governors of the
 
World Bank and the International Monetary
 
Fund (IMF) on all aspects of transferring
 
resources to developing countries.
 

'should have adequate resources to meet
 
the growing demand for its services
 
during the 1990s in a financially prudent
 
and regionally balanced manner.'
 

IFC is the World Bank affiliate that
 
supports the growth of the private
 
sector.
 

The committee called on host countries 
to create a "climate of confidence" for 
Investors. 

The committee also:
 
e urged the World Bank and the IMF to
 

continue assessing the financial
 
requirements of countries affected by the.
 
Gulf crisLs;
 

* called on governments to examine how
 
trade barriers affect development
 
efforts;
 

• encouraled continued efforts to
 
relieve the debt burdens of many.
 
countries; and
 

e welcomed the establishment of the
 
Global Environment Facility, co-sponsored
 
by the World Bank, the United Nations
 
Devielopment Programme, and the United
 
Nations Environment Progra e.
 

The Development Committee is formally
 
known as the Joint Ministerial Committee
 
of the Bank and the Fund on the Transfer
 

private sector, the committee stated that of Real Resources to Developing

the International Finance Corporation Countries.0
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International Finance Corporation
 

I am also pleased to testify today on the proposed Capital
Increase for the International Finance Corporation (IFC). 
 IFC
management and member countries have been negotiating a Capital
Increase for over a year. 
All documents pertaining to the Capital
Increase have been circulated, and a joint World Bank/IFC Board is
scheduled to discuss the Increase on June 20.
 

As you know, the IFC is the component of the World Bank Group
which most directly serves our key policy goal of promoting private
sector development. The IFC was established in 1956 to support
private sector led economic growth in its developing member
countries by making direct equity and debt investments in private
companies, mobilizing funds from other sources, and providing
important advisory services to developing country governments and
corporations. Unlike the World Bank and IDA, the IFC lends
directly to the private sector. 
The IFC is in strong financial
shape, and enjoys an "AAA" credit rating. The U.S. is the largest
single shareholder, owning about one quarter of the IFC's capital.
 

Recent IFC Proiecty
 

I would like to mention briefly some current IFC projects, as
they help illustrate how the IFC pursues its private sector
 
development mandate.
 

In Czechoslovakia, IFC has been retained by that nation's
largest heavy industrial group to provide advice on its

privatization strategy.
 

In Poland, IFC has recently established the Polish Business
Advisory Service, in cooperation with the European Bank for
Reconstruction and Development (EBRD). 
 PBAS will provide.
technical assistance and support for Polish entrepreneurs and

small businesses.
 

The IFC is actively discussing privatization opportunities

with Mexico, Argentina, Bolivia, Brazil, Ecuador, and Uruguay.
Currently, the IFC is assisting in the privatization of the

Chilean telephone company.
 

IFC's strategy in Asia focuses on assisting companies to
 access international capital markets, as well as developing

internal capital markets.
 

In Africa, in addition to individual investment projects, the
IFC finances small enterprises directly through its African
Enterprise Fund, provides technical assistance through the
African Project Development Facility, and is addressing
management needs by increasing training activities of the

African Management Services Company.
 



The world has changed significantly in recent years, as shown

by the momentous events in Eastern 1:urope and the sweeping reforms
 
now underway in many nations in Latin America. It is now

understood in most of the world that real economic, social, and
 
even political progress requires the development of strong local
 
private sectors. Accordingly, we are seeking to strengthen both

the IFC and the World Bank so that these institutions will take the

lead in assisting this historic transformation.
 

The U.S. believes that for an IFC Capital Increase to be

effective it must be part of an accelerated effort by the entire

World Bank Group to support private i;ector development. We believe
 
that the Bank Group can increase its support for the private sector
while maintaining the Bank Group's emphasis on growth and

development, poverty alleviation, and the environment.
 

To accomplish this objective there is a very important

practical problem which must be resolved successfully. The IFC

needs to implement a stronger and more active policy to promote

privatization in countries moving towards market economies.
 
However, this effort will not be successful if the World Bank does
 
not actively support the same objective. A large state enterprise

in a developing country or in Eastern Europe which can borrow from

the World Bank with the support of a government guarantee will not
easily give up that important source of capital by privatizing and
 
cutting itself off from future World Bank loans. 
How both
 
institutions face and resolve this transitional problem will be an

important determinant of the speed and success of privatization.
 

As Secretary Brady told the Joint World Bank/IMF Development

Committee on April 30, 1991, actions in three broad areas are
 
needed as a part of an IFC Capital Increase:
 

First, measures to strengthen IFC's project selection and
 
overall operations.
 

Second, measures to strengthen communications and

collaboration between the IFC and the rest of the World Bank
 
Group.
 

Finally, measures to strengthen the private sector focus of

the World Bank, so that the IFC is not operating in isolation,

but is part of a comprehensive World Bank effort in support of
 
private sector development.
 

Although the IFC Capital Increase will not be finalized until

the Bank and IFC Boards and then IFC Governors approve the

Increase, the U.S. has been pursuing a number of major objectives

in the negotiations and expects that all our policy objectives will
 
be met.
 



With respect to the IFC, we believe that the IFC should make
 
privatization a top priority and become a strong advocate for
 
privatization with developing countries. There is clearly a great

need for expanded work in this area. We also believe that the IFC
 
should collaborate more closaly with the rest of the Bank Group in
 
promoting needed policy reforms in borrowing countries and pay more
 
attention to the Bank's policy reform goals when selecting its own
 
projects. This means that IFC project selection should reinforce
 
economic reforms supported by the World Bank and the IFC should
 
avoid projects in countries where overall macroeconomic policies

are clearly unsound. The IFC also should avoid lending into highly

protected sectors when there is little prospect for liberalizing
 
trade in those sectors.
 

In connection with the efforts to improve communication and
 
collaboration between the Bank and the IFC, we believe that there
 
should be a clearer definition of the respective roles of both
 
institutions, especially in such areas as privatization and lending

to financial intermediaries. A World Bank Group Private Sector
 
Development (PSD) Committee under the Chairmanship of the Bank's
 
President has been set up to coordinate the implementation of
 
private sector development work within the Bank and between the
 
IFC, MIGA and the Bank. To be successful, this new effort will
 
require the constant close cooperation of key policy, operational,

research, and personnel offices within each of the institutions.
 
The Bank and IFC will collaborate in carrying out Private Sector
 
Assessments (PSAs), which will be used to formulate country

assistance strategies and will incorporate private sector
 
development priorities. We understand that the Bank is in the
 
process of identifying the first 20 countries for assessments.
 

We believe that the Bank should increase its own support for
 
private sector development, in addition to what the IFC is doing.

This would include developing country policy reforms -- legal,

regulatory and institutional -- in support of an efficient private

sector, more support for privatizations, and implementation of more
 
projects through private rather than public channels.
 

We also believe that Bank management and the Executive Boara
 
should study the issue of amending the IBRD's charter. The IBRD's
 
charter requires a government guarantee for any Bank loan to a
 
private entity. Although no policy decisions have been made, there
 
could be cases where it would be useful if the IBRD could lend
 
directly to the private sector without government guarantees.

Unless the charter is changed, current practice could be a
 
disincentive to privatization. As I mentioned earlier, former
 
state-owned enterprises which have been privatized are no longer

eligible for I6RD loans unless the government extends guarantees.

Some countries have constitutional prohibitions against such
 
guarantees.
 



Status of Negotiations
 

We believe the negotiations for an IFC Capital Increase are
 
moving towards a successful conclusion, with what we hope will be
 
agreement on a Capital Increase and related IFC and World Bank
 
policy reforms. We, along with most other major shareholders
 
generally favor the proposal for an IFC Capital Increase.
 
The IFC Capital Increase and Strengthening the World Bank Group

Effort on Private Sector Development will be discussed by the World
 
Bank and IFC Executive Boards on Thursday, June 20. It is our hope

that the Boards will agree at that session to send the Capital

Increase proposal to member governments for their approval.

Approval of a Capital Increase will require an affirmative vote of
 
the IFC's Board of Governors by a three-fourths majority of the
 
total voting power.
 

The U.S. would be prepared to support a Capital Increase,

provided that our major policy reform goals for both the IFC and
 
World Bank are achieved. The U.S. currently holds about 25 percent

of IFC capital. It has been our objective to maintain our current
 
share in an agreed Capital Increase. However, the actual amount of
 
the U.S. share will be dependent on the ultimate size of the
 
Increase.
 

Conclusion on the IFC Capital Increase
 

We expect the IFC within a coordinated World Bank Group effort
 
to play an especially important role in the 1990s, due to its
 
expertise in privatization, capital markets development, and
 
foreign investment. The IFC will place special emphasis on
 
Eastern Europe (in cooperation with the EBRD), expand its
 
activities in Latin America, and seek to maximize its activities in
 
Sub-Saharan Africa and Asia.
 

Madam Chair, in the final analysis, the justification for our
 
supporting an IFC Capital Increase bears repeatirg: that it is..
 
essential for the IFC and World Bank to work together to ensure the
 
success of the difficult transition away from state controlled
 
economies to free markets. This will require strong and
 
coordinated support from both the IFC and the World Bank. We look
 
forward to the IFC and the Bank stepping forward to meet this
 
challenge. Thank you.
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Strengthening the World Bank Group's; Support for Private Sector Development 
The folloving is an excerpt of a statement made by vWrld Bank President Barber
Conable at a press briefing in Washington April 26.
 

The World Bank Group's central 

objective is to reduce poverty and 

promote growth. 
You will recall this was 

the focus of our 'World Development 

Report 1990.' This theme will be 

reemphasized in this year's WDR which 

will stress the importance of a balanced 

relationship between government and the 

market in promoting development, 


Thus, it is very timely that the 

agenda for the Development Committee 

meeting includes the private sector and, 

in particular, the International Finance 

Corporation capital increase. 
The 

continuing promotion of private 

sector activity--in developing countries 

and in economic relations between 

these countries and the industrial 

world--remains a key item on the World 

Bank Group's agenda. 


In re?-nt years, it has become
 
increasingly evident that private

initiatve and competitive markets play a
 
critical role in fostering dynamic
 
economic growth, development and poverty

alleviation. Governments throughout the
 
vorld have come to recognize that the
 
most efficient allocation and use of
 
resources is achieved through the
 
marketplace.
 

The World Bank Group--World Bank, IFC
 
and Multilateral Investment Guarantee
 
Agency--has consistently emphasized the
 
importance of the private sector in
 
development strategies. 
We help
 
governments create an enabling
 
environment for the private sector to
 
develop and prosper. We help expand
 
competition. 
We help governments create
 
more space for private initiative.
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As the environment for private 

initiatives improves, it is vital that 

the private sector respond to available 

opportunities. As a risk-taking partner, 

IFC can encourage and assist companies to 

undertake sound investments that will 

produce economic benefits. It can 

mobilize funds from market sources and 

provide valued advice on all aspects of 

privat2 sector de%-!lopment. 


Private initiative and competitive 
markets play a critical role In fostering
dynamic economic growth,
development and poverty alleviation, 

Given the -apid expansion of the 

private sector's role in development, and 

the growth in interest by our member 

governments, the Bank Group is continuing 

to adapt its instruments and policies to 

provide effective support for private 

sector development. Coordination of 

activities needs to be strengthened 

within the World Bank Group to maximize
 
our overall effectiveness, drawing on the
 
unique strength of each of our three 
institutions. Accordingly, we have 

recently taken some specific actic-As 
internally to bring about greater 
effectiveness.
 

I have reconstituted and strengthened
 
a Private Sector Development Committee 

made up of senior managers of the Bank, 

IFC and MIGA to assist me--and, in due 

course, my successor--in providing policy 

guidelines, and in coordinating the work 

of the three institutions, 


Staff guidelines have been prepared to 
clarify roles and further improve coordi-
nation between the Bank and IFC in all 
phases of our private sector work, from 
the formulation of broad country strate-
gies to the design of specific operations. 


The Bank. IFC and MIGA will jointly
 
prepare private sector development
 
strategies that will be reflected in
 
individual country assistance programs,
 
and will jointly conduct private sector
 
assessments in selected countries.
 

Further, utaffing within the Bank's
 
Technical and Country Departments will be
 
reviewed to ensure that they have the
 
requisite skills to formulate and
 
implement private sector development
 
strategies.
 

With these actions, the World Bank 
Group can now push ahead in its support 
of private sector development in a more 
effective fashion. 

IFC's role in this effort is crucial.
 

IFC has grown remarkably in rccent years.
 
It has greatly diversified the range of
 
services it provides and the roster of
 
its clients. IFC's capacity to continue
 
to expand its lending and investment
 
activities is, however, constrained by
 
lack of resources. A substantial
 
increase in the IFC capital base is
 
needed now.
 

As the environment for private
initiatives improves, It is vital that the 
private sector respond to available 
opportunities. 

As you know, discussions on a capital 
increase have been taking place for many 
months. There is widespread, solid 
support in our Board for the IFC and for 
a capital increase. We are close to an 
agreement. Only the United States has
 
not yet joined in this consensus. I hope
 
we will now see progress on this issue.
 
And I hope that the Development Conmittee
 
will endorse our proposal to increase
 
IFC's capital to enable us to expand 
IFC's activities in the next fiscal year.! 



Statement of Albert Fishl.w
 

Senate Finance Subcommittee
 
on Deficits, Debt Managemcnt and International Debt
 

June 12, 1991
 

It is now almost a decade sin:e the Latin American debt crisis
 

first became manifest. The 
subsequent adjustment has taken a
 

significant toll in foregone economic growth for the people of the
 

region: per capita production now stands 10 per cent below 1980
 

levels; and per capita income, factoring in the 20 percent decline
 

in the regional terms of trade, lower still. 
And there is evidence
 

to suggest in many countries that the principal burden of the lost
 

decade of the 1980s has fallen upon the poor.
 

Gradually, public policy of the industrialized countries and
 

multilateral financial institutions has shifted from an immediate
 

concern with the fragility of the international financial system
 

and the exposure of bank lenders to a recognition of the need to
 

focus upon renewing economic development. The Baker Plan in 1985
 

envisaged larger financial flows, both from official sources and
 

commercial banks, to ease the large financial transfers required by
 

debt service. 
 This policy failed for two reasons. First, the
 

required private flows were not forthcoming; second, medium term
 

uncertainties created by the sheer size of the debt overhang made
 

the Baker policy of growing into an expanded debt progressively
 

more difficult.
 

More than two years ago, partially in recognition of the more
 

precarious position of official lenders who were being placed in
 

the position of underwriting interest repayments to commercial
 



creditors, the Brady Plan was launched. It recognized the need for
 

debt reduction, both as a means of improving cash flow as well as
 

avoiding disincentive consequenc,!s of the debt overhang. Such new
 

style agreements have now been negotiated with Costa Rica, Mexico,
 

Uruguay and Venezuela, while Chile has opted in favor of
 

rescheduling with new money, including a return to the voluntary
 

capital market.
 

But while it is now fashionable to put the debt problem
 

behind, it is well to remember that many countries of the region
 

remain in arrears to an estimated total of some $30 billion; that
 

several are delinquent in payments to the multilateral
 

institutions; and that the Latin American debt of well over $400
 

billion remains much higher relative to exports than it did in 1981
 

and 1982.
 

What are the lessons to be learned from this experience?
 

First, public policy of the United States and other
 

industrialized countries, and of the multilateral institutions,
 

makes a difference. Brady style agreements, without simply
 

diverting benefits from debtors to creditors, were possible only in
 

the context of significant pressure in behalf of debtor countries.
 

Otherwise, the free rider problen would have encouraged individual
 

banks to hold out in favor of more beneficial terms. Private
 

profit maximization in isolatio does not correspond to the best
 

social outcome. Conversely, coantries that have tried to go it
 

alone and impose unilateral debt relief, were largely unsuccessful,
 

including at various times, Argertina, Brazil and Peru. Even where
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countries were able to avoid immediate payment, the extra cash flow
 

was reduced in its favorable effects both by poor domestic policy
 

and the attendant uncertainty of its sustainability. Bank
 

negotiating positions thus remain relatively strong; there can be
 

no solution without active private participation.
 

Second, debt relief has generally been limited in its
 

magnitude. In the cases 
of Mexico, Uruguay and Venezuela the
 

improvement in cash flow has been of an order of about 10 per cent
 

of cash flow, but higher for Costa Rica. The reason is that
 

typically only a portion of total debt is reduced, and not at deep
 

discounts. That does not mean that such arrangements were not
 

desirable -their calculated rates of return are favorable- but
 

rather that debt relief cannot be counted on in isolation to make
 

a big difference. The overall content of domestic policy, and
 

external variability in import and export prices and interest
 

rates, count for much more. Note that Mexico and Venezuela gained
 

more incremental foreign exchange from the rise in oil prices than
 

from debt relief. All countries in the region are still in fragile
 

circumstances, and will need years of sustained growth to emerge
 

strengthened.
 

Third, debt policy thus far has failed to contribute to
 

successful stabilization and adjustment in Argentina and Brazil.
 

It is argued, and persuasively, in view of massive inflation, a
 

succession of failed domestic macroeconomic plans and diminished
 

confidence in domestic policies, that debt relief must await more
 

durable evidence of these governments' commitment to reform.
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Otherwise any increase of external resources will be diluted in
 

wasteful public deficits and capital flight. But this sequencing
 

is too simplistic and also potentially too costly: the objective is
 

not to maximize austerity but to induce durable structural change
 

within the context of democratic politics.
 

There is an opportunity, and a need, for integrating
 

structural reform -including privatization and trade
 

liberalization, most prominently-, macroeconomic stabilization and
 

debt relief to achieve favorable results in Argentina and Brazil,
 

and in other lagging Latin American countries. In both these
 

larger countries there is an ample effort underway. Inadequate
 

implementation can be given a boost by external support rather than
 

a more cautious policy of wait and see that can contribute to
 

erosion of private sector support.
 

Mexico and Chile provide lessons, but perhaps others than are
 

conventially drawn in favor of domestic reform first, and eventual
 

external accommodation second. Earlier endorsement of the de la
 

Madrid reform policies might have been helpful rather than
 

deleterious; there could be no doubt of his commitment, as
 

continued and amplified by President Salinas. Yet Mexican economic
 

growth was hampered by excessively high real domestic interest
 

rates and handicapped by potential foreign exchange limitations.
 

Because there are now much more favorable Mexican economic
 

prospects does not mean that the way chosen was the best. In
 

parallel fashion, Chile's current democratic politics and growing
 

economy should not simply rationalize Pinochet's dictatorship and
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underline how essential the earlier reforms were. Rather,
 

optimistic Chilean forecasts demonstrate how, given an advantageous
 

economic starting point, democracy can work.
 

Helping to create these economic conditions where the
 

inheritance has been less favorable is what external policy should
 

be about. It is encouraging to see United States leadership in
 

helping Honduras and most recently Peru make up their arrears to
 

the multilateral financial institutions as a prelude to renewed
 

eligibility for official finance. But a more aggressive stance on
 

private debt relief could also prove productive and help to provide
 

immediate assistance to reform efforts elsewhere. 
 For smaller
 

countries, like those of Central America 
and the Caribbean,
 

moreover, official debt owed to the United States represents a
 

significant sum. Active implementation of the promise of relief
 

inherent in the Enterprise for the Americas can afford assistance.
 

Fourth, financing needed economic growth in the region in the
 

1990s must remain a concern. Inevitably the vast bulk of the
 

resources must be supplied domestically. But rebuilding
 

obsolescent public infra-structure and private capital will require
 

an external contribution. There is wide recognition in Latin
 

America that private investment must play a significant part in
 

transferring not only savings but also technology. Attitudes about
 

foreign investment, and earlier restrictions, have shown important
 

modification.
 

Renewed economic growth will attract back to some countries,
 

most notably Mexico, capital that earlier left. The estimated $100
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billion held outside countries of the region constitutes a major
 

pool. But one must also not exaggerate expectations: some will
 

stay abroad as part of a desired diversification of asset holdings
 

just as we see with other countries, and cautious owners of
 

deposits may be the last to commit. Accumulated flight capital
 

cannot be held up as a rationale for doing nothing on the grounds
 

that the resources exist. But, equally, evidence of persistent
 

renewed capital flight is a signal that domestic policy is not
 

working.
 

The 1990s promise to be a decade of increased pressure on
 

available savings as industrialized countries progressively
 

recover, the needs of Eastern Europe and the Soviet Union are taken
 

into account and one factors in restored economic growth in Latin
 

America. In such circumstances, interest rates will remain
 

relatively high, penalizing countries of the region for their past
 

indebtedness and making external resources the more necessary.
 

Paradoxically, since debt reduction has been only modest, and
 

further renegotiation is now rendered more difficult, the "success"
 

of the Brady Plan will quite possibly require a new Baker Plan, but
 

one dimensioned over a medium term.
 

In order to sustain growth rates of the order of 5 per cent,
 

Latin America will need to increase both its rate of investment as
 

well as its imports of capital goods. While both domestic savings
 

and exports can be expected to play the largest role in financing
 

these increments, a residual requirement of external finance dill
 

be needed. Even under present Aircumstances, arrearages are being
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accumulated. Rough calculations would suggest a shortfall of the
 

order of $25 billion annually as growth accelerated.
 

The successful placement of the Chilean issue and return to
 

the market in modest scale of Mexico and Venezuela, enhanced by the
 

higher oil price, while encouraging, and the recovery of private
 

investment, do not suggest that a totally private response will be
 

adequate to meet it. Covering the gap would fall to longer term
 

official flows that should be programmed now; in their absence,
 

growth potential will be diminished.
 

Private equity and official debt should again become 
the
 

principal vehicles for external finance for countries of the region
 

in the 1990's, as they were earlier. The Enterprise for the
 

Americas emphasizes trade and not aid. 
 It should also emphasize
 

finance and not aid if the promise of rapid economic development in
 

the 1990s is to become a reality.
 

This hearing occurs 
at a time when much attention is upon
 

industrial country response to the request of the Soviet Union for
 

large economic assistance to undergird its transformation into a
 

market economy and its conversion to democratic politics. It would
 

be more than iroli, 
 after a decade of costly sacrifice for the
 

Latin American countries, if the needs of our hemispheric neighbors
 

were given short shrift by these other priorities. Almost all
 

countries in the region have already moved far along in economic
 

and political transformation. And what they require is not massive
 

assistance 
but fuller extension of debt reduction and assured
 

access to finance. The claims of eastern Europe and the Soviet
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Union are important for our vital interests, but they need not be
 
exclusive of 
also vital concerns for economic development and
 

political democracy in Latin America.
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NATIONAL ECONOMIES 

Zambia Is First Country

To Benefit from Rights Approach
 

u ith its recent approval of thefirst "rights accumulationpro. Upon successfui implementation of the rights accumulation pro.w gram"-for Zambia--theIMF has broken new groundin gram, prior clearance .'its arrears to the IMF, and approval of aapplying its strategy to deal with countries that have pro. successor arrangementby the IMF, Zambia ,s'ill be eligible to "en.
tracted arrears to the IMF. cash" the accumulated ngihts under the succes;or arrangement. The

On April 17, 1991, the IMF's Executive Board commended .following artic, provides a briefchronicle of the various and, in imthe Zambian Government, endorsed Zambia's three-year economic portant uays, divergent approaches to economic adjustment thatand financialprogram, and approved the accumulation of "ri'." Zambia undertook in the 1980s. Subsequently, this 4rtide high.for up to a maximum of SDR 837 million, uich was the level of lights economic policies and performance under the IMF-momitored
Zambia's arrears to :Ae IMF as ofJuly 1, 1990, the outset of the programfor 1990 and summarizes the economic policies thatform
IMF-monitorrdprogramfor 1990. port of the rightsprogramfor 1991. 

Adjustment in the 1980s policies went off track relatively early below market-clearing lcvels. In addi-During the first half of the 1980s, in the course of the program, con- ton, they suspended payments to theZambia embarked on three IMF-sup- tributing "oa pronounced accele..ation IMF and World Bank. As a result ofported adjustmnent programs aimed at in inflation, the latter decision, overdue obligationscreating a more stable financial envi- After gradually backing away from to the IMF rose to SDR 367 million
ronment and diversifying the econ- several structural reform measures, by the end of 1987.
 
omy away from copper. However, the Zambia finally abandoned the program The adverse 
 economic impact ofimplementation of eco- the shift in policies was ininomic and financial policies tily disguised by an inproved difficult because of crease in economic activityunexpectedly weak condi- During the first half of the 1980s, arising from favorabletions in the world copper Zambia embarked on three IMF- weather conditions and highmarket, shortfalls indonor copper prices. By'late 1988,assistance, and a lack of po- supported adjustment programs however, Zambia wa facingltical and social consensus, aimed at financial stability shonicshortages of foreignAs a result, none of these exchange and essential imprograms met with lasting ported inputs, a proliferation
success, 
 in May 1987 and embarked, in the of black market activities, severe dife-

In 1985-87, with the support of the context of its "New Economic Re. culties in servicing external debt obli-IMF and the World Bank, Zambia covery Program," on a major reorien- gations, a rapidly deteriorating fiscal
undertook an adjustment program tation of economic policies toward position, and--despite price conbased on a rapid transition to market heavy reliance in administrative con- rrols-accelerating inflation. % waspricing and tight demand-manage- trols. To combat inflation, the author- against this background that, at thement policies. In particular, it called ities reintroduced price control, re. end of 1988 aid in early 1989, thefor market determination of nearly all placed the foreign exchange auction Government aidiated certain remedialprices-including auction mechar'sims system with an administrative alloca- actions that signaled its intention of
for setting the excb--ige rat and trea- tion of foreign exchange at an appre- moving away from controls and tosury bill rates. ciated fi~red exchange rate, and re- ward a market-oriented approach to

In the event, monetary and fical duced in,:erest rates to substantially economic policy. 
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Zambia's transition to a' ,, ,. yiveunions, which had pre
more market-oriented pol- viously enjoyed amonopoly
icy stance had gained mo- inmaize marketing.

mentum by mid-1989, . -- .- The implementation of 
when the IMF and the maCmeconomic policies 
World Bank assisted the au- was mixed. During the first
thorities in formulating a ', . half of 1990, Zambia made
policy framework paper for satisfactory progress in
1989-93 whose underlying meeting its stabilization 
strategy again aimed at sta- "goals. All of the key fiscal
bilizing and diversifying the targets were met, and the economy while protecting " , "" " annual rate of growth of 
more vulnerable groups " , broad money was reduced 
from the impact of adjust-  "" considerably.ment. Specific policy mea- .' During the second half of 
sures were hid ot' in the the year, however, the im
economic and financial pro- plementation of macroecu
gram for 1990. Based on , nomic policies was disap
Zambia's renewed determi-, pointing and performance
nation to reorient its poli- fell short of target. The
cies, the international donor /49 7 monetary program was 
community provided exter- severely undermined by
nal resources to support the slippages in fiscal policiescountry's adjustment efforts, that were mainly caused byafter which the IMF en- Acopper mine In Zambia: facing the prospect of declining prices an unexpectedly large wage
dorsed Zambia's program in in the near term and a sharp contraction inproduction around the settlement fer civil servants
July 1990. nd of the decade. and difficulties in control

ling budgetary expenditure.The 1990 Program exchange earnings, except those from The monetary implications of weak
The 1990 program emphasized the copper exports, could be sold at a fiscal policies were exacerbated by
necessity of establishing a low-infla- more depreciated "second window" larger-than-expected central bank
tion environment so that the economy exchange rate. Automatic access to lending to the cooperative- And certain
could be revitalized through the foreign exchange under an open gene- public enterprises. In addition to excess
implementation of market..oriented ral license (OGL) system at the second monetary growth, inflationary pressures
structural policies, including measures window rate was expanded progres- were compounded by the cost-push efto bring about market-related interest sively during 1990. As a consequence, fecu of the increase in international oil
and exchange rates, price decontrol, at the end of the year, only copper in- prices and large wage settlements. As a
and public enterprise reform, and to dustry transactions and payments for result, the consumer price index rose 
promote the private sector's participa- oil, fertilizer, and some services con- by about 105 percent in 1990 con
tion in the economy. tinued to be channeled through the pared with a targeted increase of 50

The implementation of structural first window. percent.
policies proceeded in line with pro- Impressive strides were made toward 
gram objectives. To strengthen price market-determined pricing and mar- Rights Accumulation Program
incentives for non-copper expors and keting of maize, maize products, and The program for 1991, which isset in 
to pave the way for the elimination of fertilizer. Producer prices for maize and the conrt.!, of the medium-term
administrative foreign exchange allo- ceilings for maize meal and fertilizer strategy laid out in an updated policy
cations for imports, the Government prices were adjusted substantially. firamework paper for 1991-93, was
introduced a dual foreign exchange Moreover, farmers were permitted to formulated against the prospect of a
market in February 1990. sell maize directly to millers and private decline in copper prices in the near

Under this arrangement, all foreign traders rather than only to the coopera- term and a sharp contraction in copper 
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production around the end of the 
decade. The program targets a 3 per-
cent increase in real GDP, a reduction 
in the rate of inflation to 40 perceet. a 
decline in the fiscal deficit to about I 
percent of GDP, and a slowdown in 
money supply growth to 25 percent. If 
Zambia meets a set of quarterly quan-
titative and structural performance cri-
teria, it will be eligible to accumulate 
rights up to the equivalent of SDR. 
270 million during the 1991 program. 

Structural and sectoral policies in 
1991 are geared to continuing the 
transition to an economic system 
guided by -market forces and to 
strengthening the operations of public 
enterprises. The liberalization of the 
exchange and trade systems is ex-

Zambia L&the most urbanized country 
in sub-Saharan Africa, with about one 
half of the popuhtion living in urban 
areas. Its popuLtion is estimated at 8 
million in 1990 and is growing at 
over 3.5 percent a year. Per capita 
GDP isestimated at $383 in 1990. 

The Zambian economy is heavily 
dependent on copper. In 1990, cop-
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pected to proceed expeditiously. The 
two exchange markets were unified in 
April 1991, and the unified rate for 
the kwacha is to be adjusted regularly 
to balance demand and supply. 

With the aim of firther improving 
the economic performance of the agri-
cultural sector, the Government will 
phase out imaiing controls on maize 
and fertiliz pricing and wi take ad-
ditional steps to strengthen the private 
sector's participation in agricultural 
production and marketing. The Gov-
eminent will also start implementing 
the privatization program that was an-
nounced in 1990 by selling outright, 
or at least trasferring majority owner-
ship in, all public enterprises with the 
exception of public uilities and other 

Zambia: A Profile 
per accounted for 85 percent of total 
exports, contributed about 10 percent 
to GDP, and represented an impor-
tant source of budgetary revenue. 
The vulnerability of the economy to 
developments in the international 
copper market was evident during 
the 1970s and most of the 1980s, 
when a protracted decline in metal 
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strategic industries. 
To enhance the efficiency and finan

cial viability of enterprises that remain 
in public ownership, the weakest public 
enterprises' cost structure, international 
competitiveness, and use of foreign ex
change resources will be examined. 

Given the insufficient results in 
terms of macroeconomic stabilization 
in 1990, the Government intends to 
make up for lost ground in 1991. To 
achieve the targeted inflation rate, the 
Zambian authorities consider it essen
tial to stabilize real money demand 
and contain the growth in money sup
ply. In the past, the inflationary pro
cess was in part driven by an acceler
ated decline in money demand as a 
result of incre,.ingly negative real in

prices, in conjunction with a contrac
tion in copper output, contributed to 
a fall of one third in per capita GDP. 
Zambia isalso rich in agricultural and 
forestry resources, but this potential 
has not yet been fully exploited. En'
cept for the agricultural and banking 
sectors, economic actiirty is domi
nated by public enterprises. 
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The Rights Approach 

The rights approach is part of a Governors of the IMF in May 1990. the first disbursement under a suc
three-pronged cooperative stategy In the context of intensified col- cessor IMF-supported program fi
for eliminating overdue financial laboration, the rights approach pro- nanced from the IMF's general re
obligations to the IMF, which corn- vides for a member -ith protracted sources or, for eligible countries 
prises prevention, deterrence, and in- arrears to the IMF in December -such ta Zambia, partially from the 
tensified collaboration. The rights 1989 to earn rights based on its per- conce.sional structural adjustment 
approach was formulated in early formance under an IMF-monitored faclity and enhanced structural ad
1990 and was endorsed by the In- adjustment program. The accumu- justment facility resources, or a 
terim Committee of the Board of lated rights can then be encai.ed as blend of the two. 

terest ratis, Consequently, the Bank of The external financing needed to a number of Zambia's donors agreed 
Zambia aims to establish positive real cover Zambia's import requirements to further front-load their external as
interest rates so as to ensure the suc- and debt-service obligations, to clear sistance, and Zambia accepted a tem
cess of the monetary program. arrears to the World Bank, and to re- porary drawdown of its reserves. The 

With respect to containing the duce arrears to tl.e IMF to SDR 837 World Bank has indicated that it will 
growth in money supply, it is crucial million has been mobilized through be able to increase its assistance for the 
that the Government's recourse to exceptional efforts by Zambia's donors year as a whole. These actions permit
bank borrowing be limited. Accord- and multilatcral lending institutions, ted Zambia to clear in March some 
ingly, a comprehensive package of Paris Club creditors agreed in July $294 million in arrears to the World 
measures has been put together to re- 1990 to reschedule, on Toronto terms, Bank and would also permit arrears to 
duce the fiscal deficit. Tax reform principal and interest falling due be- the IMF to be reduced to the targeted 
measures or increases in rates and fees tween July 1990 and the end of De- level. 
have been announced in every major cember 1991 as well as arrears out- The success of this strategy requires 
category of non-copper revenue, standing at the beginning of the major efforts from all. Zambia needs 

On the expenditure side, the focus consolidation period. Debt relief or to maintain the strongest commitment 
is on cutting the real level of nonin- refinancing on terms comparable to to its economic reform effort, while 
terest expenditure and on strengthen- those of the Paris Club has also been the donor community must do its ut
ing budgetary monitoring and control requested from, and is envisaged to be most to ensure that pledges rude to 
procedures. For example, follwing the granted by, other nonmultilateral cover Zambia's financing needs for 
very large wage iettlements that were creditors. 1991 are fully disbursed. Looking he
awarded in mid-1990 as part ofatwo- Consultative Group donors dis- yond 1991, Zambia, i Jonr:, the 
year labor contract, no increase in per- bursed about 5300 million in 1990 as IMF, and the other multilateral insti
sonal emoluments is programmed for part of the IMF-monitored program tutions will need to continue their co
1991. and have signaled their intention to operative efforts in order to place 

Macroeconomic stabilization and disburse some 5650 million in 1991, Zambia on a path of durable growth 
structural r,-form offer improved living and the World Bank is expected to re- and external viability. The IMF's 
standards by increasing employment lease about $414 million in program rights approach, together with the as
and income generation. However, to and project loam. sistance of the Consultative Group, 
cushion the impact of economic ad- Exceptional efforts have also been will remain a means to help encourage 
justment on the most vulnerable made by all parties concerned to en- further economic reforms and mobi
groups, the Government has launched able Zambia to regularize its position lize external financing over the 
a Social Action Progiam with a view with multilateral creditors. To help medium term. 
to improving the availability of social Zambia clear all arrears to the World 
services and employment opportuni- Bank and to reduce those to the IMF Arnin-DedefRien, 
ties for the poor. to the level prevailing on July 1, 1990, IMF African Deparnent 
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*ACRY FOR

CAPITALL

Wanted: Anew economic order 

The planet needs billions of dollars: to lift Kuwait and Iraq 
out of ruins, to bring East European countries into the 
market economy, to avoid letting the South sink into 
indigence. The new world order is also a new world order 
of capital. Debt cancellations, aid, credits-will there be 
sufficient savings for these? Will it be possible to set in 
motion a development dynamic? On this point, the answers 
are troubling: Poland is collapsing under loans that it 
cannot use for lack ofprofitable projects. And Egypt,

,,.S.83=,4.. TEFF°lug,,.MIS,, which is about to benefit from the 
dividends ofits commitment 

._ .,Sagainst Iraq, needs to feed an 
ACRY FOR CAPITAL 


Wanted: A New Economic Order 
additional I million mouths every
year. Two trillion dollars, the 
equivalent oftwo years' worth of 
output for a country such as 
France, is the cost ofbringing East 
European countries back on an 
even keel, according to Jacques 
Attali, president of the European 
Bank for Reconstruction and 
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Development. The rebuilding industry that is opening up 
today Will last 15-20 years. At the same time, the bill for 
the Persian Gulf is beginning to circulate: $80 billion
$100 billion for Kuwait and perhaps $200 billion for Iraq, 
according to Iran's spiritual leader Ayatollah Ali Kha
menei. And, during that time, the financial pump of the 
American deficit continues to suck up billions of dollars 
every year. The countries of the South, whose growing 
distress has been eclipsed in the media in the past few 
months, continue to need international aid. But who will 
pay? 

Is the world economy moving inevitably toward a gi
gantic depletion ofsavings? The answer is far from simple, 
and economists are divided-for two reasons. First, the 
talk of all of those billions of dollars is for the moment 
only words. Second, the former communist countries, 
which are not solvent, have nothing in common with 
those of the Gulf,which can count on income from oil. 

Let us go back to the first point. Attali's $2trillion, for 
example, does not tally with anything yet. The Soviet 
Union has received barely $10 billion from the West, ac
cording to estimates. And industrialized nations may nev
er help the Soviet Union. "For the most part, the effort 
will have to be furnished by the Soviet Union itself," 
warns Jean-Paul Fitoussi, president of the OFCE, a 
French business-oriented think tank, am! one of the au-
thors of a report on the Soviet economy commissioned by
several international agencies. "The Soviet Union is not 
only abundantly endowed with natural resources but also 
with human capital." 

Lionel Stoliru, France's secretary ofstate to the prime 
minister, who heads the country'r five-year economic 
plan, says, "Money must only be given to reforms [in the 
Soviet Union]. For the time being, the talk about market 
socialism is 98 percent socialism and 2 percent market. 
But if the Soviet Union committed itself to the path of re-
form, then the need for fimancing would be colossal." 

The scenario is hardly different in the East " iropean 
countries (Bulgaria, Czechoslovakia, Hungary, Poland, 
and Romania). Granted, the group of 24 donor-industri-
alized nations have already committed themselves to $42 
billion. And the OFCE has calculated that these five 
countries will receive $85 billion between now and 1994-
more than the Marshall Plan brought to Europe after 
World War II. But unlike what happened then, these 
sums include few donations-and many loans at market 
rates. 

So far this money exists only on paper. "Many credit 
lines are intact," says Jean-Michel Six, president of DRI 
Europe, a private bv.siness-consulting or, 7ation, "be-

By Thik-ry Gandillot and Dominique Nora'from r.ge leftist week-
ly "LeA')uvelObservateur"ofPari. 
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cause the East is incapable of using these sums in an effi
cient manner." According to Stoliru, aid plans for East
em Europe can in no way be compared to the Marshall 
Plan for another reason. "The Marshall Plan put gas into 
the motor of the European economy. The problpxn is not 
getting gas; it is changing the motor," he says. 

The second problem isthe Gulf nations. Unlike in East 
European countries, in the Gulf the money i. going to be 
spent. For the time being, though, no one knows how 
much the rebuilding of Kuwait and Iraq will cost. But no
body is planning to. ake donations to either nation. Ku
wait has the means to restore its former splendor; the gov
eminent in exile was working on it even before the hostil
ities ended. On the Iraqi side, any aid would be linked to the 
possible departureof President Saddan Hussein. 

The uncertainty regarding the sums really at stake in 
Eastern Europe and the South is compounded by a ques
tion about the current needs regarding the U.S., Japan, 
and Europe. There are the optimists, such as DRI's Six, 
who says that economic indicators, especially the inflation 
rate, are conducive to business. Another, Anton Brender, 
director of the Center for Prospective Studies and Inter
national Information in Paris, sees no financing problem. 
"The needs of the East and the Gulf are a drop in the 
ocean of world savings," he says. "Furthermore, the real 
problem-the U.S. trade deficit-is in the process of 
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shrinking rapidly." A sign of this loosening in the capital 
market is that interest rates are beginning to slacken. 

Jean-Michel Charpin, .,irector ofstudies at the Banque
Nationale de Paris, thinks that this detente in the capital
markets is fleeting. "The current calm on the savings front 
is provoked ;n part by the recession," he says. "When the 
economy picks up, the problems encountered in 1988-89 
will re-emerge. T'boy will be aggravated by German reuni
fication, which devours capital, by reconstruction around 
the Gulf, and by the resurgence of military spending.
Since the war, nobody--and especially not the military
talks about reducing it." 

Pessimists prefer to sound the alarm immediately. 
"There will be a colossal need for financing," warns Sto
lru. "To pull through, oil will have to be quite expensive; 
otherwise we will lack capital. It is a kind of forced world 
savings." Michile Debonneuil, director of studies at Ban
que Indosuez, a French bank, says, "The world, and de
veloping nations in particular, need a lot ofmoney to stim
ulate growth. Otherwise the gap between rich and poor
countries will become unbearable." 

There is one area of agreement between optimists and 
pessimists: Saving must be encouraged at all costs. With. 
out it, it will have been of no use to have knocked down 
the iron curtain in order to build a silver wall. U 
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Global Capital Markets Might Behave
 
Differently in the 1990s, Says BIS Study
 

ntemational capital markets 
might become less permissive of 
current account imbalances in 

the 1990s than they were in the 
1980%, according to Philip Turner of 
the Monetary and Economic Depart-
ment of the Bank for International 
Settlements (BIS). In a study entitled 
Capital Flows in the 1980s: A suney of 
Major Trends, Turner provides an 
overview of the main 
characteristics .of capital 
flows during the last 

dining domestic saving incapital im-
porting cou c..s (the United States, 
for examiplu, instead of providing for 
more investment. 
* Aggregate two-way capital move-
ments (that is,all transactions between 
residents and nonresidents, including 
both inflows and outflows) increased 
dramatically, reflecting the much 
greater liquidity and diN ery of inter-

The pattern of flows to industrial 
countries changed radically, however. 
Notably, 
9 Inflows into the United States rose 
to about one half of total inflows to 
industrial countries, compared with 
about one third in the 1970s. and with 
barely over one tenth in the 1960s. 
e Inflows into the European Commu
niy (EC) became more important. Al

though a significant por
tion of these represented 
intra-EC flows, those to 

decade, examines the be- At the end of the 1980s, the United the EC from nonmember 
havior of the main corn- Kingdom became the largestprovider countries also rose. 
ponents of these flows, 
and considers some impli- 
cations for the future. 

During the 1980s, the world mone-
tary system underwent three revolu-
tioas all at once, according to Turner. 
deregulation, internationalization, and 
innovition. Cosequendy, gross capi-
tal flows, which in 1979 were below 
SOO billion, soared to about $600 bil-
lion by 1989. Moreover, "capital 
movements came more and more to 
have a life of their own." Unlike tha 
1960s and 1970, countries with large 
and persistent current account deficits 
could continue to attract foreign capi-
a, thus weakening external pressures 

for policy adjustment. 

Key Trends in the 1980s 
The underlying structure of capital 
flows in the 1980s has, however, been 
quite different firom the pattern set in 
the nineteenth century, according to 
Turner. Specifically, in the 1980,, 
a Capital movements increasingly took 
the form of transactions among indus-
trial countries, with developing coun-
tries left largely on the sidelines. 
* Capital inflows substituted for de-

c 
ofdirect investment capital 

national assets than under the gold 

standard. 

e Direct investment, especially among 

the industrial countries, grew rapidly. 

* Capital flows becarre increasingly 
"securitized," with bonds replacing 
bank lending-akhough since 1985, 
bank lending has recovered. 

Components of Capital Flows 
Discussing the behavior of the major 
components of capital flows in the 
1980s, Turner considers foreign.direct 
investment, portfolio investment, 
short-term bank flows,and official ii-
tervention. 
Foreign Ditt Iuestt tent. Turner 
notes that foreign direct investment 
flows have increased sharply in recent 
years, reaching about 185 billion in 
1989, compared with about $50 bil-
lion a year, on average, in the first half 
of the decade. This increase was al-
most entirely accounted for by flows 
tr, industrial countries, with those to 
developing countries hardly changing 
even in nominal terms. 

Foreign investment de
clined in Australia and 
Canada, both of which 

were relatively heavy capital importers 
in the 1950s and 1960s. 

Looking at the sources of foreign 
direct investment in the 1980s, Turner 
points out that the most salient feature 
was the decline in the importance of 
the United States. Toward dte end of 
the decade, the United Kingdom be
came the largest provider of direct in
vestment capital-much of it related 
to mergers and acquisitions, notably in 

United Stites. But in 1989, japan 
replaced the United Kingdom, pro
viding about one fourth of total out
ward direct investment. 

Turner emphasizes three reasons for 
the increased pace of direct invest
meat activity in the 1980s. First, there 
were cyclical causes; direct investment 
flows were strongly pro-cyclical, vary
ing more than proportionately with 
economic activity. Moreover, the 
shifts of direct investment toward the 
United States and Europe since the 
mid-1980s were both in line with de
velopments in relative demand. Sec
ond, dirmct investment flows were 
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partly fueled by cross-border mergers driven by lower labor costs, exchange 
and acquisitions, which amounted to rate changes, or the fear of protection-
about 5120 billion by 1989, compared ism to relocate production abroad. 
with just under $40 billion in 1986. Portfolio Investment. As with direct 
Third, companies were increasingly investment, the sharp rise in portfolio 

Capital Flows Soared In the 1980s... 

700 Gross Capital Outflows1 


(billion U.S. dollars; annual averge) 

600 


So0 :.-, 

ivate 

400 ' 
 " 

;,though 

10.' 7"
0 7 


Gwmwq, ,..*, s, s,, w",S.,Un, un Kr0Oom, WW unW Sto.t Wur ea W~MMW,at ixooW Wvvn~L and WV40rm lbbk iNliU."R Ovae &Ws*. rteOwe,-an,som, . Wwe p ,, 

With the Bulk Going to Industrial Countries 
Capital Inflows to the Industriml and Developing Countries' 

700 

(billion U.S. dollars; annual average) 


600 
WS Industrial countries 

I Developing countries 


A "countries 
400.-

j. 
'I 

S [.many, 
300 

.1 

0 

1975-79 1980-41985 1966 1967 196U 1989 
'Sufm Wm hs'ex , "n, e"W 

Doe:wCANFiam,1Af190. Asra .Wrw& Tws 

June 24, 1991 

investment in the 1980s was almost 
entirely accounted for by industrial 
countries. A general reason for the rise 
lay, according to Turner, in the activ
ities of major financial institutions
pension funds, insurance companies, 
and investment trusts. He points out 
that "while b3rAks financed global im
bAances in the 1970s, it is nonbank fi
nancial intermediaries that have 6
nanced the still larger imbal.nces of 
the 1980s." He cites three main rea
sons for this change: the channeling of 
household savings to institutional in

vestors and away from ordinary bank 
accounts; the huge expansion in pri

sector wealth, with the rise in cq
uity, real estate, and other asset prices; 

and a massive diversification into for

al,., U.S. intitutons were a 
striking exception to this trend. 

Turner points out that in the 1980s, 
portfolio flows were dominated by 
transactions in bonds, investment inwhich was many times larger than that 

in equities. And although the global
 
stock of equities has now caught up
 

with that of bonds, foreign holders 
seem to prefer bonds to shares. How
ever, the increased importance of eq
uity-rehted bond issues has, to some 
extent, blurred the distinction be
tween bonds and equities 

Short-Teri" Bank Flows. Turnernotes that ag~egate net short-term 
bank flows for the 15 larger industrial 

(Austria, Australia, Belgium-
Luxembourg, Canada, France, Ger-

Italy, Japan, Netherlands, Spain, 

Sweden, Switzerland, United King
dom, and United States) averaged al
most $80 billion a year during 

1985-89 and have, as a proportion ofGNP, increased, compared with the 
1975-84 period. Among the major 
players (Germany, Japan, United 

Kingdom, and United States), the 
United Kingdom and the United 
States ran sizable current account 
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deficits in the second half of the flows to mcre than finance large cur- that greater capital mobility has con1980s. Of these, the United Kingdom rent account imbalances. In 1989, for tributed to herd behavior and has itselfhas relied most heavily on short-term example, the net official reserve posi- made volatility worse."bank flows in recent years, as high tion of the United States improved by Second, Turner suggests that thereshort-term interest rates have attracted almost $17 billion, despite a current is only limited evidence that greaterlarge inflows of funds into sterling de- account deficit of some $110 billion, foreign direct investment has been aposits. Conversely, nonofficial capital out- major factor in making current ac-But perhaps more interesting, ac- flows more than recycled the surpluses count imbalances more sustainable; "acording to Turner, is the position of of Germany and Japan, so that net of- number of imbalances have had nothe surplus countries--especially the ficial reseves fell substzntially in both • . . direct-investment counterpart."
contrast between Germany and Japan. countries. A similar pattern was evi- Third, and perhaps most findamen-Whereas Germany had a short-term dent elsewhere. Capital inflows into tal, the greater mobility of financialoutflow of about $84 billion during countries with higher-than-average capital has allowed current account1985-89, Japan had an inflow, inflation and interest rates led to up- imbalances to persist longer than inamoLnting to just under 5200 billion, ward pressure on their exchange rates, previous decades.
The lion's share of German bank out- despite significant current account What 
 of the future? Turner notesflows was denominated 

that there is probably a conin local currency and sensus that international fitook place in the inter- nancial market liberalizationbank market. There are already signs that foreigners is, in practice, irreversible
Official Interwntio.. are more reluctantto Invest and that much of it isdesir-The 1980s can be di- in the United States able. However, "there arevided into two phases in 1several reasons for doubtingwhich official interven-

that net capital flows will
tion practices were markedly different, deficits. Italy and Spain were the most prove quite such strong pillas of interaccording to Turner. In the first phase, striking examples. national current account imbalances inwhich spanned the years 1981-85, in- the 1990s as in the 1980s."
tervention was negligible. Net official Implications and Prospects 
 One is that, as the pre-eminence ofmonetary movements amounted to Turner draws three broad conclusions the Uniced Kingdom and the Unitedless than V/, of 1 percent of GNP for about the implications of trends in States as financial centers erodes, one
the three largest economies (Germany, capital flows in the 1980s. First, he of the supports for global current ac-
Japan, and United States). Moreover, notes that, although the increase in the 
 count disequilibria would be weakthere was relatively little year-to-year volume of capital flows in the second ened. Indeed, Turner suggests, therevariation. Policies changed in mid- half of the decade has "marked a are already signs that foreigners havedecade, however. The years 1986-89 quantum leap in the scale and apparent become more reluctant to invest inwitnessed substantial intervention by efficiency of international financial in- the United States and that Americansome major industrial countries to termediation," it is less clear how investors are beginning to invest more

keep exchange rates within officially much this increase has enhanced 
 the heavily overseas than they used to.desired ragc. Nct official monetary stability of financial markets. "On the Another reason for skepticism aboutmovements of '/3 of I percent of GNP contrary," he suggests, "prices in vir- the extent to which capital flows canbecame the norm. tually all financial markets have be- help equilibriate imbalances is thatTuiner points out that a notable come much more volatile. And distur- these flows themselves might contract.and paradoxical feature of official in- bances in one market have been more The author points out that following
tervention in the 19 80s was that coun- quickly transmitted to other markets, the recessions that began in a numbertries with large current account sur- often irrespective of the underlying of countries in late 1990, the pace ofpluses sometimes intervened to fundamentals." mergers and acquisitions has slowed,support their currencies, while those The root causes of such volatility equity-related fund-raising in intemawith deficits did the opposite. This may well lie in the real economy, ac- tional markets has declined; and bank was partly because, in some years, cording to Turner. "Yet it is impossi- lending has weakened, especially asthere was a tendency for nonofficial ble to dismiss entirely the suspicion many financial institutions have be-
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come overexposed. But perhaps the 
most compelling reason to doubt the 
sustainability, if not the scale, of the 
pattern of capital flows seen in the sec
ond half of the 1980s, Turner says, is 
that capital imports have been used to 

substitute for, rather than to supple
ment, domestic saving. 

Signs that international capital mar
kets may be becoming less permissive 
of imbalances than before were already 
evident in 1990, according to Turner. 
Not only were there substantial reduc
tions in the major imbalances, but 
there was also evidence that some 
forms of international financial activity 
were beginning to decline. Notably, 
aggregate gross capital flows from in
dustrial countries fell significantly. 

"In these circumstances," Turner 
concludes, "avoiding the too abrupt 
reversal of earlier capital flows--and 
ensuring that the world economy 
copes smoothly with the transition--is 
the delicate task of economic policy." 

Viknm Khanns, 
Amiant Editor. IMF Swwy 
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Mr. Attali's Grand Vision
 
By CURTIS J. HOXTER 

O Apri 15th a new international 
organization made its debut. The 
European Bank for Reconstucuon 
and Development, dedicated to up-
lifting the economies of Central AM 
Eastern European nations, has been 
controversial from the moment of 
its concepuo But many of its real 
problems are centered around oe 
individual who is expected to pro-.
vide the EBRD with momentum: 
France's Jacques AtLUli. 
. That Mr. Attal has aspirations
beyond serving is the president of 
the new institution could be noted 
from a speech he delivered in 
Tokyo He predicted that the 11n-
Lion European Community will swal-
low all the European countries, 
which eventually will become inde-
pendent and sovereign members of 
the confederation. Such a cotieder-
atio. linked by a common nfra-
structure democracy, market ecooo-
mies snd )oint institutions, (such as 
a single currency, a central bank 
and unified political institutions) 
will be open to the world...* 

Mr. Atali, not satisfed that the 
EBRD operate solely as a ban,, also 
proprded a temporary tax on sue-
cessful enterprises in Eastern .od 
Central Europe to help the regions' 
per performers. The tax would 

b charged on the value added iby 
terpsemagnitude 

be Used as a tax subsidy to enter-prises, adding less than average val-
weto their products. Both proposals
have created controversy Am on g
bank'setockhoder s th.(e d 
member government.

,This evidently does not bother the 
ebullient Mr. Attali. He goes so far 
in his grandiose outlook that he 
clains the EBRD will be the first 
iswtution of the new world order.* 
With the help of the EBRD, bepre-
dicted. 'Europe will become ge-
graphically, politically and cultural. 
ly united for the first time.* While 
this is a noble objecUve, this is not 
within Mr. Attah's capabilities alone 
and the shareowners do not harbor 
sach oblocuvu. 

Mr. Attali likes to have the 
EBRD referred to as the European
Bank,* much to the consternatiocof 
Influential economic and financial 
leaders such as Bundesbank Presl. 
dent Karl Otto Poe.. Their reasom. 
Only the European Central Bank. if 
the EC ever reaches that stage of 
monetary union, should be kIown as ting ready to impose itself on the 
the *European Bank.' economic and financial affairs of the 

Mr. AttAh's image problem hau newly emerged Eastern and Central 
been further fueled by his own In-
ability to attract an Am-ierican to 
becrme the Number Two officr In 
the bank. Initially, the focus was od 
the able ad experienced Senior 
Vice President of the World Bank, 
Ernest Stern, who finally rejected
the offer. So far no other candidsLe 
bas beeii found because, as word 
around Washington has it, nobody 

cating their executive directos For 
Instance, Bonn La sending an un-
known economics professor, whose 
only fame is that he is a personal
friend of Chancellor Heimut Kohl 
and a log.tune officer of the Chris. 
tain Democratic party.

And so, the new institution is get-

feels comfortable with the donta- to activities that would not interfere 
oeering Jacques AttalI. 

On the other hand, Mr. Attall has 
attached some outstanding persons 
to posts in the EBRD, including the 
former Prime Minister of Hungary 
Mikloo Nemeth, the former Russion 
Finance Minister Boris Fedorov, .ie 
capable Swedish banker Anders L 
Jungh and prominent Wall Street 
lawyer Anrew Newburg.

But tke other stockholders gener-
,117 bAve struck out, even in dui-

• 'ting 

by~~~~ .... .temprar ta wulMMNA/raised by the temporary tax would 

European nations with al kinds of 
strkes against it. 

US. officials saw some dabger
early on that the bank would be-
come a clearing house for handouts 
and would not really help foster 
long-term growth in Eastern Eu. 
rope So they insisted that numerous 
restrictions be added to the Aricles 
of Incorporation to confine the bank 

with competition. Among these was 
a stipulation that the bank deal only 
deal with infrastructure Invest-
ments ! the bank is in competition
with private enterprses, It is rm 
quired to take a hack seat. 

The EBRD negotiations also pro-
duced a structure that eliminated 
some mistakes Washington felt were 
evident i the World Bar.- and t 
regional development banks. Thu 
the president of the bank now must 
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take is orders from the executive 
directors. 

The United States also was made 
unhappy by the pro6pect of the Sovi
et Union as a stock.holder. Not only 
wold the Soviet Union directly in
fluence the operations of the bank,
but it could pose a coaflict of inter
est sunce it probably would be a 
recipient of assistance. 

A compromise finally was 
reached allowing Moscow a 6%eq
uity participatioo and limung Its 
assistance to that amount. The 
wrangling over this issue took 
months to resolve and proved to 
Washington that Jacques AlLah was 
an "unguided missle,' likely to give
continuous he: daches in the future. 
possibly jeopardzing Congressiona
approval for U.S. funding. 

The United States is on the right 
course. Eastern Europeans have 
charged that the United States, pre
occupied with the gulf region and 
domestic matters, Is abandoning
them. But both the US. administra. 
ion and Congress realize there is Do 

point inarguing over bow much for. 
eign aid is needed to cure the ills of 
a regiin crippled by four decades of 
central planning and state-con. 
trolled ownership. 

No one country can put up the 
5 billion needed to correct the e

imbalances. Sums of that 
only can be generated.

through private investmen~t Thu,,mgiueol a egnrtd 
t g e s sTthe objective of the European Bank 

Reconstruction and Development.
muso di tedoo e n 
must be directed to make Eastern 
and Central Europe more attractive 
to foreign businesst enterprises& 

The EBRD should be confined to 
infrastructure activities and sup

port action and should not be used to 
open up new assistance flows in di. 
rect competition with the World 
Bank and the IMF. That is the US. 
position and it is a sound one. U 

can manage to keep 
Mr. Attali in line, this objectve 
won't be compromised. 

CartisJ, Hoter beads his own con
sulzqg tm a New York City. 
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Healthy Banks for the East
 
By GARY N. KLEIMAN 

The recent launch of the Polish 
Stock Exchange - Eastern Europe's
third after previous stock market 
openings in Hungary in Yugoslavia 
- symbolizes the region's commit-
ment to embracing capitalism. But 
progress in forging viable securities 
operations will continue to be ham-
pered by a basic lack of progress in 
banking systems. Successful capital
market reform first requires a reso-
lution of the endemic balance-sheet 
weaknesses at state-owned financial 
Institutions. 

Governments in Eastern Europe 
have commercialized banking only
by separating monetary and policy
functions from business ones. They 
have not tackled the massive pay. 
menu arrears and defaults that 
have accumulated on financial insti-
tutions' books. International Mone-tary Fund and World Bank pro-
grams to impose discipline through 
the introduction of real interest 
rates and credit ceilings are positive
macroeconomic steps. But East Eu-
ropean financial regimens still lack 
the necessary microeconomic steps 
- loan reserve allocations and 
write-offs, for example - to make 
banks safe and sound. 

The historical role of socialist 
banks as passive conduits of funding 
for politically designated companies 
has changed in theory, but not in 
practice. The largest state units 
have been reorganized, but the old 
banking nomenklatura, adverse to 
adjustment, remains entrenched. 

Among the countries of the r*-_)
gion, the shit to a "two-Uer" sector-
al framework, as East European of-
ficials have termed it,has been 
virtually identical. In Czechoslova-
kla after the 1989 Velvet Revnlu-
tion," half the assets and the entire 
branch retwork of the State Bank 
were transferred to the newly 
formed Komercnta Banks. In Hun-
gary and Poland, a similar restruc-
turing occurred even before the col- -
lapse of communism InYugoslavia,
two years ago the parliament passed 
legislation fashioning government fi-
nancial institutions into joint stock 

entities to be overasen by outside 
supervisory boards. 

Bank management In these coun. 
tries is now to be guided by profit 
considerations and banks are to ex-
ercise independent credit judge-
ment but so far these principles are 
mostly ignored and subordinated to 
long-standing patronage ties. Wit-
ness a recent scandal in Serbia, 
where the main provincial bank, at 
the order of leading officials, secret-
ly channeled $1.5 billion to ailing
firms. 

Throughout Eastern Europe pro-
essional banking skills and the 

physical infrastructure of financial 
Institutions are far below Western 
norms Even elementary concepts 
like checking and account process-
ing are unlamuliar. 

Technical capabilities are steadi-

expand stock listings and turnover, 
these lingering obstacles will cootin. 
ue to deter potential investors. Mar. 
ket size is another hindrance, partic-
ularly in countries with several 
exchanges. Yugoslavia will have fi-
nanctal markets operating in Bel-
grade, Ljubljana, and Zagreb and in 
Czechoslovakia activity will be split 
between Bratislava and Prague. The 
fragmentation of these markets 
makes stock inv-stment inefficient 
and discourages participation by in
ternational investment bnks and 
securities firms. 

So far the sevcral country funds 
launched by these organizations
have '.xperienced severe disappoint. 
ment. Most investors' holdings have 
been invested in cash because th 
portfolio possibilities are so limited, 
The glacial pace at which the fun-

ly improving with multilateral asles-dholdegs are invested instock has 
tance. And foreign financial con-
cerns. where they are permitted, are 
stimulating local competition. But in 
countries with essentially insolvent 
banks - and where private property 
and share ownership have yet to be 
clearly defined - equity market 
growth w.l be slow. 

While b-oader prvatlzation will 

" .
 
'_have 

frustrated outside participants, who 
pay the fund spomsrs a s&i man-
agemeat fee. 
- On the seldom occaifs where 
stock accounting and settlement 
procedures have been applied they
have been highly error-prone and 
complex. To smooth difficulties, 
East European exchanges are in-

Creasingly "twinning' with Western 
counterparts that offer tutelage. 

Warsaw paired itself with Lyona,
Fri.nce bourse, while German es. 
change representatives are helping
Czechoslovakia and Hungary. Mis
sions from the European Communl
ly,North American and Japan also 
have visited Albania, Bulgaria. 
Romania, and even the Soviet Union 
at their request, as these nations 
plan future equity dealings. 

let by both Western and Eastern 
E et fi nan d Fo.ute s,

European financial communities, 

ue rn onesn focue
But Eastern Europe neds to focus
 
ininierlorbn reform that wi 
purge nonperforming credits and 
cultivate merit-based executive tal
ent Only by taking these steps can 
local populations - accustomed to 

ping their money under a mat
tress for safe-keeping - gain confi. 
dence in stockbrokers and learn to 
channel funds into savings accounts 
and securities that finance economie 
|rowth.
 

For the near term, the moat prof.
Itable exchanges between Eastern 
and Western capital market profes.
sionals will be those "knowledge 

transfers' that take place off the
 
stock market floor. American banks
 
in particular, with their experience
 
over the past few years in minni.
 
Ing damage in of bad leveraged

buy-out and real estate loans, can
 
make a unique contribution by ex.
 
porting some of their techniques and
 
technology to Eastern Europe's in
fant free market financial isstitu.
 
Uons.
 

American banks can derive bene
fits by charging fees fcw this exper-

Use. And in the process they will
 
benefit from learning that, com
pared with their counterparts in
 
Czechoslovakia, Htngary, P,'mnd 
and Yugoslavia, US. financial ,.miis 

never been in better shape and 
have much to offer. 

Gairy i. KIeman is presidenf of 
Kiman TterntonsJ Cosulianfa 
Inc. in New York. 



Exchange Rate Policy in 
Developing Countries: 

Some Analytical Issues by Bijan B. Aghevli, Mohsin S. Khan, 
and Peter J. Montiel 

VI Summary and Conclusions 

he conduct of exchange rate policy in the de-
veoping countries has undergone a marked 

evolution over the past decade and a half. Fluctua-
tions in exchange rates of major currencies, as well 
as an upsurge of inflation within !he developing 
countries themselves, have required more frequent 
adjustments in exchange rates in these countries, 
Moreover, during the. same period, a variety of ad-
verse external shocks have depreciated the equi-
librium real exchange rates of many developing 
countries. The combination of all these factors has 
resulted in a pronounced shift in the pattern of ex-
chainge rate regimes adopted by the developing 
countries toward more flexible arrangements, and 
in more frequent devaluations---either discrete or 
as part of a rule-in those countries that have re- 
tained a pegged regime. 

A review of the theoretical literature has identi-
fled a number of criteria for choosing an optimal 
exchange rate to stabilize the economy in the face 
of transitory shocks. Tihese criteria include the spe-
cific objective function of the authorities, t _e na-
ture of exogenous shocks, and the structural 
:haracteristics of the economy. In practice, how-
ever, it is difficult to apply these theoretical criteria 
to specific cases owing to problems associated with 
the identification of the external shocks and the 
potential conflict among various policy objectives, 

To the extent that for many developing countries 
the balance of payments is a binding constraint, 
their exchange rate policy needs to be aimed at 
protecting emernal competitiveness. In general, 
movements of real exchange rate indices provide 
critical inirmation for assessing competitiveness, 
However, the fact that the equilibrium real ex-
change rate is affected significantly by various do-
mcstic and external shocks has obvious implica-
ti'ans for real exchange rate rule" adopted by a 
number of developing countries in recent years. 
These rules are designed to maintain external com-
petitiveness by adjusting the nominal exchange 
rate in line with the differential between domestic 
and foreign inflation. The authorities' persistence 
in maintaining a real exchange rate target, how-
ever, may indeed be destabilizing if the equilibrium 

real exchange rate is changing, even if this target is 
set correctly at the outset of a program. Another 
adverse consequence of a real exchange rate rule is 
that it may leave a small open economy without a 
nominal anchor for domestic prices, possibly gener
ating a high rate of domestic inflation. Thus, it 
seems desirable to retain a role for the exchange 
rate as a nominal anchor b' requiring that at least 
some of the burden of adi 'stment in the real ex
change rate be borne by changes in the domestic 
price level brought about through restrictive finan
cial policies, rather than by automatic adjustments 
in the nominal exchange rate. 

A re!ated issue is the relationship between the 
exchange rate arrangement and financial discipline. 
The experience of developing countries in the 
1970s and 1980s suggests that the average rate of 
inflation has been lower in countries with pegged 
exchange rates than in countries with more Jexible 
rates This evidence, however, is far from con
clusive. Many of the countries with a pegged re
gime have experienced high rates of inflation owing 
to a lack of adherence to appropriate financial pol
icies, whil . at the same time many of the countries 
with a flexible arrangement have recorded low 
rates of inflation by adopting prudent financial pol
icies. Therefore, the effectiveness of a pegged ex
change rate arrangement in enhancing financial 
discipline remains open to question on empirical 
grounds. 

G;% 4heoretical grounds, the recent macro
economic literature suggests some general princi
pies for assessing the relationship be:ween financial 
discipline and the exchange rate arrangement. A 
pegged exchange rate would be viable only if the 
public sector is perceived to be financially solvent 
over the longer term-that is, the present value of 
anticipated primary surpluses of the public sector 
plus seigniorage is at least as great as the face value 
of the public sector's net debt. To the extent that 
the solvency condition is not satisfied and other 
fiscal adjustments are not forthcoming, the govern
ment would have to rely on the inflation tax, as it 
would no longer be able to borrow abroad. The 
consequent acceleration of domestic inflation and 
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the decline in international reserves would lead to 
recurrent devaluations. 

The above discussion demonstrates that a 
pegged arrangement does not necessarily impose 
financial discipline so long as the government re-
tains the option of periodically devaluing the cur-
;ency. To the extent that the government has an 
incentive to attempt to increase the level of output 
through generating unanticipated inflation, there is 
an inherent tendency in the system to produce 
bursts of inflation and recurrent devaluations. The 
benefits of unexpecte,' inflation, however, would 
disappear as the public comes to expect the govern-
ment to engineer inflation surprises. In such an en-
vironment, the government could increase social 
welfare if it can commit i.lf to price stability in a 
credible fashion. 

Establishing the credaibility of the government's 
commitment to financial discipline is difficult for 

'tries with a long history of expansionary pol-
and high inflation. In such cases, it may be de-

-.. dble for the auihorities to precommit to a policy 
of price 'stability by making it costly to alter the ex-
change rate. An effective means to achieve this 
would be to enter into a currency union arrange-
ment. Such a rigid arrangement, however, may 
prove to be too costly as it would preclude exchange 
rate adjustmerts even in the event of large real 
shocks, such as a substantial deterioration in the 
terms of trade. An alt-native arrangement would 
be t(,grant considerable autonomy to a central bank 
that has a reputation for having a strong bias in 
favor of price stability and fixed exchange rates, 
without ruling out the possibility of an exchange rate 
adjustment in exceptional circumstances, 

In view of the above discussion. it is clear that 
analytical arguments do not support uniform policy 
prescriptions for exchange rate management. The 
specific country circumstances will enter into the 
picture in an important way to guide exchange rate 
policies. Neverthel.ss, ihe issues discu'ssed in this 
paper lead to several general observations relating 
to the role of exchange rate arrangements in en-
hancing financial stability and adjustment in de-
veloping countries. 

First, in a country with a well-established reputa-
tion for financial discipline, it is of small conse-
quence whether a pegged or a flexible exchange 
rate regime is maintained. By contrast, in a country 
lacking financial discipline, serious macroeconomic 
problems would emerge regardless of the exchange 
rate regime in operation. A fixed exchange rate 

would not, in and of itself, impose financial disci
pline, and, in fact, would compound these macro
economic problems because of the loss of external 
competitiveness associated with domestic inflation. 

Second. most developing countries undertaking. 
adjustment programs fall in between these polar 
cases. Consequently, in adopting measures to im
prove external competitiveness, these countries 
need to strike an appropriate balance between e
strictive financial policies and exchange rate adjust
ment. Such a balance must take into account the 
relative short-term costs associated with restrictive 
financial policies, on the one hand, and those asso
ciated with devaluation, on the other hand. In gen
eral, it is difficult to envisage a situation in which a 
substantial overvaluation of the real exchange rate 
can be corrected entirely by restrictive financial 
policies and without any excharge rate adjustment. 

Third, a more difficult issue relates to the man
agement of the exchange rate after the level of ex
ternal competitiveness has been corrected at the 
outset of an adjustment program. In countries in 
which the authorities are not in a position to refrain 
completely from resorting to inflationary finance, a 
certain degree of flexibility in the exchange rate 
will be needed to prevent a deterioration in exter
nal competitiveness. This flexibility, however, 
should not become a substitute for undertaking as 
strong an effort as possible to implement prudent 
financial policies. 

Fourth, while arguing for some degree of flex
ibility, the analysis provided in this paper suggests 
that real exchange rate rules designed to protect 
external competitiveness by rigidly linking ex
change rate adjustment to domestic inflation could 
be destabilizing and even lead to hyperinflation. 
Rules can, under some circumstances, reduce the 
incentives for financial discipline. An effective ar
r.ngement for countries that need to rely on a 
mderate inflation tax would be to devise a nomi
nal exchange rate rule, under which the rate of the 
crawl of the nominal exchange rate is fixed. Under 
such an arrangement, the authorities would be 
compelled to put in place appropriate fir.'ncial pol
icies to contain the inflation rate to a level consis
tent with the predetermined rate of devaluation. 

Finally, when the authorities are genuinely de. 
termined to establish financial discipline and price 
stability, but lack credibility because of their past 
record, a commitment to fix the nominal exchange 
rate for on extended period would help provide a. 
strong an'hor for price stability. 
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APPROPRIATIONS 

A World of Difference Lurks
 
Behind Foreign Aid Vote
 

House bill sets terms for Soviet assistance, Mideast arms;
 
veto is threatened over funds for family planning
 

ith st ong vot ofppr valwoud 
that belied serious divisions,the House on June 19 ap-

proved a $15.2 billion foreign aid 
appropriations measure for fiscal1992. 

The legislation (HR 2621 - H 
Rept 102-108), approved 301-102, 
would reduce by $500 million the ad
ministration's request for a key cate-
gory of milittry assistance. It would 
increase funds for development and 
population aid, along with a range of 
programs a:med t helping children. 
(Vote 181, p. 1706) 

Rep. David R. Obey, D-Wis., chair-
man of the House Appropriations Sub-
committee on Foreign Operations and 
the prime architect of the legislation, 
called the bill the second installment 
"in a five-year plan to adjust foreign aid 
spending to the end of the Cold War." 

The bill includes an ambitious plan 
to stem the flow of arms to the Middle 
East, which could require the adminis-
tration to temporarily halt weapons 
sales to the region. While providing
$15 million in aid for the Soviet 
Union's Baltic republics, the legisla-
tiun also provides guidelines for 
changes by the Soviet central govern-
ment that would merit aid from the 
West. (Weekly Report, p. 1452) 

Obey and his Republican counter-

part on the Foreign Operations panel,

Mickey Edwards, Okla., were perhaps 

most proud that the legislation would 

set aside $135 million to reduce the 

federal deficit. Edwards called the 

provision "one of the most important 

of the entire bill." 


But prospects that the foreign aid 

legislation will become
ever law have 
been undermined by a long-running 
controversy that has little to do with 
foreign policy, 

Obey's subcommittee included $20 
million for the United Nations Popu-
lation Fund, in spite of in administra-

By CarrollJ. Doherty 
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tion pledge that the president would 
veto any bill that provides aid for the 
fund. The administration opposes 
such aid because of the U.N. agency's 
activities in China, which has had a 
policy of coerced at ortions. 

The Wisconsin D rmocrat devised an 
amendment, appro.'ed by the full 
ikppropriations C mmittee, under 
which the U.N. age icy would receive 
the funds only if C )ngress backs the 
administration's req lest to grant most-
favored-nation (MF 4) trading status to 
China. (Weekly Re,,ort, p. 1599) 

The administration all but ignored
Obey's unique proposal linking the two 
issues and reiterated the threat of a veto 
if the bill remains in its current form. 
But the administration and its congres-
sional supporters refrained from a full-
scale battle in the House over the issue, 
hoping that the provision will be 
stripped from the bill in a House-Senate 
conference or, the legislation. 

"This is not the final step for this 
bill." Edwards said. Obey insisted that 
a veto threat would not have been nec-
essary if White House Chief of Staff 
John H. Sununu had heeded his plea 
to reach a compromise with backers of
aid to the U.N. agency. He said he 

ha e s ppotedany such corn
promise "sight unseen."But Obey said the administration 

did not try to negotiate a compromise 
until one hour after his subcommittee
began mr.rking up the bill, "obviously 
too late to have an effect on anybody 
or anything." 

Lmiting Amendments 
For many Republicans, the con. 

tinuing dispute over population fund 
aid was secondary to the frustrations 
they encountered in attempting to 
amend the bill once it was on the floor. 
Many chafed under what they viewed 
as an overly restrictive rule that 
ba ory res tat hat 
barred floor amendments that had o 

The night before the House took up
the foreign aid bill, Minority Whip 
Newt Gingrich, R-Ga., interrupted de
bate on another bill to lambaste the 
rule, calling it "an absolute assault on 
the middle class" because it prevented
lawmakers from cutting spending from 
the appropriations measure. 

But Obey defended the restrictions, 
noting that in recent years the House 
has generally limited debate on foreign 
aid spending bills. In addition, he said 
that the administration has sought most 
of the items in the bill and would benefit 
from a more restricted debate. 

Minority Leader Robert H. Michel, 
R-Ill., complained that the rule vio
lated a "time-honored tradition" by 
failing to allow members to strike pro
visions from the bill. But he said he 
settled for Democratic assurances that 
such restrictions would be used more 
sparingly in the future. The House 
voted, 264-!45, to accept the restric
tive rule. (Vote 180, p. 1706) 

Coincidentally, the House also re
sumed consideration of the foreign aid 
authorization bill (HR 2508) - with 
virtually no restrictions on debate 
during the week of June 17. (Story, p. 
1683) 

The contrast in the way in which the 

(. 
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House dealt with the two bills could not emerging democracies, from $25 mil- lation fully funds the administration's 
have been more striking: While law- lion to $50 million. The administra- $160 million request for a multilateral 
makers spent five days on the authori- tion had requested $100 million for assistance initiative for the Philip
ration bill, conducting scores of re- the fund. pines, but it would shift $100 million 
corded votes, the appropriations Like all of the amendments consid- of the $200 million military aid re
measure breezed through with minimal ered, it was approved by voice vote. quest to development assistance. 
debate in less than three hours. That pattern extends throughout 

Even potentially contentious is- ('hanging Prioities the legislation. In reducing c,:erall 
sues, such as assistance to Jordan, The basic thrust of the foreign aid spending on military assistance, the 
were resolved with little fuss. The spending plan approved by the Foresgn bill would increase funds foi most 
House approved an amendment by Opere.tions Subcommittee was un- development aid, as well as health and 
Harold L. Volkmer, D-Mo., to cut off changed by the full House. It sets sig- child survival programs. 
all military aid to Jordan for the next nificantly different priorities than the The primary program supporting Af
fiscal year. The administration had re- administration's foreign aid request. rica's development reeds, the Develop
quested $27 million in military assis- ment Fund for Africa, would be funded 
tance for the kingdom. at $1billion, $200 million over the admin-

But Obey modified the amendment istration's request. And the bill would 
significantly, allowing the president to "The prioritie. in the provide $400 million in aid to Eastern 
provide the assistance if he determines Europe, a slight increase over the admin
that it is "in the U.S. national inierest" administration'sbudget do nat ihtration's $369.7 million request. 
and certifies that Jordan has termi- address the real challenges The legislation would provide a 
nated aid for Iraq and is backing the $104 million increase over the admin-
Middle East peace process. The au- and opportunities." istration's $479 million request for 
thorization bill included much toug her children's health and welfare po
conditions on assistance to Jordan. -Committee report on HR 2621 grams. including the 'Inited Nation's 

The other amendments added dur- Children's Fund, programs to combat 
ing House dcbate vere uncontrovar- AIDS and specific programo in Cam
sial. An expected battle over military bodia, Romania and Laos. 
assistance for Turkey never took "The committeE believes that the The bill also would provide $680 
place. The bill reduces the administra- priorities in the administration's bud. million, nearly $170 million more than 
tion's aid request for Ankara from get do not address the real challenges the administration had sought, to aid 
$625 millon to $500 million, retaining and opportunities" the United States refugees around the world. The report 
the congressional custom of providing is confronting in a world that is "un- accompanying the bill notes that the 
$7 in military assistance for Greece for dergoing rapid changes," said the re- administration made its estimate of 
each $10 given to Turkey. port accompanying the bill. The panel refugee needs in late 1990, well before 

Edwards had considered an amend- urged the administration to "present a the massive outpouring of refugees 
ment that would have permitted the more realistic budget for next year." from Iraq in the immediste aftermath 
administration to lift the ceilng on mili- The bill would reduce the adminis- of the Persian Gulf War. 
tary aid for Turkey. But ne avoided tration's request for foreign military fi- In addition to slashir.g requests for 
forcing a divisive debate on the issue, nancing grants by ,%500 million, from increased military aid, the House also 
hoping that the Senate will restore the $4.6 billion to $4.1 billion. While th. rejected the administration's request 
administration's full request. The chair- legislation would enable the adminis- for a $12.2 billion contribution to the 
man of the Senate Appropriations Com- tration to provide $404 million in low- International M -netary Fund. 
mittee, Robert C. Byrd, D-W.Va., is Tur- interest loans, almost $100 million more In a reflection of continuing con
key's strongest congressional backer, than the administration's request, the gressional hostility to any form of debt 

In what has become something of a total for military grants and loans is forgiveness, the legislation would pro
tradition, the House approved by rearly $410 million below the request. vide only $65 million of the $304 mil
voice vote an amendment offered by In its statement on the bill, the lion sought by the administration for 
Rep. James A. Traficant Jr., D-Ohio, Office of Management and Budget the debt-reduction portion of the En
that would require an across-the- said the reduction would "hinder the terprise for the Americas initiative, a 
board cut of 1 percent in foreign aid president in fulfilling U.S. commit- program aimed at piomoting eco
funding. Obey modified that amend- ments to our key friends and allies." nomic reform in Latin America. 
ment as well, exempting countries Aside from Turkey, military aid for And the House retained current 
whose aid levels are set by Congress - two other Eurcpear, nations where the prohibitions barring the Export-lin
nations that receive earmaiked assis- Unite-d States has military bases-Por- port Bank from financing arms sales 
tance - from the I percent cut. tugal end Greece - would be fixed at overseas. 

Without that change, Israel, Egypt fiscal 1991 levels. Portugal would re
and Turkey would have been subject ceive $100 million, $25 million tinder The Middle East 
to the aid reduction. Traficant had al- the request. Greece would receive $350 As has been the case for several 
ready exempted anti-narcotics fund- million, the amount sought by the ad- years, approximately one-third of the 
ing and the deficit reduction piovision ministration, funding in the foreign bill is directed 
from the cut. The bill also would transfer half of toward Israel a.nd Egypt. Israel would 

The House approved Edwards' pro- the military aid requested for the receive $3 billion, all of it in security
posal to increase the amount provided Philippines. another country where relited aid - the same amount that 
to tLe Democracy Contingency Fund, the United States has "base rights," wat. provided in fiscal 1991. 
an account the piesident can tap to aid to development assistance. The legis- In addition, the bill would retain a 
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provision, first included in last year's
appropriations bill (PL 101-5131 under 
which Israel would be eligible to receive 
up to $700 million in military equip
ment drawn down from U.S. stocks.
Any materif.I provided during the cur. 

that total.rent fiscal year would be deducted from 
The bill also would extend a provi.

sion grar:ng the president the authority
to locate ;, to $300 million in military 
stockpiles in Israel during fiscal 1992.
The legislation earmarks $80 million in 
refugee aid for the resettlement of Jews 
from the Soviet Union and Eastern Eu
rope wh3 have emigrated to Israel. 

Egypt would receive $2.15 billion 
in security-related aid, $1.3 billion in 
foreign military financing grants and 
$815 million in economic support as-
sistance - the same amount provided
during the current fiscral yepr. 

Other Issues 

The House bill also: 


the divisive issue of mii-tary aid to El Salvador until September 
at the administration's request. During 
the floor debate, Matthew F. McHugh,
D-N.Y., said the action was delayed to
allow both sides to negotiate a truce in 
the country's long-running civil war."If either side fails to negotiate L: 
good faith, or acts to scuttle the talks, 
it should have a profound effect onour decision in the fll," McHugh said. 

* Approved $20 million in develop-
ment and humanitarian aiH for Cam-
bodians, in addition to the $5 million 
in assistance for Cambodian children. 

But the report accompixnying the 
bill expressed frustration that the ar'-
ministration thus far has provided aid 
only to the non-communist resistance 
in Cambodia, which has cooperated
militarily with Khmer Rouge rebels. 
The Khmer Rouge murdered millions 
Df civilians during'its rule of the coun-
try in the late 1970a. 

The report said the committee 
'would expect" the president to certify
AM no cooperation is occurring be-
ween the Khmer Rouge and the resis-
ance before more aid car, go to the 
'esistance. In addition, the report
;trongly urges the administrution to 
nake "a genuine effor." to support ci-
,ilians cther than those involved with 
he resistance. 
a Retained the current reatriction on 

iid to Pakistan, which the administra
ion had sought to have lifted. The 
iresident is required to certify that 
)akistan does not possess a nuclear 
[evice before Islamabad is eligible to 
eceive U.S. aid. * 
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Following are budget authority " 

appropriations bill (HR 2621 Htotals in the fiscal 1992 foreign- aid *~ -,ig~I g~ I9 
Rept 102-108), as passed by the -
House on June 19 (in thousands
 
of dollars): .,J
 

" Fscal Preouses oue p 1921 Request CRl 

Multilatem Ail
 
International Monetary Fund (U.S. quote)
World Bank 	 so $12.158,000 so110,592 70,126 70.126Global Environmental Facility 0 0 50.0O0 
International Developmant Association 1,064.150 1.060.000 1,060.000
International Finance Corporation 40,31 0 40.331
Inter-American Development Bank 78.299 77.889 77.889Enterprsa for the Americas investment tund 0 100,000Asian Development Fund 	 100.000126054 174,955 158.793 
African Development Fund 105.452 0 135.000African Development Bank 10,138 8.987 8.987 
European Development Bank 70.021 70.021 70.021Ovttir multilateral banks 23,602 223.026 41,026SDeferredState Department international programs 254.730 231.850 282.250Fund for Agricultural Developmr¢t 30,000 18,362 18.362 

Subtotal 11,914,15N $14,193,217 $2,112,758 

o,-te Aid
 
Sub-Saharan Africa, devDeoent
cid 8.3,8 100,000 1,000.000 
American Schools and Hospitals 29.000 30,000 30,01VInternational disaster aid 40O.OO 40.00 70.00t'
Agency for International Development (AID) 474,884 501,039 519,039Enterprise for the Americas:
 
Debt reduction 
 0 304.340 65.000Economic Support Fund 3A991,000 3.228.000 3,216,624 

International Fund for Ireland 20.000 0 20.000
Assistance 	for Philippins 100,000 160,000 160.000

Sector assistance 0Assistance for Eastern Europe 	 0 100.000389.675 400,000 400.00Peace Corps 18000 200.000 200.000 
International narcotics control 150.000 171,500 150.000 
Migration and refugee aid 520.648 S10,557 680.000
Other bilateral assistance 175,367 189,611 185,361

Subtot $8,17027 87,11132,047 $1.1,659 
Bilateral Military Aid 
FortAogn Military Financing 4.259,921 4.600,000 4.100.000 
Direct Concessional Loans (subsidi") 0 39.60 50.900(estimated loan program) 	 0 (31,.*1) (404.000)International Military Educaion and Training 47,196 52,500 47.196Special defense acquisition fund 
(limitation on obiogations) (350.000) (275.000) (275.000)

Paacekeeping operations 32,800 28,000 20.000Other military assistance 	 1,036.061 20.200 10.000 
Oub*W. 	 I S r 1,740,5 4,210% 

Export Assistance 
Export.lmpor Bank 750,000 555,770 f50.C13
Expor Assistance (loans) 0 (9.525,0001 (11,000,T/)
Trade and Development 35.000 35.000 40,0WJ 

t, $8 K5,00 *630,6$590,8 
Deo Roducton 00 	 13.1,000
Aor,.srt -board cut 0 150,,221 

TOTAl. 14,401 827,s2,s42 .5.196,5 
NotE. Fwi my no udd ., oPwi, 
cut dn,i not apply to narcotic tonprol. ,ormarktd aid oa dificit rductim . 

'Admnitiion requeut incud, 5270 miflion to ,tlinan, loria miliary Awes. 



United States Budget 

for a New World Order 


The massive political, social, and economic 
changes in the world over the last two years 
provide decisionmakers witfi an unprecedented 
opportunity to rethink and reorganize U.S. 
government policies, programs, and spending 
priori:ies in the section cf the U.S. federal budget 
for "promoting national security and advancing 
Ame.rica's interests abroad." 

The recogniticn of these changes is 
widespread in both Congress and the Executive. 
President George Bush has spoken eloquently 
about the need for a new wo.ld order. At the 
United Nations last October, he cailed for a new 
partnership of nations that transcends the Cold 
War. To promote our security and well-being, he 
said that we need ". .. serious international 
cooperative efforts to make headway on the 
threats to the environr.,ent, on terrorism, or 
managing the debt burden, on fighting the 
*:ourge of international drug trafficking, and _n 
reft ,ees and peace-keeping efforts around ,he 
world."' Similarly a number of influemial 
'members of Congress have called for a rethr'king 
of America's global priorities. The successful 
effort to persuade countries from East, West, 
North, and South tc join the multilateral effort to 
reverse Iraq's aggression in the Peri.; iGulf 
underscores the new opportunities to address the 
challenges of a post-Cold War period. 

Proi1oting National Scn.'ity uic 
Advan'eiiig Amnei, ias hiterests Abroad 

FY1992 
The Administration's foreign policy 

priorities are presenited each year in that part of 
the annual budget request to Congress which 
contains resources to support the U.S. 
government's international programs. This year, 
the President's budget2 requests $34 billion to 
fund economic aid to developing nations, 

. 

including strategic allies such as Isra'el and Egypt; 
military aid to over 100 countries; contributions 
-to international organizations; refugee and 
narcotics control programs;diplomatic and 
cultural exchanges around the world, including 
broadcasting activities; the U.S. contributions to 
the World Bank and the International Monetary 
Fund; and many other programs intended to 
promote American interests. 

The annual debates over this section of the 
federal budget have become increasingly stale in 
recent years. Discussiorns have not focused on 
foreign policy priorities but on v nether 
particular countries or programs should get a few 
dollars more or less than last. Absent is any 
serious assessment of the continuing usefulness 
of existing programs, or of new important policy 
goals that might claim available resources.. 

Joti W. Sewell wli(I Peter M.Ston 
Overseas Developmenit Coiucil 

This alternative international affairs budget
lias been developed to facilitate a debate over the 
implications of a new world order for U.S. 
international program_;. It analyzes the changing 
nature of U.S. interests in a post-Cold War 
world, and propoes a funda-mental conceptual 
restructuring of priorities within the international 
affairs budget. 

Ovenreas Development Cotmil 
CaildngtonDC, 1991 
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Development and 
Humanitarian 

Assistance 
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Security

Assistance
 

TOTAL FOREIGN AID: $-15.9 BILLION 
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Humanitarian 
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Summary
 

T he Four Horsemen of the modern age than developing countries can revive their flag
have been the Cold War and the nuclear ging economies and relieve the vicious circle of 

arsenals it has spawned, the widespread sup- poverty and resource degradation without 
pression of human rights, global poverty and America's cooperation.
hunger, and humanity's unrelenting assault on Given the herculean challenges of the de
the environment. In developments of great his- veloping countries and the United States' stake 
torical significance, the Cold War is at last in helping to meeting those challenges, our 
winding down, and democracy is rising country needs a bold, integrated program to co
around the globe. But no comparable progress operate with and assist developing countries. 
has been made in reducing world poverty and Unfortunately, the United States lacks such a 
reversing environmental deterioration. program. U.S. funding of development assis-

Nowhere are these problems more acute tance has been declining as a proportion of 
than in the developing world. One billion peo- gross national product (GNP) for many years, 
ple in developing countries live in poverty and and serious gaps exist in U.S. policies affecting 
hunger. Forty thousand children die daily from sustainable development. 
causes related to this deprivation. Meanwhile, It is vitally important to our nation's future 
expanding populations and inappropriate de- that these trends be reversed now and that the 
velopment are destroying the fragile base of United States support initiatives for interna
soils, water, forests and fisheries on which the tional cooperation in environment, develop
futur- iepends. The deserts are advancing, ment and population that match the grave chal
while the tropical forests, with their immense lenges at hand. Major new U.S. initiatives are 
wealth of life forms, are in retreat. One and urgently needed. America's task must be to 
one-half acres of these forests disappear every help stimulate the kind of economic growth
second; scores of species are committed to ex- that will provide sustainable livelihoods for the 
tinction every day. Each of these problems is poor and to promote concerted actions that 
deepened by the addition of almost a billion conserve the resource base, guard public
people tc the world's population every decade. health, reduce population pressures and miti-

A new era of international cooperation is gate global environmental threats. 
urgezsLiyneeded to address'these challenges, Within this framework, our Task Force has 
avi the United States should play a major role developed a broad agenda for U.S. action that 
in uringing it about. The time is ripe for a new we recommend for consideration by the Con-
U.S. mission internationally, one focused on gress, the administration and the public. Specif
promoting cooperative action to sustain the ically, the Task Force recommends that the 
earth and its people. United States: 

Expanded U.S. cooperation with develop- 1. Launch a new capacity-building initia
ing countries should be part of a larger North- tive designed to help both low- and middle-
South partnership founded on the mutual inter- income developing counries shift to environ
ests of all countries in economic progress and mentally and economically sustainable devel
environmental protection. Leading the way to- pmentpathab
ward such a global partnership for sustainable opment 
development is decidedly in the U.S. interest. 2. Support the creation of "sustainable de-
In a world that is growing ever mort inter- velopment facilities" within the multilateral de
dependent, this country's economic fate is inex- velopment banks to catalyze an increase in the 
tricably tied to that of the developing coun- quality and number of projects aimed at con
tries. F-) is the fate )fthe environmental niche serving natural resources and increasing their 
Americans inhabit. The United States can no productivity.
 
more keep its climate within the comfort zone
 
without developing countries' cooperation
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- 3. Propose the negotiation of a global part-
nership to save tropical forests, involving na-
tional plans for halting the loss of tropical foi
ests linked to debt reduction and other 
financial and technological support. 

4. Create a multilateral authority to re-

duce developing country debt - both official
 
and commercial - while promoting policy re-

forms for sustainable development. 


5. Help stabilize world population in the 
next century at the lowest possible level by 
sharply increasing U.S. support for meeting the 
global demand for family planning services. 

6. Launch a global initiative to raise the :-
cial and economic status of women in develop-
ing countries, 

7. Urge increased market access for labor-
intensive and processed developing country ex-
ports in multilateral trade negotiations. 

8. Work to make the world trade regimp,
the General Agreement on Tariffs and Trade(GATT), moe reesponsive to environmental 
needs and objectives. 

9. Adopt strong domestic economic incen-
tives to increase US. energy efficiency and re

duce U.S. emissions of carbon dioxide and 
other atmospheric pollutants. 

10. Promote the building of a network of 
centers for training and research on energy effi
ciency and renewable energy in the developing
countries. 

11. Create a National Commission on En
vironment and National Security to ,eassess
"national security" in light of changed political 
and military conditions and new environmen
tal threats. 

12. Establish a high-level body within the 
federal government to integrate these and 
other needed initiatives into a coordinated U.S. 
program of cooperation with developing coun
tries. 

Several of these recommendations are rele
vant to the deliberations leading to the "Earth 
Summit" - the 1992 United Nations Confer
ence on Environment and Development 

(UNCED) - and to current international nego
tiations on various economic and environmental issues. They should be pursued by the 
United States in these and other appropriate
settings as well as through other congressional 

and presidential actions. 
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Revitalizing U.S. Economic
 
Cooperation
 

by G. Edward Schuh 

Imost a year ago, WHY ANOTHER STUDY OF 
the Board for In- FOREIGN AID? 
ternational Foodand Agricultural Recent years have witnessed aDevelopment and Economr plethora of foreign aid studies. 

Cooperation established a task Some academics have probed 
force to study the revitalization in depth the successes and fail
of U.S. foreign aid. The original ures of foreign aid programs 
mission of BIFADEC was to since their inception. Others 
revitalize foreign aid for agri- have focused on how foreign 
cultural development. How- aid can be reformed to make it 
ever, the implications of the more effective and to better 
study go far beyond this nation's serve U.S. interests. Congress 
interest in agricultural develop- completed its own study in 1989 
ment. Hence, the final report's in the form of the Hamilton 
analysis and recommendations 	 Report, and AID has under
will include other sectors. 	 taken a significant self-study. 

The U.S. Agency for Intema- Despite this considerable ef
tional Development (AID) has fort, BIFAD (the predecessor of 
contributed financial resources BIFADEC) was motivated by 
for the study, as have the Ford three factors in appointing the 
and Rockefeller Foundations task force. First was the need to 
and the U.S. Department of build a new coalition in sup-
Agriculture. These agencies and port of foreign aid. The United 
institutions have granted re- States ranks last among the 17 
sources to the Humphrey Insti- industrialized countries in the 
tute of Public Affairs to ensure share of gross national product 
independence in the study's itallocates for foreign economic 
analysis and conclusions. The assistance. That share is now 
task force issupported by an 
advisory committee whose This anicle is a preliminary report of the 

members are drawn from both 	 BIFADEC Task Force tt isstudying how 
the U.S. foreign aid program could he reeithe private and the public sec-	 talized to better serve its national interests. 

tors. Dr. Schuh is Chair of the task force. 
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only slightly more than one-tenth of Ipercent of The reduction in emphasis on agricultur ap-. 
GNP, a far cry from the 3 percent allocated pears to be based on a failure tu,understand how 
during the Marshall Plan. This small share does agriculture contributes to general econUIll( de
not seem consistent with the stated U.S. goal of velopment and what is happening in glohal 
helping those in desperate straits in the develop- agriculture. With respect to the first failure, it is 
ing countries, now generally recognized that agriculur..s share 

Second was the belief that L new and cohesive of a nation's labor force and GNP declnic, as 
rationale was needed for foreign economic as is progrss. economic development increases. Thtii 
sistance if the national effort was to be revital- because it moves away from past efforts toeLs. 
ized. This nation began n!,'ing amajor commitment agriculture as the employer of last resort. Ho\
to foreign aid in the aftermath of World War II. ever. that tendency does not mean that agricultural 
Political and economic conditions both here and development efforts should Ie abandoned or 
abroad have changed ,ignificantly since that that development efforts should be redirected 
era. The rhetoric that motivated America then is exclusively to the nonfarm sector. 
no longer relevant in today's world. Agriculture's importance is determined for the 

Third, BIFAD believed that a new paradigm most part by the fact that everybody eats food. 
was needed for America's aid program. Given Therefore, the benefits of supply-side development 
the enormous changes in the international economy efforts that lead to a reduction in the real price 
and the international political system, it seemed offood are widely distributed among the members 
clear thi new ways of extending a hand to other of socie.ty. Moreover, because low\ income con
countries were badly needed. The task force has sumers spend a larger share of their budgets on 
taken on the important assignment of designing food than do upper income groups. the benefits 
such a paradigm. of such development efforts are distributed in 

Foreign economic assistance is widely dis- favor of the poor. This is why the social rate of 
credited by the U.S. body politic. Yet there are return on invc.stments in agricultural re"carch to 
success stories around the world. A recently produce new technology for food commodities 
published study by Willis Peterson of the Uni- is so high-from 70-80 percent to, in some clses. 
versity of Minnesota shows that the social rate of more than 100 percent in real terms. 
return on investments in foreign economic as- Spreading the be: efits of economic develop
sistance has been 50 percent or more in real ment so widely is a sure means to stimulate 
terms, an unusually high rate of return, secondary growth on a broad scale because the 

increased income goes to consumer groups that 
IMPORTANT ISSUES have a high propensity to spend. In addition. 

agriculture has a comparative advantage in emany 
A number of important issues have surfaced as developing countries. Introducing new technol

the task force has worked through its analysis ogy into the sector, which raises productivity 
and begun to design th- new paradigm. It is and lowers the real prices of these commodities 
worth noting, however, tha1t one of the distinguishing in the domestic economy, helps make the coun
factors of this study is the extent to which it try, more competitive in the international economy 
focuses on changes in the economics of U.S. and thus helps increase foreign exchange earn 
foreign aid programs. ings. These earnings are needed to service debt 

incurred in the past 2nd to finance higher rates 
Declining Attention to Agriculture of economic growth. 

-The task force is concerned about the decline 
in attention being given to agricultural development, he other failure is the lack of under
not only by bilateral agencies such as AID, but . standing about what is taking place in 
also by multilateral lending agencies such as the the global agricultural sector. The apparent suc 
World Bank and regional development banks. cess of the Green Revolution and the accumula-
The task force believes that this reduced atten- tion of stocks in developed countries have led 
tion to agriculture is misguided and will lead to many observers to conclude that the world food 
reduced productih ity in foreign economic assistance. problem is solved. Nothing could be further 

http:socie.ty


)OKJNG AH_4D
 

from the truth. First, the costly stocks carried by 
the European Community and the United States 
are largely a consequence of their misguided 
agricultural policies, which subsidize producers 
at unsustainable levels. Second, potential gains 
from miracle wheats and rices have largely run 
their course, and there is nothing on the inter-
national scene to replace them. Dwarfing these 
plants, which causes their increased yields, can 
go only so far. In the case of rice, for example, 
the International Rice Institute, which created 
the high-yielding rice varieties, obtained the 
highest yield in 1968. Nothing created since has 
produced a higher yield. Moreover, the high-
yielding wheats and rices have spread geo-
graphica!ly about as far as they can. Increases in 
output from this source are expected to be 
sma!ler in the future. 

Finally, and perhaps most 5erious, the devel-
oping countries' economic crises of the 1980s 
caused a wane of financial support for nascent 
graduate training programs and established re-
search systems in those countries. Brazil is an 
outstanding example of a country whose capacity 
to train its agricultural scientists and 'o perform 
agricultural research has declined dramatically. 
But Brazil is not unique; the same is happening 
in many other developing countries. The capac-
ity to produce new technological breakthroughs 
adapted to local ecological and economic con-
ditions is declining at a rapid rate. 

When the economies of the developing countries 
recover from the crises of the 1980s-and all the 
evidence shows that this will occur in the 1990s-
the demand for food will expand rapidly. Unless 
there are sustained efforts to develop thecapacity 
for agricultural research in these countries, the 
food and agricultural sector will impose a con-
straint on that expansion early in the process. 

Changes in the International Economy 

Changes in the international economy have 
altered dramatically the conditions under which 
foreign economic assistance is provided. For 
example, when foreign aid began after World 
War II, there was a dollar shortage and virtually 
no international capital market. Under those 
circumstances, it was logical for the United 
States to provide capital on a government-to-
government b,"sis. But the world is not like that 
today. Alarge international capital market exists 

from which countries that pursue sound eco
nomic poiicies can borrow. Thus, the need fo 
bilateral and multilateral development agencies 
to provide capital on ccncessional ternis for 
countries other than the poorest of the poor is 
much weaker now than it was then. The need 
today is for high quality capital, human capital. 
which international capital markets do not do 
well in financing. 

Another important change in the international 
economy is the shift from the Bretton Woods 
fixed exchange rate system to the present system 
of bloc-flexible exchange rates. Under the cur
rent system, transfers of capital to a developing 
country may well bid up the value of its national 
currency, thus giving it "the Dutch disease" by 
making it less competitive in international markets. 
This is occurring in a number of African coun
tries where lending consortia have provided 
large resource transfers in relative terms. It can 
occur in any country when the emphasis shifts to 
balance of payments support instead of longer
term investments in augmenting the economy's 
capacity. This suggests that the issue is not so 
much the quantity of capital as the quality. 

International trade has also grown rapidly in 
the post-World War JI period. This increases the 
developing countries' ability to earn the foreign 
aid they need to finance a higher rate of economic 
growth. 

Changed U.S. Interests in Foreign Aid 

For most of the post-World War 11 period, the 
U.S. commitment to foreign aid was driven in 
large part by the Cold War. The United States 
competed with the Soviet Union for the minds of 
developing countries in helping them to obtain 
higher rates of economic growth. The Cold War 
appears to be over, and the Soviet Union's 
economy and political systems are collapsing. 
Foreign aid for this purpose is no longer needed. 

The rationale fora sound program of economic 
collaboration with the developing countries must 
have a new base. The task force believes that 
there are two such bases. The first is rooted in 
narrow economic interests. The United States 
now imports more than 50 percent of 13 raw 
materials judged to be critical to America's 
industrial sector. Many of these raw materials 
come from developing countries. In addition, if 
developing countriese:.perience ecinomicgrowth, 



VOL. XI1, A'O. 4
 

they will constitute larger markets for the U.S. problems, and the increasing importance of 
economy. These m.rkets can form the basis of providing assistancetoestablishdemocraticsocieties 
U.S. economic growth in the future. 

The second base is more pervasive and, over THE NEW PARADIGM 
the longer term, more important. U.S. hegemony The new paradigm for America's foreign aid 
in the international economy and in the international prog has ip or e ts.ra mer n 

political systemthehas declinedIntheaftematsignificantlyor~ proga tat
ear. of WarIItheFirst,over has aonumbeiof eemnts.the task force believes that the United 
the years. In the aftermath of World War 1, the States should abandon the ccncept of foreign 
United States accounted for approximately 50 aid per se and articulate what it does in terms of 
percenz of global GNP. It was also the techno- internationa! collaboration. What America does 
logical and scientific leader of the world and should be conceived as in its best interest, an6 
maintained a military presence around the world America should stop justifying its programs on 
that allowed it to protect its widespread economic the basis of benevolence except for the humanitarian 

aid it provides during natural disasters. Second,That situation no longer prevails. The U.S. the U.S. emphasis should be on investing in the
 
share of global GNP has declined to about 25 development of human capital, both at home
 
percent. It has lost its technological and scien- lb h n ,Stas h e
d o U it t ho 
tific leadership in field after field. America has collaborative effortse in researches and education,eand abrad. United shuld ek 
let its own economy slip into disrepair, with the 
result that it no longer commands the presence not onlyninidevesopinl.ountriesndetvinsdwill 
it once did. Perhaps most important, in the oped countries as well. These endeavors will 
decades ahead and for the first time in their helpcountryotherbycountries,developingbut theya stockwill alsoof help thispeople 
history, billions of people in developing coun- knowledgeableabouttherestoftheworldathe 
tries may be empowered with Western-style same time that hey add to the knowledge base. 
economic growth. All of this means that in the The realization of such complenentaritiesshould 
future, America as a nation will increasingly 
have to live by its wits. Therefore, it should give guide all of America's actions. 
high priority to learning more about the rest of vaenitshub 
the world and to accessing the new technology I eveloping viable institutions should be 
being produced on an ever greater scale in both an important goal of U.S. international 
developing and developed countries, collaborative efforts. In helping to develop more 

viable institutions in other countries, the United 
Changed Interests in Developing Countries States needs to undertake a major reform of its 

own education and research institutions. This is 
As the U.S. motive to give foreign aid has of major significance to American universities 

changed significantly, so has the developing and other education institutions, which badly 
countries' motive to receive it. These countries need an international perspective. But it is also 
increasingly recognize that investments in science significant to America's health institutions and to 
and technology are the basis of economic growth others that the nation uses to engage the inter
and development. They increasingly want to national economy. In addition, the United States 
access knowledge, or the ability to produce that should include a broader range of domestic 
knowledge, in other countries. In addition, they institutions, such as the Department of Agricul
are more chary of the dependence that comes iure, in its international collaborative efforts. 
with misguided foreign aid programs. Finally, food aid programs should focus on 

increasing school attendance of low income 
OTHER ISSUES groups in developing countries. If directed to

ward that end, such programs will not only 
The task force is also addressing other issues, reduce the specter of malnutrition and starva

including the emergence of the newly liberated lion on the international scene, but also improve 
countries of Eastern Europe, the growing recog- the educaional attainment and health status of 
nition of the seriousness of global environmental disadvantaged groups. 
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An iommunism usfd to govern the 
distribution of aid; now the guiding 
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DOWN GRADE FOREIGN POLICY
 

We have leam to trust the Ger. 
-6snsand the Japarese, difficut s 

tAi may be. Thai trust will be evi. 

ident U we pull our forces out, leaving 

behinid only a skeleton structure for . - "mergency redeployments We can 
.1.sfely withdraw, because neither "hs 

%X I", the Soviet Union will pose 111na nor 

' threat for the remainder of ous dt9: 

. 

-

*.selves 

__Amenca 

'By Willim G. Hyland 'againstW~~~=eaei
other Great 
.DebateI= We.must take 

W =n e.~ emu tt~pc -Israel 
fore the gulf war, te emnerging con- a psychological
wi a ao that America 
wi i declne abou o be rei d turn inward 
by the new economic giants, Japan
and Germany Mlitary power would and face our 
count for less, and Bcouomc factor 

orer.' , = domestic crisis.arilwould bedeclats'inshaping Usenwar m tc ~ j
grldorder. o , 

h f war sattered ot th, 
No power other Lan the United 
tt could hewrmanaged the c U iri of NATO. It is no lhge suffi. 

victory, but thus far Ithas been more 
Is sixmulant to Anwlsmeri a k duaasiuato me mo.c~'"uourica 
aSwde to the ture. 

Gen. Norman Schwardpr s brl-
Lan:c.ampaign was of Unite help to 

Treasury Secretary Nicholas Brady 
when he pleaded with Japan and Ger-
many for lower interst rates; "o 
has ItstrenStsened Secretry of 
James Bakers diplomatc hand Na-" 
tions pay in the expectation of future 
favors, not In grautude for past oes. 
The Arabs' lInratItUde appantlykmuwsnbound 
knows no boi-d-

. 

In any case. '&e "deftningto-
ment" President Bush hsPaken of 
was not the war against Iraq, but the 
end of the cold war. The United States 

has never been less threatened by 
frep forcesthantlstoday. Butthe 
unfor.unate corollary Is that never 

sinc the Great D,. 'siOtn has the 
threat to domestic %,!I-bena been 
greater. By winning the cold war, 
however, we avt earned about a 
decade of freedom to roorient our 
foreign policy and coinclrtrate our 
resourms, energy and 5ttetn on 
dealing with the domestic crisis. 

We need a new order In both for-
eign and domestic policy. To drama. 

the shit in priortites, President 
Rush should Issue a broad statement 
if p lplea and alms for domestk 

polic, as President Truman did for 
Soreig policy with the " ima, D. 
trs.e, the Marshall Plan and the us

citt to sbmit rate programsent " 
for education, crime or transporta.
tilr No matter haw meritorious, theyomte o eioiu,~Since 
convey an impression of business as 
usual A doctrine that recognizes that 
we d, in fact, face a domestic crisis 
a uthai outlines a program for de-I-
ing with It is sorely needed And such 

h 
a doctrine has to be supported with
real money, just as the Marshall Plan 
was. 
'Of course. Itls ruave to believe that 

simply by proclaiming anew doctrine.. n~ resuce~forgive 
we can then reduce foreign aid by 

one-half and transfer S17 billion for, 
Lay, the war on drugs. Nor would 
wrenching another $25 billion "peace
dividend" out of the defense budIget 

mean more resources for educaton. 
Unfortunately. Washington does not 
work that way. 

What Isdesperately required be a" psychological turn nw .n, Ii will of 
necessity be a careful turn, but tt 
must be&i soon. 

This turn will affect foreign po114 
Taking on new commitments in the 
Middle Eas* and Persian Gulf whle 
maintaining most of the old ones in 
Eurtpe and the Far East cannot be 
Justified in the face of a disast ous 
domestic agenda: .Urlme, drugs, edu-
cation, urba 'FrWMFederal budget 

Conis 

. 

1"r==Tc.~~Igtout 

deficits anda constant squee.e u the 
1iIdle claLShu backbone of ourthe 

,ocracy. .
 

Without a major resue n atttude 

and a diversio at nmsourcM, by the 
turn of ths century the nation will 

still be caught up in a •soal and 
economic crisis, but our foreign pob. 
cy will albo be floundering for lack of 
public suppor orvsderstanding. Ti 
American people are no( likely to 
endorse a foreign pohcy conttntly
JuPtfied ASS "moral" oblsataon t 
helps everyone else from Kun 
tel s rwil mhe y isaus 
fo Biglade h Nor wil they happilyhge fo-4gn debesor pay for 
a tX1 billio to M30billio ,efense 

budget if the ma bi ienemy not the 
Red Army but "ma ilntsy.I

W ne to tart lectlvely disa

gaging abroad to save resou ces and 
se.ze Us~eunparalleled oppotmlysput our pouraleodcr. We should 
Pvod -w ota nemesta ,, the Mid

d e Eat tltdraw O bun 1 a
arrcd foroee ftrm oer, .- MW no 
bark drastically on foreign atd." 

There Is no longer a peraifae 
threat that requires keeping nm 
than oo000 grolx air and aval 
fortes In Europe or the Far East 

' Why should Americans pay to defend 
rich EuropeAn alies, or spend M 
million a year to rem naval and air 
bases In the Philippines? If large
American forces do remain abroad, 
the) will become pseudo-occupasim 
troops to guard against the reseir. 
Vn of Germany and JapL 

Cade. The only conceivable exceptioni1 Koref. buit there Is no longer anyneed to keep ground troops there, • 

In the Middle East, the situation is 
a obviously different. There are still 

threats to our iterest.s. We badly 
overestlmatld however, the impact 
of our victory over Saddam Hussein: 
It was predictble 'that Secreary 
Baker would encoz~.ser retLansceo16 

-an Araboaneb peace =afriamo . 
Arab koden fear that they opar; 
duad their regimes by altrit theusa 

so closely wal the Amencans'. 
Israeli leaders believe they set a d.4 
gerous precedent by accedn to 

pleas not to retaliatf 

the Scud attacks. 
In our frustration, it is tempting til 

Increase our leverage through weap. 
salet, joint militaryexercises and 

prepositioning of equipment, ind 
even air and naval bases This poliy
will not only be coStly but eventually 
ft "Ll)brin us into Jonror~uon with 

- a strange oumcome for a war 
f'rou(ght in the name of freedom. 

The gulf war bought us Ume. The 
situation isless dangerous The im. 
nediate issue is not a grand confer 

nrprress on the West Ban. 
yin& to tke the path (if Aiwar el. 
s aso na i 

Sadat. Quiet diplomacy might brmng 
this about, but not If we now gumas.
 
tee the security of the Arab batesu ot
nothing. A better course would be to
 
bargain any new American nuitary
 
oinmtmen for Arab ooess

in the Isrseh peace process. ,,Pearl Harbor, we have beeft 

able to take care pf or domestK 
problems and guard our national sev. 
turity. In a cnsis, we could continue 

as before. althougi at an Increasing 
C01 But the point Is that we no lonler 
hveT he enemy is nut at the &at$,
but It may already be taride. • 

WalstmG. Hy~i5edioF5 ,
 
Affars maiia.
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DIEFEI & FOEIIN POLICY 

POSTWAR IRAQ


Congress Clears Refugee Aid;

Bush's Signature Expected
 

n the immediate af
terrnath of the Per-
sian Gulf War, it theis aton woulwould have been impost Id Telgslto-olwold havedbeenthatpos- require the administra.sible to predict that the tion to report to Con".gress within 10 days ofUnited States' military

triumph eacten1 onwould comewith a price tag of more i,. . funde dr "unfunded dire emergencies
wit a p ri e a g o fthan $500 million for o r 

-b ecause of floods,
relief operations in and 

, e 
around Iraq. Now, few droughts, tornadoes, un

employment" and other
lawmakers believe that 
a half-billion dollars I ofrne oswill be enough to meet Inconference, House 

negotiators agreedhumanitarian needs to 
drop n provision intheir

there and elsewhere. version of the bill
to fund
first step toward ad
Congress took the dressing those the extra $85 million inneeds State Department spend.-ing 

from unspent foreigndei h dEDA,4o.sMay 22, upproving the aid, mostly assistance forKurdish men haul water to cope with shortages in Erbil, Iraq. Pakistan.conference report for a$572 million supplemental appropria.
tion bill (HR 2251) for fiscal 1991. It
would include $556 million in disaster 
and refugee relief aid. 

The conference report (H Rept
102-71) passed with virtually no oppo-sition in either chamber. The House
approved it, 387-33, while the Senate
cleared the measure by voice vote.
(Vote 113, p. 1408) 

The president is expected to sign
the legislation, which the administra. 
tion originally requested to fund the
U.S. assistance program for Kurds and
others displaced in Iraq's postwar
chaos. 

The House and Senate approved 
an $85 million increase ever the ad-
ministration request for State Depart-
ment disaster and refugee aid ac-
counts, which have been drawn down 
to respond to the Kurdish crisis aswell as emergencies in Bangladesh, the 
Horn of Africa and elsewhere. 

The spending bill includes $235.5
million for State Department activi-

ties, to be derived largely from interest 

accumulating on foreign contributions 
to the U.S. war effort. The conference 
report states that the contributions 
themselves could also be spent.

Most of that money, $210 million,
would replenish the department's di-
saster and refugee aid accounts, and 

By Carroll J. Doherty 
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$25.5 million would support peace.
keeping activities of international
organizations such as the United Na. 
tions. In addition, the interest on for-
eign donations would be tapped to 
provide $16 million for private orga-nization, that provide services to U.S.

military personnel and their families. 


The remaining $320.5 million,

which would fund the U.S. military's
relief operations, would be drawn from 
a separate Treasury Department ac-
count established for war costs. 

Because HR 22.,1 was intended to
defray incrementAl costs associated with
the war - and because the funding was
either previously appropriated or has 
come from interest on foreign contribu-
tions - the measure was Jeemed to be 
exempt from federal spending limits, 

Expecting More Costs 
The consensus among members of

he House and Senate Appropriations 
Committees, which met May 21 to re-solve differences over the supplemen.

tal, was that it probably will not be

the last such measure this fiscal year.


Administration officials concede 
that the legislation will only provide
enough money to fund the U.S. military
role in the Iraq relief operation through
the end ofMay. The administration has 
indicated, and lawmakers agree, that 
more money also will be needed to re-spond to other emergencies in 

The aid program forPakistan has been suspended since last
October, when the president failed to
certify that Pakistan does not possess
nuclear weapons. That automatically
triggered a law requiring the suspen
sion.
 

But the administration opposed us
ing the funds. The State Department
maintained that the frozen aid for Paki
stan might be needed later for other 
purposes, including further disaster
funding or increased economic aid to
Haiti, Honduras and Nicaragua.

House negotiators accepted Senate 
language funding the State Depart
ment's activities entirely from interest 
on foreign contributions, but they won
jnclusion of a requirement that the ad
ministration notify Congress before re
allocating the Pakistan aid. 

The House conferees also agreed to a
Senate amendment that would remove
restrictions on the International Trade 
Administration's expenditures for ex
port promotion.

The agency's budget was appropri
ated but not fully authorized, because 
the president vetoed the bill which in
eluded the authorization. Without con.
gressional action, the agency could have 
faced a cut of $12.9 million. 

And senators dropped their
objection that providing $16 million for 
organizations that aid military person
nel would trigger similar requests byother private groups. U 
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OPERATION KINDER AND GENTLER
 
hen U.S. military forces are response," he said. "However, they 

dispaiched to foreign lands, will increasingly be called upon to 
usual y it is with guns blaz- perform such missions as humanitar

h
ing and aircraft bombing-or at 0 1; I ian assistance, disaster relief, coun
least with 1he explicit threat that , 0 ternarcotics operations and peace
they soon might be. What, then, are 0 0,. 4 . keeping." 
all of these American troops doing V- . th tThe Army's 1991 report echoes 
in northern Iraq and Bangladesh? W o 4 ' that view: "Traditionally, [our]
Among other things, they are exer- expertise has been used in connec
cising what is emerging as an tion with military operations; howev
expanded post-Cold War military er, these skills are now being applied 
mission for the United States: hu- in innovative ways," it says, by pro
manitarian relief. r, d viding "health, technical and man-

In what the Pentagon has dubbed agement assistance to nations to fur-
Operation Provide Comfort, U.S. . ther their development and promote 
transports have helped haul more their stability." 
than 13,000 tons of relief supplies to ' Not all such missions are overseas. 
Kurdish refugees. More than 10,000 Outside the Storm, a pamphlet 
U.S. troops are assisting the hundreds of thousands of hard- heralding the Army's post-Persian Gulf war "vital missions and 
pressed victims of the uprising that followed Operation Desert important work," touches on the war on dnigs and "protecting
Storm, the American-led war against Iraq. planet Earth" (even reprinting a syrupy ode to environmental-

And, in Operation Productive Effort, an eight-ship task force ism from the 1989 Sierra Club Wilderness Calendar). But it also 
with 4,600 marines and 2,965 sailors has dropped anchor in the spotlights the 2,700 troops deployed in the wake of Hurricane 
Bay of Bengal to help 10 million survivors of an April 30 cyclone Hugo in 1989 and the 23,171 Army National Guard troops acti
that killed more than 100,000 Bangladeshis. "It is great to be vated last year for domestic crises, including "providing security 
here doing the reverse role of a soldier," a Navy commander for armories being used as shelters for the homeless." 
told the Associated Press. "People think soldiers are trained The Army booklet also devotes a section to "helping Panama 
only to kill. That is not so." rebuild." Like most other American wars-though not Viet-

Pentagon spokesman Louis A. (Pete) Williams denies any nam--Operation Just Cause, the December 1989 invasion to 
wider significance to this flurry of humanitarianism. "It's very bust Manuel A. Noriega, has led to a relief effort. In Panama, it 
much a case-by-case basis," he said. "If you look at the situation is Operation Promote Liberty, a "nation-building" effort to 
in northern Iraq, that is a result of Operation Desert Shield and restore some of what was destroyed. "Everyone has benefited," 
Desert Storm. In Bangladesh, it's a matter of matching up the the Army reports. "U.S. soldiers gain from doing their jobs, get-
United States military's unique ability to respond quickly with a ting good training constructing buildings, paving roads or treat
great number of helicopters and hovercraft. There's really no ing patients. The people of Panama get much-needed medical 
other place to go for that kind of a response." treatment, new roads and better school buildings."

In its various annual reports this year, however, the defense The Pentagon is also underlining its ability to carry out rescue 
establishment places a heavy new stress on its ability to deliver missions. In Operation Sharp Edge, a four-ship amphibious 
not only bombs and paratroopers anywhere in the world, but group with 2,335 marines sailed to Liberia during that African 
also rescue and relief services. "The humanitarian and civic nation's civil war in August. By December, some 2,600 foreign 
assistance programs of the Department of Defense have signifi- nationals, including 330 U.S. citizens, had been evacuated and 
cantly advanced U.S. national security ojectives," Defense Sec- hundreds of thousands of Liberians given relief assistance. In 
retary Dick Cheney told Congress in his 1991 annual report. By early January, Marine Corps helicopters flying from two 
providing such excess materiel as food, medical supplies and amphibious ships for Operation Eastern Exit ,escued 260 peo
tents, he says, the Pentagon "has assisted people in need in over pIe from 30 countries, including the U.S. and Soviet ambas
40 nations and strengthened our security relationships with sadors, from another war-torn African state, Somalia. 
friendly governments." The American military really does have a "unique ability" for 

This is hardly a new role for the U.S. military; the Air Force rapid-response relief operations, and so the new emphasis on 
says it has run 360 humanitarian missions since the end of this mission is unlikely to arouse policy critics-unlike the mili-
World War 11. But with the Soviet Union in full retreat and last tary's role in the drug war. Anyway, besides being a life-saver for 
year's Third World bogeyman-Iraq-recently humbled, the people in Bangladesh and elsewhere, the new humanitarianism 
services are eager to talk up nontraditional, budget-justifying also boasts somne realpolitik benefits. 
roles. And so, while counternarcotic operations were the leitmo- "Humanitarian operations in response to disasters also play a 
tiv of last year's budget presentations, the emphasis now is on role in supporting U.S. national security objectives by providing 
humanitarian missions. foreign populations with a favorable image of the United 

"We can no longer plan our deployments on traditional States," Air Force Secretary Donald B. Rice noted in testimony 
assumptions of Cold War confrontation," Adm. Frank B. Kelso, earlier this year. Or, as the Joint Chiefs of Staff observe in their 
the chief of naval operations, recently told Congress. "During 1991 Joint Military Net Assessment report, nation-building exer
the coming decade, deployed naval forces will still perform their cises and the like "extend our political good will and access to 
traditional missions of deterrence, routine presence and crisis foreign markets. U 
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Disasters StrainTight Relief Budgets
 
W rhen relief officials r 
W describe the enor-

mity of this season of far. 
flung disasters, they turn 
to biblical metaphors.
"It's like the 10 plagues," 
said one official with the 
U.S. Agency for Interna. 
tional Development 
(AID). "I just don't know 
where it will hit next."As members of Con-

grssbraenthirfcu ' 
grs ouradnterbeyond the Kurdish refu. 

gee crisis in and around 
Iraq, the list of disastersis~ danigT-"e c..c.l un
is daunting: The cyclone 
and flood in Bangladesh 

CATHOLICRELIEFSERVCESeclaimed nearly 200,000 Members are advocating U.S. assistance to relief efforts such as into a life-threateninglives, with more deaths this centor that feeds famine victims in the Sudan. venture; the Khartoum 

claimed nearly200,000 

"-to 
' 

" 
._.., " 

- 'X_ 
-

likely. A cholera epi-
demic is spreading in Latin America. Costa Rica and the
Soviet republic of Georgia have been wracked by deadly
earthquakes. 

Yet all of these catastrophes will probably be 
dwarfed by the emerging famine in the Horn of Africa. 
According to a recent report from the U.N. World Food 
Program, 21 million people are at risk of starving in the 
Horn, including 9 million to 11 million people in theSudan alone. 

"Only a massive international relief effort can avert 
further human suffering and loss of life," said a report
from the U.N. Food and Agriculture Organization.

But a massive effort has also been urged in behalf of 
Bangladesh. Storms and floods left 10 million people
homeless, and 4 million have nothing but the clothes on 
their backs, said Thomas W. Drahman, a regional direc-
tor for CARE. 


According to Rep. Stephen J. Solarz, D-N.Y., 
 who 
called for $50 million in emergency aid for cyclone vic-
tims, "the relief and rehabilitation requirements will be 
enormous." 

Stretched Resources 
Drahman, who has been in relief work for 25 years,

said, "I cannot recall a period in our collective history
when the challenges have been so great and our re-
sources stretched so thin." 

It is a problem shared by private relief organizations,
such as CARE, mid governments. Andrew S. Natsios,
director of AID's Office of Foreign Disaster Assistance,
said his agency's annual $40 million budget was de-
pleted "some time ago." 

To compensate, the office has shifted $20 million from 
development-assistance accounts to provide emergency
relief for Kurdish refugees and drought victims in Africa. 
A supplemental appropriation passed by both chambers 
would provide $27 million in disaster aid for the Kurds,
and $40 million for the disaster aid office to respond to 

emergencies elsewhere. 
(Story, p. 1211) 

It is not unusual for the 
agency to exhaust its re
sources so quickly or to 
"borrow" money from 
other accounts, according 

Natsios. What is unique 
about this year is that mil
lions of people are still atrisk in the Sudan an d t he 

rest of Africa. 
Among factors that- . make the Sudanese trag

edy almost impossible tomanage: TheThe ongoing civilmaage : oi l 
"war has turned food deliv-

CA..EI i h onrsdries in the countryside 

government only recently
acknowledged the famine and has not cooperated with 
relief agencies; and the country is half the size of the 
United States, with villages dispersed across a huge area.

"Imagine driving from here to St. Louis on dirt roads 
in order to deliver food," said Tom Getman, director of 
government relations for World Vision, a private orga
nization active in the Sudan. 

Rep. Hall Urges Intervention 
Rep. Tony P. Hall, D-Ohio, who has closely moni

tored the crisis as chairman of the House Select Com
mittee on Hunger, charges that the famine is largely the 
result of "criminal" policies by the government of the 
Sudan, which "uses food as a weapon" in the country's
civil war. As a result, he said, "under the best situation,
we'll probably lose about 300,000 people."

Hall has urged the United States and other Western 
nations to take radical steps, similar to the policy
adopted toward Kuwaiti refugees, to address the famine. 
He said donor nations should bypass the gcvernment
and deliver food directly to those in need. 

"We need a way to get around the sovereignty of acountry - if we have to  in order to prevent a hu
manitarian disaster," he said. 

During the Kurdish relief operation, the United States
and its allies have violated Iraq's sovereignty to provide a'd 
to refugees. But the intervention, which the allies have 
justified under U.N. resolutions, is an exception to the rule
of international law that places paramount importance on 
a nation's territorial integrity. Indeed, the administration 
went to war to preserve Kuwait's sovereignty.

Hall concedes that his proposal would be less than
popular %*'h most governments. But Natsios candidly
acknowledged that the United States is occasionally
willing to overlook national borders to help people in 
need. "We violate the sovereignty of other countries all 
the time," he said. "We just don't talk about it." 

-Caroll J. Dohery 
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Givers Are Responding to a Flood of Disasters
 
Some Charitable Organizations Report American Donations Running Ahead ofLast Year 

By Dana Priest 
B auon Po 


W 

The bad news has been relent-

less: Starvation in Iraq and Kurdi-
stan. Flooding and death in Bangla-
desh. A cholera epidemic in Peru. 
Famine in Africa. Earthquakes in 
Iran, Soviet Georgia and Costa 
Rica. 

But despite the mind-numbing 
string of human tragedies and a re-
cession at home, many of the larg-
est U.S.-based relief organizations 
report that charitable giving by
Americans is up. 

"We do feel the public is being 
generous," said .CAREspokeswom-
an Mary Johnson. "However, the 
need is so great." 

In the first 15 days of May,
CARE, a private relief and devel-
opment organization, raised $4 mil-
lion, compared with $1.27 million 
the same period last year. 

As of April 1, Oxfam America's 
receipts were about 13 percent be-
low last year. But by May 16, they
had surpassed last year's. 

By April 30, Church World Se-
.vce, an umbrella group of U.S. 
church-sponsored relief and refugee 
assistance programs, had collected 
18.3 percent more in donations 
than the same time a year ago. 

And the American Council for 

Voluntary International Action, an
m-r-e--relief 

and development agencies, reports
that this year's contributions likely 
will equal or surpass the $1.5 billion 
the organizations collected last 
year.


"The self-centeredness of the 
1980s has given way to a more car-
ing attitude," said Kenneth H. Phil-
lips, chairman of the council. "Other 
than for the recession, Ithink donor 
response has gone up.' 

Iaitially, agency officials worried 
that the unusual number of disas-
ters would produce "donor fatigue," 
a feeling that an individual's contri-
bution does not make a difference, 
so why bother. But that has not 
happened.


"Idon't think people get used to 
it," Phillips said, "in the same way 
as when the house down the street 
gets burned down, people respond."

Agency officials believe that 
Americans see the Bangladesh cy-
clone, the Kurdish refugee problem 
and the damage caused by earth-
quakes as problems with specific 
solutions and are mere likely to give
because of this. 

Also, the high level of news me-
dia attention to these disasters has 
helped make the case for American 
help, they said. 

"All you have to do is put some-

thing on television and donations 
increase," said Neal Flieger,
spokesman for the House Select
Committee on Hunger. "People give 
when they know about a problem,
and they don't when they don't. It's 
that simple."

Still the wave of misfortune prob-
ably has been unsettling to some 
potential donors. 

"We haven't seen this kind of 
convergence of disasters before," 
said Ann Stingle, a spokeswoman
for the American Red Cross, which 
has raised $8.4 million for Persian 
Gulf War-related services since 
February. "People don't know what 
to fix on. It makes it a little more 
complicated." 

This year's disasters occurred at 
a time when some Americans have 
become more conscious of poverty
in the United States and have cho-
sen to give their charitable dollars 
to local programs. A few relief 
groups that had focused solely on 
the Third World have sensed this 
trend. Oxfam America, part of the 
worldwide grass-roots hunger and 
development organization, has de-
cided to begin a project in the Unit-
ed States sometime next year, said 
Bernard Beaudreau, Oxfam's direc-
tor of fund-raising. 

"There's a limited charitable dol-
lar and when people see state and 

local governments doing less and 
they are actually stepping around 
[homeless] people on the street,
that's what moves people," he said. 

Relief officials also worry that the 
recent rash of calamities has 
eclipsed longer-term and ultimately 
more deadly human calamities. War 
and famine in Ethiopia, Somalia and 
Sudan, which threaten to kill nearly
1 million people this year-more 
than the earthquakes, cyclones and 
Persian Gulf War combined-are 
only now gaining renewed atten
tion. 

Horn of Africa policy groups 
agree that the problems in that re
gion are primarily driven by inter
nal instability and that unless the 
United States brings its diplomatic 
weight to bear on ending civil con
flicts, "all the food in the world is 
not going to bring a solution," said 
Kraig Klaudt of Bread for the 
World, a Horn of Africa policy ad
vocacy group. 

So instead of concentrating on 
fund-raising, some of the African 
groups have turned to a letter-writ
ing campaign in support of the Horn 
of Mrica Recovery and Food Secu
rity Act, which has been introduced 
in Congress. The bill calls for, 
among other things, mobilizing-in
ternational pressure to resolve re
gional disputes. 
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"Now)itfalls to us to strive toward a developed Central cratic hemisphere enjoying the benefits of free trade, increasedAmerica, one capable of meeting by itself the basic needs ofeach investments, reduced debt and a clean environment. A companof our citizens. We see integration as the means for achieving ion initiative, the Partnership for Democracy and Development
this development, and aspire to see Central America linked to in Central America, will encourage broad support from the
the world in mutually productive and respectful interdepen- international community for the region.dence...." To support the president's initiative, the Agency has devised 

• t'claration ofAntigua, June 1990 a new U.S. economic assistancc strategy for Central America in
the 1990s. The strategy isinkeeping with the broad objectivesN TJhen you look at the map of the isthmus today, you'rc identified by the Central American presidents in the Declar-ations 

•.seeing a new Central America. For the first time in of Antigu., (June 1990) and Puntarenas (December 1990).
history, all the countries of the region-from 

The 
Agency's economic assistance programs will focus specificallyGuatemala to Panama-have democratically elected govern- on three objectives--the development of stable, democratic 

mcnts in place. Tlen years ago, that was societies; the achievement oftrue of only one Central American I broad-based, sustainable economrountry, Costa Rica.[ ic growth; and the attainment of 
*'The movement toward democracy L. effective regional cooperation.

has been remarkable," says James Michel, It isclearly in the U.S.assistant administrator for Latin America 
.. interest to assist its neighbors inand the Caribbean for the U.S. Agency proving that the expectations of

forlInternational Development (USAID). de o rc r el o n e .I"The civilian governments in Central dlemcracy aorenswelfouneif 
America all came to power through elec- market-based economic policies, 

governments. All are carrying out eco- ", .* priri.iples work inpractice for thenomic reforms that hold the promise of - 'benefit of all segments of society,opening their societies to broad partici- I W .then desperate people may againpation inthe benefits ofgrowth. There is ,/ ., Vbe tempted by extremists. AndS reason for real optimism that the 1990s t ._' toa' brgtnn prset•o 
willeadcadofprgresineepeing. th sinkein it hebod(becie99s Tesraey.long-term 

sth us odaatthemap u'r 
stability and broadlythe roots of political and economic free- henyouloo . y of he id ntfie bytheCenralAmeica prsid ntsin he ecl~aton ' based growth in the hemisphere

dom ineach country of Central America" " a b lce njeprySupport by the United 
States for the ongoing efforts )' ,... Backgroundof the Central Americans to- ' th e Y ear, 20,.

ward ttd m c ay and ds he civil war in Nicaragua
omentctaoe manl meformsb-y isl'thb was only one manifestation of theTheEnterprisefrtheAmeri-in.erat, the,,, ?-si,iav,as. , i Partne problems that beset Centralcas dnitiativl, announced by to se.ta- i' t iC r America in the 1980s.me''a, Early in the 

President Bush last June and 4 I"" 4',;-gt , ' 
well by decade, economies throughout then mutuallyreceived Central t ...........rd,-e, itao
Americans, envisionsademo region were reeling under theTo suppor the. combined impact of the oil csise, 
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the subsequent reces- To help Central 
sion and lower world Central America Americans deepen the 
prices for traditional roots of democracy,
commodities,high in- USAID continues to 
terest rates and their Hwdl HWA- provide training and 
effect on the balloon- technical assistance in 
ing debt burden. areas such as legislative
These external factors organization and were exacerbated by l savw management, the 
internal conditions of administration of 
political instability justice, financial 
and inadequate eco- 1991 management systems
nomic policies. For and standards for 
Central America, the professional journalism.
economic decline in The Agency also 
the 1980s was the .. supports the develop
worst since the 1930s. Elected civilian governmefnts ment of indigenous
Per capita gross na- public policy research 
tional product fell. Dictatorships or military regimes centers and seminars for 
extremely high un-
employment was 
commonplace: at least 
$1.5 billion in capital 
left the region between 1980 and 1982; public and private debt 
skyrocketed to more than $10 billion; and private investment, 
both domestic and foreign, plummeted. Sharp falls in income 
(12 percent in Central America as a whole and as much as 20 
percent in El Salvador alone) heightened the political crises. 
Even stable Costa Rica saw sharply falling incomes, high 
inflation and rising unemployment. 

Without substantial assistaoce from the United States and 
other donors, the economic and political crises of the 1980s 
almost certainly would have been deeper and longer. While it is 
clear that the countries themselves had to make tough choices on 
their own, U.S. assistance played a critical role. 

U.S. assistance also has helped most recipient countries 
address the critical needs of te poor. The result is reflected in 

improved social indicators for Central America for the decade: 

• More than 1.8 million additional people now have access to 

potable water 

* Infant mortality rates fell from 62.5 per 1,000 live births in 
1980 to 45 per 1,000 live births in 1990; 


Vaccination coverage grew from 40 percent to 66 percent; 

* 400,000 more children now are attending primary schools. 

Democracy 

Even though elections have been held throughout the 
isthmus, many democratic institutions are still weak. While 
achieving broad-based growth and social progress is vitally 
important to strengthen the legitimacy of democratic govern-
ments, to create stable democratic societies also requires: 
* Strengthening the competence of government institutions so 
they will merit the confidence of the people; 
- creating a pluralistic, autonomous, vigorous civil society that 
can balance and limit state power while providing channels for 
the articulation and practice of democratic interests; and, 
.- strengthening democratic values, attitudes, beliefs and 
information that support democratic pluralism and are required 
for effective leadership. 

labor leaders and other 
advocacy groups, as 
well as assists organiza
tions devoted to the 

protection ofhuman rights in Central America. 
USAID has worked actively to institute programs to help 

Nicaragua and Panama in their transition to democracy. Panama 
and Nicaragua were devastated by years of authoritarian rule. 
Last year the U.S. Congress passed emergency legislation to 
address the special needs of these two countries. 

In Panama, the Agency is managing a$461 million program 
providing housing for displaccd families, putting the unemployed 
to work, reconditioning the country's infrastructure and making 
credit available to small businesses trying to rebuild. USAID also 
is helping strengthen Panama's judicial system. improve govern
ment financial management, streamline the way government 
policy is made and provide incentives for growth in the private 
sector. 

USAID's $537 million program in Nicaragua is helping bring 
greater political, economic and social stability to the country. Part 
of the Agency's strategy isto help the Nicaraguan government 
turn around a devastated economy. Unemployment, inflation and 
debt have all been extremely high. The Agency is encouraging 
macroeconomic policy improvements, as well as helping attract 
investments from international financial institutions, other 
countries and the private sector. 

In the short term, USAID is providing assistance to repair the 
country's infrastructure through a number of projects that will 
provide temporary work for as many as 40,000 Nicaraguans. 
Projects include rehabilitation of urban roads and related drainage 
improvements, local water and sewerage systems, public markets, 
health clinics and schools. 

The Agency also is working to improve Nicaraguans' 
desperately needed vocational skills. Over the next twi years, 
some 7,400 young people ages 18 to 25 will receive vocational 
training. In addition to training, the students will receive courses in 
civic education and will get career counseling and job placement 
assistance. 

Moises, from Nicaragua's Atlantic coast, isone such student. 
The 21-year-old is the eldest of I I children, and he works to 
support his mother and siblings. Last April, he was able to leave 
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the army, into which he had been conscripted by force 19 2
 
months earlier. He wanted to return to his studies but had
 
given up hope of ever continuing his education. Now he o
 
is one of 120 enrolled inan Agency-sponsored computer
 
course, and he has opportunities he had not dared dream VX 
of before. 

Open Trade " 

The region has beguneconomic policy reform andtotraderealizeliberaliztion.the benefits of "The..JI."-' ""; 
 ':"
 

Caribbean Basin Initiative went into effect in 1984 as aeomiplcrfmantdeirlitn.T

12-year effort to increase U.S. trade with the 27 nations of *-.
 

the Caribbean and Central America. The initiative offered
 
a duty-free U.S. market to most products, increased U.S.
 
economic assistance to the region and promoted trade, investment 
 States through R.L.Wheatley & Son of Cambridge, Md.
and tourism. This type of joint enterprise is helping make agricultural


"Since the Costa Rican government undertook major policy entrepreneurs of families that before were subsistence farmers.

reforms in 1982, non-traditional exports from that country have 
 According to co-op president Adilio de Jesus Renderos Diaz, the
been growing rapidly, and new products have overtaken the four number of member families has doubled in the last two years,

traditional agricultural exports-bananas, coffee, sugar and 
 growing from 70 to the present 140. Including non-members,
beef--that had been the mainstay of Costa Rican exports for 280 families are employed year-round. The land for the co-op

decades," says James Fox, senior economist for the Bureau for 
 was made available through El Salvador's agrarian reform
 
Latin America and the Caribbean. 
 program.


Most of this growth has been exports to the U.S. market, Hoja de Sal is one of 24 cooperatives that the Agency assists

making a wider variety of products available to the American in El Salvador. Five U.S. companies based in Texas, Florida and
 
consumer. 
 In each of the last seven years, non-traditional exports Maryland market the Salvadoran produce in the United States,

to the United States have grown by more than 25 percent. Costa making winter fruits and vegetables available for American tables.

Rican exports of these products rose from $80 million in 1982 io As a country's exports grow, so does its ability to import,

an estimated $652 million in 1990. 
 increasing opportunities for U.S. businesses. Central America is

Guatemala also has achieved extremely rapid growth of non- increasingly looking to the United States as a major supplier.

traditional exports over the part five years. The economic success 
 Under the Caribbean Basin Initiative, U.S. exports to Central

ifthese countries is closely related to their willingness to intro- America have nearly doubled from $2.1 
 billion in 1983 to an
duce policy and institutional changes to suppon export growth. estimated $3.8 billion in 1990. 
Such changes can help produce sustained economic growth. Many U.S. businesses are already looking to Central


"The key is to identify and address bottlenecks to exporting," America as a good place to conduct business. In addition to
 says Fox. "As each bottleneck is cleared, new products become quickly improving quality of products, services and labor, other
export-competitive, producing further gains in income, employ- positive aspects of the region are drawing U.S. businesses, such 
ment and productivity." as the shorter shipping routes and the fact that the region shares 

An Agency program in El Salvador has helped encourage U.S. time zones.
 
exports, increased rural 
 The Agency is work
incomes and employ- ing actively to link local
ment and increased for- U.S. TRADE WITH CENTRAL AMERICA and U.S. businesses for
eign exchange earnings 1984-89 joint ventures, as well as
by increasing production promoting investment and
of non-traditional prod- 3,500 trade opportunities for U.S.
ucts. Through the Na- - businesses in the region.
tional Cooperative fogether with the Depart-
Business Association, 2,600 ment of Commerce, the
USAID has. provided 2,000 ' Agency recently estab
training in the cultiva- 1,100 lished the Latin Americation and packing of can- and Caribbean Business
taloupes and honeydew 1,0J Development Center. The
melons for members of 600- center serves as an informa
the Hoja de Sal Coop- tion clearinghouse and a
erative in the La Paz de- 0 "one-stop-shop" in the partment ofEl Salvador. -o0 Commerce Department forThe melons are shipped 104 198s 1086 t87 1988 1089 U.S. businesses interested
in U.S.-made crates and J U:s. Imports C3 U.S. Exports Trade Balance in all of Latin America,
exported to the United including Central America. 
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Economic Growth 

After a decade of eco-nomic decline and rising £ 

unemployment, Central 
Americans are looking for 
ways to reduce widespread 
poverty and improve the 
overall quality oflife. Sus-
taMinable economic devel-
opment is the only viable 
way to reduce poverty and 
increase opportunities for 

incraseoppoluntiesforknit 

participation in society. If 
economic growth does not 
occur, very little can be' 
done to alleviate poverty. 
The Agency is helping 
Central American govern- 4 
ments carry out economic 

and sectoral policy reforms designed to promote growth and 
address the needs of the poor. The poor need economic growth 
that leads to real and lasting jobs. 

Roberto Sanchez, a sheep farmer in the western highlands 
of Guatemala, is among those poor Central Americans who 
have benefited from Agency projects. The sheep he has always 
raised were the descendants of the original milk sheep brought 
to colonial Guatemala by the Spaniards. Through a USAID-
funded program, he and other farmers in the area are learning to 
improve tha quantity and quality of the wool they produce. 

Part of the program involves the introduction of imported 
Corriedale rams, especially selected for their wool quality and 
adaptability to the tough highland conditions. Sanchez is 
enthusiastic about his new, larger crossbred sheep and about the 
technical education he is receiving at the Technical Assistance 
Center. 

"For example, a few of us learn the new shearing method, 
and then we teach the others," he says. "We are all learning 
together what we couldn't learn alone." 

With the introduction of movable corrals, sheep producers 
and their children no longer have to follow their flocks. By 

rotating the locations 

of the corrals, the 
n scarceto betterpastureuse. is put, The 

tmore than 200 
4"families benefiting 

frmte proectino 

; have tie froer
produtive act es 

andumayve and 
wn are len to 
women are learing to 

and crochet 
° ' - sweaters, scarves and 

horse blankets. 
hire lner 

Children no longer 

day and now+go tohay and ogot 
school, some for the
first time. 

Regional Cooperation 

The challenge facing Central America now is that of 
working together as a region. Many of the problems facing each 
country are rooted in common regional problems. In the 
Declaration of Antigua, the Central American presidents pledged 
to strengthen intraregional integration and cooperation. 

'Progress made thus far has been Central American-driven, 
Toni Christiansen-Wagner, deputy director of the Agency's 
Office of Central American and Panamanian Affairs, says. 
"While we provide assistance, it is really the Central Americans 
who are responsible for taking the initiative. It is they who must 
carry out the necessary changes and adjustments in order to 
achieve their goals for democracy and development in the 1990s." 

After a decade of civil strife, economic decline and rising 
unemployment, Central Americans are looking with increasing 
optimism toward a more peaceful and prosperous future. The 
1990s present an unprecedented opportunity for the region to 
achieve political stability, economic prosperity and social justice. 
The U.S. Agency for International Development is dedicated to 
helping the people of Central America work to achieve that future. 
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I. INTRODUCTION
 

Mr. Chairman and members of the Committee: I welcome the
 

opportunity to appear before you today. 
I would like to outline
 

the substantive -priorities and content of the assistance program
 

in Central and Eastern Europe funded by A.I.D. under the guidance
 

of the Coordinators, and report to you on some of the activities
 

that are under way.
 

II. PROGRAM OBJECTIVES
 

This Administration has established three objectives for its
 

program of assistance to Central and Eastern Europe:
 

assist in the development of democratic institutions that
 

form the foundation for enduring political freedom, ensure
 

the rule of law, and encourage broad-based participation in
 

civic and economic affairs;
 

assist in the transformation of centrally planned economies
 

to market-based economies led by the private sector and
 

integrated with Europe and the world economy; and
 

assist Eastern Europeans to maintain or improve a basic
 

quality of life while they undergo the disruptive processes
 

of economic restructuring and political reform.
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Expanded statement for the record
 

Mr. Chairman and Members of the Sub-committee:
 

It is a pleasure to appear before you as we mark the
 
beginning of a new era in American foreign policy. Areas of
 
historical international tension have diminished. The
 
opportunity to promote the universal goals of peace,
 
prosperity, democracy and human rights has not 
been greater in
 
living memory.
 

Far from self-marginalization on the periphery of world
 
events, African countries are asserting themselves on the world
 
stage in positive, productive ways. There is no better example

of Africa's determination in this regard than its performance
 
in the events of the recent Gulf crisis. African countries,
 
almost without exception, joined wholeheartedly in the
 
worldwide chorus condemning Iraqi aggression. The four African
 
members of the UN Security Council during Operations Desert
 
Shield and Storm -- Zimbabwe, Ivory Coast, Zaire and Ethiopia
 
-- stood firmly and decisively with us and other Security
 
Council members to take forceful UN-mandated action in the
 
Gulf. Three countries -- Senegal, Niger, and Sierra Leone 

contribuled contingents to the coalition forces.
 

We believe that Africa must take part fully in realization
 
of our historic opportunity. To help Sub-Saharan Africa
 
realize its potential, the Administration is requesting $828
 
million in economic assistance, $147 million in food
 
assistance, and some $33 million in military assistance for FY
 
92. In all, our request for Africa totals just over one
 
billion dollars.
 



THEANW ERA IN AMERICAN FOREIGN POLICY
 

Secretary Baker has articulated five key foreign policy

objectives for the decade before us -- democracy, market
 
economies, meeting transnational challenges, conflict
 
resolution, and relief of human suffering. 
Our FY 92 request

for Africa addresses forcefully each of these objectives.
 

For several years, African countries have been rejecting

the false promises of Marxism and other state-interventionist
 
economic systems on the evidence of.their utter failure. 
At
 
this point, almost three-quarters of the countries of Africa
 
have embarked on economic reform, directed at reducing the role
 
of the state and according a greater role for private

initiative and market dynamics.
 

Africans throughout the continent have increasingly joined

the positive trend towards insistence on greater participation

in their political systems -- they want and deserve democracy
 
as much as everyone else. Africans are also succeeding in
 
creating democracies in places that may not have appeared

promising just a short time ago. Newly independent, democratic
 
Namibia is perhaps the most dramatic example of this movement.
 
But in addition to established democratic societies in The
 
Gambia, Senegal, Botswana, and Mauritius, within just the past
 
year Benin, Mozambique, Cape Verde, Sao Tome & Principe and
 
Gabon have made enormous progress toward democracy. Many other
 
African countries have begun the process of liberalizing their
 
political systems. As Freedom House put it, Africa is
 
experiencing "a sweep of multipartyism that presents the most
 
significant phenomenon since decolonization three decades
 
ago." Today, in many areas of Africa, domestic debate is
 
lively and less controlled or indeed controllable; free
 
elections have been held; political opposition is recognized as
 
legitimate; people are successfully insisting they determine
 
their political destinies for themselves.
 



The United States calls on the 
parties to conduct their activities in theRecent Developments In Ethiopia spirit of reconciliation and justice and 

Statement by Department Spokesman 
Margaret Tutwiler, May 21, 1991. 

We have been officially informed by the 
government of Ethiopia that President 
Mengistu Haile Mariam has resigned
and departed the country for exile. 
Vice President Tesfaye Gebre Kidan 
has, under the constitution, replaced
Mengistu. Ethiopia is thus embarked 
on an important political transition, 

We welcome these developments 
and hope that the door is now open for 
the establishment of peace and democ-
racy in this war-ravaged country. 

In light of these developments, we 
urge that all government and opposi-
tion forces immediately cease military 
operations in order to allow a political 
dialogue to bgin. 

The United States is moving ahead 
with its plans to hold a meeting in 
London beginning May 27 including
both the government and insurgent 
groups to discuss a peaceful transition. 

Statement by Herman Cohen, Assistant 
Secretary for African Affairs, London, 
England, May 28, 1991. 

cwould like to summarize tor you our 
tatives of the outgoing government, the 
Ethiopian People's Revolutionary 

Democratic 7ront (EPRDF), the 
Oromo Liberation Front (OLF), andtromriean ront'sLrationd 
the Eritrean People's Liberation Front 

* The eastblishment of a transi-

tional government; 


* The situation in Addis Ababa, 
and 

" The facilitation of international 
relief efforts. 

At this point, the United States 
governmentmake the follwinid Sshouldgovernment makes the following 

recommendations and observations. 
Transitional Government. Atransitional government should be 

established in Addis Ababa as Boon as 

June 3. 1991 

possible. The transitional government 

should assume all legal and political
responsibility for the governance of 
Ethiopia. 

The transitional gover,menL should 
be broadly representative of J!, 
Ethiopian society, including 6diverse 
political groupings, and ahoud, whe'-
ever appropriate, utilize the .xistirpg
civil administrative structures in 
carrying out its responsibilities. 

The primary responsibility of the 
transitional government should be to 
prepare the country for free, demo-
cratic, internationally monitored 
elections in 9-12 months to produce a 
constituent assembly to prepare a new 
constitution for Ethiopia. 

The nE w constitution should 
guarantee fundamental individual 
rights and should respect the identity 
and interests of all the different 
peoples of Ethiopia. 

The transitional government should 
consider an appropriate amnesty or 
indemnity for past acts not constituting
violations of the laws of war or interns-
tional human rights. Any persons 
accused of such offenses should be 
afforded due process of law in accor-dance with international norms, and all 
procedures should be open to observers 
from internationally recognized 

organizations, 

Discussions should continue in
London regarding the composition of 


the transitional government.

Addis Ababa. Elements of the 


EPRDF armed forces have entered 
Addis Ababa and taken up garrison 
positions. The city should be demilita-
rized as soon as possible. Hostilities 
throughout Ethiopia should cease as 
soon as possible. 

International Relief. All parties 
continue to cooperate with ongoing international relief effnrts. The 

US government calls on the interna
tional donor community to make allposbeforsthlpmian
possible efforts to help maintain
essential services and continue provid

ing relief assistance. 

US Department ofState Dispatch 

to create the conditions necessary for 
the establishment of democracy. The 
United States tands ready to assistthem to achieve this goal. 

Statemnent byDa,)partmentSpokesman
Margaret T#Wler, May 29, 1991. 

The United State welcomes the May 
28 joint declaration in London on the 
Ethiopian combatants who have agreed 
to organize an all-parties conference to 
select a transitional government no 
later than July 1, 1991. This decision 
r-flects ii commitment to a democratic 
process. We hope that Ethiopian 
political organizations will take advan
tage of this opportuaity to help plan a 
pluralistic future for their country. 

We also welcome the decision of the 
Ethiopian People's Revolutionary 
Democratie-Fr,-Jn*, (EPRDF), who will 
establish 'An ir'erim administration in 
Addis alhbba, to work with the existing 
administrative structures with the 
support of Ethiopia's dedicated and 
competent professional civil servants. 
The willingness of the Eritrean 
People's Liberation Front (EPLF) 
authorities it,Eritrea to maintain all 
existing economic linkages with 
Ethiopia will contribute to the rapid 
stabilization of the region. 

The United States wishes toreiterate that the development of 
Ethiopia's great economic potential can 
be assured only if th democratic 

process initiated by the combatants in 
Loneon is fulfilled by a free and fairelection within a reasonable time 
frame. 

In the interim, the United States 

will continue to provide humanitarian 
relipf for the Ethiopian people who 
continue to suffer the effects of ex
tended civil conflict. N 
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'Grand Bargain' Promises Debate
 
On Future U.S.-Soviet Relations
 

hether one thinks of it as a 

1 /1, grand deal, a grand bargain or
grand mistake, the idea of 

providing large-scale economic assis-
tance to the Soviet Union is likely to set 
off a gra;.J debate on Capitol Hill. 

The pace of developments in U.S.-
Soviet relations has been quickening.
Late last month, administration offi-
cials opposed in'viting Soviet Presi-
dent Mikhail S. Gorbachev to meet 
with participants in the economic 
summit of industrialized nations in 
London next month. 

During the week ofJune 3,Presidtnt 
Bush indicated he would have no prob-
lem if Gorbachev were invited after all. 
The next step in U.S.-Soviet trade, an 
agreement to grant most-favored-na-
tion (MFN) trading status to Moscow, is 
on the president's desk and could be 
sent to Capitol Hill at any time, congres
sional soui .._s said during the wetk. 

And a summit between Bush and 
Gorbachev appears all but inevitable, 
perhaps early next month. In this cli-
mate of warming ties, the last obsta-
cles to ratification of a treaty reducing 
conventional arms have been re-
moved, and there was rapid progress 
on a pact to limit strategic weapons. 

These developments would have 
seemed all but impossible a few 
months ago, when Moscow was crack-
ing down on rebellious republics and 
edging away from its path toward eco-
nomic reforms. Yet they pale by com-
parison to what once seemed the most 
audacious notion of all: direct U.S. 
economic aid for the Soviet Union. 

A "grand bargain" - massive 
Western aid in return for far-reaching 
Soviet political and economic reforms 
- was first raised by Soviet officials 
in informal talks with international fi-
nance experts. It was then refined by 
an informal group of Soviet econo-
mists and academics from Harvard 
University and given a wider circula-
tion. 

A pair of top House Democrats, Ma-
jority Leader Richard A. Gephardt, 
Mo., and David R. Obey, Wis., are now 
floating their own, more cautiously for-
mulated, version of the proposal. They 

By CarrollJ. Dohertj 

".-' 
"secure 

-

have refrained from using the politi-
cally loaded term "grand bargain." 

Both men say the administration is 
moving with excessive caution at a time 
when bold action is needed. The eco
romic desperation of the Soviet Union 
and the thaw in superpower tensions 
have created a historic opportunity that 
should not be lost, they say. 

But there is considerable caution 
on Capitol Hill as well. Members of 
both parties are wary of embarking 
upon what Rep. Richard J. Durbin, D-
Ill., calls "the fast train to Moscow." 

In part, the lawmakers have been 
overwhelmed by the grouadbreaking 
events. It was easier to master the fun-
damentals of U.S.-Soviet relations 
during the predictable days of the 
Cold War. 

With the Gorbachev government 
appearing to change its internal and 
external policies each month - is he a 
budding democrat or a throwback to a 
repressive era? - many in Congress 
are content to let the administration 
set the diplomatic course, 

But Congress undoubtedly remains 
a player in U.S.-Soviet relations. The 
Senate already has weighed in, support-
ing $1.5 billion in agrictultural credits 
requested by Gorbar hev. That request,
which preceded the tal of a grand bar-
gain by several months, could soon be 
approved by the administration, 

The Senate approved a non-bind-
ing resolution favoring the deal on 
May 15. But the 70-28 vote did little 
to demonstrate a consensus in Con-
gress on Soviet affairs because the 

farm credit, enjoy strong backing 

from farm-state lawmakers anxious to 
commodity sales for their con

stituents. (Weekly Report, p. 1273) 
Tb White House paved the way 

for the credits June 3 by waiving the 
Jackson-Vanik restrictions on trade 
with the Soviet Union. The restric
tions were imposed in 1974 because of 
Moscow's policy of limiting Sovint 
emigration. (Box, p. 1517)

The issues could get tougher. As is 
the case with China, Congress will 
vote on whether to provide trade 
benefits to Moscow. And with 
Gorbachev becoming increasingly stri
dent in his pleas for Western aid as his 
country's economy declines, lawmak
ers eventually could face the momen
tous question of providing direct help 
for the Soviet Union. 

Economics Dominate 
Economic iLsues are likely to pre

occupy lawmakers, although the Sen
ate is charged with ratifying the arms 
treaties being negotiated by the ad
ministration. The White House 
seemed more than willing to under
score the prospects for improving 
U.S.-Soviet business ties by nominat
ing veteran Democratic insider Robert 
Strauss on June 4 to be the U.S. am
bassador in Moscow. 

That nomination might be the eas
iest Soviet matter for the Senate to 
consider. There was wide praise for 
the appointment of Strauss, who is 
nearly devoid of experience in Soviet 
affairs but is a skilled operator in poli
tics and commerce. 

"He'll be in Moscow at a time 
when a guy with his kind of skills 
would be particularly useful," said 
Sen. Joseph R. Biden Jr., D-Del., 
chairman of the Foreign Relations 
Subcommittee on European Affairs. 

Although a few members privately 
expressed astonishment at the unortho
dox selection ofStrauss, his Democratic 
pedigree and close friendship with Bush 
and Secretary of State James A. Baker 
III seemed likely to ensure Senate ap
proval of his nomination. 

Earlier, Obey had raised the profile 
of the economic aid issue by including
the proposal that also has won Gep-
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Quayle said, "Don't ask the American 
taxpayer to subsidize an economic sys
tern that doesn't work." 

Both Obey and Gephardt say they 
anticipated resistonce to the idea. But 
they argue that it is important to get

: v-. 	 the numbers and examine the°beyond 
alternetives, particularly what could7' happen if the United States and its 
allies do nothing. 

The Harvard professors have specu
lated that if eco..omic and political de
terioration continues at its current pace, 
the West could soon be facing a dooms
day scenario, in which the Soviet Union 
would be torn apart by civil conflict. 

In a forthcoming article in Foreign"0 	 Affairs magazine, Graham Allison and 
former Bush administration adviser 
Robert Blackwill poc.. the ultimate 
question: "Under conditions of chaos 
and civil war, would central control of 
nuclear weapons be maintained?" The 

THE ASSOCIATEDPRESS authors, who have worked closely with
President Bush and Secretary of State Baker with Robert Strauss, Sachs, warned that "such possibilities

the Democratic Party strategist chosen as envoy to Moscow. stagger the imagination." 
For Obey, a self-described "lowhardt's support in the report ac- the aid amounts being floated by So- dollar man" on foreign aid, the solu

companying the fiscal 1992 foreign aid viet economists and U.S. academics. tion to the cost problem is simple: use
bill approved May 29 by his sub- Jeffrey Sachs, a Harvard economist some of the funds Western nations are
committee. (Weekly Report, p. 1452) who helped devise Poland's economic- now spending to defend themselves"While in the end these efforts may reform plan and is one of the architects against thE Soviet mii.tary threat. 
prove futile," the report says, "the of the grand bargain, recently wrote en "We spend $120 billion a year" for
committee believes that it would be article ini The Washington Post in that purpose, he said. 
negligent for the West to miss an oppo:- which he estimated that the "radical
tunity to clearly lay out our conditions mark,.t reforms" to be undertaken by Shifting Patterns

for assisting the Soviet Union," along 
 Moscow should be backed with a West- The dramatically changed nature
with the "nature, timing and levels" of ern aid package "on the order of $30 of U.S.-So-et relations makes it diffi
possible Western economic aid. billion per year for five years." cult to gauge how lawmakers will re-

The conditions in the report are According to some reports, Soviet spond to the bilateral issues ahead 
tough. Moscow would be required to officials have privately said that even from providing aid to granting MFN.hold scheduled elections and allow more could be required - perhaps Illustrating 	 the scrambled view
each of the dissident Baltic States to $250 billion over five years. Estimates points on U.S.-Soviet relations, Mi"determine the future of its own asso- oi the U.S. contribution vary, but nority Leader Bob Dole, , -Kan., a
ciation with the Soviet Union." Sachs and Gephardt have indicated it hawk on defense matters, sponsored

I: the economic sphere, the Soviet could approach $. billion a year. the Senate resolution favoring agricul-
Union would have to put into place An aid packag,! of that size would be tural 	 credits, and liberal Patrick J.most of the elements of a free-market a "tough sell," said Rep. Lee H. Hamil- Leahy, D-Vt., argued against it.
system, including a convertible cur- ton, D-Ind., the chairman of the House Dole said there was a sound foreign
rency and floating exchange rates. Foreign Affairs Subcommittee on Eu- policy rationale for the credits, but he
Obey insisted that his panel was rope and the Middle East, which plans also highlighted the tangible benefits
not trying to provide the last word on to have hearings on the issue this month. that would flow to U.S. agriculture.
what obviously is a complex matter. Hamilton said he believed that "Certainly increased sales will help"What we're trying to do is coopera- most mp.-bers of Congress would fear the American farmer," he said.tively push the administration for- the reactions of -heir constituents. A Leahy, chairman of the Agriculture
ward," he said. program for assi:sting a country that Committee, charged that the Soviet

"o'ily recently has been an enemy" Union does not qualify for the creditsSticker Shock would be difficult to accept "for any- under the provisions of the 1990 farm 
But lawmakers and the administra- one except the most sophisticated ob- bill (PL 101-624). "According to ev

tion have begun to focus on an issue only servers of international politics." erything I read it would be a direct
indirectly addressed in the subcommit- Administration officials have been violation of the law," he said. 
tee r.port: At. ntime of declining foreign harsher, openly deriding what Baker The politics of Soviet relationsaid budgets, how can the United States ce.lled the "big bang approach" of have shifted so drastically that a lib
afford to bail o'.L the Soviet Union? sending massive aid to the Soviet eral critic of Moscow's policy toward

Many U.S. of."cials have been suffer- Union. Calling the proposal "really a the dissident Baltic States, Durbin ofing sticker shock since hearing some of non-starter," Vice President Dan Illinois, has expressed concerns that 
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the administration might b, moving 
too quickly to help the Soviet Union. 

Durbin worries that Western lead
ers might not be able to say no to a 
personal plea fur aid from Gorbachev 
at the July economic summit. "I would 
like to slow this process down," he 
said in an interview. 

At the same time, Durbin found 
much to recommend the proposal for 
systematic aid that has been promoted 
by Obey and Gephardt. Durbin said 
he liked its stiff conditions and be
lieved that similar terms could be at
tached to any grant of MFN ttatus. 

The senior Republican on Obey's 
foreign operations subcommittee, 
Mickey Edwards, Oka., agreed that 
the conditions were the best part of 
the panel's proposal. "In my opinion 
what we did was say we wiii not con
sider aid to the Soviet Union until 
they take these steps," he baid. 

All of this could become moot if 
the Soviet Union rejects its part in the 
grand bargain. Gorbachev and other 
officials increasingly have chafed at 
the notion that the West may send aid 
only with strings attached. 

The likely alternative to a sweep
ing aid-for-reform ar; angement would 
be 4 far more modes- and gradual se
ries of steps to rewaid reform. 

Under such a scenario, the adminis
tration would first move on the trade 
agreement and the agricultural credits. 
Then, if the Soviets implement eco
nomic reforms, the adn inistraLion could 
respond with technica aid and perhaps 
support for Soviet mo mbership in the 
International Moneta y Fund. 

While a cautious approach could 
prove more palatable in Congress, even 
that effort could draw opposition. Law
makers eager to help the Baltic States in 
their quest for independence already 
have indicated that they might offer 
human rights amendments to the trade 
pact, similar to conditions proposed by 
Senate Majority I tader George J. 
Mitchell, D-Maine, fir granting MFN 
status to China. 

Administration loyalists, such as 
Edwards and William S. Broomfield, 
Mich., the ranking minority member 
of the House Foreign ,ffairs Commit
tee, said they could have problems 
supporting any Sovie, trade deal. 

"We can't let down our concern for 
the Baltics," Broomfield said. 

Assessing the comparative pros
pects for the two trade agreements, 
Broomfield says gaining approval for 
the China pact will be more difficult, 
"but I don't think the Soviet Union 
[pact] will be easy." 
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Soviet Democracy-Cheap at $100 Billion 
ByMuno. Kostaocu" Is about what the WestIscurrently provld dictatorshIp-the Bush admilnlstratlon and 

AsThe Wall Stiel Journal, President Ingusefully to Eastern Europe. even the European allies Imposed acredt 
Bush. Richard Nixon. Sen Bill Bradley say Gorba. cutnffAid opponentsthat Mikhail on theSoviet government That, plus 
iD.. N.J.a.ndtheNewRepublic all agree. Is no lit recipient coal strikes. street demonstralos ad acfiev of Western aid. 
The U.S.shyuld not pend billions Of dol. They point he's stil resurgence, hada lot to dotothe fact that gren democratic 
lars itbail outMikhail un. eral secrelary of the Cuomunist Party, with forcing Mr Gorbachev's April 23turnGorbachev. Not the 
der pre.ent circumtstances Soviet troops chief parasilic organism fflicting the So- back toward reform. 
conlinue tomenace IheBallics Mr Gorba vilbd) politic, and has yet toendorse Whatever aidthe West provides Inthe 
Che can't or won'l coimit to real free lull political andecootiic reform. I we'refuture hasgolto be strictly coetingent on 
market econoiinc policies TheSoviet tin going to aid anybody in the Soiet Union, 
Ioncontinues toproduce around LO new tlwoppoients say. It ought to beelected 
battle tanks per year, double theU.S.nuns deniocrats intherepublics andthe cities. 
her. TheCoinunist Party andthe KGB who are omorelikely toensure that money 
still are powerful factors inSoviet ife. flowstothepeople who neediaAndcanus 
Russia hasa popularly elected president, Itproductively, rather than through cen 
buttheSoviet Ulion doesn1. It s abso' teal government bureaucrats, 

:ulely right tosaythat under present con. 

ditions, aid totheSoviet Utionlw uld bea Butle's Mr.Gorbac
be realistic: orof
propupanevilstilltheleadertheSovetUnionForthe 
waste of money andwould 

uure.heisthe one we have to
and Inelficient political tureAnyoe 
who's visited Moscow lately cantell rom 
the dillin thestreetsandthe despair In 
most people s talkthat partial reform, 
Gorbache.style perentrotta, Isno work. 
lo' 
Grand Barain 

of ruling out 
age.asthe Journal andSen.Bradley do 
andinstead of listing all thereasons why 
aid would bea tistae usMr. Nison bust 

But Instead sn aid pack-

adne.die ushadnsationa ouh to saye done., administrationl oulghtNto saythe Bus=h 
that It theSoviets radically change policy. 
Subslanll U.S.as.siance will beforth 
cornin oary 

AdM bargati fonnutted by loaclly
ofGovMembrantheoKnnuedy luo

meoltbers at the Kennedy School of Go. 
ernmeni at Hiarvard on Ihebasis of an 
econontlc reform package pot together by 
visiting Soviet economist Grignn Yv. 
llnsky. Asadministralton aides say,theno-

oeseeable 

dependuponItwewaootheSovietUnion to 

vote com.n
with us at the United Nations. to 

The U.S. ought to 

help the Soviets, assuming 

that tey plunge i the 
free Pwrket, moie deci. 

'stvely toward democracy 

and quit presenting a mti* 
menace to the world. 

pleletruop withdrawals 'en Eu'from Ei' 
rope snd to ma e tne crucial eclsions 
aboutthepolitical andecorroruc futureof 
his country. Up in now,and intentionally 
or not,Mr. Gorbachev hs beengoofo 
Western Inlerests andvalues He hada 

iloeoftrading Soviet cancellation of aid to csice, alter all. whether to gel out of Af 
Cuba for. say. $10billion would hepoint- ghanistan, iill letconmunit reimes 
cdlyabhorrentto U S An~d So- without both[he the a sholinEaslern Europe. agree to 
vIesUnion Soviet reactionaries wild ac. theunilication of Germany and Its Iem 
ruse Mr. Gorbachev ofselling Sovietis. bership in NATO, andhelp the U.S.kick 

frnoik.and Ina manner ofspeaking they'd rght His predecessors would not have. 
be right

Witlhoutformulating specific payoffs. ftHssuccessor might not, 
though. the U.Sought tobeready tocome This I.ottosaythat Mr. Gorbachev 
up with help theSoviets through billion touse as hepleases,nioioy to deserves $100 
a painful transilion period, assuming ihal IhatIteWestshould channel a." Its Aid 
they are willing to takea real plunge into through thecentral government,ortWIt 
the free iarkel. move decisively ioward theBush administration shtiuld continue to 

democracy andquit presenting a mill. cast its policies sototally In a pio-Gorba-
tary menace intheworld Jeffrey Sachso chev direction. Boris Yeltsin comes to 
full 


Harvard. woo helped dral Poland's eco Washingtoni next week as ihe first pua-
nolc reflor plan. says tha the Soviets [arly In Russa'selected leader history, 
will needW3billion a year over a four.Mr Bush should preparealavish welcole 

tional security policies tobankroll Peres. Saddai Ilussein outof Kuwait. He chose clean up the environment. This coos 

year period fruit all ihe Western countries, 
niatnly in lians and in.mguaranlres. His 
colleagues GratiamsAllison and Roer 
Blackwill recttiotend grants of $15billion 
to $20billion a year for three years. 

It's a lotofIioney, bulit's a lotless 
than the U.S.gave out in Marshull Plan 
grants toWestern Europe alter World War 
ft. whtichMr. Sacis sayswouldatiount Io 
DUobillion inloday's dollars II's alia lo 
les than the t.S currently spendsannu 
ally on iilitary foces desigild to thwart 
a Suvwlinvasioof Europe Per capita.it 

for Mr. Yellsin, us the represnilative of 
(lie Soviet Ution that Aniericans wishwill 
emerge Mr. Bushhasrelatlionshipmend, 
Iogto do wiih Mr. Yeltsin. 

Still. having Mr Yeltsin doesnotmean 
that we can cut off Mr Gorbachev. We 
want to give himincentives, positive and 
negative, to do the right thing We've done 
so in the pasL.During Mr Gurbachev's 
six-nmonlhalliance with hardliners In the 
party and the ililtary-the period of may 
t'iII in thw laltics ad Eduard Shevard 
r.dze'(s dark preilotitions of lhipe ig 

Mr. Gorbachev's goodbehavior. Hehasto 
Commit to a full, rapid free market 
agenda-prvalzation anddemoopolto. 
tlon of industry, floating prices, aconvert
ible currency anda legal system :haten. 
Courages enterprises. Hehatstofulfill the 
agreetients he'smade with Boris YeltsIn 
and the leaders ofeight other republics to 
let thei have autonomy aver their ,onnc lite and I schedule new electos 

Se to he el n 
oftheSoviet
forIe Suprem Soviet Un.
 

It would helpenoriously If healgeed 
silal shepresidency of the Soviet Union 
wouldbe filled byelection before 1994. 
There ought tobeother conditions onaid: 
freedom forthe ialtics,asevering of Con
munist Party influence over tovemnortnt 
andeconouc decisions. anendinaid for 
Cubaandhugereductions In theSoviet 
military budget, which nowcot umes up 
to a third ofIte Soviet Union's shnnklng 
GNP. 

All of thesemoves would hegoodfor 
theSovietUnion inand ofthemselves. but 
they Involve political risk andconsiderable 
insporary hardship. The nillitary-indus.
trial comsplex.representing a majority of
Soviel werkers. needstobeconverted to 
civilian activity, That will require sed 
money tornewplarts andequipment and 
retraining of workers. Moving to a free 
market. ashashappened In Eastern E.
rope, willmean large-scale unemployment. 
AFL-CIO reident sug.
Lane Kirkland 
gestedduring io t e Sovieta receni visil 
Union thai there Is grealneedfor WPA. 
style projects to build infrastructure and 

money, though. 

Improve the Odds 
Its In Anierica's national Interest that 

the Soviet Union notfall into socialchas. 
which would sendrefugees flooding west, 
burdening shaky Eastern European de. 
siocracirs It might also bring anti.West. 
en elements back to power IntheSoviet 
Unio.. 
Itthe Soviet Untoncouldtranstorm It. 

self intoa tree-market motracy. that 
would also beinAmerica's national Inter
est.fItaWe shouldn't simply pour money 
into theSoviet Unionin blind hopethatthe 
best will happen,butwe should otlerthe 
prospect ot aid to iniprove theodds that It 
will It 10 billion a year in loans could 
help create astable. democralic Soviet Un 
ton. that would be a grand bargain, In. 
deed. 

a reiureMIneoo The 
Ne' Rcpubt'.is theimsdceraor ofPB'ts 
'Amisrcua Interests." 

Mr.Konadracr. 
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Robed . Samuema 

Aid Won't Save Them
Te 004 ddo Mauald Plan Iasd ONu " w"i nler 8 by AMl, & V ldieat mththe Soviet m BeMwe 19a4 money. I eakh work wutnmd 1952. the Unied Stus ned EUr Tha duuti an of Sov mt ety doMt

with 13.3 1 i o gesrasad kas. Tm aid oaw air iteus. A right-wing emnm 
helied rm Europe's wu~argd econoy 'stightsalagual resore order tiwmgh repreasionaa revertthalad- com mu to the Cold War. Cml war. catum sic atrde adk was one othe gest tnriphs of American Afadant blxod baths ae poIhueL Europe fearsbren pokcy. and the idea of sagig a repeat waves c muuv rlta And i the badground oonperlorminace wth de Sovet Union a eori m iddsed nuclearm

iaf- We upply t they eatib wdele *ouneves we think that masew ad 
,sL*.de pecr iome ident. Bu

* A4 e 

aurscay arlta son onw. 
 wl sm ehowmiate these dnge.
It w't Wor. Cost a not the man issue. O an annual ham.
The Sov, d-m,axI* from alall Pl aid avegaed about I percenthatci~ Ea~~s -~~ ~ ~ ~ oftha of postwr Europe. The need then was far ~ ~ ~~ 

tesniorsay a. sm ra-gsm.coa, n ~ptotals the European 

U-5. gross nauupo duct. The U.S. GNP now 
y---ry 5"5.5 tnxs . Commuru:y'so ove Europe .h .- Ainoal,w&frm W GNd 0uAbu 6U 29u"tiory se e aa'usop tlans to Mr~ from wormdGPabot5trlonjans$29tliiLWar M Hungr people c work. adihmewon't Hunhout fuel The Together, we cci d surely afford to help thean P (named Soviet Union. if aid would create democracy andriWitdliSiteu- I y r Ma.. a~ . amarket economy. it would be a spectaculaafter Secretary f St. e George Mardhall) m n trouble asthat it wo'L

dde r & Eao 6hst ca ect of too much aid, provided toolagers. a tradiitnso ivate propenry and erally, a that it enables countres to avoidetiabisnh Markt. Th SO t Unn ha&All of reform by sustanung (through imports) con-6heftar ig. ,sunipt-aiand Investment, it Soviets have a&15 1rf1O is Mdtrelbii n hat KtltW ready received big foreign credts and grants.Cs bar tming new nonic 
Th 

i a e system Betwee 1988 and 1990. Sovit net foreign debtpresent "V= U copin PWLEr^ 8 nearly 70 Percent- to $45 billbor. Germany 
e aluol tha Soviet outpu provided more ad in returnto, Soviet dnengage-a"-- t 

my drop 15 percent or more in 1991. By 
 mert from Eat Germany. %U happee n i
OMM , U.S outputi ut -t recesso is. moanmy detawrated. 

dows I perfelt.) Pieal ecolr reiam€un Ad The remedy to thia problem would seem to beP aIok shuts have w.ecked the SNI& a 'gand augaaeiofthe son being suggested by amm--d e-smy, wha relied ma prOdUtiA oUp of Harvard Universty experts and someuotas and sp a koatM, Wit c a Soviet economists. It would te pledges of new adnima. Hi1eb dFt aM have ooadedth to1VpoK SMW rfonm. As senible Asthis 

hawadi.t wmm* 
the Unite States.LEuope sd Japan at t 
middeof Soviet poltics maways Liat would -M 

mad slea k wouad becd 

o macosson eccomic: and POW" r-m hard. 
er to reach. The raeih would beeiibei aM alaof a sham. 

Them ire ai pledged. the more irfenre 
Americans (and European and Japanese. too)
would wah oe Soviet aiim. Zbgniew Brzean-
AL national aecuriy adviLer wader presdeti
Carter. Argues that a conditi of &iA should be 
the "denuitarUation o the Soviet economy and 
aocaety, (op..ed. June 5J.it, hard to see how any~ ~~*Sovit ~ leader ~ could accept ~ '~'that demncld. Every 
Soviet lactm and reub would try to use us tolcP n on goaL. ould out aid go diretly togita owngas Wolouadthe 15 repubks or to the Soviet Union Differ.enees would emerge affxing Ameri. Europe-
ms and JapanesebNegoo s ul becme 
kope--. tangled. 

The Sovie.s must resolve b c them-
slves. The difficulties are staggerng. A power.
ding agreement reached in late ApnJ between 
ihe Union and mt republics may be a good sart, 
But even if it holds, there remain daunting
problems G1econcaic reform. A market economy 
reewurrs free (not controlld) prices, private prop, 
ety, competitiaI a ong c panies and a
lance of the profit motive. bucet defeats would 
have to be cut shaply. Each of thebe steps ia 
socially wrenclung and hard to unp ent. it'snot 

lear that t Suviets have eithe the necessary 
competence or the political will 

Our plicy shoul be findly but not olish 
We shul providtechtncalaautace-n ay-

dw- hfi emrc rdw to hbl-m" it 
eeded, hunae.ar a 6. We should emcoura 

the Soviets to negtiate a reform plan wis the 
1WernemA Monetary Fund and stdocaw that we 
magi provd ad for gene refoms. &Mtheme

beo pled es advance, and we shou
domtloh that mightad to an opaedd 
cruna nt to protect the Soviet econmy
alainst failure. The Soviet Union hasalao 300 
m -Wmx aid of $60 bils annuallypeople. Even 

from a d 
 to mal 
$200 per person. (Soviet ,uiomesa t apbetween $2.000 and $5,000 per person.)Even competent refuamEe optn eui may not work. ft won'tw o oLI o' 

Instantly improve hyivinconditions. Without sub&.
dies ad guaranteed markets, me companies goI r PoLvid adopted radcal reforms. In 

.1990-GNP dechned 9 percent, esturuates thtis 
Central Intelligence Agency. By the eld of 1991. 
the World Bank expects unemploymet to reach
I1 percent. Th hope, that profit-makig invest
mets wLUultunately expand the economy and 
raise byvn: sUnd .,ds.But there*s no guarantee.
S lu ca-eats apply to the ov&wet.No one 
really knows whether Comnwunut eontomies can' 
be convened to market systegoi quxicky eneUgh 
to avoid a scial breakdown. 

The idea that resurrecting George Mashas 
can save MzkhuJ Gorbachev i a ditractimn i's 
kinportan to recognize the limits oi our power.. 
The truth is that we lack the power to bribe the 
Soviets to reform or to ensure that reforms 
succeed. Only the Soviets can sae themselv,
and they may nat be up to thejob. 

http:hunae.ar
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Bangladesh Needs Reform, Not Just Aid 
By £o1.R.CQiMn rural poorby focusing - comunlty or, Bangladeshl government. the donor gor. 

Thecurrent crisis In Bangladesh pro ganling. literacy. reforestation, skill train-
vides the perfect opportunity to &A some lg andcredit for basic agricultural pro 
hard questions:

a Why does ahurricane striking the At- 
coast of the U.S.claim 10vlctims, 

while a similar storm in lade kills 
lantic 


20D.0007 

* Whydo two-thirds of the people of 

Bangladesh live in absolute poverty after 
twodecades olIndependence. during chich 
tine thecountry hasreceived 25billion 
in foreign aid? 

* What policy changes on the part of 
donor governments, theprivate aid com 
munity, and Ihegovernment of Bangladesh 
must occur before aid truly benefits the 
poormajority of Bangladesh? 

Poverty causes the huodeath Iols In 
the natural disasters that strike Bangla-
deshyear after year. Poverty, theresult of 
lack of access to land andthe difficulty of 
finding off-farm employment, drives pro-
pie in search of subsistence to more an 
more marginal areas, including coastal is. 
lands vulnerable to cyclones Land tenure 
patterns. skewed In lavor of local elites 
whocontrol thebulk of village resources 
lespecially land i force the majority Into from occur.andother services can address the prob- cry, preventing suchdisasters 
lowuwage agricultural work. In ivepast lem of over-population. conimonly cited as ring in thefuture, or creating real eco

military govern. 
nient attemipted toofler Idle government 
land to graspsof landless villagers. But 
thmh their control of villag-e vel gvo 
ernrents, elites steered this laid to lad 
lord families. 
Th?US billion of aid to Bangladesh 

decade the now-deposed 

havebeer,channeled bythe military r.o 
ernitent; of the passtwo decades largely 
to lare-scak infrastructure projects, with 
donor countries making the purchase of 
material and equipment from thelr compa-

duclion andsmallenterprise. Butthese U' 
e cannot address fully the 

root causes of poverty inthe country. 
In February. months a 

gnialons alUn 

three after 
peaceful popular uprising that toppled the 
military government of Gen.H.M.Ershad, 
Khaleda Zia became pruneminister in the 
first free the country's 2-yearelections In 
history. With an elected governnentin 
place, Bangladesh must reassessthe 
flawed approach of the past twodecades. 
The country needs acombinution of policy
initiatives and a re.orlenlation ofexisting 
aid programs to stltto a development 
program centered onthe needsof the poor 
majority, consLstng of the following:

II Land reform; Bangladesh's elected 
government can at last begin to address 
the landquestion. Thegovernment should 
implement a program for pranting the 
lndless title to idle government lands. 

2I Investment in himan andsocial in 
frasiruclure: Only a comprehensive pro. 
gram of investment inliteracy iespecially 
female literacy , health delivery, day care 

the root causeof povertyis Bangladeh nomic andsocial developoient forthe mil. 
Population control can be niplemented lions ofpeople affected bydisaster. With
awceslully only a a coiponent o out refonti of the internatlonal aid sstem. 
votenas programs that aio build ioca theseedlescycle of disaster and depair 
wweo'n organizatns andepand eco-willcontlnue notonly inBanglave-o. but i 

vies a condition of aid. The construction of other projects can mitigate their deruc. 
roads.portsand dams hasits place. ButIt five impact. An Oxfam America-fulded 
must becoipi..mented by theeffective community organization Inthecyclone-lf
provision of basic services to thepoor, us fected area ofsouthern Bangladesh hasde
well as the provision ofresources that they veloped a housing design-fealuring con. 
themselves can control Relatively little of pillars, raised plinth aidtile rootcr-te 
the aid hasbeen spent I villageson behadl that can beconstructed for CM per unit 
of and by thepoor. using volunteer labor Amere I5million, a 

To their credit. ma)orforeign donors bit lessthan the U.S.government response 
arefinally beginning to channel significant to the cyclone disaster to date, could fund 

opportunity though smallmainnc credit 

prrats. 
:eo: andt ister p Clone 

monsoon arepart of the realty offloodting

Bangladesh. But Invetrrest in flood"el. 

disaster-proofhvusing.comtmtnityrtteri, 

forestation, umall-scale earthworks and 

ernments and the private relief agencies 
actonthe coimtmeit to a new strategy 
for Bangladesh. Successful inplementaton
will involve decreasing the powerof the 
military over civilian institutions. It must 
also respvct the non.rovernmental sector 
as a legrt iale partner. Donor govern. 
ments that underwrite the Bangladeshi 
budget must Insist ondemocracy.

The Anerican people. who gve sogen. 
erously whendisaster strikes. must Insist 
that the agencies they undsupport the 
agenda required Ioprevent massive suffer. 
log inthefuture. Toooften, whenthe huge
transport planes have unloaded their 
cargo, and when the images of helpless
peoplereaching outfor a scrap of food no 
lonier appear onthefront page,the Ater. 
Icanpeople disengage. Having gtven gn
erously toininediate relief assistance. da
nors express either justified s tisactnt 
with their ellorts or frustration at the all. 
too-familiar accounts ofbsivaucralic red 
tape andaid roiling onthedocks." 

Either way, nooaid-Banladenha gor
erinototaid afncies or dooro-gives 
esough thoughttofunding lotg-lert recor 

other countries of the rwcst With. 

Mr. Chervy iatheoverseas oirelo, 
O 4i, a Bsb ed ratead
drewmoneml arycv. 

houses. 
nongovernment agencies such as the sive housing buildig program Inthe cy-
Bangladesh Rural Advancement Commrt- clone prone areas would savecounties 
tee, Granen Bank, Pnushika andothers. lives In future disasters 

resources for development through local the construction of 2l,0it A mAX, 

ofthe government of Bangladesh. The resources exttotoimplement those 
Over th?past 20years tiiese organizalions programs.even simplr, small-sale In-
Inotead 

But 

havebuilt a solid baseamong the landless,terventions cannot go forward until the 
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HobartRowen 

Family Planning, U.S. Policy and the Deaths in Bangladesh

The death toil has hita shocking 125.000 in

Bangladesh and mzy reach 200.000. But don't 
barm it all on the cyclone and floods. The
disaster also has its roots in abject poverty.
which is linked to envirocnental problems and 
excessive population growth. 

Bangladesh is a disaster-prone tiny corner of 
Asia, suffering from degradation of the water-
shed in the upper Himalayas that aggravates
periodic flocodin. creating vast numbers of land-
less poor. The per-cata income ia merab e 
8170 ayear. 

At the same time. Bangladeshi families pro-:
duce an average of almost five children, an 
improvement over six inthe early '806. but still 
too high. About 15 millpon people-equal to 
about half the U.S. ppulation-are jammed into 
an area 5th the =e of the United States,
The worst ties ahead: Bangladesh will nearly
double to 199 million by the year 2025. accord-
iog to the World Bank. 

Misguided richernations routinely pumpmulti-billions of loans into the Third World for
economic "developmont" and then ignore the 
relative pennies that are needed for family
planning or reforestation. 

World Bank statistics show that despite mon-
ey handouts, per-capita income in country after 
country in Asia and Latin America is declining.
With too many mouths to feed, there's no 
mystery to the result, 

Routinely, we hand out condoms in American 
clasatom these days. Yet hems of the 

power of the antiabortion lobby. normally sent-
bWepoa"iians such as President Bush look the 
other w-,when poor mothers and fathers in the
Third World beg for modern contraceptive de-
vices and training.

The current crisis in Bangladesh gives added 
urgency to a report on global population prob-
lems beat this week to 300 members of Con-
gress by the Population Crisis Committee. a 
Washington research , y

A key recommendation isthatCongress boost 

Agency for Inernational Development funds for 
family planning from $322 million this year to
$600 million next year and that AID scrap the 
"open hostility" evidenced at the very top of the 
agency and return to the much bolderpopula-
ton-cntrol programs it guided until midway
through the Reagan adminuitration. 

By promoting the availability and use of mod-
ern contraceptive techniques, AlL helped slow 
the pa e of population growth in the "60s and 
70s. It was one of our real foreign aid successsories, notably in Thailand, Indonesia, Mexi-
co-and Bangladesh. 

But in 1984 President Reagan allowed then-
State Department official James Buckley, a 
chief U.S. delegate to apcpulation coderence in 
Mexico City. to establish a new and circum-
acribed American policy. Buckley decided that 
no AID funds could be used to support any
foreign population-control agency if that agncy
engaged in any abortion-related activities,

'The Mexico City policy says to groupmover-

seas: 'ifyou use your own resources on abortin,
you're ineligible for any grant from us for family
planning.' *said the PCCs Joseph Speidel

"AID p-ograma are plagued by the ghost of the 
,.Reagan administration." said PCC Vice President 

Sharon Camp. "Reagan kleoogy claimed that 

The AAgencyfor 

International 


evelopment slowed the 
rateofThA rd-irld 
Population ro w hin the 
'60s and 70s. 

population growth is a neutral factor in develop-
nient-rather than a threat to economic prog-
ress, family health and the environment." 

There is little doubt that Bush knows better,
But lie has willingly sublinmated lifelong, on-the-
record views on the desirability of strong Amer-
ican leadership on this issue to an effort to 
appease the GOP right wing.

This head-in-the-sand policy needs a new and 
urgent re-exas'iation. The PCC estimates that 
1 million women loee their lives annually in the 

Third World through illegal abortions. Good 
family planning could cut that figure inhalf. The
PCC report notes that most demographers be
ieve that the world's population will triple

before it stops growig unless more couples
adopt some form of bith control by the end of 
the 1990s. 
the_1_90_
 

Family planning advocates are not sugesting
using American government money to finance 
abortions abroad. They want AID to finance 
what is -1-.!both the Unite Sates and in 
most Third World countries. That includes fund
ing a comprehensive family pLaning program
that will help couples obtain modern contracep
tives and teach them how to use them effective
ly. They also want to educate Third World 
women on the dangers of illegal abortion and 
generate sex education for adolescents in Africa
and Asia. 

The United States should restore itself assa 

world leader in the field of family planning. This 
is an area where a Democratic leadership look
ing for issues has a real opening. Polls show that
the vast majority of Americans support funding
for famly planning. Increasingly, environmental 
organizations that shied away fron entangle
ments with population issues see the nexus 
between famly planning and their own goals, as
illustrated iii Bangladesh. 

Sen. Mitchell, Speaker Foley: What are you
waiting for? 



ABORTION
 

With Court Decision Not To Act,
 
Family Planning Falls to Hill
 

C ongressional efforts to overturn the "The Mexico City policy has totally 
Bush administration's restrictions iistorted America's role in interna

on U.S. funding for family planning tional family pianning," said Atkins. 
organizations internationally gained "It's had a chilling effect on efforts to 
new significance when the Supreme control world population growth. 
Court on June 3 refused to hear a chai- The U.S. government spent $227 
lenge to the policy, million in fiscal 1990 

The issue concerns for population plan
the Mexico City pol- ning abroad. 
icy, named for the io-. 'The The Mexico City 
cation of a conference Mexico policy effectively cut 
where President Ron- off funds to the Inter
ald Reagan's adminis- City policy national Planned Par
tration announced the has.., adenthood Federation 
rule in 1984. It prohib- (IPPF), one of the 
its the Agency for In. a chilling .-- . largest international 
ternational Develop- effect on family planning orga
ment (AID) from nizations. IPPF said it 
funding foreign, non- efforts to control world lost out on $3 miflion 
governmental orga- population growth." to $4 million in poten
nizations that provide tial AID financing for 
abortions or abortion -Rep. Chester G. Atkins, fiscal 1991 because it 
counseling. D-Mass. would not agree to the 

The Supreme abortion-related re-
Court action in the straints. 
case had been widely Other family plan
expected, given its decision in May ning programs do not accept AID 
upholding the administration's rule money or have agreed to comply with 
barring federally funded clinics in the the regulations. The administration 
United States from giving patients permits assistance to foreign govern
any advice on abortions. (Weekly Re- mental agencies that discuss abortion so 
port, p. 1375) long as the agency keeps the funds in a 

In Congress, opponents of the Mex- separate account that is not used to 
ico City policy have launched a multi- fund abortion-related activities. 
pronged attack to repeal it but concede Atkins has gathered 98 cosponsors 
that their chances of success are slim. but has drawn strong opposition from 
Last. year, both Lhe House and the conservativ.s such as Christopher H. 
Senate rejected attempts to overturn Smith, R-N.J. Smith told a hearing of 
the policy, and President Bush has re- the House Foreign Affairs International 
peatedly vowed to veto any measure Operations Subcommittee on June 4 
that would undo the restrictions, that the Mexico City policy has not 

Language to overturn the Mexico reduced U.S. support for international 
City policy has been written into fiscal family planning but has only redirected 
1992-93 foreign aid authorization bills some funding to groups that agree not 
by a Senate Foreign Relations sub- to provide abortion services. 
committee and the House Foreign Af- The Mexico City policy, Smith 
fairs Committee. (Serate, p. 1523; said, "provides the most effective 
House, Weekly Report, p. 1304) leadership possible because we're say-

Reps. Chester G. Atkins, D-Mass., ing human life is sacred." 
and Olympia J. Snowe, R-Maine, have Atkins acknowledged that he is pin
introduced similar legislation (HR ling his hopes on House passage of the 
1179) that would effectively repeal the rovision in the foreign aid authoriza
policy by requiring the administration :ion bill. Even then, its fate in the Sen
to evaluate private family planning ite appears uncertain. No authorization 
organizations by the guidelines that ap- measure has been enacted since 1985. 
ply to foreign governments. "It's going to be a long, hard strug

gle," he said, "but at least we're build-
By Sheldon P. Yett ing an awareness of the issue." a 
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The Greening of Foreign Aid 
A sthe Cold War recedes as a pri-

mary concern of Congress' for- T 
eign aid legislators, global environ-
mental issues ere looming larger - ' 

enough so that the House the week of 
June 10 ignored the Bush administra-

tion and budgeted $50 million for a 

new World Bunk environment fund. 


The money ispart ofa $15.3 billion 
foreign aid appropriation (HR 2621)
that reduces the administration's 

budget for military aid while increas-
ing economic and environmental aid. 

Ironically, environmentalists are 
not the ones who are pushing for more .' 

money - at least in the case of the 
World Bank. "This will be good money
thrown after bad," said Bruce M.Rich,
the director of the Eaivironmental De-
fense Fund's international program
and a sharp critic of the World Bank's 
environmental record.. 

The $50 million would go to the 
World Bank's new Global Environ-
ment Facility (GEF), an experimental ii 
$1.5 billion three-year project. It is 
designed to aid developing countries The World Bank's environments! projects McNeely's organization help adminin managing home-grown environ- Include reforestation inCosta Rica. ister some GEF projects.mental problems that have interna-
tional effects: air pollution that adds to the "greenhouse
effect" (or in other instances strips away the protective 
ozone layer); unrestricted dumping in international water;
and the destruction of biologically diverse forests. The 
project isabout 7 percent of the World Bank's $22 billion 
1901 lending portfolio. 

The facility has attracted international attention. 
Developing countries have complained that Western in-
dustrialized nations all had polluting phases in their devel-
opment and that if the West wants expensive pollution
control instituted worldwide, it will have to help pay for it. 
The World Bank fund is seen as a key experiment in the 
West's willingness to invest in the global environment. 

Most Western industrialized nations have contrib-
uted to the facility or promised to do so. The major
exception has been the United States. 

The administration supports the concept of the facil-
ity, but instead of contributing money, the president
sought to fund complementary projects through the budget
of the Agency for International Development (AID).

But David R. Obey, D-Wis., chairman of the House 
Appropriations Subcommittee on Foreign Operations,
said "AID was not playing real with the bank" - meaning
that there was no true commitment by the administration,
According to aides, Obey's subcommittee decided that if 
the United States wanted to get credit for participating in 
the GEF, it should make a direct contribution,

GEF Administrator Ian Johnson said he was pleased
but also "frankly surprised" at the committee's decision,
given the difficult U.S. budget situation. "This will cer-
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tainly buy a seat at the table," he said.
Just as surprising was that the 

committee voted to approve the $50 
million in the face of what members 
called the World Bank's "unsatisfac
tory" progress on issues such as as
sessing the environm,-otal impacts of 
its projects, protection of forests and 
promotion of energy conservation. 

. .Johnson said the bank "had lots 
' and lots and lots to do" in its envi

'"" ronmentalI awareness, but he said, 
"I."My own view is that it is a major. stride." 

Conservationists remain ,tncon
4 	 vinced. "The Global Environment 

Facility is a typical top-down,
throwing-money-at-the-pr oblem" 
effort that deals with sympto:,is, 
not causes, Jeffrey A. McNeely, chief 

' - conservation ufficer at the Interna
tional Union for Conservation of Na

. ture, wrote in the journal Canadian 
Biodiversity. 

The House App.ropriations sub-
WOD BANK committee recommanded that 

Meanwhile, foreign policy experts 
say the appropriators' action shows a greater willingness in 
Congress to face changing global realities. "The questions
of environment and global warming are given much higher
priority by the Congress than they are by the aministra
tion," 	said John Sewell, president of the Washington
based Overseas Development Council. 

But, he added, "Congress is only beginning to come 
to grips with the whole idea of structural reform in the 
international affairs budget."

Sewell said, for example, the budget should have 
more debt relief, export promotion and development
funds, while cutting what he called unneeded payments
for base rights, military assistance grants and the broad
casting services that were a product of the Cold War.

Changing attitudes are also explicity reflected in the 
fiscal 1992-93 House foreign aid authorization bill (HR
2508), debated by the House during the week of June 10. 

That bill, according to the committee report, "repre
sents a substantial elevation in the importince a,'iched 
to environmental concerns as part of U.S. economic 
assistance programs."

It makes "sustainable use" of natural resources one of 
four planks of U.S. economic assistance, along with sustain
able economic growth, poverty alleviation and democracy.

Paying heed to the environmental effects of develop
ment has been a part of U.S. policy since 1975, when a 
federal court ruled that the National Environmental Policy
Act of 1970 required AID to prepare environmental impact
studies before it sold pesticides to developing nations. 

-Phillip A. Davis 
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FOREIGN AID Both conditions appear to be open
to widely differing interpretations.PanelEven Baker is having difficulty deter-C Off Fmining which nations are serious about 
negotiating a Middle East peace.Of Weapons to Middle East 

ICLJV Lagging Interest
ForeignAffairs' bill promotingnon-pro'feration ofThe arms control proposal was one

of the few issues that seemed to gener
may stafl in Senate or face a veto interest among committee mem

bers. Yet that amendment, like almost 
all othem considered for the bill, was

D roposals to stem the relentless flow or passed on a voice vote by only a handful
of weapons into the Middle East . Of. members.

have proliferated in the 102nd Con- Perhaps lawmakers believed the bill 
gress. But on May 23 the House Foreign , - - - was doomed or were focused on other 
Affairs Committee became the first . matters. Attendance at the sessions was 
panel to approve an arms control plan, lower than in recent years, when mem
as it passed an amendment to the fl;cal hers were attracted by disputes rooted
1992-93 foreign aid authorization bill. in the Cold War, such as fights over aid 

The question is where the proposal to the Nicaraguan contras or El Salva- A1Z dor's military.
- and the authorization measure 
will go next. The Foreign Affairs Com- Fascell Berman But the markup sessions were not
mittee completed its markup of the entirely lacking in drama. On May 21,
bill May 23 and plans to approve the The Foreign Affairs Committee's Stephen J. Solarz, D-N.Y., stunned
legislation May 29. It could reach the proposal, similar to several bipartisan panel members when he announced 
House floor before the end of June, plans in both chambers, calls for the that former Indian Prime Minister
committee sources said. administration to declare a unilateral, Rajiv Gandhi had been assassinated. 

Several obstacles stand in the way open-ended moratorium on arms trans- Solarz then walked to the Capitol to
of the measure becoming law, how- fers to the region. During the morato- inform the full House, which honored 
ever. In recent years, foreign aid au- rium, the United States and other weap- the murdered Gandhi with a moment of 
thorization measures have bogged ons exporters would negotiate more silence and approved a resolution ex
down in the Senate. And the Bush permanent restraints on proliferation, pressing sympathy for India's loss.
administration is less than enthusias- The committee's proposal, spear- As the authorization bill took shape,
tic about the committee's efforts. One headed by Chairman Dante B. Fascell, the administration achieved mixed re-
State Department official said before D-Fla., would lift the moratorium if the suits in its campaign to revise the for
the final markup session that "we president determined that "another eign assistance law and eliminate the
have serious problems with this bill." major arms supplier nation" has con- congressional conditions and mandates 

The panel preserved restrictions on cluded an agreement to provide "ma- that have become endemic in the au-
U.S. aid to Pakistan and shifted $115 jor" military equipment to a country in thorization process. In a letter to law
million in military aid for Turkey to the Middle East or Persian Gulf. makers last month proposing the 
eKonomic assistance - in both cases Some committee members said pri- changes to the law, President Bush was 
over the administration's strenuous ob. vately that they believed other suppli- particularly adamant in seeking the end
jections. The committee previously had ers would quickly move into the breach of restrictions on aid to Pakistan. 
overturned administration policy on if the United States withdrew from the Under the so-called Pressler 
funding international family planning weapons business. Yet there was wide amendment, named for Sen. Larry
organizations, an action likely to trigger agreement that the provision, as Fascell Pressler, R-S.D., aid to Pakistan is per
a veto. (Weekly Report, p. 1304) sa;d, could "jump-start" multilateral ef- mitted only if the president certifies

With its Middle East arms control forts to control proliferation, that Islamabad does not possess nuclear

proposal, the committee weighed in on "If other countries are brave enough weapons. Bush's failure to make that
 
another issue that is emerging as a or willing enough to take up the chal- certification in October automatically

significant point of dispute between lenge, we ought to pursue it," the chair- caused a suspension of U.S. aid.
 
Congress and the administration. Sev- man said. Howard L. Berman, D-Calif., Bush's assertion that the adminis
eral members have sharply criticized a driving force behind the measure, tration would abide by the spirit of
 
the administration for moving too called it "a reasoned and well-thought- the Pressler provision even if it were 
slowly on non-proliferation, out attempt" at non-proliferation, lifted apparently fell on deaf ears. So-

In response, senior officials said a The committee plan also set- out an larz defended the recommendation
proposal will soon be released, proba- ambitious list of conditions for U.S. from his Asian and Pacific Affairs

bly the week of May 27. Secretary of arms transfers to the region even after Subcommittee to retain the Pressler
 
State James A. Baker III told the Sen- its moratorium. Only those nations that restrictions and shift Pakistan's fiscal 
ate Appropriations Foreign Opera- are "actively engaged" in the Arab-Is- 1992 aid allocation of $259.5 million to 
tions Subcommittee on May 23 that raeli peace process, or that at least have other countries.
"you won't have to wait too much expressed "willingness" to become in- The committee rejected an amend
longer." (Baker, p. 1389) volved, would be eligible to receive ment by Henry J. Hyde, R-ll., to scrap 

arms. Only weapons used for a credible Pressler. Hyde said punishing Pakistan
By Carroll J. Doherty "defensive mission" would be provided, while aiding other potential nuclear 
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poweri represents a double standard. The New York Democrat offered an Israel by $200 million in fiscal 1993.But Solarz argued that the adoption of amendment to restore the aid levels the The committee also retained rethe amendment "would pull the rug out administration originally requested. strictions on contacts between U.S. offrom under" regional and global efforts "What we're talking about here is very ficials and members of the Palestineat nuclear non-proliferation. important political symbolism," Solarz Liberation Organization, added at theIn one of the panel's few recorded said. Cutting aid to Ankara would be "a subcommittee level. And the panel apvotes, the Hyde amendment was de- slap in the face," he added. proved sense of Congress languagefeated, 8-13, with members split along But Solarz's amendment was re- urging the admin istration to persuadepartisan lines. The committee then re- jected by voice vote, as the panel's "Arab coalition partners" to lift theirjected, by voice vote, an amendment by members were far more concerned economic boycott against Israel.Robert J. Lagomarsino, R-Callf., which with the impact increased military as- Rep. Peter H. Kostmaver of Pennwould have exempted developmet aid sistance for Turkey could have on an- sylvania added two amendments thatfrom the Pressler amendment. The other U.S. ally, Greece. For more than would have a significant impact on U.S.measure also would have broadened the a decade, Congress has given Greecenuclear-certification requirements to 
Middle East policy. The liberal Demo
crat drafted a provision aimed to condiinclude neighboring India. tion arms sales to Kuwait on the emir-Administration officials concede ate's institution of democratic reforms.that it will be difficult to alter the Warned that an amendment Kostmayer said he was respondingcongressional habit of earmarking could offend the emir of to recent trials of residents of Kuwait
 

funds. After all, one of the more vex-
ing amendments to the measure, in Kuwait, Rep. Peter H. who allegedly collaborated with Iraq
the administration's view, was at- Kostmayer, D-Pa., replied, "I'd 

during the Persian Gulf War, espe
cially the "outrageous" case of onetached by conservative Republican man who reportedly received a 15-yearChristopher H. Smith, N.J. It would like to offend him." sentence for wearing a T-shirt withearmark $265 million for international Saddam Hussein's picture.health and child-survival programs. When one lawmaker said such aThe administration received some measure could offend the emir of Kuunanticipated cooperation from Demo- roughly $7 in military aid for each $10 wait, Kostmayer fired back, "I'd like
crats, however. The liberal chairman of it has approved for Turkey. to offend him."
the Africa Subcommittee, Mervyn M. The administration has never em- Under the amendment, which wasDymally, D-Calif., withdrew many of braced the so-called 7:10 ratio. Underthe earmarks on the Africa Develop- approved by voice vote, the presidentits fiscal 1992 request, Greece was al- would be required to certify that Kument Fund that his panel had added, located $350.5 million, about 56 per- wait has improved its human rightsThe full committee approved Dymally's cent of Turkey's military aid package. record and "acted to extend the right to
proposal to raise the amount of aid to be 
 But Foreign Affairs Republicans vote to all citizens" before the adminisprovided the fund from $800 million to joined with Democrats to reaffirm tration could go ahead with military$1 billion in fiscal 1992. their support for the 7:10 ratio, sales to the emirate.There was bipartisan agreement to Many argued that the ratio should be Several members, including Kostdefer the contentious issue of military preserved until the Ankara government mayer, proposed new economic sancaid to El Salvador, pending the out- withdraws the estimated 30,000 Turkish tions on Syria. President Hafez al-Ascome of peace talks aimed at resolving troops on the island of Cyprus. "I want had's government is already on thethat country's long-running civil war. action on this issue," said ranking Re- State Department's list of terrorist na

publican William ';.Broomfield, Mich.,Turkey's Aid Cut tions, and therefore is ineligible to reusually one of 'he administration's ceive U.S. assistance.The committee supported a reduc- strongest support( rs on the committee. But Kostmayer, angered by reportstion in the administration's military aid Disputing Solsrz's contention that that the government of Czechoslovakiarequest to Turkey, as recommended by shifting funds from military to eco- sold tanks to Syria, offered an amendthe Subcommittee on Europe and the nomic aid would insult Turkey, Hamil- ment to extend sanctions to other na-Middle East, and approved several ton said the countr 9would still enjoy an tions that provide military equipmentamendments that could affect U.S. rela- "astounding increase" of 25 percent to the Damascus government.tions with nations in the Middle East. over fiscal 1991 a: sistance. As it was originally drafted, the mea-The subcommittee had supported Hamilton aqd d that the Ozal gov- sure could have prohibited commercethe proposal by its chairman, Lee H. ernment got an "e :reedingly generous" with nations that provided any militaryHamilton, D-Ind., to cut the administra- $1.3 billion in aid 'from all spigots" in materiel to designated terrorist nationstion's request for military assistance to fiscal 1991, althoul'h its original alloca- - an action that would have had aTurkey by $125 million, from $625 mil- tion was less than half that amount, drastic impact on U.S. trade worldwide.lion to $500 million. It shifted all but $10 After extended conversationsmillion of the difference into economic Policy Amendments among State Department and comsupport fund aid for Turkey. To no one's surprise, the panel con- mittee attorneys, the amendment wasSolarz again assumed center stage in tinued to earmark aid for the recipients rewritten to bar U.S. assistance to anythe debate over aid to Turkey, support- of the most U.S. a ;sistance, Egypt and nation that provides "lethal militarying the administration's argument that Israel. The comrrittee approved $2.5 equipment" to terrorist nations. Thethe government of President Turgut billion in military md economic aid for president could waive the provision ifOzal earned increased military assis- Egypt and $3 billi( n for Israel for fiscal he deemed it in the national interest.tance by vigorously supporting the war 1992 - about the same as in fiscal 1991. The Kostmayer amendment wasagainst Iraq. But it did raise military assistance for approvwd by voice vote. 0 
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n 1985, the U.S. Agency for Interna-
tional Development (USAID) launched 
a major child survival initiative and com-

mitted itself to a course of action to bring 
about a significant reduction inthe number 
of preventable child deaths inthe devel-
oping world. Specifically, USAID under-
took to reduce the infant mortality rate in 
USAID-assisted countries from the 1985 
average ofrt 
in large part by 

0 collaborating in an international effort 
to extend immunization coverage against 
the 
to 80 percent of children in the developing
world and 

• ensuring use of oral rehydration thera 
py in45 percent of diarrheal episodes and 
making oral rehydration salts available to 

virtually every child in need of them. 


Since 1985, USAID has committed over 
$1billion to its Child Survival program 
(see Figures 1and 2)and developed 
detailed strategies to guide the efforts 
of field missions working with over 60 
host governments to plan and implement 
child survival activities. It has also mobi-
lized U.S. universities, private voluntary 
organizations, and scores of other public 
and private agencies to take part inthis 
historic undertaking. This report details 
the progress made in increasing child 
survival between 1985 and 1990 and pre-
sents both global accomplishments and 
USAID's role in bringing those accom-
plishments about. 

Inthe five years since USAID's Child 
Surival program was officially launched, 
significant gains have been made in 
enhancing the survival and health status 
of infants and children in the developing 
world. Foremost among the gains in 
USAID-assisted countries have been 
the following: 
a Infant mortalty rates declined by 10 
percent. Insix countries with pa9ticularly 
strong programs, the percentage declinestrog pogras,he prcetagedecine 
ranged from 15 to 52 percent. 

Vaccination coverage for the full DPT
series (three shots for diphtheria, pertus-
sis, and tetanus) rose from 40 to 72 per-
cent and continues to increase. Forty-two 
countries achieved coverage levels of 80 
percent or better and another 10 countries 
had coverage rates that were between 70 
and 80 percent. 

0 Vaccination coverage for measles 
increased from 24 to 71 percent. 
• The use of oral rehydration therapy 
for the treatment of diarrhea rose from 

20 to 33 percent. 
Throughout the developing world, USAID, 
working in partnership with the World 
Health Organization, the United Nations 
Children's Fund, and many other part
ners, and inconcert with the governments 
of developing nations, has helped to bring 
down infant mortality rates from the 1985 

average of 96 to 86 per 1,000 live births 
in 1990. The World Health Organization 
estimates that immunization programs 
now avert 2.6 million child deaths indevel
oping countries each year from measles, 
pertussis, neonatal tetanus, and polio. The 
use of oral rehydration therapy against 
dehydrating diarrhea is estimated to save 
the lives of over 1million children every 
year. Since 1985, the proportion of the 
population with access to oral rehydrationsalts has climbed fr'om about 35 percent
 

t h percent
 
to 63 percent.
 
Inaddition to the twin engines of child

survival - immunization and oral rehydra
ion therapy to control deaths due to diar
rheal disease - USAID has developed and 
implemented an array of programs that 
attack the root causes of much of the child 
morbidity and mortality in the developing 
world. Inparticular, USAID has fielded 

programs that are working to 
* promote child spacing and other mea
sures to reduce the number of high risk 
births; 

* improve child nutrition through the 
promotion of breastfeeding, better wean
ing practices, vitamin A supplementation, 
and growth monitoring;, 

t improve maternal health and nutri
tion; and 
0 increase the availability of local health 
services for the prevention and treatment 
of acute lower respiratory infections and 
malaria. 



Total funding for child survival 

FY 85 through FY 90: $1,031,881,000 
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programs are a number of key program
strategies that are essential to achieving 
a lasting efect 
E focus on afew relatively simple,proven
technologies; r 

0 concentrate on countries with highinfant and chfild mortality rates and in 
winantadchegre atestipatand inmd 

which the greatest impact can be made; 

oes,
such as the World Health Organiza-
on,the United Nations Children's Fund 
ntenite NatonChinsunns 

universities, and host country institufions; 

s mobilize and work closely with the pri-
vate sector, both private voluntary organi-
zations and for-profit organizations; 

Total funding by regional distribution 

FY 85 through FY 90 
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programs; 

Upromote the development of sustainabi,: 

services; 


increase program effectiveness through
problem-solving applied research; and 

monitor, evaluate, and refine program 
services. 


As detailed inthe following pages, manyof the causes of child r.orbidity and mor-
tality are amenable to low-cost, relatively 
simple and proven preventive and cuative 
measures. Since 1985, USAID and its part

ners in the global effort to increase child 
survival have made significant progress in 
making those meas ires available in more 
and more communities throughout the 
developing world. 

Total funding by Intervention
 
FY 85 through FY 90
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accomplished by this unprecedented 
global coalition as well as some of the 
challenges that remain. The experience
of the past five years will provide valuable 
guidance on how to accomplish the tasks 
ahead. Amajor challenge will be sustain

ing these achievements inthe coming
igteeaheeet ntecmn 
years - experience has already shown that 
accomplishments not maintained with vig
iance can slip away. The final section ofthis report summarizes the lessons from 
the past that are helping tc chart USAID's 
child survival course for the 1990s. 

U.S. Agency for International Development 

Washington, D.C. 20523 

May 1991 
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COMMON RESPONSIBILITY IN THE 1990's 

The Stockholm Initiative on Global Security and Governance 
.. 1)91)xpri1 22, 

PREFACE 

The world today has a unique opportunity to meet the global challenges. 
Securing peace, sustainable development and democracy requires na-tions, intheir common interest, to create anew system of global security

tion,iteret,i thiro ceatommn a ew yste ofgloal ecuityof 
and governance. We believe that the time isright f&,r nations to take that 
great step forward, living up to their common responsibilily. 

The transformation of relations between East and West has ended the 
Cold War, freeing minds and resources that for so long were bound by 
sterile confrontation. The momentous changes in East-West relations in 
the final years of the past decade have provided new openings for the 
world in the 1990's. Though the openings are real, the process isfraught 
with dangers, including, in particular, the extreme difficulties facing the 
transformation of the Soviet Union. 

The conflict in the Middle East, following Iraq's invasion of Kuwait, 
has revealed the weaknesses in the present system for international 
peace and security. Freed from the constraints of the Cold War, the 
United Nations did respond in an unprecedentedly speedy way to the 
crisis. Yet the organization was neither in a position to prevent the crisis,nor to solve it in a peaceful manner. 
ordsolversiwmuta acl manneri l ta

World leaders must now act determinedly to build a new system for 
peace and security,on both aglobal and regional scale. Failing this, the 

1990's may become a decade of dangerous instability. Such a -. ystem 
must meet the interests of all nations, strong and weak alike. Resolute 
action must be taken by the United Nations whenever international law 
is broken. Fears must be allayed that double standards played a role in 
making possib!e the international response to the Gulf crisis, and we 
must now make sure that military culture is not given a new lease of 
life. A system of security, on global and regional levels, must build on 
princip es of sovereignty and universality, and not on the military might 
of individual powers. 

Peace and security will not be achieved unless international cooper. 
ation is extended also to deal with the threats that stem from failures in 
development, environmental degradation and lack of progress towards 
democracy. Injustices that prevail throughout the world are a constant 
threat to the security of nations and people. Increasing economic and 

ecological interdependencies have not been met by a corresponding 
strengthening of global cooperalion and governance.

As we enter the new decade, the opportunities for progress in interna
tional cooperation are greater than ever before. Collective security can 
be achieved. Poverty can be reduced, and in foreseeable time extreme 
poverty can even be eradicated. Environmentally sustainable develop
ment is possible. Democracy and human rights are uni:-ersal and in
creasingly potent values.A new spirit of cuoperation has be~en seen in many areas, but nowhe prp or ein han inteen toard realiztionwhere, perhaps, more evidently than in the trend towards revitalization

the Ulnited Nations. The organization has played a significant role as 

many regional conflicts moved towards resolution during the latter part 
of the 1980's. 

After a decade, the greater part of which was characterized by selfish
ness and arrogance, we need to restore global morality. We need the 
vision of being one global neighbourt-ood. That is the idea of interna
ional solidarity, without which humankind might not survive the next 

century. We need a new world order, based on justice and peace, demo
cracy and development, human rights and international law. 

These visions led in -he 1980's to a number of initiatives, taken by 
leading statesmen who shared the conviction that the increasing global 
interdependencies could only be dealt with by common action. 

More than ten years ago. the former Chancellor of West Germany,Willy Brandt, formed an international Norh-Soutn Commission. Being 
an independent group, the Brandt Commission could free.y embark onnidpnetgop h rnt omsincudfel mako
 

most imaginative project. ;a 1980, the Commission presented its analysis and its proposals for improving reations between industrial coun
tries and developing countries. With its new thinking on mutual inter
trie and dloing cties With its netin g onmt er
ests an idart bn p oplndon a 
quite an impact on publicBrandtopinion.wrote that reshaping iorth-South relain the report, Willy
tions is the greatest social challenge to mankind forihe remainder of 

While hunger rules, peace cannot prevail. He who wants to ban war must 
also ban poverty. Morally Amakes no difference whether a human being 
iskilled in war or is condemned to starve to death because of the indiffer
ence of others. 

However, the "Programme for Survival" could not convince the de
cision-makers of key countries. While they accepted the idea of a first 
North-South summit (held in 1981 in Cancun), they disliked most of the 
recommendations for a profound change in international economic 
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relations. Similar was the response to the second report, "Common Cri-
sis", that focussed -n debt and energy issues. Obviously, the invasion of 
Afghanistan and the following East-West confrontation had heated the 
intei, ")nal political climate, in a way that. was not conducive for im-
pivi., Norh-South relations. 

it was in the face of these deteriorating relations between East and
West that in ;980 the late Prime Minister of Sweden, Olof Palme,
founded his Independent Commission on Disarmament and Security
Issues. It dca~t with another major aspect of global interdependence,
that of security and the threat of nuclear war. The Palme Commission 
discussed confidcnice building measures and disarmament. It furthered 
a new concept, "common secri.iy-, which in 1982 also gave the report
its title. 

Olof Palme wrote in that report: 
There can be no hope of victory in anuclear war, the two sides would be
united in suffering and destruction. They can survive only together. They
International securitysecurity must rest on acommitmentmust achieve not against the adversary but together with him.to joint survival ratther 
than on a threat of mutual destruction. 

The aim of the Palme Commission was to promote a downward spiral in arms. It elaborated a broad programme for reducing the nuclear threat
by test bans and non-proliferation agreements. It agreed on the need
for a further build-down of conventional forces and a ban on'chemical 
weapons. All these proposals are still valid. Like the Brandt Commis-
sion, it also proposed measures for controlling the arms trade. Andforcefully, it argued the effectiveness of confidence-building measures.
The Palme Commis -on also paid particula, attention to the security
needs of the South, and suggested ways of strengthening the United Na-
tions. 

Many of the key ideas of the Palme Commission, including the con-
cept of common security, are now being taken up - but only after a
costly delay. All through the 1980's, the arms race continued, and viol-
ent conflicts took the lives of millions of people. 

In response to growing concerns about the global environmental situ-ation, the World Commission on Environment and Development was set 
up. The Secretary-General of :he United Nations called upon Gro Har-lem Bru,,2'and to chair the commission. it presented its report in 1987, 
ca urommtonhairtue.omisiincal~cd "Cur Common Future". 

The Brundtland Commission found that present development pat-terns could not be allowed to continue. While economic and social de-velopment suffered from severe national and international imbalances, 
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threats to the environment were becoming giobal in scope and devastat
ing in scale. But the Commission also found that necessary changes were 
possible, that humankind had never before had greater possibilities to 
break out of the negative trends of the past. To do so would require
political reform, a fair access to knowledge and resources and a more
just and equitable distribution within and among countries. 

The central concept introduced by the Brundtland Commission was 
that of "sustainable development". The report wrote: 

Sustainable de,.elopment seeks to meet the needs and aspirations of the 
present without compromising the ability to meet those of the future. Far
from requiring the cessation of economic growth, it recognizes that the
problems of poverty and underdevelopment cannot be solved unless we 
have a new era of growth in which developing countries play alarge role 
and reap large benefits. 

The report emphasized the in-reasing importance of interdependence
in coping with global environmental problems. it brought out the strong
connection between problems of environment and problems of develop
coordinated and integrated approach. 
ment and security, and showed that meeting these challenges requires a 

During the final years of the decade, another commission was
formed, the South Commission. Chaired by the former President of Tan
zania, Julius Nyerere, it dealt with the situation of developing nations,
and in particular with the possibilities and needs of strengthening South-
South cooperation. It presented its report, "The Challenge to the 
South", in 1990. 

While recognizing the importance of a conducive international envi
ronment for development, and calling for efforts to revive the North-
South dialogue, the report stressed the Lresponsibility of developing
countries to ensure a better future for themselves. It devoted much at
tentiorn to economic and political reform and the importance of improv
ing domestic economic management. It advocated a people-oriented
strategy and came out strongly for strengthening democracy and for
curbing authoritarianism, corruption and militarization. 

*Thelast paragraph of the South Commission's report expressed thisclearly: 
clearly:In	the final analysis, the South's plea for justice, equity, and democracy 

the global society cannot be dissociated from its pursuit of these goalswithin its own societies. Commitment to democratic values, respect for
fundamental rights - particularly the right to dissent - fair treatment for
minorities, concern for the poor and underprivileged, probity in public
life, willingness to settle disputes without recourse to war -	 all these 
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cannot but influence world opinion and increase the Sou!h's chances of 
:xcuring a new world order. 

There is one basic common denominator in the thinking of all the four 
independent Commissions: no nation can resolve its own probl-ms 
without relying on others. The Commissicns spelled out our interde
pendence. They emphasized that we must work together to be able to 
live in one world, to reach a common security, to have a common future. 

In early 1990, after the momentous changes of 1989, Willy Brandt as-
sembled members of his own Commission, together with several 
representatives o- the other Commissions. They met at Konigswinter, 
outside Bonn, and reviewed the 1980's and outlined new prospects for 
the 1990's. There was solid agreement that the major challenges of the 
1990's could be mastered only by coordinated multilateral action. 

As a result of the Konigswinter meeting, Prime Minister Ingvar Carls-
son, Sir Shridath Ramphal and Minister Jan Pronk were asked to form 
a Working Group. Their task was to make an assessment of the new 
opportunities, and to suggest major areas for multilateral action. One 
year after the Konigswinter meeting, we assembled in Stockholm, at the 
invitation of Prime Minister Carlsson. Inspired by the themes of the 
earlier independent Commissions - and on the basis of a memorandum 
presented by the Working Group - we have tried to outline some ele
ments of great relevance for the 1990's. 

In this Stockholm Initiative, we put forward a number of proposals
which we bel-eve require urgent action. We may not all agree with each 
single suggestion, but the need for a comprehensive effort is recognized 
by us all. We are convinced that the present is a uniquely propitious time 
for an initiative to be taken, that responds with imagination and bold
ness to the manifest needs ot the present and the future. 

Stockholm, April 22, 1991 

Ali Alatas Manuel Camacho Soils 

PatricioAylwin Az6car* Fernando Henrique Cardoso 

Benazir Bhutto Ingvar Carlsson 

Willy Brandt Jimmy Carter* 

Gro Harlem Brundtland Bernard Chidzero 

9 


Rcinaldo kigueredo Plwnchauri BradjrdMorse 

B~rolislaw(Jereinek Jidius f. yerere 

AbdlufifAl-Iluiud Babacur Ndiuye 

Mahhub ul ilaq Saburo Okifa* 

Viclav Havel ° Jan Pronk 

Edward Heath Shridath Ramphal 

Enrique Iglesias Nufis Sadik 

Hong-Koo Lee Salim Salim 

Stephen Lewis Arjur, Sengupta 

Michael Manley* Eduard Shevardnudze" 

Viadlen Martynov Kalevi'Sorsa 

Thabo Mbeki MauriceStrong 

Robert McNamara* Brian Urquhart* 

'Could not attend, but ha agreed to support the paper. 
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SUMMARY OF PROPOSALS 

PEACE AND SECURITY 

We propose. 

I. 	 improved United Nations capabilities for anticipating and prevent-
ing cokoflicts, in particular the establishment of a global emergency 
system; 

2. 	 the elaboration of a global law enforcement arrangement, in line 
with the United Nations Charter, focussing on the ro1, of sanctions 
and on military enforcement measures; 

3. 	 organizational and financial measures to strengthen the United Na
tions capabilities for peace-keeping and peace-making operations; 

4. 	 Regional Conferences on Security and Cooperation to be tried in 
regions also outside Europe; 

5. 	 that the monitoring of world arms trade, particularly by the United 
Nations, be strengthened with the purpose of eventually agreeing 
on global norms, regulating and limiting trade in arms, and focus
sing on both supplier and recipient countries; 

6. 	 a pledge by governments in the industrialized countries to allocate 
a specific part of the peace dividend for international cooperation; 

7. 	 a commitment by governments in the South to substantially reduce 
their armed forces, with the purpose of creating a peace dividend to 
be invested in human development. 

DEVELOPMENT 
We propose: 

K 	 that the world community sets the goal to eradicate extreme poverty 

within the coming 25 years, through a committed effort to achieve 
sustainable development; 

9. 	 that the following targets for the year 2000 be emphasized and that 
countries' achievements be monitored closely: 
- primary education for all children, 

- equal participation of boys and girls in schools,
 
- reduction of child mortality by at least one third, 

- reduction in maternal mortality by one half; 

10. 	a strengthening of the multilateral framework of trade-related 
agreements, reducing protectionism on all fronts, and expanding 
opportunities for developing countries' participation in world 
trade; 
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11. 	 a strengthened debt strategy, introducing a strong element of debt 
forgiveness to radically cut the debt overhang: 
- by terms and conditions in Paris Club reschedulings that go far 
beyond today's in providing relief and applying to a broader range
of countries,
 
- by commercial debt restructuring that better corresponds to the
 
secondary market value of that debt,
 
- by increased financing on appropriate terms by the international
 
financial institutions;
 

12. 	 that all industrialized nations set public time-targets to provide one 
per cent of their GNP for international development cooperation. 

ENVIRONMENT 
We propose: 

13. 	 that fees are levied on the emission of pollutants affecting the global 
environnent, in particular carbon dioxide emissions from the burn
ing of fossile fuels; 

14. 	 an international energ-' dialogue promoting a more efficient use of 
the world's energy resources, and, in particular, the use of alternat
ive and renewable energy sources, e.g. solar energy;

15. 	 that the United Nations be encouraged to take up environmental 
issues at the highest level in all appropriate fora;

16. 	 that nations resolve to make the 1992 United Nations Conference 
on Environment and Development a breaktirough for achieving 
sustain~able development. 

POPULATION 
We propose: 

17. 	 that national and cultural leaders mobilize the political commitment 
and the technical means for making a breakthrough in limiting 
population growth; 

18. 	 that the 1994 International Conference on Population and Develop
ment promote the implementation of policies and programmes to 
reach population stabilization goals. 

44 



DEMOCRACY AND HUMAN RIGHTS 

We 	propose: 

19. 	 the strengthening of the United Nations role in monitoring how 
countries live up to their commitments to conventions and declara
tions concerning human rights and democracy, recognizing that 
democracy can develop only through popular internal will; 

20. 	 the strengthening of independent international institutions that of
fer to monitor countries' observance of democratic rules and prin
ciples, in particular at time of elections, respecting the constitu
tional order of each country. 

GLOBAL GOVERNANCE 

We propose: 

21. 	 that the United Nations takes on a broadened mandate at the Secur
ity Council level, following the wider understanding of security
which has developed, and that its composition and the use of the 
veto be reviewed; 

22. 	 that the Secretary-General be given a stronger position and the 
means to exercise authority, and that the method of appointment of 
the Secretary-General and of higher-level staff be reviewed;

23. 	 that the system-wide responsibilities and authority of the Secretary-
General concerning interagency coordination and cooperation 
should be firmly established; 

24. 	 that the financing system of the United Nations be reviewed, and 
that countries who do not adhere to the financial rules be deprived 
of the right to voze; 

25. 	 that the activities of the United Nations in the economic and social 
fields be strengthened and rationalized; 

26. 	 that the International Monetary Fund and the World Bank be co
ordinated, among themselves and with the United Nations system 
and GATT, with the aim of a clearer division of labour, better har
mony and full universality in their work;

27. 	 that a World Summit on Global Governance be called, similar to 
the meetings in San Francisco and at Bretton Woods in the 1940's;

28. 	 as a matter oi priority, the establishment of an independent Interna
tional Commission on Global Governance. 
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"" "Despie the new relevancegained&yits 
role in the Gulf, the UN badly needs 

OPINION structuralchange to create a strong, 
coherent, crediblepolity-making body 

The Hydra-Headed UN
 
y John C. Whitehad 

and Jeffrey Lasutd 

HE United Nations 
emerged from the Kuwait 
crisis with its reputation 

consideriabl enhanced. Long 
faulted [orimpotence and indec-
sion, on haq the organi.atoton 
demonstiated resolve and ellec-
6ti.etess. But the UN's seeming 
ne relesance is showing some 
limits, as the General Assemblh 
demonstrated this month in a 
frustrating se,sion called to con-
sidet tite gosernance of the UN's 
econonc and social activties 

The backdrop fot the session 
was the unesen performance of 
UN social and humanitarian 
agencies - numerous but on shoe-
string budgets all - incoping with 
problems of environmental de-
structiot. refugee relief, and eco-
nomic desastation in the after-
math of the Gulf war. It was a 
bracing reminder that the UN 
has become aJanus-likesystem of 
tso faces - the UN of peace and 
security, relatisel%purposeful and 
effecme, to u hich influential go%-
ernments pa. active and groi g 
attention; and the UN of eco-
nomic ard social affairs, halting, 
hortators, and often ignored b) 
powers great and small. 

The Securit% Council, at the 
center of the securit% system, has 
prosed it can move with a dis-
patch and efiectiveness that the 
US Congress might envy On 
pressing political issues, it can 
draw foreign ministers from their 
capitals for top-leve decisions 
But on economic, humanitarian, 
and social issues, ';ich account 
for sonic 80 percent of UN 
spending. the management and 
polic process is tortuoush slo . 
The spra%, hg collection of agen-
cies and goserning bodies has no 
real central authority UN meet-
ings diiectl insolsing Cabinet-
lesel ministers on a global eco-
nomic or social poli) agenda are 
viruall. unknown. 

Meetings do go on at such le.-
els. The%just don't go on in the 
UN. On the eve of the the re-
sumed Assembl) session, finance 
ministers of the Group of Seen 
major industrialized countries 

met to thrash out common policy 
on interest rates and related eco-nomic issues that will affect the 
entire global econom. Even 

though an%decisions on these is-
sueswould'havedramatic impacts 
on. sa. the debt burdens of the 
third 'orld, not a single develop-
ing country is involved in them. 

It has not escaped the notice of 
developing countries that inter-
national economic polic) is made 
without them. Their repeated 
passage of plaintie UN resolu-
tions ads ocating debt relief has 
had no impact on events. Their 
representatixes understand that 
the UN resolutions they painstak-
ingl, craft on economic and iocial 
problems get filed unread not 
onlh in Washington and Bonn, 
but theti own ctpitals as well. 

r HE system's fragmenta-
tion has frustrated the the 

IL industrialized countries as 
well. Urgent threats to the world 
environment are a case in point, 
There is no place in the UN sys-
tern where a commor polic)n 
environment can be established 
to guide the actions ofthe many 
UN agencies involved in agicul-
rural and industril development, 
trade, health, educition. and sci-
ence. Likewise, whJe the UN 
sometimes does a ver, credible 
job at delisering relief to refu-
gees, it has been unable to set an 
agenda addressing the social 
problems that cause man) refu-
gee emergencies. 

Yet the UN's crisis in relevance 
has not led to ans agreement on 
its restructuring. Since ambitious 
designs for reform have foun-
dered on political inertia in the 
past, hopes for the recent session 
were focused modesti on setting 
a nes direction for a single over-
sight bod%, the Economic anid So-

invohing many agencies and gov
ernments can be convened to serious commitments for action. 

"A7 HAT the far-flung UN 
sstem needs is a 
powerful nerve center,a 

role the Economic and Social 
Council clearly does not fil. In 
the absence ofa nerve center, an) 
other organism would be de. 
clared brain-dead. Yet some de
veloping country representatives 
diagnose the source of the UN's 
marginalization as its not having 
enough poor,weak countries in
volved in the council. 

Their prescriptior. - adding 
more developing country govern
ments to the coundl - has stalled 
progress on fundamental reform. 
B% pushing a shopsorn notion of 
goernments . cuality" that is 
manifestI%contradicted by world 
realities, these representatives 
display telling indifference to the 
structural causes contributing to 
the UN's sideline role. 

There are, however, hopeful 
signs. De.eloping countries 
themselhes are callin for UN 
meetings on major problem areas 
at the level of government minis
ters. The) have also proposed 
joint top-level meetings between a 
few of their number and the 
Group of Seven - though most of 
them strangel) resist insttution
alizing such a group as a UN 
nerve center. For their part, the 
Nordic countries are proposing 
thoughtful and far-reaching re
forms to establish a credible 
center of UN authority. The 
larger WVestern powers are at least 
amenable to substantive reform, 
even if some stand-patters 
whisper the) are better off with a 
weak UN. 

Ten days after the resumed 
session recessed, wear negotia' 

cial Council. This was orignall% tots reached belated agreement 
estabhlished as an 18-member 
counterpart to the Security Coun-
cil, though with neither veto nor 
coercive power. "odla% it has 54 
member states, meets at the level 
ofjunior diplomats who have no 
political authority to commit an)-
one to anything, rarelb draws 
even UN agenc) heads to its 
meetings, and rehearses speeches 
that will be recycled in the Gen-
eral Assembly It is not a place 
Ahere discussion of urgent issues 

on a package of modest proce. 
dural reforms, but left the sys
tem's fundamental weaknesses 
untouched. For the future, na
tions must press for a sharpening 
of this clouded vision of renewed 
UN relevance. 

E John C. Whiteheaisdichainanof 
theUnited Nations Association of the 
USA. Jeffuse Laurent, is execuitv 
director of U'As multilateral studies 
program. 
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-H umanitarianism Across Borders
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* Many officials 
view a$a 
watershedthe 
assertionby the 
UnitedNations
the world's 

preeminent 
security organ

that 
humanitarian 
assistanceand 
human rightsare 
themselves of 
overriding 
importance. 

By Larry rmew'"
 'Id--h"c G.Wai

anThomas G. Woin 

HE plight of the KurdsOand other Iraqis displacedT .by the Gulf"war has ex-

posed the strengths and weak-
nesses of the world's Iumanitar-
ian safety net. Like the war itself 
the world's response to the vic-
tims demonstrates both new po-
tential for collective action and se-
rious structural inadequacies in 
responding to human need. 

The appearance of some 2 mil-
lion refugees in a matter of days, 

say aid professionals, is unprec-
edented. While they concede they
could have donct more to avoid 
the tragedy, it is difficult to envi-
sion standby machinery that 
could deal overnight with a crisis 

ofthis magnitude. It is like having
enough plows to remove a foot of 
snow that falls in 12 hours, only 

to be faced with a blizzard that 
drops twice as much in six hours. 

Extenuating factors notwith-

standing, the world's inability to 
respond more eflectively to Iraqi
sutliering has cost innocent lives 

numbering probably in the tens 
of thousands. There are currently 

more than 15 million other peo-

pie around the planet who,
lfearing foir their lives, have
crossed international borders in 

se~itch of refuge. An even larger 
number are displaced within 
their countries of origin.

With the international com-
munity opposed to the repatri-

ation of people agaitist their will, 
the choice of sonie Iraqi Kurds to 
return home on their own stands 
as a judgment against tie lifeline 
available to theni. Their decision 
to coexist with an enemy who 
gassed their relatives rather than 
trust the world to provide for 
their needs would be understood 
by Cambodians languishing in 

wretched refugee camps along 
the Thai border and Palestinians 
similarly encamped in the occu-
pied territories, 

But international legal norms 
related to humanitarian aid may 

be changing. Over the years, the 
shibboleth of "sovereignty" has 
subjected aid to the needy to gov-

ernment consent. Normal diplo-
matic niceties were set aside, how-
ever, when the UN Security 

Council, labeling the mass up-
heaval a threat to international 
peace and security, insisted that 

"Iraq allow immediate access by
international humanitarian o;r-

ganizations to all those in need of 
assistance inall parts of Irdq."

Many oflicials view as a water-
shed the assertion by the world's 

preeminent security organ that 
humanitarian assistance and hu- 
man rights are themselves of 
overriding importance. "Soon it 
will no longer be acceptable," 
writes Bernard Koucher, France's 
minister of humanitaaian action, 
"to cross a border to wage war but 
not to do the same to make peace 
and save lives." 

Yet it is hard to imagine a 
more attractive case for humani-
tarian intervention than Iraq,
given Saddam Hussein's behavior 
and the prior UN decision to re-

move Iraq from Kuwait, using 
military force if necessary. Will 
the world community feel equally 
compelled to intervene the next 
time lives are on the line - for ex-
ample, in' Liberia or Somalia? 

The use of American, French, 
British, and Dutch marines inside 
Iraq without Iraqi government 

approval and the allied ultima-
tums to Iraqi troops to withdraw 
from areas which then become 

safe havens may indeed represent 
a turning point in the evolution of 
humanitarian ethics. At the same 
time, current lifesaving ellorts in 
the Gulf crisis -raise complex. 

questions. 
Lofty rhetoric about the right

and even the duty to intervene in
humanitarian emergencies is one 

thing. The institutional capacity 
of aid agencies to fulfill such obli
gations is quite another. 

Can multilateral institutions be 
strengthened so that future pre
emptive action by the United 
States and others will be unneces
sary? Do those requiring succor 
and those seeking to provide it 
need protection of a sort that only 
military force can provide? Does 
the scale and complexity of the 
humanitarian tragedy in the Gulf' 
suggest that the international 
community should be less willing 

to resort to military force and 
more patient with sanctions? 

Current suffering will be in 
some small measure redeemed if 
it hastens the establishment of 
more effective and consistent in

ternational responses favoring 
humanity over sovereignty. Soy
ereignty must be faithful to hu
mane values. 

N LarTyMinearisaiisitingfellowat 

the O(heneas Dkevlopmntl Council 
antd Brown University. Thonuis G. 
tiss is associate director of Brown 
Univesit s' Watson Institute for In
termtiwi Stwdiles. 
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Acatalog of miseries meets 'compassion fatigue' 

In Bangladesh, a cyclone kills at least 125,000 people
and leaves millions more prey to starvation and 
plague. In the Middle Fast, civil war drives an 
estimated 1.5 million Kurds from their homes, causing
countless thousands to die of hunger, cold, and 
sickness. In South America, a cholera epidemic claims 
at least 1,300 lives before the onset of the southern 
winter. And beyond those disasters looms the specter
of mass famine in Africa, which, relief experts say, 

5could kill between 20 million and 
WORL , RESS 30 million people. Taken together,

the underdeveloped world 
COMPEnNG FOR CHARITY currently presents a picture of 

The Ums Of Disaster Aid natural and man-assisted 
catastrophe rarely equaled in the 

" - 20th century. But in the 
recession-plagued industrialized 
countries, that catalog of Third 

i. World miseries arouses conflicting
Iemotions. Although there is an 

unmistakable urge to help, 
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relatively affluent Westerners face counter-claims for sym-
pathy from their own countries' hungry and homeless. And 
that, combined with a pervading sense !hat the Third 
World's problems are insoluble, creates what international 
relief workers call "compassion fatigue." 

The Kurdish tragedy, e ;: allowing for the belated U.S. 
reaction to it, attracted the greatest Western response, be-
cause it was a consequence of the Western-led war to liberate 
Kuwait. International pop-music stars in nine Western cities 
performed for free to raise money for the Kurds. But there 
were no recent concerts for Bangladesh. And many relief 
agencies are openly pessimistic about the likely Western re-
sponse to the famine disaster now brewing in the Sudan and 
Ethiopia. Western nations gave massively to defeat famine 
in those two countries six years ago, only to see it recur. 

In fact, aid officials say that if more effort had been put 
into long-range development, the threat of African famine 
might indeed have gone away-or at least receded. Bruce 
Moore, executive director of the Canadian Hunger Foun-
dation, asks, "Can we keep responding to all of these emer-
gencies? When will we address the larger agenda?" 

So far, world governments, non-governmental relief agen-
cies, and other international organizations have donated a 
total of $236 million for Kurdish relief. $18.6 million of which 
came from the Canadian government.The Bangladeshi gov-
ernment appealed in late May for $1.6 billion. Officials said 
that they have received pledges of about $234 million, $115 
million of which came from Saudi Arabia. 

Meanwhile, in eastern Africa, attempts to cope with fam-
ine have been complicated by civil war. The Ethiopian Marx-
ist regime had long battled Eritrean nationalists and Tigrean 
rebels, while Sudan's Moslem fundamentalist regime is fight-
ing a savage war against predominantly Christian rebels. In-
ternational relief workers have accused both the Sudanese 
government and the recently ousted Ethiopian regime of 
obstructing their attempts to send aid to rebel-held areas. 
In Europe, too, relief workers say that Sudan and Ethiopia 
constitute the area most prone to the effects of compassion 
fatigue. "On a scale of magnitude," said Luc Trouillard, 
spokesman for the French branch of the international 
Roman Catholic charity CARITAS, "the East African fam-
ine beats all of the others combined, but we are receiving 
next to nothing for its victims." He added that of the money 
donated in France for relief recently, 89 percent went to 
Bangladesh, 10percent went tothe Kurds, andonly Ipercent 
went to Africa. 

The perception that some Third World governments are 
not doing their best to help may also discourage potential 
Western donors. Bangladesh desperately needed more he-
licopters to distribute the food aid that was flowing in. The 
country's armed forces have only 30 helicopters, and fewer 

By John Bierman.-from the newsmagazine "MaceanVs "of Toronto. 
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than half are operational.
In Kurdistan, private aid . 
efforts were obstructed g . 
by overzealous Iranian 
officials-even though • " 
the fundamentalist Tehe
ran government had com-,' 
plained that Western re
lief was inadequate for 
the massive influx of Iraqi A / 
Kurds into Iran. The U.S. 
charity Arnericares with
drew a seven-member 
medical team, abandon
ing a $575,000 clinic and 
$2.2 million worth of 
medicines and food, after a " 
Iranian officials accused 
them of spying. And a 30-member medical 
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team from the
 
French organization Mddecins Du Monde (Doctors of the 
World) left another refugee camp for similar reasons. 

Such outright obstructionism as Iran's is rare. But Third 
World failure to prepare for predictable disasters is clearly 
not. Franqois Arsenault, director of international humani
tarian assistance for the Canadian International Develop
ment Agency, has stressed the need forThird World coun
tries to make better use of development programs. In 
particular, he said, "disaster-prone countries must more and 
more look to disaster-preparedness programs."That was ap
parently a reference to Bangladesh, where, although cy
clones are common, successive governments have failed to 
introduce a proper warning system. 

Obviously, cyclones cannot be prevented, adequate rain
fall cannot be assured, and oppressive governments cannot 
constantly be removed by outside intervention. But poor 
environmental policies, which contribute to such Third 
World disasters as crop failure due to drought and flooding, 
can be corrected. Conservationists say that the deforestation 
of the lower slopes of the Himalayas has added greatly to 
the flow of water over low-lying Bangladesh. Population in
creases, deforestation, and overgrazing have accelerated the 
pace at which once-arable land is becoming desert in Africa. 

Still, statistics indicate that, over the long term, the Third 
World's problems are not insoluble. For example, as one 
indication oi progress, the U.S. Agency for International 
Development recently pointed out that infant-mortality 
rates in Third World countries had been cut 10 percent in 
the past five years. 

Although continued Western aid cannot avert Third 
World disasters, it might make them significantly less severe 
if combined with a determined effort to prevent further en
vironmental degradation. And that success might in turn 
help the wealthier industrialized countries to overcome the 
demands of recession and compassion fatigue-and to go 
on giving. U 
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The Insoluble Problems of
 
Absolute Poverty
 
By TAWHID ALi() ver 400 million people live 

in the 42 nations categorized 
as Least Developed Coun-
tries (LDCs). The LDCs 

present a unique problem of .onomic de-
velopment. Their case is distinct not only 
because their economics are relatively 
backward, but also because their peculiar 
structural and natural characteristics im-
pede efforts toward integration with the 
rest of the world economy. To combat 
their special problems, the international 
community adopted in 1981 a Substantial 
New Program of Action for the Least De-
veloped Countries (SNPA) at the first UN 
conference for LDCs in Paris. The Pro-
gram set guidelines forad se f ag 
ile economies toward self-sustaining 
growth. The program's major goals were 
for the LDCs to attain minimum standards 
of nutrition, health and transport. Officials 
from about 150 countries adopted a similar 
plan of action at the beginning of 
1990s, and produced a thorough review of 
the advances made over the previous dec-
ade. Yet despite persistent international 
and domestic efforts, the LDCs continue to 
face problems in many areas of their de-
velopment. Bad policies and a lack of a 
feasible infrastructure to implement policy 
improvements plague development efforts 
LDCs are disadvantaged in trade and lack 
the resources for efficient internal markets. 
Adding to these problems, the govern-
ments of the LDCs have shown little ini-
tiative in solving their own problems. The 
LDCs' economies have actually shrunk 
during the last decade when the SNPA was 
to have promoted at least minimal eco-
nomic growth. 

The international economic climate was 
particularly unfavorable to LDCs in the 
past decade and actual growth during the 
1980s was far lower than expected. De-
spite national and international efforts to 
promote economic growth, Gross Domes-
tic. Product (GDP) grew by 2.3 percent 

Tawhid Ali is a staff writer for the Harvard 
International Review, 

annually in the 1980s. This was down from 

3.4 percent in the 1970s. More alarming, 
GDP growth rates were lower than the 
average annual population growth rate of 
2.4 percent. This figure indicates adeterio-
ration in GNP per capita. But, the statis-
tics conceal the wide variations that exist 
among countries. Six LDCs-Benin, 
Bhutan. Gambia, Guinea Bissau, Laos and 
Burma-recorded growth rates of 5-7 
percent annually, a figure that was higher 
than their population growth rates. This 

Domestic policies must 

have affected the economic 
outcome but no underlying 
othat 
trends are evident.. .leaving
policy planners puzzled 

over the seemingly random 
success of their plans.

ocountered 
I 
figure surpassed even SNPA targrts. Five 
other countries--Central African Repub-
lic, Niger, Mozambique, Samoa, Sao Tome 
and Principe-had negative growth during 
the same period. 

Agricultural performance was espe-
cially worrying since the average annual 
growth in total food and agricultural out-
put averaged about 1.7 percent-far short 
of the figure projected in the 1981 SNPA, 
and below the rate of population increase. 
But again, statistics do not tell the entire 
story. They often obscure fluctuations in 
net production over the relevant period. 
Agricultural production in many LDCs 
surged in 1981 and 1985 but slackened 
from 1982 to 1984 and from 1986 to 1987. 
These periods of reduced production coin-
cide with natural disasters in some of the 
LDCs. There were also some variations: 
Benin, Bhutan, Burkina Faso, Cape Verde, 
Guinea Bisseau and Yemen registered ag-
ricultural output growth of over 4 percent. 

Domestic policies must have affected 
the economic outcome but no underlying 

trends are evident. Some policies worked 

in one country but were disastrous in 
another, leaving policy planners puzzled 
over the seemingly random success of their 
plans. The capacity to generate foreign 
exchange through exports other than the 
traditional commodities is the only factor 
common to the six successful LDCs but 
one might question whether that is the 
cause or effect of growth. Each of these 
countries, which registered GDP growth 
rates of over 6 percent in the 1980s, have 
non-traditional goods as their main source 
of export earnings: hydro-electric power in 
Bhutan, diamonds in Bhutan, tourism in 
the Maldive3. But otherwise there are no 
common factors. This correlation suggests 

export-oriented growth is the way to 
economic prosperity. 

If one had to point out an underlying 
cause of failure in the countries whose 
production decreased, it would be natural 
calamities, which obviously cannot be 

with any policy. Recent floods 
have caused much damage in Bangladesh 
and Sudan. Locust infestations have de
stroyed crops in Ethiopia, Sudan and other 
African countries. Armed conflicts and 
political instability have also stymied 
growth. Price fluctuations in many LDC 
agricultural commodities have com
pounded LDC problems. The sugar price 
index, for example, fell 90 percent be
tween 1980 and 1985, and cut the income 
of many sugar exporting LDCs. 

According to UN planners, three major 
factors have contributed significantly to 
the dismal performance of the LDCs in the 
1980s: basic structural contraints, domes
tic policy shortcomings and adverse trends 
in the world economy. 

Structural Constraints 
Many LDCs suffer from severe geo

graphical and ecological handicaps. Of the 
42 LDCs', 15 are landlocked and another 
nine are small island nations with fragile 
eco-systems and high levels of environ
mental degradation. Small natural resource 
bases limit their capacity to export primary 
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Political Instability In LDCs complicates the development process. 

products. These natural constraints arc export markets force LDCs to use much of forgotten rural development and rapid 

compounded by devastated economies and their foreign currency earnings to finance urbanization has resulted-a process that 

extreme poverty. The lack of skilled their large debts. LDCs now face a debt has strained the urban infrastructure. LDC 

manpuwer and indigenous industries is a service burden whose real value was not governments continue to view income re

major hurdle to development. Domestic anticipated at the time the debt was con- distribution, land reform and decentraliza

industries produce a limited quantity of tracted. Continued borrowing in the 1980s tion of power as social and political issues, 

goods for small domestic markets thus in- has elevated the debt-servie ratio from 20 and not as conditions for economic de~el

creasing the dependence on imports. The percent in 1982 to an incredible 27 percent opment. Governments often fail to develop 

absence of rural and urban infrastructures in 1987. Because of this debt, the LDCs the private sector on a national scale and 

leads directly to the inability to convert have trouble in gaining access to foreign continue to fund uwprofitable government 

foreign aid into feasible projects. Aid is capital markets and thus cannot finance ventures like national airlines, utilities and 

therefore not fully utilized further con- trade-deals with the developed countries, heavy industry. Efforts to stimulate prinate 

straining growth. All these problems lead Technological changes at t,!e international investment and savings have failed misera
to small local markets, low to almost non- level often do not extend to the LDCs, be- bly except in a few cases, and has deprted 

existent savings and heavy dependence on cause the LDCs lack the capacity to import the countries of much needed capital. 

foreign aid for even basic needs like food. or borrow them. This alarming trend risks Women continue to play !argely traditional 

These handicaps perpetuate the vicious the furth(. economic marginalization of roles and their exclusion from the talent 

cycle in which poverty breeds poverty, the LDCs. Although the LDCs face these pool means a significant loss of human 
difficulties along with all the other devel- potential. The exodus of qualified person-

Adverse Global Trends oping countries, their case is special be- nel to developed countries is yet another 

LDCs are heavily dependent on raw cau,e of the extreme nature of their prob- loss, while unpopular governments, mili

materials exports for foreign currency lems. As yet, they are not recognized by tary strife and civil unrest continuallycom

earnings. Each country typically exports many as needing special consideration. plicate domestic policy-making. 
only one or two major commodities which The third major impediment to growth 
are often in excess supply on world-mar- has been the LDCs' domestic policies Structural Adjustment 
kets. Market price fluctuations are com- which have not addressed the challenges Throughout the 1980s, the LDCs faced 
mon, making any investment in the pro- faced by the LDCs. Many ill-conceived the double-edged problem of developing 
duction of these materials a risky venture, ideas have caused great damage when under such adverse conditions and deali:*g 

Many LDCs also face barriers to export implemented while potentially beneficial with their debt burdens. The worsening 

goods such as textiles and garments. High plans remain on paper because they lack external environment has not helped mat

interest rates coupled with these weak adequate supporting. Planners have often ters. The rest of the world had become in
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creasingly closed to imports and less many countries specialize in only one to should not be done without extracting 
willing to negotiate terms of traae favor- three commodities and have been at the promises for financial discipline in the 
able to the LDCs. In the 1980s, the LDCs mercy of the world market. For example, form of reduction of defense expenditures 
launched several programs to combat the between 1980 and 1988, international and curbing of unproductive operations. 
problems they faced in all ecosiomic sec- prices for coffee fell by 37 percent, cocoa Shanta Devarajan, of Harvard's Kennedy 
tors. Yet many of the problems remain by 51 percent and cotton by 33 percent. School of Government. says that "eventu
unsolved. In the 1980s, 27 LDCs imple- Tariffs and non-tariff barriers on processed ally, some of the debt to low income 
mented programs with International Mone- commodities have also hampered trade. In countrie,, should be written off, but the 
tary Fund support, but it is difficult to addition, agricultural subsidies in devel- problem of incentive will remain." A 
judge their impact. The World Bank now oped countries take away any cost advan- policy of cooperation would help the Least 
concludes that domestic problems-such tages that the LDCs might have in produc- Developed Countries achieve a degree of 
as poor policies, structural rigidities and ing food. economic stability. 
weak institutions-are the biggest hin- On the other side. the LDCs' govern
drances to progress while the LDCs claim An International Solution? ments need to place primary importance on 
that the policies themselves are definitely At the international level, developed the implementation of policies which stress 
ineffective. These conflicts have frustrated countries must recognize that a favorable continuity and consistence. Sectors like 
both sides. external environment is essential for sus- rural d-velopment, agriculture and training 

One cannot place all the blame on the tained growth. Industrialized nations require priority. The LDCs' government 
LDCs since many of them have invested should recognize that certain conditions- should establish links between manufac
much effort into development. UN analy- like stability in international commodity turing and service sectors and try to har
ses show that the performances of the markets, international support in terms of monize all foreign-exchange-earning proj
twelve LDCs which have implemented Official Development Assistance (ODA). ects with the rest of the national economy. 
development programs continually debt relief and free access to world mar- They need to diversify exports and become 
throughout the 1980s have not differed kets-are requirements for an international more competitive internationally. Socio
significantly from the LDCs as a whole, environment favorable for growth. Interna- economic development requiring equitable
The absence of any correlation between ,, redistribution of income and inclusion of 
the adjustment programs and respective the entire population in national activities 
national performances raises questions There will not be any must be stressed. 
regarding the adequacy of these programs. significant alleviation of On the whole, prospects for the future 
Many multilateral institutions have only hardly seem sanguine for the LDCs. Their 
recenti) begun to review their policy LDCs' problems in the problems seem insurmountable and inter
approaches and have become aware of near future. nationa! efforts to aid them are dwindling. 
many of the shortcomings of their policies. Recent developments in Eastern Europe 
The World Bank, in its IC-year review of '"' ' and in the Persian Gulf have diverted much 
adjustment lending, admits that adjustment tional action to combat the decline of the nerded attention away from the LDCs. 
is a longer proces.s than was originally LDCs needs to enhance LDCs' access to Although there are a few encouraging 
anticipated. Reform packages now pay markets. The developed countries need to signs, the overall picture indicates that 
closer attention :o the time needed for make an effort to remove non-tariff barri- there will not be an) significant alleviation 
adjustments to take effect. ers faced by the LDCs. Protectionist poli- of LDCs' problems in the near future. It 

Growth in LDCs' trade has lagged well cies have been the most severe impediment will not suffice to say that LDCs have the 
behind the growth of world trade for to LDCs' access to world markets. The primary responsibility for their develop
several decades. While the LDC share of developed countries should also pursue ment. Their problem cannot be tackled 
world population grew from 7 percent to policies that cushion the LDCs from major alone. A strengthened partnership between 
8 percent between 1970 and 1987, their pocc ,iuctuations in the commodities the LDCs and their development partners
share of world exports steadily declined markets and compensate them for large is essential for progress to occur. The 
from 1.4 percent in the late 1960s to a export earnings shortfalls because of these international community must recognize
minute 0.3 percent in 1987. Among other price fluctuations. These compensatory that the problem of the LDCs is not a 
causes, domestic policies have restricted measures could come in the form of grants localized one but rather asource of general 
expon development. Exchange rate poli- or loans, from individual developed coun- The development of the LDCsconcern. 
cies, public sector trading monopolies, tries or international organizations, and should not be thought of as a humanitarian 
price distortions, subsidies to uneconomic should be negotiated on a country-by- issue either. Their development will lead 
ventures, and neglect of the private sector country basis. As the LDCs' debt problem to astronger world economy and gains for 
have discouraged new initiatives and in- has become such a stumbling block to all nations. If a concerted effort is not 
vestments in the export sector, growth, the international community taken by both sides, the world's least 

The decline in prices of raw materials should actively attempt to reduce the developed economies could easily deterio
severely hurl the value of LDCs' exports. burden by writing off some of the debt (as rate to dangerous conditions, a prospect
Commodity trade has indeed been the has France with some of its loans to the which should not be accepted by the global 
major determinant of the poor. As noted, LDCs) or convening it into grants. This community.9 
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Wisdom from the Pope 

By Michael Novak 

The pope's splendid new encyclical, 'en-
tesimus Annus" (dated May 1, 1991), 
adds a new characteristic to his defense 
of liberty. It has been clear for many 
years that Pope John Paul II supports 
democratic institutions more than any 
previous pope and sees them as the best 
way to secure human rights. It has also 
been clear to some that he supports a 
type of "reformed capitalism." But this 
new encyclical makes clear beyond a 
shadow of a doubt that the pope endorses 
the "business economy," the "market econ-
omy," or simply the "free economy" as 
the goal he now proposes for formerly 
Communist and Third World societies. 
This support, even though limited, is 
very important for his native Poland 
and many other suffering peoples. 

The institutional limitations on capi-
talism on which the pope insists are two: 
first, a juridical framework that protects 
other fundamental liberties besides eco-
nomic liberty; and, second, a grounding 
of all liberties in a moral and religious 
core. In short, the economic system must 
be limited by a democratic polity and by 
a strong set of moral and cultural institu-
tions (families, unions, associations, uni-
versities, media, churches, etc.). Only in 
this way will it, better than other sys-
tems, meet basic needs and constantly 
raise the level of the common good of 
peoples. 

Jacques Maritain and Reinhold Nie-
buhr refer to such a mixed system as "cap-

italistic democracy." America's founders 
used the term '"commercial republic." Some 
of us prefer (on the model of "political 
economy") "democratic capitalism." The 
name does not matter; it is the political 
and moral checks and balances that count. =7 

"Centesimus Annus" is 113 pages long 
in its Vatican edition. Its main purpose 
is to mark the centenary of the first of all 
modern papal social encyclicals, Leo XII's 
"Rerum Novaxum" (May 15,1891). Where- :. 
as Leo XIII warned against the coming 
scourge of socialism, Jchn Paul II now 
vividly describes the collapse of "real ex
isting socialism." His chapter three, 'The 
Year 1989," is a particularly brilliant con
mentary; it was, after all, the year this 
pope himself did so much to make possible. 

There is much that is new and fresh 
in this encyclical. The pope is a profes
sional philosopher with a very concrete 
turn of mind. Thus page after page is 
filled with sustained, complex, nuanced 
argument, noting the specific differences 
between Latin America and Africa, East
ern Europe and Western Europe, etc. 
Regularly, he cuts through slogans. He 
tries to see the whole human reality 
trua-in its glory and in its self-betrayals. 

Yet for readers alert to the main de
bates of the last twenty years, two contri
butions of this encyclical stand out. 
First, the collapse of socialism suggests 
to him that much in "liberation theolog"' 
has been bypassed by events, and in sec
tion 42 he proposes as the goa.l for for
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merly Communist nations and the Third 
World a new ideal for 'integral libera-
tion": democracy and, in the appropriately 
limited sense, capitalism. This analysis, 
subtle and nuanced, is little short of bril-
liant. It has more than fulfilled the 
dreams (and prayers) of many of us. The 
market, the pope sees, is an important 
but limited tool of integral human libera-
tion. Through it surges the creativity 
that God has endowed in every woman 
and man. 

Second, chapter five, "State and Cul-
ture," offers the papacy's strongest lan-
guage ever about limitations on state 
power. It includes a trenchant but fair 
criticism of the human losses involved in 
the "welfare state" and even more in the 
"social assistance state." No neo-liberal 
or neo-conservative ever made the case 
more profoundly and with so resounding 
a ring of truth. The pope emphasizes the 
human side--or better, the anti-human 
side-of bureaucratic "social assistance." 
He all but uses the phrase 'the little 
platoons" of society. 

The pope's greatest originality, how-
ever, may lie in going beyond questions 
of politics and economics to questions of 
morality and culture. In a sense, the po-
litical argument of the twentieth century 
has been resolved in favor of democracy; 
and the economic argument has been re-
solved in favor of capitalism. Thinking of 
the chief battleground of the next century, 
the pope turns to -he disappointing use 
that existing free societies are now mak-
ing of their freedom. He turns to the in-
adequacies of modern culture and morals. 

Pope John Paul II is a humanist 
through-and-through. The legacy he 
wants to leave to Catholic social thought, 
he says, is that it is made for humans, not 
humans for it. He places Catholic social 
thought at the service of the high voca-
tion that the Creator gives to every wo-
man and every man. It is a vocation that 
we each often fail. The pope describes hu-
mans as highly endowed by nature, gifted 

-2

by grace, and yet, nonetheless, tending 
often to turn against God and his gifts. 
His anthropology may be summarized 
as: "humans simultaneously graced and 
sinners." 

Each society (John Paul II observes) 
has its own ecology-its own culture, 
ethos, distinctive shape, and story. Some
times a culture disfigures the human 
character of its citizens, pollutes their 
minds, warps their wills, twists their in
stincts. Human beings can be made into 
monsters by their culture. The pope calls 
for a new science of "human ecology." This 
means a protracted public inquiry into 
human nature and destiny. Wrong an
swers in this inquiry can mean social sui
cide. Wrong answers always entail the 
disfigurement of human beings. 

You can tell the quality and depth of a 
nation's culture, the pope trenchantly 
states, by observing what it produces and 
consumes. This simple remark imposes a 
new moral accountability on capitalist 
firms, advertisers, and media. In this 
century, the pope thinks free peoples 
have neglected their responsibilities to 
the quality of the moral atmosphere, the 
cultural ecology in which they try to 
raise their children and to be faithful to 
their destiny as free citizens. 

This is a great encyclical. It will re
lease enormous energies in Eastern Eu
rope, the Third World, and advanced soci
eties. It should read as well in 2091 as 
Leo XIII's accurate predictions about so
cialism in 1891 still read today. No other 
world leader could have produced such a 
profound tourd'horizon. Get a copy and 
see for yourself. You will be glad you did. 

[from the Washington Post, May 7,1991] 
Michael Novak is George Frederick Jewett Scholar 
and director of social and political studies at the 
American Enterprise Institute. His latest book is 
This Hemisphere of Liberty: A Philosophyof the
 
Americas (AEI Press, 1990).
 

1991 - # 26 



te Changing Role of the State
 
Aremarkable change seems to have oc-

curred in thinking about the role of govern
mfflt in economic development across the 
globe during the past decade. Less is now 
considered better. In other words, increa-
ingly countries of all political hues have been 
moving to policies that favor a reduced role 
for tie public sector and greater reliance on 
the private sector. This movement has been 
so strong that, at times, it has been able to 
overcome resistance from powerful political 
and economic interests. There are many rea-
sons for this change in strategy: the growing 
complexity and international integration of 
economies makes overly centralized decision-
making practically impossible; the proven in-
ability of the public sector to perform well, if 
at all, the myriad functions associated with 
an interventionist state; and the excessive 
politicization and corruption generated by 
overextended and overbearing public sectors. 

But the will to change has not always been 
matched by the ability to effect a change. As 
the search goes on for the best ways, particu- 
larly in developing countries, to marry the 
functions of the public and private sectors, so 
does the controversy over the appropriate role 
of the state in the economy. At one end of the 
spectrum are proponents of an almost entirely 
laissez faire state; at the other end are those 
who favor a promotional iole for the state in 
private sector-led development strategies. 

This article does not take sides in this de- 
bate. Rather, its central thesis is that a greatly 
modernized, efficient, and supportive public 
sector is key to the success of a development 
strategy that rests on a larger role for the pri-
vate sector. 

Quality of the state's role 

In the pursuit of economic and social 
development, one can identify the major areas 
inwhich changes need to be made to improve 
the quality of the state's intervention. These 
include (1)the functions of the public sector, 
(2)the administrative structures; (3)the proce-
dures followed; and (4)the skills and manage-
ment systems required, 

Developm ent 
A leaner,specalized,andmore effective publicsectoris needed 
to supporta healthyprivate sector 

Arturo Israel 

Functions. Five important functions per-
formed by the public sector need to be identi-
fled and improved: 
• The capacity to design, monitor, and2 im-

plement a consistent set of macroeconomic 
and sectoralpolicies. A consistent and stable 
set of carefully crafted macroeconomic and 
sectoral policies is the sine qua non of sound 
development strategies and yields the highest 
returns. Unfortunately, the developing world 
is littered with cases of badly thought 
through and meandering policies, with glar-
ing costs. A prelimiiary analysis of the suc-
cessful cases of policy formulation and imple-
mentation in developing countries (for 
example, in Botswana, Chile, Mauritius, and 
the Republic of Korea) suggests the need for 
highly qualified staff in key agencies (no 
more than 200 persons perhaps in larger 
countries), well versed not only in economic 
analysis and specialized subject areas but 
also in communicating across governmental 
bodies an1, crucially, with the political estab-
lishment. Such staff are needed, for example, 
in the ministry of finance, the central bank, 
the trade agencies, and the main sectoral ri'.n-
istries. Such persons have to be brought to 
the right posts (with appropriate benefits and 
status) and then allowed to functon. 

•To provide an enabling environmentfor 
the functioning of competitive markets. This 
can be best begun by dismantling the "dis-
abling" environment through the enactment 
of the liberalizing policies propounded in re
cent years, the privatization and liquidation 
of public sector activities that compete un-
fairly with private sector ones or are simply 
nonperforming, and the elimination of restric-
tions on competition. Legal changes and, per- 

haps more important, modifications in the 
functions of the state need to be made. These 
include the elimination of many controlling 
and licensing functions-for example, foreign 
exchange and financial controls, and indus
trial and transport licensing. Public sector 
agencies performing such functions have to 
be dismantled or reoriented. In .- actice, this 
has not been easy. In some countries, en
trenched bureaucracies with considerable po
litical power have managed to neutralize or 
greatly reduce, the impact of policy reforms. 
Powerful uiterest groups sometimes have 
acted against the adoption or implementation 
of,for example, reforms to liberalize quantita
dye restrictions. Yet, in other cases, powerful 
central leaders have managed to push for 
such policy changes in spite of bureaucratic 
opposition. For example, Mexico dismantled 
quantitative restrictionis over the objections of 
its Ministry of Trade and Industry, and 
Tunisia abolished the requirement that firms 
obtain clearance from the Agence des 
Promotion des Invcstissements before enter
ing the market. 

Another aspect of the enabling environ
ment is the provision of fair and transparent 
rules and other operating conditions that 
would allow the smooth operation of the pri
vate sector and competitive markets. Such 
regulation includes not only the overseeing 
role (e.g., antitrust, prevention of collusion, or 

Tis article
isbasedon a longerpaper,"The 
ChangingRok ofthe State.-nstitutionl 
Dimenswns aailable as PREWorking PaperNo. 
495 (August 1990)from Zny Kranzer,Room N
9051, World Bank, Washington, DC20433 USA. 
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monopoly) but also the enforcement of finan-
cial and technical standards, as needed. It re-
quires a high level of skills (for Liample, to 
monitor the banking system), high ethical 
standards, and consistent political support. 
Regulatory failure is perhaps the highest risk 
of a private sector-led development strategy. 

Many governmental functions have to be 
strengthened, and others created, to foster a 
liberal economic system. These include, as a 
minimum, the enforcement of technical stan-
dards (often a key ingredient for promoting 
exports), the streamlining of procedures to 
register property and protect property rights, 
the enforcement of contractual obligations 
and disclosure laws. and effective bankruptcy 
and foreclosure proceedings. In addition, 
some regulation of externalities is also re-
quired (for example, environmental protec-
tion), along with establishing mechanisms to 
assure adequate and accessible information 
for consumrs, producers, investors, and regu-
lators, through disclosure rules and other 
mechanisma 

Finally, the public sector can play an active 
or promotional role by creating "positive dis-
tortions," or incentives, to promote exports or 
particular activities in the domestic economy. 
Some Asian economies (Korea, Singapore, and 
Taiwan P-ovince of China) have ben quite 
successful in this direction. Such an activist 
policy, however, requires a delicate balance, 
both institutionally and politically, which is 
vey difficult to achieve. This is a tall order 
for any country. The potential for big mis-
takes is huge; even the best performers have 
made them. 

0 To privatize wisely and effectively. The 
state has a difficult role to play in the process 
of privatization. Aside from the political is-
sues, an important factor slowing down. the 
privatization process in many developing 
countries has been the lack of technical capac-
ity in the public sector to prepare the units 
that are going to be privatized and then to ne-
gotiate their sale, lease, or divestiture. This 
capacity could reside in a small unit with a 
few highly qualified professionals possessing 
technical and political independence. The ex-
tensive privatization process in Mexico, for in-
stance, was "masterminded" by a small team 
at the Ministry of Finance. Once privatization 
has been effected, the public sector needs per-
sons with the skills to monitor and often regu-
late the privatized units to ensure that the ex-
pected efficiency gains from privatization will 
materialize. 

* To conduct an effective dialogue with the 
private sector. An essential ingredient of the 
new development strategies is a better dia-
logue between the public and private sectors, 
involving a simple and unfettered exchange of 
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information, demands, concerns, and points of 
view. But this collaborative approach should 
not produce collusion and the negotiation of 
privileges on either side. This dialogue is par-
ticularly culture-bound and will vary from 
country to country. It must take place at all 
levels, but in mAny countries, the institutions 
required to facil tate it in both the private and 
public sectors have to be created or reoriented. 
Most public sector agencies are not attuned to 
looking at the private sector as their client, 
with needs and preferences and with a voice 
that has to be taken into account. This reflects 
the traditional top-down orientation of most 
public sectors. 

In the private sector, there is an even wider 
disparity. At one extreme, the small and pow-
erless private firms, including those in the in-
formal sector, are not organized enough to 
make their views heard by government agen-
cies. At the other extreme, there are powerful 
private sector associations (e.g., Chambers of 
Commerce) grouping the largest productive 
units, which maintain a strong position vis-A-
vis the public sector and have often managed 
to obtain important privileges for themselves. 
Many public sector agencies dealing with 
these groups are weak and yield easily to 
pressure. The essential ingredient for success 
in this direction is a substantive political 
reorientation, from an excessive pursuit of 
privileges to a more open and constructive 
dialogue. 

- To tperate more effectively the enter-
prises that wO remain in the public sector. 
Considerable progress has been made in re-
cent years i- i large number of countries to 
help governments set up clear rules of the 
game fbr public enterprises, governing their 
policy framework, autonomy; and account-
ability. The results have been promising. 

In principle, a public enterprise operating in 
a competitive market and behaving as a com-
petitive unit is not very different from a pri- 
vate sector enterprise operatn in the same 
market. The critical issue is oft~n not owner-
ship but competition. Indeed, many public en-
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terprises operating in relatively high technol. 
ogy and "hard" activities (e.g., telecommu. 
nications, electric power, and airlines) have 
been able to maintain a relatively reasonable 
level of operational performance even under 
unfavorable general conditions. But their 
performance has been less satisfactory in 
"soft" activities, such as education or the pro. 
vision of services in agriculture or health. The 
largest gains from privatization might 
come from the soft activities, especially if 
they can be mad: to operate in competitive 
environments. 

Structures. The reorientation of func
tions discussed above requires a "restructur
ing" of the public sector. As indicated earlier, 
a numbs; of agencies directly controlling eco
nomic activities (e.g., industrial licensing, for. 
eign exchange and import controls, and price 
controls) will need to be eliminated or reori. 
ented. However, new agencies or units within 
agencies will have to be established; for exam
ple, regulatory agencies (to oversee the priva
tized financial sector, capital markets, and 
technical stand ds), or those capable of un
dertaking policy analysis and management. 
Depending on the circumstances, some regula
tions could come from the private sector itself. 
For example, the accounting, auditing, legal, 
and medical professions may 'rove sufficiently 
strong internal standards so that the role of 
the state intheir regulation could be minimal. 

Because of the nature of their work (mainly 
economic and technica analysis, instead of 
the previous processing of paperwork and 
monitoring of contrcls in great detail), the new 
regulatory agencies should be smaller and 
much more efficient than their earlier counter
parts. This is closer to the operation of a think 
tank and should be managed as such. 

Procedures.The proposed reorientation 
also requires different procedures. Two major 
changes underline the importance of stream. 
lining decision-making systems. First, the top
down orientation fostered by the public sector 
tum planning orientation of past development 
strategies needs to be replaced by an ap
prach that includes beneficiaries ("clients") at 
all levels. This would reduce the distance be
tween the state and the public. The specific 
mechanism for this more open a proach are 
munyspecific, and the process is undoubt 
edly helped by a democratic setting, but sev
eral measures could be borrowed from devel
oped countries. For example, procedures 
should be adopted that permit prior comment 
by all affected individuals or groups--not just 
those with vested interests--on regulations or 
even policy changes. Such procedures should 
be transparent to minimize the risk of collu
sion and should inform the public about deci
sions in a language that ordinary people can 
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understand. Another crucial element is the 
provision of appeal by ir'.rested parties. 

The essence of the argument behind these 
changes isthat individuals and private enter-
prises are willing to take risks, in part, be-
cause they have a reasonable assurance that 
the state will act in a predictable, open, and 
systematic fashion, treat them fairly, give 
them a voice, and inform them of results. 

The second, closely related issue isthe need 
for efficient points of contact between public 
sector agencies and private sector operators. 
This covers, for example, the tax collection 
system, technical icensing and control, or 
credit processing, all of wl ich are often ap-
pallingly incompetent The de.bureaucratiza-
tion program inBrazil of a ]ecade ago, along 
these lines, had an importar t measure of suc-
cess and other ountries followed that experi-
ence, albeit only partially. 

Skills and incentive.. The functions, 
structures, and procedures described above 
demand adifferent kind of cvil servant and a 
changed set of incentives for public sector er-
ployees. The staff should hu ve sufficient pro-
fessiona]l stature and integrii ynot only to con. 
duct a dialogue with the private sector but 

also to withstand its pressures. They should 
also b able to speak effectively with politi-
ci,-oi-'. This kind of staff might be available in 
the country, but often is not attracted or re-
tained by the public sector. Some countries 
(e.g., Brazil, Chile, India, Mexico, and Turkey) 
could achieve this objective with relative ease. 
Others have relatively less "stock" of the type 
of skills required, particularly in the public 
sector. 
The quality of politics 

Indiscussions about the changed role of the 
state, there has been surprisingly little analy-
sis of the "quality" or effectiveness of the po-
litical process, an essential ingredient of sus. 
tained development. An effective political 
process includes a number of igredients: a 
long-term perspecti. e in policy design, in. 
stead of a concentration on immediate gains; 
stable policies; a low level of corruption; and a 
recognition that political control does not nec-
essarily imply public ownership or operation. 
Contradictory and excessive p6litical interfer-
ene in the operations of the public and often 
the private sectors produces unintended nega-
tive results. For example, price controls for 

public enterprises aimed at reducing inflation 
result in higher inflation through increased 
budget deficits, and political appointments of 
incompetent staff lead to the bankruptcy or 
discrediting of agencies that were the spon
soring politicians' power centers. Equally im 
portant, the political establishment has to un. 
derstand that saddling central agencies or 
public enterprises with an excessive number 
of often contradictory economic, political, and 
social objectives makes their effective man. 
agement practically impossible. 

Countries should look for additional ap
proaches beyond the obvious answers of im
proving the democratic process and account
ability of the political system. Strengthening 
the policy-making technocracy (inside and 
outside the government) could make ita coun
tervailing force against political pressure, as 
is the case in many developed countries. In 
general, the more politicians and parliamen
tarians can be educated and trained to under
stand the process and objectives of economic 
policy and decisionmaking, through seminars 
and visits, and by retaining specialist staff to 
guide them, the better the political process 
will be for development. 
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World Bank to Shift Urban Development Strategy 

Projecting that two-thirds of the 

world's population growth expected by the 

end of the decade will be in cities and 

towns, the World Bank announced a shift 

in its approach to urban development in a 

policy paper released April 29. The new 

report, 'Urban Policy and Economic 

Development: An Agenda for the 1990s,' 

redefines the urban challenge in 

developing countries and calls for a 

change in approach 'to put development 

assistance in the urban sector in the 

context of broader objectives of economic 

development and macroeconomic 

performance.' 


Because 20 of the 25 largest cities 

in the world will be in developing 

countries by the year 2000, said Michael 

Cohen, the principal author of the policy 

paper, 'it is critical that increased 

attention be paid to urban productivity 

and its linkage to macroeconomic 

performance, environmental deterioration 

and growing urban poverty.' 


The new report was developed in the 

midst of increased concern over the 

growth of urban centers. 'With more than 

half of the people in the developing 

world living in cities,' said Cohen, 'the 

World Bank recognizes the need for a new 

policy framework and strategy that links 


a A serious gap in the understanding 

of urban issues must be closed, with 

priority on the linkages between the 

urban economy, the macroeconomic 

framework, the internal efficiencies of 

cities, urban poverty, and the role of 

government in the urban development 

process and the urban environment, 


More attention should be devoted to 
reversing the deterioration of the urban 
environment. 

Cohen observed that, 'Better manage-

ment of the growth of cities is particu-

larly important to developing countries 

because urban activities are making an 

increasingly significant contribution to 

national economic output.' 


More than 60 percent of most 

developing countries' gross domestic 

product, according to the Bank riport, is 

produced in urban centers, and the 

importance of cities in national 

economies is expected to grow. 'In many 

Latin American countries, the future 


assistance in urban areas to the broader
 
objectives of economic development.,
 

"The policy paper identifies four
 
major gaps in addressing pressing urban
 
problems," according to Mr. Cohen, World
 
Bank Division Chief for Urban
 
Development. 'Emerging urban priorities
 
include increasing productivity,
 
attacking urban poverty, addressing a
 
growing urban environmental crisis, and
 
filling a serious research gap in current
 
understanding of the urban development
 
process.'
 

The paper lays ouc a policy framework
 
and strategy to address the Bank's
 
priority issues in future urban
 
development:
 

e The Bank will move toward a broader
 
view of urban development that emphasizes
 
the productivity of the urban economy and
 
the need to reduce the constraints on
 
productivity.
 

e Because of the growth of urban
 
poverty, the Bank will help enhance the
 
productivity of the urban poor by

increasing the demand for their labor and
 
improving their access to basic
 
infrastructure and social services.
 

a The Bank will devote more attention
 
to reversing the increased deterioration
 
of the urban environment.
 
urban share of gross domestic product is
 
projected to be as high as 80 percent.'
 

In addition to productivity, the
 
Bank's policy paper includes urban
 
poverty and a 'growin3 urban
 
environmental crisis' as priority issues.
 
The report states that 'In 1988, some 300
 
million urban residents--about a quarter

of the total urban population--lived in
 
poverty." The new policy paper echoes
 
the concern of the World Bank's 'World 
Development Report 1990,' which concluded 
that 'urban poverty will become the most 
significant and politically explosive
 
problem in the next century.'
 

Urban environmental concerns are
 
another important focus of the policy
 
paper, which urges that 'more attention
 
should be devoted to reversing the
 
deterioration of the urban environment,
 
an issue receiving short shrift in the
 
face of global environmental problems.'
 

Copies of the paper are available
 
free to JoLrnalists by writing, on
 
company stationery, to the World Bank
 
Information and Public Affairs Division,
 
Room T-8028, Washington, D.C. 20433,
 
U.S.A.
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World Gets More to Eat,
 
Africa Gets Less Than Ever
 

It aswHunger: Agricultural fertility Even this is abenign estimate. 
sumet that food production grows aL Z%a 

can't keep up with human year. The recent average is 1.7%. To keep
fertility; the entire continent food imports from rising to the sky would 

mean amodern miracle-increasing hoine
now subsists on handouts. grown production by 4%ayear, combined 

with asharp decline in fertility rates. 
In the rest of the Third World, the 

By JONATHAN POWER overwhelming ma)ority of people are ket-
HELSINGOR, Denmark-War in Africa ting more food every year. In Afric4. at 

his been a primary cause and exacerbater least half eat less than they did in 1070. 
of famine. But don't make the mistake of This year, drought has returned wlh a 
thinking that, because in the last few days vengeance to Ethiopia and all of' the 
the wars in Angola and Ethiopia have been countries bordering the Sahara The erper
wrapped up, the great hunger stories are gency need for food aid is larger lhan 
over. Africa's agricultural problems are during the great famine years of 1984. '85 
just too severe, Its. climate too harsh and and '86 when Bob Geldof and Herry 
erratic, its soils too poor, its governments Belafonte pushed us to be generous .n a 
too mismanaged and its population growth style we haven't been accustomed to, 

ore or since. 
out of control, for any Imminent solution t 

Africa is not like Bangladesh. with itsbe on the horizon, or even over it. 
This weekend, here in Hamlet's home torrential storms and floods, or Guatemala, 

town, agricultural ministers from most of with its earthquakes, hit hard every 10 
years. InAfrica, disaster is the melancholythe world's countries are holding their 
wheel of everyday life, forever turning.annual get-together under the auspices of 

The likelihood of introducing dramaticthe United Nations' World Food Council 
The report they have been given on the improvements in African agriculture on a 

state of agriculture in Africa was the most wide enough scale to make a real impres-
Comparison with the Asian Green Revodevastatingly pessimistic document I've 

heard or read for a long time. Anyone who lution highlights the diffAculties. rgation 
was dreaming, as I wlt, that there are was one of the secrets of Asia's suctess. 
hopeful signs got a rude shock. Yes. I've . But in Africa, dam-based systems aive 
seen how Zimbabwe has geared up its cost astronomical sums and given low 
oeasant small-holders to the point where returns. Research on yield improvement of 
hey produce silzeable export surpluses crops traditional to Africa is still in itsearly 

year after year. i'vt watched, and been stages. Meanwhile, soil fertility is worsen
inspired by, the te-hnical wizardry of Ing and the growth rate in fertilizer use is 
anti-pest programs sponsored by the In- actually declining. As for aid programs, we 
ternational Fund for Agricultural Devel- have to be brutally honest-they have, In 
opment; they have knocked down the themain, adismalrecordoffalilure. " 
screw worm, which threatens livestock, ifgovernments and aid agencies cannot 
and the mealy bug, which was eating its resolve the problem, natt;re has its own 
way through the copuinent's main food way-at worst, tens of millions of people 
staple, cassava. None of this-or all the dying of hunger, at best living on meager 
other bits and pieces of progress-seems to handouts from U.N. and Red Crosfood 
have made a dent iq the macro-statistics. , trucks. Africa will become a continent-

The last 20 years have shown beyond a wide Bronx, living on welfare. What we've 
shadow of doubt that Afiica has the seen already on our television screens is 
highest average increase in population in minor compared with what isto come. 
the world and the least productive growth Hamlet-like, we can go on being Indeci-
In food output. While it's true that the sive about what to do. discussing the 
number of poor and hungry is rising in all options interminably. Or we can move on 
Third World countries, inAsia the increase the problem immediately, casting aside the 
in numbers-an extra 10 million since multitude of badly coordinated, often com
1970-is minuscule compared with the peting incredibly duplicating and time,
successful feeding of the hundreds of consuming individual efforts. We need a 
millions of extra mouths that weren't High Commission for Africa for 20 years, 
around 20 years ago. In Africa. a much les running development programs like Gen. 
heavily populated continent, the number of Douglas MacArthur ran Japan. But, this 
hungry has increased in that time from 92 can't happen in a continent so proud of its 
million to more than 140 million. recent independence. Perhaps there is a 

But it isthe outlook for the future that middle way if African leaders themselves 
really startles. Today, Africa's food pro- are clever enough to come up with it.They 
duction shortfall is about 8 million tons. must hurry. "The slings and arrows of 
Much of it is made up with fo'y aid. By outrageous fortune" give little time. 
century's end, the need will climb to 50 
million, and by the year 2020 to a stagger- JonathanPower Isa London-based con-
Ing, unimaginable, 245 million tons. fribulor to the International Herald rune.( 



TTc NLY A AGO PUNDITS East-YEAR TOUTED

i m e T o er Europe as the new frontier, the land 
of opportunity. But low wages and the 
skills of yesteryear are apparently not 
enough: the investment trickle has notT u rbo - Germany, arguably the healthiest among 

the stricken, has managed to privatize a 
scant 1000 of its 8000 firms. What has gone wrong? 

Less than fully appealing fundamentals form part 
of the answer. Miracles are not created out of thinair. They require a solid supply-side underpinning: 
stable money, attractive tax rates, secure property 
fights and a government attentive to the needs of 
investors. Ludwig Erhard, Germany's miracle doctorof 1948, understood this. His medicine combined a 
drastic reduction in tax rates with a conservative 
monetary policy. It was administered by a govern
ment credibly committed to eliminating obstacles to 
investment. Of course, government policy is not suf
ficient. A long-term responsible union wage policy 
can do wonders for investment. The willingness of 
West German unions to accept real wage increases 
falling short of productivity growth for a decade after 

by HolgerC. Wolf the war played acrucial role inthe so-called German
"economic miracle." 

The emerging market economies of Eastern Europe 
have yet to learn from history. Real wage increases 
outrunning productivity growth, muddled property 
rights, hostility towards foreign investors and the 
occasional monetary overhang discourage capital 

An MI.LT EconomistHighlights inflows. As of now, investors have no, lost interest. 
Yet sooner or later Eastern Europe will have to 

the Pitfallsof Fine-Tuned deiiver or risk discovering to its detriment that for
eign investment is a suppliers' market. Portugal and

Incrementalism Spain present attractive alternatives, as do liberalized 
Mexico and much of Asia. 

The grace period for the East European reformers is 
drawing to a close. The fate of free marketeers in 
1980s Latin America illustrates the limits of public 
patience in fragile new democracies. Populism lurks in 
the shadows of pro-market reforms, ready to pounce if 
not checked by visible, sustained successes. 

Foreign direct investment will be crucial if reforms 
are to survive the initial critical phase in which most 
of the costs are bunched but few of the eventual ben
efits of restructuring are already realized. On the 
political front, visible investment projects provide a 
welcome confirmation that the painful reform pro-

Dr. Wolf is a Professorof Economics atM.LT. 
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cess is bearing fruit. On the economic front, foreign 
investment starts the urgently required transfer of 
technology and management skills. In economies 
used to treating service and consumer satisfaction as 
alien concepts, managerial know-how assumes a 
decisive role. West German firms rapidly captured 
dominant market shares in East Germany even for so 
standardized a product as butter. 

Rapid privatization of enterprises thus forms the 
linchpin of successful reform. If a "critical mass" of 
investment can be attracted, the visible success of the 
reform program generates the public support necessary 
for the continuation of pro-investment policies and 
thus a speedy re:overy from the present doldrums. If 
not, the East European Wunderkinder of today will 
turn into the problem children of tomorrow. 

Why is investment so sluggish? Waiting pays. 
Paraphrasing Keynes, it is better for reputation to fail 
conventionally than to succeed unconventionally. But 
where is the downside risk of the apparently so tanta-
lizing investment opportunities? At bottom, uncer-
tainty about the permanence of pro-investor policies 
in combination with the irreversible nature of physi-
cal investments is to blame. The sturdiness of the 
commitment to low profit taxes and real wage con-
siraint in turn depends fundamentally on their per-
ceived success. In other words, it depends precisely 
on their ability to attract investors. 

The mutual dependence leads to self-justifying 
waves of optimism and pessimism. If sufficient 
investment comei in, the 'esulting rapid growth pro- 
vides a compelling argument for continuing pro-mar-
ket policies, validating the iniial investment deci-
sion. Ludwig Erhard was able 1:o maintain his pro-
market policies against the resistance of a large frac-
tion of the population (and the Allied Powers) pre-
cisely because lie could point to their evident suc-
cess. Pessimism likewise is self-validating. If invest-
ment remains a trickle, the iure of populism, finding 
its expression in high capital income taxes and 
excessive real wage growth, may well carry the day, 
justifying the initial decision to stay out. The devel-
opments in Poland and East Germany over the last 
few months illustrate the reality of this option. 

The trick then is to attract a "critical mass" of 
investment and tc do it fast before public support for 
the market evaporates. Once sufficient capital has 
been committed, the investment process will become 
self-reinforcing and irreversible. How to attract the 
early investors? Moral suasion (arm twisting?) is the 
easy way; Germaniy has applied it with some success. 
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East Germany is a special case, however. None of 
the other post-socialist economies of Eastern Europe 
can rely on a financially strong partner to provide the 
booster funding. The answer here is eiiticements. The 
early investor improves the chances of sucressful re
form by sending a signal to other, still vacillating in
vestors. The benefits from his decision accrue partly 
to the host government, partly to future investors. A 
strong case for compensation can be made. LDisrounts 
on state-owned assets for "early birds" and bonuses 
against future tax liabilities are sensible options. 

To date, East European governments have failed to 
appreciate the crucial interdependence linking indi
vidual investment decisions. Privatization strategies 
resemble those successfully used in the OECD over 
the last decade, aiming to extract a "fair" price for 
each enterprise and proceeding one firm at a time. 
The strategy is self-defeating. 

Privatization in the OECD took place at the mar
gin, permitting a reliable valuation of assets and 
prospects. In contrast, privatization in Eastern 
Europe is wholesale; it takes place in an economic 
desert providing precious few guideposts. Deter
mining a "fair" price for an individual enterprise 
independently of the privatization prospects for the 
remaining firms becomes a dubious exercise at best. 
Setting non-contingent minimum prices in these cir
cumstances is a sure-fire way of perpetuating the 
monolithic state sector. Early investors have to be 
compensated for the higher risk of failure, latecomers 
may be willing to pay a premium for entering a suc
cessful market. 

In the end, the market itself provides the best 
mechanism to price firms.. The sensible strategy 
ensures broad access to the bidding process for all 
interested parties and accepts the highest offer, how
ever low it may be. To argue that such "firebrand" 
sales imply a sell-out of national wealth is to miss 
the point: privatization has become necessary 
because management has persistently failed to 
achieve even minimum levels of economic effici
ency. Any loss in privatization revenues now may 
well be dwarfed by the losses of inefficient, direc
tionless monoliths lumbering on while awaiting the 
elusive "fair" bid. 

The emphasis fight now must be squarely on speed. 
Maintaining public support for the reform program 
requires early successes. Fine-tuning the privatization 
process is self-defeating; the pro-market mood will 
not persist if results are not achieved. A relapse into 
populism is the unavoidable consequence. 
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Mex ico 

by JoseAngel Gurria 

One of Mexico s Most Senior 
StrategistsLists the Key Steps to 
An Economic Turnaround 
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N MANY WAYS, THE CHALLENGES confronting
European naons today in their struggle to

implement profound structural reforms parallels 

the situation faced by many Latin American 
countries since the mid-1980s. In the case of 
Mexico, a truly far-reaching program of reorienta

and adjustment has been implemented since 

privatization program, dealing with an external debtEoverhang, plus more fundamental aspects involving a 
change in economic agents' perceptions regarding the 
country's economic health and its future prospects. 
These are also principal areas of concern for evolving 
Eastern and Central European countries today. 

By virtue of having an eight-year head start in some 
of these matters, I think that the Mexican experience 
offers certain insights which, despite the vast differ
ences in underlying conditions, may benefit other coun
tries. What follows are four key areas of economic pol

icy which may have a bearing on the Eastern European 
situation: (1) stabilization policy, (2) privatization poli
cy, (3) external debt management, and (4) the opening 
up of the economy. 
L STAI7 7ONPOLC 

Stabilization of the economy, taken here to be 
represented by such indicators as relatively low, stable 
inflation, orderly financial markets, a sound currency 
and'the establishment of policy credibility, will depend 
in the first instance on sound public finances. The size 
of the effort which needs to be made is usually 
extraordinarily and politically difficult. In Mexico, the 
public sector's financial deficit has been reduced from 
16.9% of GDP in 1982 to a projected 1.9% of GDP for 
1991, though the latter figure could easily end up being 
even lower if one-time gains from privatizations are 
counted. At the same time, the amount of total public 
sector expenditure has been reduced from 44.5% of 
GDP in 1982 to current levels of about 30%. More 
impressively, non-financial expenditures have been 
reduced by half over the same period from 36.3% of 
GDP to 18.5%. 

The costs of putting public finances on a sounder 
footing have been undeniably high, in terms of the 
contractionary effect that this had on the economy in the 
initial stages. However, the payoffs are now becoming 

Mr. Gurria is Undersecretaryfor InternationalFinan
cial Affairs in Mexico. 
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being credible, which itself It is betterandmore efficient to losses. Economic efficiency 
can only be achieved through declarea bankruptcy than argues for privatization. 

the consistency of its policies. to m In Mexico, we have also 
The crucial point here is that npursued privatization assid
once a coherent strategy has which is bleeding uously for a second funda
been mapped out and targets the Treasury's coffers. mental reason. Underpinning 

evident. For instance, the reduced pressure on domestic 
debt markets brought about by lower deficits, together 
with the perceived sustainability and credibility of fiscal 
policy, and the confidenc:e generated by successfully 
concluding a decisive debt renegotiation in 1989 (itself 
due in great part to Mexico's coherent economic policies) 
"wve led to a dramatic drop in real interest rates from a 

peak of 45% in 1989 to current levels of about 7%. This, 
in turn, has provided the government with the room to 
switch the direction of expenditures from debt service to 
more productive activities such as health, infrastructure 
and education while maintaining strict control on total 
expenditures. Thus, in 1991 social expenditures will rise 
by 15.7% in real terms, even though the financial deficit 
will decrease from 3.5% of 
GDP to 1.9% or less. 

These results are only 
possible if a government 
gains the public's trust by 

the process of being privatized. The firms privatized have 
ranged from small enterprises to the largest concerns in 
the country, such as the telephone company, mines, the 
airlines and, currently, the commercial banks. This has 
been a formidable effort, but will probably stand small in 
relation to the magnitude of what needs to be done in 
Eastern Europe. There are four points that need to be 
made with respect to privatizations. 

First, there is an important justification for embarking. 
on a privatization program when the State is in control of 
a substantial portion of a country's productive apparatus: 
economic efficiency. Because a state-run enterprise will 
not necessarily respond to market forces, the public will 
typically encounter lower quality services than would 

otherwise be the case. At the 
same time, the central gov
ernment will over time end 
up proviaig subsidies, as 
these firms tend to experience 

set, there should be no 
wavering, especially for 
reasons of political expedi-
ency. Wavering will quickly 
lead to a loss of credibility 
and make a second attempt doubly difficult. The imple-
mentation of painful economic measures, we have 
learned, is made successful as well as politically palatable 
when the policies are agreed upon by consensus. In other 
words, a successful stabilization program will be one in 
which the costs of adjustment are seen to be borne fairly. 
In this context, "fairly" does not necessarily mean 
"equally." It is primarily because economic policy was 
arrived at and carried out through a tripartite agreement 
between labor, business and government that Mexico 
was able to reduce inflation from a peak of 160% in 1987 
to the current annualized rates of less than 20%. Success 
in this respect is impossible if the government is seen to 
be "waging war" on the business or labor sectors. 

II. PRIVATIZATION POLICY 

Mexico has pursued a large-scale privatization program 
since 1983, accelerated in 1987, under which the number 
of firms remaining in the public sector has been reduced 
from 1,155 in 1982 to 280 in 1990. Even now, 137 are in 

both the restructuring of 
public finances and the pri
vatization program is a reori
entation, or rather, an affir
mation of the State's priori

ties. For example, in the case of the national telephone 
company, Telmex, we have an exception to the rule of 
the inefficient ,-tate enterprise. Immediately prior to its 
privatization, Telmex, though lacking modernization, 
was earning over one billion dollars per year. Telmex 
was privatized primarily because it competed for the 
government's scarce investment resources which could 
otherwise be destined for urgent social services. In 
other words, in the face of pressing demands for more 
and better schools, roads and hospitals, it is practically 
unjustifiable for the State to be concerning itself with 
optical fibre technology, or similar concerns in banks, 
mines, or airlines. Only by extricating itself from its 
web of non-strategic parastatal enterprises can the cen
tral government concentrate and make efficient use of 
scarce resources in priority areas which are in its natu
ral purview. 

Third, not all enterprises under state control are, or can 
be, going concerns. It is better and more efficient to 
declare a bankruptcy than to maintain a firm which is 
bleeding the Treasury's coffers and is unlikely to be 
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viable in the private sector. When necessary, bankruptcies 
send a clear signal to society that the government knows 
and is committed to what it is doing, and that it is ready to 
do whatever is needed to permanently correct ineffici- 
encies that adversely affect the public as a whole. 

Fourth, a privatization program should be pursued 
gradually, making the most of market opportunities as 
they arise, in order to maximize the government's pro-
ceeds. A fire sale is clearly in nobody's interest. We 
have found that the government has maximized its rev- 
enues by selling the right firms at the right time to the 
right buyer. In the initial stages of the process, it was 
appropriate to sell smaller concerns both t,- test the mar-
ket as well as to gain the necessary adinistrative exper-
tise needed to hand over pub-
lic concerns. As Mexico's 
structural reform program 
took hold ar'd public confi-
dence increased, it became 
opportune to sell larger con-

exhausted. Once a renegotiation is concluded, however, 
it will have a catalytic effect that leads to a virtuous cir
cle of increasing confidence, reflected in the domestic 
financial markets in higher domestic and foreign invest
ment, capital repatriation, voluntary access to the inter
national capital markets and further consolidation of 
public finances and inflation control. 

The Mexican experience highlights this process very 
clearly. Prior to 1989, Mexico had already effected drastic 
reforms in both the external and internal sectors of the 
economy, a sharp turnaround in public finances. We had 
made strong headway in beating inflation. However, due 
partly to lags between lower inflation figures and lower 
nominal interest rates, but mostly to a stubbornly high 

level of perceived risk, real 
interest rates on government 
instiuments were extremely 
hig. _- 45%, as mentioned 
previously. This situation 
coincided with the negotia

cerns and at a higher price The burden ofdebt tions between Mexico and its 
than would have been the is not onlyfinancial commercial banks during the 
case a few years earlier, early part of 1989, when the

but alsopsychological, outcome of these was still far 
I1. ExTERNAL DEBT 


MANAGEMENT 


As has been the case for 
many Latin American coun-
tries, including Mexico, there 
are a number of Central and Eastern European countries 
suffering from an external debt overhang. Unlike the 
former situation, however, the external debt of the latter 
countries is predominantly official debt as opposed to 
commercial bank debt. An excessive level of net 
resource transfers abroad will impede the ultimate 
success of any economic reform program, by hindering 
growth and presenting an obstacle to the elimination of 
inflation. The burden of debt is not only financial but 
also psychological. It weighs heavily on the public's 
perceptions of the viability of the economic program, 
creating uncertainty, while foreign investors are daunted 
by the political and economic risks posed by an unsus-
tainable level of transfers abroad. 

A successful renegotiation of a country's external 
debt, whether commercial or official, can only occur 
once it has been made manifest to all creditors that 
despite profound structural reforms, the country still suf-
fers from excessive external indebtedness. Moreover, it 
is difficult to know by how much the country's debt 
needs to be reduced until all internal efforts have ben 

from being clear. In the same 
week that an agreement in 
principle was concluded, do
mestic interest rates dropped 
by 22 percent. This was 
followed by a partial rebound 

and then a gradual decline to current levels of just over 
20 percent, with real interest rates hovering around 7 
percent. As mentioned previously, this has been a 
tremendous boon to public finances and has helped 
consolidate and build on our stabilization efforts. At the 
same time, between January 1989 and March 1991 more 
than 4.8 billion dollars of capital have been repatriated, 
6.9 billion dollars of foreign investment have been 
disbursed and a further 2.5 billion dollars have entered 
in the form of portfolio investment in the Mexican stock 
market, which has been one of the world's leading 
performers in the past two years. In view of the lowcr 
risk perceived by international investors since Mexico's 
external debt was renegotiated and the debt overhang 
eliminated, Mexico has been able to return gradually to 
the international capital markets with nearly $3billion of 
public and private offerings over the last two years. 

Finally, with regard to external debt management, note 
that achieving a solid, comprehensive agreement that puts 
to rest any fears regarding possible future renegotiations is 
even more important than achieving a large discount on 
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the debt. The deal must be such that economic agents 
cease bringing up external debt as a topic of discussion, 
i.e.,"permanency" must be established. Ultimately, the 
success of a deal will hinge not just on such factors as 
whether there should be a few more points of discount or 
a certain number of basis points less in interest paid. 
Instead, it rests on many other issues as well, such as the 
amount of debt being restructured, the maturity, the 
defeasance of principal payments through matching zero 
coupon bonds, and clear support by the international 
financial system for what is being done. 

IV. TRADE AND INVESTMENT LIBERALIZATION 

Trade and investment liber-
alization are fundamental 
elements of structural reform 
for inducing microeconomic 

on increased significance as a non-debt-creating corn
plement to internal savings and investment. Besides 
affording the recipient country the benefits of im
proved technology, foreign exchange availability and 
employment creation, foreign investment has a posi
tive psychological impact on potential d3mestic 
investors. One of the dilemmas posed by a rapid 
reform process which almost inevitably leads to transi
tional costs in terms of growth is that during the ad
justment process itself the country may not seem 
attractive to foreign investors. This can be the case, 
despite recognition that the reforms, including those 
which deregulate foreign investment, will eventually 
make the country a good investment bet. It is for this 

reason that foreign invest
ment flows may be sluggish 
at first, and accelerate to
wards the end of the struc

efficierPcy and for consoli- The initialstagesof reform tural reform process. The 
dating r,.acroeconomic sta- a t pitfall to be avoided is to 
bility. Mexico's experience are the most tying, overestimate these flows in 
has been that it is better to But the appearanceof the early stages, a problem 
introduce these liberalization positive results will make further which may currently be 
reforms quickly, but at the efforts more palatableand affecting evolving Eastern 
right moment. Py imple- European countries. 
menting rapid liberalization, easierto accept. Inconclusion,we Mexicans 
economic agents are better 
assured of their irreversibili-
ty, which might otherwise 
occur if the measures are 
adopted gradually. Such quickness also clarifies the 
regime for investors and removes any uncertainties as 
to the timing of further reforms. However, certain pre-
conditions should be established before embarking on a 
rapid trade liberalization. The most impotant include a 
relatively high level of international reserves, a moder-
ately undervalued currency and a moderate rate of 
expansion for domestic demand. The initial response of 
the private sector to a commercial opening will be an 
import boom, especially of consumption goods, which 
is followed by a boom in the import of capital goods as 
the irreversibility of the policy becomes apparent. A 
trade opening will have further beneficial effects on the 
stabilization of inflation by keeping the prices of goods 
and services down as domestic producers face increased 
competition. This can only occur, however, once the 
fundamental cause of inflation, a high public sector 
deficit, has been removed. 

An indispensable condition for development is to 
have positive or at least neutral external resource trans-
fers. In a post-debt world, private investment flows take 

are convinced that we have 
chosen the right path since 
1982, but it has been a hard 
lesson. The ultimate success 

of our program lies, as it will in other countries, in the 
solidarity and hard work of the people. Designing the 
optimum economic policies is a relatively casy task. 
Making them succeed requires a tremendous will 
involving all sectors to einsure that the goals set are 
achieved. It is clear, though, that the government must 
take the lead and set an example. I also believe that the 
clear support of the international financial institutions, 
especially of the multilaterals, is of fundamental impor
tance in the initial stages of an economic reordering. 
Once a country is better able to stand on its feet, it can 
continue its recovery with less and less assistance. The 
learning process over this period is slow. The initial 
stages of reform are the most trying. But the appearance 
of positive results will make further efforts more palat
able and easier to accept. There are still many chal
lenges facing our economy, as in Central and Eastern 
Europe, but we are confident that what has been learned 
in Mexico in the past decade will be of great use in eas.. 
ing the road, both for us and for other countries. * 
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_ _ _ _IMF SURVEY. 

Managing Director's Address... 

Camdessus Outlines Multilateral Strategy for
 
Economic Recovery in the Middle East
 

oallowing are excerpts from remarks by Michel Camdessus, uneven and demanding. The economic challenges will be 
Managing Director of the IMF, delivered before the Confer- inextricably connected to the resolution of political ques
ence Board of Canada in Toronto, Ontario, on March 19: tions, on which I will not comment. But I am sure that the 

I would like to offer you some comments on the prospects prospects for reconciliation and for a lasting peace in the re
for the developing countries, with particular emrhasis on the gion will be stronger, if conditions for sustainable economic
 
basic :onditions for sustainable economic progress in the progress are created, and vice versa.
 
Middle East. 
 Without attempting to be ex-

For it was there, of course, that . " , -" haustive, let me briefly mention 
the impact of the crisis that began 	 " " .-& ."" five b-asic ingredients of a postwar 

"r. .... ., :, economic strategystrategy to help the ecolast August was the most extensive •o .,l 	 to the...• ' 	 ' I nomic recovery of the Middle East,
and damaging. I need not dwell on 	 ,, n re o the M.l 
the great human suffering and losses .in a truly multilateral framework; 
that fell on those directly affected, first,and most important, recog
nor on the widespread physical de- _ '" , 	 niton of the need for sourd eco
struction in Kuwait and Iraq, and . ." nomic policies in each of the 
the damage to the environment. countries, supported by effective 
Normal economic activity in those 'I ."r' -" international cooperation, to deal 
two countries, and in Jordan, was with long-standing problems re
suspended. Other countries in the . suting from weaknesses of past 
region, notably Egypt and Turkey, . policies. It is clear that no solution 
also suffered severe losses, including . will be found to the persistence of 
the loss of export earnings, includ- . great poverty if the countries do 
ing workers' remittances and tourist not currect tnese shortcomings;. 
receipts. These losses are estimated - * second, a reinvigorated effort to 
at approximately S3 billion for .' implement structural reforms 
1990, and almost three times that , aimed at strengthening the 
amount in 1991. The oil exporting economies. Some of these coun
countries in that region also experi- . tries had embarked on such re
enced adverse consequences, on bal- forms, before the crisis, but much 
ance, because the benefits of higher more needs to be done; in particu
oil revenues were more than ofiet A Kuwaiti oil field burns out of control: rapid lar, they need to simplify, and 
by substantially higher expenditures progress Is needed In the urgent work of make more transparent and even
as.ociated with the war, including reconstruction andrepair of war damage. handed, the regulatory environ
military and economic assistance to ment (so that it is, among other 
other countries, things, conducive to private foreign investment); to promote 

Looking ahead, it is obviously diffcult to comment on the eFiciency by liberalizing prices; and to open their economy 
outlook for the Middle East countries. But I would hope to to international trade. 
see a gradual recovery in activity in the region provided rapid * third, an adequate availability and effective utilization of fi
progress is mad, in the urgent work of reconstruction and nancing, in some cases on concessional terms, to support 
repairing the war damage, re-establishing the trade and labor well-designed economic policies. This should include a 
market links, and pursuing sound economic policies. readiness of the wealthier countries in the Middle East to 

Clearly, the period of recomtruction, and more broadly of step up their contributions to multilateral efforts to bring 
economic and financial restructuring of the region, will be about strong economic recovery. 
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* fourth, there will have to be an exceptional effort of debt 
reduction for several countries to help get rid of the legacy 
of past mistakes, and remove serious obstacle to growth, pro-
vided they implement strong and credible adjustment efforts. 
- fifth, it is essential for these countries to concentrate do-
mestic resources on productive investment, which will be a 
key factor for sustainable development and peace in the re-
gion. There is, therefore, also a need, preferably within the 
framework of a global political arrangement, for an irnagina-
tive international effort to reduce the need for-and the pro-
vision of-arms in the area. To stick only io the economic 
aspects of tiss, think of the harmful consequences of exces-
sive spending on arms for the budgets, balances of payments, 
and debt situation of many 
developing countries (and 
not only those in the Mid-

fiscal policies designed to correct large macroeconomic im
balances. Indeed, a number of developing countries have 
successfully implemented such programs, and the prospect 
now is for continued growth in these countries. In many 
other developing countries, unfortunately, the macro
economic imbalances are expected to continue to affect ad
versely their economic performance .... 

It is against this background that I would like now to 
focus on three aspects of the financing problems of the de
veloping countries and then on three elements of the indus
ni:di countries' responsibilities. 

First, and most basic, the developing countries face an eco
nomic environment characterized by a severe shortage of say

ings, at a time when 
worldwide investment 
needs are rising sharply. 

die East). The savings petformance of both the The savings perfor-
On this topic, let me pay industrial and many developing countries mance of both the in

tribute to the recent initia- has been disappointing for some time..." dustrial and many de
tive by Prime Minister h be 
Mulroney in raising for 
discussion this important question of limitations on arms 
sales. indeed, as a clear signal of the determination by the in-
teraational community to create a strong framework for re- 
duced tensions in the Middle East, why shouldn't the arms 
exporting countries impose on themselves a common disci-
pline that would effectively support the efforts that are ex-
pected from the countries themselves? To be more precise, 
couldn't they study carefully the possibility of a ban on ex-
port credits for arms sales to rhe Middle East? I am truly 
mindful nf the difficultiec in the way of such an arrangement. 
But the objective is important enough to warrant the effort. 

These are five possible elements of the sort of framework that 
comes to mind that would help establish a solid basis for post-
war financial stability and economic progress in the Middle East. 
Clearly the list is not exhaustive. What i%essential i. that these 
issues are considered urgenty, and action taken soon .... 

The* motment 
The most striking feacure of tbe reczent performance of the 
developing countries remains the contrast between the situa-
tion of those countries that did, and those that did not, show 
determination in implementing far-reaching structural re-
forms to enhance the role of market foices in the allocation 
of resources, and to open up the econon:y to international 
trade. More developing countries are now following this 
strategy, in order to establish thr foundation for the .-ort of 
sustained economic expansion that was achieved over the 
past twenty years by several Asian countries. These structural 
reforms are, in many cases, complemented by monetary and 

veloping countries has 
been disappointing for 

some time, and shows no immediate signs of recovery. The 
reasons are pretty obvious-they include the large fiscal 
deficits of many governments, as well as disincentives to pri
vate saving in many countries, including high inflation and 
other manifestations of unsettled economic conditions. On 
the investment side, the rising needs of the industrial and de
veloping countries have recently been augmented by some 
special situations. In paticular, it is clear that the transforrna
cion of the Eastern European countries, [and] the Soviet 
Union, and the reconstruction of the economies most 
severely damaged in the Middle East war, will require large 
exceptional investments in the coming years. 

A second point, related to the first, is that many of the de
veloping countries face a difficult situation as regards their 
traditional sources of external finance. In particular, the last 
DAC [Development Assistance Committee] report forecasts 
only a modest nominal increase in ODA [official develop

assistance], at best, in the next few years. This is not 
encouraging. In addition, the countries with debt difficulties 
are, for the most part, unlikely to resume borrowing from 
commercial banks, and certainly not on the scale of the pe
riod before the debt crisis. Some countries, especially Chile, 
Colombia, Mexico, and Venezuela, have been able to secure 
market borrowing, but others, including some countries that 
had avoided debt difficulties, are finding their access to bank 
finance limited. This is in part because of the move, in the 
industrial countries, toward a financial strengthening of the 
banks, through increased capital/asset ratios and more ade
quate provisioning requirements. This leads me to two con-
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clusions: that the developing countries must F4
 
pay close attention to improving the quality of
 
investment; and that they will need to rely in-

lization, to meet their investment needs, and
creasingly both on domestic resource mobi- 0 

on nonbank forms of foreign financing. 

Third, it is apparent that the most practica- , 

ble way to improve significantly the medium
term growth prospects of the majority of de
veloping countries is by a determined effort 
both to raise domestic saving and to eliminate 
market distortions, and thus to give priority to 

investments with high rates of return, as inte- v 

gral parts of a balanced, growth-oriented ad-,E'.
 
justnent strategy. In practice, this requires a Nl '"
 

combination of macroeconomic and structural CL-% 


" 

!'."2W... . 

-
-

' , " 
policies to lay the basis for a sustained and Adestroyed jewelry store in Kuwait City: widespreadphysicaldestructionand 
sound growth. greathuman sufferingand losses. 

This brings me to my last major subject for this evening, the 
contributions that the industrial countries can make to deve-
lopment. For them, also, I will stress a three-point agenda. 

In view of the shortage of global savings, which I men-
tioned a moment ago, you will not be surprised ifI stressfirst 
that one of the most useful contributions that the industrial 
countries could make, would be to strengthen their own fiscal 
performance. This is particularly true of those countries that 
have been running large budget deficits, and thereby making 
sizeble demands on global savings. Decisive action to reduce 
these deficits would free up resources for the developing 
countries, and easing the burdens on monetary policy would 
make possible a significant reduction of interest rates, to the 
benefit of all. 

Trade liberalization is another key area of global interde-
pendence where the industrial countries can make an essen-
tial and very important contribution to the prospects for the 

developing world. It is commonplace to say that trade is 
more important than aid, but it is true nonetheless. The im
portance of maintaining open markets, and indeed broaden
ing the access to industrial country markets of imports from 
the developing countries, cannot be emphasized often 
enough. 

Third, although I regret that we cannot project a substn
tial increase in official development assistance, this makes it all 
the more important that the industrial countries do every
thing in their power to ensure that the scarce development 
resources are channeled in ways that best contribute to gen
uine growth. One way they can help this is by ensuring that 
their assistance is directed to countries that have good poli
cies, and another is by streamlining their disbursement pro
cedures. Also, they could increase the proportion of grants in 
their assistance, and improve the terms and conditions of 
their loans. And there is undoubtedly scope for further ac
tions by bilateral creditors in the area of debt relief through 
the Paris Club. 
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NEWSLETTER OF THE WASHINGTON CHAPTER OF THE SOCIETY FOR INTERNATIONAL DEVELOPMENT 

Vol.XT , No. 8 HUMAN RIGHTS AND DEVELOPMENT: 
May 1991 TWO HALVES OF THE SAME WALNUT 

by Marah de Meule 

"The indivisible union ofhuman rightsand
development" was the subject of the March 
21 chapter dinner. Although inextricably
bound, human rights and development 
have evolved along "different paths," and 
presently are considered disparate entities. 
The result of such an evolution, according 
to one of the two speakers at this event, SID 
Board Member Goler Butcher, is the press-
ing need for a "fun-
damental reassessment 
of the cooperative ef- Civil and political Tights con- tain rights against his
forts" of development stituteonly halfof the solution; own government;"
workers and human socialand economic rights thus "these kinds of 
rights activists, and the "the concern of development"- rights are basically
beginning of 'joint represent the second halfof the limitations upon the 
strtegizing." Yet this equation. 
separation has proven 
an effective route for 
human rights groups. The other speaker at 
the dinner, Amnesty International's Kurt 
Goering, noted that his organization's suc-
cess stems from its assumption of "a very 
specific role in the overall spectrum of 
human rights work." Their concern with 
civil and political rights, through the focus 
on imprisonment, is necessary for the 
evolutionofasociety"whereeachperson's 
dignity is respected and realized." Such a 
society, according to Butcher, is the com-
mon goal of human rights and develop-
ment work. Civil and political rights con-
stitute only half of the solution; social and 
economic rights - "the concern of 
development" - represent the second half 
of the equation. "Any debate on the 
priority of emphasis between civil and 
political rights, and economic and social 
rights confuses the issue and is myopic," 
warned Butcher, "for each set of rights is 
both dependant upon, and ultimately 
meaningless without, the other." 

Drawing upon her field experience as the 
assistant administrator for Africa at USAID, 
and her legal expertise - she is a professor
of law at Howard University - Butcher 
offered several explanations for the diver
gence of the human rights and develop
ment fields. An underlying cause has been 
"the historical development of human 
rights law." Such law has been predicated 

on the "concept of an 
individual having cer

scope of one's own 
government's freedom 
of action." Develop

ment concerns, such as social and economic 
rights, "proceed from a different view of 
government, of the citizen's relation to 
government, and of the role of govern
ment." The goals of development require a 
more activist governmrnt, one that will 
help "secure for the individual not only 
dignity under the traditional western view 
of human rights, but certain of his basic 
needs." Butcher cited the Universal Charter 
on Human Rights as a document that has 
beer able to successfully assimilate the two 
typ ;of law into "a common standard of 
achievement for all peoples and all na
tions." 

A second iasonfor the divergence is "the 
cost of including development and social 
and economicrights in our concept of 
humanrights duties, since acknowledging 
theo rights would incur great financial, 
economic, and political costs." A crucial 
step to integrating such concerns would en-
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HUMAN RIGHTS 
ConlinumP from pqge I 

tail "conceiving of aid on a need basis, 
not a political one." The politicizing of 
aid, exemplified by "shibboleths such 
as 'we are conditioning our aid on 
progress towards democratization"' 
has the unfortunate effect of "cutting 
the poorest people  even though they 
rray have despotic governments - out 
of the aid pot." Amnesty International 
(AT) can cite a plethora of facts regard
ing the detrimental effects of politics on 
human rights efforts. Essential to the 
mission of Al has been a standard of 
impartiality: "Amnesty tries to oppose 
the abuses that it opposes in every 
situation where it has the informatiot ; 
we try to uphold governments to a 

-single standard." Conversely, a second 
"part of what we try to do is to hold our 
own government to a single standard 
of human rights. At this particular mo
ment, we feel that this is very impor
tant." 

The response, or more accurately, lack 
of response, of the US government and Rights Commission voted to remove 
the international community to the Iraq from the list of countries that were 
documented human rights violations subject to confidential scrutiny of their 
occurring in Iraq over the previous human rights records." 
decade constitutes 
"one of the ex- "he oal ofdevlopentreqireampes f (he)rea- 

amples of (the) real- Thely appalling a more activist government,onemoeatvsgvrmnn 
hypocrisy that we that will help "secure...not only 
face," stated Goer- dignity...but certain basic needs." 
ing, deputy execu-
tive director for 
programs of Amnesty International-
USA. Al "had been producing report 
after report after report on Iraq for rmore 
than ten years." But it was only when 
"the victims happened to be Kuwaid 
rather than Iraqi or Kurd," and 
criticism of the Iraqi government was 
more politically expedient,that "it'-- challenge of underdevelopment i3socame an issue that this administration enormous 
amemanyisuoernatte d rnitra o 
and many ingovernment became right-

has been equally remiss. According to 
Goering, "After Saddam Hussein had 
twice used chemical weapons against 
his own population, and after he had 
engaged ina widespread pattern of tor-
ture and execution, ...the UN Human 

minded focus 

Further impedingthe integration of 
ehh itand ohuman rights anddevelopmnent ef-
forts are what 
Butcher termed 
"the single-
of development 

workers" and "the muddled thinking 
of human rights activists regarding the 
rights of development." She attributed 
the rather narrow vision of develop-
ment workers to tlie overwhelming na-
ture of their task. Butcher said, "The 

that the preoccupation of 
development workers with the conun-
drum of development is perfectly un-
derstandable." Equally problematic 
has been the inability of hu.nan rights 
activists to clearly articulate the "right 
to development." "Its human rights 

proponents," chiefly those active at the 
UN, have attempted to get formal 

recognition from the international corn
munityoftherighttodevelopment.But 
they offer a too "broad, almost incom
prehensible, concept" of such a right. 
"A more workable definition,"
declared Butcher, -would be a more 
limited one - namely, the right of eachhuman being to be free from a certainlevel of poverty" 

Despite the polarization of the human 
rights and development fields, and the 
obstacles impeding the assimilation of 
efforts in both fields, both speakers of
fered optirrism for future. Amnesty In
ternational haFnoted "very encour
ing developments in virtually all of the 
so-called Third World" where local 
chapters have been forming and be

coming quite active, participating inletter writing campaigns and embassy 
protests. Butcher found the very fact 
that the dinner focused on the "in
divisible union of human rights and 
develpment" very en-ouraging and 
hoped it was the fir,;tstep towards 
opening dialogue between the two 

fields.O. 



Human Security and the Gender Perspective
 

Wendy Harcourt 

WendyfHarcourt looks at the gender perspective ofsecurity 
issues in achanging world order. She suggests that the recent 
Gulfcrisis must not distract our attention from the on-going 
development concerns ofglobal human security,foodsecurity, 
social security and human rights, 

War affects all: men and women. Can we therefore have a 
women's position? What is evident isthat we did have a call for 
solidarity by women in the region to all women in the global 
peace movement. One which was eagerly responded to. 
However what was equally clear is that there was a diversity of 
views and reactions among women as among men. Perhaps 
then we should not seek out a special women's view but rather 
seek in this crucial post-Gulf War period to contribute a gender 
analysis which will broaden the debate from a focus on"women 
and peace" activities to the issue of the basic human rights to a 
safe and secure life. 

Within the Middle East the post war phase has to be deter-
mined by the actors in the region though of course we need to 
follow the debates and be willing to work with those who ask 
for our support. International NGO support, such as SID can 
provide, a clear media focus and information on what the 
people ofthe region want will be important in ensuring positive 
change. 

The international response to the Gulf crisis should be to 
take ahard look at some of the tougher political issues which we 
hive ignored; well-meaning development which does not take 
on board "difficult" issues such as the number of arms being 
sold to the Third World by the West is, as recent events have 
shown, not only naive but dangerous. Perhaps one of the most 
immediate outcomes of the war for European development is-
sues is a growing movement of peoples from the region to 
Europe of diverse religions and ethnic mix, and an increasiv,g 
tension for those immigrants already in Europe. And thirdly we 
have to recognize that the historical creation of countries as the 
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result of past conflicts (colonial and global) leaves a cultural 
inheritance we cannot afford to ignore in our present develop
ment effort. 

But perhaps more than ever before, SID has to keep public 
awareness focused on development issues other than those of 
the Gulf. During the war the plight of the Baltic peoples, 
Liberians, Palestinians and the Somalians, to name just four 
examples, was all but forgotten in the horror of the Gulf War. 
And, in the blitz of war twenty four hours on our screens, the 
approaching horror of the potential famine in Africa dropped 
completely from the popular media and the public's 
conscience. 

SID's network has to keep a critical focus on development 
issues by continually bringing home the importance of current 
events for the men and women of developing regions. Global 
collective security, the key to the peace initiatives, has ta be 
considered on a personal as well as international level. As many 
are saying, stronger international and regional institutions ae 
necessary and welcome with the proviso that NGOs play an 
even more careful monitoring role of multilateral institutions. 
The point though, is that security is not just about balancing 
numbers of armies and bombs nor just about accords between 
super powers; it also means food security, social security, 
human fights, in short, men and women's reach for dignity, 
freedom and a decent quality of life. 

Another important security issue is environmirt. As we 
saw only too graphically in the last months, conflict in today's 
world isbased on an imbalance between resources and people's 
needs, as many have argued, the Gulf War could be interpreted 
as the need to protect the world's capital and energy resource 
oil. With the growing pressure of the population in the South, 
wasteful living in the North and using up of environmental 
resources globally, the demand for coveted resources par
ticularly in the Third World will only increase dramatically by 
the end of the century. As population and pollution pressure 
mount we will be facing a growing tension among a largely un
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employed youth, economic and environmental refugees, un-
hygienicandunsafecities(lookattherecentcholeraepidemics 
in Peru and Indonesia) and chronic food shortages. And we will 
have, whatever the outcome of the peace talks in the Middle 
East, and even if the Soviet Union and the USA remain friends, 
an unmanageable, desperately insecure situation where women 
will. as usual, be bearing 'he brunt of the burden. 

At the, heart of development security issues are questions 
about how we are to ensure a basic quality of life for all die 
world's population. This means a drastic rethinking about 
present world trends. Access to decision making, food, employ-
ment, choice about family size, education, proper medication, 
sanitation and housing are all basic security issues which would 
lead to safer lives for women and men. 

When examining personal security issues we need to be 
aware of the different gender roles, issues and questions we 
must ask to bring out women's particular needs. 

In both peace and war it is often women's "invisible" roles 
which are forgotten. They are the mothers, wives, social carers, 
the guaranteers of social and cultural continuity. They are the 
ones who, apparently regardless, can be relied on to pick up the 
pieces of family and home in times of crisis and dire need. 
Family, community. national and global security depend on 
this special role of women, often as lone heads of households, 
and sole family providers. 

Indeed, the Gulf War has seen women experience not only 
the violence of war in the Gulf, but also we now have the 
phenomenon of women soldiers. Highly advanced 
technologies produce wars where women can also fight raising 
important questions about "equal participation" and women's 
roles as utilizers. 

Here it is not only that we may wish to question the "right" 
to participate in war for both men and women, but also how the 

double role ofwomen as primary carer and wage earnerclashed 
as women soldiers, primarily fkom the poor black female 
headed households in the US, left children parentless. 

Ourmajorconcem here however, cannot be with these more 
thorny questions of the new role of women and war but with 
how we need to te aware of these types of issues as we re-think 
development stritegies and policy. 

The deviloment community must be sensitive to this 
double rolrf (if women as reproducer and producer and 
recognize their knowledge and skill in survival. More 
importan'y, we need to be a~ware that there are decisions and 
choices whicki women themselves must determine for long 
term seurity - we need to value their work in the recovery 
period even if it is unpaid and unrecorded - women's work 
remains an integral part of social and economic development. 
Perhaps even more acutely, especially as we face the 
devastation of the GulfWar, we have to see that women's work 
as mother and wage earner is not infinitely elastic. Women in 
the Gulf, and in most developing regions, are bearing an 
enormous burden and personal cost which the development 
community should appropriately acknowledge and 
compensate in future policies. 

As we look to the heralded new phase in global 
development we need to be aware that equitable development 
and human security is based on the protection of the human 
resource base which is largely in the hands of women. 

March 8, 1991 

Wendy Harcourt is Assoriate Editor and Coordinator efSID 
Women in Development Programme. 
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A Summary 

The following is a summary of the State of the 
World's Children report for 1991, issued by the 
Executive Directorof UNICEF, James P. Grant. 
Fordetails of the full report,pleasesee back cover. 

On Sunday, September 30th, 1990, a great 
promise was made to the chidren of the 1990s. 
On that day, 71 Presidents and Prime Ministers 
came together for the first World Summit for 
Children. It was the largest gathering of heads 
of state and government in history. And the 
outcome was an extraordinary new commitment 
- a decision tu try to end child deaths and child 
malnutrition on today's scale by the year 2000 
- and to provide basic protection for the normal 
physical and mental development of all the 
world's children. 

This overall goal was broken down into more 
than 20 specific targets listed in the Plan of 
Action agreed on by the 159 nations represented 

* The goal of immunizing 80% of children under the age of 
one is expected to have been reached for the developing world 
as a whole on the basis of the percentage of infants who have 
received the necessary three shots ofDPT vaccine (considered 
by WHO and UNICEF to be a good indicator of the 
effectiveness of the immunization system as a whole). For 
BCG, the target has already been surpassed. For Pohro (three 
shots) overall coverage of 7W% by 1989 is expected to rise 
beyond the 80% target by the end of 1990. Measles 

at the Summit. All governments will review their 
plans and budgets and decide on national pro
grammes of action before the end of 1991. 

'We arepreparedto make availablethe resources 

to meet these commitments", said the final 
Declaration. All national and international 
organizations have been asked to participate. In 
particular, the worlds of religion, education, the 
communications media, business, and the non
governmental organizations in every country 
are invited to join this decade-long effort. 

As the Summit met, the world was nearing the 
deadline set just over 10 years ago for reaching 
another great human goal - 80% immunization 
coverage for the children of the developing world. 
At the time, approximately 15% were being 
immunized. Today, despite all the difficulties of 
the last decade, the 80% goal isexpected to have 
been reached when the latest figures become 
available early in 1991. 

immunization, which is ntt normally given before the age of 
nine months and which began the decade at very low levels, 
reached 71% in 1989 and may still lag a few percentage points 
behind as 1990 ends. 

The diseases which vaccines prevent are also major causes of 
child malnutrition; the immunization effort of the last decade 
has therefore also kept uncounted millions of children from the 
downward spiral of frequent illness, poor growth and early death. 



THE STATE OF-THE WORLD'S CHILDREN 1991
 

The year 2000:
 
what can be achieved?
 

The following is the full listof goals, to be attained Nutrition 
by the year 2000, which were adopted by the World 0 A reduction in the incidence of low birth weight
Summit for Children on September 30th 1990. After 
widespread consultation among governments and (2.5 kg. or less) to less than 10%. 
the agencies of the United Nations, these targets were 0 Aone-third reduction iniron deficiencyanaemia 
considered to be feasible and financially affordable among women. 
over the course of the decade ahead. 0 Virtual elimination of vitamin A deficiency and 
Overall goals 1990-2000 	 iodine deficiency disorders. 
o A one-third reduction inunder-five death rates 	 0 All families to know the importance of suppor
(or a reduction to below 70 per 1,000 live births - ting women inthe task of exclusive breast-feeding
whichever isless). fcr the first four to six months of a child's life and of 
o 	A halving of maternal mortality rates. meeting the special feeding needs of a young child 

through the vulnerable years.o Ahalvi: of severe and moderate malnutrition 0 Growth monitoring and promotion to be institu
among the ,orld's under-fives. tionalised in all countries. 

O Safe water and sanitation for all families. 	 0 Dissemination of knowledge to enable all 
o Basic education for all children and completion families to ensure household food security.

of primary education by at least 80%. Child hafth
 
o A halving of the adult illiteracy rate and the o The eradication of polio.
 
achievement of equal educational opportunity for
 
males and females. 0 The'elimination of neonatal tetanus (by 1995).
 
O Protection for the many millions of children in 0 A 90% reduction in measles cases and a 
especially difficult circumstances and the accept- 95% reduction inmeasles deaths, compared to 
ance and observance, inall countries, of the recently pre-irnmunization levels. 
adopted Convention on the Rights of the Child. In O Achievement and maintenance of at least 85% 
particular, the 1990s should see rapidly growing i c ovee of ne-yeaold len 
acceptance ofchilrenofwar.andthe dea of special protection for universal coverage of one-year-old children n 	 immunization tetanus immunization for women intie 

children in time of war. the child-bearing years.
 
Protection for giuls and women 	 0 A haiking of child deaths caused by diarrhoea and 
o Family planning education and services to be a 25% redcition inthe incidene of c diseases.
 
made available to all couples to empower them to 0 A one-third reduction inchild deaths caused by

prevent unwanted pregnancies and births which
 
are 'too many and too close' and to women who ute respiratory infections.
are 'too young or too old'. 	 0 The elimination of guinea worm disease. 

0 .Alwomen to have access to pr natal care, a Education 
trained attendant during childbirth and referral for 0 Inaddition to the expansion of primary school 
high-risk pregnancies and obstetric emergencies. education and its equivalents, today's essential 
o Universal recognition of the special health and knowledge and life skills could be put at the disposal
nutntional needs of females during earlychildhood, of all families by mobilizing today's vastly increased 
adolescence, pregnancy and lactation, 	 communications capacity. 
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COSNIO. 199 1 
TWO VIEWS 

IS THE U.S. REALLY ON THE DECLINE
 
AS AN ECONOMIC POWER?
 

Th. U.S. "Has Lost 
Considerable Ground 
Over the Past Decade" 

Robert R.Nathan 

unstable political and economic changes in 
the Soviet Union and East Europe. Turmoil in 
the Mideast. The economic integration of 

Western Europe. Huge amounts of Third-World debt. 
Failure of industrial countries to make further 
progress toward lower trade barriers, 

This brief inventory of major challenges under-
scores the need for strong American leadership at a 
time when signs are spreading of trouble in the U.S. 
economy and its capacity as a world economic power. 
There is more to world leadership than economic 
strength, as events in the Persian Gulf demonstrated, 
but without a stro g and expanding economic base, 
leadership is difficult to provide. And the United 
States has lost considerable ground relative to many 
industrial and industrializing natioas over the past 
decade. It is in danFer of falling to mobilize the re-
sources needed to play a constructive role in the pur-
suit of peace, prosperity and freedom. 

Among the signs of a nation in danger of decline as 
an economic power: 

e Persistent budget deficits have set peacetime 

T he end of the Cold War. Dramatic and as yet 

records. 

* The national debt has more than tripled in the 

last 10 years. 
* After more than a half century of trade surpluses, 

the 1980s brought huge trade deficits. 
e From being the largest net creditor nation a dec-

ade ago we are now, by unprecedented margins, the 
world's largest debtor nation. 

* Savings rates are inadequate to finance levels of 
investment essential for vigorous economic growth, 
let alone finance the federal deficits. 

* The savings and loan debacle has lessened confi-
dence in our financial institutions and will cost tax-
payers over half a trillion dollars. 

a Competitiveness has been weakened and bank-
ruptcies have increased due to diminished antitrust 

Continued on next page 

Robert R. Nathan('56) is chairman of Nathan Associates, 
consulting economists, and a former National Chairman 
of Americans For Democratic Action. He was chief of the 
Planning Committee of the War Production Board dur-
ing World War 11. 

The U.S. 'emains the 
World's Supreme 
Economic Giant" 

Edwin L DaleJr. 

he question before the house is a good and 
valid one. Before attempting an answer, 
however, it is necessary to tackle some rather 
formidable semantic underbrush which has 

bedeviled discourse on the matter. 
What is the meaning of "economic power" in the 

context of a nation, and how is it measured? Does it 
mean large gold reserves or a large gross national 
product or perhaps per capita GNP? Does being an 
economic superpower require a favorable balance of 
trade? Does it have something to do with the domes
tic budget-deficit or -surplus? 

Does it turn on a nation's international debtor
creditor status? Or require a strong currency? Does it 
have something to do with international competitive
ness, whatever that may mean? Is it a function of a 
nation's productivity? Does it mean being able to 
push other nations around or induce desirable behav
ior through foreign aid? Does it involve the intema
tional ranking of a nation's big banks, or heavy re
search and development outlays, or the performance 
of a nation's students in math and science? 

The mere listing should show, at the least, that the 
definition or measurement of economic power is not 
a simple matter. Consider a few anomalies: 
9 Per capita GNP is one important measure of eco
nomic power. It reveals standard of living and, indi
rectly, productivity. But if this were the only measure, 
then the United Arab Emirates would be at the top of 
the world economic power table because of the high
value of oil production spread over a very small 
population. 
* If possession of natural resources were an impor
tant element, Switzerland would be weak and poor. 
But, in fact, it is widely and correctly recognized as 
having considerable economic strength. 
e The Soviet Union has the world's second largest 
GNP, very large gold reserves and an emple endow
ment of natural resources. Yet it would be an absur
dity to consider the Soviet Union an economic super-

Continued on page 79 
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regulation and a surge of speculative mergers and 
acquisitions financed with junk bonds. 

* Inadequate infrastructure funding has brought
deterioration to our streets, highways, bridges, ports 
and other public facilities. 

e Income distribution has become more skewed 
with widened gaps between low- and high-income 
groups. 

* Pride in quality of performance seems to have 
diminished in private and public service, 

o The latest recession, severe or not, will make it 
more difficult to shape policies that effectively ad-
dress the nation's deep-rooted problems. 

The odds are very hi h that
efede l d t gandthe f eral debt rowthrough most of the 1990s. 

These manifestations of lagging and destabilizing 
economic performance have evolved over the last 20 
to 25 years, but with much increased gravity in the 
past decade. 

From the middle of 1965 to 1980 there was consid-
erable economic tunnoil associated with a serious 
pace of inflation that accelerated over most of the 15 
years until the 1980-82 recession. The start of the 
inflation could be attributed to the concurrence of the 
Vietnam War, a couple of poor crop years and ill-
timed expansive fiscal policies. One of the most seri-
ous factors that intensified the pace of inflation was 
the role of the OPEC cartel. In 1973 an embargo
imposed by OPEC led to an approximately fivefold 
increase in petroleum prices. The further doubling of 
petroleum prices in 1979-80 was attributable to the 
cartel's production constraints, 

THE TROUBLESOME 1980s 

The most serious economic difficulties occurred in 
the 1980s. In 1981 President Reagan proposed a 30 
percent income-tax reduction over a three-year pe-
riod.Counter-cyclical fiscal policy calls for tax cuts in 
recessions and tax increases in boom times, usually 
on a year-to-year basis. Congress did enact a 25 per-
cent cut over three years. President Reagan simulta-
neously called for substantially higher defense ex-
penditures. The ensuing huge budget deficits did not 
precipitate severe inflation only because of a marked 
increase in industrial imports. Largely because of this 
competition from abroad, wage rates of factory work-
ers in the Ifr.ited States, adjusted for inflation, de-
clined during much of the decade. 

The adverse consequences of the large, persistent 
budget deficits will be difficult to overcome. Big defi-
cits in peacetime reflect poor fiscal management. As 
the national debt climbed from well under a trillion 

dollars in 1980 to more than $3 trillion now, interest 
or. the debt has quadrupled. The odds are very high 
that the federal debt will grow through most of the 
1990s, tending to result in higher interest charges.

At the same time, private savings in the U.S. fell 
sharply in the 1980s as a percent of disposable in
come-from 7.5 percent in 1981 to 3.2 percent in 
1987. It climbed back to 5.5 percent in 1989 but re
mained well below historic levels. One would have 
expected personal savings to rise when the top per
sonal income tax rate was cut from 70 to 50 percent in 
the 1981 tax legislation and to 28 percent in the 1986 
tax bill. Consumers seem to be following the federal 
government policy of "borrow and spend" rather 
than "save for a rainy day." 

In trade balances, too, the 1980s brought a drastic 
turnaround. From a near balance between exports 

imports in 1980, by mid-decade the excess of 
imports over exports reached $170 billion a year. The 
trade deficit has been dropping since but was still 
near the $100 billion level in 1990. Many of our fi
nanciers and industrialists have been more interested 
in get-rich-quick buyouts and mergers than in restor
ing our competitive posture. 

The phenomenal rise of federal debt coupled with 
the low level of private savings led to heavy reliance 
on foreign capital to finance a sizable portion of our 
federal deficits and privaie capital formation. Even 
with improvements in our trade balance and in
creases in private savings, foreign ownership of 
American assets will grow unless budget deficits are 
reduced significantly. 

In 1981 the residents of the United States owned 
about $140 billion more of foreign assets than for
eigners owned of American assets. As of the end of 
1990 foreign owners of assets exceeded assets owned 
abroad by U.S. citizens by more than three-quarters
of a trillion dollars. The trillion-dollar level will surely 
be exceeded within the next year or two. We will 
need to attract more and more foreign capital just to 
service the existing holdings of United States assets 
by people abroad, let alone help finance the continu
ing large deficits. 

On the expenditure side of the Federal budget, re
ductions have occurred, especially in revenue sharing 
with state and local governments, some social pro
grams, funding for infrastructure projects, non-secu
rity-related foreign economic assistance and staff cur
tailments in some regulatory agencies. A heavier tax 
burden has been placed on state and local govern
ments where highly regressive property and sales tax 
rates have had to be enacted. 

Shifts in tax burdens, curtailed public services and 
a deterioration in family relationships have brought
relatively greater affluence to the upper and upper
middle classes and relatively more unmet needs for 
the lower and lower-middle classes. A hard core of 
homeless, poorly-paid minority workers and the un
employed are plaguing our large cities. Fewer federal 
financial resources are being made available to re
verse this worsening situation. 

One manifestation of the "Let the market solve 



COSMOS 1991 e 77 

everything" philosophy is that it tends to ignore real- adjusted for inflation, doubled. America's wealth 
ity. A neglected infrastructure hurts efficiency. Pro- flowed out in the form of investment capital, ex
ductivity performance dwindles. The marketpla .e panded purchases of foreign goods-and in aid to 
cannot solve many problems. The savings and loan needier countries. The international role of the 
fiasco, which is having an effect on confidence in the United States in the postwar years was unprece
commercial banking system, is due in part to deregu- dented in scope, constructive impact, generosity. and 

good will. 0. utmost importance was the part the 
United States played in the practical end to colonial
ism in the world, except in Eastern Europe. Unprece

the role the United States playedA hard core of homeless, dented, too, was
h c othrough the Marshall Plan in the restoration of the 

poorly-paid minority economies not only of its allies but also of its enemies.
poyed Inthe posiwar years, the United States provided

workers anld the unemp yea the initiative for amajor and continuing effort to help 

are plaguing our the less developed n3tions of the world achieve and 
enjoy rising productivity and higher standards of liv

large cities. ing. Most of these countries had been colonies of 
major powers. The "Point Four" concept articulated 
by President Truman was designed to provide tech
nical assistance from the industrialized countries and 

lation, the urge to reduce federal regulatory staffs. international and regional institutions to help build 
The staffs of the Antitrust Division of the Justice De- up the economic capabilities of the lagging nations. 
partment and of the Federal Trade Commission have The United States can look back with pride on its 
been cut so deeply that no serious guardians now leadership in bringing higher living standards to 
exist in the federal government against monopolies, many nations in Africa, Asia and Latin America. 

Because of its domestic economic problems, the These brief observations indicate how significant 
constructive role of the United States in the world is was the leadership of the United States in world mat
highly uncertain. World leadership requires a range ters during and after World War II.That past perfor
of political, moral and humanitarian commitments as mance far outshines the cui-rent tole of the United 
well as economic s'rength. A brief review of the over- States when the need for world leadership continues 
all performance oi th,. United States during World to be critical. 
War IIand afterward can help one better understand It was more than money and technology that 
the opportunities for the United States in a shrinking brought leadership status to the United States. Ad
world. herence to democratic principles, commitment to hu

man rights and the recognition that extremes be
tween affluence and poverty were not tenable we.. 
important factors in the leadership status of theAN ERA OF U.S. GREATNESS 
United States. But its influence outside the military 

Until World War I the United States played a rela- sphere has declined from what it was two or three 
tively modest role in international affairs. Even its decades ago. In considerable measure it has been the 
contribution to the victory in World War I came rela- relatively weaker economic performance of the 
tively late. It was not until World War II that the United States that has diminished its prestige and 
United States came to be recognized as the major influence. The United States now provides a substan
power and the principal leader among the family of tially reduced share of aid to the developing countries 
nations. Clearly, the United States played a decisive and in support of regional and international institu
role in the victory over Germany, Italy and Japan. It tions than it did in the past. The Vietnam War, larger 
was not only the contribution of American fighting defense outlays, huge budget deficits, reliance on for
men that brought victory. The vast flow of American eign capital inflows, lagging productivity, all add up 
materiel to the United Kingdom and the Soviet Union to concerns about the degree to which the world can 
was an important factor in their successful military rely on the economic strength ol the United States to 
operations. spur effective trade and development policies. 

The United States emerged from World War II 
much stronger. The war brought no destruction of 
any of its productive facilities. Its capacity to produce RESTORING ECONOMIC POWER 
was greatly enhanced by new facilities and new tech
nologies derived from the intensive and highly suc- A critical review of the economic performance of 
cessful mobilization effort of the United States. In the United States does not justify the conclusion that 
fact, the war led to the expanded role of the United it is poor and cannot afford to improve the well-being 
States in world affairs because both friendly and ene- of its own people, to provide more help to the devel
my nations in Europe and Asia suffered from se- oping countries and to play a key role in preserving 
verely curtailed productive capacities. and expanding the prospects for peace around the 

Between 1945 and 1965, U.S. income per capita, world. The United States is not on a path toward the 



78 a COSMOS 1991 

economic weakness of the Soviet Union and many of 
the Warsaw Pact nations. It has tbe resources to con-
tribute a great deal more tcward world peace and 
prosperity than it is currently. But man' ,ecent eco-
nomic policies will need to be reversed. Large mili- 
tary commitments, as in the Persian Gulf, alone will 
not suffice. 

A recession of even limited depth and duration will 
make it difficult to reverse the economic trends of the 
1980s rapidly and without political turmoil. There 
will need to be evidence of steady progress on many 
domestic issues if the world is to once again look to 
the United States for the kind of leadership it pro-
vided in the 1940s, through the 1950s and much of 
the 1960s. The following issues require serious atten-

:Until the economic recovery is well underway, 

expansive fiscal policies-even at the risk of tempo-
rary larger budget deficits-and monetary policies 
must be pursued. 

e As recovery evolves, budget deficits must be re
duced through both tax increases, especially income 
taxes, and carefully-considered expenditure cuts. 

* New taxes on oil should be part of an effort to 
reduce our growing reliance on petroleum exports, as 
well as to raise new revenues. Half of our oil comes 
from abroad, and imports will account for two-thirds 
of our consumption before the end of the 1990s. Ag-
gressive pursuit of energy conservation and research 
into renewable energy sources should receive top pri-
ority. 

I Taxing a larger portion of Social Security benefits 
on middle- and higher-income recipients should be 
considered. 

* A larger Internal Revenue Service staff for moni-
toring and strictly enforcing tax payments should get 
a very high priority. Only a few years ago, an IRS 
study showed $11 more in tax collections for every 
extra dollar spent on enforcement. 

* Among targets for expenditure reduction are 
some farm price supports; new approaches to cut 
medical care costs; encouragement of later retirement 
years for older workers, thus slowing the rise in So-
cial Security outlays-and when the dust settles in 
the Mideast, a reduction in defense spending.

* Budget-cutting should take into careful account 
the need for better education; more research and 
development; incentives for savings and for new and 
modernizing investments; infrastructure projects and 
such rocial issues as the homeless, crime, drugs and 
discriminatory practices. These are prioritie- that 
warrant tax increases, but implementation :an and 
must be more efficient and requires more federal, 
state and local cooperation. 

e The impact of federal policies on state and local 
governments must be more fully considered in fed- 
eral policy decisions. We must also get more tax reve-
nues from the highest income classes and the richest 
states and suburbs and direct more public progams 
to the poorest states, cities and people. Ifwe Co not 
do this, the gap between the affuent and the poor 
will grow. 

* Stricter regulation of antitrust activities is 
needed, with beefed-up staffs to do the job. 

e Guarantees of deposit insurance must be associ
ated with careful monitoring of financial institutions 
to prevent the S & L abuses from recurring or spread
ing. Deposit insurance guarantees should be reduced 
and deposit insurance rates raised. 

Budget deficits must be
reduced through both tax 

increases, esbecially income
taxes, and carefully

considered expenditure cuts.
considered___________________ 

e Continuing efforts to achieve ,reer trade are de
sirable, but the principles of recip,.'ocity must also be 
pursued. Pressure must be exerted on those who be
lieve in free trade where they sell but restrict access to 
their home market. 

e Resources should be made available for more 
foreign assistance. We can afford to continue and 
increase aid to developing countries and to facilitate 
desirable change in East Europe and the Soviet 
Union. 

Clearly there is at present no country, international 
or regional institution in a position to provide suc
cessfully the leadership role that the U.S. held in 
World War II and the postwar years. The United 
Nations can continue to have some but not major 
impacts on economics, living standards or competi
tiveness between and among countries in the foresee
able future. Japan is a country with a strong economy 
and a huge level of foreign exchange reserves. But the 
role of Japan is not going to be similar to that of the 
United States after World War 11 for a variety of rea
sons, including a reluctance to take on a global
responsibility. The same is true for Germany, which 
has alsu achieved a strong economic posture. Ger
many is faced with the costly problem of absorbing a 
much less prosperous East Germany. Germany has 
given indications of playing a significant role in help
ing the Soviet Union and the Warsaw PacZ countries 
in overcoming their serious economic problems. 

The need for leadership in the world is urgent, but 
there is concern whether the United States can build 
on its victory in the Gulf war to reestablish its leader
ship status. Though the U.S. is now ;.ot prepared to 
undertake many of the commitments and respon
sibilities associated with world economic leadership,
it has the resources, talents and adherence to princi
pies that could, with strong internal leadership, again
provide the leadership role in the pursuit of peace, 
freedom and progress in the world. U 
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NO Continued from page 75 there is no doubt at all who is number one, and who 
power. Given its current condition domestically, will stay number one for as far as the eye can see. It is 
there is reason to doubt it can be considered an eco- the United States. What is more, by this measure 
nomic power at all. there has been remarkably little erosion of U.S. doni-

The fact is, there is no definition of "economic nance in the past several decades, despite the very 
power" nor even a clear concept of what the term rapid growth of Germany, Japan, France, Italy and 
means. That is why the discourse on the subject has others. Using purchasing-power-p anty exchange 
been so diffuse and confusing. To judge by commen- rates, the CIA estimates that the U.S. share of worl d 
tary in the press during much of 1990, for example, GNP (including the Soviet Union, -China and the 
the inability of the United States government to come former communist bloc) was 29 percent in 1960, 27 
to grips with its budget deficit was a glaring example percent in 1970, 25 percent in 1980 and 26 percent in 
of economic "weakness." In fact, it was an illustration 1989. The next largest economies are far behind. In 
of a poorly functioning governmental/political pro- 1989, the Soviet Union was in second place, with 13 
cess-and may have affected foreign perceptions of percent of world GNP, and Japdn was third vith 9 
the U.S.-but it had little to do with economic percent. Economist Herbert Stein has calcli'ated that 
strength or weakness. even if the differential in growth rates of GNP be

tween Japan and the United States of the last six years 
were to persist, it would take 189 years before the 
Japanese economy would be as large as that of the

Those who say the United U.S.
States is on the skids as an This simple matter of size is of great importance. It 

means, among other things, that the U.S. can fiel' a 
economic power are missing very large military establishment at acomparatively 

c' small cost (about 5.5 percent of GNP in 1990). No
the ffrestor the trees. other nation can come close to our military power 

without an enormous burden of taxes or other drains 
on the standard of living. 

Even if there is no good definition of economic As theCIA figures disclose, there h-s been a small 
strength, there does exist a set of perceptions which slippage in the U.S. dominance based on size alone
are based more or less on facts and statistics. As we a natural consequence c,f the growth of the other 
shall see, a nation--and in particular the United industrial economies. But the dominance remains so 
States-can display a weakening trend in one or overwhelming that the slippage in relative share can 
more of the measures cited above while still retaining properly be viewed as normal and of little signifi
overwhelming "economic power." To cite an old and cance. Wha is more, the huge U.S. GNP of $5.5 
useful aphorism, those who say the United States is trillion is contLnuing to grow-not as fast as some 
on the skids as an economic power are missing the other countries, but still growing in real terms in all 
forest for the trees. but the occasional recession years. Growth has aver-

A technical note is necessary before examining aged 2.7 percent a year for the past 20 years. Manu
some of the indicators of economic strength. Interna- facturing output, in which the U.S. is often alleged to 
tional comparisons are often complicated by the be slipping, grew by 41 percent in the decade of the 
problem of currency exchange rates. At the unad- 1970s and 38 percent in the 1980s and remains by far 
justed exchange rates of early 1991, for example, Ja- the world's largest. The U.S. economy remains in
pan or Germany or even a country like Finland may compar, bly the world's largest and is growing. 
seem to be "richer" on a per capita basis than the U.S. But size alone is not everytling. The U.S. is a big 
when that is not really the case. This problem can be country with a large population, which alone would 
solved by using an adjusted exchange rate called help account for the si7e of GNP. An important mea
"purchasing-power parity." It seeks to determine the sure of the strength of an economy is GNP per capita, 
exchange rate between the dollar and, say, the mark, which is a good proxy for productivity and the stand
that makes the price of bread, or a hotel room, or a ard of living of the people. Here, too-with the ex
man's shirt-a broad "market basket" of goods and ception of the aforementioned aberration of the small 
services-about the same in Germany and the oi-producing countries-the U.S. remains in first 
United States. This is indispensable in making mean- place by a good margin. United States GNP per cap
ingful international comparisons. Insofar as possible, ita in 1989 was still a third higher than that of Japan 
what follows in this article will be based on adjusted, and Germany despite their gains in recent years. 
or purchasing-power, exchange rates. Only Canada among the advanced industrial coun

tries comes close to the U.S. in per capita GNP, but it 
is a small country in population and total GNP. 

On a per capita GNP basis, the U.S. lead is indeedA LOOK AT GNP 
slipping. Stein calculates that it will take "only" 3 

The most important measure of economic power is years for Japan to catch up to the U.S. by this measure 
the one that common sense would point to-the total if the trend of the past six years continues. This slip
output of a nation, its gross national product. Here page in the U.S. lead is almost entirely because our 
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productivity performance-the annual improvement
in our overaU efficiency-has been weak since the 
early 1970s while that of other nations has been bet-
ter. Here we begin to get to the heart of the case of the 
dooms3yeis that the U.S. is, indeed, "on the skids" as 
a world economic power. How good is that case? 

INTERNATIONAL COMPETITIVENESS 
The case, when closely examined, comes down pri-

marily to a cluster of measures or criteria that can be 
grouped under the general heading "competitive-
ness. They include the U.S. productivity perfor-
mance, its foreign trade performance (and cor-se-
qucnt international "indebtedness") and its 
educational performance. These are the very types o 
criteria cited by Paul Kennedy, the author of The Rise 
and Fall of the Great Powers, in describing the decline 
of British power starting early this century. In a recent 
article in the London Times, T.ennedy referred to the 
impressive proje&*on of British military power at the 
time of the Boer War in South Africa and then added: 
"It was easy to forget the other part of the story-the
inadequate educational system, the meager levels of 
investment, industry's growing uncompetitiveness, 
the vast trade deficit in manufactured goods. Those 
weaknesses would one day cause the collapse of Brit-
ish power." 

In the present situation, there is something to the 
argument, centered on competitiveness, that Ameri-
can power is slipping. But whatever conclusions are 
reached, the basic facts on U.S. economic strength
noted above-the forest-are not changed.

Productivity is probably the most important test of 
all. It determines not only a nation's growth but its 
living standards. William J.Baumol, Sue Anne Batey
Blackman and Edward Wolff, in their recent book 
entitled Productivity and American Leadership: 'The 
Long View, note that a lag in Britain's annual pro-

ductivity improvement, compared with other indus
trial countries, averaging only about 1 percent but 
lasting for a century, transformed that country from 
the undisputed leading economic power to "the 
third-rate economy that 1i is today."

Productivity growth in the United States, which 
was impressive in most of the century before World 
War 11 and the early decades after the war, began to 
slow in the late 1960s and dropped markedly begin
ning about 1973. Compared to annual productivity
growth for the nonfarm economy as a whole of as 
much as 3 percent in the early postwar period, the 
figure dropped to 1.1 percent in the 1970s and 1.3 
percent in the 1980s. 

Despite all the presumed advances in economic 
knowledge, no one knows exactly why this hap
pened. U.S. fixed nonresiderial investment (new
machinery and the like) as a share of GNP, while 
consistently lower than in some other industrial 
countries such as Japan, has not been weak in the 
1970s and 1980s relative to the U.S. investment per
formance in the earlier postwar period. There are 
various partial theories for the poer-er productivity
performance but no comprehensive explanation. In 
any case, what is not so widely realized is that the 
same thing was happening in nearly all the other 
industrial countries. Manufacturing output per-hour
worked in Japan, for example, rose by an average of 
10.8 percent a year in the 1960s but less than half 
that-5.3 percent a year-in the 1980s. Productivity
growth in France and Germany was also only about 
half as rapid in the 1980s as in the 1960s. 

What iLmore, there is a distinction betwzen manu
facturing, where productivity can be measured with 
some degree of accuracy, and the service economy
(from health care to banking) where productivity 
measurement is difficult, to say the least inmanufac
turing, U.S. productivity growth rebounded in the 
1980s, rising to an average annual improvement of 
3.5 percent compared with 2.4 percent in the 1970s. 

Real GNP: How Major Nations Stack Up
 
Gross National Product in billions of 1989 U.S. dollars-


Gain,

1960 1070 1980 1919 1960-89 

United States 2,050 2,986 3,916 5,198 154%USSR 1,012 1,727 2,257 2,664 163% 
J n 314 848 1,335 1,913 509% 

rmany 390 607 792 943 142%
France 286 492 681 619 186%
United Kingdom 402 533 643 818 103%
Italy 259 452 654 801 209%
Canada 148 248 382 513 247%
China na. 93 190 427 na.
Spain 109 221 310 397 264% 
Note: CNPs of noncommunbt developed countries are converted to U.S. dollars by use of purchadsng-power parities to offset distortions 
cAused by currency exchange rates. 
Sow. CIA 
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This was due in part no doubt to the impact of much is again the world's leading exporter. Total exports in 
greater foreign competition, which forced both mod- 1990 were nearly $400 billion, which surely suggests 
ernization and labor force reduction. In any case, in that this country's producers must be doing some
the manufacturing sector, the U.S. productivity per- thing right. 
formance in the 1980s r, ,nained a little behind that of 
Japan but was about the same as the average for the 
leading European countries. This is not the portrait of NO. 1 DEBTOR NATION? 
a serious laggard. But what of the "fact" that the trade deficits of the 

past decade have turned the U.S. into the world's 

IMPACT OF THE TRADE DEFICIT largest debtor nation? The first thing to be said is that 
the term "debtor" has a rather spe.ial meaning for 

The foreign trade story is one of anecdotes, percep- the United States. Unlike Brazil or Argentina, which 
tions and some misconceptions, as well as some solid owe theLr debt not in their own currencies but in 
facts and statistics. We all know that foreign produc- dollars, the debts of the U.S. are in its own currency. 
ers have taken over more than a quarter of the auto- It a foreigner keeps dollar deposits in a bank in New 
mobile market; that there is only one remaining U.S.- York, that counts as a U.S. debt. The same is true for 
owned producer of color televicion sets; that foreign decisions to buy U.S. stocks, or Treasury (or 
American companies have been completely shut out private) bonds, or manufacturing companies, or real 
of other consumer electronic markets, such as that for estate. It is a matter of how the international ledgers 
VCRs; that the "quality" of American goods has de
clined (at least until some recent improvement). It is 
also true that the U.S., once the superpower among 
manufacturing nations, now imports more manufac- There are numerous areas, 
tured goods than it exports, accounting for the bulk of from medical devices and 
the large overall trade deficit. These are important ent c 
facts and perceptions. But they .re not the whole scientific instruments to 
story. Consider the following: aircrajt, the U is the 

e The Census Bureau publishes a series on exportswhere 
and imports of "advanced technology products." In undisputed leader. 
1988 and 1989, United States exports of these prod
ucts were about 50 percent higher than imports, with 
an annual export surplus averaging about $27 billion, 
and in 1990, the surplus rose to $34 billion. This does ae constructed rather than being a debt in the usual 
not fit very well with the image of the U.S. as falling sense of the term-something that the United States 
badly behind in the "high-tech" world of the future. as a nation has to "repay." 
In fact, there are numerous areas, from medical de- The United States does not go out and borrow 
vices and scientific instruments to aircraft, where the money as Brazil does. Instead, foreigners, on their 
U.S. is the undisputed leader. initiative, invest or hold funds here. What has hap

* Although the total trade balance in manufac- pened is that, as a counterpart to the large trade defi
tured goods is negative, it is now clear that the most cits of the 1980s, total foreign investment in the U.S. 
important factor in bringing this about was the huge has risen faster than U.S. investment abroad, and 
rise in the dollar's exchange rate against other curren- now has surpassed it. Only in this sense is the United 
cies in the first half of the 1980s, which drove up the States a "debtor" nation, and it is not something to be 
-ice of American goods to foreign purchasers. The greatly concerned about, for several reasons. 
effects were dramatic. The United States had a sur- * In no sector of the U.S. economy is foreign own
plus in trade in manufactured goods of $19.5 billion ership troublesomely large. In manufacturing, for ex
in 1975 and $20.3 billion in 1980. During the ensuing ample, ioreign ownership-which, as foreign direct 
five years of almost uninterrupted appreciation of the investment is defined, includes companies that a~re 
dollar's exchange rate, trade in manufactured goods owned as little as 10 percent by foreigners-amoun .s 
swung into deficit, reaching a peak deficit of $137.3 to about 8.5 percent r.easured by employment and 
billion in 1986. Then, as the dollar's exchange rate 1'2.2 percent measureJ by sales. Spectacular Japanese 
began to decline, exports rose and the trade balance acquisitions of such well-known U.S. entities as MCA 
soon improved though not enough to swing back into and Rockefeller Center understandably lead to public 
su- lus. By 1990, the deficit had dropped to $90 bil- bewilderment and concern. However, it is easy to 
lion. Exports of manufactured goods have risen 70 'forget that U.S. acquisitions of foreign companies led 
percent since 1985, which hardly in'dicates a weak not long ago to a popular and alarmist book by the 
and non-competitive manufactuuing sector. There is Frenchman, Jean-Jacques Servan-Schreiber, called 
no disputing that the trade figures show some funda- The American Challenge, which incorrectly predicted 
mental deierioration, apart from the exchange rate, American economic dominance of Western Europe. 
but it is not at all certain that deficits are permanent. Such alarms are no longer expressed. The U.S. is not 

* After briefly losing its lead to Germany, the U.S. in danger of foreign takeover though investments in 
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both directions will continue, 
One sector that has received much attention is U.S. 

government debt-Treasury bonds and notes and 
bills. Here foreign ownership is about 18 percent of 
the debt held by the public. But this fairly high figure
simply signifies that foreigners, like some Americans, 
have chosen to invest rather heavily in risk-free Trea
suries. It does not mean that the Treasury needs for-
eign purchasers to sell its bonds. In fact, foreign pur-
chases of Treasury securities fell off sharply in the 
first three quarters of 1990-to $3.2 blion from 
$24.3 billion in the same period of 1989-with no 
effect at all on the Treasury's ability to borrow money
to finance the budget deficit, and no discernible im-
pact on the interest rates at which the securities were 
sold. 

* The "debtor" position of the United States is 
exaggerated by the way the figures are calculated. 
This is partf..dlarly true of direct investment-the 
ownership by foreigners of factories, real estate and 
other non-portfolio investments. The figures are 
measured in "book value," which reflects the value 
of the investment when it was made. Since U.S. di-
rect investments abroad are far older on average than 
foreign investments here, and since the value of the 
properties increases with time, the value of the U.S. 
investment is understated. 

* There is nothing inherently bad about foreign
ownership though there is a "cost' in the form of the 
annual payment to foreigners of interest, dividends 
and profits on their investments in the U.S. This cost 
i5now about 3 percent of our national income and is 
matched by an equal amount of income from U.S. 
investment abroad. The net balance, positive for 
many years and now zero, will soon be negative and 
will continue to worsen slowly as long as the deficit 
in trade continues. This implies a consequent small 
drain on the American standard of living. But the 
Institute of International Economics, in a forthcoming
study on "The United States as a Debtor Nation," 
estimates that even if our international current ac-
count deficit (whose largest component is the trade 
deficit) remains at its present annual level of around 
$100 billion indefinitely, the net payments to foreign-
ers on their investments would level off at only about 
one half of 1 percent of U.S. GNP. In short, the bur-
den of being a net "debtor" is not very large and will 
not become large.

A note is in order here about the dollar-its rise 
and fall. The dollar is a "hard" currency because it is 
accepted everywhere in exchange for other curren-
cies. That is, the dollar is fully convertible. Indeed, 
the dollar is the medium of exchange for much trade 
and investment between third countries, not involv-
ing the United States. It is a true wo 'd currency,
unlike any other. But though the dollar is "hard," of 
late it has also been "weak," to use the jargon, be-
cause its exchange rate has declined against most of 
the other leading currencies. The exchange rate can 
turn on a number of factors, from the trade balance to 
the !evel of U.S. interest rates relative to rates in other 
countries. A weak dollar-a declining exchange rate 

against other currencies-does not necessarily sig
nify a weak U.S. economy though there is sometimes 
confusion on this point. 

SOME DANGER SIGNS 

Education. This is not the place to examine in de
tail the clearly deplorable situation .in much of the 
United States public school system. The argument
that the U.S. is performing poorly in this respect is 
accepted and the point is granted. If this situation 
continued long enough, it would eventually weaken 
the U.S. posture in the world economy, principally
through the route of a poorly qualified labor force. 
But several points are worth noting: 

p b pThe problem of ublic schooleducation has serious future 
implications not dealtt ..wt 

a The condition of American education is not quite 
as bad as the alarmists have painted it. Several mil
lion U.S. young people enter college every year, more 
than in any other country of the world. Many of 
them, mirabile dictu, are quite literate and some are 
even competent in math and science. The U.S. higher
education system is in many respects the envy of the 
world. There are strengths in American education as 
well as weaknesses. 

9 The nation and its political leadership have be
come aware of the serious deficiencies in U.S. ele
mentary and secondary education, and quite possibly
something will be done about them. The decline in 
various student-testing measures has, at least, halted, 
and there are a few signs of modest improvement.

Research. Another measure of what might be 
called the "intellectual capital" of a nation is its re
search and development effort. Here again, the U.S. 
performance is impressive, though by some measures 
it i no longer number one. 

* Total United States R &D expenditures, defense 
and nondefense, public and private, exceed $100 bil
lion a year. The next largest effort, by this measure, is 
that of Japan, with about $40 billion. 

e As a share of GNP, the total research expendi
ture of all the leading industrial countries is quite
similar, ranging between 2.5 and 3 percent. Japan is a 
little ahead of the United States by this measure. 

* Nondefense R &Dagain finds the United States 
far in the lead measured by total annual expendi
tures, but U.S. outlays are behind Japan and Ger
many as a share of GNP. In assessing this measure of 
research and development capability, it is important 
to remember that not all defense R&D is "wasted" in 
that there is some spinoff from defense-related re
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search in the civilian economy. curement. In any event, the huge outlays associated 
Despite some grumbling in the scientific commu- with the savings-and-loan debacle will taper off and 

nity, the United States retains an impressive scientific give way to modest inflows later in this decade as 
and technological capability. The federal govern- some of the assets acquired by the government are 
ment's outlays for basic research have been growing 
in real terms. The U.S. continues to win a dispropor
tionate share of Nobel prizes in the scientific disci
plines. Granted, U.S. strength in the broadest sense A weak dollar does 
of intellectual capital, measured by indicators such as 
patents granted to U.S. nationals as well as test scores not necessarily signify 
of high school students, is perhaps not what it used to a weak U.S. economy.
be. As noted, the problem of public school education 
has serious future implications if not dealt with. No 
one can say where the longer-term trends in intellec
tual capital may lead, but nothing that has occurred sold. The underlying budget deficit, not counting the 
to date warrants the conclusion that the United States depsit insurance outlays, continues to decline grad
is in an irreversible decline. ually as a percent of GNP and is not larle by comparisonwi.'th a number of other industrial countries. 

The dcAcit reduction package enacted in late 1990 
RISK? will further reduce the magnitude of the problem. BUDGET DEFICITS: OVERRATED 

Still, there is no doubt that the apparent budgetary 
Finally, what about the much-lamented large impotence of the US. political system has had an 

United States budge. deficit and the seeming iaability impact, at least on perceptions. A Washington Post 
of the political system to deal with it? The first thing headline in early October 1990, when the budget 
to be said on this matter is that there is no consensus impasse between the Bush Administration and Con
among economist; and other analysts on the nature gress was the center of attention, captured the pre
and seriousness of the problem. For example, Robert sumed sentiment well: ,Euiope Views U.S. Crisis as 
Ortner, former Undersecretary of Commerce for Eco- Sign of Economic Ills." ,Ti. lead paragraph stated, 
nornic Affairs and in economic centrist, has written a somewhat breathlessly, "For Europe's bankers and 
book entitled Vood 'oDeficits in which he argues that financiers, the federalbudget crisis in Washington 
the harmful effect:, of both the budget and foreign appears to be the latest symptom of a deeper disease 
trade deficits have been greatly exaggerated. that some fear could render the United States the sick 

Others, of course, feel differently. A commonly man of the new world economic order." 
held view is that the deficit is harmful because its A few weeks later the "crisis" was resolved with 
financing, through borrowing by the Treasury, soaks the budget agreement which, while hardly a triumph 
up a sizable portion of private savings in the U.S., of fiscal courage, will reduce the deficit in the years to 
which are already low in comparison -with other come. To judge by the Post, all was well again. A 
countries; this, in turn, reduces funds available for column proclaimed that the budget agreement has "a 
investment and eventually will adversely affect U.S. potentialto reverberate around the world" and "an
productivity and growth. Charles Schultze of the nounces quietly to those who will listen that in the 
Brookings Institution, a former Director of the Budget best possible way America is back-as a society able 
and Chairman of the Council of Economic Advisers, to claim that it is finally buckling down to the central 
likens the effects of the deficit to "creeping senility." business of matching ends and means." 

Whichever view is right, nothing that has hap- Of course, both viewpoints were exaggerated. The 
pened thus far as a consequence of the budget deficit budget problem did not threaten to make the United 
has noticeably imp iired the U.S. position as an eco- States a "sick man," and the budget agreement did 
nomic power. Pri%ate, fixed nonresidential invest- not signal the start of a new world. Given its low rate 
ment, as a share of GNP, averaged about the same in of private saving, the U.S. would be better off with a 
the high-deficit 1980s as in the 1970s and was actu- minimal budget deficit or a budget surplus, but be
ally a little higher than in the 1960s. This was made yond that, the issue is not nearly as urgent as the 
possible in part by the heavy inflows of foreign capi- reader of the daily press would conclude. 
tal cited above, but international mobility of capita/is 
a feature of the modem global financial system that is We return, then, to the ruestion before the house: 
to be welcomed, not lamented. "Is the United States on the decline as an economic 

What's more, the federal budget deficit in the power?" The answer, quite simply, is No. By some 
United States steadily declined after 1983, measured measures the U.S. relative standing has worsened or 
as a percent of GNP, until the savings-and-loan fi- weakened in recent years; a few trends in the society, 
asco came along. Paying off depositors in in;3olvent particularly the public education problem, are poten
thrift institutions and banks, or paying healthy finan., tially menacing. But the United States remains the 
cial institutions to absorb the insolvent instituticons, world s supreme economic giant by a wide margin 
does not create new purchasing power as dove, other and is likely to retain that status for as far ahead as it 
spending, from socialsecurity checks to military pro- is useful to contemplate. U 
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A Year Older and Deeper in Debt
 
By H. ERICH HEINEMANN tistics on US. foreign debt than In 

The United States earned dubious dealing with Its underlying causes. 
distinction as the world's largest While Commerce Department fig-
debtor during the Reagan adminis. ures on debt are riddled with Incon-
tratlon. Under George Bush, the a- listencies, such failings are not true 
tion has slipped deeper into red ink. of the Federal Reserve's US. bal-

US. net foreign debt was 5494 ance sheet, a treasure trove of valu-
billion at the end of 1990. When able infornation. 
President Reagan came to office in Federal Reserve economists sys-
19 1,the United States had a net tematically adjust Commerce De-
creditor position of $125 billion. partnent statistics, which are based 

This accumulation of debt Islike,- on original costs, for changes in 
ly to have several consequnces. market value and in the relationship 
First, grcwth in the U.S. gros as- of U.S. and foreign currencies. 
tlonai product will be slower and Though the Fed's data are far from 
real living star,dards will rise less perfect (economic measurements 
quickly. Second, the debt burden will never are), they provide a guide to 
lead to a restructuring of the econo- the nation's true economic position, 
my toward less consumption and On the domestic front,. the Fed 
more investment, fewer imports and reported a whopping jump in corpo-
more exports. Third, manufacturing rate debt. Non-financial corpora-
firms are likely to be on the cutting tions had a debt-to-equity ratio of 
edge for decades to come. The U.S. 89.5% last year, up from 87.5% in 
service economy may have reached 1989 and 51.6% in 1980 Consumers 
high tide in the IM0s. have followed a similar pattern. 

The good news was that the in- Household debt was 22% of net 
erease in US. foreign debt last year worth last year, up from 20% in 1989 
came to a mere $25 billion, the best and 16%in 1980. 
performance in almost a decade. The leveraging of America will 
Foreign ownership Wothe United play a critical role in the 1990s. For-
States will continue to rise, but al. eign investors still are eager to lend 
most certainly at a pace well below and invest in the United States. In 
the 16.8% compound rate of gain recent weeks central banks have 
typical during the 1980s. been active in the foreign exchange 

The Reagan administration spent market in an effort to put a ld on 
far more energy attacling the sta- the surging dollar. 

But over time the real cost of tic US. corporate balance sheet was 
servicing US.international debt will also disturbing. Based on replace
rise. Moreover, the threat of a politi- ment valnes, stockholder investment 
cAl backlash against the buildup of inUS. corporations came to 53.9 
foreign assets in the United States 1j trillion, or about 70% of GNP. Ten 
clear. Gross foreign-owned assets 'A years ago, current-cost corporate
the United States came to $1.64tri- equity equaled 100% of GNP. 
lion in 1990, up from 401 billion t o 
I0 and only $99 billion in 1970. of debt,but failed toacquire earning 

The dali, shows that US. Inves- assets needed to service that debt. 
ton consistently earn about one
third more on their overseas invest- The drop in the quality of corpo
ments then foreigners earn on their rate debt was symptomatic of deep
assetu here. This disparity has per- er problems. The ratios.te for in
sisted for almost 50 years. Further- creased leverage is to improve 
more. the foreign rate of return profitability. If the cost of borrow
tracks the yield on long-term U.S. lag is less than the rate of return on 
government bonds with extraordi- the assets acqlired with those funds, 
nary fidelity, then the earnings on investment will 

This conclusion should be tken go up. 'This did not happen. 
with a grain of salt. There Is no One of the iron laws of rconomica 
evidence that U.S. investors ar, a]- is that savings and investment are 
ways smarter than those overseas. equal - not sometimes, but alw&ys.
And the idea that foreign investors If profitability declines, then savings
can't achieve a yield better than the will decline. If savings decline, then 
risk-free return on long-Lee'n Treas- investment will decline. If invest
uriesis silly. ment declines, the trade balance 

This means that the official fig- will not improve. In that case, both 
urea understate the true economic the dollar and U.S. living standards 
cost of servicing the $1.6 trillion will gradually erode relative to oth
portfolio of assets held by foreign er industrial nation. 
Investors. The geometric expansion
of foreign assets in the United States H.Erich Heineman is chiefecoo. 
suggests that this distortion will be- mist of Ladenburg, Thalmann & 
come lurger over time. Co., investment bankers in New 

The Fed's analysis of the domes- York 
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COLUMN RIGHT/ 
PAUL CRAIG ROBERTS 

Forget Taxes; 
When in Debt, 
Stop Spending 
* Today's deficit was built on 

wild miscalculation of revenues 

W hen President Bush broke his woed 
VV and hiked our taxes by $166 billio. 

he promised that It would help reduce the 
deficit However, not only did the budget 
deficit ise by 803 billion over the next 
five ye.irs in place of the promise; S50Q-
billion lecline. projected revenues fell by 
$297 biIion In effect, the hike lost nearly 
$2 for every projected $1 nse in revenue. 

Of course, the government will blame 
this on the recession, but policy.makers 
knew that a recession was in the cards 
before they raised taxes Yet they proceed-
ed with a policy that every school of 
economics says is counterproductive. 

Tax hikes take a toll on economic 
activity and reduce the growth of the 
revenue base During an economic slow-
down, revenues are falling automatically 
with the decline in sales, profits and 
incomes. In such a climate, a tax ncrease 
contributes to the economy's decline. • 

The recession of 1981-82, for exami',-
during Paul Volcker's tenure as head of the 
Federal Reserve-cost the Treasury more 
in lost tax revenues during 1982 and 1983 
than the Reagan tax cut did. The two-year 
siatic revenue cost of the tax cut totaled 
$118 billion. The recession, however, 
stopped all growth in federal tax receipts 
for two years and deprived the Treasury of 
about $140 billion in revenues 

In a miycue of poli.,control, the Reagan 
Aom,,.stration added a major tax increase 
to this recessionary clmate-the Tax 
Equity and Fiscal Responsibility Act of 
1982 Its purpose was to reduce the reve-
nue loss of the 1981 tax cut by repealing 
most of the busiiess.tax reductions, 

The Treasury estimated that the mea-
sure would raise $229 billion from 1983 to 
'87 and ieduce the cumulative deficit from 

"636billion to 5407 billion The tax increase 
pa cd, and by the end of the year the 
deficit estimate had tripled to $1.248 bil-
lion The actual deficits for that five-year 
periud totaled $976 2 btllion-240% larger 
than the tax hike advocates had predicted, 

Tax increases add to red ink for another 
reason Government&always forecast more 
revenue. from tax increases than material-
Ize These optimistic predictions encourage 
the continuation of spending, but because 
the revenues are "phantom receipts," the 
deficii persists and sometimes wideins. 

After cutting taxes in 1981, the govern. 
meni decided to regain the revenues 
through a series )f tax increases. Every 
year saw a tax hike. Some were large, and 

M)NI)AY. AP IL I. 1I1 

'Fo thepatecade, 
Washington has made the 
wrong budget choice every 

year.' 

some were small. Altogether, legislated 
and unlegislated (bracket creep) tax ip
creases more than offset the 1981 tax cut 
by several hundred b;hons of dollars. The 
budget deficits, however, persisted, and 
today. after another large tak increase, the 
budget deficit has hit record highs. 

If the rtcession is lengthy or the recov
cry aluggish, the red ink will persist. 
Politicians will blame the economic dol
drums on the deficit and promise better 
times if taxes are raised to balance the 
budget. The tax hikes will lead to more 
spending of phantom revenues and..to 
alower growth of the tax base. 

States are not immune to this process. 
Tht cessation of the long Reagan expan. 
Bion has left gaping holes in the budgets of 
statts that fai'ed to plan for a rainy day. 
For example, California has apit $13 bllion 
deep. Judging from New Jersey -Gov. 
James Florio's tribulations, a Lax hike 
won't help Last year, New Jersey enacted 
the largest tax increase in the history of 
the 50 states, but sales and income taxes 
are running far below projections and the 
state continues to sink ,n red ink. 

UlImately. the incidence of taxation 
falls on economic growth. Inflation and 
redistribution are the hallmarks of an 
economy with bad incenuves. As the 
United States moves in this direction, 
capital will leave as long-term investments 
look for a more hospitable climate. 

For the past decade, Washington has 
made the wrong budget choice every year; 
The budget went into imbalance when the 
Fed froze revenues for two years ax the 
pnce of its anti-inflationary policy. Spend
ing, however, did not slow 6own and 
proceeded as if the revenues were there. 
The obvious solution was to bring spending 
back in line with revenues. This would 
have required two one-year spending 
freezes, which could have occurred sepa
rately during the decade. Indeed, a near
freeze occurred in 1987, which knocked 
572 billion off the deficit. One more would 
have done the trick. 

Instead. Washington relied on tax hikes. 
and in 1991 the budget deficit is estimated 
to be 1318 billion-$100 billion above 
Ronald Reagan's old record. It is fashion. 
able to ridicule the "Laffer curve," but the 
real joke is on those who believed tax hikes 
were the path to a balanced budget. 

Paul Cvaig Roberts is tWr Wiiam S. 
Sinmon prolessor 01poilral economny at Ih 
Ceniter for Stroiegw and internatwnalStud
iesin Washington. 



ECONOMICS A FINANCE 

THE BUDGET 

Congress Approves Blueprint
 
For Fiscal 1992 Spending
 

C ongress finished an unusually fric. 
tion-free budget process this year 

by approving the conference report on 
the fiscal 1992 budget resolution May 
22  the second earliest date that has 

!S 

happened since 19F2. 
But the House Appropriations 

Committee's subcommittee chairmen 
had already drafted their own spend
ing plans a week earlier, fueling criti-
cism that this year's resolution is 
largely irrelevant. 

By the time the House and Senate 
voted largely along party lines to ap-
prove the $1.45 trillion budget, House 
appropriators were already making
the real spending decisions. The ap-
propriators tracked some of the bud-
get drafters' recommendations but 
shifted priorities in several areas. 

Critics say budget writers were so 
hemmed in by tight new spending re-
strictions from last fall's budget deal 
that they had little room to draft a 
meaningful expression of congres-
sional priorities anyway. But House 
Budget Committee Chairman Leon E. 

Bill: HCon Res 121 - H Rept 
2.69 - C al 12 budget

102-69 - Fiscal 1992 budget 
resolution. 
Latest acticn: Conference report
adopted May 22 - by the House 
239-181 and by the Senate 57-41. 
Gackground: Th6 budget resolu
tion is a set o! guiolines for 
congressional spending; it is not 
enacted into law. 

Reference: Tax fight, Weekly 
Report, p.1183; Senate passage, 
p. 1040; House passage, Senate 
committee action, p. 962; House 
committee action, p. 903; Bush 
budget, p. 332. 

Panetta, D-Caiif., said the budget was 
important precisely because it reaf
firmed Congress' commitment to stick 
by the new rules .t had egreed to -
despite the pain they have inflicted, 

The conference report was ap-
proved 239-181 in the House and 57-
41 in the Senate. (House vote 112, p. 

were minimal, and they further criti
cized the Democrats for including $1.8 
billion in unspecified spending reduc
tions that allowed the majority to 
keep the numbers high for programs
such as education without spelling out 

1408, Senate vote 75, p. 1411) 
The new budget resolution adheres 

to strict caps for discretionary spend-

how to make the cuts to get there. 
The House and Senate budget 

resolutions differed little, and in rroit 
ing for defense, international and do- cases conferees made only minor 
mestic programs. It does not propose changes to reach a compromise in the 
to raise or lower on, tax or entitle- conference pcrt. 
ment spending (programs such as 
Medicare and food stamps). And it 

The hottest single dispute in the 
budget conference tui ned into a fizzle 

insists that if such changes are made on the Senate floor when Republicans 
later, they be along pay-as-you-go 
guidelines, as required by the budget 

largely passed up the opportunity to 
hold Democrats' feet to the fire on the 

deal. issue of new taxes. 
Democrats claimed that the budget 

laid out significant differences be-
Republicans had managed to add a 

provision in the Senate Budget Com
tween their priorities and those of the 
Bush administration - increasing 
spending for a variety of education, 

mittee to bar using tax increases to 
pay for new or expanded entitlement 
spending under pay-as-you-go rules. 

health and job 
while cutting b 

training programs 
on Bush proposals 

But Senate Finance Committee 
Chairman Lloyd Bentsen, D-Texas, 

in reas such at 
Republicans 

'ice exploration, 
.. J the differences 

bitterly objected, charging that the re
striction would hamstring his commit
tee in trying to fashion critical new 

BY George Hager spending for health care, unemploy

1362 - I4AY 25, 1991 CQ 
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ment and other programs. 
House Republicans staged a F 

knock-down, drag-out debate on the Fiscal 19 Budget Resolution 
issue May 9 when they tried and ulti
mately failed to instruct House con- (In billionsof dollars; totals may not add due to rounding)
 
ferees to support the provision in con- Busl's House Senate Final 
ference. Democratic conferees Budgt Passed Passed 
stripped the provision from the con
ference agreement, and Senate Re- BdtaleeBudget Authority$29. S 290.8 6 290.8$ 0. S 290.8$20. S 2908$298 
publicans were expected to take ad- Outlays 295.3 295.3 295.3 295.3 
vantage of floor debate to paint the 
Democrats as "tax and spenders," just 

as their House colleagues had done. 
But Senate Republicans agreed to 

cut the 10 available hours of Senate 
debate to two, and while they ttacked 
Democrats, the% did so with little of 

Intemtional Affairs 
Budget Auttorrty
Outlays 

Science and Space
Budget Authority 
Outlays

Energy 
Budget Aut
Outlav5 

21.9 
17.8 

18.91 
17.5 

4.9
4.3 

21.9 
17.9 

17.7 
16.8 

6.2
4.5 

22.3 
17.9 

16.5 
16.2 

5.4
4.5 

21.9 
17.9 

17.1 
16.5 

6.2
4.5 

the zeal evident in the House. Natural Resources 
Amendment c,)sponsor Hank 

Brown, R-Colo., declined to speak for 
his provision, leaving it to Budget 

Budget Auttority 
Outlays

Agriculture
Budget Authority 

19.8 
20.0 

22.1 

19.4 
19.4 

22.3 

19.5 
19.7 

22.6 

19.5 
19.4 

22.4 
Committee ranking Republican Pete 
V. Domenici of New Mexico and fel-
low GOP Bd b Phi G 

uget memer ramm 

Outlays 
Commerce vti, Housing

Budget Authority
Outlays 

16.9 

107.2
103.4 

17.0 

107.5
104.3 

17.1 

107.7
104.6 

17.0 

107.7
104.5 

of Texas to argue that Democrats were Transportation 
looking for ways to raise taxes. 

In the end, it appeared that Bent-
se's fury and mixed signals from Mi-

nuritv Leader Bob Dole, R-Kan., took 

Budget Authority 
Outlays

Community DevelopmentBudget Authority 
Outlays 

34.3 
33.4 

5.6 
6.7 

34.6 
33.7 

6.1 
6.7 

33.8 
33.5 

5.9 
6.7 

346 
33.7 

61
6.7 

the fight out of the GOP. 
"You're going up against the chair-

man of the Finance Committee," ex. 

Education and Soca l Services 
Budget Authority
Outlays

Health 

46.8 
45.0 

51.0 
47.4 

64.2 
48.2 

53.1 
47.9 

plained one key Senate aide. "He Budget Authority 81.8 83.1 82.9 831 
doesn't forget these things." And in con-
trast to the House's bare-knuckled de-
bate on the issue, he added, "It's a much 
more clubbish environment over here." 

Outlays
Medi-e. 

Padget Authority
Outlays 

Ic.ome Sectinty
Budget Authority 

82.7 

117.4 
114.1 

220.2 

,3.4 

1I0.1 
116.9 

221.9 

83.3 

120.0 
116.8 

222.2 

83.3 

120.1 
116.9 

222.2 
Balanced Budget Amendment 

Mc-afwhile. the Senate Judiciary 

Outlays
Social Secuty

Budget Authortty 

1179.8 

356.4 

180.1 

356.6 

180.9 

356.6 

180.3 

356.6 
(ommittt - voted 11-3 on May 23 to 
approve a resolution (S J Res 18) that 
would amend the Constitution to re-

Outlays 
Veterans' Benefits 

Budget AuthorityOutlays 

287.1 

32.932.6 

2R6.9 

34.434.0 

286.7 

34.334.1 

286.9 

34.3
34.0 

quire a balanced federal budget. Just3e 
The resolution, sponsored by Paul 

Simon, D-Ill., would allow Congress to 
waive the amendment by a three-fifths 
vote of both houses. It could also be 

iiudget Authority 
,Jtlay5 

General Goveinmet 
Budget Authority
Outlays 

14.8 
14.8 

12.5
13.1 

14.2 
14.2 

11.6
12.2 

13.2 
13.5 

12.7
12.6 

13.7 
13.6 

11.6
12.2 

waived when a declaration of war was Net Interest 
in effect or when the United States was Budget Authority 
engaged in a "military conflict" that Outlays
threateed nat"iliyona u ict tAllowances
threatened national security. Budget Authority 

The panel rejected, 6-8, a competing Outlays 
resolution (S J Res 5) by Arlen Specter, Offsetting Receipts

Budget AuthorityR-Pa., that would also have called for a Outlays
balanced budget amendment but would TOTALS 

210.2 
210.2 

-0.2 
-13.5 

-32.0 
-39.0 

209.9 
209.9 

-0.2 
-13.5 

-39.1 
-39.1 

209.9 
209.9 

-1.4 
-14.5 

-38.8 
-38.8 

209.9 
209.9 

-0.2 
-13.2 

-40.6 
-39.3 

have required a three-fifths vote in both Budget Authority $1.579.3 $1,590.0 $1,590.2 S1.590.1 
houses for a tax increase. 

The House failed to pass a balanced 
budget amendment last year; the Sen-

Outlays 
Revenues 
Def-d 

1,442.2 
1,172.2 

270.0 

1,,48.0 
1,169.2

278.8 

1,448.0 
1,169.2

278.8 

1448.0 
1.169.2 

278.8 
ate narrowly rejected a similar amend- NOTE Numbers in this table rrfl:ct House Audget Committee adjustments Totals in thr House and Senate 
ment in 1986. If approved by' both reonlutii and the president's budget propowat hate been readjustetd io be comparable to the estimatinr 

aisumpt.ins used in the conference report This makes it possible to teu polhc%differenes, rather than
chambers, the amendment would have merhanical or estimating differences, between the various budgets Totals for thr Senat" budge resolution and 

to be ratified by legislatures of three- the conference agreement dspla3 total budget ftgures. instead o/ on.bud t flures onh 
fourths of the states within seven years. SOURCES Congressional Budget Otfice. Huse and Senate Budget committees 
(1990 Weekly Report, p. 2284) IS 
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SELECTED TOPICS 

U.S. Economy WNI Soon Rebound, Says OECD
 
T he Organization for Economic a vigorous recovery," notes the the former German Democratic Re-

Cooperation and Development OECD's Secretary General, Jean- public, should experience a rise in in
(OECD), comprising 24 indus- Claude Paye, "notably because the flation from this year's 4 percent to 

trial countries, forecasts that the U.S. slowdown wasn't profound and didn't 4.2 percent in 1992. 
economy will emerge from recession last very long." Unfortunately, the relatively modest 
in the second half of 1991. The Paris- The OECD forecast is also opti- economic rebound will not make a 
based organization says that the Amer- mistic about inflation in its member dent in the unemployment rate in the 
ican economy will grow at an annual !tountries, where as a group, prices industrial nations. For the OECD as a 
rate of 2.7 percent in the second half should rise by 4.4 percent this year, whole, the jobless rate will remain 
of 1991, following a drop of 1.8 per- and then drop to 3.8 percent in 1992. static at 7.1 percent for this year and 
cent in the first six months of the year. Inflation in the United States is pro- next. It will rise slightly in both Ger-

For the year us a whole, the United jected to decrease to 3.6 percent next many (to 5.1 percent from 5 percent)
States will show negative growth of year from 4 percent in 1991. Simi- and Japan (to 2.3 percent from 2.2 per
0.2 percent, according to the OECD. larly, inflation in Japan should drop to cent) and decline in the United States 
Next year, the U.S. economy will 1.9 percent from 2.3 percent. On the (to 6.3 percent from 6.7 percent). 
grow at a rate of 3.1 percent. other hand, Germany, which is com-

As for Germany and Japan, the mitted to vast budgetary outlays to in- Gerald R. Rosen, 
world's other two bellwether vigorate the moribund economy of Editor, LMF Suwq 
econom;es, the OECD expects the 
former to experience growth of 2.8 
percent in 1991 and 2.2 percent in 
1992, while the latter should grow by How the OECD Sees 1992.1.5 percent this year and by a similar (percent change Inreal GOP)' 
rate in 1992. For its member nations 6 6 Japan 
the OECD projects an overall annu.4 
growth rate of 2.4 percent in the sec- 4 
ond half of 1991 and 2.9 percent next - 2 -.' year, conmpared with growth of'only 2". ,c 2 

0.3 percent in the first half of this year. 017 a 
OECD officials base their predic- 0 0 

tion of an economic rebound in the .2 J .2 
industrial world on lower interest rates 1989 1990 1991 1992 16 1990 1991 1992 
in Canada, the United Kingdom, the 6 W0tGray624 Major Idsra ainUnited States, and some smaller Euro- West Germany 6 Industrial Nations 
pean countries. In addition, he end of 4 4 
the Middle East conflict has helped 
raise .onsumer confidence. "From 2 2 * 

now to 1992," maintains one OECD 
official, "all the countries of the indus- 0 0 
trial world will be growing." How- -2 .... 1.  • 1 i 
ever, growth will be relatively modest low 1 1991 19 .. 198(I 199 1 19 
compared to the recovery from the 's ,M IWSSK- ,at DU SwE ocpera oweicw 
1981-82 downturn. "We don't expect 

June 24, 1991 194 
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World Interest Rates
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Ralph C. Bryant is a seniorfellow 

inthe Brookings Economic Studies 

program. He isthe author of 

numerous botkJ and articles on inter-
national economics, including Money 

and Monetary Policy in Inter-
dependent Nations (Brookings, 

1980) and International Financial 
Intermediation (Brookings, 1987). 
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Should other nations change 
their policies to make life easier 
for the United States? Yes, 
answers the U.S. government 
from time to tme, appearing to 
equate international coopera-
tion with the desired foreign 
response. Not surprisingly, U.S. 
efforts to "cooperate" in that 
spirit have been less than abril-
liant success. 

The most recent such 
effort was mounted this spring, 
when Germany and Japan 
were pressed to lower their in- 
terest rates. In public state-
ments, and probably in numer-
ous private meetings, U.S. 
officials stressed an urgent need 
for lower world interest rates, 
with the implicit or sometimes 
explicit assertion that the Bun-
d(:'bank in Germany should 
take the lead. Lower interest 
rates in Germany and other for-
eign nations, it was presumed,
would strengthen foreign eco-
nomic activity and thus U.S. 
exports, thereby countering the 
U.S. recession with expansion-
ary stimuli from abroad. 

The Bundesbank disliked 
the U.S. advice. Germany, 
enmeshed in its struggle to 
reunify, has recently experi-
enced robust growth amid signs 
that inflationary expectations 
are rising. Since the hypcr-
inflationary trauma of the 
1929". Germans have had a 
strong zversion to inflation, 
Given that predisposition and 
given its assessment of the 
country's economic situation, 
-he German government saw 
tae U.S. request to lower 
interest rates as altogether inap-
propriate.The American pressure on 
Germany might have sprung
from anaive yeArning to gtt 
someone else to change policies 
to help ease the U.S. recession. 
Less simplistcally, but still 
naively, the U.S. administration 
may have been arguing that 
Germany puts too much stress 
on the goal of low inflation and 
too little on the goals of high 

employment and robust growth 
(translation: "Germans should 
have our priorities"). A third 
possibility isthat U.S. officials 
analyzed the German economic 
situation differently, believing 
that German inflation was not 
threatening to increase and that 
growth would be insufficiently 
strong. Whichever attitude best 
describes the administrations's 
views, none represents acon-
structive approach to genuine 
international cooperation. 

Inflation-adjusted ("real") 
interest rates in the world 
economy are still relatively high 
by historical standards, as they 
were for much of the 1980s. 
One explanation isthat many 
governments have permitted 
budget deficits to grow exces-
sively, thereby leaving them-
selves no choice but to rely 
unduly on tight monetary 
policies to curb unsustainably
high growth in aggregate 
spending. The United States is 
aprime culprit, but Germany is 
also now in this predicament. 
(Recently both nations have 
taken some actions to reduce 
bloated fiscal defici:s, but not 
enough.) The world economy 
would be better off with a 
changed "mix" of fiscal and 
monetary policies: more bud- 
getary restraint and correspond-
ingly easier monetary policies, 
with Lhe combinaLionl of both 
policies set to maintain steady, 
noninflationary growth.

Over the next decade, addi-
tional demands for the world's 
savings arc likcly-for example, 
for investments in the East 
European and Soviet ccono-
mies. These new circumstances 
make it even more plausible to 
argue that needed investments 
and vigorous growth in the 
world economy would be 
better assured if the major 
economies would alter their 
policy mixes, substituting fiscal 
restraint for monetary restraint, 
thereby lowering real interest 
rates below where they would 
otherwise be. 

Did the U.S. admir,istration 
have in mind such achange in 
the mix of fiscal and monetary 
policies as it pressured Germany 
to ease monetary policy? Pro
bably not, to judge from the 
public statements. Nor would it 
have been credible to take such 
2position without proposing. 
first and foremost, achange in 
the mix of policies for the 
United States itself. 

Increasing interdependence
in the world economy does 
raise the potential value of 
intergovemmental cooperation. 
The essence of successful coop
eration among sovereign 
nations, however, is a self
interested, mutual adjustment 
of behavior. Cooperating gov
emments will typically not have 
common goals or even goal. 
that are compatible. And to 
argue that other governments 
should give up their goals in 
deference to our goals isto 
undermine the potential for 
cooperation. Notwithstanding 
its position as the single most 
powerful nation in the world 
economy, the United States 
should forgo efforts to bully or 
lecture other governments to 
take actions that they perceive 
to be contrary to their own 
ii.terests. 

If the United States really 
wants to promote international 
cooperation, Americans them
selves must be more forthcom
ing. Cooperation must begin at 
home. We should develop 
potential adjustments of U.S. 
policies to bring to the intema
tional bargaining table-for 
example, credible further 
progress in reducing the federal 
budget deficit combined with 
appropriate offsetting relaxation 
of U.S. monetary policy. Only
when Americans can deliver
when we exert genuine leader
ship-does it make good sense 
to pound the table demanding 
actions by others. Even then, it 
makes more sense-and would 
probably be more effective-to 
pound it privately. U 
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The Credit Squeeze:
 
"i-7e hear conflicting views today 

/ about the global liquidity 
. , squeeze. After rapid expansion in 

-- ,. the 1980s, international net lending 
recently has declined, but only slightly (see table 
A). Nevertheless, there is awide range ofopinion
about this topic, with some people believingthere 
is acredit crunch or a liquidity squeeze, and still 
others that the credit crunch is a myth.

Akey distinction inthe debate is whetherthe 
problem is a regional or 
global one. It goes with-

Deput SoHenr out saying that in today's 
Deputy Governor highly integrated world
Deutsche BundesbankDeutsh B n ,financial markets, any 

regional problem has 
After joining the the potential of expand- " 
Bundesbank's ing to global propor-
predecessor in 1952, tions. But first, we must 
Helmut Schlesinger distinguish carefully be-
headed the Research tween the different fea-
and Statistics Depart. tures and causes of this 
men. He became a topic so that we can get a 
board member in1972, better understanding of what we are facing.
and he Isnow Incharge As early as 1989, the IMF pointed out in its 
of the bank's credit World Economic Outlook that, in the years to 
area, Including money come, we would face a declining trend in the 
market management. savings ratio (i.e. the share of GNP used for 

savings) and an increasing need for capital. Pri-
vate savings inthe industrial countries decreased 
from an average of 21% of GNP in 1980 to about 
19.5%last year (see Table B). Public savings did 
not fill the gap completely, so for many countries 
the rest had to come from foreign sources. 

Much of the increased need for capital is the 
result of exogenous factors. These include the 
unification of Germany, the reforms in Central 
and Eastern Europe and the reconstruction of the 
Persian Gulf. Together, the trends toward re-
duced savings and higher capital needs have 
been reflected in higher real interest rates. 

RECESSION AND THE BANKS 
Some countries, including the US, are experi- 

encing financial strains as a result of the end to an 
extended eight-year business cycle. To a large 
extent, this is the normal type of "cleansing" that 
occurs in most recessions. However, the strains 
have been aggravated by two additional factors. 
First, financial deregulation in the eighties re-
sulted in a large number of so-called highly lever-
aged transactions as well as inflated asset values, 
especially in the US and Japan. 

Second, some international banks are finding 
it difficult to meet the new BIS capital standards 

recommended by the central banks of the G-10 
group of countries. As a result, these banks have 
reduced their international lending. They also 
have cut back on their sales of assets to other 
financial and non-financial institutions, and they 
have shifted into more high-quality investments, 
such as government securities. 

There is another difference between the 
present recession, which is centered mostly in 
the English-speaking countries, and earlier 

boom-bust cycles. It can 
be argued that the reces
sion is more or less self

. inflicted because the 
countries involved are 

highly over-exposed to 
household, public and 
corporate debt. With the 
prevailing high interestrates and a grim busi

nes,. atlook, many debt
ors find it undesirable to 
pile up further debt.This 

seems to be healthy and, at any rate, unavoidable. 
It will leave more financing available for projects 
that have a sounder basis for earnings and debt 
servicing. 

As a result of these strains, there is a shift to 
betterqualitylending.Atthesametime, somebig
international banks are losing market share to 
thosebanks-oftenstrongUSregionalbanksand 
European banks on the continent - that have a 
better balance-sheet mix. In addition, it is no 
longer fashionable for banks to buy market share 
at low margins.

Onewayoutforoverexposed banks mightbe 
to increase their capital base through issues of 
new shares, even ifat present this proves to be 
costly. Of course, issuing banks must be well 
positioned to earn a good return on the added 
capital ifthey are to attract equity investors. 

Wiat does all of this mean for the real econ
omy? Will there be a loss of economic growth due 
to a lack of bank credit for the corporate sector? 
This need not be the case, because stopping bank 
loans to overexposed real estate projects, corpo
rations and households will, in fact, leave more 
room for better loans. Although some borrowers 
with sound projects may be crowded out in this 
process, I nevertheless think that the so-called 
credit crunch is largely a myth. 

In addition to more sound lending, we also 
need to boost world savings.This can be achieved 
through policies that encourage greate, private 
savings - or in some cases that simply remove , 



Fewerloansfor unsound borrowers is good for the economy
 

Is t AMyth? 
disincentives to saving. In some countries, meas- - .'-f-
ures to reduce government budget deficits are
 
also essential to freeing up larger sums ofprivate
 
savings.
 

Germany, of course, has a history of being a A nternatona nancn 
net saver and anet provider of capital funds to the (Net flows)
rest of the world. This has changed somewhat B*11 
due to the country's reunification. Net capital IUs"?,r; .

exports to the rest of the world will be low in the
 
current year. But the somewhat higher use of 'I MM '":-

borrowed funds by the German government .tp .
 
should last for only afew years, and it is scheduled "
 

to drop to pre-unification levels by 1994. - M-"m" 

We are quite convinced that the impact of ',


German monetary union, as well as the increased , : ";.

public borrowing requirements, have had only 'z...Ri.-.. U,,*
 
very limited effects on world financial markets. 
 U4 

Those effects have to be balanced against the 

benefits that increasing German demand for N 

-,. 
AIN


imports and the reduction in our balance-of-pay- 4W l
rj'r IMments surplus will have for those countries with . ___ ,
sluggish domestic demand. l i3 w M 

How, then, should central banks respond to 20
the so-called global liquidity squeeze? Some of..
 
my central bank colleagues are faced with spe-
 ...
cific problems, which require specific solutions. 100
 
Inparticular, they may come under pressure to
 
ease their stance on monetary policy and to relax 1978 s0
79 61 52 63 84 S 86 67
their capital adequacy standards for banks. Butthese measures could prove to be self-defeating B: Svns ds in Industri
because they,would reduce market stability and : ngsCountries

confidence, which are important preconditions 

for increased private savings.


Inaddition, the internationalization of finan-
 .AM
cial markets and the spread of electronic data 0'..",r

communication make it impossible for different 

capital standards to coexist for an extended pe-
 " -,
riod of time. The markets have learned to evalu-

ate financial quality, as is shown by the increased ,

spreads in interbank, as well as in corporate,

lending. I feel, therefore, that the markets will 

help to sort out the problems in credit quality.


On balance, then, we seem to be experienc-

ing a shift inthe patterns of international lending, 

+2
 

rather than a drying-up of resources. The global - .,
impact of subdued lending in certain countries
 
results from the fact that the internationalization ,.[ .r
of financial markets ensures that shock waves ,.,

from one part of the world are transmitted to - 0

other parts. This underlines the importance of
 
international monetary cooperation and coordi
nation to the creation of a favorable environment I 

for increased private and public savings. Such an

environment will be essential to meeting the 1978 79 80 81 82 83 84 85 86
investment needs of the future. 
 • () Partly estimated ,. " 
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The G-7 Dilemma:
 

Agreeing On Cost Sharing
 

by C. Randall Henning 

he United States, Europe and Japan should adopt as their essential task a sys

tem of comprehensive collective security, one which ensures economic as well 
as political well being, to capitalize on dramatic changes in the Soviet Union 
and Eastern Europe. Doing so, however, will require a fundamental renegotia

tion of their Cold War bargain, The successful expulsion of Iraq from Kuwait, and the 

sharing of the costs of the military operations, isa 
hopeful precedent for the post-Cold War period, 
But disagreements cropped up over the cost-shar-
ing and loom as a potential stumbling block for 
any ongoing collective security arrangement. 

First, changes in the relative strengths of na-
dons have produced a continuing debate over 
international roles, burdens, benefits and re-
sponsibilities. Second, disagreements during 
the Gulf operation over estimates of US bud-
getary costs, exchange rate losses on the pay-
ments, US arm twisting to secure them, and ig-
nored contributions to other regions of 
imernational tension, such as Eastern Europe, 
created bitterness among the partners. These 
difficulties were kept within modest proportions 
because one half of the cost of the Gulf War was 
"self-financed" by increased oil revenues of 
frontline states; the cost-sharin in future crises 
is likely to be more complicated. Already, Euro-
peans urge Americans to contribute more to 
Eastern Europe and the Soviet Union.Japan has 
opposed American debt reduction proposals, 
revoking a loan promised to Poland after its 
debt to foreign governments was cut by half. 

Although collective security will involve other 

major powers, the Group of Seven countries 
must be primarily responsible for organizing its 
economic and financial underpinnings. This 
sharing of responsibilities will be an underlying 
theme of the July G-7 summit meeting in Lon
don. But several key issues must be clarified be
fore cost-sharing can be adchessed in a system
adc way. First, over what domain are costs are to 
be shared? Second, what are the appropriate cri
teria to divide these costs into country shares? 
Third, in what form should national quotas be 
filled? Fourth, how should operational control 
over th.- collective task be assigned; does btur
densharing necessarily entail power sharing? 

International bargains can be struck across a 
variable domain. Governments might trade con
cessions solely within a single economic area, as 
during the current round of GATT negotia
tions. They can exchange concessions across dif
ferent economic areas, such as at the Bonn sum
mit of 1978, when Germany and Japan agreed 
to administer fiscal stimulus in exchange for the 
US decontrolling oil prices. Bargains also can be 
struck between economic and security matters, 
exemplified by Japanese foreign assistance to 
US third world allies (Turkey, Pakistan and the 
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Philippines). 
As governments move . . , 

from intra-issue to eco-
nomic-security linkages, 

, ' ' 

however, the complexity . 
increases of calculating ap- . 
propriate contributions, ar- ..: ."" ,"" '( 

riving at an agreement, and 
.ratifying" it domestically. 

. . 

The nexus of issues before 
the London summit is very 
broad and includes: financ. 
ing Eastern European and ., 

Soviet reforms, the use of 
international financial insti-
tutions, Persian Gulf prob-
lems, energy, trade, immigration, environment 
and third world concerns. Aggregating national 
commitments in all of these would render any 
bargain unsustainable. How can cost-sharing 
agreements be limited to a manageable scope? 

Burdensharing discussions should concen-
uate, first, on matters which have the character 
of a public good. An international public good 
is one in which use does not diminish availabil-
ity to others and from which no country can be 
excluded. Prevention of global arming and 
ozone depletion, n !clear deterrence, deter-
rence of aggression in general, monetary and fi-
nancial stability, and international regimes are 
all in some degree public goods. 

Public goods tend to be undersupplied, as 
countries can benefit from them whether or not 
they bear their costs of supply-the free rider 
problem. Governments benefit from the ex-
change of private goods, as when swapping zir-
line landing rights, bilateral market access and 
non-aggression guarantees, and those gains 
should b- pursucd. But, because the undersup-
ply of public goods is greater than the risk of 
failure to provide private goods, special collec-
tive energy should be devoted to providing the 
former. 

Second, governments should try to balance 
costs within each issue area before moving on to 
broader linkages. Bargzins are best formed 
around issues that are linked functionally or 
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technically. The world will 
A. 	 clearly benefit from a Jap

v.';s-.'.;nese concession on rice im
port, for example..But that 

concession should not be 
credited" to Japan's bill for 

the cost of Desert Storm be
cause it is so tenuously linked 

. to the Persian Gulf problem. 
The tenuousness of the func
tional linkage would render 
the political linkage tenuous 

- as well, because of the strong 
perception within the United 
Statesand elsewhere that 
Japan is a free rider in trade 

matters. To sustain domestic political support 
for the bargain-a third major requirement-it 
is better to link difficult rice import liberaliza
don to equally courageous EC and US decisions 
on agricultural trade. 

This is not to deny the value of multiple
issue bargains. The burdensharing talks at the 
London si-mmit should couple finance with se
curity in a.Abtern Europe and the Soviet Union 
because Western assistance can help to consoli
date democratic and market reforms there. Po
lice actions outside Europe draw on the same 
G-7 military forces and budgets; European and 
out-of-area collective security are therefore 
linked. Savings, investment and macroeco
nomic policies within the G-7 bear on the ca
pacity to meet huge capital needs in Eastern 
Europe, the Soviet Union and Persian Gulf, 
which could potentially crowd out Latin Ameri
can borrowers. 

These issues, therefore, define the appro
priate domain over which cost-sharing negotia
tions should be conducted. Beyond this, for ex
ample, !he European Community m;,.ht be 
credited in multilateral negotiations for trade 
conce,-sicns granted to Eastern Europe and the' 
Soviet Union. But in general the Uruguay 
Round, the environment and other unrelated is
sues should be discussed separately at the Lon
don summit and not as part of an overall cost
sharing package. 
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How should national shares be decided? The 
primary criterion in assigning a country's finan-
cial or budgetary responsibility should be the 
degree to which a country draws benefits from 
collective action. 

Among the G-7, the best criteria might be 
population and economic size as measured by 
GNP. Narrower criteria migh, be appropriate in 
particular cases. If the economic and political re-
forms in Poland fail, for exanple, Germany 
(first) and Western Europe (second) would ab 
sorb Polish immigrants and forgo trade opportu-
nities. When dividing up the share of financial 
support to Polani, trade linkages and vulnerabil-
ity to migration are rough indicators of the ex-
tent to which countries might benefit from col-
lective support. In the Persian Gulfcontingency, 
national oil consumption is a relevant indicator, 
In both the Polish and Persian Gulf cases, how-
ever, narrow indicators would not be sufficient 
as more than trade ana oil are at stake. 

The distribution of costs within international 
organizations such as the United Nations, the 
World Bank and IMF can also be guides. One 
compelling advantage of using international or-
ganizations for coll.,-,ie action is that cost-shar-
ing has long since been pre-negotiatea2 in their 
quotas and budgets. 

Finally, taxes could be used to assess each 
contributor proportionately to his benefits. A 
tax could be levied on oil imports to finance the 
Persian Gulf operation and continuing refuger 
problem, for example, or indirectly on interna-
tional trade to support the maintenance of the 
open multilateral regime. 

The principle of comparative advantage 
shou'd apply to the forn. in which the contribu-
do'- is made, military, political, economic, or fi-
nancial. Europe, Japan and the United States 
have been endowed with different capabilities 
and world roles. They have benefitted greatly 
from specialization along the lines of their com-
parative advantage and exchange. In the new in-
ternational environment, Japan and Geimany 
have considered taking more active military or 
logistical roles outside their respective regions. 
But those roles should be limited, for example, 

to military forces in support of a multilateral 
venture or sending minesweepers to the Gulf. 
Going fuirther by creating an active indepen
dent military policy would create more prob
lems than would be resolved. The division-of
labor strategy-by which Germany and Japan 
contribute predominantly economic, financial 
and political resources for security objectives 
while the United States and others place greater 
7;mphasis on military contributions--has been 
beneficial in the past and should continue. 

Some deride this strategy 3s relegating the 
United States to a mercenary role. But the Bush 
administration, with the coalition partners, de
fined the major objective i as well as the opera
tions of the Persian Gulf ,'War. Mercenaries sell 
their services to others who define war aims; 
their political interests are not engaged. Thus, 
the merc-inary label does not apply. 

Financial shares of a budgetary burden such 
as the cost of sending the US military to the 
Gulf, parenthetically, should be defined in the 
currency in which the costs are incurred. Na
tional budgetary authority and even actual pay
ments can remain in local currency. Bu, gov
ernments should anticipate the possibility of 
exchange rate changes when formulating their 
budget proposals to maintain the value of their 
cont.ib-ation. By following this sensible guide
line-which should apply equally to US shares 
of foreign governments' costs in future contin
gencies--disputes over exchange rate risk can 
be avoided. 

But if the G-7 is to systemztize cost-sharing 
a'ross multiple issues, how should a political or 
mih'ary contribution be weighed against an eco
nomic or financial contribution? How much 
would a pron'tise to admit Poland, Czechoslo
vakia and Hungary into the European Commu
nity be worth in terms of lending to Eastern Eu
rope? How much would a tightening of German 
export control laws and regulation be worth in 
terms of military spending for Gulf contingen
cies? Even more intractably, how muchJapanese 
financing would be equivalent to Coalition casu
alties in the war? 

There is no formula or blueprint for evaluat-
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ing such qualitatively different cortributions. 
The bargaining positions of governments.dic-
tated by their international position and domes-
tic political strength, given the particular set of 
issues on the agenda-will determine the "rela-
tive prices"of different contributions, 

Finally, does sharing costs necessarily require 
sharinb decisionmaking power? The answer is 
that the objectives of collective action must re-
flect the interests of the contributors. As long as 
that rule is satisfied, operational control can be 
centralized in an executive body; it need not be 
dispersc J among the membership. The Bush 
administration persuaded other countries to 
subscribe to US objectives in de Persian Gulf 
while at the same time concentrating interna-
tionally legitimized authority through the 
United Nations Security Council. The Germans 
andJapanese, major financial contributors, had 
no voice on the Security Council, nor in the tim-
ing and details of the military operations. How-
ever, the operation itself was in their basic inter-
ests just as much as in the interests of the 
Permar -nt Members. Indeed, maintaining pro-
portionality of rights and obligations in collec-
tive endeavors argues for those countries which 
contribute troops as well as money to hav 
greater weight in decisionmaking than those 
contributing financing alone. As in private cor-
porations, senior :z.,d subordinated classes of 

shareholders" should exercise differentiated 
prerogatives. 

A final word of caution is needed. The major 
powers will be tempted to solve the problem of 
burdensharing by resorting to regional hege
monies. Under this approach the European 
Community would assume responsibility for 
Eastern Europe, Japan for East Asia, and the 
United States for Latin America. The spheres-of
influence solution was disastrous historically, 
and it would be the wrong solution in the post-
Cold War, post-Pax Americana world. 

There are several reasons: the capital needs 
of each region vary greatly and not in propor
tion to the financial power of would-be regional 
hegemons; a spheres-of-influence approach 
would weaken the multilateral system and limit 
the choices of the recipient countries; Hungary, 
Malaysia and Mexico, for example, benefit from 
financing and trade outside their regions. Also, 
this approach would not ensure the optimal 
supply of public goods as there would be dis
putes between the regional hcgemon and the 
lesser powers; and important countries and re
gions, such as the Persian Gulf, could fall b'
tween the boards. Though it requires a more 
complex political bargain among major eco
nomic powers, an o!,en multilateral system char
acterized by division of labor remains the best 
solution. 
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Capital Market Integration Has Benefits,
 
But May Have Created New Risks
 

he growing integration of major do-

mesti and intern(.tional :shore fi-nancial markets in the I.Y80s has 
increasedthe efficiency of international cap-
iWal markets, according to IMF Occasional 
Paper No. 77, Determinants and Sys-
temic Consequences of International 
Capital Flows. But, the study notes that 
structural changes in financial markets may 
have altered the effectiveness of moneta.y 
and fiscal policies, created new systemic 
risks associated with increased asset price 
variability, and made developing ountry 
access to inernationalcapital markets less 
cetain. 

In thefirst chapter of the study, Morris 
Goldstein, Donald Mathieson, and Timo-
thy Lane examine the growth in net aid 
gross capital flows, the determinants of 
these flows, and the systemic consequences 
of the increased integration of international 
capital markets The following article high-
lights theirfindings. 

Trends inCapital Flows 
Four main trends in capital flows 
emerged during the 1970s and 1980s. 
First, the scale of net and gross capital 
flows expanded sharply, and the par-
ticipation of foreign investors and for-

eign financial institutions in the major 

domestic markets increased markedly.
Second, the easing of capital con-

trols ind the broader liberalization of 
financial markets in the industrial 
countries stimulated competition and 
brought about a growing integration 
of domestic and offihore markets, 
thereby increasing efficiency. 

A third main feature of capital flows 
in the 1970s and 1980s was the use of 
private capital flows to finance the 
large current account and fiscal imbal-
ances of the industrial countries. For 
example, private capital flows financed 
about 75 percen: of the U.S. current 
account deficit in 1983-88. Moreover, 
within these private capital flows, 
flows of securities increased sharply 
relative to banking flows. 

Another aspect of capital flows in 
the 1980s was the curtailment of de-
veloping country access to interna-
tional capital markets. These countries 
relied more on official capital flows, 
and the pattern of private and official 
financing for developing countries in 
the late 1980s was similar to that in 
the early 1970s. Net non-debt-creat-
ing flows-foreign direct investment, 

official transfers, and grants-nearly 

matched the cumulative current ac
count deficit of indebted developing 
countries in 1987--89. 

Deterninants of Capital Flows 
Net capital flows serve as the financial 
counterpart to the transfer of real re
sources throughL a trade or current ac
count imbalance. They arise only 
when saving and investment are out of 
balance within countries. Gross capital 
flows allow individuals and firms to 
adjust the form of the financial claims 
they issue, and, therefore, cin be ima
portant in improving the liquidity of 
porfoios and in diversifying risks. Be
cause these flows can be ofietting 
across countries, they need not in
volve a transfer of real resources. 

It has proven difficult to identify 
empirically the determinants of gross 
and net capital flows, largely because 
capital markets can respond to shocks 
through a combination of capital flows 
and changes in asset prices. Most 
econometric models have ceased to be 
based on capital flow equations and 
now rely on financial linkages via in
terest rate parity relationships. 

Net International Capital Flows Increase 

0emany Japan Unted Stnt" 
1970-72 1979-41 1985-68 1970-72 197-41 1985- 1970-72 1979-41 1985-66 

Capital aount balanoes 
(billion U.S. dollars) -0.96 7.57 -37.57 -4.79 4.77 -75.12 1.63 -2.36 128.71 

Capital asountba wJci 
(billion U.S. dollars deflated by
U.S. GNP dofltor (1985 - 100)) -2.45 9.76 -35.96 -12.00 6.15 -71.66 4.08 -3.04 

Capital acoount balance w . 
percent of GNP -0.46 0.96 -3.77 -16 0.46 .:. .50 0.13 -0.06. .2.93 

lTtm~18tWaas ft witftW 10 Ow ounwt mwur hbuanm A peiM wva hacafte a o"W mcoults (VA-)
 
Oft: hUmngwOw &*
Uoi twy F44a B&aam of PnWm 
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Nonetheless, experience during the scale capital flight from developing ships between monetary instruments, 

past two decades has highlighted the countries in 1977-84. money stock, and nominal income 

role of particular ecoromic fundamen- have become less predictAble. Mvon!

tals and distortions in explaining capi- Systemic Consequences tary policy now works more through 

tal flows. For example, it would be The increasing integration of financial changes in interest and exchange rates 

hard to understand the lage-scale out- imarketv has facilitated net and gross than through liquidity or credit con

flows from Germany in 1987-89 capital flows and yielded important ef- straints. Nonetheless, the experience 

without referring to the planned with- ficiency benefits across nations. But it of the 1980s suggests that the ability of 

holding tax on interest income, or the may also hve created new syste.ic governments to use monetary policy 

large capital inflow into the United risks, to promote price stability has not been 

States in 1981-85 without noting the For example, financial innovations impaired. 

differences in its monetary and fiscal and liberalizations have increased the The -%vaiability of external funding 

mix from that in Germany and Japan. ability of borrowers to seek alternative can also .otentiaLy weaken fiscal dis-
Similarly, uncompetitive interest rates, sources of creilit and provided lenders ciplines. Jr. theory, private markets 
large fscal deficits, and high exteial with new oppor-unities to place funds can impose discipline on errant bar
debt burdens contributed .0 iarge- in global markets. As a result, relation- rowers-citer govenuments or pri-

Payment Systems, Foreign Investment, and Capital Flight 

Detenminants and Sysemic Come- foreign direct investment. However, Rojas-Suirez suggests that the dif

quenes of International Capital Fls, aspects of industrial organization- ferent perceptions of foreigners and 

Occasional Paper No. 77, was pre- especially transaction costs and struc- domestic residents about the risks of 

pared by an IMF staff team. The first ural imperfections that give an orga- holding domestic claims explain the 

chapter, by Morris Goldstein, Don- nization market power-seem to simultaneous inflows of foreign capi

ald Mathieson, and Timothy Lane, explain better the pattern of invest- tal and capital flight from developing 

examines the trends in, reasons for, ment across countries and across in- countries in the 1970s. Differences 

and consequences of international dustries. It is generally agreed that in these perceptions, she notes, have 

capital flows. the motivations for foreign direct in- been reduced since the onset of the 

itu the second chapter, David vestment are different from those for debt crisis in 1982. 

Folkerts-Landau examines both the portfoliL, investment. As a result, a To stem capital flight, Rojas

nature of systemic risks in payment given pattern of foreign investment Suirez urges the adoption of sound 

systems and the policies the authori- flows does not necessarily have to be macroeconomic policies and sttuc

ties in industrial countries are cur- associated with a similar pattern of tural reforms aimed at reducing the 

rently implementing to manage such overall capital flows. ' risks that initially gave rise to it. 
risks. He notes that efficient and sta- Liliana Rojas-Suirez focue on Once such policies and reforms aie 

ble payment systems are of fida- the reasons behind capital flight from in place, she says, debt-equity swaps 

mental importancr in maintining an developing countries in the 1970s and foreign currency deposits may 

orderly international monetary sys- and 1980s, which drained resources be complementary measures to help 

tern. Folkerts-Landau concludes that that might have been used to in- stem capital flight. 

central bank cooperation in crease domestic investment and Copies of Determinants and Sys

strengthening international payment debt-serncing capacity. She con- ierimc Consequences of Intmnational 

sy;tems should complement the co- tends that the major reasons were Capita Flomn are available for 

operation already achieved in the the fear of expropriation of domestic US$10.00 each (US$7.50 for full

area of bank supervision and mone- assets and the risk of substantial losses time faculty and students) from Pub
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vate entities-by progressively widen
ing interest rate differentials and then, 
if necessary, excluding them from fi
nancial markets. For market discipline 
to work, there must be no guarantees 
of an official bailout and no monetiza

tion of borrowers' debts through cnn
tral bank purchases of these debts; fill 
infomation about the debtor must be 
available to market participants; and 
the financial system must be strong 
enough that no institution be viewed 
as being "too big to 10." Experience 
suggests, however, that, in practice, 
these conditions are not always met. 

The integration of international 
capital markets has increased ;ncen
tives and pressures for greater coordi
nation of macroeconomic and finan
cial policies. The case for crisis 
coordination, especially among central 
banks, has been strengthened by the 
growing rapidity with which financial 
shocks-like the equity market crash 
of October 1987-can spread interna
tionally. 

At times during the 1980s, official 
capital flows constituted a significant 
portion of total capital flows to devel
oping countries and between industrial 
cnuntries. While some official flows 
were motivated by noneconomic ob

jectives-such as military or humani
tarian assistance-others were aimed at 
altering the distribution of global sav
ings and investment or at infliUenc-irig 
asset prices (especially exchange rates) 

produced by financial markets. 

Official flows to developing coun
tries have helped to cushion the 
sharply reduced access to private fi
narcial maike- suffered by many in
debted developing countries since 

1982. Therefore, official credits are 
likely to continue playing an impor
tant role in capital flows to developing 
countries-even those countri-'.s pur

suing strong adjustment measures. 
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Chairman Gonzalez, Congressman Wylie, and Members of the
 
Committee:
 

It is a pleasure to have the opportunity to comment today on
 
the companion concepts of the "core bank" and the "wholesale
 
bank," two proposals suggested for incorporation into the
 

now
comprk.hensive banking legislation your Committee is 

considering. If adopted, these proposals would fundamentally
 
alter the traditional business of banking in the United States in
 
ways that are difficult to forecast but that are potentially
 
destabilizing. We are particularly concerned than the coza bank
 
structure could create or aggravate future credit crunches and
 
otherwise disrupt routine commercial lending activities.
 

Nevertheless, we recogniz3 that these proposals, despite
 
their potentially serious problems, are intended to achieve the
 
same result as the Administration's legislative proposal 
safer, more competitive banks. Indeed, some aspects of the
 
proposals are merely more extreme versions of proposals included
 
in the Administration's bill. As discussed in more detail below,
 
there may be eleizents of the core bank proposal that could be
 
modified in a way that the Administration could support as
 
improvements to the Committee Print.
 

Let me say at the outset that we have seen a preliminary
 
draft of two alternative core bank amendments. The first would
 
create core banks only, without providing for wholesale banks;
 
the second would establish core banks and wholesale banks as
 
complementary elements of a single banking system. We understand
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the text of these drafts is not final, and our observations on
 
these proposals might change depending on later changes.
 

In my comments today I will review what we see as the aims 
of these proposals; describe the basic structure of the "core 
bank" and the "wholesale bank" as we now understand them; and set 
out the concerns we believe should be given consideration in any
further examination of this approach. I should add that our 
concerns are somewhat different depending on whether the core 
bank amendment is offered alone -- which raises serious concerns 
about the availability of credit -- or in combination with the 
wholesale bank, which raises different concerns about spreading
the safety net to new institutions and new activities. It would 
also allow large banks to avoid paying insurance premiums despite
continued access to the federal safety net. 

Aims of the Proposals
 

The basic aims of the core bank and wholesale bank proposals
 
are the same as those of the Administration's proposal for
 
banking reform: to limit the taxpayer's exposure to losses
 
through the overextended federal "safety net," and to bolster the
 
safety, soundness, and competitiveness of the U.S. banking
 
system.
 

The Administration's banking reform package addresses these
 
objectives in seven different ways. These are (1) a reduction in
 
the overextended scope of deposit insurance, which directly

reduces the taxpayer's exposure and directly increases market
 
discipline on bank risk; (2) a strengthened role for capital; (3)

direct -restrictionson risky bank activities; (4) risk-based
 
deposit insurance; (5) improved supervision of bank risk,

especially through a new system of prompt corrective action; (6)

nationwide bznking and branching, which diversifies geographic

risk and reduces unnecessary costs;.and (7) new financial
 
activities for organizations with well-capitalized banks, which
 
will improve the overall profitability and competitiveness of the
 
banking franchise.
 

This integrated package works straightforwardly to achieve
 
its goals, and its consequences are well understood. As you

kmow, legislation reflecting this proposal is now well-advanced
 
in the legislative process and has received car%.ful consideration
 
by the Administration, by regulators, and by a number of
 
Congressional Committees.
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The core bank and wholesale bank proposals, however, seek to
 
achieve the same objectives through a much more radical approach.
 
They are intended to reduce risk in the system both by using
 
deposit interest rate controls to significantly limit the amount
 
of insured funds available to banks, and by severely constraining.
 
the types of activities in which banks will find it practical to
 
engage. This extreme approach, described in detail below, is
 
considerably more speculative and experimental than the
 
legislation reaported out of the Subcommittee on Financial
 
Institutions.
 

Core Bank/Wholesale Bank Structure
 

Both of the draft amendments we have reviewed begin by
 
requiring all insured depository institutions to become "core
 
banks," which are described in three simple provisions. First,
 
interest rate regulation: no institution that accepts insured
 
deposits would be permitted to pay a return on any of its
 
deposits, insured c: uninsured, greater than 105% of the
 
effective interest rate paid by Treasury securities of comparable
 
maturity. Second, restrictive lendirg limits: all insured
 
institutions would become subject to greatly reduced limits on
 
the amounts they could lend any one borrower. These limits are
 
calculated on a sliding scale: 15 percent of a bank's first
 
$100,000,000 of tier 1 capital, 4 percent oO the next
 
$100,000,000 and 3 percent of any capital cver that amount.
 
Third, trading exposure limits: no insured institution could
 
incur an exposure in connection with any trading activity greater
 
than 5%'of the institution's tier 1 capital.
 

These provisions are designed to eliminate excessive risk
taking by banks. By restricting the interest payable on
 
deposits, the proposal would at times reduce the supply of
 
government-insureC funds to banks -- an attempt to address the
 
perception that deposit insurance al.lows, too much money to chase
 
too few good lending opportunities. By restricting each loan to
 
such a small amount of capital, the proposal ensures that insured
 
banks will abandon "big-ticket" loans, such as HLTs, real estate
 
finance, and other large-scale commercial lending. By
 
restricting trading exposure, the proposal would require the
 
transfer of most foreign exchange and swap activities out of
 
insured banks.
 

As a stand-alone amendment, the core bank represents, a
 
fundamental change in our financial system. It assumes titat all
 
of the activities transferred out of insured core banks -- large
 
commercial and industrial loans, commercial real estate loans,
 
foreign exchange and swaps trading, and other types of
 
intermediation -- will. be adequately provided for by financial
 
firms that are completely outside the banking system. This is a
 
very large assumption, especially in view of the fact that all
 
major industrialized countries generally carry cut these
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functions within banks. If the assumption is incorrect, the
 
consequences for credit availability and economic growth could be
 
profound, as set forth in more detail below.
 

On the other hand, the second amendment would pair the core
 
bin% with the wholesale bank, a new creature in our financial
 
markets. This combination amendment creates a somewhat different
 
set of concerns than does the core bank by itself. Specifically,

the wholesale bank provision would permit large institutions to
 
avoid paying a substantial axount of insurance premiums despite
 
continued coverage by the federal safety net; it could spread the
 
safety net to new kinds of financial institutions; and in the
 
end, it could defeat the very purpose of the core bank by
 
allowing institutions merely to shift "risky" activities from one
 
part of the safety net to another part.
 

A wholesale bank, as described in the draft amendment we
 
have reviewed, is essentially a "universal" bank -- based on
 
European models -- which pays no deposit insurance premiums while
 
engaging in securities activities and the "big tickat' bank
 
lending and trading activities prohibited to the core bank. Its
 
status as a wholesale bank is dependent on one condition: that
 
it accept no deposits of less than $100,000 from the general

public. A wholesale bank would be free of the core bank interest
 
rate cap, lending limit, and trading exposure restrictions and
 
exempt from much substantive regulation of its nonbanking
 
activities. It would remain, however, a bank: it could be a
 
member of the Federal Reserve System, and would have access to
 
the full safety net support mechanisms and subsidy represented by

the Federal Reserve's discount window and access to the pa'yments
 
system. As a result, the federal safety net would be explicitly
 
expanded to cover securities activities for the first time.
 

It is our understanding that a core bank and a wholesale
 
bark could be affiliated in a-sing. corporate group, though they
 
need not be. Nevertheless, under this alternative the core bank
 
and the wholesale bank would be intended to work together,

whether under one roof or not. The core banks would receive all
 
retail, insured deposits and confine themselves to a small-scale
 
lending business, making few or no commercial or real estate
 
loans; the wholesale banks would receive only uninsured deposits
 
of $100,000 or more and conduct all large-scale lending and
 
trading activities.
 

The proponents of core and wholesale banking have given

careful thought to these approaches and their ideas deserve -
and have received -- serious attention from the Treasury and
 
other policy makers. These are, however, untried theories and
 
put into practice they would launch our financial system into
 
uncharted waters. Vo mrjor nation has organized its banking
 
industry under the core bank/wholesale bank model.
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THRIFT INDUSTRY
 

Seidman Seeks Up to $80 Billion
 
To Complete Thrift Bailout
 

he Resolution Trust Corporation 
(RTC) will need as much as $80 

billion to finish the job of cleaning up 
the savings and loan disaster, the Sen-
ate Banking Committee was told June 
21. 

And L. William Seidman, chair-
man of the Federal Deposit Insurance 
C o r p o r a t i o n 
(FDIC), testified 
that the time has 
come to wean the 
RTC's salvage op-
eration from his 
agency and give it 
a new board of di-
rectors and man-
agement team ac-
countable to the 
administration Seidman 
and Congress. 

Before outlining either his latest 
cost estimate or proposal for RTC 
restructuring, however, Seidman 
launched into a lengthy defense of the 
way the bailout has been handled 
since it began Aug. 9, 1989. 

In recent months, the RTC has 
come under increasingly heavy fire for 
mirmanagement and failure to move 
in the most expeditious and inexpen-
sive manner. 

That criticism will increase as Con-
gress begins debating the call for more 
money for the bailout. To date, the 
RTC has been given $80 billion 
about $50 billion from taxpayers and 
$30 billion borrowed by the thrift in-
dustry - to close - failed thrifts. 
Through May 31, the RTC had closed 
almost 400 thrifts, and it expects to 
close at least 500 more in the next year 
or two. 

Many in Congress have said they 
will not appropriate more money for 
the RTC until the agency is over-
hauled. 

Seidman gave the committ,-e two 
reorganization options. One would en-
tail creation of an independent man-
agement board, similar to that of a 
private corponation, and a strong chief 
executive to manage daily affairs. The 
other would be to preserve the existing 
oversight board with less authority, a 
strong chief executive, and a new, in-

By John R. Craford 

dependent management board. 
The administration will formally 

request additional money for the RTC 
at a Senate Banking Committee hear
ing June 26. It is not clear whether the 
administration will offer suggestions 
for reorganizing the RTC. 

Seidman's testimony seems to 
clearly signal that the magnitude of 
the monetary request will be at least 
as large as previously anticipated 
$50 billion - and possibly much 
larger.
 

RTC Scorecard 
In defense of the RTC, Seidman 

said the agency had accomplished 
about half the task it had been given. 

Almost two-thirds of the 617 failed 
thrifts that have been handed over to 
the RTC have been closed, and 161 
are expected to be closed between 
June 1 and Sept. 31. 

During that period, however, more 
thrifts are likely to be given to the 
agency to resolve. 

In addition, he said, the RTC has 
sold $157 billion in assets and has 
$164 billion on its books. 

"I believe a fair assessment of 
these accomplishments would find 
that the RTC's performance, while 
certainly not what we would like it to 
be, is credible by any reasonable stan
dard," Seidman told the committee. 

The General Accounting Office 
(GAO), in particular, has been sharply 
critical of the RTC's management and 
recordkeeping. Several senators 
picked up on June 11 testimony by 
Comptroller General Charles A. 
Bowsher, who heads the GAO. 

Alfonse M. D'Amato, R-N.Y., 
questioned Seidman about Bowsher's 
assertion that 64 percent of the assets 
held by RTC readily could be sold. 

Seidman said that Bowsher was 
wrong and that perhaps a third of the 
RTC's assets were 'marketable. Most 
assets are either bad loans that could 
not be easily sold or mortgages that do 
not readily meet standards for sale on 
secondary mortgage markets, Seidman 
said. The RTC is moving ahead with 
pians to issue its own mortgage
backed securities as a means of un-. 
loading some of those loans, Seidman 
said. 0 
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I am pleased to be here today to testify on the treatment of 
foreign banks under the Administration's financial modernization 
legislation, Section 231 of H.R. 1505, the Financial Institutions 
Safety and Consumer Choice Act of 1991 (FISCCA).
 

I would like to thank you, Mr. Chairman and Members of the
 
Committee, for working with the Administration to complete a
 
comprehensive reform package to strengthen the U.S. banking
 
system this year. In proposing A long-term financial services
 
framework for the coming decades, the Treasury Department has
 
sought to be fair and consistent, offering the same opportunities
 
to U.S. and foreign banks.
 

As of December 31, 1990, there were 727 foreign bank
 
establishments operating in the United States. These entities
 
represented 294 foreign bank families from 60 countries and held
 
21 percent of U.S. banking assets. As their substantial presence
 
in the U.S. economy demonstrates, foreign banks have benefitted
 
in competition with U.S. banks from the openness of our market
 
and the privileges accorded to them in it. U.S. consumers and
 
the U.S. econouy have :Also ;.jnefitted fvoia the financial services
 
and inc-reased competition in our market provided by foreign
 
banks.
 

ADMINISTRATION PROPOSAL
 

The Administration's proposal would replace treatment for
 
foreign banks, which in some cases is preferential, with national
 
treatment, according foreign banks the same treatment as U.S.
 
banks. FISCCA would liberalize the U.S. banking system by
 
offering U.S. and fcreign banking organizations the opportunity
 
to branch across state borders and, if the bank is well
capitalized, to engage in new securities and insurance activities
 
through a financial services holding company structure.
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TRE1ATMEW OF FOREIGN DANX8 

The Administration's bill would allow foreign banks that are
 
engaged only in commercial banking to maintain their existing
 
branches and agencies. They would also be allowed to branch in
 
most states and, after three years, in all states on a full
 
national treatment basis.
 

The proposal would introduce important changes in the
 
treatment of foreign banking organizations that are engaged in
 
securities activities through affiliates in the United States.
 
Prior to 1978, foreign banks could establish direct branches in
 
more than one state and could own full-service investment banks
 
in the United States. These activities were denied U.S. banks,

which were prohibited from branching across state borders by the
 
McFadden Act and from engaging in securities activities by the
 
Glass-'teagall Act.
 

The International Banking Act of 1578 (IBA) adopted the
 
general principle of national treatment for foreign banks by
 
applying the McFadden Act and the general prohibitions of the
 
Glass-Steagall Act to foreign banks in the United States. In
 
fact, the IBA stopped short of full national treatment by
 
gratndfathering securities affiliates and interstate branches that
 
existed in 1978. These grandfather provisions have permitted
 
some foreign banks to retain their preferential treatment,
 
thereby conferring a competitive advantage over domestic banks in
 
the U.S. market.
 

Under FISCCA, foreign banks that wish to engage in new
 
securities and insurance activities are required to adopt the
 
U.S. organizational structure. This would entail establishing a
 
financial services holding company and rolling up existing branch
 
and agency operations into one or more well-capitalized U.S. bank
 
subsidiaries of the holding company.
 

Both U.S. and foreign banking organizations with "Section
 
20" securities affiliates, which can derive up to 10 percent of
 
their anntiad revenues from securities underwriting and dealing in
 
bank ineligible securities, would need to choose between
 
discontinuing those specific securities activities or
 
restructuring for full securities powers. Foreign banks with
 
IBA-grandfathered securities affiliates would face a similar
 
decision. Twenty-four of the 294 foreign bank families
 
represented in the United States at the end of 1990 have IBA
grandfathered or Section 20 securities affiliates.
 

Requiring foreign banks to form U.S. subsidiaries to take
 
advantage of far greater liberalization and expanded activities
 
is consis'.ent with national treatment by eliminating the better
than-national-treatment preferences retained in 1978.
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Concerns that have been zaised About the proposal include
 
the segmentation of capital and its impact on foreign bank
 
lending in the United States, the lack of grandfathering and the
 
impact on the deposit insurance system.
 

CAPITAL REOUIREMENTS MD FINANCIAL EFFECTS 

Concerns iave been raised that the structure proposed in
 
Section 231 of FISCCA would cause foreign banks to segregate 
their capital. In fact, under Federal and State law foreign 
bank iJid' £11i:Antaintn- in tho United States iii tle form of
 
capital equivaloncy deposits ,%nd similar asset maintenance
 
requirements at many of their U.S. branches.
 

Under the Administration's proposal, U.S. financial services
 
holding companies must have well-capitalized banks to engage in
 
these new activities. They must meet standards above minimum
 
Basle risk-based capital requirements as well as leverage ratios.
 
This is not in contravention of the standards of the Basle
 
Committee on Banking Regulations and Supervisory Practices. In
 
fact, the Basle Committee stated that the agreed capital adequacy
 
framework was designed to "establish minimim levels of capital
 
for internationally active banks. National authorities will be
 
free to adopt arrangements that set higher levels." And if a
 
bank's capital falls below specified levels, the holding company
 
could be required to divest the securities or insurance
 
operations. This would be true whether the holding company and
 
bank were cwned by U.S. interests or forLign interests.
 

Under present tax law, foreign banks restructuring branches
 
into subsidiaries will lose their deductions of net operating
 
losses accumulated while operating in branch form. This may have
 
potentially significant effects. Assistant Secretary of the
 
Treasury for Tax Policy Kenneth Gideon will be testifying on the
 
tax implications of FISCCA for foreign banks next week before the
 
House Committee on Ways and Means and will address this issue
 
more fully.
 

A major objective of FISCCA is to improve the safety and
 
soundness of the U.S. banking system by, amoiig other things,
 
creating incentives to increase the capital of U.S. banks. We
 
believe it is important to impose the same requirements on
 
foreign and U.S. banks engaged in the same activities, Some of
 
the alternative approaches that have been discussed could
 
possibly result in extraterritorial application of U.S. law or
 
might be judged to imply that foreign banks deserve differant
 
safety and soundness standards than U.S. banks.
 

FOREIGN BANK LENDING
 

Foreign banks have indicated that their preferred form of
 
operation in the United States is through branches of the parent.
 
Branching gives a bank maximum flexibility in deploying its
 
resources.
 

0!
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Most of the 294 foreign bank families in the United States
 
are likely to choose to continue to concentrate on commercial
 
banking. These banks will not need to convert branches to
 
subsidiaries.
 

Foreign banking organizations that seek expanded activities
 
will no l.onger be able to branch directly into the United States.
 
These banks will need to establish a financial services holding
 
company with a U.S. bank subsidiary and transfer capital to the
 
United States. They would be lending from a smaller capital base
 
than a branch since 1."vl 1cndin.; 1j1it's would be based on 
capital held in the U.S. subsidiary.
 

In drafting the proposed legislation, we considered the
 
possibility that, as a result of the legislation's requirements,
 
some foreign banks might reduce their lending in the United
 
States. However, some of the potential constraints can be
 
alleviated. For example, the subsidiary can transfer loans that
 
exceed lending limits back to its parent. Additional capital can
 
be transferred into the United States to support larger loans.
 
Loans that exceed lending limits of the subsidiary also could be
 
provided cross-border from the parent. Most potential tax
 
problems arising directly from such cross-border loans could be
 
resolved through bilateral tax treaties.
 

GRANDFATHER ISSUE
 

Foreign banks have argued that their present operations

should be grandfathered under the proposed legislation. Their
 
arguments were accepted in 1978, when the International Banking
 
Act subjected foreign banks to the same restrictions on their
 
operations as U.S. banks. In 1978, there were only two
 
alternatives for the foreign securities affiliates -- to be
 
grandfathered or divested. Now the Administration is offering a
 
full range of expanded activities to well-capitalized foreign
 
banks.
 

Foreign banks are a much more important segment of the U.S.
 
banking market than they were in 1978. As of the end of 1990,
 
foreign banks operated 370 branches, 224 agencies and 101
 
subsidiaries in the United States and controlled 21 percent of
 
U.S. banking assets. Leaving nearly a quarter of the U.S.
 
banking market outside the requirements of FISCCA would weaken
 
the effectiveness of the proposal. Grandfathering foreign bank
 
operations today could confer upon them new competitive
 
advantages over U.S. banks that will be required to establish
 
holding companies and meet higher capital standards.
 

DEPOSIT INSURANCE FUND
 

The majority of foreign banks in the U.S. now operate
 
through branches not insured by the FDIC. Those foreign banks
 
engaged exclusively in wholesale commercial banking which do not
 
seek new powers could continue these operations and would
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continue to maintain a competitive advantage over U.S. banks by
 
avoiding deposit insurance assessments. Domestic banks must
 
participate in the deposit insurance system, regardless of
 
whether they conduct retail deposit-taking activities or n~t.
 

Under the Administration's proposal, foreign banks expanding
 
into new activities would be required to establish insured bank
 
subsidiaries. But rather than weaken the deposit insurance fund,
 
the contributions of foreign bank subsidiaries would strengthen
 
the fund. By meeting the Zone 1 capital requirements, these bank
 
subsidiaries would be among the strongest banks, and much less
 
likely to draw on the fund.
 

TRENDS IN FOREIGN MARKETS
 

The Administration's proposal is consistent with recent
 
trends in foreign markets:
 

o 	 In the last decade, Australia, Canada, Finland, New
 
Zealand, Norway and Sweden liberalized commercial
 
banking activities, to allow foreign banks to operate
 
in their markets -- but only through a subsidiary
 
structure. (In the Nordic countries, there are plans
 
that would eventually allow foreign commercial banks to
 
branch.)
 

o 	 Germany allows foreign banks to branch, but limits
 
loans to one borrower to a percentage of the capital
 
that the branch maintains in Germany rather than the
 
bank's worldwide capital. In effect, U.S. bank
 
branches in Germany must bring capital into the country
 
to support their operations and they cannot lend
 
locally based on their parent's capital.
 

o 	 The European Community's Second Banking Directive
 
requires foreign banks to establish a subsidiary to
 
take advantage of the single European passport. The
 
single passport will allow a bank subsidiary
 
established in the EC to establish branches throughout
 
the Community. Direct branches of non-EC banks will
 
still be allowed, although they will be subject to the
 
laws of each individual country and will not
 
necessarily be entitled to engage in the same
 
securities activities that the EC passport will allow.
 

We seek national treatment and liberalization in foreign
 
markets. In our market, we will be offering national treatment,
 
liberalization and expanded activities. Under these
 
circumstances, we do not believe it is appropriate to provide
 
foreign banks with preferential treatment through grandfathering.
 
We believe foreign governments will come to recognize that the
 
long-term benefits of our liberalization will outweigh the costs.
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FEDERAL RESERVE 1OARD'S FOREIGN BANK SUPERVISION ENACEMENT kCT
 

I would like for a moment to turn to H.R. 2432, the Federal
 
Reserve Board's proposed "Foreign Bank Supervision Enhancement
 
Act of 1991." The Treasury supports several important portions

of the Federal Reserve's bill and shares the objective of
 
establishing enhanced federal supervision of diverse foreign

banking operations in the United States. We would also point out
 
that in several respects, the Board's bill is inconsistent with
 
portions of FISCCA.
 

I must stress that the Treasury does not consider the
 
Board's proposal a substitute for FISCCA. The bill is a specific

proposal that must be considered in its own right in relation to
 
the broader need for enhanced supervision of foreign banks in the
 
United States and in light of recent cases of foreign bank
 
violations o U.S. law. The Administration's proposal includes a
 
major revision of foreign bank regulation in the United States,

while the Board's bill makes improvements in the present
 
structure. Any changes to foreign bank supervision should be
 
consistent with the overall approach of the Administration's
 
proposal for regulatory restructuring.
 

First, the Treasury Department Fupports federal licensing

and supervision of representative offices of foreign banks.
 
Under present law Treasury registers but cannot supervise foreign

bank representative offices in the United States. We believe
 
these offices should be supervised by a federal banking
 
regulator.
 

Second, the Treasury supports, and has itself proposed in
 
Section 265 of FISCCA, Board approval of state-supervised foreign

bank offices in the United States. This process in many cases
 
will allow greater Federal-level scrutiny of state branches,
 
agencies, and comercial lending companies before they are
 
established in the United States without undue harm to the dual
 
banking system. The approval provision in the Board's bill is
 
consistent with the division of regulatory responsibility in the
 
Administration's proposal.
 

Third, we support the provisions that enhance federal
 
jurisdiction and supervision over foreign banks through

additional criteria for approval, regulation, and termination of
 
foreign kank offices in the United States. In addition, we
 
support the bill's objectives of encouraging the sharing of
 
information between U.S. and foreign bank supervisors and
 
assuring greater attention of foreign bank supervisors to their
 
banks' operations in the United States. One suggestion-we would
 
make to improve the Board's bill would be to enhance the
 
authority of the Comptroller of the Currency to close federal
 
branches and agencies by legislating criteria consistent with the
 
criteria proposed by the Board for itself in connection with
 
closing state branches and agencies.
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Despite our general support, the Treasury Department does
 
have some specific concerns with the Federal Reserve's proposal,
 
resulting chiefly from the differences in regulatory approach
 
between the two bills. Treasury has proposed.a functional and
 
streamlined regulatory regime in FISCCA that provides for.
 
effective regulation of foreign and domestic banks and their
 
affiliates.
 

The Board's proposal would eliminate the requirement under
 
Federal law that the Board use the examinations conducted by
 
other Federal bank regulators. This provision differs from the
 
regulatory scheme in FISCCA aria present law, both of which
 
provide for efficient use of Fudoral examination rescurces and
 
protect against conflicting regulation at the Federal level.
 

The board's legislation proposes new authority for the Board
 
to supervise and examine any affiliate or office of a foreign
 
bank in the United States, including Federal branches and
 
agencies.
 

This proposal would circumvent the "functional" regulation
 
proposed ..n FISCCA that would require the Board to consult with
 
regulators of securities and insurance affiliates before
 
examining these affiliates.
 

Clea::ly the Board's proposal for foreign banks would have to
 
be modified in these respects if the Treasury approach to
 
functional regulation were adopted.
 

CONCLUSION
 

Let me reiterate that we are offering foreign banks national
 
treatment, including expanded market opportunities on the same
 
terms as U.S. banks. We are seeking to be fair and consistent
 
and we welcome the participation of foreign banks in our market.
 
We hope that those foreign banks which find it in their strategic
 
interest will participate in the liberalization offered by
 
FISCCA.
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EXECUTIVE SUMMARY
 

Two decades of environmental regulation in the 
industrialized countries have yielded some results, 
but also demonstrate the limitations of current ap-
proachs. In the United States, "pollution control" 
through end-of-pipe treatment has been countered 
by the lack of non-point source controls and the 
steadily expanding scale of economic activity. The 
ambitious goals adopted twenty years ago have not 
been met. Meanwhile, developing countries have in-
creasingly joined the pattern of degradation begun in 
the developed world. The volume of pollutants ex-
pands worldwide. New classes of global and regional 
threats-global warming, ozone layer destruction, 
acid rain, deforestation, mass extinctions, marine 
degradation, and others-have emerged. This grow-
ing assault on the earth demonstrates that we now 
risk irrevocably altering the planetary life support 
system with little grasp of the consequences. 

In principle, demands on the earth's resources 
could be reduced by iminishing economic growth, 
limiting population increase, or increasing the 
resource efficiency of production. However, the 
third option is the most viable. Demographic 
momentum points toward a doubling of global 
population by the mid.2 Ist century. Economic 
growth is needed to meet the aspirations of most of 
the world's people. 

These realities leave technological transforma-
tion as the primary strategy for avoiding environ-
mental degradation. Technological transformation 
means widespread, continuing development and 
adoption of ever less polluting and more resource-
efficient products, processes, and services. Techno-
logical change has contributed most to the expan-
Sion of wealth ard productivity. Properly chan-
nelled, it could hold the key to environmental 
sustainability as well. 

Technologies to reduce environmental problem; 
while raising economic productivity exist. Studies of 
major sectors of the economy-energy, agriculture, 
and manufacturing--demonstrate clearly that far-
reaching environmental improvements could be 
made immediately. For example, many' opportuni-
ties in industrial pollution prevention and improved 
energy efficiency are highly profitable today. A vari-
ety of new renewable energy technologies, already 
cOmmercially available, arc becoming more widely 
competitive with conventional fossil fuels, 

Emerging revolutions in advanced materials and 
biotechnology, along with continuing spectacular 
advances in information technologies and miniaturi
zation, can provide radicaily new products and 
processes that harmonize cnvironmental and eco
nomic objectives. Investment in environmentally 
preferable technologies represents an exciting op
portunity to enhance competitiveness. 

Much more needs to be done to capitalize on this 
potential. Current best practice must be diffused 
more rapidly. Environmentall1y superior products and 
processes need to be brought to market more quickly. 
Research and development should be encouraged and 
channclled in environmentally sound directions. 

Technical constraints are not the principal fac
tor limiting technological transformation. The big
gest barriers to change are rooted in the social, eco
nomic, political, and cultural milieu5 in which 
technologies are developed, diffused, and used. 
Many impediments to technological transformation 
are imbedded in the structure of public and cor
porate policy regimes. 

Environmental regulation should be 
reformed to encourage technological change. Many 
environmental laws favor old technologies over 
new. Relying on "best available technology" stan
dards tends to entrench existing control technolo
gies at the expense of long-term innovation. Regula
tions have largely been uncoordinated across media 
(air, water, and land), have focused on "end-of
pipe" pollution controls instead ofnollution preven
tion options, and have provided no incentives for 
doing better than standard3 dictate. Cumbersome ad
ministrative procedures also impede innovation. 

Given this poor record, serious consideration 
should be given to changes that require regulator)' 
agencies to promote the development and deploy
ment of new technology. This would necessitate a 
variety of new policy tools. Foremost among them 
would be greatly expanded use of performance
based standards and economic instruments. Public 
disclosure requirements, like the Toxic Release In
ventory required under the United States Superfund 
Amendment and Reauthorization Act Title Ill can 
also increase public demands and corporate incen
tives for environmental protection. 

Economic Incentives should be employed in 
tandem with regulation to encourage technological 



transformation. Pollution charges that reflect the 
full social and economic costs of production, con-
sumption, and waste disposal would provide long-
term incentives for investments in clean technolo-
gies. Emissions trading also deserves wider use. 

Economic indicators conventionally under-
estimate the value of the environment. National in-
come accounts, such as GNP, treat activities that 
erode the soil, contaminate air and water, and 
diminish forests and fisheries as contributions to 
income rather than as consumption of capital. 
Similarly, measures of industrial productivity and 
corporate accounts fail to consider the costs of not 
protecting the environment. Without economic in-
dicators that fully reflect the value of the environ-
ment, environmentally perverse public policies and 
private practices are likely to continue, 

Technology policies have thus far largely ig-
nored environmental objectives. Government sup-
port of new technologies through R&D funding, 
procurement, research consortia, and other mecha-
nisms have led to great strides in aerospace, com-
puters, defense, and medicine. Technology policies 
could play a critical role in advancing environmen-
tally sustainable technologies while promoting 
commercial competitiveness. But, large areas of en-
vironmentally important "generic" research (wide-
ly applicable research too removed from market-
able products to be adequately supported by 
industry but too "applied" for most academic 
laboratories) remain undersupported. Efforts to 
translate the fruits of laboratory research into mar-
ketable technologies have also been inadequate, 

Technology and other policies are particularly 
critical in the early stages of technological develop-
ment when an advantage given to one of several 
competing approaches may "lock in" a technology 
for many years even if that technology is, in the 
longer run, an inferior option. To avoid this prob-
lem, long-term consequences of technologies must 
be assessed more thoroughly at an early stage. 

Rapid dissemination of clean technologies 
from the industrial countries to the developing and 
formerly centrally planned countries where over 
80 percent of humanity lives and where much of 
the globe's economic and population growth will 
occur is vital for technological transformation. This 
diffusion of innovation may require new initiatives 
to overcome barriers in both technology exporting 
and importing countries to the flow of information, 

capital, and trade. A particularly useful role-that 
of technology broker-could be played by private 
sector intermediaries: for example, matching part
ners, arranging financing, and negotiating and man
aging licensing agreements. 

Private companies, the main producers and 
users of new technologies, are central to any hope 
for technological transformation. Environmentally 
affirmative corporate leadership is likely to be a 
stronger force for technological change than public 
policies. Some companies have realized that envi
ronmentally sound investments are often rewarded 
by cost reductions, improved quality, and product 
innovation, and they see environmental perform
ance as key to future business success. But many 
others do not yet treat environmental stewardship 
as integral to good management practice. 

A switch to corporate accounting systems that 
more accurately reflect both the costs of environ
mental protection and the cost of forgoing envi
ronmental protection could stimulate environmen
tally sound innovations. Better accounting would 
show that pollution prevention is often a more 
cost-effective approach than pollution control. The 
growing market for "green" products shows that 
environmental concerns can be profitably inte
grated into product life-cycle design. 

In the long-term, better educated managers 
and engineers are key. Business students must 
learn to incorporate environmental issues in busi
ness planning and decision-making. Engineers must 
be trained to integrate environmental factors into 
the design process and not address them as an af
terthought. Curricula that bring environmental con
cerns into the mainstream need to be developed 
for these future professionals. 

For two decades, environmental policy has 
focused-with only modest success-on abating pol
lution and cleaning up local problems. Today, newly 
recognized global hazards pose a profound challenge 
to society. Rapid technological change stands as the 
key element in reconciling inevitable economic and 
population 7,rowth with a livable environment. 
Many resource-efficient technologies are available to
day and emerging technologies can dramatically 
transform the economy for environmental benefit. 
Because technological change is at bottom a social 
process, it can be accomplished only by redirecting 
economic, political, and cultural channels in ways that 
guide the stream of technological transformation. 

x 
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I am Thomas E. Lovejoy, Assistant Secretary for External
 
Affairs at the Smithsonian Institution and President of the
 

Society for Conservation Biology. I would like to make some
 

comments on the experience of debt-for-nature to date, in
 

particular, the possible application to Brazil.
 

First, the need, There is widespread acknowledgement that
 

the scale and rate of environmental destruction worldwide is
 

without precedent in our history. The waste gasses of human
 

society through the burning of fossil fuels and tropical forests
 

coupled with the heat trapping capacity of chlorofluoroearbons
 
are changing the very physics and chemistry of our planet.
 

Tropical deforestation is a very significant portion of that
 

problem, as well as the dominant part of the loss of biological
 
diversity. The essential point is that tropical nations play a
 

critical role in greenhouse, tropical deforestation and
 
extinction problems.
 

These countries have sharply limited financial and manpower
 
potential to address these challenges. Debt is not only an
 
important root cause of these problems; it also, through debt
 

The amount
conversion, can be an important part of the solution. 

converted since debt-for-nature was first proposed in 1984 is
 
disappointing. It has been largely limited by the financial
 
resources available to private conservation organizations to buy
 

commercial bank debt, and by tax consequences for banks
 
interested in donating debt. While debt-for-nature is neither a
 

solution to the debt or environentfal problems by itself, it can
 

play an important role, especially with environment.
 

The soverei nty issue. Debt-for-nature has often been
 
misinterpreted as an invasion of sovereignty, as if the United
 
States was rushing in and forcing a nation to fork over important
 
land and resources in something akin to an environmental
 
Louisiana Purchase. This is patently without basis, especially
 
when such concerns are rarely raised about the far more frequent
 
debt-for-equity swaps.
 



The inflation issue. Central banks and economic planners
 
frequently wave the spectre of inflation generated by additional
 
currency added to a national economy without any real addition to
 
productivity. This assumes that environmental activity is
 
uneconomic, which is simply untrue, but even if it were so, the
 
debt relief involved is anti-inflationary. When Brazil buys
 
dollars on local markets to pay its debt interest, it is not
 
generating any financial productivity. It should be noted that
 
inflation has not been a problem for Chile, which has carried out
 
the most debt-for-equity swaps (literally in billions of
 
dollars). Nor has inflation been seen as a problem for Costa
 
Rica, which has converted 5% of its international debt for
 
environmental purposes. Further, when debt is converted to
 
interest-bearing instruments, the amount of currency is limited,
 
and stability is provided via an endowment.
 

The issue of indigenous peoples. Debt-for-nature has
 
sometimes been portrayed as a mechanism for elite flint-hearted
 
environmentalists to take lands away from indigenous peoples.
 
Debt conversion is, in fact, a mechanism which is available to
 
such peoples for their own uses. COICA, the Coordinating Body of
 
the Indigenous Organizations of the Amazon Basin, has recently
 
proposed a mechanism for a debt swap. Furthermore, the
 
environmental community has learned, in general, of the need to
 
take local people, whether Indians or campesinos, into account.
 
In the end, no conservation project will succeed unless-it is
 
integrated into the local social, as well as biological;
 
landscape.
 

The accountability issue. The question is sometimes raised
 
how can one achieve anything lasting with debt-for-nature?
 
There is actually considerable experience in organizations like
 
Conservation International, the World Wildlife Fund, The Nature
 
Conservancy, etc. in executing social projects. The key is
 
always in the project design and in the choice of partners. The
 
local partners in all possible instances should include private
 
organizations. As always, the benefits to be gained from a
 
public/ private partnership are key. This should be an integral
 
aspect of the Enterprise for the Americas Initiative, both in the
 
countries in question, and on the United States board.
 

The nature of debt-for-nature. As always, when there are
 
possLble resources, many interests would like to gather under the
 
tent. While I do believe it is important to think beyond
 
protection of natural areas in the strict traditional national
 
park or reserve sense, I believe it is important not to leave the
 
door ajar. It would be useful to support pilot projects in
 
sustainable extractive use to bring them to the point of
 
ccinmercial take-off. Traditional development should be left to
 
traditional development sources. Urban air pollution could soak
 
up most debt-for-nature contemplated by the Enterprise for the
 
Americas Initiative--the amounts involved in the Enterprise are,
 
after all, not that great--and should be left primarily to
 
industrial sources and more traditional sources of finance. The
 
desperate long-term needs for global forest management (and
 
slowing of climate change) and biological diversity should
 
receive the bulk of attention.
 



Brazil. With the greatest debt burden and greatest
 
environmental problems, Brazil has often seemed to many a
 
logical, indeed urgent, prospect for debt-for-nature. The Sarney
 
administration was unwilling to consid3r it, but asked for
 
contributions to help with its Amazon and other environmental
 
problems. The Collor administration has been considerably more
 
forthcoming on environmental problems, but has yet to speak
 
publicly in favor of debt-for-nature. Yet the private
 
conservation groups in Brazil are interested, and in fact
 
prepared a $25,000,000 proposed package for debt-for-nature in
 
1990. And the key institutions could be measurably strengthened
 
and stabilized by endowments funded through debt conversion. I
 
believe a carefully constructed debt-for-nature package for
 
Brazil could become a harmonious overture to the 1992 United
 
Nations Conference on Environment and Development in Rio de
 
Janeiro.
 

The example of Brazil brings out a fundamental point.
 
Brazil seems unwilling to consider debt-for-nature until it has
 
some debt relief. Without commenting on whether debt relief for
 
Brazil is appropriate or not, it seems one risks the loss of an
 
important opportunity to address environmental problems unless
 
debt-for-nature is considered along with debt restructuring and
 
debt forgiveness. While it will require considerable diplomacy,
 
it makes sense to have debt-for-nature as an integrated part of
 
any nation's debt restructuring. It is all too easy to forgive
 
massive amounts of debt as in the case of Egypt or Poland, and
 
then be confronted later by environmental problems without the
 
resources that had been available through the debt conversion
 
mechanism.
 

Thank you.
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On the 
Roadto Rio 

The name, date and format we set for diplomats who didn't know the first 
the most crucial environmental ;athering thing about environmental issues," 
ever: the "Earth Summit" will bring to- says Daniel Nelson, the editor of an 
gether heads of state and government environmental NGO newsletter cal
from around the world to try to hammer led Crosscurrents. "So NGOs could 
out aglobal action plan for the imperiled speak all they wanted to, but many of 
earth. The date: June 1-12, 1992; the thenegotiatorsdidn'tknowwhatthey
place: Rio de Janeiro, Bril. were talking about."Winess: byRto de legateso,,Bmfl. NGO planning for Rio continues.Witnessed by thousands of delegates,
nongovernmental representatives and 
journalists, world leaders are expected to 
sign a host of agreements at the meeting, 
formally known s the United Nations 
Conference on Environment and 
Development (UNCED). The organizers 
say the showpiece will be an omnibus 
statement c6alled the Earth Charter, which 
will act as an ideological umbrella for 
"Agenda 21," a nonbinding environmen-
tal plan for the next century.

As a guide for TOMORROW readers, welinrsacespprdasaguildie frudowradese VY document this winter to 

This spring business representatives
adopted their own Brazil charter at a 
major conference hosted by the Inter
national Chamber of Commerce. 
Religious, youth and women's groups 
are planning similar statements. 0 

TECHNOLOGY TRANSFER: 
A MISSING LINK TO 
SUSTAINABLE 
DEVELOPMENT 
"1T hen researchers prepared a 

hav compiledabriefrundownonsomeo 
the most important issues. 

NGOs: 
WHISTLING IN THE WiND 
OR AVALID VOICE? 
T wenty years ago, when the first 

UNCED was held in Stockholm, 
nongovernmental organizations were 
considered radical factions not so 
distant from terrorist groups. Within 
some government circles, especially 
in developing countries, they still are. 
That contrasts with many Western 
and Eastern European nations, where 
the NGO representatives of a few 
years ago are today's government 
ministers or negotiators. 

Nongovernmental organizations
gaii:ed a major breakthrough in the 
U.N. negotiating process last year
with the Bergen Process. In a non-
binding Agenda for Action drawn up 
at the regional U.N. meeting in Nor-
way, NGOs gained full negotiating 
rights. Organized into groups that 
included business, trade unions, 
youth and environment, the NGOs 
were accorded observer status at a 
meeting of ministers several days later. 

The breakthrough in Norway paved
the way for NGO participation in the 
current UNCED preparatory meet-
ings, but many complain that their 
opinions are still being ignored by
uninformed official delegates. 

"Many ofthe negotiators [at the pre-
paratory meetings] were professional 

address the issue of technology trans
fer for this spring's preparatory meet

ings, they called it the "Progress
Report on Financial Resources." 

Wasthetitleamisnomer-orevena 
disguise? For starters, there was no.'. 
progress to report. And the appropri-
ate title - Funding for Technology 
Transfer - is a major missing link to 
worldwide sustainable development.
The issue has probably caused more 
rancor between North and South than 
any other. 

The dilemma that emerges from 
between the lines of bureaucratic jar
gon is this: if developing nations are 
going to avoid the same mistakes 
made by industrial nations, they need 
money and access to technology. But a 
Norwegian-Dutch plan for industrial
ized countries to contribute a fixed 
percentage of their GNPs to a tech-
nology tranfer fund has met with a 
decidedly chilly reception from most 
other Western countries. 

Whatever the mechanism, most 
pundits say it is going to take a lot of 
money - much more than is available 
now - to solve the complex problems
of intellectual property rights and 
patents that are closely tied to the 
technology transfer issue. 

"This [technology transfer] is what 
many of the issues come down to," 
says Ezra Karadag, an environmental 
expert with the Turkish government 
and an international delegate. "Ifwe 
don't have the money to finance 
improved technology, people are not 
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Rio de Janeiro, site of the 1992 'Earth 
interested in suffering in the name of 
sustainable development." 0 

CLIMATE CHANGE: 
SHIFTING WINDS PUT 
AGREEMENT IN DOUBT 

' he past two years ofinternational 
l negotiations on climate change 

might be compared to a sandstorm 
raging in the desert. As scientific un
certainty and economic repercussions
stir up concern, shifting strategies 
have, during piuses in negotiations, 
revealed some unusual bedfellows. 

This occurred repeatedly in 1990. 
When the Intergovernmental Panel 
for Climate Change (IPCC) adopted 
its final report last summer in Sweden, 
the United States, an antagonist to 
European attempts to set greenhouse 
gas reduction goals, discovered it had 
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lost two allies in Great Britain and 
Japan. But America readily welcomed 
the Soviet Union and Saudi Arabia 
into its wait-and-see camp. 

This winter in Washington, D.C., 
during the first round of convention 
negotiations, the Americans unveiled 
a plan to eliminate the classification of 
greenhouse gases. Instead of separate 
targets for carbon dioxide, methane 
and CFC emissions, a sum-total 
accounting system would be uscd, 
allowing continued high rates cffossil 
fuel use if, for instance, freon was cut 
back. The proposal caused chagrin in 
some European capitals, but a similar 
approach was being discussed in the 
Norwegian and Swedish parliaments, 
Previously, the Scandinavians had 
expressed outrage at the recalcitrant 
American position on global warm-
:ng. 


Indeed, F'uding seems to be the 
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order ofthe day. Ifthe U.S., due to the 
skeptical approach taken by the Bush 
Administration on climate change, 
isn't feuding with Europeans, then 
developing nations are either fighting 
among themselves or are railing 
against the North. 

In the end, it comes down to money 
and sovereignty. Most analysts agree 
that developing nations want financial 
and technological assistance similarto 
the funding approved in the Montreal 
Protocol. The Group of 77 - as the 
developing nations are referred to in 
the U.N. - made sure they would not 
be outflanked on this issue when the 
negotiations were moved last winter 
to the General Assembly from the 
U.N. Environment Programme. 
Within the main voting body, the one-
nation, one-vote process gives 
developing countries hegemony. 

However, there is dissension within 

ranks of develcping nations over 
climate change. Low-lying nations are 
desperate for strong action while rain
forest nations want nothing todo with 
timber restrictions. 

As Professor Bert Bolin, the chair
of the IPCC and an important 

mediator in the climate change dis
pute, glumly sums up the situation, "It 
will be very difficult to come up with a 
convention in Brazil that is substantial 
and pleases all parties." 0 

BIOLOGICAL DIVERSITY: 
THE KEY TO FEEDING 
FUTURE GENERATIONS 

T his issue might have fallen in the 
shadow of the more publicized 

issue of climate change. However,
within a decade or two, as the world's 
population expands, it will likely be 
the new environmental cause cilibre. 

World population is expected to 
increase from five billion to eight or 
ten billion in the next few decades. 
While improvement of traditional 
agriculture and distribution methods 
are the most effective ways to increase 

food supplies in the poorer countries,plant breeding and genetic manipula

tion could make an important contri
but;on. 
A large majority of the world's 

plants and animals grow in warm, wet 
environments in developing nations. 
The gene banks and the multi-billion 
dollar pharmaceutical and biotechno
logy industries, which often depend 
onresourcesfromthetropics, aresitu
ated in the North. Thus, negotiations 
for a convention will probably be 
another classic North-South show
down. 

In all, UNCED scientists studying 
the biodiversity issue say there are II 
crucial areas of negotiation. These 
include protection of habitat, im
proved international trading riglhts 
and a review of subsidies for land 
development. 

But there is little arg1;:nent about 
what is the most crucial concern. 

"Much of the genetic engineering 
work is of a proprietary nature," says 
Nay Htun, a scientist and an UNCED 
specialist in biological diversity con
vention. "Most Western companies in 
this business, especially in the U.S., 
are not interested in giving away tech
nology they developed at great 
expense." 0 
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lion of who makes decisions aboutg Com munity: ources will dominate all local and 
global politics. To understand the signifi
cance of the decisionmaking process, we 

by Nancy C. Alexander need only ask: We;e the populations of 

Concern about environmental degradation must be 'inked to care about human Love Canal or Bhopal given appropriate 

communities if a susminablefuture is to be achieved. In this article, Nancy Alexander informralion to make decisions about the 
shows the connection between those two concerns in the context of the global issues safety of their community? When World 
facing the !992 United Nations Conference on Environment and Development. Nancy Bank support for construction of hydro-
Alexander is legislative secretary at the Friends Committee on National Legislation electric dams forces relocation of hun
in Washington, D.C., where she has lobbiedfor a U.S. foreign aid bill that reflects the dreds of thousands of indigenous people
values discussed in this article. She also helped found and is a member of the execu- from ancestral lands, are the rights of 
tive committee of the U.S. Citizens Network on the 1992 United Nations Conference these people to remain on their lands 
on Environment and Development. acknowledged? Do the governments of 

Restoring Creation 

poor countries consult their citizens when 
he Persian Gulf crisis demonstrates that threats to human they accept payment for storage of toxic
security inthe 21 st century will, ingreat measure,arise wastes from industrialized nations?People have a right to participate in 

.. from how nations and cultures answer questions about decisions that affect them. That is what 
who has rights over the world's resources. Who makes decisions democracy is all about. For that reason, 
about resources? The people who live where the resources participation is at the apex of the values 

reside? Those with military dominance? Those who can pay pyramid shown inthe graphic (page 3). 
Sustainable development is not somethingthe most for them? Transnational corporations? that is going to happen to people: itwill 

The values that frame our response to this question also be brought about by people. People pro
frame our approach to how sustainableCtect the places they call home and the peo
development for the world's human popu- WM ple they love and identify with. Consider 
lation should be achieved. I propose that the statement of an Australian woman 
community is the central value needing i aborigine: "ifyou have come to offer me 
attention. Genuine community upholds (your help, you can go home again. But if 
three further values: participation, equity, you see my struggle as part of your own 
and sustainability. Further, I propose that survival, then perhaps we can work 
a transformative spirituality, nurtured by together." Such peoples hope for partner
faith communities, can be the great agent in the human path toward the future,Lship 
of change that will help people move not simply to be beneficiaries of plans 
toward values that will enable us to sur- mLde without their participation. 
vive and flourish on this planet for the This reality shows us that support for 
long term. local communities must be the central 

value in any agenda for a sustainable
Building Communities future. At present, the general public and 

As the world population explodes policymakers hold sustainability, narrow
exponentially and the environmen ly conceived as a global environmental 
becomes increasingly degraded, the ques- goal, to be the central value. The power of 



3 Spnng 1991 

this value is reflected in the strength and 
influence of the environmental lobby as 
contrasted with the relatively weak anti-
poverty lobby. But a single-minded 
approach to sustainability overlooks the 
fact that ultimately it isgrassroots corn-
munifies in developing countries that will 
protect or despoil their environments. 
Resources cannot be protected by armed 
guards. Rather they must be protected by 
local people living in harmony with the 
earth while applying their knowledge and 
experience to earn a livelihood from it. 
Unless our policies help foster such corn-
munities, efforts to foster sustainability 
will be ineffectual. 

In order to create a truly sustainable 
future, we will need to move away from 
values that encourage consumption of 
material goods and the creation of finan-
cial wealth as goals in th.mselves. A cen-
tral question should be: How can we 
focus on quality and fullness of life in our 
communities rather than standards of liv-
ing that measure how much we consume? 

A purely technical approach will not 
work in creating a sustainable future. 
Technocrats (those who focus almost 
solely on technical solutions for environ-
mental problems) believe they understand 
the massive problems that confront our 
species and our planet. For them, the 
quest for sustainability is a managerial 
problem; people are simply one of the 
man)' elements to be manipulated toward 
a solution. While the te( hnical approach 
has a contribution to make, it must be 
complemented by a participatory 
approach that views the future from the 
perspective of the peopk being managed 
and asks: How can people be empowered 
to invent their own futures? 

Once participation is seen as essential 
to building sus,,inable societies, equity 
for those who have less access to power in 
local, national, or global societies 
becomes an important value as well. Too 
often, debate over environmental issues 
ignores the interests of the poor. For 
example, in the 1990 debate over the 
Clean Air bill in the U.S. Congress, arep-
resentative from the National Council of 
Churches was the only lobbyist who wor-
ried about the effect of the bill on people 
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living in poverty. This lobbyist persuaded 
one legislator to introduce several provi-
sions in the bill to shield people living on 
a poverty level from the increases in the 
cost of electricity that would follow from 
the legislation. In conference, however, 
those provisions were eliminated from the 
bill. Clearly, as this example shows, the 
joining of equity with environmental sus-
tainability values will not be an easy polit-
ical achievement. Yet, a society that is to 
endure in the long run must work for 
equity for all its members. Without the 
pressure of equity as a value, plans for 
environmental sustainability can too easi-
ly be formulated in ways that simply sat-
isfy already entrenched interests, 

Value Debates and the 
1992 UN Conference 

One can see the interrelationship of the 
values of equity, participation, sustainabil-
ity, and community by considering the 
issues that are likely to be discussed at the 
upcoming United Nations Conference on 
Environment and Development. This con-
ference, which is scheduled for June of 
1992 in Rio de Janeiro, will mark the 20th 
anniversary of the 1972 Stockholm Con-
ference on the Human Environment. The 
conference is expected to create a Magna 
Carta for the Earth-a charter declaring 
the principles and behavior that should 
govern humankin6's relationship with the 
earth. The conference will also create a 
Twenty-First Century Agenda, which will 
include goals for the next century, assign 
roles and responsibilities, and create a 
timetable for achieving the goals. 

The focus of the conference is on 
building cooperation between the coun-
tries of the North, which are, on the 
whole, rich and industrialized, and the 

countries of the South. which are. on the 
whole, poor and unindusirialized. The less 
developed countries of the South are criti
cal to the successful resolution of major 
issues thal may be negoliaied at the con
ference-issues relating to climate. 
forests, biological diversity, and technolo
gy transfer. But the willingness of poor 
countries to undertake global accords on 
environmental issues will depend on the 
extent to which wealthy nations offer 
them an equitable place in the global 
economy. In the planning sessions for the 
conference, southern countries have been 
demanding that northern countries pro
vide financial aid, in return for which 
southern countries would apply environ
mentally sound technologies. The fact that 
the United States has so far refused to 
promise additional aid to less developed 
countries has already resulted in some 
weakening of support for the conference 
among anumber of southern countries. 

In the arduous negotiations which gave 
birth to the 1989 United Nations resolu
tion authorizing this conference, enor
mous differences between rich and poor 
countries were papered over. The northern 
countries spe the conference as primarily 
an environmental meeting. Southern 
countries, on the other hand, see it as a 
development conference, one that can 
address social justice issues. Many south
erners feel that northern countries have 
achieved some of their wealth at the 
expense of southern countries and that the 
North is, to some extent, precluding suc
cessful industrialization in the South by 
imposing trade and environmental barriers 
to production. 

Trade barriers can take many forms. 
one of which is higher tariffs for finished 
goods than for raw materials. Southern 
countries find it easier, as a result of the 
existing tariff structure, to export corn
modities such as iron ore and cotton 
instead of manufactured products such as 
iron, steel or clothing. As a consequence, 
southern land and other resources are 
often overused or misused to produce raw 
materials for export. 

The cost of environmentally sound 
technology isanother barrier to industrial
ization in southern nations. Northern 
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"People inthe South 
ask, 'Who are you 
northerners to preach
to us about population 

when you are the 
major consumers of the 
world's resources'? 

countries can exert financial leverage to 
force the application of sound Zechnology 
in southern countries. But southern coun-
tries lack the power to force environmen-
tal prudence on wealthy northern nations, 
who themselves earlier took the cheap and 
dirty route to industrialization. Still, the 
less developed countries are not about to 
be consigned to perpetual underdevelop-
ment. And, in any case, they see 
hypocrisy in (he demands of northern 
countries who n-ave yet to deal with major 
environmental problems of their own, 
including issues related to transboundary 
pollution, 

Consider three other areas in which the 
interests of northern and southern nations 
differ, and in which questions about equi-
ty, participation, and environmental sus-
tainabilihy converge: forests, populatior, 
and debt. 

Haif of the forests in the developing 
world have been cut in this century. Peo-
pIe in the South see rain forests as the key 
to their immediate survival, the only 
resource on hand to provide them with 
land and livelihood. They perceive north-
emers as interested in the rain forests as a 
source of wood for furniture or as agiant 
air conditioner to counter-balance the 
effects of the carbon dioxide that northern 
cars and factories are pumping into the 
atmosphere. In short, they see northerners 
as unconcerned with their societal wel-
fare. Too often public events seem to rein-
force that conclusion. At the July 1990 
economic summit meeting of the seven 
major industrial nations, for example, a 
consensus was reached on a major envi-
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ronmental action: that Brazil should save 
its fortsts. Brazil was not at the summit, 
yet the seven industrialized nations had no 
reservations about setting that country's
priorities, while they neglected to set 
environmental agendas for their own
nations. The message that goes out to the 
developing world is: "We've got ours and 
you can't have any." Ethically, as one 
U.S. Quaker Yearly Meeting put it, north-
emers need to ask, "How, after we havc 
feasted for centuries at nature's table, can 
we now tell those who are poor or starv-
ing to suppress their appetites?" Sure!, 
we cannot do this without learning to 
restrain our own. 

A second issue generating North-South 
friction is the interaction of population 
and environmental issues. There is a tei;-
dency among northerners to view the 
piessures imposed on the environment by 
explosive human population growth as 
largely a southern problem. But this view 
ignores the vast discrepancy in the rela-
tive demand made by individuals in 
industrialized and non-industrialized 
nations on the earth's resources. If, for 
example, miy adopted Indian daughter 
lived her entire life in India, she would 
consume only 1/35th of the energy that a 
typical American consumes. People in the 
South ask, "Who are you northerners to 
preach to us about population when you 
are the major consumers of the world's 
resources?" Because children in countries 
like India, especially boys, are viewed as 
sources of social security, and because 
infant mortality rates are high in many 
places, large families provide assurance 
that some children will survive. Until 
equity issues related to health-not to 
mention literacy and women's rights-are 
dealt with, population pressures will 
continue. 

A final issue dividing North and South 
isdebt. Crushing national debt drives the 
destructioi of communities and the envi-
ronment in developing countries, which 
are damaging their environments in order 
to grow crops for export. In Costa Rica, 
for example, where deforestation is pro-
ceeding even more rapidly than in the 
Amazon, there has been large-scale 
clearcutting for cattle ranching and the 
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expansion of banana and coffee planta
tions. At the same time, deforestation is 
also being caused by poor farmers who 
are driven onto marginal land to make a 
living. Predictably, more attention isgiven 
to the negative role of the poor in this 
phenomenon than to the role of affluent 
interests. 

The force behind the Costa Rican and,
indeed, the global economy, is a free
market, export-oriented development 
paradigm. In this paradigm, international 
lenders lend principally to ericourage eco
nomic growth, investment, and free trade. 
Creditors dispense economic "medicine" 
intended to stimulate the economies of 
debtors and permit them, among other 
things, to service their debt. However, in 
many cases, the side effects of the free
market "cure" are worse than the "di,
ease"-at least for the poor majority. Poor 
countries, desperate to earn foreign 
exchange, both to pay their gargantuan 
debts and to import necessities, are driven 
to plunder the earth and exploit their peo
pie in order to increase their exports, mak
ing long-term sustainability impossible. 

Proponents of an alternate paradigm, 
one that seeks global equilibrium. see 
three inherent contradictions in the so
called "sustainable growth" orientation of 
free-market advocates. First, particularly 
in developing countries, growh .oo often 
leads to the depletion and despo'iation of 
resource capital. Second, our way of 
understanding "growth" doesn't differen
tiate between production tha! enhances 
communities and production thai destroys 
them. When devek'pment or production 
decisions are imposed on communities, 
rather than being made by the communi
ties themselves, sustainability is not 
served. Third, our way of measuring 
"growth," through indicators like the 
Gross National Product, does not differen
tiate between the quantity and the quality 
of what is produced. The economy con
sumes resources and expels waste, and 
everything sold-from bombs to baby 
bottles-adds to the total GNP, which 
may climb upward while the natural envi
ronment and our communities decline. 
For asustainable future, we need an eco
nomics that counts what matters, that 
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helps human and natural communities to about the idea of a sust.. inable future until isn't enoughto go around" because; we are 
flourish and endure. they've realized that their own standard of so poorly connected with our bodies, our 

In short, the orthodox paradigm for living (in the quantitative, material sense) communities, and the earth-in short, 
development must be recast in order to will need to be lowered. I often think of because we are deprived of the sources of 
heal communities and restore creation. such a future state of global equilibrium lasting pleasure. A transformative spir'tu
Free-market economics must become the as one in which human communities are toeality will need to lead us back these 
servant rather than the master of devel- living from the "interest" of the earth, profound and rewarding connections. 
opment, with the "ends" of economic which can be renewed and restored, and The overriding emoion of t'ansfor
growth, investment, and trade becoming not from its "copital." mative spirituality is gratitudr. Meistcr 
"means," to be employed in ways that A transf.'imative spirituality would Eckhart, the great medieval mystic, said 
foster community and sustainability. acknowledge that bzcause we are all con- that the only prayer necessary in !fe is 

nected to one ancther and the earth, we "Thank you." Gratitude means not taking 
Spiritual Transformation need to grapple with moral choices in anything for granted, not allowing 

Faith communities are vital midwives ways that bring to bear all the values of human conceit to overtake awe. It means 
for the inner values transformation that is sustainability, equity, participation, and having courage, a word derived from the 
necessary if we are to move from con- community. In thinking about saving French words for "big heart." With 
sumption- and wealth-oriented societies spotted owls, we also need to think about courage, we know that we can heal com
to societies buitt on community and the creating new jobs and providing retrain- munities and the earth; it's not an either
accompanying values of equity, sustain- ing to workers in an economic conversion of game in which we must choose one or 
ability, and participation. By giving us a program that will sustain human commu- tin other. With courage, we can accept 
compelling vision of a peaceable realm, nities. The voices of those affected mu-, everyone as insiders, especially those 
faith communities can inspire the spiritu- be heard in planning for the future. who are struggling to become whole 
al transformation that will become the Real community is characterized by against great odds. With courage, we can 
driving force to shape new values, new inclusiveness. What happens to morality strive to give back more than we have 
institutions, and a new economics for a when the world is divided into insiders received from the earth's bounty. 
sustainable future. and outsiders isshown vividly in the film The realization that we are intercon-

A vision of peaceable societies focuses The Godfather, in which the warm, rich, nected with all peoples and the earth can 
on lives rich in connections to people and caring life within a Mafia "family" con- be the cause for affirming life. One of 
the earth. When we are focused, spiritual- trasts with the brutality that marks its my personal images of the power of 
ly, on improving the quality of life, high dealings with its rivas. One reason why interconnectedness isthe gathered Quak
levels of matcrial consumption will be people set themselves against each other, er meeting for worship with its attendant 
viewed as bondage. On Earth Day 1990, as insiders and outsiders, is the perception sense of unity and blessedness. The 
cultural historian and poet Wendell Berry that there is not enough of what is essen- experience that God is a verb-that God 
remarked that people won't be serious tial to go around. When we believe this, is "happening" between people gathered 

we become greedy and in conmunity-is precious to me. Rather 
fearful. Ojr desire to than stress that God happens within us 

"' ensure a sufficiency for (immanently) or above us (transcendent
ourselves then requires ly), a transformative spirituality senses 
that we think of some God happening everywhere, especially 

, other people as intrinsi- between people and between people and 
cally less deserving or the earth. 
needful. The inevitable Each of us has a unique potential to 
effect is suffering, both be a transformative presence in the 
on the part of the seem- world. In the following passage from her 
ingly powerful insiders poem "Natural Resources," Adrienne 

,_and the outsiders. -too Rich describes the challenge we all face: 
often, in the real world, "My heart ismoved by all I 

low- women, children, and cannot save: 
people of color-who so much has been destroyed 
lack access to vital mate
rial gfact I have to cast my lot with those 

rilgoods. In whfgeatecgeteesey 
..16' " ,--. /ir...5 although real scarcity who age after age,perversely, 

..... does occur, we may have 
the illusion that "there 

with no extraordinary power, 
reconstitute the world." N 
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OPINION: BY RICARDO BAYON 

WHOThe Blame?CARES?0
 
An expandingpopulationdetroyingnatural
 

A ny discussion of resourcesin the South. Extravagantfifqyle' built 
indeveloping coun- upon squanderedenergp in the North. "ho is 
tries inevitably runs more atfaultfor the world'senvironmentalcri'si? 
into a major barrier: 
differences in the RicardoBaydn writes that its time to move beyond
meaning of "environ- establishingguiltandwork towardfinding soLtionr. of steroids to put
mentalism" in the 
indurtrialized North and the under-
developed South. 

As the world prepares for its big-
gest environmental meeting ever, the 
"Earth Summit" to be held in Rio de 
Janeiro in 1992, 1thought we had put 
that obstacle aside in favor of more 
global concerns. I am beginning to 
realize I was wrong. I recently met 
with environmental journalists from 
throughout Latin America and was 
astonished to find that a central part 
of the discussion was still the same 
old "Is the North or the South to 
blame?" This is not to say that all the 
journdists present Rt that meeting 
were obsessed with that debate, but 
some were, and at times it seemed we 
would never discuss anything else. 
The issue has away ofderailing talks. 

This is nothing new. At the Erst 
World Conference on the Environ-
ment, held in 1972 in Stockholm, the 
North-South split basically under-
mined the whole meeting. Third 
World countries refused to address 
environmental problems because 
,hey were more concerned with 
development. Many labelled the 
North's concern with the environ-
ment afarce. 

The tune has changed slightly 
since then, and that could be asign of 
hope, because pursuing develop-
ment at the expense of the environ-
ment is also a farce. Hence the 
validity of the term "sustainable 
development," which stresses 
progressthatcanbemaintainedwith. 
out undermining future generations' 
ability to develop, 

One reason the North-South 
debate has been so heated is that 
some southerners view environnen-
talism as a means for northerners, 
who have already achieved a decent 
standard of living, to tell the poor: 
"You must not do the same." They" 
see it as a hurdle on the road to 
development. 

strength artiially. 

By disregarding the 
the environment, the 
wealthy countries have 
used the equivalent 

In many ways they are right; the 
North's attitude is grossly hypo-
critical. Indiscriminate use of fossil 
fuelsand overconsumption ofnatural 
resources by the developed countries 
pose the greatest threats to the global 
environment. 

Having acknowledged this, 
though, how much more can be said 
about the subject? OK, so developed 
nations will have to alter their life-
styles if the environment i, to be 
"saved." However, this does not free 
the poorer countries of the world 
from their environmental responsibi-
lities. We cannot follow the indus-
trialized countries' model of waste-
ful development without risking 
environmental catastrophe. 

Still, many obstinate southerners 
say "th,' North wants us to concern 
ourselves with the degradation of 
environments like the Amazon and 
Patagonia because it affects them. If 
that's the case, well, let them pay." 

That completelj misses the point, 
Developing countries should pay 
more attention to what is happening 
to the environment, not because it 
concerns the North, but because they 
stand to lose the most from the 
destruction of those ecosystems. We 
should wage the environmental 
battle for ourselves, not for anybody 
else. 

Now, if the North could kindly 
contribute to our cause, that would 
be marvelous (and to their ewn bene-
fit), but a contribution by the rich 
cbnnot be aprecondition for environ-
mental action in the South. That kind 
ofthinking has often been an excuse 
for the South to avoid responsibility 
and continue committing environ
mental suicide. 

I! all boils down to respensibilities. 
Developed and developing countries 
each have different responsibilities 
to their people and to the world. 

The North has achieved economic 

on industrial muscle. 
That dependency is now threatening 
their very existence. Theirs is, there. 
fore, a rehabilitation problem. They 
face the daunting task of recovering 
from a dangerous addiction And we 
all know bad habits are hard to break. 

The South is in a very different 
situation. Ours is a muscular 
deficiency. We need to put on some 
muscle, but we must choose whether 
we want to do it the easy way or the 
hard way. The easy way would be to 
set environmental concerns aside 
and focus on development i ia the 
United States or Europe. Any such 
development would be artificial and 
-aswehiveseen in Eastern Europe
could even be deadly in the long run. 

Ifthe 1992 talks are to be a success. 
both sides of the globe must s.2"r 
focusingon theotherside's problems 
and turn their attention homeward. 
OnlyifNorth and South start learning 
from each other's problems and 
accepting their respective respon
sibilities to humanity will the 
environmental issues be properly 
addressed. 

In 1992 the question has to shift 
from "who's to blame?" to "what can 
we all do?" The answers aren't 
going to be easy for either North or 
South. S 
A native of Colombia, Ricardo 
Bay6n is editor of Network '92, the 
newsletter of the Centre for Our 
Common Future in Geneva. The 
Centre is a clearing-house for in
formation on sustainable develop
ment. PHOTO: SUSAN FARKAS 
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Environmental Cold War
 
North and South nations must cooperate to avertglobaldevastation 

By Paul lxildvuutava 

HE United State 	 stands 
victorious as the 	 Aorld's 
onlh superpower. How-

ever, an emerging conflict - an 
environmetal cold war - could 
be,,ote a major threat to global 
secut%. and the US is ill-pre-
pared i deal with it. 

Unlike traditonzl defense :s-
sues, this conflict is not between 
East and West. Rather, it engages 
North (indstrialized countries) 
%s.South (the developing world) 
V%,hout international coopera-
tion - and recognition of the 
South's vital iole in devising solo-
tior - the world can do little to 
'-. et environmental ruin. 

Environmental crises are fun-
damemallh international because 
the%originate From multinational 
sources and cross national bor-
ders. Deforestation in Brazil, Af-
rica, and Asia contributes to 
global climate changes. Industrial 
and automobile air pollution fuels 
the global greeahouse eflect and 
acid-rain probler, s.The accident 
at Chernobl rained nuclear radi-
ation o0er Sweden, Finland. Italy, 

. 
.t 

L ... . 

-, k-
,. 

," 
- . ~ 

Germany. and France. people living in developing coun-
Resolution ol such crises re- tries reach standards of ling

quires the cOOperation of devel- prevalent in the industrialized 

oping countries. If the) don't North, we can expect devastating 
agree with global initiatives. these environmental destruction. 
countries can jeopardi/e the fu- Yet North telling South to slow 
tore of the p!anet's environment its etonomit detelopmeni in the 
and create majo threats to global interest of the global enironm
security. lie indspensability of ment is hypocritical, since devel
global cooperation gives unprec- aped nations have det ,'oved 
edented pover to historically im- much of the environment while 
poverished nations. industrializing. 

For examnple. China and India The stage is thus set for the en. 
do not particpate in the Montreal vironmental cold war. In the 
Protocol for the reduction of coming years, we should expect 
omone.destro)ing chlorofluoro- North-South conflicts over such 
carbons (CFCs). Although titey international quandaries as re
currenth account for onlh 15 per- ducing greenhouse gases, curb 
cent of CFC use, this figure is pro. ing nucear proliferation, and dis
jected to rise to 50 percent b;'the posing of hazardous wastes. 
end of the decade. China alone Few mechanisms currently ex. 
plans to manufacture 800 million ist for North and South to com
CFC-using refrigerators in the municate. Over the past 40 years, 
next few years, enough to do man) international treaties, laws, 
catastrophic damage to the ozone institutions, and intelligence and 
layer, monitoring systems %ere set up to 

Develoing nations argue that manage East-West relations. With 
they cann' t aflord to invest in the exceptions of the Un .ed Na
CF'-substiute technologies un- tions Environment Program, 
less the) receive 	 financial and such mechanisms do not exist be. 
technological aid from the North. tweven North and South nations. 
The) are in a hurry to improve The UN program is insufli
the standard cfltving of their ex- cient for coordinating the many 
ploding populations through in- complex issues invol .ed in global 
dustrialization. If the 3 billton environmental crises. We need 

oGvsIU,,, Ji, environmental forums in which 
-e'_" .. rcpresentatives of industry, gov

ernment, scientific establish
'' ." -- , -ments, and the puhlic can discuss 

issues of mutual concern. We also 
* 	 need ness research institutions 

that will generate th'- information 
necessary for infot :ed dialogue. 

On:) after effective means of 
.	 dialogue are established can sub. 

.-. ", ",.- stantve issues be addressed. 

-: V Foremost among these is the 
-.:."' transfer of environmental-protec

- ~~~77~' t-jon technologies to South na
- "ons. Scientists, engineers, and 

" '- ' .." policymaLers must be engaged in 
, these discussions. Who will de

"' velop these technologies- Who
' " will pay? How will they be dis

-. 'Y ' tributed, operated, and con
" , . .. " trolled? How can internation4; 

' . i..,,J market systems be modified to 
promote wide disseminationr 

.;" Ifthe US isgoing to succeed in 
this new environmental cold war, 
it must develop a new arsenal of 
weapons. Luckily, we do not need 
ntclear and chemical missiles in 
this ar.-nal. We do need visionary 
thinking, backed witht solid re

- . search into alternative, environ
mentally safe technologies. 

, . We need the ethical resolve to 

-set a new course for world action 
. .' . through out example, not 

:7 through preaching. And we need 
A ~ political leadership. Such is the 

environmental challenge of the,, 21st century. 
.. , 

' 	 ."r"." . " "ugrnt at Burknel lnhvnd,'NF:. r , ,. ,, : :":..,.,.. .,t'. I r N Paid Shrovsaisfofdfuorof- ,, "'e. in Leuwi~bug. Pa. le ii ataeditor f 
- ,, " .. J] ,, . the Indutrial Ci . Quarlerl). 
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Economic Reforms Can Help Prevent Environmental Destruction 

Environmental degradation is 

widespread because the costs of 

environmental damage are lower for 

polluters than for society as a whole, 

according to Visvanathan Rajagopalan, 

World Bank Vice President for Sector 

Policy and Research. 


Individual polluters have insufficient 

incentive to stop harming the 

environment, Mr. Rajagopalan added. 'The 

fertilizers and irrigation which raise 

crop yields for one farmer can pollute a 

village's water and increase soil 

salinity for other farmers," the World 

Bank official said. 


Speaking at the Developing Countries' 

Ministerial Conference on Environrent and 

Development in Beijing, June 18-19, Mr. 

Rajagopalan said that 'For a very long 

time, eccnomics has generally taken 

nature for granted and has even been an 

instrument of human dominion over nature. 

More recently, that view has been 

tempered by the recognition that 

ecological systems have their own logic, 

Thus, market forces might eventually 

increase costs sufficiently to deter 

further pollution." 


But nature and the market do not 

necessarily work at the same pace and 

irreversible damage can be inflicted in 

the meantime, he warned. "The costs of 

remedial action can be far higher than 

the cost of preventive action, as we see 

may be possible with global warming., 


Soundly based inter.ventions are needed 

to protect the environment, but 

intervention can fail just as the market 

has failed, he cautioned. The World Bank 

estimates that coal was so heavily 

subsidized in Poland that it was used 


inefficiently and the cost of lower
 
productivity caused by ill-health from
 
foul air was perhaps 1.5 percent of
 
Poland's gross domestic product during
 
the 1980s. "Energy for heating
 
greenhouses was so cheap that Poland
 
became an exporter of tropical flowers,"
 
he said.
 

Mr. Rajagopalan said prices should
 
encourage more efficient resource use.
 
Macroeconomic policy which keeps prices
 
as undistorted as possible is fundamental
 
to good environment policy. Poland is
 
raising coal prices sixfold to bring them
 
more into line with international prices,
 
he noted, adding that using the market to
 
determine prices has the advantage of
 
minimiz*rig administrative costs and
 
reducing the opportunities for corruption
 
and favor-seeking which can undermine
 
regulation.
 

Developing countries need better
 
technology for environmental protection,
 
ML Rajagopalan said. But technology is
 
transferred in equipment, and industrial
 
countries will more readily transfer
 
tPchnology if they have more freedom to
 
invest in developing countries.
 

Mr. Rajagopalan said that the evidence
 
is overwhelming that sound environmental
 
protection is an investment, not a cost.
 
But environmental protection involves
 
more than saving whales or forests, even
 
though these measures have intrinsic
 
merit, he said. "The issue is whether
 
our children and their children will
 
inhabit a planet whose environment can
 
support rising living standards and a
 
rising population."
 

He called on industrial countries to
 
"modify their claims on the world's
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resources and to abandon the assumption 


that conventionally defined living 


standards can rise without limit." And 


he said that *developing countries can no 


longer afford to dismiss environmental 

concern as a luxury.* 


He noted that industrial countries 
produce about two-thirds of global carbon 
dioxide emissions and 80 percent of 

chlorofluorocarbons (CFCs), and he 
stressed that these countries 'have a 
moral obligation to reduce emissions and 
to help developing countriec with the 
consequences of global warming and ozone 

depletion.* 
*Economic growth is indispensable to
 

reducing global poverty in the long term. 


Growth also tends to raise environmental 


expectations and to generate resources 


for initestment,' he said. 

But, international cooperation to 


tackle environmental problems is 

essential, Mr. Rajagopalan said, partly 


because no single group is likely to 

accumulate sufficient knowledge to be 

able to overcome global environmental 

diffJzulties by itself. 


The World Bank has helped launch the 

Global Environment Facility (GEF) with 


the United Nations Development Programme 


and the U.N. Environment Programme, he
 

said. The GEF aims to help lover-income
 

developing countries meet the costs of
 

dealing with global environmental
 

problems such as global warming, loss of
 

biodiversity and water pollution.
 

The Industrial countries have a moral 
obligation...to help developing 
countries with the consequences of 
global warming and ozone depletion. 

The Bank is comitted to the
 

objectives of the U.N. Conference on
 

Environment and Development to be held in
 

Rio de Janelro next year and is featuring
 
environmental issues in next year's
 
'World Development Report,' Mr.
 
Rajagopalan added. The Bank is also
 

integrating environmental considerations
 
into its daily work, he said, noting that
 
the institution will have lent about $1
 

billion for free-standing environmental

protection projects during the Bank's
 
current fiscal year, which will end on
 

June 30.
 



NGOs criticize World Bank on
 
'harmful' environment policies
 
Non-governmental organizations have 
coiled on donor governments to withhold 
contributions to the new Global Environ-
ment Facility (GEF) recently set up by the 
World Bank, UN Development Programme 
and UN Environment Programme, and to 
suspend all its projects. More than 60 NGOs 
from four continents, meeting in 
Washington with the World Bank in late 
April, also urged the Bank to freeze any 
lendingtologging.industrialandinfrastruc-
tural projects loc.ted in natwal forests. 
NGOs described a draft policy on tropical 
forestry develcpment, presented to the 
meeting by the World Bank, as "fundamen-
tally flawed." 

The Bank has taken "due note" of NGO 
concerns, a spokesman told Africa 
Recovery, pointing to the growing level of 
NGO input into the revision of Bank 
policies on the environment. The Bank's 
executive board will consider the NGOs' 
views at a late-May appraisal of the Forestry 
Policy Paper, officials said. These views 
have been synthesized by the director of the 
Bank's Agriculture and Rural Development 
Department Michel Petit,whochaired some 
of the sessions of the joint Bank/NGO 
forum. 

The GEF was created in 1990 as a $1.5 
bn, three-year pilot programme to help 
developing countries "meet their share of 
the costs of tackling global environmental 
problems", according to World Bank Presi-
dent Barber Conable. But NGOs argue that 
the global environmental crisis must be 
tackled at its source, in industrial countries. 
They called for a halt to GEF operations 
until, among other things, regional and in-
temational meetings were held with local 

people affected by GEF projects; NGO ob-

serversparticipatedinthetwice-yearlyGEF

donors'metings;andtheBankreformedits 
lending practices, with all GEF projects 
subject to "the most stringent environmen-

tal and social assessments possible." 

However. the consensus among GEF 
donors, especially the Europeans, who met 
in Washington at the beginning of May, was 
forits operations to go ahead, said an officil 
in the Bank's Environment Department, al-
though the US wanted a smail delay oseekthou 
advice from an indepndeent panel ofAmerican scientists and technicians. 
During the May meeting many donors
spoke against NGO participation intheir 

!eliberations. 

On forest sector policy, the NGOs 
claimed that "no sector ofBank lending has 
had such a poor recent record". They ex-
pressed concern over forestry sector loans 
totalling $113 mn that are currently in the 
pipeline for Cameroon, Gabon and Zaire. 
The NGOs argue that the loan preparation 
could not have reflected a new policy ap
proach"sirce the policy does not yet exist." 

NGOs recognized the positive general 
statements in the Bank's forestry policy 
paper. An earlier Bank report on progress in 
its collaboration with NGOs noted that 
some 50 per cent of Bank loans in the 1990 
financial year contained environmental 
components. However, the NGOs said at the 
April meeting that the Bank's forest policy 
"does not direct the Bank to stop its involve
ment," through its lending policies and 
practices, in the annual destruction of over 
20 mn hectares of tropical forest. The Bank 
stresses that its environment policies are in 
the process of being revised. M 
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Exploitation or tropical forests, such as In 
Cameroon, remains a major point or 
disagreement between the World Bank and 
environmental NGOs. 

Forward movement on capacity-building

A new body to strengthen economic 

management and policy analysis in Africa 
has ipened its doors in Harare. With its fund 
of $100 mn,the African Capacity Building 
Foundation (ACBF) will act as a 
"facilitator, coordinator, andresourcemobi-
lizer", says its recently appointed executive 
director, Jonathan Frimpong-Ansah, 
formerly a senior adviser in Standard 
Chartered Bank and an ex-Govemor of the 
Bank of Ghana. 

The ACBF, a four-year pilot project to 
which eight African countries have so far 

contributed $250,000 each, is an initiative 
of the African Development Bank, the UN 
Development Programme and the Worid
Bank. Its immediate aim is to reinforce 
African policy formulation and develop-

merit management by promoting the use of
African researchers, analysts and managers. 
The initial focus on policy analysis and 
development management was chosen be-
cause they impact on progress in all other 

sectors. "You can't take on allburdens at 

once, or in one institution", argues Frim-pong-Ansah. 

"Our first approach when we get to a 

country will be to go to the users of theproduct - for example, to the government 
and private sector institutions involved in 

policy analysis and development planning, 
says Frimpong-Ansah. "We would spend a 

lot of time finding out what the gaps are and
what it would require to enhance their 
management capacity." Universities will be 
another focus ofACBFactivities. 

Backing regional institutions is also a 
key element of the strategy, Frimpong-
Ansah says. One example is the African 
Centre forMonetaryStudiesin Dakar,set up 
by the Association of African Central 
Banks. He said that the centre,"if adequate
ly enhanced in coordination with the needs 

of central banks, could help all the central 
banks in Africa." 

Acknowledging the need to get more
African professionals to return home from 
abroad, Frimpong-Ansah argues, however, 

that providing special incentives for them dis
criminates against those who chose to stay. 
The ACBF fund, he says, will make a special 
efort to involve African professionals abroad 
in its seminars and training programmes. On 

reversing the brain drain. Frimpong-Ansah

feels that with widespread economic
liberalization, "and hopefully with the politi
cal liberalization that is bound to follow, 

Africans will not need as much money as they 
are receivingoutside to be atracted back." 

Colleen Lowe Morna 
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Mexico's Hydroelectric Project Balances Social, Environmental Concerns 

Resettling people involuntarily cleanest source of energy and one
 

displaced by large hydroelectric dams is available to nearly all developing
 
hardly the first place one would think to countries, hydroelectric projects can be
 

look for examples of the Bank's increased fraught with severe social and
 

interest in participatory development.' environmental problems, most notably the
 

Although hydroelectric power is the problem of what to do with the people
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displaced by reservoirs. Nevertheless, 

two large dams being built by Mexico's 

Comision Federal de Electricidad (CFE) 

are showing how even the most difficult 

issues in balancing developmental, 

social, and environmental needs can be 

resolved, 


The 200-meter dam at Zimapan, in 

Central Mexico, and the 180-meter 

Aquamilpa dam in the northwest part of 

the country are the core of a World Bank-

assisted integrated energy project that 

ranges from physical infrastructure to 

financial, social and environmental 

reforms. The project will add 1,240 

megawatts to Mexico's energy system and 

improve the power company's finances, 

But these reasons weren't very meaningful 

to the 4,000 people being displaced by 

the two dams. Most of the 800 people who 

would be affected by the Aquamilpa 

project are Huichol Indians. After 

centuries of being pushed farther and 

farther up into the steep, arid mountains 

of the Sierra Madre Occidental, there was 

nowhere for them to go when the water 

from the reservoir would start to rise. 


Even the most difficult Issues in 
balancing developmental, social, and 
environmental needs can be resolved. 

Resettlement did not get off to a good 

start in either project. Villagers from 

Zimapan petitioned the Mexicpn government 

and the Bank not to go ahead with the 

project. And in Aquamilpa, the local 

population was so impoverished that 

compensation for their lost assets was 

extremely low. On the one hand, a 

resettlement program that aimed to 

restore pre-move living standards would 

be aiming to recreate abject poverty. On 

the other hand, moving the Huichol to 

more productive irrigated sugar or fruit 

plantations in the lowlands not only 

would expose them to unfamiliar health, 

economic, and cultural risks, but would 

also override their own wish to stay in 

their ancestral homelands. 


Luis Luzuriaga, who works in the World 

Bank's Latin America and the Caribbean 

Country region, was familiar with the 


problems resettlement posed. Bank
 
policies for projects with resettlement
 
are stringent. The Bank's clear, tight
 
policy framework assisted him during
 
negotiations with the government. Mr.
 
Luzuriaga insisted that all the
 
resettlement planning issues be resolved
 
before the loan went to the Bank's Board
 
for consideration. As he put it, 'It
 
took three years of cloce work with the
 
Mexican government before we felt that we
 
could honestly say that we had an
 
acreptable resettlement plan.,
 

At first it appeared that the project
 
might founder when the Bank insisted on a
 
fully developed resettlement plan before
 
it would go ahead with the project. Over
 
time, though, confrontation turned to
 
collaboration as solutions to the
 
resettlement dilemma were found. CFE's
 
new president took an active interest in
 
the resettlement program, and the company
 
formed a high-level Social. Development
 
Unit that fielded experienced technicians
 
to work with the affected people. In
 
Zimapan, the farmers formed a negotiating
 
committee that helped CFE find potential
 
replacement farms. Detailed studies in
 
Aquamilpa by specialists who lived with
 
Huichol families gave rise to modest 
projects that can be continued by the 
Huichol once CFE leaves: among them, bee
keeping, erosion control, fisheries, and
 
a small project developed and run by a
 
Huichol artist to market the beautiful
 
Huichol arts and crafts.
 

By all accounts the biggest innovation
 
has been CFE's promotion of mechanisms to
 
increase local participation in the
 
design and management of the resettlement
 
program. In Zimapan, a joint CFE-villsger
 
committee developed housing designs. A
 
bimonthly newsletter is circulated
 
through the villages. Senior CFE
 
officials regularly attend community
 
meetings and are learning to give as well
 
as take criticism.
 

Huichol resettlers are working with
 
CFE to set up small community development
 
funds to provide the resources for
 
designing their own projects, and CFE is
 
preparing technical manuals written in
 
the Huichol language. Villagers choose
 
their replacement houses from among
 
several housing models developed by an
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anthropologist and an architect. The 

homes' construction is based on local 

materials and traditional interior 

designs. 


Participation has taken many forms in 

this project. For example, villagers in 

Zimapan elected their own council to 

manage compensation negotiations. 

Resettlement broke down for several 

months as the two sides argued over the 

company's legally mandated expropriation 

rates and the farmers' knowledge of their 

property's values, and in the end, the 

company surrendered. 


How does Mr. Luzuriaga evaluate the 

World Bank's role in CFE's new approach 

to resettlementY 'We like to think that 

we helped CFE rethink the problem by 

showing them that constructive solutions 

were possible. First, the Bank has sent a 

clear, strong signal that we consider 

social and environmental issues as 

important as the technical and financial 

ones. Second, using the Bank's 


resettlement policies to focus on 

reestablishing people's lost productivity 

rather than simply removing them from the 

site of a big project cast the 

resettlement problem in an entirely 

different light. Finally, the project's 

policy and institutional reforms provided 

a favorable environment and the funds for 

strengthening CFE's social and 

environmental capabilities. For example, 

CFE's resettlement unit recently visited 

the Navaho-Hopi Relocation program in 

Arizona, where they not only gained 
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experience but also gave the Americans
 
many new ideas about how to improve their
 
own program."
 

Because the project marks such a
 
strong contrast with traditional
 
approaches to resettlement, it has
 
attracted the attention of many visitors
 
keen to study its progress. At first a
 
bit nervous about exposing to public view
 
such a sensitive sub*ect, CFE is now
 
proud of the favorable reports it is
 
receiving in publications such as the
 
"Christian Science Monitor" and in
 
university studies by Mexican and foreign
 
researchers.
 

It is far too soon to declare the
 
resettlement component of Mexico's
 
Hydroelectric Project a success. Only a
 
few families have made the move so far.
 
Every side continues to harbor suspicions
 
of the other's intentions, and the
 
outcomes of the post-relocation
 
development programs will not be known
 
for several years. But the planning for
 

this project provides important lessons
 
both to the Bank and to borrowers about
 
how social problems can be reconciled
 
with development's needs.
 

And what do the farmers think? One man
 
told us, 'We've always worn huaraches
 
(sandals). You're helping us put on
 
shoes.' CFE, the Government of Mexico,
 
and the World Bank are waiting to see if
 
they fit. --Adapted from an article in
 
the 'Bank's World' by Scott Guggenheim,
 
an anthropologist with the World Bank's
 
Agriculture Department.M
 



U.S. Senator David Boren of Oklahoma 

FOR IMMEDIATE RELEASE
 
APRIL 25, 1991
 

BOREN INTRODUCES NEW TRADE INITIATIVE THAT FIGHTS POLLUTION
 

WASHINGTON -- Senator David Boren introduced legislation
 
today that would help American companies compete with foreign
 
manufacturers that do not meet adequate environmental standards
 
and would encourage polluting countries to enact and -iforce more
 
stringent pollution control measures.
 

"We are upholding our responsibilities to the world
 
environment but many of our trading partners are not," said
 
Boren. "This means fewer jobs in America as cheaper foreign goods
 
compete with our products and it means more environmental problems
 
for everybody because pollution knows no national boundaries."
 

Under's Boren's proposal, goods produced abroad under
 
environmental standards less strict than those in America would be
 
subject to a "countervailing duty" when imported into the United
 
States. This duty would be equal to the amount saved by foreign
 
firms because of their smaller environmental burden.
 

Half of the funds resulting from these countervailing duties
 
would be used to finance the sale of American pollution control
 
equipment to the United States' poorer trading partners that are
 
trying to improve their pollution control. The other half would
 
help finance the research and development of new pollution control
 
technology by U.S. companies.
 

"I see the unfair advantage enjoyed by foreign producers when
 
I look at many industries important to my own state of Oklahoma -
steel, oil and gas, petrochemicals, and auto parts manufacturers,
 
just to name a few," said Boren.
 

"America's manufacturers are some of the best and most
 
productive companies in the world today. But by bearing
 
environmental expenses that their foreign competitors aren't
 
paying, they are being unfairly penalized in the world
 
marketplace."
 

Boren cited the situation in Mexico as an example of the
 
inter-nation consequences of lax environmental standards. L:anpant
 
pollution from companies in Mexico has caused public health
 
emergencies in Arizona -- where the incidence of hepatitis near
 
the Mexican border is 20 times the national average -- and in
 
Mexico City -- where 95,000 children under the age of five died in
 
1989 as a result of pollution-induced respiratory illnesses.
 

"We should not enter into negotiations with Mexico on a Free
 
Trade Agreement until we have established that the people of
 
Mexico and the people who live near Mexico will not be endangered
 
by further environmental exploitation," said Boren. "We must send
 
a clear signal to companies around the world that abdicating their
 
public health responsibilities will not lead to economic gain and
 
that American companies will not be penalized because they are
 
meeting their environmental obligations."
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Linkage Between Free Trade and the Environment
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GLOBAL CLIMATE CHANGE
 
HAS ALREADY BEGUN
 
by JAN SINCLAIR 

Land, air andoceans have warmed throughoutthis century; 
glaciersandsnow are melting atsurprisingra;es;in many partsof 
the world,winter temperaturesno longerdrop as low as they did; 
and the rate ofwarming appearsto be accelerating. 

lobal warming and climate 

change is now evident around 
the planet. Intensive investiga

tion of the available scientific research, 
carried out by the Intergovernmental 
Panel on Climate Change, jointly estab-
lished by UNEP and the World 
Meteorological Organization (WMO), 
has revealed many indications of a 
planet already reacting to the imbalance 
human activities have sparked. 

Six of the eight warmest years on 
record occurred in the 1980s, while 
1990 broke new ground as the hottest 
year on record. One of the world's lead
ing authorities on climate, Dr Tom 
Wigley of the University of East Anglia 
in the United Kingdom, told the Second 
World Climate Conference in Geneva 
late last year that, when the natural 

... global warming 

is fact .. 

Dr Mostafa K.Tolba, 

Executive Dirctor, UNEP 


variations of the Southern Oscillation (a 
recurrent and very significant climatic 
phenomenon which is centred over the 
Pacific but affects 32 percent of the 
earth's surface) is removed from the 
global temperature record, it becomes 
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clear that every one of the last six years 
has been warmer than the year before. 

Scientific certainty has always been 
a demanding goal, and the study of cli-
mate poses particular difficulties. 
Climate has always varied from decade 
to decade. For climatologists to be able 
to say with certainty that the climate 
has indeed changed permanently and 
that the changes being observed are not 
just a naturai aberration, they need a 
record of observations of apparent 
change that extends for at least 30 
years. 

At present, although there has been 
a gradual warming observed throughout 

this century, sharp alterations in various 
features of global climate only begin 
from the start of the 1980s. Conse
quently, if climatologists follow the tra
ditional demands of their discipline, it 
will be the first decade of next century 
before they can announce that human 
activity has indeed sparked an irre
versible change in global climate. 

The IPCC report on the known data 
about climate change could not, in the 
name of scientific accuracy, say defini
tively that global warming was already 
fact. It did, however, present a worrying 
catalogue of changes world-wide. 
Independent records of air temperatures 
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over land and oceans and temperatures . 
at the sea surface all show a continuing 
rise throughout this century. Three 
independent analyses show that global 
temperatures over the last decade have 
been higher than in any other decade 
since records began. 

By the mid-1980s, scientists were 
recording a 'rather sudden' increase in 
air temperatures at the Earth's surface,
The planet's snow and ice cover isalso 
and higher up in the mid-tropospl'.cre. ~j .. 'does 

The lane's lsoin ndce cv-- is now 
showing signs of an ,,ndccustomed 
atmospheric warmNiig. Since the begin-
ning of this century, there has been a 
marked retreat of mountain glaciers in 
all parts of the world-and the IPCC 
says climate change is the most plausi-
ble explanation. 

Since the start of the 1980s, there 
has been asharp decrease in the amount 
of snow cover on Earth's land masses. 
Since 1976, scientists have recorded a 
decrease of 15 percent or more in the 
thickness of the sea ice over a large 
area north of Greenland. 

In the southern hemisphere, sea sur-
face temperatures in the mid 1970s 
began a rise which ontinues to break 
existing records. Air temperatures in 
the southern hemisphere have risen 
consistently throughout this century. 

The pattern was somewhat different 
in the northern hemisphere: temperatures 
rose till the 1940s, but then dropped 
again, before beginning a rise in the 
197Cs which continues today. One the-
ory given increasing credibility within 
the international scientific community is 
that industrial pollution in the northern 
hemisphere masked the signals of global 
warming till the warming became too 
great to be obscured by the pollution. 
The more polluting particles there are in 
the air, the more reflective clouds 
become. Consequently, they reflect more 
of the sun's heat back to space. 
Scientists now theorize that the cleaner 
southern hemisphere gives a more accu-
rate record of the inexorable rise in tem-
peratures throughout the century. 

As the planet becomes progres-
sively warmer, it is expected that more 
water will evaporate. The IPCC has 
already reported that global water 
vapour increased by a few percent dur-
ing the 1980s, compared with the 
1970s. In addition, weather records 
show that, throughout this century, 

-
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there have been substantial increases in 
cloudiness over North America, 
Europe, Australia and the Indian sub-
continent, 

Water supplies are expected to 
become less reliable in many parts of 
the world as global warming gains 

'Climatechange 

is Ofl 

Dr Bert Bolin, Chairman, 
Intergovemmental Panel 

on Climate Change 

momentum. At the Second World 
Climate Conference, meteorologists 
from the Mediterranean region and 
Africa reported that drought was now 
seriously threatening water supplies. 
French scientist Dr J.Sircoulon told the 
conference that certain regions of 
France had seen a 30 percent drop in 
annual rainfall over the past two years. 
By the end of September 1990, 60 
French Departements had to economize 
on water, and the water shortages 
became so bad that there was a period 
where the French authorities envisaged 
simply shutting down certain nuclear 
power plants. 

Destruction of wildlife and trees caused 
by acyclone inthe Pacific region. 

As global warming progresses, it is 
expected that warmer temperatures will 
whip the world's weather systems into 
more intense activity-and the IPCC
sne15 nteesenNrhPcfc 

indeed report an apparent increase 
the frequency of tropical cyclones 

since 1950 in the eastern North Pacific, 
the south-west Indian Ocean and in the 
Australian region. While the IPCC says 
this apparent increase probably simply 
reflects better monitoring, low-lying 

Iisad naions attending the Second 
World Climate Conference disagreed. 

Three years ago, for the first time in 
recorded or oral history, all of the 
islands of the Maldives, spread over 
600 miles of the Indian Ocean, were 
affected by inundation from large 
swells. Tuvalu, a small low-lying island 
group in the Pacific, was hit by only 
four cyclones in 1940-then considered 
an average number of cyclones for one 
year. In 1989, Tuvalu suffered 21 
tropical cyclones. Trinidad and Tobago 
reported that in the past two years. it 
had been hit by tornados-previously 
an unknown experience for the islands' 
people. 

Science may not yet be able to say 
with absolute certainty that global 
warming is a fact already, but the IPCC 
has said it is inevitable, and that the 
changes in climate will be irreversible. 
These global imbalances, which we 
have initiated, seem set to worsen 
unless humans reduce greenhouse gas 
emissions especially from factories and 
vehicles, and begin restoration of the 
planet's forests, so vital in the absorp
tion of carbon dioxide, the major green
house gas. 

15-r/ 
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Climate Catastrophe, the Rerun
 

T heOpn 
he National Acad 
of Science's declara-
tiononApril l0thal the 
US. should ot imme-
diately to 6lOW global 

, warmi ig followed di-
rectly on the heels of NASA', finding 
that the depletion of Ear,'s ozone 
layer was accelerating. Despite

s
White House claim this week of 
deepening concern. its response to 
both events vindicates Hegel's obser. 

m eer
otha gvern ens hae-

vlaion that governments never have 
learned anything from hetsory 
remirncent ot earlier argumentls 


over the ozone layer. As with that 

debate. itis the magnitude oi impend-
ing change, not the underlying theory, 

that is in dispute. Emissions of mdus-

trial and agricultural gases, primari. 

ly carbon dioxide from fcssil- fuel 

combustion, will surely cause global 

warming If not curtailed. Similarly, 

there has Iona been agreement that 
arechlorofluorocarbons, which used 

In refrigeration, air-conditioning, 
foam plastics and solvents, destroy 

ozone in the stratosphere. 
TMe best estimate is that theglobe 

will warm by five degrees Fahrenheit 

by late in the 21st century. but cur-
rent warming is small enough that 

the future is highly unceriain. The 
Eara may hert up by only two de-

grees, which would be manageable, 
or by as much as nine degrees, which 
wouPJ be catastrophic. We won't be 
sure how much warming Is in the 
cards until It happens. But once al-
tered, the climate, like ozone, will not 

_ 

Michoel Oppenheimer is senitor scic,-
list at the Environmental Defense 
Fund. 

B y_ Mich ael_ O p penh ei m er__enhanced em Ozone amnesia is 
e m yEnvironmentalslowing action on 

*global warming. 

return tJ normal for generations. 
It is worth remembering that only 

six years ago, global ozone depletion 
had not yet been detected. At that 

time, the best estimate of the 1990 
depletion was I percent. NASA's re-
cent finding isthat depleticn over the 
United States has already reached 4 

to5 percent. 
The Administration is still wring-

Ing its hands over the potential cost of 
mi',ions. bring about on thet own, like encourreducing carbon dioxide 

But the Academy found that elfficin-

cy measures like increased automo-
bile fuel economy, implemented 
through Federal and state policies, 

are an iner:ensilve, perhaps even 

money-saving way, to slash the risk 

of catastrophic warming. 
The Administration's wiJ exag-

gerations of costs are reminiscent of 
industry arguments that there were 
no practical substitutes for chloroflu-

orocarbons. But .in international 
treaty rigned in Londoin last June will 

elimut.ite production of the major 
ozone-depleting chemicals over the 

next two decades, permitting ahe 

Ozone layer to slowl) recover. The 

supply of air- conditioners. refrigera-
tors and foam cushions will hardly be 
affected, since companies have been 
developing profitable substitutes for 
chlorofluorocarbons since the day 
that regulation appeared inevitable. 

Yet millions of Americans may 
contract skin cancer and 200,000 are 

expected to die as a consequence of 
ultraviolet radiation before

ozore levels reboend, according to an 
Protection Agency 

estimate. Worse, don't know how 
far ozone depletion iuill proceed, 
which ought to chill oitimism about 
our ability to adat oclimate chenge. 

The lesson, for those who cire to 
pay attention, Is that the ozone deba
cle could have been avoided. -Shortly 
after the threat was identified in 1974, 
the public began boycotting aerosol 
spray cans in such numbers that the 

E.P.A.'s ban of those containing
chlorofluortcarbons in 1978 was anti
chtr.,alic. But with ozone depletion not 
yet measurable, our Government los 

Interestintheproblem.
 

It stopped short of implementing 
changes that consumers could nol 

aging new technologies for refrigera

ti10n. By the time large ozone deple. 

tionscould be measured, in 1085, it 

wts too late to avoid calamitous in

creases In cancer. 
Sadly, the White House has re

sponded to both the new ozone find. 

Ings and the Academy reptrt as if It 

were staffed by amnesia .lctms. It 

declared that the accelerating ozone 
depletion was an occasion for "delib

erative and comprehensive" study 
rather than for speeding the elimina
tion of ozone-depleting chemicals. 
The Academy's caU fo." Federal in

centives to encourage energy aiffl

ciency by consumers and industry 
was ignored in favor of modest cuts in 

the Government's own energy use. 
only two percent t' the U.S total 

Earlier adminirirationz tragically 
miscalculated the threat to ozone. 
The Buh Administra:ion seems in
tent on a repeat performance with 
global warming. 0 
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Approprlations 

Foreign aid bill 
may go to markup 

The House Appropriations Commit
toe this week could mark up a draft fiscal 
1.92 foreign aid appropriations bill that 
aides say would earmark $50 million for 
ai' international fund to he'p developing 
ccmntries address global environmental 
issues. 

Established last spring, the "global 
environment facility" is managed by the 
World Bank, the United Nations Devel
opment Program and the United Nations 
Environment Program. 

An aide to the foreign operations sub
committee said the facility so far has re
ceived from donor countries $800 million 
that can be used to fund activities related 
to four basic objectives - reducing the 
threat of global warming, protecting 
Earth's stratospheric ozone layer, pre
serving biological diversity and protect
ing international watewways. 

Essentially, the overall aim of the 
pilot facility is to fund "innovative ways 
to keep the environment clean" ndevel
oping countries, the aide said. 

The Bush administration's budget 
proposal for fiscal 1992 included a $50 
million request for a U.S. contribution to 
the global environment facility. The ad. 
ministration wanted the funds to be ad
ministered through the Agency for Inter-
For background on foreign aid and global 
environment, see Briefnmg Book, p27.) 

At press time, House Appropriations 
Chairman Jamie L. Whitten (D-Miss.) 
had not scheduled full committee action 
on the bill, but aides said a markup was 
possible sometime diis week. 

House Appropriations contacts: 
Mark Murray, majority, x52041 or Anne 
Georges (Obey), x53365; Patricia 
Knight, minority, x5348 1.-DR 
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"f1he Southern Alfrica Policy1;orum 
F6Cirth Co0n fc 1-ence, _April 1-6-,T-99i 

Tlie Aspen Institute 
Dick Clark 

What Role Can America Play in a Changing South Africa? 
HermanCohen 

Assistant Secretary of State for African Affairs, U.S. Department of State 

TEN BASIC PREMISES UNDERLYING 

U.S. INITIATIVES IN SOUTH AFRICA 
1. The success of South Africa's transition from 
apathei stcofde o h rasracywilldepeniailonapartheid to democracy will depend primarily upon 

South Africans. While the United States and other 
well wishers can assist, nothing can replace South 
African initiative, determination and goodwill in 
constructing a new social contract. 

2. The external world can nonetheless make a sub-
s.antial contribution to a successful transition. 
South Africa has the human and material resources 
to solve its own problems, but external contributionscan make a difference. 

3. We believe that South Africa's move away from 
apartheid is irreversible, but a positive final out-
come is not guaranteed. We need to remain engaged, 
providing assistance where necessary to support 
democratic initiatives and trying, in a non-obstruc
tive way, to help level the playing field. 

4. Without substantial sustained economic growth,
South Africa will not be able to make it. 

5. A strategy dependent upon the wholesale redis-
tribution of existing wealth will not work. The reor-
dering of priorities and the creation of new opportu-
nities is a better idea. 

" 	 Redi'tribution through nationalization has 
proven in other places to be wasteful and the 
forerunner of economic stagnation. 

" 	 Reordering of priorities, on the other hand, 
promises use oftax policy, fiscal policy, affir
mative action and investment policy to re
dress tha vast economic imbalances, while 
retaining the engine of growth. 

6. 	 While economic growth should be driven mainly 
by a healthy and predominant private sector, the 
post-Apartheid South African Government will haveto attend to macro-economic management, just as 
the U.S. Government did during the 1930s depres
sion. South Africa's social agenda won't go away, and 
the private sector alone cannot address it. A partnership between government and business in address

i tees oue imal.
 
ing the issues would be optimal.
 
7. Expanded regional economic integration should 
be encouraged. The idea that South Africa can be the 

engine of growth and development for the southern 
tier of the continent is valid. The whole can be bigger
than the sum of its parts. 
8. 	 The domestic rate of savings in South Africa is8 h oetcrt fsvnsi ot fiainot sufficient to sustain a level of economic growth 
required both to redress historical imbalances and to 
accommodate a rapidly expanding population.
Therefore, external capital and investment will be 
crucial in creating that growth. 

9. 	 South Africa should be seen as being simulta
neously a developed and a developing economy. Afri
cans living in rural areas, in tribal trust lands and in 
the so-called "homelands" represent 65 percent of 
the black population; they live in conditions of un
derdeve!opment similar to the rest ofAfrica and the 
needs are enoi inous. The modern sector, on the other 
hand, resembles a Western economy and holds the 
key for the development of the entire nation. 

10. To accomplish the transition from apartheid,
there is no alternative to negotiations. For the post
apartheid era, there can be no alternative to democ
racy. In both instances, the international commu
nity will support nothing else. 

JI' 



HOW CAN THE UNITED STATES 
CON RIBUTE TO A SUCCESSFUL 
TRANSITION FROM APARTHEID TO 
DEMOCRACY, AND TO POST-APARTHEID 
NATION BUILDING? 

Political 
The United States will continue to support good 

faith negotiations leading to a constitutional settle-
ment. We will work to persuade those elements in 
both the white and black communities who currently 
reject negotiations to come to the table. 

Both the Government and the opposition need 
each other as viable negotiating partnere. Black 
political organizations need assistance in making 
the transition from liberation moveinentp to capable 
interlocutors in the negotiations process. The Con-
gressionally-mandated $10 million assistance pack-
age could go a long way toward this important goal 
and should be released without delay. 

We will continue to work in the United Nations 
to strengthen consensus in support ofnegotiations in 
South Africa. The UN General Assemblies of 1989 
and 1990 were outstanding examples ofsuch consen-
sus, reflecting encouragement and support for the 
process emerging within South Africa, rather than 
attempting to impose an internationally dictated 
formula. 

We need to find a way to help the multi-racial 
universities continue their good work of integrating 
higher education. Sanctions currently prevent us 
from assisting them directly. 

Economic 
We need to continue to expand our support t 

eductio andtraningtoelp repre back totoeducation and training to help prepare blacks 
positions of responsibility in the polit-ic 

assume auass 
and economic power structure. For FY-91, ourassis-
tance budget is $40 million, representing a 25 per-
cent increase over 1990; it is broken down as follows: 

Scholarships inside S.A. 10 million 
Scholarships in the U.S. 10 million 
Other education programs 10.5 million 
Human rights assistance 2 million 
Labor union training 3.5 million 
Community development 4 million 

We must elso undertake efforts to promote eco-
nomic growth and reduce unemployment. Our activ-
ity in this area is currently subject to legal prohibi-
tions in many areas. The CAAA enacted a compre-
hnsive set of trade and investment loans. The 
CAAA does not define all U.S. sanctions. The Rangel 
Amendment limits U.S. business interest in South 
Africa through double taxation. The Gramm Amend

ment severely limits the circumstances in which the 
United States can support South African access to 
IMF facilities. There are also a myriad of state and 
local sanctions. 

However, because so many disadvantaged South 
Africans live in rural areas, we should not wait for a 
new constitution before attacking the problem of 
rural poverty. Down the road we should consider 
starting a Peace Corps program and encouraging the 
World Bank, IMF, and UN agencies to start pro
grams in rtraleducation, health and agriculture. 

We should continue to support programs that 
encourage regional integration as we have been 
doing through SADCC. We have emphasized trans
port links io far. Now we should move into support 
for regional trade expansion. 

Meanwhile, we should reject a simplistic empha
sis on the debate over free markets vs. government 
controls. The private sector will remain the primary 
engine of growth in South Africa. However, the post
apartheid South African Government will have to 
adopt policies to meet social goals. We should con
centrate on cooperation, advice and training in the 
public sector, while simultaneously promoting in
vestment in the private sector. 

The time has come for the OECD governments tc 

consider post-apartheid South Africa tobe an emerg. 

ing democracy no less important than the countrieiof Eastern Europe. As we have done in Eastern Eu 
op 
rope, we should collectively encourage renewed capi 
tal flows, provided the political system remains demo 
cratic, and the economic system assigns the predom
inant role in promoting growth to the private sector 

CONCLUSION 

I believe it is important for South Africans 
know that we and the international community will 
remain engaged as helpful partners in South Africa's 
nation building process. Recognizing from the out
set that the process-from the negotiation of a new 
social contract to the generation of new wealth
is essentially a South African affair, we can and 
do share a common interest with South Africans 
and, indeed all Southern Africans, in seeing this 
process succeed. 
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South Africa's Rehabilitation 
By Bobert . Rotberg 
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01O H Africa is coming in 
rom the cold Already black 

Afra is paying much more 
atteiti1oni and tradinig opely Eu-
rope has begun relaxing sanc-
lion.s. Jap;ui is buying formerly 
banned coal, and the United 
States could soon ease its own

*]When South economic boycott. 
r Each of these trends is based

Africa's on che growing perceptIoti that
homeland laws apartheid is reall) ending Presi-

dent Ibrahim Babangida of Nige-go, every 	 na has called President Frederik 
segregationist 	 W de K;vrk of South Afnca aman 

of courage: President Daniel arapmeasure thiat hoi of Kenya this month wel. 
has been voted coined Mr. De Klerk to his own
into lau,since 	 count*. and the Organization ofAfncan Unity (OAU). at iL meet-

1948 will be 	 ing this month in AbtUa. Nigena,agreed Ilo study OAV stricluresre-oked.But a against South Africa to see if and 
basic distinction when they can b,lifted

The legal underpinnings of&tb ween whites apartheid will in fact be erased 
and blacks will 	 from the South African statuebook by the end of this nith
remain:Blacks 	 The hated Lands acLs of 1913 and 
have never voted 	 1936, which crowded 87 percentof the populatin into 13 percentdirectlyfor of the countr, are gone. So is the
national Group Areas Act. which segre. 

gated urban areas. The Popula-
representatives. 	 lion Registration Act, which sepa. 

rated all South Africans by color, 

ts also being repealed. 
Hernus Kuiel, minister of plan-ning. proincial affairs, and 	 na-

tional housing. said that the in. 
tention of the ruling white 
National Party was to turn 
apartheid into a 'politcal dodo.' 
Apartheid. he said. had been a 
'social experiment that wa.. sup-
posed in bring peace, safety, and 
prosp'rity." but it had failed. 

At the end of this month all 
that will be left of the legal super-
srnciture of apartheid will be the 
Promotion of Black Self-Govern- 
ment and National States Consti-
tution acts Together, they created 
Souh Africa's homelands, nearly
all of which non would prefer to 

be dismantled. 
When the homeland laws go,

every segregationist measure tha 

the National Pan. voled into law 
sine 1948 will Ie revoked. But a
fundamental distitnction between 

whites and blacks will remain:Blacks havc never voted directly

for national represenalives. Nel-


son Mandela and the African Na-
tional Congress are clamoring for 
the right to vote aluingside whites. 

Asian., and Coloreds, and thusfor majonty rule. 
The ANC and iksallies want 

Amrencan. European. and Africansanctions to remain until De 
Klerk and the National Party.show 
a continuing. even a conclusive. 
wilhngness to share power deci. 
sively wilh blacks and to give 
them the vote. 

Yet because South Africa is the 
economi powerlhuse (ofAfrica.and because it can pay high 

prices f(r Nigerian oil. purchase
agriculture products from Kenya.
invest lii Madagascar. and s 	 oi. 
there are incentives for open re-
sumptions of trade and, in many 
cases, even the renewal of 	 air 
links. Given the revocation of le-
gal apartheid, the incentives have 
recently become overpowenng. 

South Africa managed last 
month Itoborror large sunts 	of 
capital for the first time in man) 
years in German% and Bntain. 
The Japanese reportedly want 	 to 
lift their own formal sanctions.
following the lead of the Euro-

pean Community 

T N the United States. however, 

arelxation of trading and in-
I vesting bans against South

Africa could take considerably 

longer. Although South Africa 
may well have fulfilled most of the 
conditions contained in the Com-

prehensive Anti.Apartheid Act of1986. including the repeal of 
jaws, the release of prisoners. and 

che beginning of negotiations.precisely how whites will share 
power and him,and when black!. 

will be able to vote is still unde-cided and uncertain, 
President Bush admires De 

Klerk and wantL o support his ef
forts. But Congress will want to 
see proof of more than goocd ili-
tentions. It may wish to examine 

the manner in wlih tli(. wht 
parliament has revoike-d seglig.,ionist laws whih, givicg itch. 

borhocd com,ti-s thi right I-, 
set norms for ihtr resci-dentl ii. 
vircrmnents and "hhit-rui 4.ri,,,,1 
commillees the nght to estaclhh 
separale-race .school,

The National lan vaiciot 
recreate apartheid ii iccincaliti-r ow 
disguisc but it doubihss %ant, t, 
cushion whiles against chigi, 
and a widely feared *o eritg of 
standards." Now%that the Land
acts are relpealcd. to-, it I, ;thid
 
to restre ancesl ivrrilort,
 
that were taken awa. from :l.7
 

million blacks since 196. land

they now seek to hase restcrced
 

All of these ca'cat'. and tliv 
absence of the %'oi-,. will likely
sia Congre,,'s hand Official 

sanctio s as well I. t,the ptil,-c
lions against doing businec-ss with 
South Africa through US cootmna

hies that have beeti enacted 	 b%127 state, and cinti- will io,-.
quently renaii untll .Mr . h.itcl;c 

and the ANC dc-cud othernwIs.
However much South Africa
 

desperately need, inesilliVlcl
 

from outside, and reitewcd trad(with the West. the ANC dis noti
 
yet want to hose it, lecicg,. ,,n
 

whites - a leverag, tIhat thc ANtbeheves has helped bring abcul 
the end of apartheid 

U Rohbci I. Rotlhwiq i. ih ,,I 
ofLqfai'yct, Cih in Eics,,,.oll 
PA. 
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South Africa's Alternative Futures
 
13yFkAwnIUFKUTANA 

As SouthAfrica mores towarNdhJ de-
morcy, it possessesthree thiv-a that 
Eastern Europe is Nowdesperately sek. 
lMg:a tusallokng markel economy, a 
derrcralic tlradltko lalbell limiledto 
whites), anda civil society. On theother 
hand,Mlt the former communist world 
hasoneadvantage ot shared by South Af-
rica: an anyisit universal abhorrence of 
the socialist system andabroad consensus 
m the need to replace i with democracy 
andItre markets 

The economic thinking ofthe Atrican 
National Congresshas been In a deep 
freeze forseveral decades, andwhat is 
thawing is a mixture of orthudxuMarxsm 
anda kind of 50 Keynesilnism esempl. 
fel .w the slogan gVowththrough redis-
trlhulloo." The windsof pertesroka. so 
strong In Eastern Europe. hane ot 
reached SouthAfrica:Accordlr,to Joe 
Slovo. tead of the ANC'sclose Liy. he 

,elopedpart of thecountry will peacefully 
absorbthe less developed parl and.while 
sutlertng a temporary drop in living tan, 
dards, will ultimately bring it up to is 
level. Al theopposite endof ile spectrum 
Isthe rughtmare of Lebanon. with uncin 
trolled civil strifreand violence among 
South Africa's ethnic populations In be-
tVeenIS a Latin American model where 
decline is not so much political As eco, 
noci: massive Increases In public spend 
Lagfollowed by hyperinflalion. leading to a 
situation likethat ofBratil IlIoneis opt. 
miSIc I or Peru it oe is pessimistic . 

Of thes different the leastfutures. 

ProbableIs theGerman model. Indeed, the 
Germans themselves are d.scoverlng that 
absorbing their furmerlycssnmuntstseit 

bon,whosharea o language, eo-
iily. and culture, is gong tobefrn e 

costly and difficult than tl.-y initially 
thought. South Africa's fivemillion whiles 
simply do aolhave the resources to bring 
31million ofa modblacks up to the level 
fra FMrstWorld country. 

The curent township violence suggests 
that the secondscenario is More likely 
that South Africa will come to retemble 
Lebanon. This L the latethat hisbefallen 
Southern Africa's two monn,recentex.o,o-
ies. Antola andMozambique. with truly 

horrific resufts. Though many 01the game 
ingredirnts exist In South Africa, many 
South .frican whites are surp:tnlsngly con 
tident that Ihy can avoid the political 
Ire-full that characterized Angola and .lo-
sambque. 

First. the whitesknow that they are the 
bIent-amed ad too coli e tribe In 

, 

SnuthAfricanComunnist Puny, iocial. 1is wi resemble neiher Germany nor Leban n, and 
Ism-dspitehmvingtaledvrywhereeLse too omowproduce 
Inthe world-will bebuilt correctly for t i us economy remains too strong for isto link in.o 
nert Ume inSouthAIr$ca. African poverty in th s o .n, the qustio then be-

As the political parties-both black and 
white-now prepare to hammer out anew comes whichLatin American country itwiUtake after. 
constitution based on one man, one vote. 
three possibleluturesawaliSouthAfrica- Southern Africa; ifpush corneato shave, 

The Scenarios theyare poltioned todefend themselves 

?he arsl. andmost optimistic, scenario andcould sendthe blackeconomy into a 
It that the future SouthAfrica will be Mpid AndAbysmal talilpin. Following the 

something likeGerm ny-thal is. the de. colhapeeof communism. the Internalional 
Climate Isalsomuch more favorable ora 
reaceful transition than when Angola and 
blozmbique gained their Independence in 
the1971. And third, many white South A-
ricans are conlideni tkat.despite the Irou. 
bi! policy position. taken by the ANC, 
there is a flexibility& tuck of fanaticism 
Inblack poiitici. culturv that will make It 
possibie lor the radicals to be "broulhlt 
sao" to aupprl s core ofWestern liberal 
ecoomic Andpolitical Instituions 

f a future South Africa will resemble 

skirn a plmlicanmaelstromM ilablty 
vloadWe,ITsard Towiehow itcaus 

avoid a longlerm economicdeterioratioa. 
The starting po It 1fothis detirloralulo Ia 
the undeniable needfortoe redistribution 
of wertil within thecountry. Theproblem 
is thatany Iarge-scle attemp to rlight this 
economic wrong over a short period of 
ine would undermine thebasisforwealth 
creation that is Ve only h tor black 
South Africa IuL 

Were theANCioattenrA to Implement 
Its current economic program today. is 
wouldbeein by massively Increasing pub-
tic spending onprecisely thoe socialserv.where near that of the reatof theconti. 
kes that were so lackig forblacks I 
apartheid SouthAfrica. The ANC husa 
rather alivebelief in how much forein 
capital If can Attract, based in part on 
overzealous peomies by Western syrmpa.
thz.rrs. Like others aroundthe world, Its 

neither Germany nre Lebanon. and ifIts apartheid democracy. The same sort of 
economy remains tonstrong for it to sink bitter Ironyalso characterzes he Soviet 
into Africun poverty in the short-run, the Union and Eastern Europe, where former. 
question thenbe omes which Latin Ameri- conmunist managers and party bassesare 
can country I will take after. For t It ending up a, '.' ,ntrepreoeurs and boI. 
seemsJustpossttble nessmen of Uthtegon' aretiinfecoiothat SouthAftics can 

leaders believe In te Cargo Oillito 
tWOs,the mythical "Japaese investor or 

American toundation that will bring Crl-
alto South Africa once ItsIndustries have 

been"democratized." In fact, finacing 
would have to be largely Internal. 

Otne of the most urgent tu forthe 
ANC or any future black government at 
SouthAfrica will he to prevent an exodus 
of skills However unfair the current de-
g"e of white property ownership. ad 
however Insulted And injured theblack 
population hasbeeaby th A.partheid s. 
tem, the future economic pro pects of 
SouthAfrica will depend to a very Large 
extent on whether the whites can be per. 
suadedto stay on In a nonracial, pO-

iks as they have the know-hownes 
auc- Iomake the econory wok. T e 
wises will hasbepersuaded to Vay unls 
he new governent uaderakes to protect 

their property rig l and to ense Iheir 
phyical security. 
Iti bud tooe15 thepobentdatOco
 

anaric disaster forSouthAlrica were a 
exodusto occur. The realof sub-Sa

iarm Africa hasbeen moving backward 
economically & a breathtaking pacefor 
mout of the pastdecade. Wlile South Ai. 
can per-cap g o s national product has 
also been tailing, the rate oidecline is no

,Mdlle 


isent; absolute GNP forthe sIxmost pu-
Ious ecouxomies of subSalha Africa fell 
igt an average ieof0.8% a year between 
1t andM8, while per-capiA GNP tellat 
a rate o about 41,a year. Afrlca's cities 
havebeei de+!ndusirlatling. itsrad%and 

syt gadcommnicato.rrrn l collapsin 
Itstzvh,nmenturdergongropudderrdi.
 
I,. All of thisreion's 450million people 

about asmuch wealth as Bet. 
glum's 10million. andmany partis o At. 
rica are poorer thm whentheygained
 
their Independence.
 

Sadly.Itwould &ar that colonalisim, 
t Iromhaving beenresponsible for At. 

1 Ci'a poverty, was In fActa major source 
of skills and infrast .ct-re,lndthat the
 
region hatsbecome worse oft economically

thefurther from colonialism It has moved. 
This Isnotmeant to justify either coloil-. 
ism or apartheid, but only to be realistic 
about the economic dangers ftcing Lis 
part Of Africa. Brazilians Ay of them. 
selves that their Landhas such natural 
plenty that they can repeatedly me.1up 
economic policy and still notstarve;South 
Africa, for alt ofits mineral wealth, does 
ao have this kind ofmargin forerror. 

The best long-term guarantee for ta. 
ble democracy In 3 future SouthAfrica 
wouldbe torthe black population to un. 
dergo thmesm prceus Of Social evolution 
thet the Afrikaners experienced earlier is 
the century- from poor, Illiterate farmiers 
to literate blue-collar industrial workers to 
college-educlled white-col r managers 
and professionals. SouthAfrica's probmn 
is that theforces Ofeconomic moderniza-
Uon have only begunto operate on the 
much larger black community. whoe 
startling point wa Inany caseconshierably 
behind that of the Afrikaners. In many 

townips. It t Imposible to re-create 
eventhesweahops of iong Kong.since 
potential seamstresses cAnlt read thein
structlons on their sewing mhlnes. 

The architects of Lheapartheid sysiem
have themselves to Name ke much of this, 
stateof afuairssltcapartheid insighti 

obstruct the social modernizaton of the 
black community. This badsituation was 
made much worse, however, bythe pliti-
Cization 01the past 15years. Blacks have 
retreatedsignintlcaUy in social terms: 
There is an entire generation oftownship 
"comrades"who refused what education
 
they were offered &d ae now part of a
 
Aemicriminal underclass. For Vi, the
 

ANC must share the blame. 
A So*clWRevolution 

Th main obstacle to bLacksocll mod. 
emlxation In the futnre may well bethe be. 
Ilef In socialism on thepartof the ANC and 
Its communist allies. Capitalism. if lellto 
Itself under a system of truly equl politl 
cal rights, will lend to modernize SouthAf
rican societyandbring aboutwhat Torque. 
vile called An"equality ofcodition." Un
planned An without resonrto coercion, 
Capitalism fouters inenormous socia rev
olution, tearingpeopleswaytromestai-t
tional attachments andforms of authonty. 
and bringing abouta sew order In which 
education. skill Andwork rather thanrace 
or tribe determine a pewMonsstalus, 

SoIlism hasalways presented itself as 
a higher andmore progressive formof s0
ciaJ organizatlon thancapitalism. But in 
the contemporaly world, sociaism has 
been revealed to be an obstacle tosocial 
and economic modtrizon- the halt. 
man of a celtain kind of backwardi-sa 
thal needsto k, overcome just like illiter
acy and superstition,. Ts countries of 
lEatern Europe arenow moving rapidly 
backward Into the future, undoing the le-. 
acy of 40yers ofdictatorship Andsocialist 
planning. Let us hopethat SouthAfrica, 5s 
It makes the necessary transition to de
mocracy, does not move forward Into the 

Mr. Fakyrasl, Innerly uA fhe State 

Depnmsle, itlo •atkor of "rhe ad of 
Hitory ad fti Lat MAN,"Oa ilJanuary 
mintfee Press. This article is erireeted 

ffm IMesummer issue of Te National /a 
lerse, 
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Waiting in the Wings:
 
Economic Apartheid
 
s South Africa: Eliminating 
law-based racism isn't enough.
Sanctions must hold until whites 

end their monopoly on industry. 

By GERALD HORNE 
Cape Town, South Africa, bears more 

than a passing resemblance to Southern 
California. Towering mountains, ocean 
waves, sunshine and eclectic architecture 
are just afew of the commonalities. 

If the white-minority regime in Pretoria 
prevails, the resemblances between South 
Africa and America will be carried a step 
further. For just as America moved from de 
lure to dcifacto segregation after Brown vs 
Board of Education in 1954, South Africa 
now seems to be moving from de jure to de 
facto apartheid: Race-based laws will be 
removed from the books but horrendous 
inequalities will remain. This presents a 
formidable challenge to the Bush Adminis-
tration, which is moving to lift sanctions 
and to the anti-apartheid movement in this 
country, which is resisting such a move. 
The question is: Were sanctions aimed 
simply at removing zertain racist laws, or 
were they designed to have a wider, 
transforming impact on South Africa? 

These were some of the concerns raised 
during debate by a 30-member delegation 
of American lawyers and legal scholars 
invited by the National Assn of Democrat-
ic Lawyers inSouth Africa and the African 
National Congress to consult in Cape Town 
on a post-apartheid constitutional order, 

We were invited to South Africa because 
of our unique perspective and experience 
in grappling with de acto segregation, 
Certainly. the analugy between American 
segregation and South Africa apartheid is 
strained. Martin Luther King Jr. was the 
apostle of nonviolence, Nelson Mandela, 
while jailed for 27 years, stoutly refused to 
repudiate armed struggle. Yet the post-
apartheid constitutional order envisioned 
by President Frederik W. de Klerk bears 
more than a coincidental similarity to the 
kind of legal obstacles that have ensnared 
the civil-rights movement in this nation, 

Take the recent white paper on land 
reform. It would abolish the Land Acts and 
the Group Areas Act and eliminate all 
racial restrictions on land tenure Such 
measures-combined with fraud, force and 
intimidation-have given the white minor-
ity control over about 87% of the land and 
dispossessed the black majority 

Just as King complained bitterly about 
African- Americans gaining the right to eat 
at a lunch counter but not necessarily 
having the money to buy a hamburger, the 
De Klerk plan does not envision assistance 
to an overwhelmingly penniless black 

majority in regaining control of what once 
was theirs. Indeed, the land proposal sets 
the tone for most of De Klerk's "reforms" 
(that is,"let bygones be bygones") and
does not really address the ravages of 40 
years of apartheid and 350 years of racism. 

The De Klerk regime does not envision"affirmative action" to redress discrimina
tion. Thi. iseven more ironic in light of the 
fact that after World War I,his "tribe," the 
Afrikaners, enacted one of the most suc
cessful affirmative-action plans in history 
in an attempt to catch up with white South 
Africans of British descent. 

This involved the building up of one of 
the most formidable state sectors in the 
world-including broadcasting, an arms 
industry and an iron and steel industry
and placing Afrikaners in key areas of 
government and the economy. 

But now Pretoria is engaging in born
again Reaganomics and busily privatizing 
the state sector, which could mean that a 
black-majority government will not have 
the resources to address the needs of a 
long-suffering population. 

This is designed to lead to a post-apart
heid scenario in which economic power is 
concentrated in the hands of a few whites 
and political power is fragmented to the 
point that a strong central government 
would be unable to redistribute the wealth 
through confiscatory taxes and other 
means, as promised by the ANC. 

Moreover, it seems that the post.apart
heid legal order will involve some of the 
same sticky legal questions and prolonged 
battles that have consumed American 
courts for the past 35 years. For example, 
with the demise of the Separate Amenities 
Act, which facilitated apartheid in public 
accommodations, many towns in South 
Africa are now charging fees to use 
libraries and swimming pools, among other 
things. Again, the poverty-stricken black 
majority still does not have the means to 
use these facilities. In effect, de jure 
apartheid has been replaced by de facto 
apartheid, exclusion un the basis of race 
has been replaced by exclusion on the basis 
of economics. 

There ,are those in Pretoria who would 
like to imitate the United States. The 
lifting of sanctions by the European Com
munity on Tuesday (and the rush to do so 
by International Olympic Committee and, 
presumably, the White House) suggests 
that Pretoria's plan may work. But Preto
ria has to contend with a population that 
has been thoroughly radicalized by the 
degradation of apartheid and a leadersh,p 
loath to accept hall a loaf. This may 
ultimately derail the plan to install de facto 
apartheid. 

Gerald Horne iSchairman of the Bk 
Studies Department at UCSanta Barbara. 



Business Prospects Brighten in Southern Africa
 

r he ten member countries of the 
1 Southern African Development Co-

ordination Conference (SADCC)-
Angola, Botswana, Lesotho, Malawi, 
Mozambique, Namibia, Swaziland, Tan-
zania, Zambia, and Zimbabwe-provide 
increasingly attractive business oppor-
lunities for U.S. firms. Economic reform 
and a renewed interest in private sector-
led growth helped the SADCC econo- 
mies expand by about 4 percent, bring-
ing combined GDP to more than $30 
billion in 1990. With a total annual 
import bill of about $10 billion and a 
population exceeding 80 million, the 
SADCC countries represent a definite 
market for American goods and services, 

Economic reform will greatly expand 
the commercial potential of the SADCC 
region. Recognizing the failures of the 
state-dominated economic model, many 
of the SADCC governments have em
braced comprehensive programs to liber
alize their economies and deregulate 
their domestic markets. Even relatively 
free-market economies, such as the BLS 
countries (Botswana, Lesotho, and 
Swaziland), have adopted measures to 
reduce government regulations and stim
ulate private initiative. By eliminating 
bureaucratic controls and encouraging 
private competition, these reform pro
grams are setting the stage for long-term 
economic growth and creating a host of 
commercial opportunities.

A key measure of economic reform in 
southern Africa has been trade liberaliza
tion. SADCC governments have become 
increasingly aware of the role that 
exports and imports play in economic 
development and have started to disman
tle barriers to trade, both with each other 
and the rest of the world. Namibia and 
the BLS countries, together with South 
Africa, constitute the Southern African 
Customs Union (SACU), which allows 
duty-free trade among the member coun
tries. Seven of the SADCC countries 
belong to the Preferential Trade Area of 
Eastern and Southern Africa (PTA),
which is dedicated to the reduction of 
tariffs and expansion of trade between 
member countries. Finally, a number of 
SADCC states have negotiated special 
bilateral trade arrangements to reduce 
duties on selected goods. 

More recently, SADCC countries have 
begun to ease restrictions on the alloca-

By Stephen Lamar, Office ofAfrica 
U.S. Department of Commerce 

tion of foreign exchange for the purchase 
of imports. Many SADCC governments 
have established or expanded open gen-
eral import license (OGIL) schemes, 
under which fcreign dxchange is auto-
matically available-usually through 
applications to commercial banks-to 
import a wide range of high priority 
goods. Zambia, Malawi, and Tanzania 
have already expanded their OGIL facili-
ties so that they now list about 85-90 
percent of total imports. Zimbabwe 
expects to have 85 percent of all imports 
listed on its OGIL by 1995. 

Mozambique is trying to perfect a 
"non-administrative" system to make 
foreign exchange available for imports 
and, along with Zambia, has established 
a dual exchange rate so that some foreign 
exchange transactions can react to mar-
ket forces. Botswana maintains a con-

vertible currency (the pula) while 
Lesotho, Namibia, and Swaziland, as 
members of the Common Monetary Area 
(CMA), guarantee convertibility to the 
South African rand. 

Eased foreign exchange controls are 
also key for renewed investmem promc 
tion efforts. The BLS state: already 
boast relatively liberal foreign exchange 
regimes for profit and dividend repatria
tion. Namibia's new investment code 
allows for free profit and capital repatria
tion. Malawi recently eased its regula
tions to allow for 100 percent profit and 
capital repatriation, while Zimbabwe just 
announced 100 percent dividend repatria
tion for export-oriented ventures. Tan
zania and Zambia both allow for profit 
and dividend repatriation through export 
retention schemes, under which expor
ters are permitted to retain control of a 

Business America, May 20, 1991 17 



portion of the foreign exchange they gen-
crate. Mozambique currently allows for 
repatriation of profits, subject to avail-
ability of foreign exchange. 

In addition, the SADCC governments
have recently enacted other measures to 
encourage foreign direct investment, 
During the past several years, Mozam-
bique, Tanzania, and Zimbabwe have 
implemented new investment guidelines 
that provide for guarantees against 
expropriation, spell out tax incentives,
and establish one-stop investment cen-
ters. Malawi, Namibia, and Zambia have 
articulated new investment policies vith 
many of these features and expect zo 
announce specific guidelines during the 
coming months. The BLS states already 
boast liberal investment climates, which 
feature tax holidays, financial packages,
and other inducements. Most SADCC 
governments are either signatories to the 
World Bank Multilateral Investment 
Guarantee Agency (MIGA) or have an 
OPIC agreement. 
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Concurrent with specific trade and 
investment reforms, the SADCC govern-
ments are taking steps to decontrol their 
economies and improve economic man-
agement. Government budget deficits 
have been reduced. Redundant civil serv-
ants are being removed from government
payrolls and retrained for the private sec-
tor. Price controls have been relaxed or 
scrapped. Nominal interest rates have 
been allowed to rise to establish positive 
real interest rates. Government monopo-
lies are being dismantled and parastatals 
are being weaned from costly govern-
ment subsidies. In many cases, parasta-
tals will be dissolved or privatized. 

Prospects for U.S. Business 

U.S. firms should see numerous 
opportunities as SADCC businesses and 
governments respond to these deregu-
lated markets. Eased foreign exchange 
regulations will provide local businesses 

U.S./SADCC TRADE (1980 - 1990) 
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with the ability to import spare parts and 
machinery necessary to rebuild and 
retool out-of-date production processes.
SADCC governments will continue 
ambitious programs to rehabilitate and 
expand telecommunications networks,
electrical generation and transmission 
capabilities, rail and road transport sys
tems, airports, harbors, schools, and 
hospitals. More outward-looking export
policies will encourage the local business 
community to seek new technologies and 
capital from abroad in order to become 
globally competitive. Finally, new 
investment incentives will help create a 
new generation of downstream industries 
to process and add value to traditional 
mining and agricultural exports. 

Economic reform and the improving
commercial climate have already bene
fited U.S. exporters. After remaining 
stagnant for the first halt 3f the 1980s, 
U.S. exports to SADCC countries soared 
by over 90 percent during the past five 
years. In 1990, U.S. exports totaled 

87 88 89 90 
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S550 million, accounting for just over 5 
percent of all imports into the SADCC 
region. Principal exports include aircraft 
and parts, oil and gas field equipment 
(going primarily to Angola), railroad 
equipment, chemicals, construction 
equipment, telecommunications devices 
and navigational aids, heavy vehicles 
and parts, computers and business equip-
ment, and agricultural machinery. 

U.S. direct investment has also ex-
panded during the past several years, and 
is set to grow further during the coming 
decade. Currently, over 100 U.S. firms 
maintain a presence in one or more 
southcrn African country through sub-
sidiaries, agents, or partnerships. Aided 
by a series of OPIC and AID investment 
missions, more U.S. firms are taking 
serious looks at projects in the region. 
Preferential trade arrangements with the 
European Community through the Lome 
Convention, combined with a wide vai-
ety of export production inducements, 
make investments in certain export
oriented industries particularly attractive. 
Substantial opportunities exist for joint 
and foreign-owned ventures in agribusi
ness, assembly and manufacturing, food 
processing, and tourism. 

For several of the SADCC countries
such as Mozambique, Tanzania, and 
Zambia-conmercial opportunities will 
still depend largely upon flows of bilat
eral and multilateral official development 
assistance. Foreign exchange provided 
for specific major projects, as well as 
funds to support non-project imports, 
will be available to purchase a variety of 
goods and services. U.S. firms can take 
advantage of procurement opportunities 
through a variety of multilateral and 
bilateral sources, especially the World 
Bank, the African Development Bank 
(AfDB), and U.S. AID. 

U.S. firms should also be aware that, 
despite the improving commercial cli
mate, some obstacles remain. Progress in 
implementing economic reform varies 
among the Jifferent countries. Many of 
the reforms are still highly susceptible to 
external events-such as rainfall, world 
commodity prices, and stability in the 
Persian Gulf-while others are influ
enced by domestic political events. The 
poor security situation in Mozambique 
continues to restrict commercial oppor
tunities in many areas of that country. 
The recent announcement of a ceasefire 
in Angola, however, will hopefully lead 
to national reconciliation and the even
tual removal of U.S. government restric
tions on doing business in Angola. 

There are several ways for U.S. firms 
to introduce their products to the SADCC 

region. A number of the American 
embassies in the SADCC countries-
including Malawi, Mozambique, and 
Zimbabwe-regularly host U.S. pavil-
ions in the national trada fairs. The U.S. 
Department of Commerce has also spon-
sored several catalog shows in the 
SADCCregion for such sectors as agri-
cultural machinery, construction equip-
ment, and health devices. Through 
Commerce's Agent/Distributor Service, 
accessed througH the Commerce district 
offices, U.S. firms can locate local com-
panies to acts as agents or representatives. 

In addition, U.S. firms can actively 
monitor a variety of sources to learn 
about commercial developments and spe-
cific opportunities. The AfDB, World 
Bank, and U.S. AID publish periodic 
operational summaries and project 
announcements to alert firms to contract 
opportunities. The SADCC secretariat 
itself (see box on page 17), which identi-

fies and coordinates regional develop
ment projects, is another source of 
project and business information. The 
Commerce Department operates a Trade 
Opportunities Program to disseminate a 
wide variety of private and government 
sales opportunities. Potential investment 
opportunities are circulated through the 
OPIC investors' database. Finally, a 
number of international and African pub
lications regularly report on general com
mercial developments and business 
opportunities in SADCC and the entire 
African continent. 

For more information on commercial 
opportunities in southern Africa or on the 
business climate in specific SADCC 
countries, U.S. firms should contact the 
SADCC Desk Officer, Office of Africa, 
Room 3317, International Trade Admin
istration, U.S. Department of Corn
merce, Washington, D.C. 20230; tel. 
(202) 377-5148, fax (202) 377-5330. 
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Making peace in 
southern Africa 
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Ghana: devaluation brings little gain
 
Ghana has been hailed in recent yearsasa model ofsuccessfulstructural adjusment. Since 1983, the government has tried 
to transform the economic environment with wide-ranging reforms. The results, however, have been mixed. While exports 
have risen and gross domestic product has grown by more than 4 per cent a year, roughly halfthe population lives in 
absolutepoverty. The International Monetary Fund describes the economy as 'fragile", and the World Bank says Ghana 
is stii in crucial need of high levels ofconcessional external financing. Devaluation has been central to the reform 
programme. but its expected benefits have been erodedby Ghana's w rsening terms oftradeand other constraints linked 
to adjustment. Ghana's experience with devaluation suggests that changing real prices must go handin hand with other 

Pineapplesareoneof 

the non-traditional 

exports the 
govemmenthas tried 

to encourage. 

policies which promote structural development. 

By Adotey Bing 
When the Provisional National Defence Council (PNDC) 
came topcwerin December 1981,Chanahadjust recorded 
the biggest trade and current account deficits in its history. 
Individual incomes had fallen 30 per cent between 1970 
and 1982, imports had fallen in volume by one-third, while 
export earnings were down more thar half. 

X 

Thenewgovernmentsawitsimmediatetaskasstabiliz-
ing the economy, before attempting to restore growth and 
development. With strong encouragement from the World 
Bank and the International Monetary Fund (IMF), 
devaluation of the cedi was made a ceniral instrumet ofan 
Economic Recovery Programme (ERP) launched in 1983. 

There followed a drastic series of devaluations, aimed 

at setting up a "self-administered, floating exchange rate." 
In only 27 months, from October 1983 to Jnuary 1986, the 
cedi was devalued in downward leaps by 96.9 per cent in 
dollar tem.s, moving from C2.75 to C90 for one dollar. 
Since September 1986, the pace of devaluation has been 
influenced more directly by market forces, through foreign 
exchange auctions, and later also through licensed foreign 
exchange bureaux. By April 1991, the cedi had depreciated 
further, past C360 to the dollar. 

Devaluation, by realigning domestic prices to intema-
tional prices so as to make imports more expensive and 
increase cedi earnings on exports, was firstly aimed at 
transforming Ghana's balance of trade. By encouraging 

'expenditure.switching'- into new export lines and into 
competitive import-substitutes - devaluation was also 
expected to help diversify Ghana's economy and make it 
more competitive. 

Devaluation was, therefore, a crucial part of the struc
tural adjustment reforms required to influence production 
decisions in a new economic environment. Other fun
damental parts of the programme were the contraction of 
state activities and expenditure, and commensurate en
couragement of the private sector and market forces. The 
government duly lifted nearly all price controls in 1984, 
and pushed towards full trade liberalization, and the 
restructuring of the public and financial sectors. 

Intvrnalpricesandproduction 
Devaluation's goal of boosting exports was successful, as 
cedi export revenues rose faster than local production 

costs. This was particularly true for Ghana's export 

mainstay, cocoa, which accounts for over 60 per cent of
export receipts. Devaluation enabled the government to 

raise the cocoa producer price substantially, from C12,000 
per tonne in 1982/83 to C224,000 in the 1990/91 season. 
The positive supply response saw cocoa output moving 
from 159,000 tonnes in 1983/84 to 300,000 tonnes in 
a988/89, its highest level since 1977. 

Devaluation also improved operating margins in the 
gold sector, and exports roe om 289,000 ounces to 
410,000 ounces between 1984 and 1988. The irstored 
profitability of gold mining, underpinned by new mining 
legislation in 1986, has resulted in an upsurge of new 
investment, partly by the major producer, Ashanti 
Goldfields Corporation, and especially by new ventures 
involving foreign interests. Total gold output is now ex
pected to rise within the next few years towards 900,000 
ounces a year, to levels unmatched since 1960. 

Timber, another major export earner, also progressed, 
with output rising from 147,000 cubic metres to 413,000 
cubic metres between 1984 and 1987. However, rapid 
deforestation has aroused increasing concern. 

Devaluation also helped to stimulate "non-traditional" 
exports, such as pineapples, kola nuts, and semi-processed 
goods. The Giana Export Promotion Council is hoping 
that non-traditional exports will soon account for 15 per 
cent oftotal export earnings, a substantial rise from current 
levels of around 5 per cent. 

For devaluation to succeed in sustaining its impact on 
domestic prices and invstment decisions, exchange rate 
adjustments after the initial devaluation should reflect 

Adotey Bing is a writeron African economicand politicalaffais. 



Ohami's Imports outpace exports
(Sbillion) 

changes in domestic and international inflation. Since balance of trade. 12 
1986, the average annual rate ef cedi depreciation has 
generally kept pace with the net movement of internal and
external prices of goods and of the dollar, but without 

While exports rose in 
dollar value by 55 per 
cent between 1984 nd 

1.0 

0.a -producing the same level of response in the Ghnnaian 
economy. Among the reasons are Ghana's worsening terms 
of trade, alongside internal constraints linked to other 
adjustment policies,For example, inflation was reduced from the triple 

digits of 1982-83, but actual targets have almost never been 
met. The pursuit of lower inflation nevertheless required
policies which curbed demand, affecting those least able to 
withstand the pain. Such policies included a sharp reduc-
tion in government spending to eliminate fiscal deficits, 
and ieduce demand for government goods and services,
Although after 1986. the government was unable to hold 
down the level of real wages, overall spending cuts have 
had a major, adverse impact on jobs and real incomes, as 
well as on production, investment and consumption. 

1988, imports rose by 
104 per cent. Apart 0.6 
from modest surpluses 0

in 1984 and 1986, the 04trade deficit deepened 0.2 _ 

from $60.6 mn in 1983 1 
to $334 mn in 1989. 0.0 _ . 

While Ghana 180 1983 1A 1985 
managed to declare an [] E. os 
overall surplus in its Source WordBa,* 
balance of payments 
since 1987, this has been due to the high net inflows of 
foreign aid - annual pledging sessions organized by the 
World Bank since 1983 raised average commitments of 
$740 mn in 1987-1989 - rather than the net benefits of
devaluation. 

,1 
6 1987 
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1989 

Externalpricesandearnings
Stimulated by the shift in relative prices, the share of 
exports in Ghana's expanding GDP rose from 2.4 per cent 
in 1983 to 19.6 per cent in 1988. But the expected benefits 
were severely eroded by falling prices in world commodity 
markets. For while Ghana was busy increasing its output,
world cocoa prices were plunging to their lowest levels 
everin real terms, while gold prices also weakened consid-
erably in the later 1980s. Between 1986-89 cocoa prices
fell by a cumulative 48 per cent, and Ghana's loss on 
potential earnings totalled some $300 mn in 1988-89. At 

Ghana at a glance: 1989 

Pa lation: 14.6 million 
Population growth rate: 3.1%GNP pr caita:Internal 

rCd C270=US$ 
Cr ec p t (C27n $5.bGross domes icproduct: C9421.7 bo$.2b 
ofwIch: a ricuhur 48.9% 

manuacturing 10.5%Total external debt: $3.1 bn 
Debt service ratio: 49.2% 
Life expectancy at birth: 55 ears 
Infant mortarty rate: 87 per 1.000 births 
Adult literacy rate: "53% 
Sources UN Fund forPopulaton ACtcJves. Interralonal Mot1tlwy Fund.World Bar*, UNICEFWordado 

These inflows have been vital in helping Ghana service
its intenationaldebts, aided by debtcancellationsamoun. 
ing to over $425 mn in 1989 and at least $87.5 mn in 1990. 
Nevertheless, the debt-service ratio of 15 per cent in 1982, 
rose to a peak of 56 per cent in 1988, and was a still onerous 
49.2 percent in 1989. Out of a total debt of $3 bn (up from 
$1.1 bn in 1981), Ghana owes more than $700 .nn to the 
IMF, which cannot 6e r-scheduled, and the repayment 
burden therefore remains heavy despite all the recent 
sacrifices. By 1990 the government was able to eliminate 
arrears on debt payments which stood at $600 mn in 1983. 
But this policy of attaining international creditworthiness 
-- made possible by devaluation - has been achieved by
diverting considerable resources from domestic consump

tion and investment needs. 

aidjustments 
Eight years of devaluation and adjustment policies havefailed to promote a major shift to production for the localmarket. While the share of manufacturing in GDP may
have risen to slightly over 10 percent by 1989, this was still 

below its 1973 level, according to the World Bank.Two facets of adjustment policy have played a part in 
this: the combination oftight credit limits and high interest 
rates used for curbing demand, and import liberalization. 
The government's pursuit of positive real interest rates 
pushed the cost of commercial loans beyond 26 per cent, 
even as credit availability shrank. This made borrowing tobusiness very expensive. While local costs rose, trade 

the same time imports were rising, in volume as well as in 
terms of their dollar and cedi values. The World Bank 
calculates that Ghana's terms of trade deteriorated by 30 
per cent in the 1987-1990 period alone, 

Among the reasons for the failure of devaluation to 
brake import growth were the aid-funded inputs for 
rehabilitation of production for export. But the failure also 
reflected Ghana's heavy-import dependence. 

The result was disappointing figures for Ghana's 

liberalization opened the door to more imports. A surge in
second-hand clothing imports, for example, forced 
closures in Ghana's textile and garments industry. 

In agriculture, good rains and improved infrastructure 
for production and marketing have helped boost output in 
recent years. Butlocalricehasaccumulaiedin sios, unable 
to compete against subsidized imports. Praducers of 
vegetable oils, tobacro, cotton, and canned tomatos have 
all complained about the pressure of imports. Even the 
state-owned Daily Graphicnewspaper warned that trade 
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Ghana: economic indicators 
1980 1983 1984 1985 1986 1987 1988 1989 

GOP at current market pices (C bn) 48.2 184.0 270.6 343.0 511.4 748.0 1057.9 1421.07 

ReatGDPgrowth (%) 0.5 -4.6 8.6 5.1 5.2 4.8 5.6 5.1 
Merchandise exports ($mn) 1103.6 439.1 565.9 632.4 773.4 8268 881.0 830 

Merchandise imports ($mn) 900 500 533 669 713 952 1091 1164 

Current account balance ($mn) 29 -174.1 -38.8 -134.2 -43.0 -96.9 -68.0 -98 

Government delicit/GDP (%) 4.2 2.7 1.8 2.2 0.56 0.54 0.3 n.a. 
Gross investment/GDP (%) 5.6 3.7 6.9 9.6 9.7 10.8 12.3 n.a. 
Total externaldebt ($mn) 1314 1598 1898 2174 2652 3134 3113 3078 
Debt service ratio (%) 12.5 30.5 23.3 24.0 28.5 46.6 56.0 49.2 

Officia development assistance ($mn)l 192.5 109.8 216 203.1 371.5 372.6 474.4 553.3 
Cocoa roduction('000 tonn6s) 2 285 178 159 175 219 228 188 300 

Food production per capita(1979-81= 100) 101 79 102 97 98 94 I' 111 

Foreign res. (months Import coverage) 2.3 3.5 6.8 8.6 8.6 2.8 2.4 3.0 
Inflation rate (%) 50 123 40 10 25 40 31 25 

Exchaige rate (a,fage cedisper dotar) 2.75 8.83 35.99 54.371 89.20 153.73 202.35 27027 
Sources Ghana goverment. IMF. World Bar*. OECD. UNICEF. Gil and Dufful 	 1. Net disbursemonts. from all sources. 2. Crop yaws 1979/M to 1968/89. 

liberalization could become "more of a cancer than a through devaluation is not enough. Having plunged be
panacea for our economic woes", and called forcurbs to the tween 1981 and 1983, net FDI recovered to $6mn in 1986, 
"freewheeling dependent importation" which threatened then leaped to some $15 mn in 1988. However, even this 
production and jobs. level was lower than that of 198 i, and concentrated in the 

One side-effect of these closures and constrainms was to booming gold sector, it helped the payments balance 
raise the rate of capacity utilization in manufacturing withoutbroadbenefitstothewidereconomy. 
towards 50 percent frcm around 30 per cent in 1983. In this Political uncertainty, another important factor in invest
sense, the devaluation has helped make local production ment decisions, has also made foreign investors reluctant. 
more efficient, but at the expense ofdiversification in the Particularly evident in the steep FDI downturn of the early 
range ofgoods produced. 1980s, this reticence has not been changed by the slow 

The government has indicated willingness to help res- progress in restructuring state enterprises. The government 
cue companies that can produce exportable goods or im- published a new investment code in 1985, launched a 
port-substitutes at competitive prices, on condition that privatization programme in 1988, and hosted a major 
they fulfill strict performance criteria. There are also plans investment promotion conference in 1990 with the World 
to set up afinance company with Bank ofGhana participa- Bank's Multilateral Investment Guarantee Agerncy. But out 
tion to ease access to credit for selected companies. ofan original offer of 32 parastatals advertized in 1988, the 

Another key factor in the reform programme, raising 	 PNDC had approved the saleofonlysevenby March 1991, 
19 others had been liquidated, and negotiations were com
pleted for the sale of the remaining six. Among the acknow-

Severe externalshocks made the year ledged problems were those of revaluation of assets in the 
1990 "perhapsourmost difficult since post-devaluation environment, and the burden of termina
the Recovery Programmebegan." tion benefits for workers - the cost of laying off asingle 

Kwesi Botchwey . workerrose from C200,000 in 1985-87 toCl mn in 1991. 
Secretary for Finance and Economic Planning hs i 

____________________________ 	 * ' jThe social impact 
The drive to curtail domestic demand - the necessary 

,i expenditue-reducing complement to devaluation - has 
investment levels, has not been helped by dei- .nd manage- been most evident in public spending cuts, through 
ment. Rehabilitation of economic infrastructure has been elimination of subsidies, and ofpublic sectorjobs. 
largely funded externally, and while domestic investment has Between 1985 and 1987, over 26,000 public workers 
risen from the pitifully low levels of the 1970s, it remains, at were laid off, and the subsequent target has been 15,000 a 
around 12 per cent ofGDP,still too low for Ghana's needs. year. While these job losses have enabled the government 

By keeping down the dollar value of the local wage and to raise nominal wages substantially -especially towiden 
other costs, especially for exports, devaluation has been differentials between F.-nior and other civil servants 

used in Ghana to attract foreign investment. The minimum there remains awide gap between real incomes and the cost 
daily wage fell from the equivalnt of $1.46 in 1984 to 60 of living. For example, at the time a new minimum daily 
cents in 1988.Theaverage monthly wage in industries with wage of C218 was announced in 1990, the Trades Union 
more than 10 employees in turn fell from $374.12 in 1983 Congress :alculated that an average family needed C2,000 
to $72.95 in 1987. aday for food alone. 

However, net foreign direct investment (FDI) has been There is also acute poverty in Ghana's rural areas, 
slow in coming, a reminder that changing relative prices particularly in the north, imudicating that if adjustment 



policies have managed to shift resources to such areas, the 
benefits have been very unevenly distributed. Among 
cocoa farmers, for example, incomes increased overall, but 
a 1987 surveyoffourrepresentative Ashanti villagesbythe 
UK's Overseas Development Institute and the University 
of Ghana found that 32 per cent of the farmers got 96 per 
cent of gross cocoa income, 

Devaluationin the context of such countriesas 
Ghanahas seriouslimitationsas an instrument 
of even short-termstructuralchange,and the 
policy emphasis must move beyond short-term
financialconsiderations. 

Government spending cuts have also had a serious 
impact on health and education. While theren was already
evidence of regression in some social indicators by the 
early 1980s, devaluation and structural adjustment may
have strengthened that trend. The Ghana Livng Standards 
Survey (LSS) released in 1990 shows rising levels of 
malnutrition, and over 51 per cent of Ghanaian children 
underweight in 1985. This marked increase from the 1980 
figure of 33 per cent was expected to have risen further by 
the end of the 1980s. Adult illiteracy is also on the rise,," 
particularly in rural areas. And while just over half of the 
25-34 year age group was illiterate, fully 89 percent of9-14 

year olds were illiterate, the Survey found. 
Some predictablelessons 
Devaluation and structural adjustment have brought
Ghana fewer gains than originally expected in some 
quarters. This is due to an increasingly hostile external 
environment, as well as to rigidities in the domestic 
economy, a structural problem which has not been 
resolved. 

Indeed, some adjustment policies have deepened the
 
problems. Trade liberalization, for example, has exposed
 
Ghana to unequal, and often subsidized, international
 
competition, while high interest rates and low credit ceil-
ings have made local production both difficult and costly.
 

Furthermore, production linkages between different 

sectors of the economy have hardly been strengthened. The
 
plight of the textile and garments sector is an example of 
frustrated potential: cheap imported clothing has flooded 
in while the unprotected local in,:ustry has been unable to 
take full advantage of local cotton production which had 
grown to meet more than half of national needs by early
19 9 1.And while the mining sector boom is good forexport 
revenue, other industries may be more important for 
Ghana's long-term development. Investment must there-
fore be guided not only into sectors that are at present
relatively efficient, but also to sectors with potentially 
strong linkages to other parts of the economy. 

It is now widely acknowledged that investment in the 
quantity and quality of human capital is also crucial to 
long-term growth. However, the practice of charging user-

fees in Ghana's health and education systems is almost
 
certain to reduce the number of users, with likely adverse
 
implications for future economic performance.
 

To say that the situation would be even worse withoat
 
devaluation brings little comfort and few clues to future
 
policy. Clearly, however, the emphasis on commodity
 
export-led growth, iid on generating domestic surpluses
 
to maintain international creditworthiness, has led to little
 
progress in addressing structural problems.
 

These outcomes of using devaluation as a central tool of
 
adjustment have long been predicted, as external demand
 
for raw material exporters like Ghana does not necessarily
 
increase as a result of lowering the dollar price of theirexports through devaluation. Indeed. when devaluation helps Chilimmunizationboost production forexport, the increased supply to the world adedhereby-oadof 

market tends to bring that commclity's prices down. Thus,

devaluation may not le.4 to increased e? port revenue indollar State JerryRawlings

terms. Such countries also have few competitive industries,
 
which often cannot take full advantage of the relative price -hasprogressead,

changes brought about by devaluation to reduce imports. if althoughotherhealth
 
devaluation goes hand in hand with liberalization, industries
 
in countries such as Ghana 
are likely to be swamped by indicatorsworsened 
imports, and the trade and current account deficits may 
worsen. inthe 1980s. 
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This would have been the Ghanaian experien.e, but for 
the exceptional bilateral support it has received. However, 
not all countries can count on such support, and nor can 
Ghana indefinitely. Therefore, devaluation in this context 
has serious limitations as an instrument of even short-term 
structural change, and the policy emphasis must move 
byond short-term financial considerations.Countrieslike 
Ghana must refuse to accept the world economic order as it 
is, and instead seek to change it by pursuing long-term
structural transformation within the context of regional
integration. U 



Burkina secures adjustment deal
 
By Ernest Harsch 

By this June the final pieces should be in place for funding 
Burkina Faso's first ever structural adjustment 
programme. The World 3ank isexpected to approve an $80 
rn structural adjustment credit that month. At the end of 
May donors are meeting in Geneva for a Round Table 
session organized by the UN Development Programme 
(UNDP), at which it is hoped that an equivalent amount in 
balance of payments support and other funding will be 
pledged for 1991. 

Already in place is a three-year SDR22.1 mn (US$31 

-
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Potatocooperativein inn) structural adjustment facility (SAF) from the Interna-
tional Monetary Fund (IMF), approved in March. The 

DUOiUot~o. Despite government also had $60.7 mn ofdebt rescheduled at a 15 

cutsininvestment, March meeting of the Paris Club of official creditors. 
The funding package isdesigned to cover an estimated 

agricuturewilretan $170 mn financing gap for this year and support an exten-
sive series of economic reforms, which will affect most 

a high piortY parts of the economy over the next two-to-three years. The 
government'sprioritiesaretoincreaseagriculturalproduc-
tion, including for export; develop ;he private sectc, 
improve management of the publii: enterprises; awl 
strengthen basic education and essential health services. 

External support for Burkina's development efforts has 
been underway for some time, but became more urgent 
after 1989 inface ofaslowdown ineconomic growth and a 
deterioration inpublic sector finances. 

As one of Africa's poorest countries, with a per capita 
gross domestic product (GDP) ofjust $350 in 1990 and a 
very small tax base, Burkina's sources ofdomestic financ-
ing ae extremely limited. Its capacity for earning foreign 
exchange is likewise constrained, with total exports of 
goodsand services in 1989ofsome $254 m - withcotton 
traditionally the largest single export - far outstripped by 
an import bill of $721 inn. Despite total earnings being 
boosted by remittances from the large number of migrant 
workers inneighbouring states, especially C6te d'Ivoire, a 
large portion of Burkina's imports, public investments and 

development projects has traditionally been supported by 
donors (most notably France). Aid per capita during much 
of the 1980saveraged $29.5, slightly above the average for 
sub-Saharan Africa, excluding Nigeria, of$28 in 1989. 

Despite its high dependence on a fragile agriculturad 
sector, burkina'seconomicgrowthinrecentyearshasbeen 
above the Africa-wide average. 'i he World Bank estimates 
that Burkina's real GDP grew an average of 7.8 per cent a 
year over 1984-89, as did agricultural output. Burkina 
government figures indicate an average GDP growth rate 
over 1986-90of4 percent ayear. 

Generally favourable rains were one key (actor in 
Bnrkina's relatively up-beat performance. Another, as the 
Wold Bank acknowledged inits 1989 annual report, isthe 
fact that since 1984 the government has been undertaking a 
number of adjustment measures of its own devising which 
"are beginning to bear fruit." 

In addition, the country's external debt was kept within 
manageable limir, reaching $756 mn in 1989, according to 
the World Bank - equal to $86 per person, againit an 
all-Africa average of $437. Similarly, long-term debt servic
ing obligations in 1990 amounted tojust I I per cent ofexport 
earnings, well below the sub-Saharan average of43 percent. 

Deteriorationinfinances 

Nevertheless, since around 1986 Burkina's public finance 
position has worsene. Due in part to shortfalls in tax 
colection and problems inthe management ofsome publi
cally-owed enterprises the government has run a large 
budget de~ficit inthe second half of the 1980s (see graph). 
Payment arrears steadily mounted, taking a dramatic leap 
in 1989 when the government assumed the outstanding 
obligations ot Rfgie Abidjan-Niger (RAN), the joint rail
way venture with C6te d'Ivoire, which was liquidated that 
year. By the end of 1990domestic and external arrears were 
estimated to have risen to nearly $300 inn, with slightly 
over half owed to foreign creditors, mainly C6te d'Ivoire. 

The government's economic programme for 1991-93, 
which has served as the basis for negotiations with the IMF 
and World Bank, aims to reduce such financial imbalances 
while promoting continued economic growth. One area 
that is to receive particular attention is the public sector, 
which comprises 96 enterprises and accounts for a sig
nificant portion of Burkina's industrial and commercial 
activity. Although Buikinabl officials maintain that the 
country's parastatals are relatively better managed than in 
some other countries in the region, several are experienc
ing difficulties, including t[,e Sosuco sugar enterprise, the 
Soremib gold mining operation and the Faso Fani textiles 
enterprise. In 1989 a survey of 30 parastatals revealed 
overall operating losses totalling some $24 mn. 

The government isplanning to progressively reduce its 
involvement in such enterprises, liquidating those itcon
siders unviable and fully or partially privatizing many 
others. As a target the government expects to limit its 
holding inmost commercial enterprises to 25 per cent. 

Cautious measures are also being projected to reduce 
the public sector wage bill by bringing down staffing levels 
through a policy oi attrition. This isdesigned to reduce 
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personnel costs from 64 to 60 per cent of the recurrent structural adjustment

budget by 1993. programme drew on 500
 

lessons learned from

Limiting new investment similar programmes 4W
 

Overall, government capital expenditures will be elsewhere in Africa, in 300
 
limited to priority projects selected in agreement with the particular on the need
 
World Bank. When Burkina's National Planning Council totake intoaccount the 2oo
 
revealed its second five-year development plan on 23 potential social impact

March, the amount of investments totalled CFA508 bn of the adjustment 100_
 
($1.8 bn), just half of the originally projected expenditure process. This, com-

ofCFAI,000 bn ($3.6 bn). Sinccthe first five-year plan for bined with Burkina's 1984 1985 1986 1987 1988 1989
1986-90, slated at CFA630 bn ($2.25 bn), was only able to own strong emphasis 
secure 68 per cent of its required financing, the scaling on social develop- ",r, andse oerry exports imports

back of the second plan is an expression of "realism," ment, has translated o ata
 
according to Planning and Cooperation Minister Fr6dtric into aspecific earnarking of financial resources forhealth,

Korsaga, reflecting both a sober assessment of Burkina's education and other vital social needs. 
external financing prospects and the constraints of the Plans are being laid to strengthen the health infrastruc

ture, especially in the rural areas. Budget appropriations
 
project recruiting about 950 additional primary school


Capitalspending will be limitedto projects teachers each year, with the aim of increasing primary

agreedwith the World Bank. Investments have schoolenrollment from 28 percentin 1988toatleast 40per

been scaled back in the latestfive-year cent of eligible children by 1996. Efforts will also be made
 
development plan. 
 to reduce the adult illiteracy rate, now at more than 90 percent, one of the highest rates in Africa. To contain direct 

govermnent spending in these areas, health-care users willadjustment programme. be asked to pay some of the costs, while local communities
 
The 1991 Public Investment Programme allocates 17.8 
 will be urged to participate in school construction.
 

per cent of its investments directly to agriculture and Given Burkina's vulnerability to drought and deser
another 28 per cent to water resources development. A tification, one particular feature of the adjustment

separate $28 mn agricultural sector loan iscurrently being programme will be to maintain  and expand - efforts to
negotiated with the World Bank, as isatransport credit for protect the environment. A larger share of public expendi
$36 mn, part of which will go toward improvement of the tures is to be allocated to environmental conservation

rural road network. (more than $11 mn in 1991), and each development project

A range of reform measures is projected to promote must now in.lude an environmental impact study. A na
greater private investment. These include trade liberaliza- tional environmental action plan isunder preparation with
tion, both international and domestic, with the latter linked the support of major donors. Plans are well underway for 
to the elimination ofmost price controls; rehabilitation and the surveying of village lands, so that the Burkinabe 
restructuring of the banking sector, the easing of invest- authorities, in consultation with local communities, can 
ment proc-dures; and revision of the labour code - a more systematically allocate land use according to whether
potentially sensitive issue for Burkina's trade unions. it isto be employed for agriculture, livestock or conserva-

Washington sources note that the design of Burkina's tion ptirposes. U 
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In 1975 falling copper prices plunged Zambia into deep and serious economic 
difficulties. These difficulties continued during the ensuing years and quickly 
assumed crisis proportions. Notwithstanding the various measures taken during 
the past 12 years to arrest the deterioration, Zambia's economy has experienced a 
sustained, rapid, and substantial decline that has adversely affected all areas and 
sectors of life. This study examines the impact of this economic decline on the 
provision of formal education during the decade 1975 to 1985. 

To set educational provision in its historical context, the study provides an 
overview of the development of education before 1975 and highlights the fact that, 
although the economic crisis may have imposed new constraints on providing 
adequate and relevant education, several of the problems cuirently being 
experienced have accompanied the development of the education system since its 
inception in the mid-1920s. Several issues that have a modern ring actually have a 
relatively long history, such as concern about the system's coverage, about the 
quality of the education being provided, and its suitability in preparing young 
people to face a world where the number of formal sector job opportunities is 
severely limited; about the ability to continue financing the system; and about 
generating the managerial capacity needed by a rapidly expanding educational 
network. Both the economic decline that gathered momentum after 1975 and the 
accelerating rate of population growth aggravated these and other problems. 
Drawing on the findings of the 1980 population census, the study brings together 
some findings on the interaction between level of education and such population 
variables as fertility, age at first marriage, and child mortality. 

The general picture of resource allocation to education during the period 1975 to 
1985 shows efforts to maintain a'nd increase the level of educational spending. 
Relative to other sectors in the economy, the share allocated to education showed 
some tendency to increase, but the gain was slight, and its impact was nullified by 
the rapid population growth. Consequently, there was a substantial reduction in 
expenditure per student, resulting in steadily diminishing funds for educational 
materials and supplies; a depreciation of the real incomes of teachers to about 40 
percent of their 1975 value; a greater reliance on the community for building and 
equipping schools; and increased calls on the private sector to participate in the 
provision of education. The decade also saw growing dependence on foreign aid for 
support to the education sector. 
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Within the education sector, resources tended to be diverted away from the
primary, secondary, teacher training, and technical education levels and toward 
the university. Unit costs at the primary level fell by over 25 percent and by over 50 
percent at the secondary level, but at the university they rose by more than 40 
iarcent. 

Such a large proportion of available resources was spent on teachers' salaries,
especially at the primary level, that little remained to purchase essential 
educational materials. The study investigated the current supply situation in a
sample of primary and secondary schools throughout the country and found a
critical shortage of textbooks and teaching materials. At both the primary and
secondary levels, a significant number of pupils appeared to lack essential writing
materials. An examination of the actual production figures showed that the output
always fell short of requirements. Technical production problems, marketing and 
distribution difficulties, and the chronic shortage of finance appeared to underlie
these shortfalls. At the same O:ne, however, large sums were being devoted each 
year to transfer payments, with the amount increasing at an average annual rate 
of more than 10 percent in real terms. 

In general, therefore, the study found evidence of serious structural imbalances 
in the financing of education in Zambia that became marked during themore 
years of economic difficulty. These imbalances occur at two principal levels: in the
allocation of resources between educational levels, and within each level, between 
functions: too much was devoted to the refined needs of too few at the higher level,
and too little to the general needs of too many at the lower level. Moreover, too much 
was being devoted to personnel and to student subsidies and too little to more 
directly educational purposes. Policymakers' awareness of these problems
appeared to be growing, hence the economic crisis is seen as having the positive
outcome of promoting the establishment of a clear order of priorities and of 
fostering their translation into practice.

Notwithstanding the severe financial problems, the decade saw a sustained and
rapid expansion of the school system at both the primary and secondary levels. 
During the first few years of economic difficulties there was some faltering, but
since 1980 growth rates have picked up and have accelerated, in many instances to 
levels higher than the comparable rates for the population as a whole.
Accompanying this increased numerical coverage by the system, the proportion of
girls who completed the full primary cycle increased. Little improvement was
observed, however, in the proportion of girls participating in secondary education,
while at the university level the proportion actually declined. 

The &-owth in numbers was not matched, however, by any corresponding
improvement in the relevance or quality of the education provided. Although a 
decade of efforts was put into the process of educational reform, current educational
provision is no more successful in responding to students' real needs than during
colonial times. A mainly academic program, deriving almost exclusively from a
knowledge-based curriculum, aims primarily at allowing students to progress
further within the education system, and ultimately to gain wage employment. The 
system gives no consideration to the special learning needs of the large majority
who must seek employment in the informal sector. 

Although the evaluation of educational quality is problematic, Zambia's 
showing is negative on a number of indicators that are found to relate consistently
to improved academic achievement. These indicators include per capita
expenditures, the availability of instructional materials, the availability of library
facilities, the number of hours actually spent in classroom teaching, the 
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availability of school furnishings, and the nutritional status of students. Concern 
has also been expressed about the quality of many university graduates and about 
their ability to respond competently and flexibly to the responsibilities that are 
placed -a their shoulders. This latter problem may reflect the imbalance in the 
allocation of resources by the university toward administrative needs and away 
from those more directly concerned with teaching and research. 

To the extent that performance in public examinations is indicative of 
educational achievement, the picture is mixed. That the examination system 
remained in place was perhaps a significant achievement in its own right. As to 
student performance, an analysis of raw scores suggests that performance 
deteriorated somewhat in the terminal primary school examination. Some 
deterioration was also apparent at higher levels, particularly in mathematics and 
science. A notable feature in all examinations was the consistency with which 
boys' performance surpassed that of girls. 

Teachers were the most affected by the economic problems. To a large extent they 
were denied the resources needed for the professional discharge of their 
responsibilities. Moreover, aithough teir educational background impr,. ed 
steadily, their salaries declined sharply in real terms. Yet despite dissatisfaction 
with their salaries, the numbers entering and remaining in -?aching increased. 
This was almost certainly due to the absence of employment opportunities in other 
sectors of the faltering economy. But although there was a substantial improvement 
in the retention of graduate secondary teachers, teachers in key areas such as 
English, mathematics, and science were still in short supply. 

The study attempted to assess whether teachers endeavored to supplement their 
incomes by undertaking commercial activities concurrently with their 
educational commitments. Although the evidence is not conclusive, many teachers 
do apparently undertake such activities, devoting some of their official school time 
to such undertakings. This practice is on the increase, and some teachers use the 
labors of school pupils for these activities during school hours. However, a number 
of indications showed thai the teaching force, at both primary and secondary levels, 
was becoming more professional, more highly motivated, and more confident of its 
ability to master the adverse circumstances that beset it. In an almost perverse 
manner, the financial crisis appears to have boosted teachers' morale and provided 
a climate in which teachers as a group have advanced to a new stage of professional 
maturity. 

The study also examined a number of other areas. These include the 
educational reform movement that occupied so central a place in educational 
thinking during the decade; continuing education, which was seen as the 
cinderella of education, with its programs being perceived principally as 
providing a parallel, second best route to educational qualifications; the University 
of Zambia, where it appeared that available resources could be used more effectively 
for the institution's teaching and research responsibilities and for the development 
of good quality postgraduate and research work; and the population's low general 
educational and literacy level. 

In conclusion, the study reflected on how the more vulnerable areas-primary 
schools, teacher education, out-of-school youth, literacy--experienced the economic 
constraints more severely, whereas such improvements as occurred were enjoyed 
by the more prestigious and powerful areas: the university and some aspects of 
secondary provision. It also noted the tendency to show more concern with getting 
children into educational institutions than with providing the resources needed for 
them to make solid progress after their admission. Nevertheless, despite the 
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difficulties experienced the education system displayed considerable robustness. 
Not only did it continue to operate and even to expand, but it became more aware of 
the need to providc children with a better and more relevant form of education. In 
particular, the strength of the social demand for education noted. The studywas 
suggests that to capitalize on these positive aspects 

" 	there should be closer integration between the school and community, so that 
where financing is shared, responsibility could likewise be shared; 

* 	 the importance of every child receiving seven years of good quliity primary 
education should be recognized and given top priority; 

" the education system should generate more information about itself and 
process this information for the guidance of policymakers; 

" 	education should be financed in ways not practiced to date and be offered in 
ways not hitherto conventional. 
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The International Monetary Fund has endorsed Zambia's three-year
 
economic and financial program and approved the accumulation of "rights" for
 
Zambia for up to a maximum of SDR 836.9 million (about US$1,138.0 million),
 
the level of its arrears to the IMF as of July 1, 1990. Upon successful
 
implementation of this program and prior clearance of its arrears to the
 
IMF, Zambia would be eligible to "encash" the accumulated rights under a
 
successor IMF-supported program.
 

The accumulation of rights for Zambia is the first approved by the IMF
 
under the rights approach endorsed by the IMF Interim Committee at its May
 
1990 meeting. Through this procedure, a member with protracted arrears to
 
the IMF at end-1989 can earn rights based on its performance under an IMF
monitored adjustment program. The accumulated rights would then be encashed
 
as the first disbursement under a successor IMF-supported program financed
 
from the IMF's general resources or, for eligible countries such as Zambia,
 
partially f:tom concessional SAF and ESAF resources,i/ or a blend of the
 
two.
 

For the first year of the program, through March 31, 1992, Zambia may
 
accumulate rights up to the equivalent of SDR 279 million (about
 
US$379 million). The remaining rights will be phased over the two
 
subsequent years of the program. Zambi' has recently cleared its arrears to
 
the World Bank and intends under the present program to meet fully all
 
obligations due to both the Bank and the IMF.
 

In mid-1989, Zambia began to implement a series of major financial and
 
economic reforms with technical support from the IMF and the World Bank.
 
During 1990, these reforms were placed in the framework of an economic and
 
financial program monitored by the IMF. The program sought to achieve a
 
stable financial environment, moving toward a more market-oriented system
 
that provides a sound basis for economic decision making and a wider scope
 
for private sector activity. All prices except those for maize and
 
fertilizers were decontrolled, and the Government liberalized the import and
 
export systems, eliminated certain monopolies, and encouraged the creation
 
of small-scale enterprises. On the macroeconomic front, substantial, albeit
 
uneven, progress was made in bringing down the budget deficit, money supply
 
growth, and the rate of inflation.
 

- over 

1/ SAF and ESAF (Structural Adjustment Facility and Enhanced Structural 
Adjustment Facility) are IMF lending windows undur which loans are made to
 
eligible low-income membets at a rate of interest of 0.5 percent, repayable
 
over ten years with a five and a half year grace period. Sixty-two members
 
are presently eligible to apply for loans under thes2 facilities.
 

External Relations Department * Washington, D.C. 20431 0 Telephone 202-623-7100 



The program for 1991 aims for a 3 percent increase in real gross
 
domestic product (GDP) and a reduction in inflation to 40 percent from about
 
100 percent in 1990. This is to be achieved by implementation of a package
 
of fiscal measures to reduce the primary budget deficit, excluding grants,
 
by 3.6 percenitage points of GDP, and cut by half the growth of the money
 
supply from its 1990 level. An active and flexible interest rate policy to
 
achieve positive real interest rates early in the program period will be
 
pursued to reduce inflation and encourage private savings. Reform of the
 
exchange system will be largely completed, public enterprises are to be
 
privatized or restructured, and reform of the civil service is under way. A
 
social action program is in place to help Alleviate the hardships for the
 
most vulnerable groups through improving the availability of social
 
services, such as health and education, and employment opportunities for the
 
poor.
 

Zambia's donors have signaled their continued strong support for the
 
program in ensuring adequate balance of payments financing and granting a
 
very comprehensive rescheduling for Zambia's bilateral debts on concessional
 
terms. For 1990, Zambia's donors pledged US$450 million in support of the
 
country's adjustment effort, and for 1991 donors have again signaled their
 
continued strong support by indicating their intention to disburse
 
US$650 million in assistance. Donors affirmed at their most recent meeting
 
their determination to ensure that the program is fully financed and their
 
intention to meet regularly to monitor developments.
 

Developed for members with protracted arrears to the IMF at the end of
 
1989, accumulation of rights under IMF-endorsed programs would generally
 
cover a period of three years. An eligible member would be expected with
 
the assistance of donors and creditors to generate the financing needed to
 
meet the requirements of its economic program and to remain current on
 
obligations falling due to the IMF and the World Bank. Rights accumulation
 
would generally be phased evenly throughout the period of the program.
 

Monitoring of performance, and subsequent accumulation of rights, is
 
conducted on a quarterly basis. If the program goes off track, a member
 
could zetain accumulated rights for a period of six months, while efforts
 
are made to bring the prorram back on track or to formulate a nvw prograin.
 
After six months, the previously accumulated rights would begin to lapse at
 
a rate of up to 25 percent of accumulated rights per quarter, or as
 
determined by the Executive Board.
 



The IMF's troubled role in Africa 
4, Five years of net transfers firm Africa to the IMF lay behind many of the comments 

in Gaborone on the often troubi-d relations between Africa and an institution which 
should be at the centre of the continent's economic recovery efforts. At any given time 
many of the 30 or so country programmes Inp :c.e inAfrica have been insuspension, 
suffering from significant delaysindisbursement or requiring time-consuming nogotia
tions on the performance criteria, participants observed.The counterpoint to this has
 
been a large pool of monies - some of i highly concessional - waiting to be used 
by a cash-starved continent. 

The Fund continues to play an Important role In Africa by offering technical 
assistance to central banks, an area Mr. Turay would like to see enhanced. According 

IMF Managing Dlreclir,Michel c'amdea "- to Mr. Camdessus: "What we need are more countries to come forward with 
well-designed programmes." But for many African countries, three crucial factors have 

curtailed their ability to take up Fund facilities - cost, arrears, and conditionality. 
For most African countries the high cost of borrowing from the IMF's regular account - 8-9 per cent and a short repayment 

period - has been prohibitive. The establishment of two soft-loan arms, the structural adjustment facility (SAF) and its enhanced 
version (ESAF), in theory got round that problem, but as was pointed out inGaborone, of total resources available of SDR8.7 
bn ($11.7 bn) less than 20 per cent has been disbursed after four years of operations. 

Furthermore, lending from one potertially important arm of the Fund, the revamped Compensatcry and Contingency 
Financing Facility (CCFF), is only on regular terms. The Fund made changes to the CCFF at the time of the Gulf crisis to help 
countries with higher oil bills, but to date African countries have not made use of the facility, in part because of its high cost. 
Making t available on ESAF terms, of course, could transform this situation. 

Arrears have also prevented several countries from using the IMF. The new "rights" approach has been devised to solve 
this problem and Zambia has become the first country to take up such a programme (see page 34). But Mr. Turay, .whose 
country, Sierra Leone, could be next in line, argued that the epproach gave no guarantee that countries would secure the 
amount of quickly disbursed external support needed to keep an adjustment programme on track. And, as Mr. Mistry pointed 
out, the IMF still demands "unaffordable" annual interest payments. 

Finally, conditionality continues to limit the use of Fund resources. IMF officials remain adarmant that strong and appropriate 
programmes must be in place for the Fund to disburse money. Much of the meeting was spent indiscussing just what was 
"strong" and "appropriate." But for many governors, beyond that was a concern over the IMFs time-frame for change. To Mr. 
Rutihinda even the ESAF Oappears to have lost its meaning," because IMF officials always expect quick results. Itwas this 
apparent incompatibility between the agreed long-term nature of adjustment efforts and the short-term perspective which is 
the IMF's traditional brief, that remains a key to the Fund's present dilemma in Africa. While the view was expressed that the 
Fund's essential function as a provider of short-term balance of payments support made itinappr,.priate as acentral agent in 
Africa's recovery efforts, many delegates argued that itcould play a more positive role InAfrica by taking a longer-term view 
on issues like performance criteria, resource flows and debt. 
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SUMMARY 

U.S.-brokered peace talks on Ethiopia, held in London in late May 1991, 
ended after the Ethiopian People's Democratic Forces (EPRDF) took power in 
the Ethiopian capital, pending an all-party conference in July. A provisional 
government also took power in costal Eritrea, with the blessing of the United 
States. One week after President Mengistu Haile Mariam resigned and fled 
Ethiopia to Zimbabwe, the care-taker government of acting President Tesfaye 
Gebre Kidan collapsed in the face of a sweeping assault on the capital, Addis 
Ababa, by the EPRDF. Earlier that week, the United States had agreed to 
mediate peace talks between the Ethiopian government and several rebel groups. 

Beginning last year, after over a decade of strained relations with the 
Mengistu government, Washington became increasingly involved in Ethiopian 
politics. While Washington's interest on Ethiopia initially focused on the 
emigration of Ethiopian Jews, more recently the United Stzf es has also offered 
help in ending the decades-old fighting and in shaping of a democratic Ethiopia. 
Although current U.S. involvement has received praise in some sectors, others 
have condemned Washington's shift in policy over Eritrea and its endorsement 
of the takeover of the capital, Addis Ababa, by the EPRDF. 

BACKGROUND
 

Washington had close relations with the government of Emperor Haile 
Selassie for over three decades. Selassie was overthrown in 1974. The war 
netween Ethiopia and Somalia in the late 1970s led to a realignment of 
superpower influence with the Soviets switching sides from Somalia to Ethiopia, 
while Washington was drawn into a relationship with the government of Siad 
Barre in Somalia. 

U.S. relations with the successor Ethiopian regime were strained because 
of human rights violations and Mengistu's close relations with the Soviet Union. 
The United States terminated its military assistance to Ethiopia in 1977 after 
the Mengistu government ordered the closure of the U.S. communication station 
in Asmera, Eritrea. Development assistance ended two years later. In 1980, the 
Mengistu government requested the recall of the U.S. Ambassador on grounds 
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ofalleged interference in Ethiopia's internal affai. In mid-1989, the Ethiopian 
government reportedly requested to upgrade diplomatic relations with 
Washington. That request was rejected by Washington because of Ethiopia's 
human rights record. Relations between Washington and Addis begani to 
improve beginning early 1990, due to political moderation by the Mengistu 
government and Ethiopia's support for the emigration of Ethiopian Jews to 
israel. 

The active U.S. role in Ethiopia could be traced in part to Washington's 
interest in the emigTation of Ethiopian Jews to Israel. While the United States 
has long expressed its concern about overall human rights conditions in 
Ethiopia, tl'e emigration of Ethiopian Jews has been the leading human rights 
priority in Etniopia for Washington. No issue has reached as high a level of 
attention in the Reagan and Bush Administrations as the Ethiopian Jews' 
emigration. Ethiopian delegations to Washington were able to get access to 
high level U.S. officiala because of U.S. interest on the emigration issue. 
Congress has also monitored the conditions of Ethiopitn Jews with considerable 
interest for many years. In 1986, Congress formed the Congressional Caucus for 
Ethiopian Jews primarily to promote the reunification of Ethiopian Jews with 
their families in Israel. The caucus has over 150 members. 

Humanitarian suffering in Ethiopia has also been a key issue over many 
years. The United States has repeatedly assisted Ethiopia, especiaily 
throughout the 1980s, during the country's deadly famines, which have been 
exacerbated by armed conflicts involving several resistance movements. In fiscal 
year 1990, the United States provided $71 million in food aid to Ethiopia. In 
repponse to the most recent famine threat, the United States has pledged to 
provide one-third of Ethiopia's total food needs. Despite U.S dislike of the 
Mengistu government, Washington did not shy away from assisting the people 
of Ethiopia including Ethiopians in rebel-controlled territories. The United 
States has refrained from offering military support to the various rebels in the 
country. The Marxist ideological positions of the major rebel groups in Ethiopia 
in the past have discouraged such support. Moreover, the United States has 
historically supported of a united Ethiopia. 

PAST U.S. ROLE IN MEDIATION 

Former President Jimmy Carter organized the first round of talks between 
the Mengistu government and the Eritrean resistance movement (the Eritrean 
Peoples' Liberation Front or EPLF) in Atlanta in September 1989. This led to 
a second round of negotiations, again under Carter's auspices, in Nairobi, 
Kenya, at the end of November 1989. In October 1990, a Washington initiative 
led to a meeting of representatives of the EPLF and the Mengistu government 
at the State Department. Peace talks between the Ethiopian government and 
the EPLF, which were mediated by Assistant Secretary of State Herman Cohen, 
on February 22-23 in Washington, ended with no significant breakthroughs, 
although both sides agreed to meet again. At tba end of the talks the State 
Department announced that there were "significant differences" between the two 
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warring parties, although both sides agreed on the need to end the decades old 
war by peaceful means. 

According to press reports and members of the Ethiopian delegation, the 
Ethiopian government proposed to grant Eritrea broader autonomy in which 
Eritreans could establish their own local governments. It also agreed to 
international guarantees for such an arrangement. The Eritrean delegation 
reportedly pressed for a referendum, to include the option of independence, to 
decide the future of Eritrea and in effect rejected the Ethiopian proposal. Prior 
to the talks in February, the State Department presented both the Ethiopian 
government and the EPLF a working paper that reportedly outlined a 
framework for peace talks. The working paper reportedly proposed a federal 
status for Eritrea with international guarantees and the creation of local 
Eritrean governments, followed by a referendum after several years. 

THE LONDON PEACE TALKS -. U.S. ROLE 

In May 1991, an agreement was reached to hold peace talks in London 
between the Ethiopian government and the EPLF, tho Tigray Peoples' 
Liberation Front (TPLF), and Oromo Liberation Front (OLF) to be mediated by 
the United States. Initially the talks were scheduled to take place on May 22, 
but were postponed at the rebels' request to May 28. The resistance forces 
allegedly sought to put more military pressure on the government to force its 
collapse. Whether or not the rebels intended to move into the capital, Addis 
Ababa, is uncertain. The London peace talks were compromised in large part 
by the military situaiion on the ground. The talks were intended to establish 
a transitional government and to pave the way for a democratic rule in Ethiopia. 
The proposed peace talks between the government and the rebels did not take 
place as intended; instead, Assistant Secretary of State Herman Cohen engaged 
in separate talks with the rebel representatives and the &overnment. According 
to some observers, the Ethiopian delegation and the OLF were in large part left 
out of mAjor decisions that led to the takeover of the capital. 

In the face of fighting within the military and growing concern as to the 
ability of the care-taker government to maintain law and order in the capital, 
Assistant Secretary of State Cohen anrounced that "in order to reduce 
uncertainties and elitinate tensions in the city, the U.S. Government 
recommends that the forces of the EPRDF enter the capital as soon as possible 
to stabilize the situation." This announcement came shortly after the acting 
President of Ethiopia stated that he had lost control of the military and declared 
a unilateral ceasefire. T'he London talks were also significant because of the 
U.S. announcement of support for a referendum and self-determination for 
Eritrea, shortly after the EPLF stated that it would establish its own 
provisional government in Eritrea. Mr. Cohen's statement, in effect, reversed 
long-standing U.S. policy over Eritrea by announcing that the United States 
would support the outcome of a referendum which would include the option of 
independence. 



CRS-4 

Soon after the United States endorsed the EPRDF takeover of the capital, 
the Ethiopian delegation announced that it would not take part in the London 
talks. The OLF also expressed its unhappiness with the U.S. decision on the 
ERDF takeover of Addis Ababa but indicated that it would participate in the 
proposed all party conference in July 1991. Many Ethiopians, including the large 
exile community in the United States and elsewhere, saw Washington's role in 
the London peace talks as a "sellout" and "betrayal" of the Ethiopian people. 
Some of the leading concerns expressed in a series of demonstrations in and 
outside Ethiopia include the possible fragmentation of Ethiopia along ethnic and 
regional lines and the uncertain political future of Ethiopia under the EPRDF. 
The Amharas, who have been the dominant group in Ethiopia until recently, are 
also concerned about the political future and safety of their people. 

Anti-U.S. demonstrations in Addis Ababa resulted in the death of at least 
ten protestors, while the Ethiopian exile community echoed the same anti-U.S. 
sentiments in several U.S. cities and European capitals. Lack of information or 
understanding of the U.S. role in recent weeks may have fueled the anti-U.S. 
protests. Those who support Cohen's actions maintain that the U.S. 
endorsement of the EPRDF takeover was morally and practically defensible, 
especially in light of the chaotic situation that prevailed in the capital a few 
days prior to the takeover. The driving force of U.S. thinking and policy has 
been to avoid anarchy and to avert other aituations comparable to recent chaos 
in the capitals of Liberia and Somalia. 

The United States explicitly conditioned its support for an EPRDF interim 
government on the establishment of a broad-based transitional government and 
a move towards democratic rule in Ethiopia. Washington's commitment to 
democratic rule in exchange for its cooperation has much to commend it, assert 
some observers. The general mistrust and dislike of the Tigrean-dominated 
EPRDF by some Ethiopians appears to have led to a reflexive condemnation of 
the United States, they argue. Ethiopians should remember, according to thia 
point of view, that the EPRDF is not the creation of Washington. Rather it is 
in considerable part the creation of years of repression by successive 
governments in Ethiopia. 

Washington's position in the current political equation is evolutionary and 
reactive in important respects. In an effort to minimize th- probability of more 
confrontations among the various ethnic-based groups, the United States will 
probably continue to exert pressure on the EPRDF to carry out the proposed 
transitional program. Washington's influence is well recognized even by 
Marxist-oriented EPRDF members, some of whom are thought to be waiting on 
the sideline to make their move againnt the more moderate elements. If 
Ethiopia is to avoid another round of violent confrontations, m=tny analysts 
believe, it will need to be an inclusive democracy. The United States is banking 
on the EPRDF promise to form a transitional government and hold elections 
within a year. Possible instruments of leverage include U.S. recognition and 
much needed economic aid for the new government in Ethiopia. Many observers 
urge caution because of EPRDF's past ideology and the undemocratic nature of 
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the organization. In any event, U.S. policy will depend heavily on EPRDF 
actions. 

The Eritrean question remains a contentious iwsue in Ethiopia and a 
difficult one for Washington. The territory's Red Sea location gives it some 
strategic importance, and the EPLF's relations with some Arab governments
could cause worry in Israel. U.S. policy concerning Eritrean separatism will no 
doubt take into consideration the potential economic and political implications
for Ethiopia of losing its coastal province, and the impact on independence
minded movements elsewhere in Africa. The political identity of Eritrea has 
been settled temporarily on the battlefield. But permanent peace for Eritrea 
may only come about through negotiations in which both the Ethiopian end 
Eritrean leaders address the concerns of the peoples of Eritrea and Ethiopia. 
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Ending War and Famine in the Horn of Africa
 
Through Grassroots Initiatives
 

by Sharon Pauling, BFW Policy Analyst 

In the midst ofa brutal uar,many 
Sudanese continue toflock to the town 
ofJuba,a government-controlledtown 
undersiege, seekingfood andsafety, 

Mrs. Toma Aboi, along witb five other 
women injuba, were determined to 
provide tbeirfamlieswitb an ade-
quate diet.Mrs. Aboi submitted a 
funding proposal to tbeAMUPE Proj. 
ect, a localgrassrootsself-help organi-
zation, to create a small enterprise. By 
selling groundnuts through a local 
business, the women believed they 
could improve theirstandard ofliving. 
Tbeproject was approted andfunded 
by the Trickle bp Program, an interna-
tional private organization, and at the 
end of three months eight women 
earned aprofit of $166-benefiting 16 
others in theirfamilies-and invested 
20percent into the burgeoning 
groundnuts business, 

According to the women, tbe project 
enabled them to meet their daily 
demands, particularlyforfood whicb 
is very expensive. Furthermore, they 
could afford better lealtb care, learned 
basic business skills, andfelt better 
about theirfuture. 

In Somalia, theHimilo Coopera. 
tir Society members harvestand 
market naturalgum 'esin, wbicb is 
used in medicine, cndengage in tra-
ditional livestock berding.Tbere are 
240 members, including30 displaced 
nomads and victims ofthe drought. By 
gettingfunding tbrougb theAfrican 
Development Foundation, a U.S.fund-
ing agency, they were able to strength-
en and upgrade tbeirgum resin bar-

vesting and marketing capacity. Coop-
ertive members have since established 
a reliable market outetfor theirpro-
duce which bas,in turn, increased 
livestock trading. Nomads who previ-
ously dependedprimarily on animal 
milkforfood can now sell their ani-
mals to purchase more variedfood 
provisions. With the increased income, 
the group helped rebabilitatefive 
abandoned reservoirs, thereby increas-
ing the auailability ofwater to livestock 
and trees in the surrounding area. The 
success ofthe gum resinharvesting 
alsoprovides an incentive toprotect 
the indigenoustrees producing the 
resin, thus reducing deforestation. 

These examples ofself-help initiatives 
in Sudan and Somalia are more than 
individualsuccessstories; they bold the 
key to reveming the cycle offamine 
and war in the Horn ofAfrica. 

*** 

Since 1985, war and famine have 

killed two million people in the Horn 
of Africa in Ethiopia, Somalia and 
Sudan and displaced another 14 mil-
lion people from their homes. At least 
16 million people are currently living 
on the brink of starvation and, wh 
millions of others, are trapped in a 
cycle of underdevelopment. 

In the Horn of Africa, there is a cri-

sis of devastating proportions from 
declining food security for local con
sumers, deforestation, soil erosion,
desertification, over grazing, poor 

management of land and water 
resources leaving the environment 
unable to sustain growing populations, 
illiteracy, health problems and over
centralized and unrepresentative politi
cal systems. 

To end the crisis, the entire interna
tional community must join in promot
ing grassroots development initiatives 
in this war-tom and famine-plagued 
region. Why do we need this 
response? First, war is so widespread 
and costly in Horn countries that 
sound national development strategies 
are not effectively pursued by govern
ments, although people at the local 
level are continuing to pursue devel
opment. Second, lasting peace based 
on equitable, participatory and envi
ronmentaly sound development can
not simply be negotiated from the top 
down, but must be built from the bot
tom up. Third, the crisis is of such 
magnitude that without prompt action 
supporting local efforts to stabilize the 
enviror-ent and carry out other 
essential development activities, such 
as agricultural production, water 
resource management, reforestation 
and education, reverskig the decline 
may be impossible. 

The causes of war, famine and 
udetdevelopment are all rooted in 
inequitable control over resources and 
decision making. This paper will 
address the much neFlkx ldrole of 



grassroots and indigenous nongovem-
mental organizations. The paper will 
present an alternative to the top down 
and usually inequitable approach to 
addressing famine, war and sustain-
able development in that region. (For 
a description of the conflicts in the 
Horn of Africa and a broader discus-
sion of their causes, see BFW back-
ground paper No. 118.) 

The Case for a New Model 
For too long, international donors 

and governments in the Horn of Africa 
have overlooked grassroots and 
indigenous nongovernmental organi-
zations, despite these organizations' 
legitimacy as local agents of develop-
ment, relief and rehabilitation in the 
war- and drought-ravaged communi-
ties they serve. In many instances this 
neglect has undermined the formation 
of grassroots institutions, and thus 
impeded the overall development pro-
cess. On the other hand, this neglect 
has sometimes given them autonomy 
to emerge, grow and define their 
issues, and work with constituents. In 
recent years, international organiza-
tions such as OXFAM America and 
Save the Children Federation have 
come to recognize the crucial role 
grassroots organizations play in sus-
taining development efforts. Some 
have demonstrated this by channeling 
funds to existing grassroots organiza-
tions and supporting the emergence of 
others. 

"Development is not just a matter of 
producing food and building houses," 
cautions Paolos Tesfagiorgis, former 
chairman of the Eritrean Relief Associ-
ation (ERA), an indigenous non-
governmental organization working in 
apposition-controiled Eritrea. Paolos 
goes on to say that "development is a 
ong-term and gradual process in 
'hich people participating through 

heir groups and communities are 
mpowered to determine their needs, 
mplement programs, and decide how 
Dcontrol their environment." Paolos 

says his group can only be effective if 
people are taking part in activities 
through peasants, youth and womens' 
associations, 

In Ethicpia, Somalia and Sudan, suc-
cessive regimes have made economic 
ahd political decisions through highly 
centralized processes that have largely 
benefited a small segment of the pop-
ulation, such as the military, large 
landholders, investors and merchants. 
Contrary to claims of the successive 
governments in power, the vast major-
ity of the people, especially women, 
small-scale farmers, pastoralists, land-
less people, and the urban poor, are 
not represented in policy decisions 
and receive few benefits. The impact 
of these decisions has led the majority
of people to oppose the governments, 
To suppress protests, the governments 
have used force and committed human 
rights abuses, such as killing and deten-
tion. The result is further alienation and 
political instability, 

The Horn needs alternatives to these 
centralized economies and govern-
ment-controlled development process-
es. At the International Coiference on 
Popular Participation (Arusha, Tanza-
nia, 1990), Hassan A. Sunmonu, secre-

tary-general of the Organization of 

African Trade Union Unity said, "In 

order to bring about recovery and
 
development..., there is the essential 
need to involve the participation of 
the people, the workers, trade unions 
and other grassroots organizations in 
all aspects of planning, implementa-
tion, management and monitoring of 
development programs." Strengthening 

the capacity of existing and emerging 

nongovernmental organizations to 

meet this need for participation is a 
prerequisite to development and 
peace in the Horn of Africa. 

The Growth of Indigenous NGOs 
There exists at the local level in the 

Horn of AL.ica the experience, exper-
tise and capacity to carry out relief and 
recovery activities. 

In Somalia, prior to the colonial era 
(1886-1960), indigenous institutions 
and leadership provided management 
of agricultural and grazing resources. 
Crop rotation, pasture management, 
food storage and water allocation 
were the responsibility of local 
sheikhs, herdsmen and elders. During 
the colonial era in Suchn and Somalia 
(late 1800s to mid 1950s), indigenous 
institutions were virtually destroyed as 
centralized institutions, designed to 
assure European control over the 
nations' wealth, were substituted in 
their places. The colonial structures 
were retained after independence. 

For centuries, people in Ethiopia 
have acted together to pool skills, 
knowledge and resources for the good
of the community as a whole. 

Indigenous nongovernmental orga
nizations began emerging in the 1960s 
and 1970s throughout the Horn. Many 
formed in response to the recurring 
famines, wars and drought. In some 
cases these local groups emerged to 
fill the gaps created b,- the initiatives 
of governments and donor agencies. 
While these NGOs vary in services 
provided in both government- and 
opposition-controlled areas of Horn 
countries, they all share the fo~lowing 
strengths: 

eThey provide vehicles for people
led development where strategies 
are conceived and implemented by 
local people--the key to decentral
izing the decision-making process. 

-They are often engaged in a more 
self reliant, participatory and cost 
effective development process than 
government dpartments or outside 
donor agencies. 

-They act as points of communica
tion between the government,
 
donor agencies and the target
 
community.
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In Sudan, one such organization is 
Sudanald, the relief and development 
arm of the Sudan Bishops' Conference, 
which was formed in 1972. In 1985, 
Sudanaid was among the first agencies 
to call attention to the growing food 
shortages in southern Sudan. Along 
with the Sudan Council of Churches, 
an ecumenical organization, it estab-
lished local relief camp committees in 
the Khartoum area in the North that 
would later become relief arms. 
Sudanaid had traditionally supported 
both development and relief projects 
proposed by local leaders of grass-
roots organizations throughout Sudan. 

The recent crises have forced the 
organization to devote more resources 
to relief activities, but not to the com-
plece exclusion of development proj-
ects. Nutritonal monitoring, food, 
blankets, medicine, vehicles and spare 
parts distribution comprise much of 
the activity. Thousands who fled the 
South seeking some normality for their 
children depend on Sudanaid's child 
and adult education centers operating 
in the Khartoum region. 

The New Sudan Council of 
Churches was founded by two 
Sudanese Catholic and Episcopal bish-
ops to address the needs of civilians in 
the opposition-controlled southern 
provinces of Equatoria and Upper 
Nile. The Sudan Council of Church-
es, by political necessity, limits its 
activities to government-controHed 
areas. 

The Sudan Council of Voluntary 
Agencies is a consortium of indige-
nous groups including the Family 
Planning Assocdaf. 'i, Child and 
Mother Care Society, and the 
Sudanese Society for the Protection 
of the Environment. These group i 
carry out activities in health care, 
women's development and leadership, 
and environmental restoration. 

The Islamic African Relief Agency 
(LARA) and the Sudanese Red Cres-
cent Society have earned good repu-
tations for their work in providing ser-

vices in maternal and child health as 
well as for their relief and support 
activities to displao.cl people through-
out government-ccntrlled Sudan. 

The Sudan Reref and Rehabilta-
ton Association (5RRA) is working 
to meet food nec2s and achieve self-
sufficiency for tie millions of people 
living in the oposition-controlled 
South, many of whom have been dis-
placed by the war. Hundreds of thou-
sands of children have lost seven years 
of school; fatal diseases are prevalent 
in rural areas where health care work-
ers are few. To meet the challenge, 
SRRA local committees have devel- 
oped plans for literacy programs, pri-
mary health care and elementary 
forms of water management. 

The Eritrean Relief Association 
has an excellent record of providing 
relief services as well as carrying out 
development activities in Eritrea and 
ranks as one of the most independent 
nongovernmental organizations. ERA 
welcomes partnerships based on 
respect for local knowledge and par-
ticipation in decision making. For 
example, ERA, in partnership with the 
Eritrea Inter-Agency Consortium 
(EIAC), a European based group of 
humanitarian agencies, is implement-
ing the Water Supply Development 
Program to provide a secure, adequate 
and safe supply of water..In 1989 
more than 30 borehole wells were 
drilled to provide thousands of people 
access to safe water. Cisterns, animal 
troughs and subsurface dams were 
also constructed. The development of 
local capacity to manufacture hand 
pumps for the growing numhe: of 
wells is stressed. This reduces depen-
dence on imported technology that is 
more expensive, subject to delivery 
delays, and not as suitable to the spe-
cific conditions in Eritrea. 

The Relief Society of Tigray 
(REST) coordinates relief, rehabilita-
tion and development programs in 
opposition-controlled Tigray and 
works with refugees in Sudan. One 

REST worker says that "despite the 
tasks confronting us, our people have 
made significant progress in address
ing many of the problems. Through 
the Baitos, or village committees, we 
have discussions that have enabled the 
people to identify the problems, find 
solutions and set priorities. Projects 
implemented are the result of people 
determined to work toward overcom
ing the difficulties brought on by war 
and drought. We are carrying out a 
variety of projects designed to help 
each farmer to produce more food. 
These include providing locally grown 
seeds and locally made tools, training, 
conserving water and preserving the 
soil and remaining forests." 

The Ethiopian Catholic Secretari
at (ECS) uses local parishes and mis
sions to operate schools, clinics and 
social welfare centers in government
controlled Ethiopia. It operates 58 
medical institutions that provide cura
tive and preventive medical programs 
as well as feeding programs for the 
malnourished. Under the umbrella of 
the Joint Relief Partnership, ECS works 
with the Ethiopiaa Evangelical Church 
Mekane Yesus, the Ethiopian Ortho
dox Church, Catholic Relief Services 
and Lutheran World Federation to dis
tribute food to more than one million 
people and construct water dams 
needed to provide irrigation water for 
farmers. 

The Somali Relief and Rehabllita
don Association (SORRA) is working 
primarily in the opposition-controlled 
areas of northern Somalia. It is work
ing to assist people displaced by war 
by providing emergency health care, 
food distribution, education and ani
mal husbandry. 

The Role of the United States 
The United States has a poor record 

of encouraging the role of grassroots 
groups in the region. Until recently, 
the United States has, however, been a 
major source of economic and military 
aid to the governments in power in 
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the region. Much of this assistance has 
propped up unpopular military 
regimes, rather than promoted peace 
and development, 

On the other hand, the United States 
has responded generously to recurrent 
famine in the region and recently has 
assisted people in all areas of the 
region by increasing its support to 
cross-border relief operations. But, fur-
ther improvement in U.S. policy is still 
needed if the United States wants to 
help end the wars and promote 
development, 

Tht,, -auses of war and famine are 
inextricably linked. Solving famine 
requires ending war. Sending increas-
ing amounts of food aid to the Horn 
from famine to famine does not serve 
the long-term needs of the people. The 
interests of the United States to promote 
long-term stabiity and development are 
best served by providing resources that 
both help end the cycle of famine and 
address the causes of war. 

In 1990 the United States halted eco-
nomic and military aid to Somali: z'nd 
Sudan, a significant shift in U.S. policy. 

However, the failure of the United 
States to provide effective rehabilita-
tion and development assistance over 
the years has impeded grassroots 
efforts to help bring an end to wars 
and to the worst ravages of drought, 

Creating True Partnerships 
The United States must redefine its 

involvement in development initiatives 
in the Horn of Africa. Support for the 
activities of the poorest citizens and 
organizations in which they actively 
participate is essential. One sign of 
hope is an effort by the African Devel-
opment Foundation (ADF), a U.S. 
funding agency, and some private and 
voluntary organizations. These groups 
have formed equitable partnerships 
with grassroots communities in the 
Horn designed to serve human needs 
and local interests. 

ADF was established by the U.S. 
Congress to provide assistance to 
African communities where villagers 
and disadvantaged urban dwellers are 
the primary initiators, managers, par
ticipants and beneficiaries in self-heip 
development activities. ADF and U.S. 
PVOs who have successful partner
ships provide funds directly to grass
roots community groups to manage
 
and implement projects they have
 
designed; involve the organization or
 
community in the assessment of the
 
need for the project, the design of the 
project, and the control of the man
agement of-the project; and institution
alize local control. One example of a 
successful partnership was the ADF
funded effort of the Himilo Coopera
tive Society Project described in dhis 
paper. 

If the United States increased funds 
for development to ADF and U.S. pri
vate and voluntary organizations, they 
could expand their development activ
ities in the Horn. 

The United States Congress is con
sidering legislation that would increase 
United States funding to indigenous 

NGOs in the Horn through private and 
voluntary organizations and the 
African Development Foundation. 
These agencies would serve as con
duits for the aid because of their 
demonstrated effectiveness in assisting 
grassroots organizations and the com
munities they serve to help themselves 
and become self-reliant. 

As Jalal Abdel-Latif, former Africa 
Grants Manager of United Support of 
Artists for Africa, says, "support of 
local organizations is an important 
step in promoting the democratization 
of the development process by decen
tralizing he decisionmaking process 
and making women, small-scale farm
ers, and pastoralists responsible for 
their own advancement." 

BFWpolhcy anal)st Dianede Guzman and 
policy associateLauraJosepbcontributed 
research to tbispaper. 
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Thank you for the opportunity to testify today on behalf of the
 
Sierra Club and the Environmental Defense Fund to provide 
our assessment
 
of how the African and the Asian Development Banks are doing with regard
 
to protecting the environment. As many of the members of this panel
 
know first hand, the interest and concern expressed by the U.S. Treasury
 
Department and the development banks over the environmental quality of
 
the activities of the MDBs is directly due to the leadership this
 
subcommittee has provided since the early 1980's. 
As a result, more
 
attention is being paid, by some of the MDBs, 
to the environmental
 
problems associated with their lending practices.
 

In 1988, this subcommittee passed an amendment, sponsored by Rep.
 
Nancy Pelosi, to require the banks to provide environmental impact
 
assessments to the Treasury Department and members of the public, 120
 
days prior to the project coming before the Board of Executive Directors
 
for a vote. 
As you will recall, the law does not allow Treasury to
 
support the project if an EIA, or a comprehensive summary of the EIA, is
 
not provided in a timely fashion. Wisely, the law gives the banks two
 
years to adjust their policies and procedures. This coming December,
 
the Treasury Department will be obliged to vote against any project

which has a significant impact on the environment for uhich an EIA was
 
not prepared. The 120 day advance rule for the release of an EIA means
 
that any project coming before the Board of Executive Directors after
 
December 19th, 1991 will have 
to have a completed EIA available to the
 
Treasury Department and the public by the middle of August.
 

The primary question is this: are the Asian and African Banks
 
going to be able to comply with the EIA requirement? Of the four
 
development banks, the Asian and African Development Banks seem to be
 
having the most difficulty making preparations to meet the requirements 
.of .this law. 



AFRICAN DEVELOPMENT BANK:
 

Evidence suggests that the African Development Bank (AfDB) is in
 

far more dire straights, environmentally speaking, than the Asian Bank.
 

On August 23, 1990 Mr. Folsom wrote to the AfDB President, Mr. Babacar
 

N'Diaye urging the AfDB to hire, by June 1991, a least ten
 

"environmental experts to assist in the integration of environmental
 
considerations into all aspects of iLs lending activities."

2
 

The Sierra Club has been in touch with the Bank regarding its
 

effort to hire a director of its environmental division and has tried to
 

be helpful in getting the search process going. I am sorry to say that
 

the hiring process seems to have completely broken down at the most
 

preliminary stage of writing the job description for the environmental
 

director. That puts the AfDB in an even worse position than the Asian
 

Bank which is currently interviewinS applicants to fill its
 

environmental director position. As best we can tell, there is a
 

growing faction within the AfDB that is pressing for the environmental
 

director position to be filled by someone within the Bank, preferably a
 

technician, rather than someone who has an international reputation in
 

the environmental field, such as having held an important environmental
 

management position. We interpret this backing off as sign of growing
 

concern among some of the Bank staff that the hiring of a highly visible
 
environmentalist to run the department will get in the way of conducting
 
business as usual. Business as usual, of course, is what needs to
 

change and is the reason for the problems the Bank is currently
 

experiencing.
 

There are no indications, whatsoever, that the African Development
 

Bank can meet even the spirit of the EIA law any time soon. When the
 

Pelosi amendment was under consideration by this Subcommittee, I met
 

with President Babacar N'Diaye to discuss the problems the Bank might
 

have in meeting the requirements of the law. At that meeting Mr.
 

N'Diaye eirpressed strong support for the preparation of EIAs for their
 

projects and did not want the Congress to single his bank out in the
 

proposed law for special treatment. The Treasury Department has
 

repeatedly reminded the AfDB to live up to its commitments. The
 

Congress must do the same.
 

The severity of the environmental problems of the AfDB's lending
 

operations ccn be seen in the following three examples for which I would
 

like to submit the case studies for the hearing record. Our submissions
 

include: An article and correspondence between the Bank and the Sierra
 

Club regarding a Sawmill project in the Peoples Republic of Congo and
 

two case studies, prepared by the Environmental Defense Fund, regarding
 

a major road construction project which will open up intact rain forests
 

in Southeastern Cameroon to massive logging operations--an area
 

inhabited by several 10's of thousands of pygmies--and the Coastal Road
 

Project in Cote d'Ivoire which threatens to wipe out one the last
 

remaining blocks of rain forests in that country. I hope the members of
 

this Subcommittee will have the opportunity to read these reports
 

because they afford a clear picture of just how bad the environmental
 

management situation is within the Bank.
 

'. ibid. pg. 17. 



I will not take time to go over each of these projects in our
 
testimony, but do want to call your attention to the Cote d'Ivoire road
 
project as an example of gross environmental mismanagement at the AfDB.
 
When we met with President N'Diaye in September of 1989 to discuss the
 
Pelosi Amendment, Mr. N'Diaye called to my attention this proposed road
 
project, which would pass along the entire coast from Tabou (near the
 
border with Liberia) to Abidjan. Mr. N'Diaye told me that he was very
 
concerned about the environmental impacts this project would have on the
 
region's last remaining rainforest blocks. According to the EIAs
 
commissioned by the AfDB, the area encompasses about 10% of Cote
 
d'Ivoire's remaining elephant population. It also contains most of the
 
remaining pygmy hippopotamus population as well as numerous other
 
mammals and bird species.
 

I was 	told by Mr. N'Diaye that the building of the road would not
 
begin 	until the funds were found to reroute the road away from the most
 
critical wildlife areas. He added that additive funds were needed to
 
ensure that the road would be rerouted. While in Abidjan in November of
 
1990, 	Ms. Korinna Horta, of the Washington, D.C. office of the
 
Environmental Defense Fund, was told by officials within the
 
environmental unit of the Bank and the Ivoirien Ministry for
 
Agriculture, Waters and Forests 
(MINAGREEF) that road construction had
 
not begun because funding for the environmental protection measures had
 
not been located. In her report Ms. Horta notes that "a visit to the
 
field 	led to a surprising and disheartening discovery: Construction of
 
the road is fully underway and no measures to mitigate its impact have
 
been taken.... The Environmental Unit at the AfDB and representatives cf
 
the MINAGREEF in Abidjan were operating under the belief that no actual
 
construction of the road segment has begun, since none of the proposed

mitigation measures had been put in place ....Information gathered in the
 
region shows that no environmental protection measures are being
 
implemented."
 

To make matters even worse, reports Ms. Horta, the "AfDB's coastal
 
road project will have a direct impact on at least one of the forest
 
blocks which the World Bank's forestry sector loan seeks to protect, the
 
Dassiekro forest." Altered by EDF the World Bank sent its own mission
 
to Cote d"Ivoire... which confirmed EDF's report. As a result the World
 
Bank temporally suspended dispersement of it forestry sector loan. In
 
response, the AfDB asked the World Bank for a mitigation grant for the
 
road.
 

What is glaringly apparent from this episode is that the AfDB does
 
not have the capacity, and/or the political will, to ensure that the
 
conditions of its development loans are being properly carried out. In
 
an April 1991 letter to the Sierra Club from Mr. A. Sangowawa, Vice
 
President, Operations, South Region, AfDB tells us that the Bank adopted

"a set of general and specific sector environmental policies to guide it

in its lending operations. The main objectives of these policies are:
 

(a) to incorporate environmental considerations into the policy
 
formulation, project design and project implementation
 
*processes; and
 

(b) 	 to help Regional Member Countries improve their environment
 
and sustain their natural resources.
 



"Concerning forestry projects, the Bank will support such projects
 
only after, among other considerations, there has been an environmental
 
impact assessment and appropriate management plans have been developed."
 
However, there is no indication that the AfDB is willing to live up cc
 
its rhetoric. The most recent example is the AfDB's loan proposal for
 
the above mentioned road program in Cameroon which represents a clear
 
violation of the Bank's own envirormental policy paper.
 

Conclusion:
 

We urge the Subcommittee to focus this year on "putting teeth" in
 
the many good policy directives it has issued in previous years
 
regarding the MDBs and the environment. AfDB and ADB's Bank forestry
 
loans continue to support unsustainable logging programs and other loans
 
continue to finance industrial development and road construction in
 
virgin tropical forests. The Bank are moving far too slowly in
 
implementing the environmental reforms long sought by this Subcommittee.
 

This year, the Subcommittee should articulate in the replenishment
 
legislation, specific two-year targets in the areas of energy, forest
 
conservation, and environmental assessment. The Subcommittee should
 
press the Banks this year to develop action plans to meet these targets.
 
Bank management, at the urging of the Treasury Department, has already
 
made general commitments in these areas in the replenishment agreements.
 
The Subcommittee should put the Banks on notice that failure to meet
 
specific targets s~t out in mutually acceptable action plans, by the end
 
of the next replenishment period will affect subsequent funding levels.
 

We propose that the Subcommittee include the following to
year targets in this year's bill:
 

Forest Conservation -- Forestry loans should not directly or
 
ink^rectly support large-scale commercial logging in primary
 
forests unless management systems which maintain the ecological
 
functions of the natural forest and minimize impacts on biological
 
diversity have been demonstrated in practice. Bank loans should
 
not support mining, oil development, other industrial development,
 
or road construction in primary forests unless effective safeguards
 
to prevent forest destruction are already in place. All loans
 
affecting forest areas should give paramount importance to the
 
needs and rights of indigenous peoples and other long-term forest
 
inhabitants.
 

o Environmental Assessment -- The Banks should issue EIA guidelines
 
which contain explicit requirements for public access to draft and
 
final EIA documents and public participation in the EIA process,
 
including initial scoping sessions and opportunities for comment on
 
EIA documents, and the establishment of strict EIA requirements for
 
sector and structural'adjustment lending.
 

o 	Energy -- All energy loans should be based on "least-cost"
 
investment plans that consider a wide range of end-use
 
efficiency and renewable.energy options. To the extent
 
possible, "least-cost" planning should include environmental
 
costs of proposed energy developments. Loans for end-use
 
efficiency and non-conventional renewable energy should account for 
a substantial amount -- on the order of 25% -- of all energy, 
industry and transportation lending. 

We hope our comments and recommendations will be of value to you as
 
you continue your considerations for the replenishment of the African
 
and Asian Development Funds.
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INTERNATIONAL COALITION OF RELIEF ORGANIZATIONS AND CHURCHES CALLS 
ON UN, DONOR GOVERNMENTS TO RESPOND TO SUDAN FAMINE
 

BALTIMORE, May 31 -- Deeply concerned that thousands of lives

could be lost to hunger this year in the Sudan, a coalition of
international relief organizations representing 
five relief
 
agencies worldwide sent a 
letter to United Nations Secretary

General Javier Perez de Cuellar, calling upon him to intervene with

the government of the Sudan and donor governments to ensure that

adequate food aid is delivered to the people of Sudan, especially

to those in the south.
 

The coalition, the Licross/Volags Steering Committee for

Disasters, sent the letter asking the Secretary General 
to

"urgently intervene with the Government of the Sudan to ensure that

the principles of OLS are respected, and to alert all potential

donor governments to the immediate need for adequate food aid to
 
the Sudan, particularly the south."
 

Members of the Steering Committee that signed the letter
 
include Catholic Relief Services, Caritas Internationalis, Lutheran
 
World Federation, Oxfam and World Council of Churches.
 

A severe drought compounded by years of civil war have created

conditions for a famine of enormous 
proportions in the Sudan.

Predictions for numbers of people at risk range 
from 7 to 11
 
million people.
 

Logistical difficulties in the delivery of food aid have

compounded severe food shortages in government-controlled northern

Sudan. 
In southern Sudan, which is largely contolled by the rebel
 
army, the Sudan People's Liberationi Army (SPLA) and where 3 million
 
are at risk, the 
United Nations relief program operates under

Operation Lifeline Sudan II (OLS II) an agreement that guarantees

safety to relief operations and evenhanded deliveries of food aid
 
to both areas controlled by the rebels and by the government.
 

As of this date, ti-c government of Sudan has been reluctant
 
to facilitate OLS provisions, especially with regard to authorizing

adequate delivery of relief supplies to rebel-held areas, in turn

making donor governments wary of pledging relief commodities.
 

In March 1991, the United Nations appealed for 1.2 million
 

The Overseas Relief and Development Agency of the United States Catholic Conference 



metric tons of food aid. Only 50% of this requirement has been
 
pledged for the north and less than 20% for the south.
 

Steering Committee nerbers also plan to send letters to the
 
heads of state/governmeit of their respective countries,, asking
 
them to respond to the Secretary General's appeil for international
 
assistance to the Sudan.
 

CRS' pr.rim in Sudan
 

Catholic Relief Services, the -international relief and
 
development agency of the United States Catholic community, works
 
in southernmost Sudan, delivering relief commodities to war
displaced people in the SPLA-held areas of Torit in Eastern
 
Equatoria and Kaya in Western Equatoria, as well as the government
controlled garrison town of Juba. CRS is working with the Torit
 
Diocese and the SPLA's relief arm, the SRRA, to implement an
 
agricultural rehabilitation program serving approximatel 32,000
 
farm families in Eastern Equatoria. Additionally, CRS supports the
 
New Sudan Council of Churches in its effort to strciigthen its
 
ability to implement relief, rehabilitation and development
 
programs in southern Sudan.
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way to virgin rainforest. To-
day, the people of Mun
demba have another artery 
connecting them with the 
outside world: a red dirt road 
now winds its way through 
the mountain forest and 
down to the flatlands. 

The new road leads to the 
city of Douala, Cameroon's 
trade center and a base for 
conservationists, whose 
Range Rovers trail clouds of 
red dust as they trek back and 
forth over the mountains. 
Cameroon is in the midst of a 
fight to save its its natural z .'-.. 

heritage, and for once envi-
ronmentalists may be a step 

>ahead. The country is classed 
as one ofthe six most worthy .. 

of protection in Africa. It is 0 
ecologically rich, with savan- o 

' nahs, mangrove swamps, 
West Africa's highest moun- E 
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tains and fully a fourth of all Ruth Mallison, a British agronomist working to establish tree nurseries in the buffei 
mammal species on the con
tinent. 

fall goes well, the ancient coastal forests in Cameroon 
will survive and thrive as they always have,thankstoone 

ofthe worlds most successful raiforest project to date. The 
US$10 million plan, devised by the World Wide Fund for 

Nature and other organi-
zations, may ensure that 
Korup is spared the fate 
ofso many other tropical 
forests in the Congo 
Basin. 

The first and most 
important step has 

-. ,already been taken. A 
am core area of Korup hasbeen declared a national 

park, where commercial 
logging and hunting are 

OMforbidden. But sincemost of the damage to 

any rainforest iswreaked 
by poachers and land-
hungry farmers, the 
Korup Project has gone 

on to tackle the underlying problem of poverty itself. 
As the tribes have become integrated into the modem 

cash economy, the resources of the rainforest become 
increasingly tempting. It costs money to send children to 
school or to choose a health clinic over the village medicine 
man, and for many people the forest is an irresistable 
source of extra cash. 

Unlike other programs that have forcibly moved native 
populations in order to protect valuable rainforests, this 
one gives the people ofKorup economic incentives to leave 
their villages in the new park and move into adjoi aing agri
cultural "buffer" zones. There, ,,.ning can be pursued far 
more profitably with the assistance ofagricultural advisory 
services. The zoies will also offer decent housing, schools 
and medical clinics. 

Roads and oridges are usually seen as the greatest threatto the rainfoiests. Somewhat surprisingly, they will con

sume halfof the Korup Project's budget. After two years of 
difficult negotiations, the Baro tr.be agreed to move out of
the forest if all-weather roads were built so farmers couldget theic produce to market before it spoils. 

%C, ameroon'sancientrainforests are part ofour global 
heritage," says University ofWisconsin researcher 

Dr. Stephen Gartlan, a driving force behind the Korup 
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Project. "If we don't do 
something soon, the forestry 
companies will move in." 
Gartlan, a stubborn English 
psychiatrist, came to Crme-
roon nearly 25 years ago to 
study the behavior of pri-
mates. He worked in Korup
for several years before meet-
ing Phil Agland, an English-

man who would become 
another Korup champion.
Together they produced the 
film Konip - An African Rain-
forest, which many regard as 
one of the best wildlife films 
ever made. 

w It dramatically focused.rld attention on the virgin
forest, which Gartlan and 

Agland proposed converting 
into a national park as the 
only immediate way of pro-
tecting it. The proposal was 
adopted by the conservation-

eoutside Korup. minded government of 
Cameroon in 1986. With fun-

ding from the British government and the European Com-
munity, WWF came up with a plan for Korup's preserva-
tion. The key was the creation of the agricultural buffer. 
. Based on the WWF proposal and other studies, the 

Korup Project was inaugurated last year with the blessings 
of Britain's Prince Charles, whose signature is proudly
displayed in the guest book at the project's headquarters. 
Despite funding difficulties, some major progress was 
reported in the first few months. 

Ruth Mallison, a British agronomist working on the 
project, is convinced that local villagers above all need 
economically sound methods of cultivation. "Ifwe can do 
that" she says, "farmers won't have to go in and burn rain 
forests in thf. search for even more land and firewood." 

Under her watchful eye, the first tree nurseries have been 
established in the buffer zone to produce fast-growing 
timber and fruit trees for everyday local needs. The trees 
have the added i enefit ofstabilizing the soil. Crop rotation 
has been introduced as well, while pla;ing a virus-resist-
ant cassava has increased yields of this dietary staple. 
Meanwhile, the fruiting cycles of the wild mango tree and 
other fruit and nut species have been speeded up. 

The natural chemistry of Korup has also received its 
share of attention. Cameroonian and international scien-
tists have now identified nearly 100 natural substances in 

the rainforest that may be useful in industry or medicine. 
Their distillation and marketing could raise local living
 
standards while underlining the enormous value of the
 
forest itself."In this sense the rainforest becomes a genetic
 
nursery," says one of the scientists. "But we have a good

deal to learn. Only a fraction of the plants in Korup have
 
been documented."
 

F he known facts about Korup are impressive. A quarterL of all monkey species in Africa find shelter under its 
great green canopy, along with 250 species of birds, more
 
than 400 types of trees and many rare fish.
 

Korup is quite simply a heaven on earth for biologists

and ecologists. But getting around in this jungle isn't easy.
 
After leaving Mundemba
 
we negotiate a shaky foot: It CostJ's mon i to
 
bridgeoverthe Ndian River
 
and follow a narrow path Send children to
through the dense veg
etation. Our guide, Ferdi- school or to chooi-e 
nand Waindah, strides
 
ahead of us in his plastic a health clinic
 
sandals. Grey parrotst
 
mutter and screech over- over the v
 
head and a million crickets
 
add to the cacophony. Medicine man, and 

The forest breathes. The
 
sweet scent of orchids is 
 for mfany people
almost nauseating in the 
extreme humidity and heat theforest is an 
- a heat so obtrusive that 
the instinctive reaction is to 1rresiStable source 
stretch out your hand and 
try to push it aside like a ofextra cash. 
curtain. This is not a favor
abieclimate forhumans,and some local people suffer from 
repeated attacks of sleeping sickness and malaria. 

Waindah, who grew up in Korup, doesn't know the name 
ofevery species, but he does know what the ,'arious fruits, 
leaves and roots can be used for. He eagerly asks ifwe are 
thirsty, and chops down a withered liana. It's filled with 
fresh water. 

"A herd of forest elephants was here yesterday," says 
Waindah, pointing to a narrow opening in the forest where 
the trees have been uprooted and hurled about. The ele
phants now seem to understand that humans are their 
enemy. A few months ago, a poacher was skewered on a 
tusk and then trampled to death. 

For us, the greatest danger comes from driver ants, who 
live in the hollow branches of trees. In this natural sym
biosis the ants protect the trees from other insects, but they 
are bad news indeed for humans. "One bite and you'll get a 
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high fever for three days," says Waindah, striding ahead
 
quickly.
 

Suddenly we hear something that sounds likeabedsheet
 
fluttering in the wind. A tropical hornbill, with heavy ' • . wk
 
flapping ofwings, cruises close to the forest canopy. It flies # ..
 
past aflock of red colobus monkeys hopping between the ;.
 
crowns ofthe trees. We can tell they are feasting on red nuts
 
by the shells that come cascading through the foliage.
 

In the great forest, time seems to stand still.
But the Korup Project leaders themselves are in a race 

against the clock. Even though Korup isa national park,
 
poaching continues unabated. Hunters offer meat to the
 
villagers in return for tips on the whereabouts ofelephants,
 
whose ivory tusks are still prized in many parts ofthe world.
 
Almest every day, armed guarL3 chase away intruders
 
from neighboring Nigeria, where the animal population
 

has been decimated by
"Cameroon'y hunters. 
"But of course you can't 

4.ancientrainforests throw up afence around 
nature and monitor it with
 

arepart ofour guards," says Gartlan, who
now manages the WWFI 

global heritage. If office inCameroon. On
 
his verandra, shielded by
 

we don'tdo some- huge hibiscus, he elabo
rates on the thought that
 

thingsoon, the the local population must
 
want to preserve their 

forestry companies forests. "And that will
 
happen when you take their
 

will move in.basic problem into con
sideration. Their basic
 

problem ispoverty."
 
The Korup Project has been criticized as aform ofeco

logical colonialism, with conservationists in spotless safari
 
suits protecting what they think is important. Europeans
 
and Americans have always assumed that their economic
 
power conveys a self-evident right to plan and carry out
 
their projects in Africa.
 

But Andrew Allo,aCameroonian civilservant who man

ages the project, rejects the criticism. "Environmental pro
tection isapost-industrial invention," he says, "and it's not es 
easy to explain to the farmer in the field." Allo points out 
that the project isajoint venture of the international com
munity and the government of Cameroon, with the stated devastated, where animals are exterminated and water 
goal of phasing out Western influence altogether. "Of dries up. Allo suggests that the Korup Project "can be a 
course, the white man knows what sort of mistakes have model forour neighborsandallthosewhowanttopreseive 
been made," he continues. "The -'hite man wants to assist. their rainforests while improving their living standards." 
What's wrong with that?" With that pragmatic spirit,WWF in Cameroon has start-

Cameroonians for the most part dont know what has edauniqueefforttocooperatewiththeforestrycompanies. 
happened in other African countrics where rainforests are The strategy is to develop renewable tropical forestry, 
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T4 Protests back home have forced the
r'. Dutch logging company Wijma to 

adopt new methods, but realities in 
the forest don't always agree with 

.r ,-instructions from the head office. 
_4! .FAOTO: TOMMY SVENSSON 

"4 ' Any attempt to protect Cameroon's 

rainforests must first attack the . 
,., 

"" ~country's main prollem: poverty. 
PHOTO: TOMMY SVENSSON 

-~A-C 

-

rather ,. . . ' .-I'... i- 

rahrthan prohibiting it. us brochures describing Wijma's environment program
For 23 years, the Dutch dompany Wijma has been that could have been written by Friends of the Earth. 

logging in West Africa. Noisy protests back home, includ- Wijma pays fees to a state-owned Cam eroonian company
ing local communities banning any c'nstruction using that plants trees in logged areas. 
tropical woods, have forced Wijma to adopt new methods. lNear the coastal village of Kibi, 300 kilometers from 
"We are t ""rying a Korup, Wijma workers are loading enormous logs for ship"' to log ecologically," says Chrktian Bertei, 
spokcsman at the company's offices in Yaounde. He shows ment to Europe and Japa,. Ed Tallice, the site foreman, is 

- ' ,9l 

\
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ascarred, Hemingway-inspired veteran ofthe Western pre
sence in Africa who says he knows how rainforests should
 
be cut and how blacks should be treated. His philosophy is
 
light-years away ftom that of his employers in Yaounde.
 

Tallice wants to demonstrate how fast his men can bring
 
down a tree. He selects a massive azobe, two meters in
 
diameter and 40 meters tall. Chain saws chew their way
 
through in five minutes, and the ground shudders as 50
 
tons oftimber crash down, leaving astump as big aroun-.as
 
akitchen table. The huge azobe has pulled other trees with
 
it, and there is a gaping hole in what minutes ago was a
 
green ceiling over our heads. If Tallice had followed the
 
procedures in Wijma's brochures, he would have felled the
 
surrounding trees first to minimize damage. But he says the
 
extra work is unnecessary. "The rainforest grows back any
way, it doesn't even need to be re-planted." He says that
 
if large sections of the tropical rainforest belt have been
 
devastated, it's the fault of poor farmers.
 

Ed Tallice personifies the transition perod that Came
roon is now going through.
 

"7Vewhite man He tells us about himself
 
over lunch in hi: bungalow.


knows whatsort He began as a h rge-scale
of logger,started his own com
o mistakes have pany inthe Congo, and 

went ban .rupt. Now his lastbeen made, and the job befo:e retirement is 
with a company that has its

white man wants own environmental policy. 
i a , He laughs at the irony and 

to a it. ats pours an ice-cold beer be
hind his mas,,,emahagonywrong with that?" bar. On asidetable, ababy 
elephant cranium serves as
 

a magazine rack for old copies of Paris Match. "I miss the
 
(Ad days,"he says. "Back in the fifties, everyone knew their
 
place, both Europeans and Africans. But I know my time
 
here is over."
 

The old and the new are colliding in other places in
 
Cameroon. Up on Mount Kilum in the north, the high-alti
tude rainforests are fast disappearing. But every now and
 
then, when the women have burned too much forest in
 
their quest for new farmland, the arboreal god Mabu turns
 
up, a frightening vision in his black ebony elephant mask.
 
On the border between forest and cultivated land he per
forms the threatening ju-ju dance, warning the women
 
away from the dark jungle.
 

In the rest ofCameroon, where the colonizers' imprint is
 
stronger, the old gods no longer command such respect.
 
Perhaps their role will be taken up by conservationists who
 
also want to protect the rainforest, albe;t with modern k 

methods. S 

Erika Bjerstr6m is an environment reporter with Dagens N
heter,Sweden's largest dailynewspaper
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U.S. POLICY
 

conference represents an opportunity 
to help fashion that new constitu
ency. 

Although the focus of the three-day 
meeting often seemed diffuse, the. 
final sessions offered the prospect
that the results could be concrete. A 
delegation of Congressional represen
tatives, led by House majority whipWilliam H. Gray II(D-PA), pledged 
to work for an additional $200 million

BIDIAn - The first African-African of conduct for US. companies in development assistance for AfricaA American Summit was one operating in South Africa. in the 1992 budget. In a speech to theman's dream, and many people "Africa is the forgotten'continent," conference, Gray also stressed a
thought, up until the last moment, Sullivan said in an interview. He said th~eme that had been largely absentthat he couldn't pull it off. Funding a broad, national campaign by from the public discussions - the was uncertain, confirmations of 
participation were slow to come 
in, and logistical problems
threatened to swamp the 
organizers eBut when the Reverend Leon 
H. Sullivan stood onstage in the 

Hotel Ivoire, hands upraised

and face streaming with tears, 

leading a chorus of "The Battle 
Hymn of the Republic" to the 
cheers o hundreds of delegates, 
few doubted that his vision had 
power. Ifsome of the African 
participants, raised inmore .noted 

formal cultures than their
American cousins, weren,.;"wholly at ease with all thewhrvol ty eaewieall ter-

fervor, they were ready, never-TransAfrica, 

theless, to welcome the intent.
"Ifblack Americans can =,the"oflacearianisuc e 
organize around an issue like 
debt relief," said Tanznia's 

depuy miistr 
Kinana, "itcould be of immense 
deputy foreign minister AdoutheAbdou..frein 
benefit to Africa." 

The occasion was a late-April
meeting in C6te d'Ivoire's 
cosmopolitan capital that drew T,.a| Hultman/Afuia News "Amajor goal of this meet
over 500 Americans as well as on utwAfc e "Amjrgaofhimefive African presidents, one Rev. Leon H. Sullivan rouses the Summit deleggies tvith ing," said Summit planningvice-president, and numerous apiea to build abridge for thefuture bet Africans 
vce idn t,ciand nr rou e and African Americans. 
cabinet officials from around the 
continent The Summit was conceived 
by Sullivan, a 68-year-old Baptist
minister and businessman who 
iounded a Philadelphia-based iob 
training program in 1964 and recently
established a foundation to encour-
age corporate and institutional 
involvement in developmer rojects,
primarily in Africa. In Africa " 
circles, he is perhaps best kno .,, for 
his "Sullivan Principles," a 1977 code 
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iTexas 
African Americans and other friends 
of Africa offers the only prospect for
putting Africa on the US. foreign 
policy agenda. 

C. ?.ayne Lucas, the president of 
Africare, a Washington, D.C.-based 
development agency, came to 
Abidjan because he agrees with that 
assessment. "Africa's future," he said, 
"is tied to building a strong African 
American constituency at bome. This 

widespread African movement 
r greater democracy and 

human rights. "Human rights 
must be in the forefront of our 
relationship," Gray said, "andti rnil utapyt l 
this principle must apply to all 

African diplomats at the 
conference seemed to have amixture of hope and skepticism 
about the outcome as they
interacted with delegates, many 
of whom were on their first 
visit to Africa. Some Africans 

that the attempt to build 

a voicp for Africa in the U.S. isalread oeing purst -, by 
groups like the Africa,, Ameri. 

and that 
, the eort ris a tnteffort requires a persistent

and patient commitment more 
than an emotional atharsis. But 
many said any new recruits tocause of raising Africa's 
the aeorasng afcsprofile are urgently needed, at a
tin-v, when the continent isfeeling increasingly bypassed inworld affairs. 

committee member Sheila 
Walker, from the University of 

at Austin, "is to involve 
African Americans on a much larger
and more institutionalized scale than 
ever before in the economic and 
social development of Africa." 

Sullivan told the conference, in a 
rousing final speech, that 35 million 
black Americans pay $70 billion a 
year in taxes, and that their purchas
ing power gives them further clout. 
International companles that don't 

Continued on page 18 



DEBT INITIATIVE 
Continuedfrompage 4 

pay fair plices for Africa's commodi
ties, he warned, may find their own 
products left on the shelves when 
blacks spend their money. 

Promising follow-up through a 
series of meetings and commissions, 
including a campaign to be taken to 
churches across the United States this 
fall, Sullivan said African Americans 
possess the power to force the grv
ernment to help Africa deal with its 
debt.Africans attending the meetin~g 

seemed in broad agreement that if the 
push to cancel the debt becomes , 
reality, the Summit could become ,he 
historically important event in 
African development that Sullivan 
imagined when he planned it. Even a 
lively public discussion of the issue in 
!he U.S., said one, could aid Africa's 
campaign for some form of debt relief 
that will enable its economies to 
escape what Sullivan called the
"millstone" around African necks, 

Although Africa's total debt is 
smaller than that of Latin America or 
Asia, and often gets slight attention in 
international discussions on the third 
world debt crisis, Africa carries a 
heavier debt burden in relation to the 
size of its economies. Latin America's 
debt, for example, is 60% of its gross 
percentage for sub-Saharan Africa i,;oe10.Ol fia aogal'hdomestic product, whereas the 

ihe 
world's regions, is expected to grow 
over 100%.Only Africa, among all 4

ito " 

-0 

Tami Hultman/Africa News 

NAACP PresidentBenjamin Hook gnee the presidentof Cdte d'voire,Felix Houphouet-

Boigny.
 

poorer during this decade, a prospect continent can create saall miracles. 
largely attributable to the weight of The Africare chapter in Chicago 
its debt. African diplomats and alone, he says, has already raised 
economists are united in the view $50,000 for child survival in Burkina 
that a lifting of the debt burden could Faso. And the NAACP, with 600,000 
dramatically transform Africa's members, is asking every chapter to 
prospects. plant trees in Africa, where deforesta-

But "unless African Americans are tion is among the most pressing 
truly organized," says Africare's C. environmental problems. 
Payne Lucas, "there's little hope that "This is a magic roment for Africa," 
Africa is going to get its share of Lucas says, "and Americans can help 
American foreign policy interest and I insure that the magic materializes." U 

bilateral aid." On the other , . a *-w,-
I ' d 1 . sihwieAeianAmericans in an alliance s V4hand, he says, African 

with white Americans 40 V t.a 
who care about the 4" 

4- -

Tam| Hula n/Afrca N awm Tanl Hutm n/Afrca News 

uardfor delegates. arrivingat thepresidential Traditiona dancer entrtainsat te presidential palac inAn elder stands as an honor Ya1.4.p.lae. 
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SUMMIT 

Amid Continent's Drama, 

A BUJA, mCERA - When Zambian stemming from pro-democracy
President Kenneth Kaunda was uprisings. More than a dozen others 

campaigning for his southera African have been forced to loosen their once-
nation's independence from Britain firm grip on power to accommodate 
during the early 1960s, Soumana demands for pluralism and account-
Sacko was the top student at Mopti ability, and several more stand on the 
Elementary School in the west brink of ouster. 
African nation of Mali. The stunning pace of change was 

The presence of both men at this evident in last-minute shuffles at the 
month's annual summit of the summit. Ethiopia's representatives
Organization of African Unity (OAU) were hurriedly switched, following 
was a metaphor for the dramatic the rapid collapse of the Ethiopian 
changes sweeping the continent. At government as the four-day confer-
the age of 66, after 26 years in office, ence convened. And Algerian For-
Kaunda is a remnant of the post- eign Minister Sid Ahmed Ghozali 
colonial generation whose largely was summoned home by President 
autocratic style has dominated Chadli Bendjedid, to become prime
African politics until recently. The minister and take charge of his 
40-year-old Sacko, a University of government's escalating confronta-
Pittsburgh-trained economist who tion with Islamic fundamentalists, 
became Mali's prime minister two Against that backdrop, this year's
months ago, represents the new OAU summit, meeting in the new 
technocrats whose ascendancy Nigerian federal capital of Abuja,
parallels the spread of pro-democ- drew the largest turnout in a decade. 
racy movements in Africa. Nigerian President Ibrahim 


Since the continent's leaders last Babangida, the incoming OAU 

assembled a year ago, nine of their chairman, sat the tone when he called 
number have been removed from for "a sincere embrace" of democracy
office by elections or by coups in his opening address. He said 

.' ' " 
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Africa News 
OAL leaders gatheredat "Africa Hall' in Abuja, Nigeria'snew federal capital. 
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African leaders should dismantle -all 
apparatus of unrepresentative 
power" by the end of the century. 

Three dozen heads of state and 
government attended the Abuja 
meeting personally, and all but three 
of the 51 member states sent delega
tions. The old guard, like Zambia's 
Kaunda and Mobutu Sese Seko of 
Zaire, both under fire at home from 
advocates of greater pluralism, sat 
alongside Mali's Sacko and the 
newly-elected Carlos Viega of Cape 
Verde. 

Some leaders attended despite their 
slipping hold on the reins of power. 
Cameroon's Paul Biya and 
Gnassingbd Eyad~ma of Togo calmly 
took their seats, even as protest 
strikes and demonstrations, demand
ing their resignations, brought 
normal life to a halt in both countries. 

he same concerns that are fueling 
Tthe push for more accountable 

government across the continent also 
dominated the agenda of the summit 
- how to attack Africa's crippling
economic crisis and end the wars that 
plague every region. 

The main order of business was the 
approval of a treaty establishing an 
African Economic Market, similar to 
the European Community. The treaty 
calls for the removal of barriers to 
inter-African trade and travel and the 
promotion of development through 
economic integration. The goal is to 
establish an Africa-wide economic 
union with a single currency, leading 
to a Pan-African Parliament with 

elected by "continental 
universal suffrage."

But the creation of a fu'lly-functioning structure is slated to take over 

three decades. After the treaty
signing ceremony, World BankPresident Barber Conable urged
Africa's leaders to take the necessary
next steps to make the far-reaching 

design a reality. 
Ugandan President Yoweri 

Museveni, the outgoing OAU chair
man who oversaw the drafting 
process, told his counterparts that 
integration offers the surest means 
for reversing what he called "Africa's 
dismal economic performance in the 
1980s." Small markets created by
inherited national borders present a 
major obstacle to growth and devel

1/
 



opment, he said. achieve during his one-year term as 
For the treaty to take effect, ratifica- organization chair. 

tion is required by two-thirds ef OAU But as the leaders moved towards 
member states, a goal Nigeria's union, they found themselves con-
Babangida said he will seek to fronted by countervailing pressures 

The African Economic Community -

Excerpts From the Treaty 
Objectives 

1.To promote economic, social and cultural development and the intea-
tion of African economies in order to increase economic self-reliance and 
promote an endogenous and self-sustained development; 

2. To establish, on a continental scale, a framework for the development, 
mobilization and utilization of the human and material resources of Africa in 
order to achieve a self-reliant development;. 

3. To promote cooperation in all fields of human endeavor in order to raise 
the standard of living of African peoples, and maintain and enhance economic 
stability, foster close and peaceful relations among member states and contrib-
ute to the progress, development and economic integration of the continent; 
and 

4. To coodinate and harmonize policies among existing and future economic 
communities in order to foster the gradual establishment of the Community.... 

The Community shall be established gradually In six stages of variable 
duration over a transitional period not exceeding 34 years. 

First Stage (not to exceed five years): 
Strengthening of :he existing regional structures [such as the Economic 

Community of West Africa (Ecowas) and the Southern African Development 
Coordinating Conference (SADCC)] and establishing them in regions where 
they do not exist. 

Second Stage (not more than eight years): 
Standardization of tariffs, customs, duties and internal taxes within regional 

communities; strengthening of regional and continental trade, agriculture, 
industry, transport and communication; and the harmonization of activities 
among the regional groupings. 

Third Stage (not greater than 10 years): 
At the level of the regional communities, establishing a Free Trade Area for 

intra-regional trade and a customs union for external trade. 

Fourth Stage (within two years): 
Harmonization of tariffs among the various regional groupings with a view 

towards adopting a common external tariff. 

Fifth Stage (not greater than four years) 
Adoption of co imon policies for agriculture, transport and communica-

tions, industry, energy and scientific research; harmonization of monetary, 
financial and fis.cal policies; the application of free movement of persons; and 
the establishment of budget procedures for the community. 

Sixth Stage (within five years): 
Consolidation of an African Common Market entailing free movement of 

people, goods, capital and services; establishment of a single market and a 
an-African Economic and Monetary Union, including a single African 

currency; creation of a Pan-African Parliament and election of its members by 
universal suffrage; establishment of African multinational enterprises in all 
sectors; and the creation of executive organs for the Community. 

towards greater divisions. Much of 
an eight-hour closed session on the 
third day of the summit was taken up 
with consideration of the regional 
conflicts that are responsible for so 
much of Africa's suffering and 
devastation. 

The OAU, from its founding in 
1963 has r the often 
irrational colonial boundaries and has 
upheld the"territorialintegrity"of 
member states so the leaders were 
quick to condemn the recent seces
sionist move in northern Somalia. A 
summit resolution calls upon the 
Somali National Movement to rescind 
its secession declaration and work for 
the unity of the country. The African 
leaders endorsed efforts by Egypt, 
Djibouti, Sudan and Uganda to 
convene a national reconciliation 
conference of all Somali parties to 
find a democratic solution to the 
conflict. 

The summit also established a five
nation committee, headed by 
Babangida, to work for the speedy 
establishment of a broad-based 
transitional administration in Eihio
pia. A three-person delegation 
representing the interim Ethiopian 
government, which tock power 
following seizure of the capital by 
rebels, assured the OAU that the new 
coalition is committed to the creation 
of a democratic Ethiopia. 

Fighting in the east African nation 
of Rwanda sparked some of the 
sharpest exchanges of the conference, 
participants reported. Rwandan 
President Juv6nal Habyarimana 
harshly accused Uganda's Museveni 
of backing last October's invasion of 
Rwanda by exiled government 
opponents, most of them members of 
the Ugandan National Army who 
helped bring Museveni to power. But 
Museveni denied the charge and 
pledged his cooperation for the five
nation mediation effort led by Zaire's 
Mobutu, which won summit endorse
ment as well. 

The summit also took decisive 
action aimed at resolving another 
conflict, the civil war in Liberia. That 
action came not in the form of a 
resolution or debate but from the 
decision to seat Acting President 
Amos Sawyer, leader of the interim 
government in Monrovia. A two-man 
delegation representing rebel leader 
Charles Taylor, which arrived in 
Lagos during the summit, was not 
allowed to come to Abuja to take part 
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in the deliberitions. 
Sawyer was welcomed with full 

honors, including a 21-gun salute and 
a police-escorted motorcade, and 
seated along with other government
chiefs at the conference. It was a 
diplomatic breakthrough for Sawyer's
administration, which controls the 
capital Monrovia while Taylor holds 
much of the rest of the country. Several 
other African governments are ex-
pected to follow Nigeria's lead and 
reopen their diplomatic missions in the 
countryo 


On the question of

South Africa, the 
leaders chose to 
reiterate previous
declarations linking
the removal of sanc-
tions to greater 
progress towards 
majority rule. How-
ever, in recognition of 
the erosion in sanc-
tions now taking place 
and the changes 
already underway in South Africa, 
the summit authorized Babangida, as 
OAU chairman, to initiate a review of 
this position when conditions warrant 
"readmitting South Africa into the 
international communit/' (see page 
13). 

The summit also agreed to endorse 
Babangida's call for a study of repara-
tions to repay Africa for damages
incurred from colonialism and slavery, 
The OAU is to establish a panel of 
"eminent" persons from Africa and the 

V• 
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African diaspora to examine the issue. 
"We need to carefully collect and 
record the evidence so that even the 
most unsympathetic judge will have to 
rule in favor of Africa," Babangida
said. 

Looking ahead to the election of a 
new United Nations secretary general 
later this fall, the leaders agreed it is 
time to have one of their own in the 
post. Addressing the assembly on 
opening day, Javier Perez de Cuellar,
the current UN chief who is leaving the 
job at the end of the year, said Africa 

Looking ahead to the election of a newUnited Nations secretarygeneral laterthis
fall, the leaders agreedit is time to have one of 

their own in the post. 

"deserves to be given a chance" when 
the selection is made. 

The leaders failed to agree on a 
single candidate, despite speculation
that Babangida was seeking to win 
endorsement for his old commanding 
officer, former head of state Olusegun
Obasanjo. Surumit participants said 
consensus was ruled out in advance by
fierce resistance to any Nigeria-led
effort from countries like Zimbabwe, 
who has a candidate of its own (see
Africa News, May 20, 1991). Instead, ,he 

J.-"e 
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leaders established a five-member 
committee of African United Nations 
ambassadors to screen potential 
candidates and coordinate the election 
effort. 

The leading contenders, in addition 
to Obasanjo, are Ghana's Kenneth 
Dadzie, a veteran United Nations 
official who heads ihe UN Confer
ence on Trade and Development 
(UNCTAD), Sierra Leone's James 
Jonah, the UN undersecretary
general for political affairs, and 
Zimbabwean Finance Minister 

Bernard Chidzero. 
Other well-known 
figures who have 
received mention 
are Olara Otunnu, a 
former Ugandan 
foreign minister 
who heads the 
International Peace 
Academy in New 
York, Senegalese 
President Abdou 
Diouf, and former 

foreign minister of Nigeria Joseph
Garba, who was president of the last 
session of the United Nations General 
Assembly. 

Pledging to wage "a vigorous
campaign" for Africa's candidature, 
Babangida said that by fielding several 
strong candidates the continent could 
enhance the chances that one would 
emerge with sufficient support from 
the permanent members of the Security 
Council, particularly the U.S., which 
dominate the selection process. 0 
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Africa News photos 
Taking their seats but undersiege at hme (-r): Presidents Mobutu Se.eSekoof Zaire, Paul Biya of Cameroon and GaassingbiEyadn ofTog. 
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WASHINGTON TIMES . CAMERON DUODO 
June 18, 1991 A s and Africa's 

military spenders
Athis year's summi! confer- side would like to feel strong at the 

ence of the Organization 
of African Unity held at 
Abuja, Nigeria, African 

heads of state put their signatures to 
adocument that commitstheir coun-
tries to establish an African Eco-
nomic Community within the next 
30 years s 

Their hope is that by turning the 
continent into a vast single market 
with trade preferences of the sort 
enjoyed by members of the Euro-
pean Community. African econo-
mies will take off and reduce the 
misery that is the lot of the majority 
of the continent's people today 

But instead of setting their sights 
too far into the next century, the 
heads of state should have taken a 
close look at a report just issued by 
the United Nations Development 
Program. The "Human Develop-
ment Report" shows that since the 
majority of African countries 
gained their independence in the 
1960s. they have been spending 
enormous sums of money on their 
armies. 

The result has been that their so-
cial services - education and health 
in particular- have deteriorated de-
plorably and their quality of life has 
sunk to levels that no one foresaw 30 
years ago. 

Whereas in Japan average life ex-
pectancy at birth is 78.6 years, it is 
only 42 n Sierra Leone and 435 in 
Guinea - both in West Africa. But 
whereas Japan spends only I per. 
cent of its GNP on the military, Si. 
erra Lieone's works out at 1.2 percent 
while Guinea's is 3 percent. 

Ironically, the African countries 
afflicted by the worst cases of 
drought and famine are also among 
the highest military spenders Ethi
opia,Mozambique, Sudan and Sonia-
Ia - counies in which about 20 
million people are in serious risk of 
dying from hunger - are all in the 
big military spending league. 

Became of its long - and eventu
ally futile - attempt to use arms to 
crush the rebellions in Tigre and 
Eritrea, Ethiopia has been spending 
8.8 percent of its GNP on defense, 
followed by Mozambique, 7 percent; 
Sudan, 5.9 percent, and Somalia, 4.4 
percent. 

Angola is the biggest spender of 
them all, however, with 12 percent of 
its GNP devoted to ihitry expend
iture. 

But fortunately, the situation 
there is likely to change rapidly for 
the better, because of the peace 
agreement currently in force be
tween the government of President 
Edouardo dos Santos' MPLA (Pop
ular Movement for the Uberation of 
Angola-Workers Party), and Jonas 
Savimbi's UNITA movement (Na
tional Union for the ital Indepen
dence of Angola). 

Poor Ethiopia, on the other hand, 
appears set to continue being sad
dIed with a huge arms bill, with the 
Ethiopian People's Revolutionary 
Democratic Front feeling the need 
toconsolidate its tenuous hold on Ad
dis Ababa. 

At the same time, Ethiopia will be 
entering into difficult negotiations 
with the elements in the country that 
have a tendency to secede, and each 

Cameron Duodo writes for the 
London Observer This article was 
disfribu'ed byScripps Howard News 
Service. 

negotiating table by having a lot of 
"military muscle" behind it. All of 
this means that arms merchants 
rather than food contrartors may be 
the people who will have the politi. 
cians' ears. 

Unlike other documents that 
emanate from the stables of interna
tional civil servants, the UNDP re
port does not pull punches in blam
ing Africa'spoor performance on its 
governments. Instead of merely 
lumping each country's national in
come together, dividing it by pop
ulation and ranking the country ac
cording to the result (GNP per 
capita), the UNDP has introduced a 
"human development index" that 
takes "longevity" of life, "knowl. 
edge" and -decent living standards" 
intoaccountindrawingupatableof 
nations. 

Its objective was to attempt to 
"reflect, if still too dimly, how eco
nomic growth translates into human 
well-wing" When such cnteria ar 
uwd, 14 African countries - An
gala. Benin, Congo, Cameroon, the 
Ivory Coast, Djibouti, Gabon, Gum
ea, Mauritania, Namibia, Senegal, 
Seychelles, Sierra Leone and Sudan 
- aredemoted noless than 20place 
downward 

The report comments: "IThese 
countriesi have considerable poten
tial to improve their human develop
ment levels - by spending their in
come better and planning their 
investment priorities more wisely" 

Inotherwords, Africancountries 
should learn to tell the arms dealers 
to get lost. 
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Foreign Investment in Asia Will Remain Strong
 
The economies of the Asia-Pacific 
 governments in the region to foreign inregion will continue to attract foreign 
 vestment and private sector development.'
investment in the 1990s, a group of 
 China will attractive to foreign
experts concluded during a meeting in 
 investors mostl, because of its huge
Honolulu, Hawaii March 26-28. 
 market and tremendous economic potential,
The meeting was cosponsored by the 
 the meeting's participants agreed.
Foreign Investment Advisory Service 
 Meanwhile, economies moving away from
(FIAS), the East-West Center, and the 
 central planning--such as Vietnam--are
United Nations DevelopLent Programme. 
 making progress in opening up to foreign
FIAS is managed jointly by the 
 investors. According to Boris Volic,
International Finance Corporation and the 
 FIAS program manager for Asia and the
Hultilateral Investment Guaran,:ee Agency. 
 Pacific, these countries still face the
According to Dale Weigel, mainager of 
 challenge of "developing and implementing
FIAS, "South Asia in particular will con-
 appropriate economic, regulatory, and
tinue to receive growing foreign direct 
 institutional policies and strategies to
Lnvestment flows because of the open eco-
 create an environment more conducAve to
iomic policies and favorable attitudes of 
 foreign direct investment.'M
 



*improvement of the production function 
D
". " . ' ..... by new technology or by greater reliance onthe international division of labor through the

Why Some Succeed 

5ho-ChiehTslng 

Success or Failure inEconomic Takeoff 

CIER. (Chung-Hua Insitution for Economic Research), 
Monograph Series, No. 26, 1989. Taipei, Taiwan,
Republic ofChina, 

.C.Tsiang addresses a fundamental question 
in economic development: why and how do 

some poor countries manage to take into 
sustained growth while others remain miredi 
poverty? The evidence of the Far Eastern 
Tigers provides essential clues. Professor 
Tsiang builds them into a simple but original
development model that he then applies to a 
widelpn odveloping countries. 
widerangakef hee p nt changcies,

Tsiang makes three important changes to 

Robert Solow's 1956 economic growth model. 
(1)He introduces a fixed quantity of natural 
resources as one element of the production 
function; (2) He makes population growth 
(and with it the supply of labor) a function ofthe real %age rate. At low levels of income, the ra oetreala geship Aotlves ie, rte
relationship is positive as the death rate 

declines with higher income. Beyond a certainpoint, however, the curve flattens out and mayeven start to decline. (3)le introduces a 


marginal propensity to save that rises with 
income, at least up to a certain income level. 

With these assumptions grafted onto a stun-
dard production function, takeoff is by no 
means assured. A poor country can be trapped 
in a low income equilibrium, with the real 
wage close to the subsistence level and not 
enough saving to produce a rising real wage
for a growing population. 

Such a country has four options to free itself 
from that trap: 

epopulation control; 
stimulauion of savings by propaganda or 

tax incentives; 

liberalization of foreign trade; andWon a temporary basis, the attraction of cap. 
ital from abroad through borrowing or foreignaid. 

The condition for self-sustained takeoff 
without reliance on foreign capital is fond to 
be a savirs rate in excess of'e capital/output
ratio times the rate of population growth.
Thus, for example, the economy of Taiwan had 

remained stagnant at an extremely low income 
level in the 1950s, with a savings rate of only 5 
percent. It took off in the 1960s as the saving; 
rate ro'e to 20 percent and higher-well in excess of a capital/output ratio of about two 

times the rate of population growth that fell 
below 3 percent. Taiwan relaxed controls overbank interest rates, allowing rates to rise above 
the inflation rate, and liberalized tade poli

leading to the development of exportinutesDaapsnedfr)raH g 
industrie Data presented for Korea, Hong
 
Kong arid Singapore show a broadly similar 
story.
 

By contrast, India and Thailzind are shownto hover around the tikeoff point without ever 
r a ro wth In hain d satvreaching spectacular growth. In Thailand, sav

ing did not rise steeply enough, and India suf.
frdfo aia/uptrtoo oro
 
mred o a c si ve e ais on capital
more due to an excessive emphasis on capital

intensive investment and insufficient reliance
 
on 
the benefits of foreign trade. (China's fail
ue to take off,at leas4until well into the 1980s. 
is attributed mainly to a capital/output ratio 
even worse than that of India.) For similar rea
sons, a number of Latin American countries, as 
well as the Philippines (all had reached takeoff 
speeds in the 1960s and 1970s) suffered rever
sals in the 1980s. The poor performance of 
Morocco and Tanzania is attributed mainly to 
inadequate savings ratios, kept low by the 
imposition of artificially low interest rates. 

S.C. Tsiang ispresident of CIER (Chung-Hua 
Institution for Economic Research), Taipei, 
Taiwan and a former professor of economics at 

Cornefr University. 
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REPORT ON CHINA 

CHINAS ECONOMY:
 
THE CASE FOR STRONG GROWIH
 

by Gregory C.Chow 

n late June 	1989, soon after the 
tragic event in Tiananmen 
Square, I predicted that China 

would enjoy an annual growth of 
real output 	of about 7.5% over the 
next decade. It is therefore reassur-
ing to read in China: Between Plan and Market 
(Wrld Bank Country Study, 1990) that "... the 
latent dynamism of [China's] productive sec-
tors will enable the economy to continue grow-
ing during the 1990s at rates (once the con-
tractionary policy is eased) that would be 
considered very respectable in most countries." 

This well-written and informative report was 
prepared by a mission headed by Shahid Yusuf 
that visited China in 1989. It discusses eco-
nomic trends since June 1989, the gov-
er'iment's policy intentions, medium term 
economic prospects, and the country's credit-
worthiness. It analyzes governmcnt proposals 
for further economic reforms and advances its 
own suggestions. A statistical annex provides 71 
pages of tables on many important aspects of 
the Chinese economy to 1989. 

In. reviewing the onset and govemment re-
sponse to the inflation crisis that preceded the 
Tiananmen Square events, the report recalls 
that in June 1988, the government announced 
plans for a major price reform to be imple-

mented in 	1989. Subsequently, in
flation worsened as consumers 
switched in some panic from finan

0. 	 cial into real assets, and prices that 
had been rising at annualized rates 
of 10-15% in early 1988 soared to 

rates approaching 80% by August (for a short 
period). The government postponed further 
[rice liberalization and adopted a series of sta
bilization measures, indcuding administrative 
guidelines to reduce 3tate investment, a con
tractionary monetary policy based mainly on 
the administrative allocation of credit, and di
rect controls on prices and marketing. 

These steps sharply cut the rate of inflation, 
and, together with curbs on imports of con
surner goods, reversed a trade imbalance of 
about $6.7 billion in the third quarter of 1989 
to a surplus of $4.54 billion in the first half of 
1990. Industrial growth fell throughout 1989, 
becoming negative in the last quarter, but then 
recovered, rising 2% in the first half of 1990. 
Urban unemployment worsened, reaching 
2.7% by the end of 1989, and over 5.5% in the 
first half of 1990. 

The report .ums up the short-term implica
tion of the events ofJune 1989 as: a somewhat 
lower growth rate; smaller trade and current 
deficits; -reater unemployment; the possibility 
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beh2.ior is likely to re- Political development is construction output 
main stable. Further- (5.9% of national in
more, its studV finds that important in its own right, come) perhaps one 
projections based on tenth of transportation 
reasonable assumptions but it is unlikely to have (3.9%) and six tenths of 
regarding macroeco- commerce (10.6%). 
nomic policies and dle much effect on the rate of Second, China is an 
continuation of reform eccnomic growth. open economy benefit

that certain reforms will be postponed for a 
longer time than was expected in May 1989; 
partial withdrawal of investors from OECD 
countries; a fall in tourist traffic from Western 
countries which has also forced a rescheduling 
of various hotel loans; and greatly reduced ac-
cess to the international capital market, which 
is now compelling China to seek trade and cur-
rent account surpluses to manage its external 
transactions. 

Nevertheless, the World Bink team con-
cludes that the country's growth as well as cx-
port potential are sub-
stantial and savings 

By and large, I agree with the descriptions 
and assessments of the World Bank study. What 
accounts, then, for "the latent dynamism" of 
China's productive sectors? 

First, almost 60% of China's national prod
uct is from market-oriented producers seeking 
profits, including almost all of agricultural 
products (32.1% of national income in 1989; 
see 1990 Statisti,al Yearbook of China, p. 37), 
about 35% of industrial output (47.5% of na
tional income) that is produced by private, 
rural collective and some urban collective and 

local government enter
prises, about half of 

s!%ow creditworthiness 
remaining secure over 
the 1990-1995 period. 

The number of applications for foreign di-
rect investment proposals fell after the events in 
June and, unless the earlier momentum is re-
gained, this could affect capital inflows for a 
few years. Foreign investors have made a major 
contribution to the development of services, oil 
exploration, and export-oriented rnanufactur-
ing industries, and the report underscores the 
importance to China's economic moderniza-
tion of the maintenance of these capital flow,. 

To revive interest among overseas investors, 
the authcrities have btgun leasing land for de-
velopmnt purposes for up to 70 years in the 
"open cities" and Special Economic Zones. The 

government has also enhanced incent ;es for 
Sino-foreign equity joint ventures. However, 
the World Bank study points up such continu-
ing difficulties as the time-consuming negotia-
tions that precede any agreement; the high 
charges for land use, en.-;gy and infrastruc-
ture; and difficulties with the enforcement of 
contracts under China's legal system. 

" ting from foreign trade, 
with the total value of 
its exports and imports 

accounting for 28% of its GDP in 1989. Third, 
foreign investment is an important driving 
force. 

Concerning foreign investment, I wrote in 
PrincetonAlumni Weekly (Sept. 1989, p. 17), that, 
"New foreign investment has slackened not be
cause of morality, but because investors are re
calculating their risks. As long as investors be
lieve that investment in China will be profitable 
and not unduly risky, they will continue to in
vest." This applies especially to the people in 
Hong Kong and Taiwan, even though they had 
a much stronger emotiona reaction to Tianan
men 3quare than others. Economic depen
dence (n China is stronger in these two lands 
tha_ elsewhere Using low-cost labor in China, 
manufacturers in Hong gong and Taiwan 'can 
compete effectively in the world market, so 
their entrepreneurs have powerful incentives to 
maintain their manu."icturing facilities in 
China avd to establish new ones. Invesunent 
and trade from oter Asian nations, including 
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Japan, South Korea, and Singapore, have been 
affected only slightly by the unrest. 

The pussible influence of Hong Kong invest-
ments on China's economic growth is summed 
up by a leading entrepreneur, Gordon Wu, who 
remarked in Hang Kong Business (January 1990, 
p. 4), "We can turn much of south and central 
China into a suburb of Hong Kong." 

My view of the economic prospects of China 
has remained unchanged since late June 1989, 
and my expectation is for an average annual 
growth rate of about 7.5%, a percentage point 
higher than the ,)vernmnt's new five-year 
plan goals. 

Worries are expressed about possible re-
newal of high inflation over the next several 
years, but I believe this is most unlikely. Infla-
tion, together with corruption, contributed 
greatly to the political unrest in 1989, and the 
government will therefore make the utmost ef-
fort to prevent its renewal, 

Direct controls, which Chiiaa has used effec-
tively to control inflation and would again if 
necessary, also have been used to help correct 
the trade imbalance. This has drawn criticism 
from trading partners, particularly the United 
States, where they have added fuel to the effort 
to remove most fdvored nation status. Such re-. 
taliation, I believe, could do little more than 

moderate the growth of Chinese exports over 
the coming years, since so many of them enter 
world markets through third countries. 

Many people continue to be concerned over 
political development in China. Political devel
opment is important in its own right, but it is 
unlikely to have much effect on the rate of eco
nomic growth in the 1990's. The rate of growth 
depends mainly on the nature of the existing 
economic institutions, which allow for substan
tial market oriented (including foreign) profit 
seeking activities to take place. These resilient 
economic institutions, solidified by the vested 
ir:erests of the rural, urban and especially 
coastal residents and bureaucrats who benefit 
from them, are unlikely to be seriously affected 
by foreseeable poliical changes. Attempts by 
central political authorities to achieve further 
econor' reforms, (;r even to move the eco
nomic system backwards, are unlikely to change 
significantly these economic institutions in the 
1990's. 

Dr. Chow is Class of 1913 Professor of Political 
Economy and Director of the Econometric Research 
Program at Princeton University. He is a past 
_jdvisor to China's Premier Zhao Ziyang andformer 
advisor to the chairman of the Economic Planning 
Council in Taiwan. 
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A Step toward Democracy:
 
The December 1989 Elections in Taiwan,
 
Republic of China 
By Martin L. Lasater 

This volume describesthe 1989 election 
results in Taiwan and assessesinternal 
conflicts over independenceanda continu-
ing threatfrom the mainland.A 
summaryof the book follows. 

On December 2, 1989, the Republic of 
China (ROC) on Taiwan held elections at 
the national, provincial, and local levels, 
Seven hundred twenty-two candidates 
competed for 293 legislative seats in what 
many considered an important test for 
democracy on Taiwan. For the first time 
since withdrawing to Taiwan following 
its 1949 defeat by the mainland Coin-
munists, the ruling Kuomintang party 
(KMT) competed for the right to govern 
with other major political parties. 

The elections were also the first since 
martial law was lifted in June 1987, the 
first since the legalization of new parties 
in February 1989, and the first in which 
a majority of the candidates were sele:'ted 
through party primaries. The number of 
seats contested was the largest since the 
1947 mainland elections, giving voters 
an opportunity to demoistrate their pre-
ferences under conditions most observers 
thought were fairer than previous 
electionm un Taiw an. 

Voter turnout was over 75 percent of 
registered voters. The KMT won about 
70 percent of the aeats and about 60 per. 

cent of the vote; ths-' Democratic Prog"es
sive party (DPP) won about 22 percent of 
the seats and 31 percent of the votes, with 
other parties splitting the remainder. 

But there were more fundamental is
sues involved. Over the past decade, Tai
wan's political environment has changed 
dramatically. The KMT has gradua!ly 
withdrawn as overseer of the island's pol
itical, economic, and social institutions, 
and its unifying role has been lessened. 
As a result, people on Taiwan are becom-
ing increasingly self-reliant and indepen
dent. Special interest groups-labor, 
students, farmers, business, even the 
homeless-are organizing to demand 
their rights. These groups have tried vari
ous tactics, including a limited use of vio
lence, to articulate their views and win 
services. 

To some extent the DPP has played a 
negative role in this process because of 
its highly visible confrontations with the 
KMT. It also scored its greatest success 
in local elections, however, and now gov
erns roughly half of the territory of Tai
wan and 35 percent of its population. 

Taiwan in Transition 

Taiwan is a classic example of a country 
making the difficult transition from an 
authoritarian regime to a democracy. All 
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the elements of hope and danger that 
such a transition entails can be found 
there, along with numerous conditions 
that are uniquely Chinese. 

One of the principal problems confront-
ing Taiwan is that democratization oc-
curred withoui there first being adequate 
legal and procedural mechanisms in 
place. Within a remarkably short, period 
'if time, President Chiang Ching-kuo 
lifted martial law, permitted the forma-
tion of opposition political parties, re-
moved restrictions on some forms of con-
tact with mainland China, and instituted 
reforms within the KMT and ROC gov-
ernment.But Taiwan needs a more robust 
legal and political framework if.'democracy
is to work efficiently, as many bureau-
crats still have not caught up with these 
reforms and subsequent events, 

Without question, the "wild cards" in 
Taiwan's politics are the DPP and other 
opposition partieh. If on the one hand 
these opposition groups decide to pursue 
their interests through legitimate chan-

nels, then democracy will flourish on 

Taiwan. On the other hand, if the DPP 

or other parties try to undermine Tai-

wan's political system as a shortcut to 

power, then a return to martial law or 

military intervention by the People's Re-

public of China (PRC) cannot be ruled 

out. 

The Debate over Independence 

Until 1987, it was illegal to promote 
Taiwan's independence. In that year the 
DPP held a number of demonstrations in 
support of Taiwan's "self-determination," 
a code word for independence. The sub-
sequent public debate, largely critical of 
the demonstrations, suggested that inde
pendence was still considered a danger-
ous idea by the majority of 'Taiwanese. 
And yet the idea may be more dormant 
than dead, despite the fact that differen-
ces between the mainlanders and the Ta-
wanese are fast disappearing because of 
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intermarriage, a common educational sys
tern, equal opportunities in public service, 
and over four decades of a common culture. 

By introducing democracy on Taiwan, 
the KMT has taken a great risk. Thought
ful party leaders must tesk themselves 
whether it is possible for any ruling party, 
after forty years of unchallenged power, 
to democratize and still preserve its lead. 
ing role tluough free elections. Many still 
believe the Republic of China must re
main under a form of political tutelage, 
with the ruling par.y directing the e-z!'
tion of democracy from the top down. For 
now, the ruling party has strong institu
tional advantages that most members do 
not want to give up. Yet there is recogni
tion that the KMT must reform if it is to 
appeal to voters. The election results may 
be a sign that the ruling party is not 
reforming fast enough. 

For its part, the DPP wants democracy 
to evolve from the bottom up, not the top
down. But if the DPP is serious about rul
ing Taiwan through democratic elections, 
it must act responsibly and appeal to 
mainstream voters. Since the KMT re
mains the ruling party, the DPP must 
cooperate with the KMT to solve the 
many immediate problems now facing 
the nation. 

Some party members view this as a 
practical step to ensure the party's future. 
Others prefer to disrupt the functions of 
the existing government to promote poli
cies that would result in an immediate 
change in the country's direction. If prob
lems persist in Tai,'n's transition to 
democracy, they will be largely attribut
able to the difficulty of finding a work
able compromise on the issue of 
reunification or independence. 

The Mainland Threat 

A critical variable in Taiwan's future is
 
the People's epublic of China. A demo
cratic Taiwan presents major problems
 
for the PRC, particularly if the issue of
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Taiwan's independenLe looms in impor-
tance to voters. The Communist govern-
ment in Beijing has said repeatedly that 
it will use force against Taiwan if the is
land declares independence, although Chi-
nese analysts say that Beijing lacks a pol
itical reason to attack Taiwan under 
current conditions. Still, as part of its 
deterrent strategy, the ROC government 
sends very clear signals to the PRC that 
it will not allow Taiwan to become 
independent, 

To the KMT, reunification of Taiwan 
with the mainland is a national goal. 
Party leaders often point out that Taiwan-
ese are ethnically Chinese and cannot 
leave the mainland as a separate coun-
try. As a practical matter, Taiwan is too 
close to the mainland to be independent, 
As many as 90 percent of the Taiwanese 
people, the ruling party claims, want 
eventual reunification under the 'ai-
w. i Experience." Less than 5 percent of 
the population are in favor of an independ-
ent Republic of Taiwan, although, the 
ruling party admits, few people actually 
support immediate or even near-term 
reunification. 

DPP spokesmen, in contrast, argue 
that laiwan's independence has become 
an issue because the people of Taiwan do 
not want to be part of the PRC. They 
point out that both the KMT and the Chi-
nese Communist party are controlled by 
mainlanders who pursue policies that pro-
mote mainland interests first. At a mini-
mum, the DPP wants a public discussion 
of this issue and then the opportunity for 
the Taiwanese to decide the future of Tai-
wan and its relationship with the 
mainland. 

Despite the fact that some KMT and 
DPP candidates were elected on platforms 
including a commitment to reunification 
or independence, both parties generally 
agree that Taiwan's future cannot be 
solved now. They also generally agree 
that the main efforts of the government 
should focus on improving the quality of 

life on Taiwan and guaranteeing the 
security of territories currently under the 
control of the ROC government. 

What Role for the United States? 

The future of Taiwan thus is as yet un
certain. But what can be said with some 
degree of confidence is that the DPP's suc
cess in the elections and the emergence 
of Taiwan's independence as a public pol
icy issue are potentially disruptive factors 
both in ROC-PRC relations and in U.S. 
relations with the two Chinese 
governments. 

Although the probability of U.S. sup
port for Taiwan's independence is small, 
given the likely adverse effect this would 
have on U.S.-PRC relations, that support 
should not be dismissed entirely, given 
the historical vacillation of U.S. policy 
toward China. 

It is precisely because ;f the sensitivity 
of the Taiwan issue that the United 
States has found its interests best served 
by a continuation of the status quo h, Lhe 
Taiwan Strait. Officially,.the United 
States supports a peaceful resolution of 
the Taiwan issue without prejudice as to 
whether Taiwan will be independent or 
reunited with mainland China. What 
matters to Washington is that the process 
of resolution be peaceful and supported 
by both Chinese governments. As the 
1989 elections demonstrated, however, 
the role of the Taiwanese people in this 
process is a consideration that will pro
baLby grow in the future as Taiwan 
becomes more democratic. 

The Democratic Future of Taiwan 

Given the entrenched strength of the 
KMT, the probability of the DPP or 
another opposition party gaining control 
of Taiwan appears small for the re
mainder of this century. Nonetheless, the 
emergence of the DPP and its promotion 
of self-determination have introduced a 
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degree of uncertainty in Taiwan's politics 
that makes the future difficult to predict. 

As in the case of Taiwan's economic 
"miracle," the 5"ndamental political 
changes under way on Taiwan generally 
serve U.S. political interests. Taiwan is 
rapidly becoming a democratic state; its 
observance of human rights is improving 
steadily. If the people of Taiwan can suc-
cessfully adopt the rules of democratic be-
havior, the country may well become a 
political as well as an economic model for 
mainland China and other developing 
countries. This would benefit the people 
of Taiwan, help moderate policies on main-
land China, and also advance U.S. inter-
ests in the Pacific over the next decade, 

It should be recognized, however, that 
a quiet political revolution is occurring 
on Taiwan. No longer willing to accept 
tutelage from the KMT, the Taiwanese 
are assuming control over their own 
destiny. 

This evolution in political conscious-
Less carries vast implications for the 
KMT, Taiwan, China, and the United 
States. At minimum, the people on Tai-
wan will demand and receive greater 
opportunity to debate the issues confront-
ing them. This will include open discus. 
sion of the pros and cons of Taiwan's inde-
pendence, reunification, or maintenance 
of the status quo in the Taiwan Strait. 

The PRC seems determined not to al
low Taiwan to become independent, but 
the December 1989 elections suggest that 
the potential flr the Taiwanese people to 

move in that direction is possible. Thus, 
the elections will likely be seen in Bei
jing as an indication that it will have to 
monitor events on Taiwan much more 
closely in the future. 

In terms of the Chinese goal of national 
reunification, the Tiananmen incident 
and the subsequent political crackdown 
in Beijing could not have come at a worse 
time. The people of Taiwan are unlikely 
to support Taiwan's reunification, even 
under peaceful conditions, with a govern
ment on the mainland pursuing policies 
so at odds with their own standards of 
legitimate political behavior. 

Indeed, from a historical perspective, 
the most significant casualty of Tianan
men Square may have been the possi
bility of Taiwan's reunification with the 
wrinland at an early date. Peaceful reuni
fication is still possible, but it will proba
bly require at least four conditions: an 
agreement by the KMT and Chinese Com
munist party on the timing and specifics 
of reunification; a consensus among Tai
wanese that their interests are best 
served by an association with mainland 
China; a return to economic, social, and 
political liberalization on the part of the 
PRC; and a credible U.S. commitment to 
a peaceful resolution of the Taiwan issue. 
Only the last of these existed as of the 
early 1990s. 

Martin L Lasater is president of th* Pacific 
council. 
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Statement 
Lawrence S. lagleburger 
I)eputy Secretary of State 

House Coimnittee on Foreign Affairs 
June 21, 1991 

V. CNLSO 

This is the second year in a row I have testified before
 

the Congressin support of the President's decision to renew
 

MFN status for China. I know that this is an issue of enormous
 

interest and controversy, and I anticipate probing questions
 

from those who do not agree with our position. But this debate
 

is a healthy one, because it shows the Chinese both how our
 

democracy works and how concerned we all are with the human
 

rights situation in that country.
 

Our concern with human rights in China and whether MFN
 

should be conditional on progress in that or other areas has
 

been a persistent issue for years. In 1979, the Congress posed
 

that very same issue to then Deputy Secretary of State Warren
 

Christopher, when he testified on behalf of the Carter
 

Administration in support of the trade agreement with China
 

that led to the granting of MFN. In response to that issue,
 

Deputy Secretary Christopher made the following statements:
 

"[T]his trade agreement does not imply an endorsement
 
of their [human rights] practices or endorsement of
 
their (human rights] policies .... It was not
 
conditioned on anything. There was no linkage, to use
 
that favorite word, in 1979 .... [Mie think that the
 
trade agreement stands on its own feet. It benefits
 
both countries. It was not part of a bargain but it
 
was certdikily part of the normalizing process which is
 
going on." 1/
 

I/ "United States-China Trade Agreement," hearings before
 
the Subcommittee on Trade of the House Committee on
 
Ways and Means, 96th Con4., 1st Sess., at 110, 115
 
(1979).
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These words ring as true today as they did 12 years ago.
 

MFN is not something to be turned on and off as reward or.
 

punishment for particular behavior. It is an underlying
 

structural component of the relationship -- as much in our
 

interest as that of the Chinese. It makes sense on its own
 

terms, especially when we are dealing with a country as
 

significant as China -- the hume of over one-fifth of the
 

world's population and a fellow permanent member of the United
 

Nations Security Council.
 

That does not mean that we can guarantee a fixed amount of
 

progress on human rights or other issues within a fixed time
 

frame. But we are confident that, over time, the forces of an
 

open economy and a free market will prove to be irresistible.
 

Our goal is to remain engaged over the long-term with China in
 

order to foster its return to the path of freedom.
 

As we assess our China policy, we need to keep a better
 

balance between our fascination with the China of the 197Gs and
 

today's mood of disappointment and hostility. Scholars of
 

U.S.-China relations have long noted the pendulum swings in
 

public attitudes toward China: the "good China" wartime ally;
 

the "bad China" of the Red guards and revolutionary repression.
 

In the real world, we need to steady ourselves and set a policy
 

that will be durable over time.
 

(. 
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Tiananmen was a political explosion ignited by a decade of
 

economic progress. The Government in Beijing contained that
 

explosion -- temporarily, we believe -- but it cannot shut off
 

the fuel which ignited it. How ironic it would be if we
 

ourselves tried to do just that by forsaking our best tool for
 

promoting China's economic opening to, and engagement with, the
 

outside world. Denying MFN would work against the forces of
 

economic change which themselves contain the seeds of eventual
 

political reform, and it would play into the hands of
 

hardliners who fear precisely such an outcome.
 

You might ask then why the Chinese hardliners do not seek
 

to end an economic opening which carries such political risks
 

and implications. Some of them would like to do that, of
 

course. But others gamble that China can participate in the
 

world economy, yet maintain indefinitely its antiquated and
 

repressive political system. We believe they are wrong. We
 

believe they will lose that gamble. But let us not make it
 

easy for them by removing the element of choice. Let us not,
 

by default, allow the hardliners to lead China back into an
 

historically familiar isolation from which no good will come.
 

Gao Xin, one of the last four hunger strikers in Tiananmen
 

Square, who spent six months in a Chinese prison, put it well
 

C,, 
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when he wrote recently in The Washington Post: "Cancelling MFN
 

would help the hardliners in what they have been unable to
 

achieve on their own -- reassertion of control over the
 

non-state and more progressive sectors of China's society and
 

economy."2,/ Put another way, withdrawal of MFN -- or even
 

temporary extension under conditions that might not be met -

would risk the gains we have made now and can make in the
 

future, and would punish the wrong people, both here and in
 

China. In the end, we ought to decide not on what will express
 

our outrage about human rights or other problems in China
 

today, but on what will continue to permit us to encourage the
 

process of reform in China tomorrow.
 

2/ The Washington Post, at A23 (June 4, 1991).
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TRADE 	 gious persecution and restrictions on 
emigration, reducing China's trade sur
efforts to control arms pr-oliferation. 

Mitchell's bill has 28 cosponsors in 

plus, and participating in internationalHouse Critics of Bush Policy 
Unite on China Tirade Bill the Senate, including two Republicans, 

P resident Bush's prospects for pre-
serving normal trade relations 

with China slipped further as key 
House Democrats agreed on legi3la-
tion that would impose high tariffs on 
Chinese imports beginning in 1992 un-
less Beijing accounts for and relcases 
prisoners arrested in Tiaranmen 
Square protests. 

The Democrats - Nancy Pelosi of 
California, Stephen J. Solarz of New 
York and Don J. Pease of Ohio 
oppose the Bush administration's re-
quest foi unconditional renewal of 
China's mos-.favore.1-nation (MFN) 
status, which provides for low, non-
discriminatoty tariffs on Chinese im-
ports. But the lawmakers disagreed 
about how tough a stance to take to-
ward Beijing. (Backgro:und, Weekly 
Report, pp. 1512, 1433) 

After negotiations the week of 
June 10, the three Democrats agreed 
to push legislation that would with-
draw China's MFN status a year from 
now unless Beijing discloses the fate of 
protesters unaccounted for since the 
1989 crackdown in the capital's 
Tiananmen Square and releases some 
of those arrested. 

Further, the bill would require
"overall progress" toward such goals as 
ending human rights violations, reli-
gious persecution, restrictions on press 
freedom, and harassment of Chinese 
students in the United States before 
China could receive MFN status in 1992. 

Facing one of the toughes.t fights of 
his piesidency, Bush has made a con-
certed appeal for a one-year, uncondi. 
tional extension of China's MFN sta-
tus. By joining together, Pelosi, Solarz 
and Pease hope to bolster their 
chances of winning a veto-proof mar.. 
gin when the House votes on their leg-
islation, probably in July. 

The compromise required Pelosi to 
accept a slight weakening of her bill. 
Solarz a..i, to a lesser extent, Pease, 
were uncomfortable with stringent 
conditions requiring Bush to certify 
that China had made specific improve- 
ments before he could retiew its trad-
ing status. But they accepted her re-
quirement concerning the Tiananmen 
Square protesters. 

By David S. Cloud 
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"It allows us to present a united 
front," said Pelosi. 

Majorities against Bush's position 
appear to be accumulating in both the 
House and Senate. Many lawmakers 
feei that Beijing has never been ade- 
quately punished for the 1989 crack-
down and that renewing MFN for an-
other year would send the wrong 
signal. 

If they can put together the votes 
to override a v-,to some members be-
lieve they can force Bush to accept 
conditions. If Bush can block the two-
thirds majority of the House and Sen-
ate needed to override, he can refuse 
to compromise. 

"Any conditions that are meaning- 
ful ... will lead to a cutoff of a rela-
tionship that we think is important," 
Deputy Secretary of State Lawrence 
S. Eagleburger told the House Ways 
and Means Committee in a hearing on 
June 12. 

Ways and Means must act by the 
end of the month on a resolution spon-
sored by Gerald B. H. Solomon, R-
N.Y., withdrawing China's MFN sta-
tus. The panel in considered likely to 
take up the revised Pelosi bill at that 
time. 

Stakes Highest in Senate 
To the administration, the revised 

Pelosi bill may look positively tame 
compared with the conditions that are 
being proposed in the Senate. Majority 
Leader George J. Mitchell, D-Maine, 
has introduced legislation that, in effect, 
would revoke MFN after six months. 

In general, where Pelosi's bill re-
quires "overall progress," Mitchell's 
measure lays out specific requirements 
that Beijing would have to meet to re-
tain MFN status. They include releas-
ing all political prisoners, ending reli-

Malcolm Wallop of Wyoming and 
Alfonse M. D'Amato of New York. 
Mitchell has said that a majohty of the 
Senate supports his b*ill; although he 
does not claim a veto-proof margin. 

If Bush prevails, he probably will 
do so in the Senate - either by seeing 
hi3 veto upheld or by working out ac
ceptable compromise conditions. 
Montana Democrat Max Baucus is 
pressing the administration to take 
punitive action of its own against 
China in order to mitigate the feeling 
among lawmakers that they must act. 

"If Congress is to extend China's 
MFN, we must see tangible evidence 
that the administration is taking ac
tion," said Baucus in a letter to Bush 
being circulated among other senators 
for signatures. 

Baucus calls for the administration 
to block loans to China by multilateral 
institutions, retaliate against China for 
its barriers to U.S. imports and use of 
prison labor, negotiate to prevent ex
port of China's ballistic missiles, and 
drop U.S. opposition to Taiwan becom
ing a signatory to the General Agree
ment on Tariffs and Trade (GATT). 

Baucus, chairman of the Finance 
Subcommi'tee on International Trade, 
shares the administration view that 
MFN is thn wrong tool to force changes 
in China's human rights policies. But 
the administration seems unlikely to 
adopt all his suggestions, particularly 
since it has taken some retaliatory 
steps against China in recent weeks. 

For example, the move that would 
most please conservatives in Congresa 
- dropping U.S. opposition to Taiwan 
joining the GATT - is unlikely, since, 
as Eagleburger put it, "there is no ques
tion that China would go ballistic." 

A crucial element will be the posi
tion taken by the chairmen of the two 
committees with jurisdiction over 
trade - Dan Rostenkowski, D-Ill., of 
House Ways and Means, and Lloyd 
Bentsen, D-Texas, of Senate Finance. 
It was Rostenkowski who urged Pelosi, 
Solarz and Peese to reach a compro
mise, and his blessing could speed the 
bill through the House. Bentsen met 
recently with Mitchell, and according 
to aides, promised that he would not 
bottle up Mitchell's bill in committee. 

But neither Rostenkowski nor 
Bentsen has taken a position on re
newing China's MFN status. 2 
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OPINION 

Bangladesh's Really Terrible Unfair Trade Practices 
.. 

By WUIlam H. Lash , 

ANGLADESH. with a per capita 
income of $150, is one of the 
world's poorest counties. The 

P.-ople of Bangladesh are annuall, %is-
tied b floods, csclones. and i.photms of 
irul%epic proportions - m,st menil%a 
storm claiming 125,000 hies. Still. 
Bangladesh brael fights on Indeed, 
despite its financial woes Bangladesh 
c(tributed to Operation Detert Storm 
b, setding a small detachment of troops 
to the Persian Gulf. 

As Bangladesh struggles to surise, 
how do Anricans thank them for their 
suppor and rew-ard their sleadlastness? 
Do we forgise their debts- Do we estzb-
lish net, businees there! No. Corporate 
Anierica and the protectionists hase chiP-
sen to repay Bangladesh b) attacking its 
fledgling eionum,, with allegations ofun-

fair trade practices, and threatening 
trade sanctions that would close US mar-kets to certan exports. 

At this point, een the most protec-
tionist corporate, political, or e(onomic 
obserser must pause and wonder what 
expori from Bangladesh could threaten 
or injure a LS indust r Surelh the L'S 
seni(oiducit-. steel, and automobile in-
dustries can withstand competition from 
Bangladesh, No, the Bangladeshi ate 
slittg cheap rags in the IS, and the vital 
area of ut tonom) under siege from 
these "'unfair practices is the crucial 
"shop towsel indus ;-." 
The US textile industr%asserts that 

ering to assert that the Bangladesh shop 
towel industry receives export subsidiesfrom the Bangladesh govertment which 
material) injure the US market. Fortu-
nately for Bangladesh, the 'S De-
pariment of Commerce has dismissed 
this claim, determining that the .02per-
cent export subsid% paid b Bangladesh 
to shop towel exporters is de mnuiput, 

Lnftrunatlh the US International 
Trade Commission continues to insesti-
gate whetber Bangladesh shop tovels are 
dumped in the LS. The allgedls 
dumped goods from Bangladesh in 1990 
represent a mere $2.46 million. Milliken 
is estimated to hae sales ofouer $2.5 bil-

Bangladeshi manufacturers of "indis- liot annualh. 

trial wiping cloths," nmre comnonln re- Should Milliken and the multi-billion-

ferred to 
as "shop tossels," dump these doillar textile izidusti) be threatened b% throws in the towel.
products in the L'S markets. This peti- Bangladesh's $2 million in shop towel
timn to the US International Trade Com. sales Milliken, the self-appointed team- U hWilhin H. Lath 11 teah., notwelumand
mission vas filed b% Milliken & Co. leader inproiecting the textile industr), bu.wtitn, trade, and (orpcate finenir at .St.Famil%-vontrol!ed. prisatels-held Mil- earlier fisught the same battle oer shop Lowo 'L',itiemiSdhasIofLnu'.Hepinwluq)liken huied the large Washington. DC- towels - triumphantih repulsing the on- srnfd ms(outtel to thech/aiman of theIL"sbased las firm of Wilmer, Culler & Pick. slaughi b%ihe industrial giant. Pakistan. Initnmtiona/ Tad, Co'nniioc. 

_'V' 

The textile indiustn ahead% has the 
protection of ih- NMulti-Fiber agl-r-tnent.which limits textile imports inti the LS. 
Thcsc textiles are produced in pon 
countries mail% of wlun atc faced %%ilh 
eco,iomic disastei. Textile saleslitn itep. 
resent one-quarter oflthe matulacitriing 
exports of less-deseloped c oniries. "i 
ameliorate the ecottttic harat caused b% 
these quotas, the US provides fireign aid 
to replate the resetue these nations htsv. 
In essence. the .'Sis gsing less desel
oped countries international sscllair t) 
leep ih'nt front woikttig. So mtch fo, 
the free market. h,is tittle fot lhe pitote. 
tionists to stop using the trade la s, t) 
bludgeon manufacturers in less desel
oped slates. Milliken should quirll 
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Abs trac-t 

This paper assesses the impact on the poor of the economic reforms
 

undertaken in Bangladesh under Fund-supported structural adjustment
 

programs. It finds that program-induced changes in production, employmient,
 

and incomes have benefitted the poor, while the adverse impact of program

induced price changes has been modest. However, as adjustment efforts are
 

intensified under the current structural adjustment program, more pronounced
 

short-term adverse effects might arise, requiring compensatory measures.
 

The paper reviews special assistance programs for the poor, including those
 

designed to mitigate the potential adverse effects of adjustment, noting
 

that improved targeting would yield sizable fiscal savings that could be
 

used for strengthening social programs.
 

Summary
 

The Government of Bangladesh has addressed the difficult challenge
 

of poverty reduction mainly by promoting economic growth through the
 

policies undertaken in its adjustment programs. Since the trickle-down
 

impact may not reach the poor in the short run and may altogether bypass
 

the most vulnerable groups, the Government has also put in place targeted
 

programs to assist such groups. The massive numbers of poor people and
 

the shortage of budgetary resources have, however, constrained the scope
 

of these efforts.
 

This paper assesses the impact on the poor of the economic reforms
 

implemented under Fund-supported structural adjustment programs. It
 

finds that structural measures have had a beneficial impact on the pro

duction, employment, and incomes of the poor, while the adverse impact
 

of program-induced price changes has been modest. Nevertheless, as
 

adjustment efforts are intensified under the ongoing program supported
 

by the Fund's enhanced structural adjustment facility (ESAF), more
 

pronounced short-term adverse effects might arise, requiring compensa

tory measures.
 

The paper also reviews special assistance programs for the poor,
 

noting that improved targeting would yield sizable fiscal savings that
 

could be used to augment these and other social programs.
 

The analysis concludes that the basic thrust of the Government's
 

strategy of poverty reduction is appropriate. Given the past emphasis
 

on ensuring national food security, the Government is now correctly
 

turning its nttention to improving the income-earning capacity of the
 

poor by focusing on human resource development. Measures are likely
 

to be needed, however, to compensate for the potential adverse effects
 

of certain relative price changes under the ESAF program. It will also 

be important to continue to strive for improved efficiency of targeted 

programs, with a greater role provided to nongoverrnental organizations. -7 
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FOREIGN AID 

House Votes To Tie India Aid
 
To Halt in Nuclear Arms
 

House and Senate authorization bills face veto
 
over family planning proposals
 

arred by law from receiving 
U.S. assistance, the government 
of Pakistan won a significant

symbolic victory June 13, when the 
House voted to slap stringent eco-
nomic sanctions on India, its chief ri-
val in South Asia. 

By a surprising 242-141 vote, the 
House approved an amendment from 
an unlikely alliance of lawmakers to 
prohibit U.S. aid for Indio. if it at-
tempts to increase its nuclear arsenal. 
By an equally lopsided vote of 151-
252 on June 12, lawmakers rejected 
efforts to lift similar conditions that 
already have led to a cutoff of aid to 
Pakistan. (Vote 155, p. 1616; vote 151, 
p. 1614) 

The votes came during House con-
sideration of a foreign aid measure 
(HR 2508) that would a,'thorize $12.4 
billion for fiscal 1992 and $13 billion 
for fiscal 1993. After working on the 
legislation for much of three days, 
lawmakers have only completed about 
half the bill and will take it up again 
during the week of June 17. 

Foreign aid also moved forward in 
the Senate during the week of June 10, 
as the Senate Foreign Relations Com-
mittee cleared an authorization mea-
sure on June 11 by a 17-2 vote. Both 
chambers' bills could be doomed: 
President Bush has pledged to veto 
them because they include provisions 
that would repeal U.S. policy on inter-
national family planning. 

The bills would overturn the so-
called Mexico City policy, which bars 
funding for any inernational family 
planning groups that "perform or ac-
tively promote abortion." 

Bush has sent a letter to Congress 
reiterating his threat to veto bills that 
alter abortion policy. (Letter,p. 1588) 

Even though the measures face se-
rious obstacles - no foreign aid nu-
thorization bill has been enacted since 
1985 - they are closely watched 

By Carroil J. Doherty 
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Bill: Fiscal 1992-93 foreign aid 
authorization. 

Latest action: House began 

debate on HR 2508 (H Rept 102-

96) on June 11. Senate Foreign 

Relations Committea approved 

its version, 17-2, June 11. 

Next likely action: House 

passage. 


Background: Both bills would 

fund ioternational family planning 

without abortion restrictions; 

House bill would extend 

sanctions en Pakistan's nuclear 

program to India. 

Reference: Weekly Report, pp. 

1523, 1390, 1304. 


worldwide as indicators of U.S. policy, 
In effect, lawmakers told India and 
Pakistan: Terminate your nuclear pro-
grams or risk losing U.S. assistance. 

The aid program for Pakistan was 
suspended last year when President 
Bush failed to certify that its govern-
ment did not have a nuclear weapon, 
as required under a 1985 amendment 
sponsored by Sen. Larry Pressler, R-
S.D. The administration had re-
quested $259.5 million for Pakistan in 
fiscal 1992. In talks with administra-
tion officials and members of Congress 
during the week of June 10, Pakistani 

officials expressed a willingness to 
work with other nations to stem re
gional nuclear proliferation. 

For India, which detonated its 
first nuclear device in 1974, the cost of 
continuing a nuclear program would 
be less steep even if the congressional 
restriction is enacted. The administra
tion requested $22 million in develop
ment aid for India in 1992; an addi
tional $77.6 million in food aid would 
not be affected. 

Many House members voted for 
both measures out of "a sense of fair
ness," said Robert J. Lagomarsino, R-
Calif. He cosponsored the amendment 
to make aid to India conditional with 
Charles Wilson, D-Texas, Pakistan's 
most tireless congressional supporter. 
Liberal Democrat Peter H. Kostmayer 
of Pennsylvania added language to 
slightly ease the conditions. 

But lawmakers had other motiva
tions as well. Supporters of Pakistan, 
stung by the resounding defeat of an 
amendment offered by Henry J. Hyde, 
R-IIl., which would have lifted restric
tions on aid to Islamabad, redoubled 
their lobbying efforts on the India 
amendment. The Lagornarsino-Wilson 
measure offered members the chance 
to hurt Pakistan's major adversary 
while offering support for regional 
non-proliferation. 

Moreover, many members believed 
that the bill either will not become law 
or the provision on India will be 
stripped during a House-Senate con
ference on foreign aid. The Foreign 
Relations Committee retained the 
Pressler amendment restricting aid to 
Pakistan while taking no action on In
dia. 

But Stephen J. Solarz, D-N.Y., a 
strong supporter of India, warned that 
the amendment could have an impact 
even if does not become law. The mea
sure is likely to be "seen in India as a 
[U.S.) tilt toward China," Solarz said. 
Chinese troops attacked India in 1962. 

Solarz suffered a rare foreign pol
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icy defeat when the India amendment here is that we can sustain a veto." provision has strong backing from 
was approved. Solarz "doesn't usually In the Senate Foreign Relations U.S. maritime interests and their sup
lose these kinds of things," Lagomar- Committee, the debate was only a pre- porters in Congress. Most Midwestern 
sino said. lude to what is likely to be a drawn- lawmakers, who fear that the provi

out floor battle over abortion. The sion could cut foreign grain ship-
Abortion Debate draft authorization bill approved by ments, oppose it. (Background, 1990 

The debate over India and Paki- the International Economic Policy Weekly Report, p. 2394) 
stan, while lively at times, had only a Subcommittee included a repeal of the The House defeated, 175-246, an 
fraction of the intensity of the wran- Mexico City policy, amendment from Doug Bereuter, R
gling over abortion and family plan- At the full comr.ittee markup on Neb., to strip the provision from the 
ning. Lawmakers in both chambers June 12, an amendment striking the authorization measure. In the Senate 
spent moie time on the issue than any provision, offered by ranking minority panel, Chairman Claiborne Pell, D
other single subject, reflecting the do- member Jesse Helms, R-N.C., was de- R.I., put the cargo-preference provi
mestic political ramifications of an is- feated, 6-13. sion in the bill with an amendment 
sue that also has dominated the House that was approved, 12-7. (House vote
 
committee markup of a foreign aid 150, p. 1614)

appropriations measure. (Abortion, p.
 
1586; appropriation, p. 1599) "There will be more fights Enactment Chances
 

Christopher H. Smith, R-N.J., led The administration, which already
anti-abortion forces in the House, tar- over abortion than in the last has objected to the large number of 
geting two provisions that had been three Congresses combined." earmarks and mandates in the House 
approved by the Foreign Affairs Com- bill, is likely to find the measure even 
mittee. He proposed stripping $20 -Rep. Vin Weber, R.Mlnn. less to its liking after the House com
million from the bill for the United pletes its work. 
Nations Population Fund because it Republicans have indicated that 
has been condemned for operating in they will offer amendments cutting off 
China, which has had a record of As in the House, the issue is likely U.S. aid for Jordan and placing tough
forced abortions. to dominate full Senate consideration conditions on any direct aid to the 

And he attempted to restore the of the measures authorizing and ap- Soviet Union. 
Mexico City policy, arguing that it had propriating foreign aid. Rep. Vin We- Managers of the House bill and 
not interfered with U.S. support for ber, R-Minn., said, "There will be members of the Foreign Relations 
family planning. "The United States more fights over abortion than in the Committee concede that if either of 
remains the leading donor of popula- last three Congresses combined." the current versions are cleared for the 
tion aid in the world," he said. president, they will be vetoed. But the 

Opponents of the Mexico City pol- Common Elements lawmakers are hopeful that passage of 
icy ettacked what they termed "an in- On most issues, the authorization even an administration-opposed bill
 
ternational gag rule" on abortion. Rep. bills moving through Congress are will give the process momentum. Then
 
John Porter, R-Ill., charged that the similar: the House and Senate legisla- a bill more acceptable to the president
 
policy prevents organizations from us- tion would cut the administration's re- could be crafted by a House-Senate
 
ing their own funds "to even tell a quest for military assistance generally conference committee.
 
woman she has the option of choosing and for Turkey in particular. To get to conference, however, the
 
an abortion." In addition, the two measures in- Senate will have to approve a bill. And
 

The rhetoric on both sides was clude proposals to control the spread that possibility appeared to grow less
 
emotional. Smith and Hyde described of weapons in the Middle East. likely when members of the Foreign
 
abortion procedures in graphic detail. The House bill, which may still be Relations Committee did not link the
 
Kostmayer, shouting at times during amended, calls for a moratorium on U.S. foreign aid authorization bill with a
 
his floor speech, said, "Let the presi- arms sales until another supplier nation bill authorizing State Department op
dent veto this hill. I hope he does. Let provides arms to a country in the region. erations for fiscal 1992-93. The State 
this be the election of 1992." The Senate bill includes a ban on new Department bill has, in the past, usu-

Kostmayer blocked Smith's effort to U.S. arms transfers for 60 days after the ally received more administration 
restore money for the U.N. fund by bill's enactment, unless the adminiitra- backing. (State Department,p. 1597)
offering a substitute amendment, which tion takes steps toward negotiating mul- Pell had initially predicted that the 
carried, 234-188. Then, a substitute by tilatera proliferation controls. panel would connect the bills, but his 
Howard L. Berman, D-Calif., overturn- The full House and the Senate panel belated attempt to do so as the markup
ing Smith's amendment to revive the have approved a provision - which also of the State authorization measure was 
Mexico City policy, was approved, 222- has triggered a veto threat - to require winding down was unsuccessful. 
200. (Votes 148, 149, p. 1614) that countries spend a percentage of An upbeat Sen. Mitch McConnell, 

Abortion rights activists were en their aid, equal to the amount of assis- R-Ky., who has taken a leading role in 
=couraged by the vote margins, notin, tanc-. they receive in cash transfers, to crafting the foreign aid measure as a 

that in 1990, Smith had won approvi buy U.S. goods and services, result of the panel's strengthened sub
for an amendment to the foreign aid For most countries to be exempt committee system, said in an inter
appropriations bill striking aid to the from the provision, half of the U.S. view that it "bodes well for the pro-
U.N. fund. (1990 Weekly Report, p. grain they receive would have to be cess" that the committee "handled the 
2077) shipped on "privately owned United bill with dispatch and with a mini-

But Smith said in an interview, States-flag commercial vessels." mum of the usual partisan bicker
"What we have proven in the end game The so-called cargo-preference ing." U 
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CLAUDIA WINKLER 

India's travail born of communal strife
 
hung over India's election 
campaign found terrible re-
alhzation in the death of 

Rajiv G Ih 

The sense of foreboding that 

Before a bomb explosion killed 
him' lesday at apolitical rally in the
southern state of 'imil Nadu, Mr. 
Gandhi had seemed likely to become 
the next prime minister. Yesterday, 
the stunned Congress leadership 
elected Mr. Gandhi's 43-year-old 
widow Soma, 3s ine new party pres.
ident. 

'Iimil militants are suspected in 
the blast, though none have claimed 
responsibility at this wnting While 
pnme minister front 1985 to 1989, 
Mr. Gandhi sent troops to nearby Sn 
Lanka to help quell "Itmfd m-nonty 
unrest. 

Sothis third assassinationofatop
Sottsthrdssastnaionfatp

national leader in India's postwar
history is probably another fruit of 
.communal" stnfe. In 1948. a Hind 
fanatic shot the great champion of 
independence and non-violence, 
Mohandas Gandhi. In 194, Prime 
Minister Indira Gandhi. Rajiv's 
mother, was killed by members of 
the separaust Sikh sect. 

11-agically, all three represented 
modem India's constitutional com
mitment to tolerance. Indira's father 
was Jawaharlal Nehru, who set the 
nation on its secular, socialist, demo
cratic course. 

Tibday, religious, ethnic and inter-
caste hatred fuels chronic violence
that dwarfs the American race riots 
-af the 19(Os. Hundreds and hun-
dreds of Indians are killed in unrest 
every year. About 2tOdied in the cur-
rent campaign and first days of vot-

Claudi Winkler is chiefeditorital 
wrilerfor Scripps Howard Newspa-
pers.
 

ing; the remaining days of voting
have been postponed. 

Such disorder corrodes confi
dence in government So do the eco
nomic ills that :nflame divt-tor. in 
society Potentially prosperous, In
dia is prisoner of an anto-Western 
ideology that drives it to shut out 
foreign investmenit a.d trade Cen
tral planning and tiendishly elabo
rate regulation stifle enterprise. As 
a result. India's growth has been pal
try by the standard of Asian neigh
bars like South Korea. Thailand and 
even Pakistan 

As in the Soviet Union. bureau
cratic control of economic life 
breeds corruption as well as Lneffi. 
ciency And, by keeping the country 
poor, a forestalls adequate invest
ment in education and health. 

Like the Soviet Union. India 
needs economic restructuring on
 
free-market lines. But itsonce proud
 
political system - the world's iarg-

est democracy - shows no sign of 

tpeofucndameaenta prols takle
 
the fundamental problems. Rajiv
 
Gandhi's murder comes after a suc
cession of weak prime ministers.
 

From this low point, then. matters
 
may only get worse.
 

India need&economic 
restructuring o
free-market lines. But 
its once pmudpoliticalsystem shows 
no sign ofproducing
leaders who will 
tackle the fundamentalproblems. 

il r 

' 
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Rajiv's Promises, India's Deferred Dreams 
By CLAtviA mRT byRjjiv's trail northern stale of Bihar, one of the tIhepeoplewidow, Itallan-born Soia Ga. dhl's turn toward thatgothim 

NEW DEUII-WithIhe Indian Ilagtor dhl. The Congress Party's nallua]alcoil. poorestInA country where incomes killed. He hadbeentaking bigrsk ftoraver. 
a ihroud. thebodyofRajiv Gandhi irs i milltee called an emergency nieting yes- ate just over 1200peryear. Typical of the weeks, wading throg crowds inwic S 
sile IIIthteIMNl.li that wasOre hometo terdiy in Mr. Gandhi's oldoffice at the Ialional cynicism about wasthe was WhenI Mr.politicians curtly unfpuQsble. aw 

andsit. of 
uendence, Jawahsarlal Nehru. Men and around the longteak table votedin scholar leaning on his bicycle Ina city Tal Mahal. Imidnighl last Thursday. the 
hisgrandlallir. thehero of Indian Iode- canpaign headqualers inDelhi. comment a young herbai mediclne Gandhi give a speech InAgra. borne ofthe 

ting 

women file bythe openflevl door in long Mrs. Gandhi as their newparty prei market. He would vote for the Hindu only bar to standing next to hit was that 
andseparale lines Some clutch garlands dent, Bharalsya Janata Party. "because the oth.members of Le audiencewerebrawling
of imalrigolds, brought toshow respecl. One That quick move may help quell the on. era have hadtheir chance and tailed." 
woman In a purple san holds thehandof certainly thai right now scares India. Bul In the Bihar countryside, the human 
her amallsonThey areall hurriedaloig
byarmedguards, who earier In the day
usedtear gs andbamboriotslicks to 
fightll offIiu idsOf "' ryrMourners who 
cane shouting to beallowed inside the 
highmetial gate.

Acrcss tte Indiantcapital, the streets 
are almost emply Theshopsare thut 
tered. OntheTimes of India i a getc h e t Ini s 4 lbuilding aniI. 
laminated signlashesthe news."Army to careoOno ttwh denowcra cccession. 
depl"oyedin many Delhi areas"Peop 
gather by the curt In small beenpostponed.troops. taBl with the remalling 60% ontheir eads Inthe 10tdeIree mmer 

reisatgnd reading copiae ofa Hindl eespa, of the 514million-member electorate re- heat This Isthedirect result ofsocilst 
perathit onpaueionedd bdpIayaI'is 


pilure taken just afterthe bomb blast that 
kil1ledi.eformer peisimininter endISby 
sanders at an elecion campaign rally
Tuesday night near thesouthern port city
ofMadras. "Do you know who did it," oeyoungn 

to know whodid It. soweoa hurt the 
oter party."
NWlhedr 


This wasthesceneInthe capital yester. 

moss populous and fractious'democracy finance minister, V.P. Singh. Mr. Slngh deea profligate government W risen to 
dayasIndia went ctoshock. The world's119 election to a coalition led ty a former know the nasty eifect tittion that m. Out OftheMof 

bas bees hit mid. 
cleclion bythemur. 

detof the leading 

candidatte. Mr Can 

dht, president ofthe 

CongressIII Party

that hasruled India 'F7* 

tor all but tour of 

the44yearssince In.iSlekhar. 

dependence. The am. 1 

mediate fear o that ' 


ther migt bra re- / 
pealo rtt tn 
which thousands ,
died following the 
tI ausassination of R-jtvGsudh 

costs 
proves up la the Job, the country faces an on show. Many villages 
even itthe polically untrled Mrs. Gandhi of thepolitical failure is pathetlcally

have Doplumbing
edgiytransillon. The parliamentary elec. andno electricity. People live timud hula 
lions that were Lakilng ndwork at ouch Jobs U carrying brickapace this week bave 

Forall fite current fear of niots over the murder of Mr. 
a J i L.,..ea.a.,.... .L,. Lndi Le I 

scheduled tovoteJune 12and ISThat will 

give them more Ume to ponder their bleak 
choices.Soiet, Ia
with their polticl leadesr.Indianshave 
wted out alnosl everyone whocones 
long.Rat an enjoyed Iwo oedwoman aaka a repsorter.n 

years at the start. Whenhetookoffice to 

policy that baafor decadesrestricted Isn 
dws tail with the world. constricted &iy 
entreprenzu'rlat sot ua swampedpro,

t p rua ofp a 
A ig ccern of vors In lar w 

Rtjlv's mother. Indira Gandi, bylw of Ingcoalition. Thentn contest was be. frustrated bya bureaucracy that nulvives 
her Sikhbodyguards. tween Mr. Gandhi, whocampaigned byrequirnng of lilebe thrice cert.ona most to 

Thewiderconcern isthat with Mr. Gan. peomiseofstability, and Mr Advan. who ted, ap ruved aid oflicially stamped.
dhl's death,the noderate-llberal center under the saltrun flag ofpurist Hindu phtl. This is where Mr. Gandhi might have 
hasbeenripped fromIndian politics. "The lonsopy hasbeenwhipping up sometirmesid much yetto oiter. Chastened by I6 
coundr) was al-rady pring violent crowds into a frenzy of rnonttthrough a bout nationalist out of power, hehadrelunetid to 
of Ukahllily," said R.R.Maltotra, a 37. unlty The biggest plank inMr. Advnit' thecampaign trail iewy attentive to the 

forsook his earlier freemarket to rate of about15%.ways an apnuaJ
playup tominority Interests, notably with That people LikeMr. Singh turn out for 
A alhmallve.aclion program offer. In a bloody election campaignasort of the polls
log more state jobs to so-called backward that btfure Mr. Ganidi's assaasnation had 
cates. His government LLsledonly 11 already taken mime20Mlives, is&tribute 
months before Itwasreplaced by the four- to the endurance ofIndian democracy. For 
month ron ofa nondescript sociajist, the all the current fear ofriots over themur. 
curreni careutkerprljttniintsterCULnd,' der of Mr. Gandhi, it is a grat Ahllvne. 

menitthat India seemolikely to cary on 
', This round with von.t4 elections hadfeatured Ls democratic macces 

l.. Threatening that democracy. however,star contenders all three recent prime mi. 
Isters, plus the increastngly popular head InIf: sening Inability of India's polil, 

.of of tteradica Hindupony, LK.Advad.Of to deliver thecr,i, the freer economy
the four, Mmsrs. SlnghandShekbisr country Further liberalu3tunhad nereds. 
bydint of lousy policiesreduced Melram, woud to farto reduce theviolence tat 
prospects to' ymgforswing votes ina rutl. peoplearebecomes tempting when poor 

aroundhim Onthemakeshift StagefoeA 
chance to do the sare. There Ianodoubt 
that the manotf.e-people Image cans 
through. Weas'U eitwealrtoaked shirt. 
grimy fromtheday's campaigning, Mr. 
Gandti stoodbrushing swm ofmosqul. 
toes rum hisdamp hair. Inreasoiable,
tired tones, bespoke forabout25minstes 
to a crowd ofsome 7,000people who bad 
waited fo hoursto bearhim. 

For all that. the crowd during mot of 
the speech was tnkingly unexcited. It is 
wernhremembering that voters -sore by no 
means consillted to handing Mr. Gandhi andate. Many here have been waffling
ri up to te poMlaln bnd pubbooth, iost 

rig. t oupo hoing andm on 
lic cPnao rolls showed Ur.GardIy Con 
gress Party winning a plurality but nota
majority tnthe next parliniwnt. There 
was atbestmoderatereactin to mont of 

t1%4.hewas raring to liberali.e the ab- Vnce las year left more than "5people when Mi.Gandhis AWt aboutgretiwn
turdiy constricted economy. Whit be dead."Weare hopng thenew overnmen ohsandbrt l.,dl riTatio
swerved fromthat track, India's ISmll.will do soething to bring down prices," loud bheers. ,,
lon peoplenoticed. Mr. Gandhi last the said Mr. Sigh. He can't read, butes hr 

s up by .year. dot al Slng.ia iwhatMr. Gandhi hadto nay.What did 
"Werwrsi isd inrcefarmer waiting to ca votle a wake upa crowd Inwhich mostpeople 

cked tentina village where election vlo-herflipglop a field ofthei wIdals i 

What Mr.Gandd then asked forwu
 
"One more chance t and
Congress. Iwill 
change everything." Thegreal pity, both 
for Mr. Gandhi and for India, is that ha 
found Itnecessary to risk his life rebuild. 
IngtheImageofa poiticlan who woulddr. 
liver onhis promses of a belter llte. Had 
he stuck bythesubstance of his earlier 
drive foe ree-market reftorm, his track 
record would have beenworth a thousand 
mnldngni campaignp les. lnsead, iv died 
trying to vin the trust of voters grewn 
weary ofre'.1c: thai aytet to lt thei 
oL. of thedirt. 
ForSona Gandhi onherto make good

husband's renewed promises will bea tall 
order. India must now brace to Mr. Gan
dI's fune and for anotherral tomornw 
thr" weeks ofsuspen.e before the voting
In this election is tinafly done. But the 
quesikin that hangsthick over this tense 
country Isless whether there will beriots 
tothecoming weeks.than whether apoliti' 
clan will inadlyemerge who can carry

yearoll businessman. Hecame lute Tues. campaign hasbeenCie goalo riJacing voters hewaswooing. "Rajiv would have through on Mr. Gandhi's promise tocreate 
dayto theDelhi airport in hopeof seeing anold mosque inthe northern town of improved. He would havelearned some. an India in which there is nomore reami 
Mr.Gandhi's Ayudhya with a Hindu tetiiple. This cr'U thing romhe months Oiofpower," aid fo skb horror.body brought back from Ma. 
dras. "Weexpected him to come back and sadecost several hundred lives during rI- 2 year-old engineer S.Bharat. whocalme 
leadthe ntion," said Mr. Malhotra. otslast tall. hogrieve InIront inof Mr. Gandhl's house 

Instead, India, voters must sow make To understand what Indian voters actq.Delhi yesterday. MisRoseltis editonal pagerfierof 
Uptheir mindswhether theywant to beled ally need, Ithelpstoconsider, say, thece. Same arenowtsaying It was Mr. Ga. The A o Wall Streef Jasoa. 
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RECENT DEVELOPMENTS 
The last two years have been good ones for the Indonesian economy. The growth rate of 
the gross domestic product (GDP) was 7.4 percent in 1989, and for 1990 the estimated 
growth rate is a robust 7.1 percent. However, by mid-1990 the economy had begun to show 
some strain. Important goods such as cement for building construction, commercial motor 
vehicles, and electric power supply could not meet the rapidly rising demand, and prices 
began to accelerate, fuelled by rapidly expanding volumes of bank credits. The gnwernment, 
fearing the re-emergence of double-digit inflation, applied the brake to monetary expansion 
starting in June 1990. The tight money policy, which affected both investment and con
sumption spending, continued during the first quarter of 1991. The consequent weakening 
of domestic demand, coupled with reduced exports due to the Gulf War, is expected to 
reduce the growth rate of the economy. Nevertheless, our forecast indicates continued 
satisfactory growth of the economy in 1991 and 1992. 

Apparently, the strong and wide-ranging deregulation measures undertaken by the
 
9 919 
 government since 1983 have exerted considerable impact on the economy. In particular, the

a" P/,pNP deregulation of the banking sector and of the capital market during the last two years has 
resulted in a substantial increase of economic activity. However, the very rapid expansion of 
the financial sotor was bound to hit some snags because of cut-throat competition on the 
one hand, and lack of effective supervision by the monetary authorities on the other. It is 
therefore expected that some rationalization will take place in that sector, by either the 
closing down of some uncompetitive banks, a merger among them, or their acquisition by 
stronger and larger companies. 

Investment spending has been particularly strong, increasing in real terms by 13.4 
percent and 16.2 percent during 1989 and 1990 respectively. As a share of GDP, gross 
capital formation, which was 23.1 percent in 1985, increased steadily and reached 26.6 
percent in 1989 and 28.9 percent in 1990, and is forecast to increase further in the next two 
years. Government investment, in particular, was one of the largest contributors to growth 
of GDP in 1989. Private investment also expanded, as a result of an improved investment 
climate and the relocation of industries from Japan and the Asian newly industrialized 
economies (NIEs) as their currencies appreciated. 

Private consumption expenditures were a leader in the economy since 1989. In 1990, 
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private consumption contributed 4.1 percent to the growth of total GDP, followed by 

private investment, which contributed 3.6 percent and exports, 2.4 percent. Clearly, con

sumer spending has been booming in the last few years, perhaps due in part to the recent 

worldwide boom in consumption. In Indonesia, private consumption has accelerated since 

1986 and will subside only after 1990 because of the tightening of monetary policy and the 

slowing of the economy. 

Production in agriculture continued to perform well ik,1989, expanding 4.3 percent. In 

1990, however, this sector is estimated to have grown only 2.5 percent due to unfi,'orable 

weather conditions and a deterioration of its terms of trade. 

Manufacturing, especially the non-oil sector, continued to be the best-performing sector 

after deregulation. Most private (including foreign) investment has been made in manufac

turing, including export-oriented manufactures. The sector's average annual growth rate for 

1986-89 was II percent, and is estimated to have expanded 11.8 percent in 1990. 

Construction has expanded along ith the rapid growth of production in the goods 

sector. Its growth rate has accelerated from 9.5 percent in 1988 to 11.8 percent in 1989 and 

12.1 percent in 1990. The demand for construction materials such as steel and cement has 

- =surged significantly, leading the government to conclude that the -conomy had become 

overheated and to allow imports of cement duty-free. Importation of assembled trucks, 

which formerly could be imported only in a knocked-down condition, was also permitted in 

order to meet the surge in demand for transportation, especially of construction materials. 

One of the important debates going on in Indonesia at the moment concerns the best 

way to curb inflation, particularly in view of the adverse effects of high interest rates and the 

government's tight monetary policy on investment. Besides, the government is also con

cerned about the effect of inflation on the real exchange rate, and hence on non-oil exports, 

the balance of payment position, and external debt payments. In addition, the government 

wants to prevent adeterioration of the purchasing power of fixed-income groups in 

90 912tthe society. 

Cii The inflation rate in 1988 and 1989 of 6.5 percent per year was relatively low for Indone

sia. However, starting in the last quarter of 1989, the rise in prices began to accelerate, and 

prices rose even faster during the first half of 1990, resulting in a rate approaching over 10 

percent for the year as a whole. The Bank of Indonesia, recognizing that the money supply 

had been growing too fast, and that the sharp increase of fuel prices in mid-1990 had had a 

spiraling effect on it, was forced to introduce contractionary monetary policies. Because of 

the swift action taken by the monetary authorities, inflation subsided during the second half 

of 1990, and the increase in the consumer price index (CPI) was kept to 9.4 percent for the 

year. This level of inflation is still considered too high, and the government has stated that it 

intends to aim at a 6 percent average annual rate for the next few years. 

The average growth rate of exports for 1986-89, aside from oil and natural gas, was more 

than 27 percent annually (in current U.S. dollars). But in the first half of 1990 it has grown 

by less than 7 percent, and is estimated at 8.3 percent for the whole year. The unfavorable 

trend of primary commodity prices in the world market has reduced primary exports from 

20.4 percent annual growth during 1986-89 to negative growth (-1.8 percent) in 1990. But 

even the growth of manufactured exports is estimated to have slowed from 38.2 percent to 
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14.6 percent during the same period. Due to the lower growth of exports, coupled with 
continued increases in imports of capital goods and in debt-service payments, the deficit in 
the current account balance of payments is estimated to have widened from US$1.45 billion 
(current dollars) in 1989 to about US$3.19 billion in 1990, or around 3.24 percent of 
nominal GDP. 

THE OUTLOOK FOR 1991 AND 1992 
The Gulf War has added uncertainty to our forecast, especially through its impact on the 
price of oil. We assume a price of US$19.50 per barrel for 1991 and between US$19.50 and 
US$21 in 1992 (slightly higher that the US$19 price stated in the 1991-92 state budget). 
The impact of the war could be serious for the economy in 1991, but it is expected to 
recuperate in 1992, when the price of oil advances and world economic growth accelerates. 

Interest rates are likely to stay high but to decrease slightly in 1991 and further in 1992. 
The government's monetary policy will result in a very slow rate of increase of credit in 
1991, followed by a much greater increase in 1992. 

In the face of continued uncertainties, the government is likely to maintain steady growth 
of public investment at about 20 percent per year in nominal terms, especially for infrastruc
ture development. Prices of primary export commodities are expected to remain weak in 
1991, with only some mining products able to maintain their 1990 levels; however, some 
rise is expected in 1992. Concerning the exchange rate, it is assumed that the government 
will allow the rupiah to depreciate up to 10 percent in 1991 and 8 percent in 1992 in order 
to maintain competitiveness of Indonesian non-oil exports. 

Based on these assumptions, we forecast that the Indonesian economy will continue its 
trend of robust growth through 1992 in spite of possible slack in 1991 due to the Gulf War. 
The rate of growth of GDP, which for 1990 is estimated at 7.1 percent, is forecast at 5.5 
percent for 1991 and 6.6 percent for 1992. However, the high growth rate of non-oil 
exports achieved during the second half of the 1980s may be difficult to repeat. Imports will 
continue their strong growth, and external debt-service payments will continue to rise, 
which will result in larger deficits in the current account for 1991 (US$6.25 billion) and 
1992 (US$4.30 billion), or 5.9 percent and 3.9 percent of GDP respectively. The flow of 
foreign investment that has increased rapidly during the last few years is expected to slow in 
1991 before strengthening again in 1992. 

As was the case in 1989 and 1990, private consumption will be the largest source of the 
growth of GDP in 1991, contributing 2.6 percent, followed by private investment, contrib
uting 2.4 percent, and government investment, adding 2.3 percent. For 1992, our forecast 
indicates that private investment and consumption will be the main sources of economic 
growth, contributing 3.4 and 2.6 percent respectively, while exports will add 2.3 percent to 
the GDP growth rate. 

The lingering fear of inflation will be reflected in a continuation of a tight money policy, 
although less contractionary than in 1990. It is therefore expected that the easing of interest 
rates will not be as substantial as many private investors expect. Nevertheless, double-digit 
growth of private investment is still predicted. Consumer prices, which increased 9.4 
percent in 1990, are forecast to increase 6.7 percent in 1991 and 6.5 percent in 1992. 
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Laos 

Statemen? by Deputy Spokesman 
RichardBoucher, May 8, 1991. 

Delegations from the Lao People's 
Democratic Republic and th2 United 
States of America met in Vientiane on 
May 4, 1991, t discuss common 
humanitarian issues. This meeting was 
a follow-on to the high.level bilateial 
discussions held on April 17, 1991, 
between Vice Minister of Foreign Affairs 
Soubanh Srithirath and Principal Deputy 
Assistant Secretary of Defense Cad 
Ford. 

Mrs. Kanika Phomr-. -anh, Director 
of Department Two of th Ministry of 
Foreign Affairs, led the Lao side, which 
included representatives from the 
Ministries of Defense and Foreign 
Affairs. Charge d'Affaires Charles B. 
Salmon, Jr., led t1e US delegation, which 
Included represehtatives 4rom the 
Defense Department's Office of POW/ 
MIA Affairs, technical experts on the 
POW/MIA issue from the Joint Casualty 
Resolution Center and the US Army 
Central Identification Laboratory, both 
located inHawaii. Both delegations 
lauced the improvement inbilateral 
relatirM's in the past few years and 
expre'sed hope that this improvement 
would continue. 

A comprehensive US proposal for 
POW/MIA activities was discussed, and 
the Lao delegation agreed to conduct 
jointly the proposed invesigations of 
discrepancy cases, grrve site surveyV/ 
recoveries, and t: expand the surveys 
and excavations of aircraft crash sites. 
The United States expressed its deep 
appredation for Laos' cooperation in this 
humanitarian area and the hope that the
expanded program of POW/MpA 

activities would be successfully aooom
plished. 

The Lao delegation expressed ha 
sincere apprecation for prior US 
humanitarian, assistance and for 
additional such assistance during the 
remainder of 1991, including Thlio 10 
school construction projects, medical 
equipment and supplies, and medical 
civic action programs. The United 
States reaffirmed its commitment to 
assist in addressing Lao humanitarian 
concems. 

The talks were cotistructive and 
productive and held in a spirit of mutual 
understanding and cooperation and in 
an atmosphere of improving b'lateral 
relations. On May 3, 1991, the US 
delegation paid a couresy cal on Vie 
Minister of Foreign Affairs Soubanh 
Snthirath. 

US Department of Slate Dispatch May 13, 1991 

/ 
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The Next Priority
 
WOR.D LINK 	 elying primarily on foreign capital wealth. But at the same time, since 1987 a for.and technology to sustain economic eigner coming in who exports more than 50% ofgrowth in the coming years will cer- his products could hold 100% of equity. So thereF tainly remain Malaysia's only option, are complaints that foreign investors are gettingBut many would agree that in the long term what better treatment than Malaysians. The answerwill determine Malaysia's prosperity is the entre- has been: You are Malaysian, you have to bearpreneurial drive and capabilities ofthe local popu- certain responsibility. However, what one wantslation. This will depend, ofcourse, on the attitude to see in the successor policy to the NEP is theof the Malays, who comprise the majority of the realization that equity in itself means nothing.population and who have been the beneficiaries What counts is how you put equity to use. So weof the "positive discrimination" initiated in thelast need to be more flexible about this equity ratio for20 years by the New Econoi:Aic Policy (NEP). the Bumiputras. Why 30%?Why not 50%or 25%?But the attitude of the 45%of the population For me, the crucial point is that people get inwho are not Malays will volved in the modern sector. What the new policy. . .. also be crucial. The gov-

a ., . emient is seemingly 

S.& -' 
S. 

fully aware that the way
the post-NEP caters to 
the needs of social equal-

4." 

........ 
. 

" ityfortheMalays-while 
at the same time hinder-
ing the progress of theother ethnic groups or 

the prospects of high growth rate - will be the 
make-or-break factor. 

At the same time, there is the clearperception 
among large segments of the population that 
many techniques used to promote the economic 
status of the Malays have now outlived their 
usefulness. "I would like to see an even greater
emphasis on economic growth, rather than look-
ing specifically at the Bumiputra and ethnic is-
sues," says Tunku Imran Ibni Tuanku Jaafar,
the group chief executive ofAntah Holdings.
"Iwould like to see a loosening of these bureau-
cratic shackles which have been put on business-
men by the rules on the Bumiputra equity share.
Without them, Malaysia's growth would eveu 
accelerate. Somehow, the government would 
have to build in some protection and encourage-
mentfor Buiputras-togointobusinessanddo 

itbetter.Butldoubtthatthecurrentinsistenceon 
a percentage of equity going to Bumiputras will 
be necessary in the future." 

Like many of his colleagues, Tunku Imran 
feels that "the Bumiputra trust status has become 
a double-edged sword" because it is a stumbling
block when it comes to divesting: One has to find 
another Bumiputra who can come up with the 
investment. The government may have failed to 
grasp that control is better than ownership." 

"Essentially," says Dr. Munir Majid, man-
aging director of International Commerce 
Merchant Bankers, "the New Economic Policy
emphasized a restructuring of equity, employ-
ment cre'tion and poverty eradication. This is 
like motherhood: Everybody is in favor of it. How-
ever, it requires that you share a portion of your 

should emphasize is employment opportunities, 
management involvementincompanies-andrnt
 

solely ownership ofequity. I would like to see thatkind of revitalization of the Bumiputra involve
ment in the economy in the new policy." 

A REVITALIZATION 
Some observers of the economic scene wouldnow tend to see the first signs of such a revitaliza

tion. In the last 20 years, the ultimate goal for 
young Malays was to join the government. This
tendency, plus the previous emphasis on govern
ment's role, led to a bloated civil service, which 
today comprises about 14% ofthe working popula
tion when taking into account people employed in 
state-owned companies, but excluding the police
and the army. But, notes Ahmad Jaafar, the ex
ecutive director of Bank Bumiputra Malay
sia, "Ihave seen a lot ofchanges in attitude in the 
last few years. Young people now prefer to go into 
ventures, for instance putting together software 
operations and trying to market them. 

"Entrepreneurial spirit cannot be taught. You 
must create the proper environment for it," says
Jaafar. "Many members of the Malay community
have shifted from the property and real-estate 
market to exportable activities because in the 
previous period the high exchange rate of the 
Malaysian currency was a bonus for real-estate 
speculation. Now the reverse is happening."

The development of the Malaysian financial 
system and the new flexibility in terms of lending
created by the use of benchmark rates will con
tribute to the emergence of this entrepreneurial
spirit. 'he interest rate structurein thecountry,, 
says Jaafar, "is today more reflective of market 
forces than ever, which means that the allocation 
of resources is more efficient. 

"Already, Malaysia's equity market is one of 
the most developed in the region, behind only that 
pf Hong Kong and Singapore, with a capitalization
which is three times Malaysia's GNP. This will 
help local capital play a more active role, alongside
foreign investment."E 
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BY CIAUDE SMADJA recession can indeed be a blessing in was not necessarily granted oi a matter so sensi-
WORLD UNK disguise. Many Malaysian and for- tive politically and so loaded emotionally. By the41 -/ eign investors would now concur end of 1986, foreign investment restrictions were 

that the one which affected Malay- not only substantially lifted, but incentives were 
sia in 1984-85 might have provided created to attract foreign investors; and the pri

the shock needed to set the condtions for sus- vate sector, both foreign and local, was given the 
tained growth. Among other things it forced the leading role in the economic drive. 
government toward a much more flexible inter- The prime minister's leadership proved cru
pretation of the New Economic Policy (NEP), in cial in pushing the government and the bureauc
place since 1971.This policyhad been an obstacle racy to become more supportive of the private 
to foreign investment expansion and had served sector, promoting the theme of"Malaysia Inc." to 
as a political rationale for expanding the role of illustrate how closely the government and the 
thegovemmentintheeconomy.TiieNEP, aimed private sector should collaborate. Whereas 10 
at poverty eradication and rebalancing the distri- years ago government officials would not have 
bution of wealth between the Malays(50%of the much liked to be seen in public w'th business 
population) and the Chinese (about 35%), has leaders, because of fears of wrong interpreta
been based on "positive discrimination" toward bons, today it is virtually the other way around: 
the Malays, with the symbolic goal of getting Ministers are criticized by the PM if they don't 
thema30%shareoftotalequitybytheendof1990. have close contacts with the business commu-
As of now, they have achieved, in fact, 20% of nity. "Ihave rarely come across an environment 
equity share. as open and supportive of the private sector as we 

Severely hit by the free-fall in commodity have here today in Malaysia," remarks Ernest 
prices and faced with adecline of GNP and rising Zulliger, president of the International 
unemployment, the government had to scramble Chamber of Commerce and Industry in 
to revive economic activity; its only viable option Kuala Lumpur. He points out that "the efficient 
was to put the NEP on the back burner and to communication from the private sector right to 
embark on a policy geared toward actively court- the top echelon of the government, the govern
ing foreign investment and technology. ment'sdetermination to take action, its pragmatic 

The Mahathir government must be given attitude, and the ability to correct what may hin
credit for the way it absorbed the lessons of 1984- der investment and growth are without any doubt 
85 and the swift change of attitude which ensued. the cornerstone of Malaysia's success story." 
On this crucial occasion itdemonstrated the kind The results of this policy are clear for every
ofpragmatism and flexibility that was needed, but body to read in the GNPgrowth: 5.2%in 1987,9.5% 
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in 1988, 9%in 1989, 9.5%in 19M. The forecast for 
1991 is 8.5%, making Malaysia the strongest 
economic performer - with Thailand - in 
Southeast Asia, according to the latest Asian 
Development Bank Report. In 1990, foreign in-
vestment culminated at US$ 3.1 billion, with the 
bon's share for Japanese and Taiwanese invest-
ments (see Rafidah Aziz interview), 

But Malaysia now has to decide on the follow-
up of the New Economic Policy (NEP) which was 
supposed to end last December. The nature of the 
message which will be given on that matter to 
investors, foreign and private, will be crucial in 
consolidating - or eroding - the climate for fur-
ther growth. As a recent report of the Malaysian 
Institute of Economic research puts it, "Sustaina-
bility of the economic growth will depend very 
much on the policy options and strategies 
adopted by the government fo,- the 1990s and 
beyond." It is especially so as Prime Minister 
Mahathir has set the objective loud and clear in 
his speech to the Business Council last March: 
By the year 2020, Malaysia is to become a fully 
developed country, which means that the Malay-
sian economy will have to grow ove*r the next 30 
years by an average of 7%annually-in real terms. 

MAINTAINING THE MOMENTUM 
Indeed, PrimeMinisterMahathirhasrepeat-edly shown that one key prerequisite for the new 

NEP will be to keep the momentum of economic 
growth. "There will still be a program to achieve 
the objectives of the NEP," guesses Tunku 'an 
Sri Almad Yahaya, thegroupchiefexecutiveof 
Sime Darby. "But there will be nothing which 
would be negative to foreign investment. I would 
not foresee any change ofattitude. Some require-
ments that will remain will not be more difficult to 
swallow for the foreign investors than what exists 
now."AsTan SriAhmad sees it, "in orderto reach 
the 2020 target, Malaysia will need even more 
foreign investment than today, because one prob 
lem with the local investment is the lack of tech-
nology. But itcannot be a matter of just "buying" 
the technology, and this is where Japan can play 
a key role: If it wants to be seen and accepted as 
the leader in the region, it has to be much more 
forthcoming in terms of technology. They do not 
need to give it away of course, but be more favo-
rable to technology transfer once they get assur-
ances of adequate protection in that domain." 

But, warns Tan Sri Ahmad, "all the efforts to 
create adeveloped Malaysia by the year 2020 will 
come to nothing if we don't take into account the 
international situation. If we are going to have 
trading blocs and Asia does nothing about it, 
Malaysia will be in a difficult situation. Our only
choice isto proceed at full speed down the road of 
the East Asia Economic Grouping. In fact, inte-
gration is developing, when one sees the picture
offoreign investment in a country like Malaysia." 

But even assuming a perfect fit between the 
domestic goal of 2020 and international and re-
gional developments, it remains to be seen 
whether the Malaysian economy can sustain the 
needed growth rate of 7% per annum over a long
period without overheating. In this respect, there 

are already some warning signals with bottle
necks beginning to appear. "This is a key ques
tion, admits Tun Ismail bin Mohamed Ali,
chairman of Golden Hope Plantatns Ltd. 
"Weneedtom.kesurethattheinfrastructurecan 
sustain that kind ofgrowth overthe next30years. 
We need to make sure that we have adequate 
manpower planning and that our telecommunica
tions will be sufficient, aswell as ourwater supply. 
People are talking about water shortages now in 
Malacca - in a tropical country! We need to keep 
ahead with our infrastnctu, e, our roads, our 
p--ts....If we take country lik,=a Indonesia, a 
pound of rubber coming out of the factory costs 
halhfi what it does here in Malaysia. But from the 
factory door to the port is where we recuperate 
the advantage. So if we let our infrastructure lag 
behind, we will be in trouble." 

The government has been prompt to react 
and seems intent on tackling the problem at a 
very early stage. to
avoid what is being 
labeled as the "Thai-
land syndrome" in 
reference to the prob
lems created there by 
too rapid growth. In-
deed, the sixth Eco-
nomic DevelopmentPlan will put a lot of 

emphasis on infra-
structure develop
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ment and provide acceleration to the privatization 
process - which has been lagging behind with 
much discussion but little action. At the same 
time, this would also help achieve the 30%equity 
share target set for the Bumiputras (the Malay. 
sians of Malay origin). 

THE PRESSURES OF DEMOGRAPHICS 
Of course, these are a few of the many chal

lenges involved in the objective of "Malaysia 
2020." And there is no sign that "Malaysia Inc."is 
getting complacent about the success of the last 
four years. The structure of the Malaysian popu
lation (6.7 million working people out of a total 
population of about 18 million), with a demo
graphic growth rate of 2.5% a year, will continue 
exerting enormous pressure forjob creacon.The 
local business community must play a greater 
role in the future even if foreign investment and 
technology remain cruclal. But for Tan Sri 
Zainal Abidin Sulong, chairman of the Ma
laysian Industrial Development Autbority, 
"The most important challenge will clearly re
main the political one: How to build this country 
in a harmonious and united way, how to ensure 
stability. Thlie success we may achieve in tle 
coming years will depend a lot cn that first chal
lenge and our ability to meet it. Malaysia is strate
gically well placed in this part of the world. It has 
always been at the crossroads of trading routes 
and civilizations. So if we can succeed at building 
a united country from out of our multiracial and 
multireligious society and incorporate that suc
cess within the strategic position we have, this 
would create a combination difficult to beat." 
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Mongolia Takes Steps to Join Global Economy 

Early in 1990, Mongolia initiated a 

sweeping economic reform program that is 

as bold as any seen in Eastern Europe and 

the Soviet Union. But, while 

international attention has been focused 

on the drama taking place half way around 

the world, little is known about the 

rapid strides this vast, underpopulated 

Asian nation has made toward establishing 

a market economy. 


Half the size of India, Mongolia has 

only 2 million people, almost half of 

whom are nomadic herdsmen. For nearly 60 

years the country has remained isolated 

from its Asian neighbors and the world 

economy and totally dependent on the 

Soviet Union for all of its trade. 


Communicaticns are difficult, says 

David Pearce who heads the World Bank 

division in charge of lending to 

Mongolia. There is no resident foreign 

journalist in Ulaanbaatar (Ulan Bator), 

the capital city, no fax machine, and 

only one airline flight a week from 

Beijing or Moscow. 


Since 1990, the country has been 

undergoing the same 'shock therapy" as 

many other command economies. 'There is 

no doubt that Mongolians are c.ommitted to 

establishing a market economy,' Mr. 

Pearce says. 


The economic reform began slowly in 

1985 when Mongolia adopted its own 

version of 'perestroika' by restricting 

the role of state planning and allowing 

state enterprises to operate more freely. 

But the government was forced to quicken 

the pace of change in 1990 following 

student demonstrations and the demise of 

the Council for Mutual Economic 


soon to review the economic situation, 

Mr. Pearce says, noting that the Bank is 

conridering a "quick-disbursing' lending 

operation within a year. Such an 

operation would be likely to help finance 

critical imports to restructure 

industries, and pay for spare parts for 

machinery and essential commodities such 

as petroleum and fertilizers, he says. 


Assistance (CMEA) trade pact.
 
Since then, multtparty elections for a
 

new government have been held,
 
restrictions on private ownership of
 
livestock eliminated, farm and retail
 
prices increased, private enterprises and
 
cooperatives promoted, and a foreign
 
investment law promulgated.
 

Mongolia further strengthened its
 
links vith the international community by
 
becoming a member of the International
 
Monetary Fund (IMF) and the World Bank
 
group in February 1991.
 

But the collapse of the CMEA trade and
 
payments system and the lo-:s of roviet
 
financial assistance sent the economy
 
into a downward spiral faster than had
 
been expected. 'Mongolia was hit hard by
 
the abruptness of the changes in the
 
Soviet Union, and it faces a balance of
 
payments crisis and major budgetary
 
pressures," Mr. Pearce says.
 

Shortages of petroleum--which accounts
 
for 40 percent of the country's imports
 
from the Soviet Union--and food are
 
critical, he adds. Mongolia has
 
requested emergency food aid from
 
Germany, Japan, the Republic uo Korea,
 
the United Kingdom, the United States and
 
the European Economic Community. In
 
addition, Mongolia is seeking quick
 
access to IMF and World Bank resources.
 

'Mongolia is seeking improved ties
 
with China to gain access to seaports and
 
is looking to Japan and the other rapidly
 
industrializing countries of Asia as
 
sources of financial and technical advice
 
for its modernization program," Mr.
 
Pearce says.
 

A World Bank team will visit Mongolia
 

Despite its problems, Mongolia's long
er term outlook is good, Mr. Pearce says.
 
The country currently exports meat and
 
meat byproducts, leather goods, wool and
 
copper concentrates. And with the coun
try's large reserves of coal, minerals,
 
precious metals and as yet unexplored
 
petroleum reserves, there are ample
 
opportunities to diversity the economy.M
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ECONOMIC PERFORMANCE IN1990 

A combination of natural factors and policy mistakes has made recent economic perfor

mance depart from government targets. From growth rates of real gross national product 

(GNP) of 5.8 percent, 6.8 percent, and 5.7 percent for 1987, 1988, and 1989 respectively, 

1990 had a growth rate of 3.1 percent. 

Drought, the July earthquake that leveled and isolated major production areas in the 

north of the country, a devastating typhoon hitting Visayas and Mindanao, and the Gulf 

crisis top the list of natural and external events that hit the Philippines in 1990. Power 

shortages, lack of infrastructure facilities, and distorted prices top the list of policy inad

equacies that took an equal toll on economic performance in 1990. 

There was a sharp decline in construction activities, both government anC private, 

government consumption, and exports. Though agriculture recovered in the third quarter, 

its overall growth of 2.2 percent was lower than 1990's 4.3 percent. But industry suffered 

most, as manufacturing grew by a mere 1.4 percent from last year's 6.4 percent, and con

9192 struction decelerated to 4.2 percent from 1990's 13.9 percent. Finally, the December price 

IJIGDPXAP adjustments of oil products, which rose steeply in an effort to remove subsidies and deregu

late the industry, imply the continuation of double-digit inflation. 

OUTLOOK FOR 1991 

Official projections indicate that the economy's GNP is expected to grow i:ireal terms by 

1.9 percent in 1991. Consumption will decelerate to 2.5 percent, government consumption 

and investments will grow to 5.3 and 6.5 percent respectively to take up the slack, and 

exports will expand by 6.1 percent. 

Agriculture will experience a slight recovery of 2.8 percent from the 1990 rate of 2.2 

percent; manufacturing is expected to grow by 2.4 percent, and services by 2.1 percent. 

The forecast of monetary variables may not be fully consistent with this growth outlook. 

Interest rate.. on T-bills will continue to be above 25 percent. Liquidity growth is expected to be 

6.6 percent, lower than the 12 percent in 1990, and the 25.9 percent in 1989. Indeed, in the 

International Monetary Fund (IMF) stabilization program liquidity grovth is proposed to be 

about 7 percent. Other variables include the uncertainty of oil prices, the extent of recession in 

the developed countries, and the movement of import and export prices in general. 
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The outlook of 1.9 percent GNP growth in 1991 is therefore quite optimistic. It ishighly 

possible that the year's gr( .vth will be less than that - or even zero - depending on the character 

of monetary and fiscal policies under an IMF program. Given the similarity between the current 

state of the economy and tho 1984-85 experience, anarrow stabilization program will mean a 

recession. The Philippine government has yet to conclude a formal agreement with the IMF. 

PERSPECTIVE FOR 1992 

The political arena in the Philippines wll heat up in 1992 (and even as early as mid-1991), and 

this will have short-run stimulating effects on the economy. Since this will also be the tail end 

of the IMF program, there may be some freeing of the restrictions on monetary and fiscal 

variables, thus possibly contributing to a slight recovery. Growth will be about 4 percent, led 

by government construction (in keeping with the political efforts to win votes by way of public 

works). Exports will also pick up by more than the recovery of imports. 

The agriculture sector is projected to grow by 4.5 percent, manufacturing by 4.2 percent, 

construction by 8.2 percent and services by 3.1 percent. This is higher than the 1991 growth 

rates of 2.8 percent, 2.4 percent, -11.1 percent and 2.1 percent respectively. 

Inflation is projected to remain high at a rate of 8.3 percent, though this would be a decline 

from the 14.3 percent rate in 1991. Interest on T-bills will remain high at 20 percent, while 

liquidity will grow by 11.2 percent. 

Some improvement in the trade balance is expected, with a deficit declining from US$3.4 

billion in 1991 to US$3.3 billion in 1992, which, in turn, improves the current account from a 

US$2.0 billion deficit to a US$1.9 billion deficit. Some significant increase in exports is 

ex,.ected to help this come about. The current account deficit relative to GNP will also 

decline, but more slowly. In all, the prospects for 1992 appear positive only in the context of an 

election-related public expenditure binge, some improvement of trade performance, and 

recovery in vital sectors of agriculture and manufacturing. 
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CM CONCLUSION
 

The outlook for the Philippines for 1991 and 1992 illustrates the short-term, stop-go nature of 

its growth. It depicts the country's inability to embark on a long-term sustainable growth path. 

The unusual series of natural calamities that hit the country certainly curtailed its growth for 

1990. But it is doubtful that they explain in any large part the structural weakness of the 

economy. Resiliency is a product of appropriate adjustments to shocks. 

The major challenges for the economy include the real institution of dramatic economic 

reforms that are comprehensive, internally consistent, and contributive to long-term sustain

able growth. These include trade policies, fiscal matters, privatization, and other policies which 

have already been identified and spelled out. 

Given the history and experience of policy changes in the Philippines, the likelihood that 

anything of the magnitude and substance that a package of structural reforms require5 will be 

undertaken for the remainder of the present administration's term is nil. The rest of 1991 and 

1992 will be occupied with putting out fires, rather than carrying out a package of reforms. If 

the economy further deteriorates or unemployment worsens, it will be twice as difficult 

politically to pursue reforms in 199' or in the election period of 1992. 
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Abstract
 

This paper examines the short-run impact of Sri Lanka's recent

structural adjustment program on the poorest segments of society. 
While

the ultimate goal of all macroeconomic adjustment programs is 
to overcome

structural rigidities and put the economy on a sustainable growth path, some

of the measures implemented, such as the'liberalization of food and energy

prices, cuts in subsidies and other budgetary spending, and exchange rate

changes, may cause significant increases in relative prices faced by the
 
poor. 
On the other hand, there are offsetting income effects even in the

short run, such as adjustments in wages and output prices and retargeting
 
of subsidies.
 

Summary
 

This paper examines how Sri Lanka's recent structural adjustment

program affects the poorest segments of society. While the ultimate
 
goal of all macroeconomic adjustment programs is 
to overcome structural
 
rigidities and put the economy on a sustainable growth path, some of

the measures implemented in Sri Lanka, such as 
the liberalization of

food and energy prices, cuts in subsidies and-other budgetary spending,

and exchange rate adjustment may Increase prices paid by the poor. 
On

the other hand, even in the short run, adjustments in wages and output

prices and retargeting of subsidies will have offsetting income effects.
 

The first section presents a "poverty profile," describing the

size, background, and expenditure pattern of the poor. 
Based on this
 
information, the second section estimates the effects of program-related

measures on real incomes of the poor. 
As food expenditures account for
 
more 
than 80 percent of all spending by the poor, it is suggested that
 
the income effect can be approximated by the increase in food prices

adjusted for any increases in earnings. The weighted average increase
 
in food prices related to the program is estimated to be 30 percent.

Different poor groups are 
shown to be affected to varying degrees, 
as
 wage increases in the urban and rural informal sectors and the effects
 
of the devaluation on output prices lead to different changes in the
 
incomes of rural and urban workers and of smallholders.
 

The last part of the paper describes measures to protect the poor

during adjustment. 
 It focuses on the policy mix and compensatory mea
sures associated with the program. 
While the economic situation pre
vailing at 
the outset of the program required strong adjustment efforts,
 
some price increases were phased in gradually to allow the poor to adjust

their consumption basket. Furthermore, given Sri Lanka's traditional
 
emphasis on social welfare expenditures, more efficient targeting of

these expenditures could substantially shelter the truly needy during 
 .
 
the adjustment process.
 



THAILAND
 

THE ECONOMY IN1990 

Despite the slowing of the world economy, and the Persian Gulf crisis, the Thai economy 

grew at a very high rate of 10 percent in 1990. Of greatest importance was the growth of 

domestic purchasing power. Moreover, investment of both the public and the private sector 

was healthy, particularly in export-oriented industries. 

The Gulf crisis will affect the Thai economy less than the two previous oil crises did 

because the present Thai economy is fundamentally much stronger now than in the past. 

Moreover, the country's dependence on foreign energ-y sources has been reduced from 90 

percent during the second oil crisis to only 60 percent now. And the rise in oil prices was no 

more than US$18 per barrel at constant 1980 prices. 

The agricultural sector in 1990 declined by 2 percent, due to unfavorable climatic 

conditions, the drought, widespread crop diseases, and large floods. A shortfall of water for 

agricultural purposes aggravated conditions. 

Manufacturing production grew at an impressive rate of 14 percent as a result of strong 

N9192 export performance and rising domestic demand. The most notable products involved were 

RWAG P vehicles, construction materials, electrical appliances, computers and computer components, 

textiles, and integrated circuits. 

The construction sector expanded by 23 percent, led by government infrastructure 

investment projects and by state enterprises. On the private side, projects were undertaken 

for the construction of condominiums, housing estates, and golf courses. 

Thailand's trade and current account deficit widened markedly. The trade deficit 

soared to 240 billion baht, or 11.7 percent of gross domestic product (GDP), as against 

140.8 billion baht recorded in the previous year. The current account deficit amounted to 

156 billion baht, 7.5 percent of GDP, as compared to a deficit of 63.7 billion baht recorded 

in 1989. 

Export growth slowed because of the reduction of agricultural exports. The value of 

exports rose only 16 percent from 1989. Imports, however, rose 27 percent. The increasing 

pric! of oil forced the government to spend additional foreign exchange of about 15 billion 

baht. The number of foreign tourists dropped sharply, while the remittances from Thai 

labor in foreign countries also abated very markedly. 

The consumer price index (CPI) rose by 6 percent in 1990; however, the December 1989 
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to December 1990 rise was 8 percent. Inflation was generated by excess demand at the 
beginning of the year, and wage increases during the year increased both costs of production 
and domestic purchasing power. Furthermore, the reduction of major crops, and the drop in 
fruit and vegetable production due to the flood, added to price pressures. Finally, the 
increase of domestic oil prices in September caused the CPI to increase in October by 
2percent. However, as aresult of government measures to curb inflationary pressures, the 
CPI increased marginally by 0.4 percent in November and declined by 2percent 
in December. 

GOVERNMENT ECONOMIC POLICIES IN1990 
Last year the government designed and implemented numerous measures enabling 
Thailand to adjust swiftly to the new economic environment. Though they caused arather 

::. severe short-term impact on the economy, the economy will benefit in the long term from a 
stronger base. 

Among the measures implemented was aliberalization of foreign exchange controls. In 
addition, interest rates on loans by commercial banks were raised from 15 percent to 16.5 
percent, and the interest-rate ceiling on deposits was abolished. A formula for the automatic 
adjustment of domestic retail oil prices was introduced. Regulations on importing soybean, 
animal feed, and fertilizer were eased. Measures aimed at moderating the "brain drain" from 
the bureaucracy were also launched. The government continued investment in infrastruc
ture, and new projects were added. 

At the time of the Persian Gulf crisis, the ceiling on interest rates on loans was raised 
from 16.5 percent to 19.5 percent. Also, the tax rate on the import of machinery and 
equipment was reduced to 5 percent in order to cut production costs and promote produc

tion efficiency. 
In addition to the important adjustment of retail oil prices to reflect world markets, both 

909192 short- and long-term energy policies were reviewed so as to reduce Thailand's dependence 
cm 	 on energy sources from the Middle East. Plans to diversify energy needs both by source and 

by type were accelerated, including the development of energy resources in neighboring 
countries. The legal limit on oil reserves was raised. 

Assistance to disadvantaged groups in the society was started after the oil price was 
increased: The tax on rubber exports was abolished; atax and duty exemption was created 
for the import of pesticide and fertilizers; and other measures of this type were also taken to 
help agricultural producers. 

THE OUTLOOK FOR 1991 
We assume that with the end of the Gulf War, the world economy will recover, and the 
average price of oil (crude and products) will be US$23.60 per barrel. A number of good 
effects should follow for Thailand. Exports should rise 3 percent more than they would have 
otherwise. The number of tourists in 1991 isestimated to be 5.3 million persons, an in
crease of 2percent. The improvement of the investment climate should increase private 
investment by approximately 1.5 percent in real terms. Additional employment of about 
10,000-15,000 Thai workers in the Middle East will add to remittances from them. 
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Given these assumptions, the Thai economy is expected to grow between 8.5 and 9.0 

percent this year. The manufacturing and service sectors will benefit more with an increase 

of 1.5 to 2.0 percent marginally. Agricultural output is expected to grow at a moderate rate 

of approximately 2 percent because of the expected drought and limited water, especially for 

irrigated rice areas. 

Exports of manuf.crures should do well, and apparel, electrical appliances, and electron

ics production will increase. Major services, such as, hotel, restaurant, trade, and tourism, 

will also recover as a result of peace in the Gulf. 

Inflation should ease as the pressure on domestic oil prices declines. Together with a 

declining trend of domestic interest rates, the inflation measured by the CPI is forecast to 

be 6 percent. 

The trade and current account deficit will still be a major concern this year, as a trade 

deficit of about 11.0 percent of GDP is expected. Meanwhile, a slowdown in the growth of 

tourist revenues will cause the current account deficit be about 7.4 percent of GDP, which 

means no improvement over 1990. 
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SURVY RE ORTPopulation ReferenceSURVEY REPORT Bureau
 
Bureau 

Vietnam 
The Socialist Republic of Viet- available InVietnam. Contraceptive 

nam conducted its first nationwide use isnot as high: 63 percent of 
survey on fertility and family ever-married women had used
planning in1988. The survey, contraception at some time, and 
funded by the United Nation's 53 percent reported current use. 
Population Fund (UNFPA) and The majority of current users (62
carried out by the National Coin- percent) use the IUD, followed by
mittee for Population and Family the traditional methods of with-
Planning, was drawal and
based on the r'nMhrn (28 per
1985 version of cent).
the Demo- Differ
graphic and encesin 
Health Survey contraceptive
(DHS) "Model use emerge
A"question- between urban 
naire, but was =' and rural
 
adapted and women,

shortened to fit '" 
 women resid
local informa- \\, '' , ing in the north
 
tion needs. In .,.,'., .. and south, and
 
particular, women of
 
many health different edu
dretiopp e e
dropped. The cational levels./-" Women inthe 

survey asked Vietnamese women: They now marry northern part

72 questions, later and want fewer children. of the country

rather than the 
 are more likely

model's full quotient (190 ques- to be practicing family planning

tions). (58 percent for the north and 47 

With more than 4,000 respon- percent for the south). Patterns of
dents, the survey indicates that a use are also different: women in 
slow fertility decline, which began the south using amethod are 
two decades ago, has continued more than twice as likely to be 
inrecent years. The total fertility using a traditional one. Significant
rate-4.0 children per woman-is educational differences also

significantly lower than the 6.1 appear: only about 29 percent of il
children ever born for currently literate women report current use
 
married women at the end of their of any method, compared to 55
 
reproductive years. The survey percent of women with aprimary

also hints that the downward education.
 
fertility trend is likely to continue: Breastfeeding isvery common
 
the average desired family size is and lasts on average 14.5 months,

2.6 children. with only small differencds by

Age at first marriage has also residence or socioeconomic level. 
risen over the last two decades. Infant mortality inthe five years
The median age of marriage for before the survey was calculated 
25-29 year olds is21.3 years and to be 34 deaths per 1,000 live 
for 45-49 year olds, 19.9 years. births, down from 40 per 1,000

Contraceptive awareness is during the 10 to 14 years before 
high inVietnam. About 94 percent the survey. These are low esti
of women could identify methods mates compared to other sources 
of family planning-primarily the and may reflect underreporting.
IUD, the main method currently -N.Y. 
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Resume Normal Relations With Vietnam
 
It's in the US diplomaticand trade interestto help Hanoiback into the globaleconomy and thereby reward reforms 

By IRly IS.N*lsona 

V 	 IEINA.M is once again making 
ht.adluies in the United States. For 
16 ears. since tire Vietnam war 

ended. the US has tefosed io deal with 
\i-iaiin ott either a diplontatic or eco-
floinic le%,el. The onls ctitact between the 
toUlltics since that tittie has been with re-
gard ithumanitarian concerns, as the tvo 
attempded to reconcile painful issues lefeo 
u ,resolsedfrom the war. 

ser the past tine months. however.. 
this contact has been expanded to include 
lgh.ltsel discussiots between officials 
fiins hoth countries. In recet weeks. the 
adlminiistation released a new&proposal on 
US-Vietiatnese normalization, uhich has 
led to a flor-, ofdiscussion on Vietnam in 
the media, i Congress, and among the
Public. 

Nirmaliation of relations with Viet-
nain has been postponed b, successive ad-
ministratitns since 1975 for %arious rca 
sons. The Bush administration has made it 

Under the leadership of Foreign Minis-
ter Ngu)en Co Thach and General Secre-
tars Nguyen Van Linh. V'ietnam has been 
folloving a new foreign and economic 
policy since 1986. Tlhese leaders have un-
dertaken Gorhachev-stlc relorms, called 
dot ntr (ren-.sation), that attempt to move 
the economy more in line with market 
forces and aa. from central planning, 
and that place an emphasis on attracting 
foreign iniestment. 

Since the initiation of the economic-re- 
form program, Vietnam has successfully 

"" '.n 7 o 

.. 

-

"ll.f. 
.. 

" 	 ' - ." 
quite cl"r hat nornmalization'l o1) be-progran; 
coisid-reid itt conjunction with a compre-
henste political settlement in Cambodia, 
as %,-Ias, continued cooperatton on the 	 ,'P()\V~~~~~V.then .'. 

issue. Vietnam has resisted thre,. ... 
US call for a resolution of the Cambodia 
oiiflii h opposig the UNsponsoed 
pv't..-tplan. claiming it will allow the Chi.
nes,,t-batkt-d Khmer Rouge toreturn toio 

r sed lis.t month does not dle iate from , e tim etab le fo r n orm alization re 
prestoo, policy. Bs ofering Vetnans de-, 
tailed intenises ti conipl,, with the peace 
settlemnt, hois cs er. the pi-oposal signals 
a te,, ,t ipt b%the administration 
end the stalemate over Cambodia.

Both 	 countries hose been ad-
,e-ss, ,iflccted b%the lack of rela. 
lions Vietnann. though rich in natural 
resiurices. is one of the poorest and 
most iideseloped countries itithe world 
The trade embargo imposed b, the US on 
Vietnam in 1975 has succeeded in limiting 
deselopmernt aid, multilateral loans in-
esim, and other sources nom 

needed fur Vietnam's economic deselop-
ni 

I lie I Shas also been damaged by the 
fait thalt mans counines do not recognize 
the LS-nuposed trade embargo. US com-
panics are finding themselses at a disad-
stritage as itans fiireign concerns begin to 
iitii adll profit in Vietnam.Japan, Singa-
pore. 	 Austialia. the United Kingdom,
France, iah. and the Netherlands have 
inttiated trading and i .estment discus-
sions wsithVietnam. Indeed, Japan is now 
Vietnam's second largest trading partner 
after the Sosiet Union. 

()bser',ers of Vietnam see the 1990s as 
a turning point for the country as it con-
tnues its reform program, faces the col-
lapse of communism around the world, 
and considers the declining influence of it 
patron, the Soviet Union. If normalization 
of relations were to occur, i; could result in 
a resumption of mutually beneficial eco-
nomic actisiti and could offer the US the 
opportunits to participate in a new balance 
of power in the tegion. 

" ".. 

-" 
'..... " " .' 

Z.cIii.,--itrtaai-

The new world order is apt to have 
strategic and ideological implications fr 
Vienam's future. The Communisi Party of 
Vietnam has attempted to retain its power 
over the countr%Ahile the scialist bloc has 
crumbled internationally. Pressuie has 
been building for the government to 
broaden its econtomic reforms to include 
political reform. Althotugh Vietnam ap-
pears to be ouliticall) sta' 'here are signs 
that it could turn out to be fraught with the 
same political upheaals and reversals of 
policy China has experienced, 
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entered the global economy by becoming 
an exporter of rice. rubber, meat, clothing, 
and colee. The new reform program has 
encouraged Western-stole economic re-
formsand economic deelopment, and the 
the ntw foreign imestment code - one of 
the most liberal in ksia - has also pro-ided 
lucrame opportunities for trade and in-
vestment for nations not constrained by 
the embargo. 

Many problems still exist, however, 
State enterprises still own the majority of 
the country's means of production, yet 
contribute very little to the national in. 
come. Mtany ofthe goods produced are not 
globally competitive because of poor 
quality In addition, the investment climate 
still leaves much to be desired. Vietnam's 
infrastructure is weak, with such deficien-
cies as unreliable power supplies, and 
years under a socialist system have con-
tributed to a poor work ethic, 

.businesses 

-" .. • 


. " 
.newly 

A draft political report published be the 
Vietnamese Communist Party was rel,,ni 
edly released in mid-February 1991 to a 
higiil, critical response. The report con-
cluded that the economic reforms initiated 
four ,ears ago had led to significant prog. 
ress; how-ever, it alsi highlighted remain-
ing problems such as inflation, unemploy-
ment, and falling living standards. The 
party appeared split on the significance of 
the report. 

A liberal faction viewed the finding opti- 
mistically and were eager to continue with 
the reforms. The conservatives felt the re-
port implicitly criticized the Communist 
Party for Vietnam's economi, problems 
and expressed concern that the reforms 
are moving the country toward capitalism. 
In March, further pressure was added 
when a prominent Vietnamese intellectual 
called for the Communist Party to step 
down and "return all authority to popo-

larly elected organs and the state." 
Vietnamese trade with its largest tiad

ing partner, the Soviet Union, has heef) d'

lining in recent )ears. Beote 1911. 
Vietnam conducted approxim.,tt'h i'o.
thirds of its trade oith the Smivi I mon. 
Howeser, a new economic agcc'ttttrt be
twetn Vietnant and the I SSR ,igt-d Jan. 
31 will seriousy cut trade tnd slcelip
ment aid. The new pact will also place 
strain on the Vietnamese orttian b% 
pricing exchanged goods at itterinaiional 
market prices and demanding haid fur
renes forall transactions. 1The nes eo

burden will und".ulit"dl speed 
Vietnamese efforts to attract other ites
tors and trading partners, tfereh 
strengthening its entry into the intina
tional conomy. 

As the Sovilet Unioin has decreased sop. 
to Vietnam. the countr has become 

increasinghl in need of ouiside assisitance. 
China has made repeated otertures t fill
the gap left bc the Soiet's departme. In 

-, Vietnam responded b sending a 
delegation of high- it t-isit 
China. ' he delegation oas appairtthn in
sitedtoexamineChina'secon-tic ,efitri 

hoseer. discussiononiecont ili
ation is belies-ed also to hate occurred. 

These recent esents sho that the
1990 	 .ould indeed be a turnitg int for190 coul i,,dee. aa fumingte f.o,,r: 
Vietnam, and for the L Sshould relati tis 
be normalited. Normaliatiin coul proct 
beneficial to both cotruies lo both 
geopolitical and economic ,raiis... s the 
global geopolitical balance of pis ,er sl'ifts. 
normalization would find the LS better
oii~dt epVea e~r ~iiV.liti. i.) 

call) stable aid free front tht influence if 
the So, iet Union or China. 

Normaliattion of relati itmild also 
ease the handicap that US b it.-ss fitter

old trade embargo with Viettam. 

reform proigram progresses. \'iet.imi op
pears like, tu.becomea ne trialLet i"i in. 
vestment. Indeed, many obserser, bclits e 
it may become the next ".-,im miracle 
economy." Normalization othld Allm% I S 

freely to compete lot- ettuis 
in the country with the Japatese, Euro
pean, and .,ian states that hase almredv 
been investing in and prtiting from the 

opened market. 
Vietnam has proven Aillitig to meet 

some of the CS conditions for ntormalia
tion. B withdrawing front Canttiulia. 
pledging further support ott the 
POW%'.I'A problem, and allotng distus
sion on tite emigration of.Autncasian t hil
dren. Vietnamn has shown actesiir to coop
erate with the US and the inietnatitual 
community. 

In addition. its economic refiutins hase 
indicated its intention to intergate into the 
global economic community. Normaliza
tion of relations would recognize 
Vietnam's efforts to cooperate and sould 
encourage its transition to an economicall) 
healthy and politically stable force within 
the region. 

a Kelly S.Nelson conduAts research on ,-ila, 
tradeostes forhe Washingtoi lau1fin.I old 
and Porier. She is also a unt euis flluw aid 
doctotal candidate at The George'Washiigtopt 
Untversity. 
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to The US could accelerateprogress

OPINION towardpeace by lifting its embargo on 
_________- __ " humanitariananddevelopmental aid 

Jump-Start for Cambodia
 
tions i, ill be held in cantonment change between Washington and 
unde L'N guard, the .cry nature Phnom Penh would be one such 

By Heather N. O' Brlen of the guerrilla group gives it the positive channel. 
unfair advantage of invisibility. Fostering economic ties by lift-

While SOC troops are under ing the trade embargo would
LL four factions at the core keen imernational eye, Khmer open man) windows of opportu.
of the Cambodian conflict Rouge rank and file will ntelt un- nit%- political, economic, and hu
have joined hands in a seen b) the UN into the Cambo- manitarian - to US relations with 

shak% cease-fire until the Su- diai populace and further Indochina. It would also help it)en. 
peme National Council meeting trench a culture of fear and relieve domestic pressure front
sheduled for this month The coercion. While the SOC miltar) the L'S business yommunils led
basic problem is a political dead- would be metdulousl) disman- b% Srris. Richard Lugar andlock bet sern Cambodia's i%,o tlIed. ie Khmer Rouge would be Frank Murkowski, to address L'Smost flimerfuI factions - the State "neutraliied" b%UN blue helmets business interests b%discardingof Cacl, hsdt' de facto gomeri- clecking surrendered weapans the "trading with the enem" act.nrie.i i otislnot but refornim. againt lists pro-ided bi the The political implicatiots ofail Il. radiall a.it NKhiie, Khtter Rouge themselves, Such a lifting the trade embargo wouldR. 1 vigtn i illk - ot detail, i sstem dependent on Khmer be great. It could entice Hanoiilt, ti inl N\t.'on, p ..l plii Riiiige honest%. inmties deceptiot. arid lhnom Penh into agreeing tolh'.,iiiiIt. h oi lit field the Aihrno international guar- the Pern-5 framessork for peace,

, fi, d 'itfig'ge n ithe Thi.. antees h% UN Securitv (.ounil proiding the needed lever to se-Ctil 'hiN li-itii ha'li,cimbed ieriber are essential. Khmier ci. cure 'S interests with both sAatto IIli nt l,.ii.ti). anid al:ti e li lls of ii be assured that the ring Asian communists and theirI ltM I i is thi Khmer Rouge will not|hltiolc ligiis return i respectie Scurit% Council comCi:ib4rhfi .ir bect displ,mrd underinite a nesli elected go%- rades. From the Si liet camp. theThe ciii e"Ii p'1lial -ied'-ltk" ernmeni. Current draft guaran- US and its allies in the region
llicalel, fithemomeiurn of te Itees are %agueand noncommittal. iould finall, get ,crification ofCambodian peace process the complete withdrawal of \'et-The flurn ofdipl.omatic acti%- HANGES in the external namese militar) forces fromit% fol.iimg ftI optimistu inte-. environment are equalls Cambodia. UNTAC-supenised

n'atiottalatii oftheCambodian important. Here the US elections vould provide a facepeace picess in Augut 1lt49 can make a utal contribution b, saving %%a%for Beinit to drop itspiodiu(ed the LN Securt :iun- h thelihtitg embargo against hu' Maoist proxies, therebs pte.oil's fiamesork foi a folical set. mitarian aid to Cambodia. This enipting an, Khmer Rouge plans
IrIt"eni in Rc-u.ii'i 6N8 'liu vould demonstrate a commit. I return to posier for a second'Pern-a plan uill create a UN mere to helping the Cambodian round of the killing fields.

peacekeeping tperathn,
ihe UN people and to the P-5 process. To achiese these ends, the 'S"'tianininal Authiriti in Carto.. Allowing humanitarian and should remove :is political barn.dia iL N IAC.i. %,,hichu ill neutral. dclelopmental aid to enter the cade to aid and allos, financial intie tie solattle militar ensiron, counti% so that Prime Minister stitutions such as the IMF. World 
men, supernise f e kes Hun Sen can better care for the Bank, and Asian Deselopmnntgottmeni ninisties, and lie. (ambodian people ma% appear Batik to decide whether the 
pare ( aulhddIis fii the first fie to benefit the din facto regime in SOC's recent ecionmic reformselections in Khmer histon. Dur. the short run But if the lilting of merit elgibil for de-elopmeni
ing this iansitiin petiod, the Su- the embatgo is coupled with loans. Cold-wa.'r politics froze thepicnic National Council Aill en. assurances that Hun Sen will aid saulh, shut. Cambodia is theshrine the nat onlal sm ereignis of agree to the P.5 plan. INTAC onls countr%eser to be deniedCambidia arid hold Cambodia's "ill ulirnael% ensure that the deselopmenai aid from all the 
seat at the .N. Factional disputes Cambodian people benefit from usual loan sources.thiri the council have caused tis aid. Once elections ha%e been Current US foreign polic. sig.
the present impase. held, the US siill be fteed of a nificanlh contributes to tre hu.Ttr Catmbdian peate process residual cold.ar cinflict and call man-tights nightmare in
needs ajunip-star. '1his tiild be concentrate on fostering lies sitllt progress in Cambodia. Fosteringdone simuliar eouslh from sio Carblta's politicall. more im- political stabilirs and economic

angles: external and internal 
 pirltant neighbor, 'itenam. deselopmem will open new witl.First. the internal pioblem. While (omplete normaliuation dioss of opportumt to promoteMilitar% uachinen swilthin Cam. of diplinaii relations ma set be US iterests and to cultivate mubodia must be ellectinl neutral- politicalh premature, opening tuall%pnridictise lotg-term rela.

i|ed and minlnational guarantees channels ofcomrittunication be. tins sith Southeast Asian naof peace must be strengthened. isren Indochina and the US is lions.
 
The UN's Perm.5 framesork un. crucial Sen Robert Kerre%'s pro.
is-iutinglh fasors the Khmer posals to establish a liaison office N Uathre M. O'Brien, a forif.e re-Rouge otier the Cam.State of in Plinum Penh to supervise the searher uith the Fal Easiett Era..bi.dia (So(C) furces .Although sol- disiribttiin of humanitarian aid nniis Reiew helpeddoaft sertioru of
dices fior all fi-ur Khmer far- and encourage informal ex- the LW peace plan for Cambodia. 
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Thank you for the opportunity to testify today on behalf of the
 
Sierra Club and the Environmental Defense Fund to provide our assessment
 
of how the African and the Asian Development Banks are doing with regard
 
to protecting the environment. As many of the members of this panel
 
know first hand, the interest and concern expressed by the U.S. Treasury
 
Department and the development banks over the environmental quality of
 
the activities of the MDBs is directly due to the leadership this
 
subcommittee has provided since the early 1980's. As a result, more
 
attention is being paid, by some of the MDBs, to the environmental
 
problems associated with their lending practices.
 

In 1988, this subcommittee passed an amendment, sponsored by Rep.
 
Nancy Pelosi, to require the banks to provide environmental impact
 
assessments to the Treasury Department and members of the public, 120
 
days prior to the project coming before the Board of Executive Directors
 
for a vote. As you will recall, the law does not allow Treasury to
 
support the project if an EIA, or a comprehensive summary of the EIA, is
 
not provided in a timely fashion. Wisely, the law gives the banks two
 
years to adjust their policies and procedures. This coming December,
 
the Treasury Department will be obliged to vote against any project
 
which has a significant impact on the environment for which an EIA was
 
not prepared. The 120 day advance rule for the release of an EIA means
 
that any project coming before the Board of Executive Directors after
 
December 19th, 1991 will have to have a completed EIA available to the
 
Treasur) Department and the public by the middle of August.
 

The primary question is this: are the Asian and African Banks
 
going to be able to comply with the EIA requirement? Of the four
 
development banks, the Asian and African Development Banks seem to be
 
having the most difficulty making preparations to meet the requirements 

.. f this..Iaw. 



ASIAN DEVELOPMENT BANK:
 

The environmental staff of the Asian Bank supported the adoption

of the Pelosi amendment because it already had EIA procedures in place.
 
We remain concerned, however, as to whether their procedures have been
 
amended in order to meeting the requirements of the U.S. law. As you
 
will recall, the law requires that the EIA include a review of the
 
proposed action and alternatives to the proposed action and that the
 
EIA, or a comprehensive summary of the EIA, be made available to "the
 
multilateral development bank, affected groups, and local
 
nongovernmental organizations." From our discussions with Bank and
 
Treasury staff it is our assessment that the Asian Bank is not yet ready
 
to fully comply with the EIA law. We understand that the Bank is having
 
trouble adjusting its project development cycle to meet the 120 day
 
submission rule for the EIA. 
In addition, their old assessment
 
procedures did not require the evaluation of alternatives, the
 
involvement of affected groups or nongovernmental organizations; and it
 
certainly did not include the requirement to release the EIA, or its
 
equivalent, to the public and the U.S. ED 1.20 days in advance of the
 
vote. These elements of the EIA procedures are the key to the whole
 
process. Without public involvement in the process the EIA looses much
 
of its meaning and becomes a paperwork drill.
 

The Acting Director of the Environmental Department, Bindu Lohani,
 
was most supportive when the U.S. MDB/EIA law was under consideration by
 
this Subcommittee and assured us 
that the ADB will meet the law's
 
requirements. Mr. Lohani has always been most assessable to the
 
environmental community, in the donor and borrower countries alike.
 
However, we not so sure that Mr. Lohani openness is representative of
 
the Bank in general. We were disappointed that the Bank's management
 
made no effort to meet, or in other ways interact, with the NGOs who
 
came from all parts of the world !o attend the Bank's April annual
 
meeting in Vancouver BC, Canada. Symptomatic of this problem is the
 
slow progress the Bank has made in selecting a director of their
 
environmental department. 
Until the director is in place, the expansion
 
of the environmental staff must wait. In August, 1990 U.S. Treasury
 
Deputy Assistant Secretary for Developing Nations, George Folsom, wrote
 
to Mr. Kimimasa Tarumizu, the president of the Asian Development Bank,
 
regarding the pending replenishment of the Asian Development Fund.' Mr.
 
Folsom noted in his letter that:
 

"We are concerned that the Asian Development Bank
 
continues to be seriously under-staffed in the environmental
 
area and that progress on the reforms called for at the
 
economic summit can not be made unless steps are taken to
 
increase the number of environmental experts on the Bank's
 
staff. In its budget proposals for next year, we urge the
 
Bank to make provision for a substantial increase in fully

..Report to the Congress from the U.S. Treasury Department on the
 
environmental performance of the MDBs, March 1991, pg. 23.
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qualified environmental staff. We believe that the number
 

of these £.?erts on the staff should be increased to ten by
 

the end of June, 1991, with the understanding that a further
 

increase to fifteen would take place before the end of the
 

calendar year."
 

Folsom goes on to urge the Bank to "adopt and implement promptly
 

procedures for assuring that environmental impact assesszents (EIAs) are
 

completed for all projects that will have a significant effect on the
 
.environment."
 

Here we are, a month or so away the implementation date of the EIA
 
law axid nine months since Mr. Folsom's letter and we still have no
 
assurances that the Bank has responded, or will respond in the near
 
future, to these needs. We remain hopeful, but very concerned with the
 
speed in which the Bank is proceeding.
 

I would like at this point to submit for the hearing record a copy
 
of a letter from 14 U.S. and Asian nongovernmental organizations, dated
 
April 25, 1991., co the President of the Asian Development Bank. This
 
letter was written at the Bank's annual meeting in Vancouver, B.C. I
 
believe that you will be interested in the reviewing the 14
 
recommendations these organizations have suggested to the ADB. To note
 
just a few the groups call for greater public participation in ADB
 
activities; the integration of environmental and social factors into the
 
loan policies; increase the number of environmental and social staff;
 
give more attention to the impact of ADB development activities on women
 
and children; and, establish an independent monitoring and evaluation
 
process.
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plastic fishing nets that stretch a!ong the mert, the Pacific States Marine Fisheries
Global environmentoceans ocean surface for up to 40 miles and may Commission,Greenpeace and the Animal 

reach 30 to 100 feet deep. Known to Protection Institute.Driftnets bill gets enviromentalit and otha- critics as When: The hearing s set for Friay,"walls of death," the nets ame placed into June 21, at 9:30 an. in 253 Russell
Senate hearing thewat erandallowedtodritwithocea SenateCmen e contacts: Penny 

The Senate Comie-ce Committee winds and currents. Dalton, majority, x44912; Earl
Nationalea Stand the National Ocean Policy Study - Comstock, minority, x48170. -DR 

panel of senators established by the com- io n a for a n ed o s r e____ 
adthe Poly aa hinplementBill: Sa8841989is designedUnited Nationsspecificallyreso~u-to 

mittee to oversee oceans issues - w:ll tion calling for an end to high seas drifet 
i fishingby June 30, 1992, unless adequate


hold a hearing Friday on a bill that would conservation and management measures
 
require the president to impose Cconoic are in place. However, while it s the
 

nctions against countries that fail tc United States' position that ioconserva
\uminate large-scale driftnet fishing. on program would be adequate to corn-


Introduced April 23 by Sen. Bob pensate for the indiscriminate nature of
 
Packwood (R-Ore.), the measure (S884) aif oteing, thenrauto-
Japan opposes 

is aimed at the nations of Japan, South riwn, arguing that current international
 

Korea and Taiwan, which continue to use , tontrret
arguits inera 
rifuetste Nothn acifc ~efforts to monitor dniftnet fishing are addriftrets in the North Pacific ocean de quate.

spite f-ternational pressure to end tie A committee aide said the key to the
 

practice. While the three nations use the Packwood bill is that it would require the
 
nets primarily as a means of catching president oi Jan. 1wou992 -- ix months
 
squid, driftnets hhAiscriminately trap and priortothe U.N. deadline -to certify to
 
kill many sea creatures, including sea- the Congress any country that has not
 
birds, marine mammals and sea turtles, as h e d ong to adhere tho
 
well as other non-target species of flish. moratorium. This would give the United
 

Packwood stressed in an April 23 States some lead time in trying to imple
statement before the Senate that among ment the U.N. resolution, the staffer said.
 
the non-target species trapped by driftnets 
 Once a country is certified, the presi
are U.S.-origin salmon, % dent under current U.S. law (22 U.S.C.
hich spend part
of their life cycle in the ocean before 1978 et seq.) has the authority to ban
 
returning to fresh waer to spawn. U.S. imports into the United States of fish
 
fishing interests charge that driftnets are a products from that country. However the
 
threat to North American salmon. Packwood bill would go one step beyond


A September 1990 Congressional current law by requiringthe president on
 
Research Service report estimates that as June 30,199, to ba fish products from
 
much as 30,000 metric tons of North
 

,.-Amnerican salmon and steel - possi- any country that has not stopped using 
)y2 1million fish-ar caugh eachyear drifnets. 

-by2Ainlriotneflets. eare earh e The bill would authorize additionalbyAsian driftmet fleets.Drifnetsarehuge economic sanctions if: 

* the president determines that ban
ning fish products alone is not sufficient to 
stop a certified country from engaging in 
large-scale driftetting; 

aa country retaliates against the 
United States with sanctionsof its own;or 

- a country is caught violating the 
U.N. moratorium. 

The scope of the additional sanctions 
would include duties, import bans and 
other restrictions on the goods and sea
vices of the other cuuntry. 

Witnesses: Witnesses are ex
pected to include representatives of the 
Stue Depatment, the Commerce Depart-
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WP/91/40 INTERNATIONAL MONETARY FUND
 
A)r'i 1991 Asian Department
 

Market-Based Systems of Monetary Control in Developing
 
Countries: Oerating Procedures and Related Issues 1/
 

Prepared by Chorng-Huey Wong
 

Stumnary
 

This papeL reviews issues in the development of a market-based
 
system of monetary control in the context of financial reform in
 
developing countries. It discusses the appropriate sequencing of
 
financial reform measures that would facilitate the transition toward
 
a market-based system. It emphasizes the implementation of the basic
 
reforms of monetary control procedures and prudential regulation prior
 
to the enhancement of banking competition and the removal of direct
 
instruments.
 

After examining central bank operating procedures that employ
 
market-based instruments, the paper focuses attention on measures
 
required to strengthen the effectiveness of market-based operations.
 
In this connection, it discusses the coordination of monetary policy
 
with fiscal and external sector policies, concern about interest rate
 
stability, and the establishment of secondary and repurchase markets.
 
The paper also assesses the effects of financial reform on the demand
 
for money function and scresses the importance of developing up-to-date
 
economic indicators for policy formulation and implementation when the
 
demand for money is unstable.
 

Introduction
 

In recent years, many developi ; countries have begun to reform their
 
central bank operating procedures ! favor of a more active use of indirect
 
or market-based instruments to achieve macroeconomic objectives. The
 
introduction of a market-based system of monetary control, together with
 
financial liberalization, is generally aimed at strengthening savings
 
mobilization and improving the efficiency of resource allocation, which has
 
oftea been inhibited by direct interest rate and credit controls. This
 
paper reviews issues in the development of a market-based system of monetary
 
control in the context of financial reform in developing countries.
 

The plan of the pape: is as follows. Section I discusses the inter
action betueen monetary policy reform and financial liberalization, the
 
appropriate sequencing of financial reform measures, as well as the role of
 
public policy in developing financial markets. Section II examines the
 
policy framework and central bank operating procedures under a system of
 
indirect monetary control and discusses several related issues that have
 
arisen during various stages of financial reform. Emphasis is placed on
 
policy coordination and measures required to strengthen the effectiveness of
 
open market operations and to prevent a financial crisis while liberalizing
 
the financial system. Section III assesses the effects of financial reform
 
on the demand for money function and the implications for the formulation
 
and implementation of monetary policy. Conclusions are drawn in Section IV.
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THE WHITE HOUSE
 

Office of the Press Secretary
 

For Immediate Release June 27, 1991
 

REMARKS BY THE PRESIDENT
 
AT CEREMONY FOR THE 1ST ANNIVERSARY
 

OF THE ENTERPRISE FOR THE AMERICAS INITIATIVE
 

The Rose Garden
 

4:05 P.M. EDT
 

THE PRESIDENT: Please be seated. Welcome, distinguised

members of Congress and both Houses. Let me salute our Secretary of
 
the Treasury and another Cabinet member, Ambassador Carla Hills.
 
Minister Foxley of Chile, Minister DeFrarco of Nicaragua, Minister
 
Alfaro of Panama. I could not be more pleased to have you all join
 
me up here today. And look at this audience, sweating out there.
 
(Laughter.) Change that -- perspiring out there.
 

Bob Mosbacher is here, our Secretary of Commerce; and Ed
 
Madigan, General Scowcroft, Bill Reilly, Mike Boskin, Larry
 
Eagleburger -- and I'm going to get in trouble -- Mr. Robson and
 
many, many more. Fred Zeder and John Macomber of the Ex-Im, Ron
 
Roskens of AID. You have our top people here and it's very symbolic

and important that they be here. I think that this shows vividly our
 
commitment to building a better and more prosperous hemisphere.
 

We're also pleased to have with us Mr. Enrique Iglesias
 
of the Inter-American Development Bank. It seems like he just left.
 
He was just here the other day, and we welcome him back. The
 
Ambassadors from Latin America and some of the Caribbean countries,
 
from the OAS, the Secretary General here, we salute you, sir; and
 
many members of the diplomatic corps. To everyone, I would say my
 
warmest greetings to you on this historic day. Feel free to take
 
your coats off. If it weren't for these cameras, I'd take mine off.
 
(Laughter.)
 

I'm just delighted, again, that you're all here. And
 
we've come here today to celebrate the first anniversary of the
 
Enterprise for the Americas Initiative. As you know, this initiative
 
wasn't a unilateral thing, it grew out of talks between many of us
 
here today.
 

I heard many of your concerns about building a prosperous

hemisphere, of throwing off the deadening weight of debt and economic
 
stagnation, and building stxong ties of idealism and self-intcrest.
 

With the Enterprise for the Americas Initiative, we vowed
 
to encourage free trade, stimulate investment and reduce the debt
 
burden that overwhelms so many of our neighbors and our colleagues.
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We've made great progress. In just one year we've signed
 
eight bilateral framework agreements for trade and investment: with
 
Chile, Colombia, Costa Rica, Ecuador, El Salvador, Honduras, Peru and
 
Venezuela. Make that 10 agreements, because today Carla Hills will
 
sign bilateral framework agreements with Minister DeFranco of
 
Nicaragua and Minister Alfaro of Panama. We also are negotiating
 
with Guatemala and the 13-nation, English-speaking Caribbean
 
community.
 

Last week, right here, Ambassador Hills also joined
 
representatives of Argentina, Brazil, Paraguay and Uruguay in signing
 
what we call The Rose Garden Agreement, the first regional frame'pork
 
accord under the Enterprise for the Americas Initiative. Carla has
 
been very busy, and I'm glad to see her bringing a lot of these
 
things to fruition. I congratulate her and Dave Mulford and so many
 
others who have worked tirelessly on these projects.
 

Ambassador Hills and her counterparts will pull down
 
tariff and nontariff barriers, protect patents and intellectual
 
property, strengthen investment environments and make it possible for
 
firms to repatriate their profits. In short, we will build a solid
 
foundation for economic cooperation and prosperity.
 

We've also begun making our hemisphere more hospitable to
 
investment. The Inter-American Development Bank has approved its
 
first investment sector loan. It's $150 million to Chile. Minister
 
Foxley and President Iglesias completed arrangements for this loan
 
today, I am told.
 

President Iglesias, I want to thank you, sir,.and
 
congratulate everyone at the IDB for this important step. And we
 
should congratulate Chile for the impressive free-market reforms that
 
it has undertaken. Through these loans, the IDB will help Latin
 
America and the Caribbean countries compete for capital and embrace
 
reforms that foster economic growth.
 

For years the world experimented with the fantasy that
 
experts could manage economies. The utter failure of the communism
 
system demonstrated that expert cadres can no more manage growth than
 
they can manage the weather or anything else. Free markets reward
 
people who have ideas, not just those who have connections. They
 
allow poor people to become rich. They make possible unprecedented
 
levels of social mobility. And, of course, they mean jobs. They
 
teach people hard study, hard work and commitment to others -- those
 
commitments produce real wealth.
 

I'm also pleased to report that our proposal for a $1.5
 
billion Multilateral Investment Fund has gotten off to a great start.
 
Japan has pledged $100 million for each of the next five years.
 
Canada, France, Portugal and Spain have expressed keen interest in
 
supporting the fund, which will provide targeted support for
 
countries that undertake the difficult reforms necessary to encourage
 
investment and stimulate free enterprise.
 

Pillar three of our proposal, debt reduction, also has
 
gotten off to a rousing start. Five nations already have negotiated
 
far-reaching reductions in commercial debt through the provisions of
 
the Brady Plan. Other nations will take advantage of the plan as
 
their economic reforms take shape.
 '7 



Congress has agreed to reward economic reform and trade
 
liberalization by reducing a portion of a nation's debt -- the food
 
assistance loans contracted under PL 480. Congress also supported
 
our recommendation to use interests on remaining debt for grassroots

environmental projects. And this ambitious, innovative plan already
 
has produced results.
 

Today, the U.S. will sign an agreement with Chile,
 
slashing Chile's PL 480 debt 40 percent, to $23 million. This is the
 
first example of bilateral debt reduction under EAI. We look forward
 
to reaching an understanding soon on the environmental component of
 
this agreement.
 

So now, just briefly, let me talk about what lies ahead.
 
As you know, Congress recently voted not to terminate the fast-track
 
trade procedures that enable us to deal in good faith with you -- and
 
with Congress -- in trade negotiations. Our goal is to create a free
 
trade zone that will cover all of North America. This tiade zone -
360 million consumers and markets that produce more than $6 trillion
 
in annual output -- will set the stage for something even more
 
dramatic -- a whole hemispheric zone of free trade.
 

I was very proud and pleased the way so many countries
 
south of Mexico and in the Caribbean supported the FTA, the
 
fast-track authority, with Mexico. It's broad vision, because it
 
should sweep through -- this whole concept of free trade must sweep
 
through our whole hemisphere.
 

The Enterprise for the Americas Initiative can link our
 
nations with their diverse cultures, work forces, and creative
 
forces. I know some have worried that the EAI might indicate a
 
reduction in our commitment to the multilateral trading system. Not
 
so: we remain fully committed and fully determined to make that
 
ystem work.
 

Indeed, as part of the Uruguay Round, we have joined our
 
Latin American and our Caribbean allies in trying to pull down
 
protectionist barriers in Europe and in Asia. I want to stress the
 
importance of reaching a successful conclusion to the round. It can
 
establish a basis for worldwide free and fair trade. Without it,
 
we're going to have great difficulty moving forward.
 

We live in an extraordinary place at an extraordinary
 
time. When Cuba embraces democracy, ours will become the first truly

democratic hemisphere in the world. That is a major goal, a major

accomplishment by most countries already; Cuba being this holdout.
 

There's no accident of history here. From the Northern
 
tip of Alaska to the southernmost point of Tierra del Fuego, we share
 
common heritages. Our people can trace their roots to all the
 
nations of the world. We share ties of culture, and of blood, and of
 
common interest. And now, as democracy sweeps the world, we share
 
the challenge of leadership through example.
 



We can lead the way to a world freed from suspicion and
 
from mercantilist barriers, from socialist inefficiencies. We can
 
show the world how prosperity preserves the social order -- and the
 
land, air, and water as well. We can show the rest of the world that
 
deregulation, respect for private property, low tax rates and low
 
trade barriers can produce vast economic returns. We can show the
 
rest of the world how to build upon each other's strengths, rather
 
than preying upon weaknesses.
 

Today, I simply want to pledge to you, our friends, my
 
full effort to make the Enterprise for the Americas Initiative a
 
total reality. I urge Congress to pass promptly the legislation
 
necessary to enact EAI. This includes debt reduction authority and
 
authority for the United States to contribute its share to the
 
Multilateral Investment Fund.
 

In 1876 -- I think I mentioned this the other day when
 
President Collor was here -- the Brazilian Emperor, Dom Pedro II
 
visited the United States, and stopped in St. Louis, among other
 
places. And he noted that local craftsmen were using only the
 
sturdiest materials in building a customs house. The emperor was
 
stunned. "But an iron building would last 400 years," he noted.
 
"You do not mean to tell me that there will be any custom houses in
 
400 years."
 

We meet today to honor Dom Pedro's vision of a hemisphere
 
shorn of customs houses and jammed with thriving markets. If we can
 
build a hemisphere devoted to freedom, one that prefers enterprise to
 
envy, we're going to create our own new world order.
 

We've worked miracles in one year; and so le% us shape a
 
revolution in the next. Because I honestly believe that, together,
 
we can make our hemisphere's freedom first and best for all.
 

Thank you, and God bless you. And thank you all for
 
coming down here on this very hot, but very significant occasion.
 
Thank you. (Applause.)
 

One half of it done. (Applause.)
 

Q Mr. President, have you thought about a successor to
 

Thurgood Marshall?
 

MORE
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TESTIMONY OF
 
AMBASSADOR JULIUS L. KATZ
 

DEPUTY UNITED STATES I'AJE REPRESENTATIVE 
BEFORE T1IE CYIITflE ON FINANCE 

UNITED STATES SENATE 

April 24, 1991
 

Introduction
 

Mr. Chairman, thank you for the opportunity to discuss the

trade aspects of the President's Enterprise for the Americas

InAtiative in the context cZ the Committee's consideration of our 
request for extension of "fast track" procedures for approval of 
trade agreements.
 

The Enterprise for the Americas Initiative (EAI), proposed

by the President in a major policy address in Washington on
 
June 27, 1990, is the result of a thorough review of U.S.
 
economic policy toward Latin America. It represents a new

approach, and a new more equal and reciprocal relationship, with
 
the other nations of the Western Hemisphere. The Initiative
 
would not have been conceivable absent the impressive commitment
 
of individual Latin American nations to economic reform,

liberalization'and democracy in recent years.
 

Implementation of the Initiztive offers the prospect of

significant economic and political benefits to our nation and to
 
our relations within the hemisphere. We will benefit as reform
 
encourages faster growth and progress across a range of social,

political and economic issues. 
Stronger and more prosperous

neighbors are better neighbors and better customers for U.S.
 
goods and services.
 

The Enterprise for the Americas Initiative consists of
policy proposals in three areas: trade, investment and debt. In
 
addition, the Administration proposes to channel local currency

interest payments on reduced debt reduction operations to fund
 
environmental activities in the region.
 

The policy initiatives in each area are interrelated and

mutually reinforcing. For example, we expect that the prospect

of expanded trade opportunities will stimulate new investment;

that capital flows responding to improvements in investment

climates will help countries deal with their debt obligations;

and that reductions in the stock of debt will make it easi.er to
 
attract capital and finance trade flows.
 



Imleme.ntinc the Initiative
 

The President's speech of June 27 laid out an ambitious
 
long-term program for trade liberalization in the hemisphere.
 
Over the months since the speech, we have been consulting with
 
Members of Congress, business, labor and other interested groups
 
in the United States, and with the Latin nations concerned, to
 
begin the process of implementing the Initiative. We have
 
reached some preliminary conclusions as to our basic approach and
 
developed crit&ria for implementing the policy on a country
specific basis.
 

As to the general approach, we have five main tenets.
 
First, as I have mentioned, the United States remains committed
 
to the multilateral trading system. In fact, the success of the
 
Uruguay Round is of the utmost importance to our free trade
 
initiatives in the hemisphere. The United States cannot be the
 
only market for Latin America, and outwardly oriented,
 
competitive economic policies are the best guarantee of
 
continuing growth and development.
 

I know that some have interpreted the Enterprise for the
 
Americas as a U.S. contingency plan for a failure of the Round,
 
or as an indicator of a trading system breaking down into blocs.
 
In truth, the opposite is the case: the EAI and the Uruguay
 
Round are complementary. We expect, for example, that a
 
successful Round will set international baseline standards for
 
services trade, in protection of intellectual property rights, in
 
investment performance requirements, and other equally important
 
areas, that will make the negotiation of free trade agreements in
 
the hemisphere considerably easier.
 

The Round must also be the venue for dealing with the
 
agricultural Gordian knot, for that certainly cannot be solved in
 
the Western Hemisphere alone. On a more political level, we
 
anticipate that a failure of the Round would lead to an
 
atmosphere far more conducive to protectionist and unilateral
 
solutions and more skeptical of trade liberalization.
 

Our second tenet is that the proposed negotiations on a free
 
trade agreement with Mexico and Canada will come first. Mexico
 
is by far our largest trading partner in Latin America, and a
 
close neighbor with which we share many economic interests. As
 

the President stated in announcing the participation of Canada in
 

the NAFTA negotiations, such an agreement would be "a dramatic
 



first step toward the realization of a hemispheric free trade 
zone." Provided "fast track" will be available and we begin the 
talks this summer as proposed, we think there is much to be 
learned there that will help us to define and develop the EAI
 
free trade vision. Naturally, we would expect that whatever
 
innovations in form or scope of an FTA that we develop in the
 
NAFTA process would be carried over to the later Enterprise for
 
the Americas agreements as well.
 

In the meantime, and third of the tenets, we are proceeding
 
to conclude framework agreements on trade and investment with
 
those countries and groups of countries that wish to work toward
 
freer trade in the hemisphere. In fact, we began the trade
 
liberalization process with Mexico in 1987 with the signing of
 
just such a framework agreement.
 

Framework agreements, in and of themselves, do not bind the
 
signatories to carry out specific trade liberalization
 
commitments. They merely constitute a declaration of trade and
 
investment principles, an agreement to consult on a regular

basis, and an initial agenda for consultation. Illustrative of
 
the enthusiasm for the President's initiative, Bolivia, Chile,

Colombia, Costa Rica, Ecuador, Honduras and Venezuela have signed

framework agreements with us thus far. We are negotiating about
 
a half dozen more.
 

Completion of a framework agreement with a country or group

of countries does not imply that the United States will be
 
proposing free trade negotiations with such countries
 
immediately. But it does establish a channel to explore various
 
trade liberalization options and promote the Enterprise for the
 
Americas vision.
 

Fourth, and perhaps least appreciated, is the fact that we
 
see the process of creating a free trade area for the hemisphere
 
as taking many years and stretching into next decade. The
 
commitment to open markets completely and on a reciprocal basis
 
is a difficult one for any government to make. We know there
 
will be many complications to negotiating such arrangements

between the United States and other countries in the hemisphere,

and between the parties and those with which we already have or
 
hope to have free trade arrangements (such as Mexico and Canada).
 

As we proceed to explore possible opportunities and as we
 
consider approaches to our goal, we believe that it is essential
 
to maintain a close consultative relationship with the Congress
 
and especially with this Committee.
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Fifth, and related to these negotiating challenges, we 
believe that we should be prepared to negotiate with individual 
countries and in particular with groups of Latin American or 
Caribbean countries that associated to remove trade barriers 
along themselves. The President made this point in his June 27, 
1990 speech. " ... (T]he U.S. stands ready to enter into free 
trade agreements with other markets in Latin America and the 
Caribbean -- particularly with groups of countries that have 
associated for purposes of trade liberalization." 

From the U.S. perspective, negotiating with an integrated,

fully open market created by a number of contiguous countries is
 
attractive because it will provide us with access to a lorger

market and move us towards regional integration. This does not
 
rule out concluding bilateral agreements where these are
 
appropriate (e.g., with Chile). Bilateral agreements can be a
 
model and incefitive for other countrids to undertake needed
 
reforms. Our overall objective remains to encourage countries in 
this hemisphere to increase trade among ourselves and reduce
 
barriers to sub-regional trade as part of the overall process of
 
promoting free trade throughout the hemisphere.
 

Mo'7ina Toward Free Trade - Indicators of Readiness
 

Since the process of creating a hemispheric free trade
 
system is likely to take many years, the timing and pace of free
 
trade agreement negotiations with countries and/or groups of
 
countries will assume considerable importance.
 

A variety of economic and political factors will affect our
 
recommendations in this regard. Before proposing to initiate FTA
 
negotiations with a country or group of countries, we will
 
consider huw such an agreement would be in the economic interest
 
of the United States and contribute to our overall hemispheric
 
policy objectives. Again, I want to emphasize that any decisions
 
to proceed would not be taken without consultations with the
 
Congress and, in particular, with the members of this Committee.
 

To be a realistic candidate for an FTA, however, a country
 
or countries must have the institutional capacity to fulfill the
 
long-term, serious commitments involved, and the economic
 
policies required for the success of the FTA. In particular, we
 
would expect that a prospective FTA partner be committed to a
 
stable macroeconomic environment and market-oriented policies
 
before negotiations begin.
 

The international financial institutions, in particular the
 
Inter-American Development Bank and the World Bank, are ready to
 
hcr*Ip the region's nations adopt structural and investment policy
 
reform programs with this goal in mind.
 



Another aspect of readiness is a country's commitment to the
 
multilateral trading system. As I have stated, we consider the 
Enterprise for the Americas initiative to be compatible with, and 
supportive of, the multilateral trading system. Indeed, we are 
using the meetings of the EAI-related councils established under 
our framework agreements to coordinate our positions in the GATT. 
As to FTAs, we have been clear that we will only negotiate
agreements fully consistent wi..h the provisions of GAFT Article 
XXIV.
 

To ensure this positive linkage between the GATT and the
 
EAI, we will look to see that our prospective FTA partners have
 
demonstrated progress in achieving open trade regimes and are
 
members in good standing of the GATT. Such a policy will also be
 
helpful in assuring our non-regional trading partners that the
 
EAI is in their interest as well.
 

Elements of EAI-Related FTAs
 

Since we envision ultimately combining the various bilateral
 
and plurilateral agreements to create a "hemispheric system of
 
free trade," Enterprise for the Americas-related FTAs should be
 
largely consistent in scope and terms with each other and with
 
the evolving form of the NAFTA. In addition, free trade
 
agreements in the hemisphere need to cover a variety of trade
related economic policies in addition to the classic tariff
 
phase-out provisions, so as to minimize distortions and promote
 
our common objectives. The following elements constitute our
 
initial negotiating objectives, recognizing that in some respects

agreements will be tailored to individual country circumstances:
 

o 	 An EAI-related free trade agreement should aim to
 
eliminate all tariffs on the trade between the parties

to the agreement in products originating in the customs
 
territories of the parties. Elimination of barriers on
 
"substantially all trade" is a prerequisite for GATT
 
consistency and makes economic sense as well. GATT
consistent tariff reductions should be implemented

according to a specified phase-in schedule.
 

o 	 There should be an analogous phase-out of non-tariff 
barriers. 

o 	 A free trade agreement should cover services, since 
services are becoming increasingly important in 
international trade, and are a source of U.S.
 
competitive strength. Our goal would be effective
 
market access on a broad scale.
 



0 Likewise, a free trade agreement should provide 
standards for the treatment of investment, guaranteeing
 
investors based in the parties to the agreement 
national treatment in the territory of the other party. 
Trade-distorting "performance requirements" imposed on 
investors also have no part in a free trade 
relationship. 

0 A free trade agreement should have a mechanism or 
mechanisms for settling disputes about the application
 
of its terms and the treatment of investors. 

o 	 A free trade agreement should guarantee investors and 
traders that their intellectual property rights will be 
protected. We cannot foresee a free trade arrangement 
with a country that denies U.S. pharmaceutical patent 
holders the right to exploit their inventions, for 
example.
 

o 	 Special provisions might be necessary to handle trade
 
in and access to natural resources and natural
 
resource-based products, given the often extensive
 
state involvement and regulation of the natural
 
resource field.
 

o 	 A variety olf otier operational, technical or security 
provisions also will be needed in a free trade 
ceigrement. These would include: rules of origin and 
rules for the application of standards; public health 
and safety exceptions; essential security interest 
excluL._ons; safeguards; "docking" provisions for adding 
on future FTAs; consultative and dispute settlement 
procedures. 

o 	 Finally, a free trade agreement should discipline
 
specific categories of government actions that could
 
undermine the basis of the agreement. This includes
 
provisions covering subsidies, state trading, trade
 
restraints justified on balance of payments grounds,
 
and the use of foreign elchange restrictions and
 
controls.
 

As you can see, Mr. Chairman, negotiations of this nature
 
will need to cover many issues, and they will not be lightly
 
entered into by either the 'Jnited States or its potential free
 
trade partners in the hemisphere.
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I welcome this opportunity to discuss today two financial issues which are of 
continuing concern in this Hemisphere: capital flight and debt. The Administration is 
addressing these problems through both the Strengthened Debt Strategy and the Enterprise 
for the Americas Initiative (EAI). 

The prospects for future economic development in Latin America and the 
Caribbean will be largely dependent on policies which attract new capital investment. In 
many instances these policies are now be.'g implemented and represent a significant reversal 
of past, failed policies of statism and protectionism that have contributed to capital flight and 
to a dependence on debt financing from abroad. We have been impressed by policies 
implemented by a number of new Latin leaders, but more must be done. The EAI can make 
a significant contribution in realizing these objectives. 

While Latin America requires capital for growth, competition for international 
capital has intensified with the opening of Eastern European economies and demands in the 
Middle East. At the same time, commercial bank lending to developing countries has 
diminished and budget limitations constrain flows from official bilateral sources. As a 
result, private capital, including repatriated capital, is increasingly the engine for economic 
growth for the 1990s. 
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There are no reliable measurements of capital flight, and economists' estimation 
procedures produce both variable and dubious results. Some estimates have placed the level 
of capital flight from Latin America at greater than the level of foreign borrowing, but these 
estimates probably have minimum credibility. Whatever the magnitude of capital flight in 
the past, we believe that the pace of outflows may be easing for several countries, and that 
some are experiencing inflows, but outflows continue to be a major problem for other less 
developed countries. 

CAUSES AND CONSEQUENCES OF CAPITAL FLIGHT 

What are the causes of capital outflows? Private capital leaves one country for 
another to seek a higher return on investment or a safer haven with reduced risks. Important 
factors therefore include the direction of macro-economic policies and the relative stability of 
the political climate. High inflation rates erode purchasing power, increase uncertainty and 
exacerbate risks. Investors anticipating sudden currency devaluations as a result of 
inflationary policies will move their money abroad to preserve their capital. 

Political uncertainty, and the threat of nationalization and populist hostility 
capital may also discourage both foreign and domestic investors. Drug production, 
trafficking and money laundering threaten political stability in some countries, and also 
contribute to instability in domestic financial markets. The Administration is vigorously 
pursuing policies to combat drug-trafficking in Latin America. 

Many countries pursue unfavorable and short-sighted investment policies, which 
stimulate capital outflow. Investment opportunities can be limited by restrictions or 
prohibitions on investment in "sensitive" sectors. These often include areas such as 
telecommunications or transportation, which are reserved for the state or for a state
sanctioned monopoly. Onerous regulatory regimes, together with a reliance on price controls 
and subsidies, further erode the profitability of investment. 

These problems are often compounded by market-distorting credit policies. 
Interest rate policies, including ceilings on interest paid to depositors, and credit allocation 
policies, undermine capital markets. Tax avoidance may be another stimulus to capital 
outflows, reflecting discriminatory tax policies that erode the return to investors. 
Restrictions on transfering funds cut of a country also encourage investors, where possible, 
to keep and invest their capital abroad. 

The negative consequences of massive capital outflows from less developed 
countries are clear. Capital which is invested abroad is capital that is not available for 
investment in the developing country. Investment and economic growth will tend to be 
lower. Morzover, profits on capital held abroad are seldom fully repatriated. Capital 
outflows also erode the national tax base, due to unreported and unrecorded income which 
escapes the tax authorities. Foreign exchange receipts may also be under-reported and held 
abroad. 

eifr 
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The political leaders in less developed countries must address the need to reform 
the investment regimes, to make them more hospitable to investment by both nationals and 
foreigners. In the past few years we have witnessed a growing awareness of the importance 
of an attractive investment regime that offers competitive returns and a wide range of 
investment opportunities. 

Such reform is at the heart of both the Strengthened Debt Strategy, known as the
 
Brady Plan, and the EAI.
 

THE STRENGTHENED DEBT STRATEGY 

The major objective of the Brady Plan has been to encourage highly indebted
 
countries to successfully implement market-oriented macroeconomic and structural policy
 
reforms in order to achieve sustained growth and ultimately resolve their debt servicing
 
problems. IMF or World Bank supported adjustment programs are prerequisites for debt
 
reduction under the new strategy.
 

In advancing this strategy, we have encouraged commercial banks to consider 
debt and debt service reduction as well as to mobilize additional financial resources in 
support of debtor reforms. We have also redirected IMF and World Bank resources to back 
debt and debt service reduction for commercial banks while creditor governments continue to 
provide needed support. 

As we begin our third year under the strengthened debt strategy, we can survey 
some key successes and progress made to date. In assessing progress within the strategy, we 
should consider first the magnitude of debt covered through debt reduction agreements and 
the number of countries involved. 

Agreements have now been reached with eight countries, including five in Latin 
America --Chile, Costa Rica, Mexico, Venezuela, and Uruguay. The eight agreements 
account for some $125 billion in commercial bank debt, or nearly half of the commercial 
bank debt of all of the major debtor nations. 

The benefits to these debtor nations have been substantial: Mexico's stock of 
medium and long term commercial bank debt was reduced by 34%, Costa Rica's by 62% 
and Uruguay's by 40%, in addition to significant annual debt service savings and innovative 
collateralization have reduced the burden of principal payments. The IMF and World Bank 
have provided some $5billion in resources to support debt and debt service reduction by 
commercial banks. 

The strong reform efforts by such countries as Mexico, Chile and Venezuela 
have been rewarded by their successful reentry into the capital markets and increased cash 
flows into their economies. All have liberalized their trade and investment regimes. Chile 
has one of the most open investment regimes in Latin America and has moved to privatize 
key public enterprises. Venezuela is also beginning a privatization program. Mexico has 
privatized its airline, copper, and trucking industries in the past 18 months, and has 

'",'!j 
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announced some $20-25 billion of future privatizations of government-owned enterprises in 
the banking, steel, telecommunications, fertilizer, and insurance sectors. 

Investor confidence is increased when a country maintains sound relations with 
its international creditors, including commercial banks and the international financial 
institutions. Both Mexico and Chile experienced inflows of repatriated funds and foreign 
capital following reduction of their debt with commercial bank creditors under the Brady 
Plan. ,Ie also believe that Venezuela, which reached agreement with commercial bank 
creditors in March, 1990, has begun to see a reversal of capital outflows. 

EAI - CONTINUING SUPPORT FOR REFORM 

To enhance growth and prosperity throughout the hemisphere, last June President 
Bush announced the Enterprise for the Americas Initiative -- an ambitious agenda for 
strengthening our ties with Latin America and the Caribbean. The Initiative proposes 
specific action on three economic issues of greatest importance to the region -- trade, 
investment, and debt. A key focus is to help countries in the region attract the capital 
essential for growth and development. 

Trade 

Our long-term goal is to establish a system of hemispheric free trade. As our 
first step toward our objective, the President has announced our intention to negotiate a 
North American Free Trade Agreement. We have recently gained from Congress an 
extension of fast-track negotiating authority, which will allow us to enter into negotiations 
with Mexico and Canada to eliminate barriers to trade and investment. 

The Administration is also proceeding to conclude EAI Trade and Investment 
framework agreements with eight countries -- Colombia, Ecuador, Chile, Honduras, Costa 
Rica, Venezuela, El Salvador and Peru. We are also discussing such agreements with 
Panama, Nicaragua, the CARICOM group of countries,, and a group of countries composed 
of Argentina, Brazil, Uruguay and Paraguay. Framework agreements constitute a declaration 
of trade and investment principles and set up Councils to consUt on these issues and to work 
towards liberalization. 

Investment 

To encourage countries to liberalize 1heir investment regimes and help improve 
their ability to attract capital, the Initiative proposed cration of a new investment sector loan 
program in the Inter-American Development Bank (IDE), and the creation of a Multilateral 
Investment Fund. The IDB has sent diagnostic teams to several countries to negotiate 
investment sector loans. The first loan, for Chile, will be discussed by the ID4 Executive 
Board on June 19th, and we expect programs for Jamaica and Bolivia to follow this summer. 

We are also seeking contributions from other governments to a $1.5 billion 
Multilateral Investment Fund to be administered by the IDB, which would provide additional 
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support for investment reforms. The US has proposed to contribute $100 million a year, for 
5 years. The Japanese have already announced their commitment to provide $100 million a 
year, for five years, in grant resources to the Fund. Last week, several other governments 
indicated support for the MIF, and we hope to be able to achieve firm commitments in the 
near future. 

We are confident that investment reforms negotiated with the IDB, together with 
the creation of a new Multilateral Investment Fund, can make an immense difference in the 
climate for investment in the region, and to its future growth. 

Debt 

The debt reduction element of the EA] establishes a coherent approach to 
bilateral debt reduction which reinforces ongoing economic reforms in Latin American and 
Caribbean countries. It complements the strengthened debt strategy by addressing the debt 
problems of countries whose debt portfolio is primarily owed to official creditors rather than 
to commercial banks. 

We propose to redt'ce existing debts to the USG of countries which are 
undertaking macroeconomic and structural reforms, are liberalizing their investment regimes, 
and have negotiated agreements with their commercial banks, as appropriate. We have 
gained authority from Congress to take such action on PL-480 debt. 

Several countries -- including Chile, Jamaica, and Bolivia -- are well positioned 
to qualify for PL-480 debt reduction in the next few months. Other countries could also 
move to qualify in the near future. 

The potential for bilateral official debt reduction has been welcomed throughout 
the region. To provide the full extent of debt reduction proposed under the Initiative, we 
must gain additional authority from Congress. In particular, we are seeking authority to 
reduce AID debt -- which represents $5.2 of $7 billion in concessional debt owed by the 
regional countries to the US -- and to sell, cancel or reduce a portion of Eximbank loans and 
Commodity Credit Corporation (CCC) assets acquired through its export credit guarantee 
program for debt-for-equity, debt-for-nature, and debt-for-development swaps. 

By reducing bilateral official debt, we hope not only to ease countries' financial 
burdens but also to provide significant support for the environment. If the debtor country 
has entered into an environmental framework agreement, interest payments on reduced 
concessional deibt obligations will be made in local currency into an Environmental Fund in 
the debtor country. 

The burden of external debt has constrained the resources available for growth 
and tested the resolve of nearly every government in Latin America and the Caribbean. By 
easing the burden of official debt for countries committed to necessary economic reforms, we 
can reinforce the rewards of sound economic policies -- helping them to restore confidence in 
their economy and attract both domestic and foreign investment. 
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COUNTRY CASES
 

I have explained the policy initiatives undertaken by the Administration to 
encourage economic reform and to address the debt burden in countries in Latin America and 
the Caribbean. Let me now turn to developments in several countries. 

Mexico 

Mexican economic policy reforms since the mid-1980s have substantially 
increased confidence in the Mexican economy, bringing a dramatic reversal in the direction 
of private capital flows. Trade and investment liberalization, tax reform, and measures to 
reduce the burden of the public sector have provided a backdrop for economic recovery and 
for repatriation of flight capital. 

We estimate that capital repatriated into Mexico ranged from $1.5-2.0 billion in 
1988 and from $2.0-3.5 billion in 1989. All told, since the announcement of the commercial 
bank deal in June, 1989, Mexico has received an estimated $5.5-6.0 billion in capital 
repatriation and an additional $5.0-5.5 billion in foreign direct investment. This represents a 
dramatic turnaround from the early 1980s, when capital flight averaged an estimated $7 
billion per annum. 

Increased confidence in the Mexican economy is also reflected in Mexico's 
return to the international capital markets. Mexican firms raised over $5.5 billion in debt 
and equity financing during 1990, and nearly $3.5 billion so far in 1991. 

Mexico's success is due to several factors, in addition to the reforms already 
mentioned. Investor confidence has improved significantly since the announcement of the 
commercial bank debt and debt service reduction agreement. This renewed confidence was 
reflected in a dramatic decline in Mexican interest rates from nearly 50% per annum before 
the announcement of the commercial bank agreement, to under 20% today. Lower interest 
costs have been a key element in the fall in Mexico's fiscal deficit, from 13% of GDP in 
1988 to 3.5% in 1990. This improved fiscal position has enabled Mexico to reduce inflation 
from 160% in 1987 to under 30% in 1990, while at the same time achieving GDP growth of 
3.9% last year. 

Recent measures have further enhanced Mexico's attractiveness to investors. 
These inciude a constitutional amendment in June, 1990, that allows privatization of 
nationalized commercial banks. The announcement of plans to regotiate a Free Trade 
Agreement with the US was another positive factor, as was the introduction of a well
designed tax amnesty program for repatriation of flight capital. Under this program, 
Mexican nationals pay a flat 1 % tax on all repatriated funds. 

Venezuela 

Venezuela appears to have reversed capital flight beginning in 1988, when over 
$1.5 billion in capital was repatriated. Poor economic performance caused capital outflows 
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to resume briefly in 1989, but at modest levels. Falling real GDP (-8.3%) and rising 
inflation (81 %) were the principal causes that year. 

In 1989, Venezuela successfully adopted a series of strong adjustment measures 
which spurred renewed growth and cut inflation. The Government of Venezuela continues to 
implement an ambitious program of economic reform in a number of sectors and has 
undertaken trade and fiscal reforms, financial sector reforms, and privatization. These 
initiatives have been reinforced by the 1990 debt package with commercial bank creditors 
under the Brady Plan, and together have contributed to attracting capital back into the 
country. Investor confidence is growing, a fact reflected in the decision of one-third of 
commercial bank creditors to participate in the new money option in the 1990 debt package. 

Chile 

Chile has not had difficulty with capital flight since the severe, world-wide
 
recession of 1992 that produced significant economic uncertainty. Chile's successful debt
conversion program has reduced Chile's stock of debt by about $10 billion since 1985,
 
equivalent to about 70% of medium and long-term debt to commercial banks outstanding at
 
end-1985, and has provided a vehicle for investment including repatriated capital. In 1985
 
the Government put in place a structural adjustment program which has been very successful
 
in fostering both domestic and foreign confidence in the Chilean economy.
 

A key result of the program is that Chile has one of the more open investment 
regimes in Latin America. Increased investor confidence in Chile is apparent from Chile's 
return to voluntary commercial bank lending in 1990 and from the $320 million international 
bond issue in early 1991. Private foreign investment inflows of direct investment and loan 
disbursements have increased dramatically from about $400 million in 1986 to $1.6 billion in 
1990. In addition, foreign portfolio investment has increased substantially in the past two 
years. Chile continues to work to improve its investment climate and is very close to 
reaching an agreement with the Inter-American Development Bank on an investment sector 
loan. 

Argentina 

Capital outflows have long been a problem in Argentina. Recognizing that the 
only way to bring capital back to Argentina is through sound and sustained economic policy, 
Argentine policy makers ha',e sought to stabilize the economy and rebuild confidence. 

In the past 2-3 years, Argentina has undertaken a number of steps to make the 
country more attractive for investment and to promote economic growth. The trade and 
investment regimes have been opened, an ambitious privatization program has begun, and the 
Administration has persisted in its efforts to rein in public spending and cut infqation. In 
April of this year, the Government of Argentina established a new exchange rate regime and 
continued a tight monetary policy in order to control inflation and further stabilize the 
economy. 

Ilj
 I 
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In 1990, under its privatization program, the Government sold two parastatals, 
the telephone company ENTEL and the airline Aerolineas Argentinas. Although these 
transactions were difficult to arrange, Argentina ultimately attracted both foreign and 
domestic capital: Morgan Guaranty and Citibank participated as agents; the European firms 
STET, Radio France and Iberia Air participated as buyers. Today, Argentina is pursuing 
privatizations, through sale or concession, of other state entities including oil fields, steel, 
electricity, gas, shipping and railroads. 

Besides addressing its structural problems, Argentina is also taking specific tax 
measures to address the problem of capital flight. Legislation proposed last month would tax 
capital held abroad this year at 2 %, but would tax it at 1% if it is repatriated. Capital 
returning through the end of this month (June 1991) would be exempt from any legal or 
administrative penalty and from any past tax obligations. This lepislation awaits passage by 
Argentina's Congress. Argentina is seeking an IMF program as a precursor to discussions 
with commercial bank creditors. 

Despite the many positive developments, investors - both foreign and domestic 
continue to be cautious with respect to Argentina. Major reflows of capital will depend on a 
sustained period of economic performance and completion of additional elements of the 
structural reform process. 

Brazil appears to have experienced relatively little capital flight in the 1980s, in 
part due to prevailing high domestic interest rates. Rough estimates place capital flight at 
about $15 billion cumulatively from 1980 to 1987. 

In testimony to the Brazilian Senate's Commission for Economic Affairs in early 
June 1991, a Central Bank official estimated that, since 1980, Brazil had incurred a 
cumulative $35 billion in capital flight, equivalent to 10% of GDP. A large part of the 
recent capital flight, he claimed, was attributable to the Government's move to block deposits 
in March, 1990. 

Capital flight in Brazil since March, 1990 appears to be driven primarily by 
economic policy miscalculations and the accompanying plunge in investors' confidence. A 
key event propelling capital flight has been the failure of the massive freeze on domestic 
deposits in March 1990 to curb the high inflation rate. This event has not only intensified 
capital flight, but investors appear to have fled depository accounts in the domestic banking 
system in fear of another confiscation of their deposits. Numerous investors have thus 
transferred their funds into other assets such as real estate and the domestic stock markets. 
In fact, there have recently been strong upturns in Brazil's two major stock markets, 
attributable to inflows from both domestic and global institutional investors. The inflows 
from international investors have been spurred by new regulations permitting foreign 
investors to directly buy and sell shares on Brazil's stock exchange. 
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Substantial repatriation of capital probably will not occur until Brazil has 
convinced investors that it can successfully implement adjustment and reform policies needed 
to stabilize the economy and foster non-inflationary growth. 

Colombia 

In the past few years, increased drug trafficking and violence has promoted 
capital flight from Colombia. This has been partially offset by repatriation of some of the 
drug profits. Colombia has recently implemented a number of market-oriented reforms and 
has liberalized trade and investment regimes. In February, 1990, Colombia launched its 
"Apertura" policy of gradual trade liberalization. Colombia has also taken s;lps to improve 
the investment climate, including iaunching a privatization program and announcing a policy 
of granting equal treatment to foreign and domestic investors. 

CONCLUSION 

Private investment plays an increasingly important role in growth and 
development. Repatriated capital and increased flows of foreign investment are critical 
motors of economic growth. For this reason, it is important for developing nations work to 
improve their macro-economic and investment climates in order to attract investment. We 
are supporting these efforts by Latin American countries with initiatives which are aimed at 
supporting reform: the Brady Plan, and the EAL. 

As the examples of Mexico, Chile and Venezuela demonstrate, strong reform 
efforts generate a pay-off in terms of inflows of foreign investment. These examples have 
confirmed the potential for economies in the region to make the transition from crisis to 
performance. 
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The only recent estimates of capital flight of which I am
 
aware, compiled by Chartered WestLB Bank and shown in Table 1,
 
indicate that for the past two years there has been a significant
 
net repatriation of flight capital to Latin America. These
 
figu~res should be treated with considerable caution: as the
 
first four rows of the table demonstrate, there are substantial
 
discrepancies between the recent estimates of Chartered WestLB
 
and estimates presented to the conference on capital flight that
 
the Institute for International Economics organized in 1986.1
 
Nonetheless, the major turnaround shown for Mexico, which
 
dominates the aggregate result, is certainly a historical fact
 
rather than a statistical error.
 

Causes of Capital Flight
 

The principal cause of capital flight in Latin America was
 
macroeconomic mismanagement. This generated fears of major
 
losses if capital were left at home. Overvalued exchange rates
 
made it obvious that a big devaluation would have to occur before
 
long, which gave an incentive to wealth-owners to place their
 
funds abroad before the devaluation actually happened. Fiscal
 
deficits led to a buildup of foreign debt that created
 
expectations that the government would have to raise taxes to
 
service the debt. Real interest rates were sometimes strongly
 
negative, and at other times they were so high as to nurture
 
fears that the government was heading for insolvency and would be
 
unable to continue respecting its obligations. Inflation
 
provided an arbitrary way of raising reverue when explicit taxes
 
failed. The slowdown in real growth made domestic investment
 
opportunities less attractive. Fears that the economic order was
 
collapsing led to great uncertainty as to whether property rights
 
would be respected.
 

I That conference was reported in D.R. Lessard and J.
 
Williamson, eds., Capital Fight and Third World Debt (Institute for
 
International Economics), 1987.
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There is also some evidence that conditions in the developed

countries acted as a magnet to attract flight capital. In
 
particular, high real interest rates prevailed during the 1980s.
 
In addition, an increasing number of developed countries 
starting with the United States in 1984 - exempted interest
 
income earned by non-residents from taxation. Since the Latin
 
American tax authorities had no way of learning of the interest
 
income earned abroad by their residents (and in some cases did
 
not even attempt to subject such income to taxation), Latin
 
wealth-owners were confronted with a very unlevel playing field
 
when it came to deciding where to place their funds. At home
 
they were taxed; abroad they escaped taxation by both their
 
country of residence and the country where the funds were placed.
 

It is important to recognize the role of foreign debt in
 
stimulating capital flight. A high level of foreign debt surely

raises threats of high taxation, high inflation, and conceivably

expropriation of domestically-held assets, and thus tends to
 
promote capital flight. But easy access to additional foreign
 
credit has also been blamed for promoting capital flight, since
 
it permitted the maintenance of sloppy macroeconomic policies and
 
provided the foreign exchange that financed capital flight.
 

Most major epirodes of capital flight have taken place from
 
currencies that were not subject to exchange controls. For
 
example, of the five countries shown in Table 1, only Brazil had
 
capital controls when major outflows occurred. The fact that
 
Brazil lost so much capital even though it was illegal shows that
 
there is no easy administrative solution to the problem of
 
capital flight: it cannot simply be banned. At the same time,
 
it is just not true that capital controls are totally
 
ineffective, as is sometimes asserted. At the very least,
 
capital controls can slow down the process of capital flight, and
 
thus give the authorities time to adjust the policies causing the
 
trouble before the country has been bled dry.
 

Effects of Capital Flicht
 

The principal effect of capital flight is to reduce the
 
funds available for investment at home, thus depressing both the
 
level of income in the short run and its rate of growth in the
 
longer run. This effect may be intensified by the shortage of
 
foreign exchange, which may compel the government to deflate
 
demand and/or to devalue more than is appropriate from a longer
run standpoint (which also tends to be deflationary in the short
 
run). In addition, the fact that interest income avoids taxation
 
increases the budget deficit. Alternative forms of tixation,
 
including the inflation tax, are almost invariably more
 
tegressive, so that the poor end up paying the bill for the
 
ability of the rich t., place their funds abroad.
 



3 

Those of us who have never confronted the ugly choice
 
between risking the future wellbeing of our family by keepin',
 
money at home and jeopardizing the prosperity of our society by
 
sending it abroad should not be too self-righteous in condemning
 
the decisions that were made by Latin wealth-owners. But that
 
does not mean that the effects of capital flight were anything
 
other than pernicious for the countries involved.
 

Policy Responses
 

Just as the principal cause of capital flight was
 
macroeconomic mismanagement, so the indispensable precondition to
 
capital repatriation is the restoration of prudent macroeconomic
 
policies. This has already been accomplished in several Latin
 
countries: both Chile and Mexico, as well as Colombia (the one
 
Latin American country that nevev rescheduled its debt during the
 
1980s, as a consequence of the responsible macroeconomic policies
 
that it had followed during the preceding years), have now placed
 
their policies securely on a sound basis. As Table 1 shows, both
 
Chile and Mexico have enjoyed substantial capital repatriation in
 
recent years.
 

While enlightened macroeconomic policies are an essential
 
precondition, they will not necessarily suffice by themselves to
 
reverse capital flight. Wealth-owners need also to be convinced
 
that the country will be capable of managing its debt burden
 
according to the agreed contractual terms before they will be
 
confident that the threat to their wellbeing posed by holding

capital locally has vanished. The Brady Plan restructuring of
 
Mexico's debt was critical in persuading Mexican wealth-owners
 
that it was safe to bring their money home. The reduction in
 
debt-service payments engineered by the debt restructurinS itself
 
was modest compared to the spin-off benefits of transforming the
 
attitudes of Mexican citizens regarding the advisability ..f
 
holding wealth at home: not only did this bring a turnround of
 
approaching $10 billion per year in the flow of resident-owned
 
capital, but it permitted a reduction of something like 20
 
percentage points in the real peso interest rate, which improved
 
the Mexican fiscal position by around 5 percent of GNP.
 

While I could have wished that the Brady Plan had been
 
better funded and thus able to offer somewhat more relief on
 
commercial bank debt, it seems to have proved just about adequate
 
to the task of dealing with thi commecial bank portion of the
 
debt. What remains to be done is to arrange for comparable
 
relief on public-sector debt (a topic of interest primarily to
 
the smaller countries, notably in Central America). The
 
Enterprise for the Americas Initiative provided a framework for
 
such relief, but apparently on a scale much less generous than
 
that accorded to Poland in its recent restructuring. It is time
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for the administration to stop playing at King Canute, and admit
 
that the Polish settlement created a precedent.
 

Not only must macroeconomic policy be placed on a sound
 
footing and debt service obligations be reduced to a level that
 
the country can handle, but wealth-owners must feel confident
 
that this situation will not be jeopardized by political change.

The importance of this factor is indicated by the large capital

repatriation to Chile in 1990 (Table 1), following inauguration

of the first democratic government and its commitment to the
 
maintenance of prudent macroeconomic policies.
 

While present and future macreconomic policies and their
 
consistency with debt-service obligations are unquestionably the
 
key factors that drive large short-run swings in capital flight,

there are also several important background factors that
 
influence how large a part of their portfolio Latin investors
 
want to hold abroad even when circumstances at home are normal.
 
One of these is the level of real interest rates in the rest of
 
the world; this provides yet another reason for hoping that the
 
US budget deficit will be brought down on schedule (or, better
 
still, ahead of schedule) in the coming years. Another is
 
financial sector reform in Latin America; liberalization should
 
provide investors with a more attractive menu of assets at home,
 
as well as raise domestic currency real interest rates by

compressing interest spreads.
 

But the most important such factor relates to taxation. As
 
noted above, present tax arrangements have in many cases resulted
 
in a distinct bias encouraging Latin portfolio investors to place

their funds abroad, where they can expect to avoid taxation.
 
Eliminating this distortion is bound to be a long-term process

requiring comprehensive international agreement, but the process
 
is one in which the average taxpayer in the United States and
 
other indutrial countries also has a strong interest, since in
 
the absence of adequate international arrangements it seems
 
certain that the rich would increasingly hold their money abroad
 
with the object of evading taxation. An nd to tax evasion will
 
require four mutually reinforcing measures:2
 

--internationally consistent tax legislation, in which all
 
countries aim to tax the world-wide income of their
 
residents
 

--international action io prohibit bearer securities
 

2 A study under way at the Institute for International
 
Economics will develop proposals along these lines: see G.C.
 
Hufbauer, U.S. Taxation of International Income: Blueprint for
 
Reform (Washington: Institute for International Economics),

forthcoming.
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--a multilateral tax-information sharing agreement, in which
 
tax authorities will inform each other of the portfolio
 
income of each other's residents
 

--a common rate of withholding tax imposed by the country in
 
which portfolio income is earned, which is reimbursed on
 
presentation of evidence that the income has been reported
 
to the authorities of the country in which the taxpayer is a
 
resident.
 

The United States already has an appropriate system of
 
taxation based on the residence principle and encompassing world
wide income. It has also recently ratified the multilateral tax
information sharing agreement negotiated in the OECD in 1988-89;
 
since Finland, Norway, and Sweden have also ratified and the
 
agreement becomes operational after five ratifications, it
 
requires only one further ratification to come into force. The
 
United States has also concluded (rather limited) bilateral tax
information sharing arrangements with several Latin American
 
countries, notably Mexico.
 

Unfortunately, however, it is only the latter step that is
 
of any direct assistance to Latin countries in eliminating the
 
tax distortion to invest abroad. The OECD agreement is open only
 
to member countries of the OECD and the Council of Europe. A
 
serious attack on the tax distortion in Latin America would
 
require that this agreement be opened to all countries (or at
 
least to those of Latin America), as well as extensive revision
 
of the tax legislation in many Latin countries and an
 
international agreement to outlaw bearer securities. Finally,
 
and perhaps most difficult of all, it would need a reversal of
 
the tendency of the last ten years to abolish withholding
 
requirements against foreigners. Such a reversal is doubtless
 
conceivable only in the context of a parallel move on a
 
multilateral basis, so as to avoid the loss of competitive
 
ability to attract foreign investors that motivated the
 
dismantling of withholding taxes in the mid-1980s.
 

Conq .uding Remarks
 

Three of the seven major countries of Latin America - Chile,
 
Colombia, and Mexico - have at last clearly put the debt crisis
 
behind them. Another one, namely Venezuela, is showing hopeful
 
signs, though doubts remain. The other three, namely Argentina,
 
Brazil and Peru, are still struggling, but at least they are
 
struggling to do the right things.
 

Reversal of capital flight is a crucial element in recovery
 
from the debt crisis. Achieving the repatriation of resident
 
capital is primarily a matter for the Latin countries themselves,
 
through implementing responsible macroeconomic policies and
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achieving a social consensus that such policies should be
 
invariant to political change. But the industrial countries have
 
an important supporting role, notably in ensuring that countries
 
that have adopted the necessary policy reforms receive help in
 
cutting back their contractual debt service obligations to a
 
level that the debtor country can afford to pay. Particular
 
policy initiatives that would be helpful include recognition that
 
Poland does indeed constitute a precedent for relief of public
sector debt and, in the longer term, a major overhaul of world
wide arrangements for the taxation of portfolio income earned
 
outside the taxpayer's country of residence.
 



Estimates of Capital Flight (-) and Repatriation (+)
 
(million dollars)
 

Argentina Brazil fh.W]y Mexftx~ico Venu Total 

1983 -1,729 -4,302 4-637 -1,818 -4,509 -12,121
 
1983a -1,955 -617 -344 -4,314 -715 -7,945
 

1984 +924 -6,366 +l,2C2 -3,092 -1,626 -8,958
 
1984a +1,635 +406 +439 -2,585 -1,210 -1,315
 

1985 +390 -1,313 +1,004 -4,130 +444 -3,605
 

1986 +1,639 -413 +583 -2,608 +1,223 +964
 

1987 -1,766 -1,015 +190 -1,610 +975 -3,226
 

1988 +833 -1,494 -566 -5,265 +1,791 -4,701
 

1989 -1,297 -1,704 +28 +5,203 +1,181 +3,411
 

1990 +333 -1,023 +1,401 +5,507 +747 +6,965
 

Total +673 -17,633 +4,079 -7,273 +226 -21,279
 

Sources: Chartered WestLB Bank, reproduced in Latin Finance, May 1991,
 
p. 7.
 

Alternative figures (labelled 1983a and 1984a) from J.
 
Cuddington, "Macroeconomic Determinants of Capital Flight: An
 
Econometric Investigation", table 4.1, in D.R. Lessard and John
 
Williamson, eds, Capital Flight and Third World Debt
 
(Washington: Institute for International Economics), 1987.
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By RICHARD E. I-I£INBERG 
and PE-I ER IIAKIM 

ITH the end of ihe (oId War, trade has 
displaced spc-trit as the centerpiece of 
rel;at ions tietween lit( Inited States and 

.atin Ami-rica.. Yel there is iit one organizat ion 
with the ianalivandi expert ise Ito exer-cise leadler-
ship on inter-Amrical Iradie issues. Ibis is a 
vacunm that now shoild be filled hy the govern-
meils of Ih'- Americas. 

President Bush set off a flurry of activity a year 
ago. when he put forth the vision of a Western 
liemisphre f-c('-I rad( aea. Count ry afer tliin 
try ir LaIitiI America declaited interest in fr 

M"(" will' e United Staltes -and six have signed 

mt nls*" with Washington providing for reguilar 

disus i'ton on key isstips. The proposal has ailso 
-einvigoi tied existing mepcstritiii t 
in Amieria. prompted 13razil. ArgetilIma, 'ara-

guay and Uruguay to work loward a t'immon 
market, and spurred other nations toi)bgin fre-
trade talks. All this atlvily surely will accelerate 
now that fast-track authoirity for United States 

trade negotiations has been renewed. 
This, then, is the lime for the United States and 

other governments to create, with the private 
sector, an Americas Commission for Trade and 
Trade-Related Matters. It would help promote 
unrest riicted hemispheric commerce, serving as: 

*A clear:aghouse, to collect, systematize and 
disseminate trade statistics and information on 
national trade policies; 

-t 
R ichi'd P". "einherg is execnflie vi'e,pr ,,ivii 

of the Overseas Development (oumcil. V .ashin-
(on. Peter Hfakim is stuff director (of fin trller-
Ame'ricarl Dinlogu,. Wushnglton. 

e A think lank, to ianlyze Irade and trade
related issues; 

0.\ I*AIh, nrolr. to r ,view and evaluate pro
im..d lil iv :tlli in i s alonlg. natllions. and 

eA simeii lf itdimi assist nu to provide 

and negotilting Irade igreements. 

Over time [lie ciommission could he entrusted 
wt h i-e senostiv latsks of defining ruies to 
gide hemispheri"ic trade negolialions, medialting 

lhem, investigating alleged violations of trade 
acirds and settling disputes. It could he set up 
within an established institution like the Inter-
American Development Bank or as a free-stand

ing agency. 
Trade is now reshaping hemispheric relitions. 

Expanding commerce could help crealsa Western 
Hinisphert economic community along 1-iro
pean lines. u1 burgeoning trade could, just as 

easily, pimloce neiw conflicIs in the Americas. as it 
has in rhlions between Washington and Tokyn. 
An effective hemispheric trade organization -ould 
help prevent this hy injecting order and purpose 
into- cuirrentlli P;tlIc of Irah, negoat maliatins. Willhithe I 
sn. iin;i.imaginatioin and a small invesmnnl hy 
henisplheric governments - oi inore than $10 
million a year-- th. Americas Commission for 
Tr:,le could Ixv tip and running in short order. N 



Response oV the Ahninistnition to Issues Raised in Connection with the 
Ne6oti t ons o i a North Am nTgeement ansrni tt-f--tihe 
Congress by tie President on lay 1, 1991. 

E:AiCUTIVE SUMMARY 

RESPONSE TO ISSUES RAISED IN CONNECTION WITH 
THE NEGOTIATION OF A NORTH AMERICAN FREE TRADE AGREEMENT
 

In letters to the President from Chairmen Bentsen and
 
Rostenkowski, and from Majority Leader Gephardt, the Administration
 
has been asked to address a variety of economic, labor and
 
environmental concerns that have been raised about the proposed
 
North American Free Trade Agreement (NAFTA). The Administration's
 
response sets forth detailed action plans for addressing these
 
concerns, as well as views on the economic impact of a NAFTA.
 

THE POSITIVE ECONOMIC IMPACT OF A NAFTA
 

o 	From 1986 to 1990, as Mexico reduced import barriers, our
 
exports more than doubled from $12.4 billion to $28.4 billion,
 
generating 264,000 additional U.S. jobs.
 

o 	Under a NAFTA, we can do even better. Mexico still has higher
 
trade barriers than the U.S. Mexico's average duty is 10%
 
compared to 4% in the U.S. Significant nontariff barriers
 
remain. We therefore have much to gain from the elimination
 
of these barriers.
 

o 	All three major economic analyses done to date corroborate
 
that the U.S. will benefit from a NAFTA in exports, output and
 
employment.
 

o 	We will benefit from Mexican growth: for each dollar Mexico
 
spends on imports, 70 cents is spent on U.S. goods; for each
 
dollar of GNP growth, 15 cents is spent on U.S. goods.
 

o 	Further, the resulting economic integration will strengthen
 
the ability of the U.S. to compete with Japan and the EC.
 

ADJUSTMENT PROVISIONS WE WILL SEEK IN THE NAFTA
 

o 	Transition Measures: In order to avoid dislocations to
 
industries and workers producing goods that are import-sensitive,
 
tariffs and non-tariff barriers on such products should be
 
eliminated in small increments over a time period sufficient to
 
ensure orderly adjustment.
 

--	 In determining import sensitivity, we will rely
 
heavily on advice of the International Trade
 
Commission, the Congress, and tha private sector.
 

--	 We will be prepared to consider transition periods
 
beyond those in the U.S.-Canada FTA.
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" 	Effective Safequard Provisions: Even where reductions in tariffs
 
and other trade barriers are staged over a lengthy period, there
 
may be isolated cases in which injurious increases in imports
 
could occur. To prevent injury from such increases, we will seek
 
to include in the agreement a procedure allowing temporary
 
reimposition of duties and other restrictions.
 

--	 This mechanism should be designed to respond quickly,
 
especially in cases of sudden import increases.
 

Special "snap-back" provisions should be included to
 
address the unique problems faced by producers of
 
perishable products.
 

o 	Strict Rules of OriQin: We will negotiate rules of origin to
 
ensure that the benefits of a NAFTA do not flow to mere pass
through operations exporting third-country products to the U.S.
 
with only minimal assembly in Mexico.
 

--	 Rules of origin will impose clear, tough, and
 
predictable standards to the benefit of North American
 
products.
 

--	 We will seek to strengthen the required North American
 
content for assembled automotive products.
 

--	 We will consult closely with the private sector and
 
the Congress in designing these rules.
 

DOMESTIC WORKER ADJUSTMENT PROGRAM
 

o 	 Since trade barriers on sensitive products should be decreased 
over a long timeframe, we do not expect immediate or 
substantial job dislocations. 

o 	Nevertheless, beyond including adjustment provisions in the
 
NAFTA itself, there is a need to assist dislocated workers who
 
may have adjustment difficulties.
 

o 	The Administration is committed to working with Congress to
 
ensure a worker adjustment program that is adequately funded
 
and that provides effective services to workers who may lose
 
their jobs as a result of an agreement with Mexico.
 

o 	Whether provided through the improvement or expansion of an
 
existing program or through the creation of a new program,
 
worker adjustment measures should be targeted to provide

dislocated workers with comprehensive services in a timely
 
fashion.
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LABOR ISSUES 

LABOR MOBILITY
 

o 	We have agreed with Mexico that labor mobility and our
 
immigration laws are not on the table in NAFTA talks, with the
 
possible exception of a narrow provision facilitatinc,
 
temporary entry of certain professionals and managers.
 

WORKER RIGHTS AND LABOR STANDARDS
 

o 	Protections afforded by Mexican labor law and practice are
 
stronger than generally known.
 

o 	Mexico's laws provide comprehensive rights and standards for
 
workers in all sectors, including the maquiladoras.
 

--	 Mexico has ratified 73 International Labor
 
Organization conventions on worker rights, including
 
those on occupational safety and health.
 

--	 Mexico has a minimum working age of 14 and mandates
 
special protections and shorter working hours for
 
those between the ages of 14 and 16.
 

o 	A substantially higher proportion of the Mexican workforce is
 
unionized than is the U.S. workforce.
 

o 	While enforcement problems have resulted largely from a lack
 
of resources, a NAFTA would both raise living standards and
 
create resources for enforcing existing laws.
 

FUTURE U.S.-MEXICO COOPERATION ON LABOR MATTERS
 

o 	Memorandum of Understandinq: The Secretary of Labor and her
 
counterpart from Mexico are prepared to sign a Memorandum of
 
Understanding providing for cooperation and joint action on a
 
number of labor issues which could be implemented in parallel
 
with our FTA negotiations.
 

--	 These include health and safety measures; work
 
conditions, including labor standards and enforcement;
 
labor conflicts; labor statistics; and other areas of
 
concern to the United States and Mexico.
 

o 	Specific Projects: U.S. and Mexican officials have agreed on
 
joint projects to address specific concerns in the labor sector.
 

--	 Initial projects include: occupational health and safety;
 
child labor; and labor statistics.
 

-2 
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ENVIRONMENTAL ISSUES
 

MEXICO'S COMMITMENT TO ENVIRONMENTAL PROTECTION
 

o 	Mexico has no interest in becoming a pollution haven for U.S.
 
companies.
 

o 	Mexico's comprehensive environmental law of 1988, which is
 
based on U.S. law and experience, is a solid foundation for
 
tackling its environmental problems.
 

o 	All new investments are being held to these higher legal

standards and an environmental impact assessment is required
 
to show how they will comply.
 

o 	Enforcement has in the past been a key problem, but Mexico's
 
record has been improving dramatically. Since 1989, Mexico
 
has ordered more than 980 temporary and 82 permanent shut
downs of industrial facilities for environmental violations;
 
the budget of SEDUE (Mexico's EPA) has increased almost eight
fold.
 

ENVIRONMENTAL ISSUES IN THE NAFTA
 

o 	Protection of Health and Safety: We will ensure that our
 
right to safeguard the environment is preserved in the NAFTA.
 

We will maintain the right to exclude any products 
that do not meet our health or safety requirements, 
and we will continue to enforce those requirements. 

--	 We will maintain our right to impose stringent
 
pesticide, energy conservation, toxic waste, and
 
health and safety standards.
 

We will maintain our rights, consistent with other
 
international obligations, to limit trade in products
 
controlled by international treaties (such as treaties
 
on endangered species or protection of the ozone
 
layer).
 

o 	Enhancement and Enforcement of Standards: We will seek a
 
commitment to work together with Mexico to enhance envirornental,
 
health, and safety standards regarding products, and to promote
 
their enforcement.
 

--	 We will provide for full public and scientific scrutiny of 
any changes to standards before they are implemented. 
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We 	will provide for consultations on enhancing
 
enforcement capability, inspection training,
 
monitoring, and verification.
 

JOINT ENVIRONMENTAL INITIATIVES
 

o 	In parallel to the FTA negotiations, we intend to pursue an
 
ambitious program of cooperation on a wide range of
 
environmental matters.
 

o 	We will design and implement an integrated border
 
environmental plan to address air and water pollution,
 
hazardous wastes, chemical spills, pesticides, arid
 
enforcement.
 

o 	During the design phase of the border plan, there will be an
 
opportunity for public comment and hearings; during
 
implementation, there will be periodic comprehensive reviews.
 

o 	We will consult on national environmental standards and
 
regulations, and will provide an opportunity for the public to
 
submit data on alleged non-compliance.
 

o 	We will discuss expanded cooperative enforcement activities,
 
such as coordinated targeting of envi4ronmiental violators.
 

o 	We will establish a program of technical cooperation and
 
training, which will include facilitating sharing of
 
technology for pollution abatement.
 

INFORMED POLICY MAKING AND PUBLIC PARTICIPATION
 

o 	We will broaden public participation in the formulation and
 
implementation of trade policy to ensure that efforts to
 
liberalize trade are consistent with sound environmental
 
practices.
 

o 	We will appoint individuals to selected trade policy advisory
 
committees who can contribute both an environmental
 
perspective and substantive expertise.
 

o 	In consultation with interested members of the public, we will
 
complete a review of U.S.-Mexico environmental issues, with
 
particular emphasis on possible environmental effects of the
 
NAFTA, to enable U.S. officials to consider the results during
 
FTA negotiations and other bilateral efforts.
 



Internamonal Trade 

North American Free Trade Agreement 
President Bush 


Letter to Congress, 

May 1, 1991 


Following is the taxt of identical letters 
to the Chairman of the Senate Commit-
tee on Finance Lloyd Bentsen, 
Chairman of the House Ways and 
Means Committee Dan Rostenkowb*i, 
and House Majority Leader Richard 
Gephardt. A similar letter was sent to 
every Member of Congress. 

Dear Mr. Chairman: 
Through the better part of this 

century, successive Congresses and 
Administrations-Republican and 
Democratic-have worked to open 
markets and expand American ex-
ports. Thin partnership has resulted in 
unparalleled growth in world trade and 
huge economic benefits for the United 
States. Opening foreign markets 
means economic growth and jobs for all 
Americans. 

Historically, the fast-track proce-
dures established by the Congress 
have served us well. On March 1, 1 
requested an extension of fast track so 
that we could continue to realize 
increased economic growth and the 
other benefits of expanded trade. The 
fast track in no way limits the ability of 
Congress to review any agreement 
negotiated, including the Uruguay 
Round or a North American F;e 
Trade Agreement (NAFTA). If 
Congress is not satisfied, it retains the 
unqualified right to reject whatever is 
negotiated. But refusing to extend the
fatck woud runendnegotitio
before they have even begon and 
bfreituihey avrit opn uniad
relinquish a critical opportunity f 
future economic growth. 

Initiatives to open markets will 
enhance the global competitiveness of 
the United States and create new 
opportunities for American workers, 

May 6,1991 

American exports, and American 
economic growth. The Uruguay Rour,
offers a vital opportunity to eliminate 
barriers to our goods, investment, 
services, and ideas. A NA1TA offers 
an historic opportunity to briig, 
together the energies and taleats of 
three great nations, already bound by 
strong ties of family, business, and 
culture. Prime Minister Mulroney and 
President Salinas are both leaders of 
great vision. They believe, as do I, that 
a NAFTA would enhance the well-
being of our peoples. They are ready to 
move forward with us in this unprec-
edented enterprise, 

In seeking to expand our economic 
growth, I am committed to achieving a 
balance that recognizes the need to 
preserve the environment, protect 
worker safety, and facilitate adjust-
ment. In your letter of March 7, you 
conveyed a number of important 
Congressional concerns about free 
trade with Mexico. At my direction, 
Ambassador Hills and my Economic 
Policy Council have undertaken an 
intensive review of our NAFTA 
objectives and strategy to ensure 
thorough consideration of the econnmic, 
labor, and environmental issues raised 
by you and your colleagues. The 
Administration's response is presented 
in the attached report. Let me empha-
size the following: 

First, you have my personal 
commitment to close bipartisan 
cooperation in the negotiations and 
beyond. And you have my personal 
assurance that we will take the time 
necessary to conclude agreements in 
which both the Congress and the
Administration can take pride. 

Second, while economic studies 
show that a free trade agreement 
would create jobs and promote growth 
w d e a po gw 

US Department of State Dispatch 

in the United States, I know there is 
concern about adjustment in some 
sectors. These corncernswillbeaddressed through provisions in the 

NAFTA designed to ease the transi
tion for import-sensitive industries. Inaddition, my Administration is com
mitted to working with the Congrena 
to ensure that there is adequate 
assistance and effective retraining for 
dislocated workers. 

Third, based on my discussions 
with President Salinas, I am convinced 
that he is firmly committed to 
strengthened environmental protec
tion, and that there is strong support 
for this objective among the Mexican 
people. Because economic growth can 
and should be supported by enhanced 
environmental protection, we will 
develop and implement an expanded 
program of environmental oooperation 
in parallel with the free trade talks. 

Fourth, President Salinas has also 
made it clear to me that his objective 
in pursuing free trade is to better the 
lives of Mexican working people. 
Mexico has strong laws regulating 
labor standards and worker rights. 
Beyond what Mexico is already doing, 
we work through new initiatives to 
expand US-Mexico labor cooperation. 

Thus, our efforts toward economic 
integration will be complemented by 
expanded programs of cooperation on 
labor and the environment. The 
catalyst for these efforts is the 
promise of economic growth that a 
NAFTA can provide, and the key to 
these efforts is the extension of 
unencumbered fast-track procedures. 

There are great challenges ahead. 
The world is changing dramatically, as 
nations more toward democracy and 
free markets. The United States must 
continue to open new markets and lead 
in technological innovation, confident 
that America can and will prevail in 
this new and emerging world. By
working together, .e can negotiate
good trarle agreements that assure astrong and healthy America as we 
prepare to meet the challenges of the 
next century. 

GEORGE BUSH
 

/ 
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"Firststep, North America"
 
Hanging in the U.S. Trade Representative'soffice is a snapshot of 
Carla Hills standingnexl to GeorgeBush, brandishingan oversized 
crowbar. The photo is inscribedby the President:'I know you'll ueth wihfieb.T ptis ent snsredth.Predcolleaguesuanda 
this with finesse and strength."Praised ycolleagues and adversar 
Siesfor her tenacity.a.-2 !qotiator, Hills/has turned her attention 
away from the suspended GA7TT talks to concentrateon the Western 
Hemisphere: the proposed North American Free Trade Agreement 
and the Enterprisefor the Americas Initiative.Hills spoke in Wash-
ington with LatinFinance'seditor. 

LF: As a U.S. negotiator you have long favored a 
multilateral approach to trade issues. Yet some fre 
trade advocates say the Enterprise for the Americas-
Initiative could lead to dozens of bilateral agree- y , ,7 
ments branching out from Washington and friction 
among global trading blocs. 

That's not the structure that we see for the 
Enterprise for the Ameicas. We see it as GATT'-
compliant. The word "bloc" ispejorative-it connotes 
an exclusionary approach. But regionalism doesn't . 

have to be exclusive. It can be quite open. We don't --
oppose the European Community's common market, 
which is a further step beyond afree trade agreement. 
What we worry about iswhen it acts inan exclusion-
ary way, as afortress area, as inagriculture. But very 

. 

-

often liberalization within a substantial region can 
push ahead multilateral talks, and we hope that wiU 

. -without 

be the case here. We have no desire to look inward. 
LF: Isthe U.S. strategy to first negotiate individual 
bilateralframeworkagreements, asit didwithMexico, 
or would you prefer to deal with subregional groupings of countries? 

I wouldn't say there is a preference. It makes sense to have alarger 
quantum of trade where that is possible. Sometimes it is not possible. 
Sometimes one country moves so far ahead of the pack that to make them 
wait creates problems. But a trade agreement with a tiny, tiny country 
really doesn't accomplish the objectives of creating more trade-and very 
often the tiny country already has ineffect aone-way free trade agreement 
with the United States through our General System of Preferenes. 

One of our drives is to obtain a series of agreements wider the 
Enterprise for the Americas Initiative between countries inLatin America 
and this country. Another goal is to try to get Latin American countries to 
lower their barriers to their neighbors-not only to have abunch of spokes 
to the United States. I don't want to end up with just a lot of free trade 
agreements with the United States, because we will never get the kind of 
growth that would come if we reduced barriers among all countries of the 
Americas. 
LF:Isn't that precisely the danger in pursuing five or more bilateral 
framework agreements at a time? 

No, to the contrary. More agreements simply provide us with a 
mechanism for consulting on good trade policy. And one of the things that 
we will be talking about isthe barriers not only with respect to bilateral 
trade, but to our hemispheric trade. The President made it quite clear that 
he islooking for a trade free zone in this hemisphere. It should not have 
barriers between Argentina and Brazil any -nore than between Argentina 
and the United States. The whole hemispieye would be without barriers. 
It's not acommon market, but it is a trade free zone. 
LF:It would not be a common market because there would be no free 

movement of labor, no moves towards monetary union? 
There are many other things that distinguish a common market. 

There isacustoms union. Look at the EC: there isabureaucracy that runs 
acommon market, with directors and acommission and avoting apparatus.
Under the Treaty of Rome, trade and economic issues are not negotiated 
with the individual countries,but rather with the Commission. We are not
 
contemplating such adramatic charge We are contemplating free trade, a 
reduction ofbarriers, inthe twief that maximizing trade will create growth. 
Our Latin neighbors have not experienced great growth in the '80s. We 
think we can correct that. 

Will the North American free trade area Pvolve into an EC-type market? 
That is a much more extreme step. The first 

thing that we want to do isto deal with the FTA. 

LF: 


Let's be visionaries: Could it happen? Should it? 
We are already being visionary intalking about 

hemisphericfreetradi, Ifyou ar tryingtoget me to 

LF: 


* say that we have come to aresolution in this Admin
istration to go for acommon market, I can only say 

' that we have not. We think that what we have 
undertaken with a free trade agrc'ment is very 

... ambitious, very visionary and part of the whole 
, hemispheric effort. First step, North America. 
' LF:
The U.S. Congress must decide by June whether 

:.to extend the Administration's authority to negoti
.4 ate trade accords on a "fast track' basis-that i,, 

without legislative revision. You have said that 
fast-track authority, itwould be impossible 

to negotiate aNorth American FTA. Why? 
It would be impossible to negotiate any trade 

agreement with any kind of breadth. If Congress 
said, well, a reduction from 6%to 3%isintolerable, 

and youkave to go back to your trading partner, they may not want to 
negotiate with you again. When you're talking about a comprehensive 
coverage of trade-goods, services, investment, intellectual property pro
tection- agood dispute mechanism isfar too complicateJ to have atrading 
partner's negotiators give you their bottom line, and then have to go all over 
it again. And we have a history of that. 
LF:Ifyou stay on the fast track, how long will the trilateral negotiations 
with Mexico and Canada take? 

I think it is fully within the art of the possible to conclude the 
agreement across the board by the end of the year. But we don't have any 
ferocious deadline. 
LF:What would you expect Carlos Salinas to point to on his side if this 
negotiation isconcluded successfully? What market access would Mexico 
have then that itdoesn't have now? 

I wouldn't put words in is mouth, but he should also want to expand 
opportunities in goods and services. Even though Mexico might not have 
large service provider;, it may in the future. 

I would think that he would want to get good intellectual property 
protection. I know there are interests inMexico that are not enthusiastic on 
that subject, but quite frankly it does encourage the creativity of those who 
are protected. It isalso amagnet for foreign investment. We know that our 
entrepreneurs are choosing investment sites today that are offering intel
lectual property protection. We have agreements with Poland, Hungary 
and Czechoslovakia that give world-class protection. It is not realistic to 
suggest that high-technolog companies would be pleased to go someplace 
else just because it is close by, without the .,rotection of patents and 
trademarks and copyrights. =-
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Lif Aside ;rom the regulatory and investment reforms that Mexico is 
expected to adopt, what kind of concessions can we anticipate from the 
U.S. side? 

I regard this as awin-win negotiation, and 'concessions' sovnds like 
you lose. So often a country will say, if I give you protection of your 
intellectual property, what are you going to give me? What they are going 
to get as far as I'm concerned is a lot more investment, and alot more energy
by inventors of their own country, 
LF: Mexican critics say their government isin a weak bargaining position, 
having unilaterally lowered tariffs and undertaken other reforms before 
going into t.,? talks. They are afraid Mexico won't have the leverage to 
achieve significantly greater access to traditionally protected sectors of 
the U.S. markeL sucl z, citrus fruits, sugar, and textiles. 

Infairness, I tnIr.k Mexico has accomplished agreat deal in a short 
time. Eat to suggest that they don't have any restrictions in place for 
bargaining isalaugh. The fact of the matter isthat the Mexican market is 
much more restricted than the U.S. muket. They still have import licens-
ing. Their average tariff barriers are twice as high as ours. As for the United 
States, are you suggesting that we have protected industries that are going 
to be so recalcitrant as to oppose even a phased-in liberalization over ten 
years? I don't see that happening. 
LF: Some proponents of a North American free trade group question the 
economic logic of ahemispheric trade zone. Inmuch of South America, the 
EC is a larger trading partner than the United States. 

That is a static analysis. Whether the twelve EC countries bought 
more from some Latin American countries than we did isnot the principle
issue, when we are as asingle country their largest market, and they are 
very restrictive towards each other. 

All we know isthat Latin America's chances for growth are enhanced 
ifit reduces its trade barriers. Latin American trade barriers are by world 

standards very, very high and their protection of intellectual property by 
world standards isquite low. That combination of factors mean.i that Latin 
Americans are not getting the push that comes from trade. 

Take Brazil, for example, with its Informatics law. As aresult, small 
companies do not have access to the cheapest, most effective computers. The 
school population isnot computer-literate. And that is a tremendous drain 
on the competitiveness of Brazil at atime that it istrying to throw off debt, 
bri.ig down inflation, and stabilize its economy. It isan awful price to pay 
te protect acouple of donstic manufacturers that are not up to world-class 
standards. 

That has happened in too many instances in Latin America, in my 
view. If that could change, people could be set free to achieve their own 
natural potential. That inturn would be abig advantage for us, because they 
are natural markets for our products. And whether they buy from us, or buy
from a colleague Latin country which then buys from us, you generate an 
awful lot of economic enterpris" 
LF: If all goes smoothly and the North American FTA isenacted by V 
beginning of 1993, how long would it take to extend the process to the re:t 
of Latin America? 

It depends on externalities over which we have no control. If the 
Salinas administration had not demonstrated areal willingness to open its 
market, we might not be having these discussions now. If politics change. 
and there isless of adedication to removing restrictions, it could take longer.
We are hoping to see dramatic reductions Gf restrictions and great hemi. 
spheric growth. 
LF: Five years? Ten? 

I don't think you can put atime liit on it. It really is a long term 
vision, and I think the President deserves alot of credit for his faith in 
opening up markets so people can enjoy the benefits, the economic prosper
ity, that comes from expanded trade. 

/ , 
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Pluses, Minuses of Free Trade With Mexico
 
It will enhance US trade and competitiveness 
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have asked whether the North Amen-
can Free Trade Agreement, particularly our 

negotiation of a free trade agreement with 
Mexio, ismotivated by foreign or by economic 
policy interests. My answer isyes, and yes.

Economic policy is and must become an 
increasingly cral component of the United 
States' foreign policy stntegy. That iswhy this 
free trade agreement isso important: It isarare
strategic opportunity to secure, strengthen and 
develop our continental base econtomicaly and 
politically inaway that will promote Anmrnca's 
foreign policy agenda, our economic strength
andleadership and U.S. glohd Ufluence. 

Our ability to seize t.is historic moment 
depends on Congress's willingess to extend ur 
trade-negotaung authority so as to maintain the 
special congresional'executive partnership es-
tabilhed 57 years ago in the wake of the 
Smoot-Hawley protectlonrst debacle. U Con-
gressnowdeciestoreversecourse.toabandon 
the strategy that Franklin D. Rocsevelt and 
Congress first setthrough th"e TradeRecipro 
Agreements Act of 1934. the United States will 
no lotter be able to exer international 
nomnileadership. There should be no 
take-the stsss a-e that high, 

The North Arterian FTA would increase 
sale- opportunities he U.S. is. unprove their 
operating efficiency. increase rea income in the 
Uniuted States, create jobs and spur growth it al 
three nations. Our netghbors' growth multiplies
benefits for the United Stales. For each dollu Of 
growth in Nlexico. about 15 cents is spent on 
U.S. goods. As Mexico grows more, it wll
nporl niore. Seventy cents of each Mexican.im 

port dollar is spent on good from the United 
States. Thus isan Irnrooant point: Trade i not a 
"you win. I lose" proposition. By generating
growth, trade multiplies the purchasing power
of our trading partners. 

f course. Mexico's economy Is relatively 
.small compared to that of the United 

States. Its GNP, approuximately $225 billion, is 
about the sane as Flonda's. Because Mexico't-
economy is only about 1/25th the sze Of the 
U.S. economy aid its exports oily anrutunt to 
asbut 6 percent of U.S. nupots, the scare 
stonus of iia.s d-Jcattons Iroin r uatig bar' 
ens simply are not credible. 

Moreover, the record suc 1986, whterilex-
io begot a inajor up iig of its Le'contmy, tell, a 
very elcuIudgine story. U.S. exports to Mexx o 
have irtreabed from $12.4 bilin to $28.4 
billion. Of tru total. U.S tmouftlurng expt rts 
increa ed fruit $10.4 billion to $24.0 bi:ioi. 
alnost twiav Ie rate of sx overall growth iII 
mnusctirine, exports during this Ipenod. Co'-
sunser iudmAexpurt trpled roitn$1 btidihtn I 
$3 billiton. Aig'uliural exixvl., went frt $1.1 
billion to $25 bilisa. nsUlg MrXko tur hajith 
larestci"tnireIIIi l iht 

Export%ofcorn and trpkd. Exports of autos, 
Auto parts and tektcommunicsisms equpment 
doubled. In tact, two highly s,,sitive sectotr-
steel and the textile. fitie and apparel indiis-
Lry--are now in brplus with Mexico. 

Trade IsNot a 'You Win, I Lose' Proposition
S ome 
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er1linns IIii priit,.iiie or .- itart, :giye ', AM Ittlt gh Itt.h Itt,'lt.,I.t't'.cuhtlt ii ha' ftr 
Mexle,' .IIIhelp wir h1:ht.-w.ig,. worker, i - n uidrr ih Eii'hin' toIt.k' Atui'k
ti' 111teWiiVWr 'Veil , sill vXulh', II tInllt', 4'.1 l tI.l. "1hiu'1 W .1 1t ia tslke it Cot.gl.. 
becaus Mexican workers will buy more tront tais (i)extend fasi-'4ruk rgouto autlhonly. 
us. II would lit extreily shitrriglited to 
permit aseibl or simple niallulacturitng The writer is State 1A'partiOt ott'irlor 
jobs to shift to loatoits that niretigthri aund undrrser'luryoJslulrfor 'cononlic 
expoirt litctniti ii Jipun atid Europe. u1tuaIi. 
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Seventy cents ofeach 
MAexican-import dollar 
Iss ent on roods fom 

nidstroliger tus.i:S
the U es,

Our bilaterid trade delicit shrank from $4.9 
billion in 1986 to $1.8 billion in 1990; if one 
exlirudes petroleum imports, the U.S. would 
have a$2.7 billion surplus with Mexico. 

T he 	 FTA will create good jubs at good
L wages. Slud.es suggest it could create be. 

twenn 64,000 aid 150,000 new U.S. jobs. Be. 
cause our trade-eighied larifffor Mexican 
goods isonly about 3 percet to 4 percent (45 
percent of Mexi:o's good. already cotie induty 
free), we caliuse the FTA to slash Mexico's
tugher birrwrs and lock in the iw market 
openinks. Ani it's uwutul to note for the record 
that past dire warnigs about k.,,es Iron reduc-
uIg U.S. bainers turwd out lat wrong: For 
examiple, after the Carbbean lsin itiative 
opened our markets, we turited a $200 nuiliti 
deicit with II.e 1titiutis in ;.t'i i111oa $1.8 
billion rIplub last year.Job.don t flee to pLces
jusitbcaus, wage-, are lower. If they did, I 
uiitguic Hi m-whidt ha..the be'nefit of duty-
free entry uit, the Ututed Status wider CBI 
wuuld be iC. ntiiul.icturiig center of the world. 

The ecoomttiic Itntegrationi spurred by the 
FTA shoul tutke U.S. mi., iiire ,iitit'i-

Worker readjustinent can be addressed 
through a long iraiiitoin period. saleguird pro
visions adl thle program under the 198H Eco
tnomUcDiskcattoti and Worker Adjustment As
aistance Act. EI)WAA, funded at $527 nim in 
1991, will have se.wed approxmitely 700,000 
workers in its first three years, achieving a 
placement rate of about 66 percent. 

T we %.enda signal to the Mexican people
ithat we inted to reject their histuritc 
opening to North Aiierica-if we say trade 
agreements with the United States are fine 
tor Isriel, Caiia(la and multilatierally, btt not 
for Litis-I could sfe Mexi:o's return to 
autarky and protectlinism. The choie laced 
by Conigress iseither yes or ito-Ili deci
sion cant be pill itf without risking alt we 
are building with Mexico and Lihn America. 

in 1933, FDR chirted a ew course with 
, 	 Mexico through his, Good Neighbor Polity. 

About 30 years Later. anothe.r new president,
John F. Ken , lleilt,,.dy ai Ailhitce for 
Progres. with Ltiii AnWrka. Now, ailher 30 
years Liter, we have the opportunity to wstai 
andi- invigorate that visio. Ibis generatin, on
both siles of the border, cotld titegrale North 
Amtenca 	 I a Aay that will build afudAtion or 

Coprrtiooii diverse econom
t.tvtroniit tt. eniergy, Libor. narco 's, ed

tliatun atid inUugratlst-lo imm'ea few al. 
ready on our c iiogenda.

It the Congress niiw rejects the approach of 
FDR and JFK byreluNing to extend fast-track 
negotiatuig authority, it wnutd signt;l a return to 
the days of 1930. to the logic ihat Congress
should freely adjust ar d aintend trade arrange
meitls around tl eXit' without c0o)iideratkon of 
the benefits of the packazeas awhole. 

Tis reversal would take the United States 
out of the trade ntgot.ituig game. The other 
ohitruns of th wiiil will lI thubink.o u. for 
wlklitg away rout real hrrgatig. They wil 
argue that they cannot offer t1eir butiiniuliie 
lw1itins If we are tree to reopen agreenent,.

This would be aterriile tinte to signtal to 
the rest of the world Ihti ihe Uttited States 
will ibtiion its leadership role i tihv field of 
iturniatioal trade. Our vxpor s are boimnot'. 
The Utited States has just again densitutral
el its capacity to le,ad the world poliihally 
and nilitarily. Sime critics ask whetlvr the 
United Silt's cii1couti'tuii'ut ilt-se achieve-
Iietitls with i rllt'ntlotltletimtllitt leatit-i.
slhi). They witii ti kLnw if lit "itw worll 
otrder" will ht' a Inplt't i and ifntiiiownc,., 

http:h1:ht.-w.ig
http:Mexican.im
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EDITORIALIOPIN1ON 

Mexico: Social Concerns Count 
By JOHN J. LaFALCE 

In the 'best of all possible world3. a free 
wnth"eMthoe wold,be eetrade agreement with Mexico would be esy to 

negotiate and bring prosperity and jobs to both 
udtofthe border. 

But inthe companies pollutermeat world, some 
the environment and others gravitate to where 
health and silety regulations are leaststringent. 
These are stark realitiestheBush administration 

mts accept as Itprepares to negotiate a ron 


Th me of us n the U.S. Congress who i 

that environmental, antitrust, labor and drug en-

forcemeat issues must be part of any trade Dego-

faonetwitheMube ar juming nlyo ttiations
with Mexico are rot jumping blindly
air a precipice, al om of our criticshave 


Rather, it i the admnstraon that l 

forging ahead, trying to place Mexican trade 
negotiations On a fast track so that Congres 
cannot amend whatever accord is reached. This 
effort continues despite pollution problems and 
the meager living conditions of Mexicans wbo 
work in so-called maqubladora plantS. Thesiare 
cross-border facilties. wned by U.S. companies,
that brng finisd products back into the United 
States. 

Reports have surfaced lately of a hepatitisepidemic in Arizona and Texas caused by a lackof sewage ifac es on the Mexican side of the 
border. Furniture-saonhg plants that o fcewere 


located in California now operate in Tijuana, 
Mexico. spewing toxic wastes free of California 
pollution regulations. 

11heUnited States and Mexico are at vastly
different levels of economic develo meat. Uike 
most developing countries, Mexico isP far be-
hind the United States in technology and produc-
tivity, but enjoys substantial advantages in labor 
and production costs. The average manufacturing 
wage in Mexico is currently S.57an hour, oom-
pared with $10.47 an hour for American workers, 
And if fringe benefits are added into the wage 
computation, the differential is even larger. 

Mexico does not have the means, nor has It 
exhibited the will, to put teeth into environmen-
ltal protection, workplace safety and p-iblic 
health. 

The proposed U.S.-Mexico-Canada free trade 
negotiations differ sharply from the negotiations 
the United States undertook to create the U.S.-
Canada free trade agreement. 

Canada is an industrialized nation with slmi. 
lar regulatory concern for worker safety and 
environment protection. Yet even with similar 
economies and the fact that almost three-quar-

tern of bilateral trade between the two counUies 
was already duty.free, negotiations for a free 
trade agreement with Canada took several years,
necessitated a ten-year Implementation schedule 
and prompted an intense political debate 
throughout Canada. 

The proposed U.S.-Mexico free trade agree-
menit is unprecedented in seeking to link an 
advanced industrial economy with a developing 
country whose rite and proximity carries the 
potential to dislocate industries and workers on a 

massiescale. 
U nted
States must link its high-ech industrs 

UntdSae utln t ihtc nutis 
with low-cost labor ifwe are to compAe interns-
tionally. I reject the idea that we must abandon 
U.S. labor with Its workplace protections and 
environmental constrains. Rather, we to 
u trade ncgotiations as a catalyst to raise 
Living standards of the Mexican peon!e. 

The maquiladora program has turned orti-
en Mexico into a giant free trade zone. 1.exican 
workers are living in shacks made of cardbo 'rd 
that is impregnated with polyvinyl chloride. The, 
use water stored in drums cast off from the 
factories that once contained fluorocarbon sol-

Is this fair competition for American work-
era? Should the United States b2 blithely promot-
ing the export of American jobs to foreign soil s 
U.S. companies can provide discarded packaging 

foruse as building materials for family dwell-
togs, 

[NORMOUS
IN 'TRIES

5IOCKHOLDER 
MOW"IN& 

"Sir, rumor haeaIt tha there are some 
environmentalists In the audience." 

A simple expansion of Mexican economic ag, 
tivity in response to ,,free trade agreement is' 
not likely to enhanc, ,he lii~ing standards of 
Mexican workers. Obviousty, to attract the Indus. 
try Mexican wages wil have to remain low.-
ExpAnding the 'nsquiladora concept throughout.
Mexico through the benefits of a free trade 
Agreement will provide only marginal Improve
ment in the living standarda of the Mexicaa. 
people while perpetuating the economic inequl
ties that characterize Mexican life. 

Mexico needs substantial domestic and for-
eign investment, but this investment is disour
aged by perceived weakness in the Mexican 
economy and government. Eight years of debt 
crisis and devaluation have created a severe 
capital 0ortage that bas forced the Mexican 
government to compete with Mexican business In 
sseeking financing abroad. 

There is also substantial capital flight as Mex
icans of means ceantinue to withdraw billions of 
dollars in capital assets from the economy for 
safer investments elsewhere. Between 1973 and 
1987, an estimated $64 billion in Mexican capital 
was invested abroad by wealthy Mexicans seek-
Ing to protect capital assets from triple-digit 
inflation and possible devaluation of the overval
uied Mexican peso. 

This Las significantly impeded economic 
growth not only by diverting capital needed for 

domestic investment but also by absorbing 
scarce foreign exchange to finance foreign in
vestments that could have been used to finance 
imports needed fcreconomic growth.
 
The key to economic growth for Mexico o 

persuading Mexicans to invest in their country's 
future. If resources pulled out of the country 
were repatriated, Mexico would have the capit2l 
it needs for long-term investment in resource 
development, business expansion and Infrastruc
tare improverment. 

Without attention to these other problems, a 
free trade agreement with Mexico will merely 
transfer American capital and jobs to Mexico 
with little benefit to Mexican workers or to the 
US. economy. 

We need trade discussions with Mexico, but 
discussions that go beyond just trade to labor 
conditions, environment, and the need to con
vince Mexicans that ittLP viable to invest in their 
Cwn country. 

John J. LaFalce is a Democrafic congressman 
from Ner York. 
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No: The Biggest Export Wl Be U.S. Jobs
 
Not Only That, Mexico's Problems--andEnormousDebt-CouldGet Wor 

By Jeff Fau derstated possible U.S. job loss by rtfusing to 
calculate the potential effect of U.S. furms 

T HE BUSH administration's proposed hiflig production to Mexico. Yet, the largeHE wtadministraenon'shMe co corporations are lobbying for FTA chiefly be-o trade wfree agreement 
would harm our long-term econormc 

wenpetivenes and do severe damage to mu-
tons of Aiencans w-oel s would be ifted 
asoMprevent any mearngfulefo to reevet 
Meopro its anyor ecoomu obiem.-oertt 

But the publi: debate has beeii one--ided; 
the truth of this flawed proposal's downsde a 
hot gerung out. 

Supporters portray the issue as an old-time 
mor' ty play. Peient Bush calls ppronents 
cf the congressional st-track wchedule 
*fear-mongers." and The Washington Post has 
editorialized that the propoa Lsfavored by 
*disinterested e norrusts and opposed by 
those old ilU s-th special-nterest protec-
borusts But n is not the economics proftssior 
that Lsworking for the bIL; it is the Mexican 
government, plus a group of multinational 
znan.daurng and hinaa corporations. 

Bush says a U.S-Meico Free Trade 
Agreement (FTA) would "provide more aid 
"better jobs for U.S. workers" became 

.reasedexports to Mexico will e U.S. job 
Mee brought n b) incOe. UDPOts -

But tus overlooks the fac that Me~oo'scapacity as a consumer of U.S. goods is very 
st thl, oewh ils capajy to produce wth cheap 
labor weds now madei the U LedStates s 
large. Meco's econoru output in 1989 was 
lrJy 36 pernt of U.S outpu, Mexican 
olges average ofn U.S. ours and ire 
eves avera a free arensev dor ourad 
even lower in the M doJac'i tde =one(m 

Snortern Nieo. 
There won't be mucd improvemnent, either. 

A Februaq report by the U.S. Intermatual 
Trade Commission. arguing for the FTA. ad-
futs that even under opumum arcurasta.ies,, 
Me n wages will not rise enough to coie 
the gp signi m.Uy' Indeett, potenul inest. 
ors inMexico were iold at arecent conference 
sponsored by the U.S. and Mexican secre-
tanes of commerce, that the wage g wil 
widen n coming yamM ost of the U.S. export gains to Mexico 

that czn come from trade bberalitionM have aread) occurred DTsti reduc-

tions unMexican import barriers at the nid-

1980s released the pent-up demand for Amer-

ican goods from Mexico's sml mid'le class. 

ELminating the last impor restrictions will 

yield Lirtle further gain, due to extmemei low 

income Levels elsewhere in the Mexican pop-

ulation. 

On the other hand, an FTA would have a 

much greater negative unpact on the U.S. l-

bur force than the adristntion adrruts. 

Numbers imbedded in the February trde 

comission reponshow declines m income for 


The coru.ision now ays it, ownr eport is 
error.h But iitls sheitso.restn is 

Serr. Bundercuts 
J,YFa upventof/IterE cscowy 
IlmjW.i 

elimnate Mexico's remaining re. 
stncons on foreign investment in a 'way that 
cannot be unilaterally changed by 7iy future 
hostile Meican government. More than any
other factor, U.S. firms are attracted by Mex-
ico's labor force of almo.t 30 miljn willing to 

work for subsistence pay in unheahhy work-
places tackg environmental regulations. The 
protection of an internatonal treaty forim t-invest-= 
merits wicild give U.S corporations confidence 
to expand from the Maqudadora zone to all of 
Mexic, thus lowering production ants while 
keping U.S. market cc. 

Mo1 of the lost U.S. jobs will cccur among 
nor-college workers (a majority of the U.S. 
labor foroe) whose real incomes fell dramat-
ically in the 1980s. Hardest hit will be the lest 
mobile and poorest workers. The apparel in-
dustry, for example, employs many d sldvan, 
taged mnonies, irrmigrants and rural Amer-
scns for whom there will be feiw work alter-

$ 

natives when their Jobs am lost to even cheap-
er labor it Mexico. In addition, Labor Depart. 
ment st r eys show that U.S. workers ditlO- Iacs.cz lo a large low-waige labor pool and min
cated sareign imports in the 1980s have 
mostly found less skied obs at lower pay-if 
they were reempioyed at all. 

The lure of loi wages is not limited to so-
called low-wage U.S. industries. When the 
Maquiladora free trade zone was set up 20 
years ago, the major activity was sewing gar. 
merits. Today, apparel accounts for kss than 
10 percent of Maquladora workers, almost 40 
percent work useketronics and 20 percent in 
trwiportion equpment. Major employers 

jrchud IBM, Hewletn.Packuad, Wang and 
Wesnghouse. But the Mexican worker has 
benefited bite. Maqudadora wages are lower 
than the Mexican average, industra pollution 
degrades the environment and educatoa and 
health services and physical infrastructure are 
abysmal. The Maquiuadora experience also 

proponents' claLm that the FTA will 
reduce Iegal u'migation. The desperate cm-
dursns d the Maquilace.a sector have i -nt 

many migrants from southern Mexico and 
Central America further north. 

Proponents say the Mex.an government is 
cortnued to strengthenuig environmentadand worker protection, but the promises of a 
transelt administration alone cannot acheve 
such difticult goals. In the United States, such 
laws are made effective by strong institutions 
independent of government such as labor 
unions and environmental groups, and a gen. 

ujne competitive political system-all noni-ex-
Blent inMexi otoday. 

nli e the ,. theT I Uruted States lacks effective systems ofU retraining, job search help, umemploy
merit compensation and redevelopment as.ist. 
ance for people and communities hu by low 
wage competition. Tight local and federal 
budgets further fray already weakened safety 
nets The administration's irdifference to the 
fate of FTA victims is reflected in this year's
proposed budget fa trade adjustment assist. 
ance: It iszero. 

Moreover, a free trade agreement demands 
more than a "one-tune ody"economic adjust. 
merit. The idministralon's FTA would ubject 
icreasing numbers of U.S. workers to con
tinous pressure to lower their wages, benefits 
and living standards to compete with Mexican 
labor.Thus. the greatest danger of such an FTA 
may be that it ,ill encourage U.S. firms to find 
low.wage solutions to the problem of global 
competitiveness. As the task force report on 
the U.S. economy chaired by former secre
tanes of labor Bi Brock and Ray Marshall 
recently concluded, we face an histonc stra

tegic choice inour response to the global mar. 
ketplace.

One sti'tegy--the high-skos, high-wage" 
path--compees by efficiently producing htgh
quality gods for sale at high enough margins 
in the gjlobal marketplace to pay high wages 
vd rmintain U.S. living stadards. This re
quires high private and uibbc investment to 
ccantual) upgrade the quality of our labor 
and producton ifrastructure. But with easy 

iaal environre tal regulation. U.S. ni.nagers 
ae unhkLy Ic .ae Y ;.re diffxul "ugh
siills, lugh-wage' path. 

These dangers do not concern this adminis. 
tra un Therefore, it is up to Congress to put 
U.S.-Mexico economic integration into a 
broader framework. The United States shoud 
help Mexico lower its debt burden. wiich 
forces austenty on her people, and budd dem
ocratc imstitutions to protect Labor aN the 
envionment. At home, the United States must 
ceate mechanisms to assur ,ctsful adjust

rentof U.S. workers, industries and comnmu
nties. 

None of this will take place however, if 
Congress is utampeded along a fast-tr,,ck to 

approve the dmirustration's propr-al Only a 
rejection of last-tiark wiJ convirc. Washing
ton and Me'bco City to design an conormc 
package thai tnly benefits both aides of the 
Rio Grande. 

'I 
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U.S.-Mexico Trade Pact: A Disaster Worthy of Stalin's Worst 
The Wall Strerl .IJornail s Irtunitwted 

suplturtlI t.S -Mexeicotre' It-tile 
aitetteii Te tidier touis tIeutoid-
11tuialh lowt Andservices across the 

Mte1uall border asa core all torwhatever 
V'1o11iC an1desoirontlinlal prubial, 


e uu exist inleither ctollry 
%hat isliebasis fur tius arguent'l? 

Exsiil:ally. it Is this. It the lighilly regu. 
tlted cuonaiel of the Sovlet Bloc and 

Bult 


iii o'iqusloloto plants were joiniig the tle in the prii iqilidura Twin Plant Containnotie of these aoial dotrensiins 
itiks of ;e mliiostcrudely e,'lited ha News advised t S. parent cotipanies tha1 And 'last Irack" ctisilderatin would pre. 
iwnis oill lipliel. (iy cituld 'kee their intPrnunt wage venl Coigress front insisting that such pro 
The tes-ill its hner sical dod envirun pwole at the illnimun wage" by collect- visions te Icluded 

itienidl cuodlitils along the Mexicin side lIgduilaeid clollng andblankets for their In tiltsway. the Insistence on thelast 
ofiflhl'liter Ihit rival any ilthe well-pub- Mexicii employees hecause "Maty of 
bi toeddisasters at ileworst Stalinist re 
glles HUl Journal editorialists do not 
have iv lake ity word for It They need 
onlylimk il their ownnews pages to learn 

t dstdegradation. tlhentie the lid s ab:,ul the ihujulluriiv.Clii prldured 
uplasile iust alsohetrue- free trade with 
Mexicowill hriiig Heaven on Earth 
Itfthistortured reasoning is lhebest 

proponelts can ustner In favor of the 

counterpoint 

By Lanr Kirkland 

agreetrient, then the Bushadtinistraliou's 
"fast track" strategy to prohibit arnenud 
nienis aid linit debate timakesperfect 
sense Otherwise. the Anierican people 
mtightlearn the factS aboul the Itr-Irade 
agreetent and itsdisastrous potentialfor 
peopleon both sidesof the border 

What. speetically. do theproponents 
have to fear troipublic debate? 

Fir starters, we niight gela lull airilg 
of Ials going tileonwith imiguialutoro 
pitgrailt, a nimialure version oLU S Men 
"uIre trade that currently enables US 

firms to set up factories or. the Mexican 
side of the border andexporl back tothis 
country with iiniirial duly ch.'es 

[oring the past decade, hundreds of 
U.S.cortipaites, lured by Mexiconsrot 
paalite adiantdges of rock bottoim 
wages and tack ofi elfective gmernnent 
regulations and eniforceitient. have shut 
down factories in ie stales andrelocated 
tietmiin ie iionqauiluii areas While hun 
dreds of toousands of American workers 
were losing their jlbs to this dislocation, 
iore fhiatahallIliin Mexicans working 

Quoling triati a Septl 22. 190.slory: 
". . . their very success is helping turn 
nuclh of the lUder regiin lutla sinkhole 
ni abyslialhing coiditons and envIron. 


titial degrddalion." 

That article gri'son ludesnIbe workers 


ivitig in cardloid hovels with no running
watern sanilalit facilities, raw sewage 

aid industrial lixins duriped into rivers 
that provid. recrealin Ariddrinking wa. 
tet iur cil residents, andpeople huddling 
together i(tr warilith at night 

Earlier Oi1iitiouth, the Journal told the 
stloy of a plullsang 12year-old studeur 
whse laimly '. iuerly hastorced him to 
leare schiRl plot father andnriany ofiUi 1i 
hisi-unettiloraries ata slt factory niak-
Itg 34 a week The crtscleleft no d tubt 
chilil tabr is tile rule nut the exception 

Other news relirts i roinlthe reg.rn tell 
of the rising hlepaltis rate along rivers 
Ik'ma froni tiie inulrdorn areas into 
tie l. : Astudy (if oneTexasborder 'own 
shower, tlat everyone living there had 
been exiised tithe diseaseat leastonce 
by h airie filey ere 20 years ild. 

Yet the iiiiqivil riro continue to he 
lauded asagIliseid tit Mexican workers-
a svurre of desperalely neededjobs znd 
ecuulaluic developtient for an Irinpover 
isted region 

After all, sty tl.e proponents olthe free 
tritle agrero -iti. Jobs belierthese are 
ltll to lb at all. 
ButAre they really' A few years ago, 

when Mexicaniwages were acILally higher 
in dollar lerils than they are today,si at. 

lihevirI houses are toorly heated. if healed 
at all, andwarm clothing and blankets fel 
guul on thoisecold nights." 

And tokeep their employees from going 
tungry, ttemguazlne suggested "flow 
abolt a tree kilo of tonillas each weekOr A 
few kilos of flijoles?" 

track consideralion of the agreemeni 
speaks volumes about who this agrenent 
is really Itendrd to help. 

f'trlairs of the agreemirent,the Jour. 
nal Included. have mtiadeit clear that any 
such conditions would render Itworthless. 
They don'llike the idea of large mullna. 
1101131corporalions being forced by law to 

It llie'. jitbt are so gsodfor Mexican priovidebelter lhan subsistence wages or 
workers. thenwhy do they needhandoults 
to survive? 

As for the prospect of ,merlcan 
workers finding new jotbs in Ineustries that
priducegods Iorthe newly openedMex 

can markel-what do theypropose we sell 
it peple who earn $27a week? 

tBut these are Inekinds of issues that 
piopunnts of the U.S -Mexicofree trade 
agreetmientwant soavoid 'Faisltrack au. 
thirly would help then do it by limii'tg 
the debate before Congress Ioone simple 
questiin: "Are you for free trade or 
ag alist it?" 

In this scenario. proponents are sure to 
aigue the Agreement is a necessary step 
lilAmierica to colpele in an era when 
Eup,,e is heading r.cpidly toward a single 
niarket Buttheproposed "Yukon-to Yuca. 
tan" comtnion markel has little in common 
with tIatof theEuropean Coosunitly.

for instance, the European Coirmon 

having to cotrbute to a tax base to build 
sewers.roads, echVils and other basic ne. 
cessires of a decent and civil human sort. 
ely in the comtnunlt~es where they extracttheir profits. 

Hasour liku. ofthefree and unregu'try 
laed niarket rally come to this? 

The fact i. that trade is joo for 
v.urkers, of the border onlyon bo Isides 
wilen tt is car 'led out side-by-side with 
minuniain starlards on wages, heneflts. 
safely and en' ironloent. Without them.II 
nierely servevis a vehicle tor capital to In
calewherelanetis cheap landgovernment 
governs kt|, 

Theproblens of poveryand economic 
dev.,opment in boththe .S.and Mexico 
I',luoserious tobe left solely fothe inter. 
eatsof private capital And the proposed 
free trade agreement belween the two 
countries isfar tooserious amatter to be 
kept front therealm nf public debate and 

Market contains a Social Charier sellingleft largely to thesesamte interests.
 
rights to social assistance, collective bar. We need a lull airing of views so that
 
galning, vocational training aid health and the Atterican people candecide for them.
 
sa:ety prolectiots The Europeans have selves w,helher this agreenuentis intheir
 
also created a thubillion Regional Devel- loog-lerni Interests Undoubtedly. they'll
 
oplient Fund tonarrow the gap in per-ca- seeit for what it is-a golden opportunity
 
pila iucotie between rich and F'uorcoun. for the rich to get richer at the expense of
 
tries within the niarket-I gap that is only tlheworking poor.
 
onefilfh as wide itsthe onebetween the
 
US. and Mexico.
 

As currently described, fheproposed Mr.Kirkland ispresident Of"IrAFL
free-trade agreement wouJ CIO.U.S.-MexicO 
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THE EFFICIENCY AND EFFECTIVENESS OF
 

U.S. ADVISORY AND ASSISTANCE EFFORTS IN PANAMA
 

Wednesday, April 17, 1991
 

The Subcommittee on Legislation and National Security will come 

to order. 

We are continuing our oversight investigation of Li , effect-eness 

and efficiency of the U.S. advisory and assistance efforts in Panama. 

We are holding this hearing because I am concerred that an 

Important opportunity is slipping-away In Panama. What Is being lost 

is the chance to give life to a sovereign, independent and democratic 

Panama. 

This Is perilous because of what It says about the success of 

U.S. foreign policy aftA an Invasion. After the dust settled, national 

attention w, led and the simmering conflicts in these nations continue 

to fester. 



An Invasion, like a war, creates an opportunity In Its wake. To 

take advantage of that opportunity requires planning and foresight, 

two attributes that often get lost In the rush for quick-fix solutions. 

In Panama the question is not just democracy but are we losing 

the opportunity to stop drug trafficking And money laundering, which 

was the major reason for military action. If the cause was just then, 

why has it been forgotten now? 

Fifteen months ago, the U.S. swept Into Panama to arrest former 

ally and dictator Noriega to Install a democratic government, and to 

halt drug trafficking and money laundering. Today we know General 

Norlega resides in Federal prison awaiting trial. But what has become 

of democracy and drugs in Panama? And, what lessons can ae 

lear'ned from the experience in Panama? 

I recently went to Panama to see where things stand. What I 

found was troubling. 
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Panama's democracy Is guaranteed not by *he people of 

Panama, but by U.S, noldiers..The irony-is that even as the Panama 

Canal Treaties require the withdrawal of U.S. forces, there continues 

to be a dependence on those forces. Only four months ago, the new 

police force that Is being organized and trained by the U.S. sought 

to overthrow Panama's elected government. 

The tragedy Is that In Panama, U.S. assistance efforts are not 

working. First, the U.S. Is not moving swiftly to end this dependency 

by removing the command elements of the U.S. Southern Command. 

Secand, neither the new government of Panama nor its U.S. advisors 

are facing up to the problems. There Is an Increasing crisis of 

legitimacy - building a new police out of the remnants of Noriega's 

military may undermine the fledgling democracy. Just last week, the 

coalition government collapsed. In what could be called a 

"constitutional coup," the President of Panama removed the First Vice 

President from governmental power and purged all those associated 

with him. This comes at a time when the governments Inefficiency, 

coupled with growing reports of corruption, are damaging the chances 

of its survival. There Is a real potential for an explosion. Over 17,000 

cases are backlogged In the criminal Justice system - not one case 

has been tried since the Invasion. 
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Worst of all, as we learned In our meetings with officials, there 

Is more money laundering and drug trafficking today than before the 

Invasion. The Department of State has called the Panamanian record 

on drugs "spotty." There Is a lack of the political will required to 

break the back of the sweet-heart deals between the money launderers 

and the banks. 

The drug dealing dictator has been removed, but drug dealing 

entrepreneurs have now taken his place and the police are powerless 

to ston them. 

Even the new agreement signed last week on money laundering 

is troubling. What should have been a signal of renewed cooperation 

in fighting drugs may only be of symbolic value. This agreement is 

essentially the same as the one the U.S. signed with the Bahamas in

1987, which we have since learned does not do the job. Until last 

week, the Department of State had sought a tougher treaty with 

Pana na. For some reason, that position was abandoned and we 

agreed to accept what we know to be Inadequate. 
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What is going on In Panama Is not acceptable to American 

citizens or to Panamanians. After fighting off a drug-running dictator, 

no one wants to see the situation In Panama drift into anarchy or fnto 

a new, if different, type of dictatorship. This is not a case of U.S. 

policy wanting for resources. The Congress has provided almost a 

half a billion dollars for Panama this year. 

What is lacking is leadership in Washington and in Panama City. 

Secretary of State Baker needs to be reminded that the crisis in 

Panama and the war to liberate were both proceeded by a failure to 

pay attention to situations that were then considered low priorities. 

The U.S. cannot afford to miss the opportunity to help the 

Panamanians build a new Independent and democratic Panama. 

There may also be lessons to be learned in Panama that can relate 

directly to the situation In Kuwait. It is tragic that our stated objectives 

blur so quickly after our supposed victories in a costly war. 

In Panama, a failure will also mean that more drugs will be 

finding their way onto American streets using Panama as a transit 

point. The military action In Panama was called Just Cause; U.S. 

policy toward Panama should -supportjustice and democracy with an 

urgency that does not flinch from the cause. 
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Opening Statement
 

CONGRESSMAN FRANK HORTON
 

RANKING MINORITY MEMBER
 

April 17, 1991
 

Mr. Chairman, thank you for holding this hearing today on the status 

of United States assistance to Panama. As Panama Is the third 

largest recipient of U.S. economic assistance after Israel and Egypt 

- $420 million in direct grant assistance - It Is important that our 

programs are assessed, evaluated and, if needed, adjusted to the 

changing needs of this growing democracy. 

A year and several months have passed since "Operation Just Cause" 

and the indictment of Manuel Noriega. The citizens of Panama have 

seen both the fruits and frustrations of trying to construct their 

democracy. On the positive side, political parties are now operating 

freely, foreign investors and deepsea fishermen are returning. Due to 

a boom in construction and retail, there was a 4% increase in 

Panama's gross national product last year. Retail stores and shops 

that had been looted during and after the invasion are now reopening 

creating new jobs and easing unemployment. There has also been 

very positive cooperation and progress In the area of money 



laundering and drug trafficking, as recently exemplified by last week's 

signing of the Mutual Legal Assistance Treaty. 

However, while some things are looking up, there is reported 

frustration at the pace of economic and democratic reform. Rehousing 

the displaced families from the burned and ransacked El Chorrillo 

[chor-ee-o] district has been slow. Deadlines have come and gone, 

and still some of these families live in makeshift refugee camps 

awaiting their own accommodations. It is also reported that citizens 

and shopowners have armed themselves with guns while they wait for 

a successful conversion of Noriega's defense force into a civi!ian 

police force. The effectiveness of this new police force is then 

diminished as it relies on a judicial system that has yet to try one of 

the 17,000 court cases that have accumulated over the year. 

After 21 years of military rule, one cannot expect Panama to transform 

into a smooth-running democracy overnight. However, this does not 

mean that we should be any less vigilant in our oversight of the 

efficiency and effectiveness of our economic assistance programs. 

Thank you, Mr. Chairman. I look forward to the testimony of our 

witnesses. 



Panel Maintains El Salvador Aid
 
A n attempt to restrict U.S. the Board for International 

military aid to El Salvador Broadcasting. 
was narrowly defeated by the The bill would create a broad-
Senate Foreign Relations Com- cast network, similar to Radio Free 
mittee on June 12 as it completed A t Europe, to promote democracy in 
work on a fiscal 1992-93 State De- China. It also would a-'thorize $130 
partment authorization bill. million in fiscal 1992 and $85 million 

Christopher J. Dodd, D-Conn., in fiscal 1993 i., complete the U.S. 
had souight to hold back half of the Embassy in Moscow, a project long 
$85 million in aid the administra- mired in disputes. (Story, p. 1602) 
tion has requested for El Salvador The legislation includes Ian
next year, similar to a limit im- .4 guage to prohibit selling conven. 
posed by Congress on 1991 aid. tional arms to the Middle East 

The restriction was imposed . , reports to Congress on the threat tountil 60 days after the president 
last year to encourage both sides to u, 

end the nation's long-running civil NA I IONAL : (1 allies in the region and the willing
war. It allows the administration to AM- HAIL AENKNS ness of supplier nations to hold a 
release the funds if it finds that El Salvador President Alfredo Cristiani lobbied Mideast arms control conference. 
leftist guerrillas are not negotiating in Washington for U.S. aid. But the committee also ap
in good faith with the government 
of Alfredo Cristiani. 

Dodd said that failing to impose a similar limit on next 
year's aid might disrupt ongoing peace effcrts. "What 
we're trying to do here is maintain the status quo," he said. 

But opponents argued that a different message would 
be sent. They said a move by Congress now to restrict 
next year's aid would be a blow to Cristiani, who was in 
Washington during the week to lobby his cause in meet-
ings with President Bush and congressional leaders. 

Richard G. Lugar, R-Ind., said the Salvadoran presi-
dent had made great strides in organizing his gove. ;. 
ment and controlling the nation's military. "The belief 
that this money is going to a military run amok is simply 
untrue," Lugar said. 

A tablig motion by Jesse Helms, R-N.C., to kill 
Dodd's antadment was approved, 10-9. 

House leaders have agreed to defer action on the issue 
until September to give the two sides a chance to make 
progress in the peace talks. At the same time, members 
asked the administration not to release $42.5 million in 
fiscal 1991 military aid to Cristani's government, 

In January, Bush certined ii Congress that the rebels, 
organized as the Farabundo Marti National Liberation 
Front (FMLN), had violated the conditions for withhold-
ing the aid after they shot down a U.S. military helicopter, 

Bernard W. Aronson, assistant secretary of State for 
inter-American affairs, told reporters June 12 that the 
administration will probably begin the process of releas-
ing the funds "in the near future." Aronson said that if 
the guerrillas "want the military aid not to flow, th:.-:;' 
a very simple way to prevent it, and that's to enter into a 
cease-fire and end the war." 

Controlling and Exporting Arms 
The amendment was one of only a few controversial 

items taken up by the committee before it approved the 
bill, 18-0. The measure would authorize $5.9 billion in 
fiscal 1992 and $5.3 billion in fiscal 1993 for the State 
Department, the United States Information Agency and 

proved, 11-5, an amendment by 
Dodd to create a $1billion loan guarantee program for U.S. 
companies selling military goods to NATO countries, 
Japan, Israel, Australia and New Zealand. 

A similar proposal by the administration has run 
into strong opposition, especially in the House. Critics 
say the guarantees would encourage arms proliferation 
abroad at a time when the United States is scaling back 
its defense budget and seeking international arms con
trols. (Weekly Report, p. 735) 

"It seems to me there's an inconsistency here," said 
Sen. Paul S. Sarbanes, D-Md. 

But Dodd said the guarantees are needed to help 
domestic military contractors compete with subsidized 
foreign firms. John Kerry, D-Mass., argued that contin
ued U.S. involvement in the international arms market 
would mean "furthering of our clout" when it came to 
seeking multilateral arms control agreements. 

The committee also agreed, 12-1, to an amendment 
expressing the sense of Congress that the U.S. trade 
embargo against Vietnam and Cambodia should be 
lifted. Kerry and Frank H. Murkowski, R-Alaska, said 
the embargo hurts U.S. firms and has prevented Ameri
cans from resolving prisoner-of-war and missing-in-ac
tion cases left over from the Vietnam War. "We need 
access," Murkowski said. 

The administration says the embargo is needed to 
pressure the two countries to cooperate in those and 
other efforts. (Background, Weekly Report, p. 924) 

The committee also aipproved a $44 million fiscal 
1992 authorization for the Arms Control and Disarma
ment Agency. Committee Chairman Claiborne Pell, D-
R.I., had sought to link the State Department and arms 
control bitls to foreign aid legislation approved a day 
earlier, but the committee failed to do so. Kerry, whose 
Subcommittee on Terrorism, Narcotics and Interna
tional Operations drafted the State Depar.ment bill, 
expressed concern about its fate on the floor if attached 
to the far more controversial foreign aid measure. 

-Pamela Fessler 
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Don't Knock Colombia for 
Dealing With the Devil 
* Drug war: "Thecocaine king's 

iurrender buys the government 
a peaceful interlude; ending the 
trade requires action in the U.S. 

By MATHEA FALCO 

Before Americans rush to condemn 
Colombia's ?resident Cosar Gaviria Trujil-
o-as U.S. drug czar Bob Martinez seems 

to be tioing-for making a deal with 
Medellin drug lord Pablo Escobar, they 
should at least suspend judgment until all 
the details.of the arrangement become 
known, 

Escobar. who surrendered to Colombian 
authorities last Wednesday. is in a jail near 
Medellin designed and presumably paid for 
by him. Friends and farnly have free 
acres&and his security is assured as much 
by his own bodyguards asby the police. 

This follows years of violence where 
Escobar and the Medellin cartel amassed 
billions of dollars and were responsible for 
killing thousands of Colombians. In the 

past decade, viole',t deaths in Colombia 
have exceeded F_.l,)0, with 18,000 in Med-
ellin alo,i, according to Colombian hu
rrin-nghts procurator Jaime Cordoba i.
vino, The slain include Cabinet ministerm, 

Supreme Court justices, law-enforcement 
officials and prominent )ournalists 

Against this background, it helps to 
remember that 90% of Colombia's esti-
mated 12 billion to $3 billion in cocaine 
exports is consumed ,n the United States. 
Without the American market, the Colom-
biar drue trade, and the violence and huge 
profits essociated with it, would never 
have grown to It current size. Yet Amen-
can assistance to Celombia to comblt the 
cocaine traffic amounted to only 585 nil-
lion last year, while Washington has 
largely ignored Bc,'oul's requests for lower 
U.S. tariffs on its principal legal exports-
coffee (worth as much as $2 billion a year) 
and cut flowers (up to $200 million a year). 

Gaviria, elected in 1990 after three of the 
presi.ential candidates, including front-
runner Luis Carlos Galan, were assassinat-
ed by drug lords, faced an impossible 
choice: either preside over a deepenirg 
cycle of violence and corruption with no 
end in sight, or try Lo reach some form of 
accommodation with the leading drug 
traffickers. Americans should at least un-
derstand Gaviria's reasoning for seeking a 

negotiated accommodation, even if it Is stll 
premature to condone the agreement 

It is one measure of the Colombian 
government's effectiveness in pursuing the 
war against the drug cartel that leaders 
like Escobar have come to feel they need 
gcvei nment protection. Moreover, much of 
the recent anti-government terronsm was 
organized by the self-styled "extnidit
ables," the top drug lords who faced 
extradition to the United States under the 
terms of a 1930 treaty between the two 
countries. 

As a candidate, Gaviria announced that 
he favored repeal of the treaty if the 
principal drug traffickers would turn 
themselves in. The Parliament has just 
repealed the extradition treaty, which 
never had popular suppo-1- Although two 
dozen Ciloms'oans were sent to the Uste 

'Goviria . . . faced an 
impossible choice: either 

preside over a deepening cycle 
of violence and corruption with 
no end in sight, or try to reach 

some fofm of accommodation.' 

States for trial under the terms of the 
treaty, only three have been extradited 
since late 1989 when the United States 
seized Manuel Nori-ga in Panama and 
fort-d him to stand tmal in Miami-a move 
widely condemned in Colombia and mua 
of the rest o Latin Amenca. 

Any final judgment of the success aid 
fairness of the Garv:na-Escobar pact Aill 
depend mainly .i t.'ci factors: 

- Will the Pae 'elIn cartel close down 
even if this means allowing them to 
transfer much of their illicit gains into 
legitimate business operations and being 
spared heavy jail terms? Heavy fines on 
Escobar and his associates would at leaut 
reduce their financial benefi s from the 
arrangement, 

- After dealing with Escobar, will Gavi-
ria move to force the Cali cartel, Colom-
bia's second-largest drug nng, and lesser 
traffickers to accept similar terns? Unless 
virtually all of the Colombian drug opera. 
tions aie put ou' of business, the Escobar 
arrest will have little effect on cocaine 
pricesir. the United States. 

Althoughsuchactonswouldnotsignala 
victory against the Colo;ibian drug cartels, 
they might provide a basis for compromise 
preferaale to prolonging th' murderous 
status q, indefinitely. 

Neithe,- the Colombian government nor 
the traffickers were likely to prevail 
militarily anytime soon. Above all, neither 
the United States nor other drug-consum
ing nations Aac been willing to provide any 
of Colombia's dcmocratically elected gov. 
ernments with enough resources or prom
ises of significant re dction Il, cocaine 
demand to tip the bialance in favor of 
Colombia's efforts. 

Looking to the future, America's interest 
might be better served by dramat-adly 
curtailing Colombian cocaine traff,c, rather 
than by continuing to insist, fruitletsly. 
that the drug lords simply be brought to 
MUtice. 

It may be that the Colombian govern. 
ment, rather than pursuing indefinitely a 
murderous and unwinnable war, has found 
an imperfect but justifiable way out of a 
desperate dilemma for &u,,chit is only 
partially to blame. 

Mathea FWlco, a lawyer in New York City, 
was assistat secretary of stae for ltiern. 
fional narcoies aiers from 1977 to 1981. 
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MANAGUA, NicaraguaTIewar has stopped. Nicara-
gua is at peace and is pro-
moting peace in the region. 
The size of our army and of-

ficer corps has been reduced by 60 
percent, from 86,000 to 27,000. And 
recently we arrested seven Nicara-
guans r;r their role in illegally trans-
ferrinC :.rmsto the Salvadoran reb-

els ears of being ruled by
,.ier ,SO 
4-'e Somoza family and t Iyears un-tie r t-hSan d n istas , is noe the re 

longer any censorship in Nicaragua.
There is freedom of the press and 
ficedom of travel for Nicaraguans.
Amnesty has helped heal the 
wounds of war and foster reconcili-
ation. These accomplishments of my 
first year m office provide, I beteve,
the basis for taking on the immense 
task of reconstruction that now 
faces us.At the moment, NicaraCua is one 
of the poorest nations in the world 
On top of that. my government has 
inherited billions of dollars in debt 
from the previous Sandinista admin. 
isl'ltion. Our disgrace is that its 
mismanagement has made as a 
bImkrupt nation. 

I have accepted the e debts be-
cause I believe there is no other way 
to reconstruct Nicaragua economi. 
cally Who will invest here or lend to 
us unless we get nd of these debts' 
And how will we have enough eco-
nomic strength to guarantee our de-
mocracy without s..h loans and i-
vestments:'In foreign policy, this means 

want :o %vorl.with any friendly coun-
that
trje= suppoil the reLinstroln 


March to 6 percent at the end of 
Beyond the immediate debt andXauilhatlon issues,our approach to 

rconstruction is charactrizeal by 
very different attitudes,and orientatons compared to previous gover
ments. With respect to aK dona
tions, I insist on accountability 
both to the Nicaraguan peopleand to 
the donor 

In the past, money flowed into
Nicaragua from the United States or 
from Europe, but the people won
dered where it went Or, if they re
ceived some benefit, they didn't 
know who itcame from. 

Now, for instance, the U.S. Agency
for International Development has 
given us adonation for the specific 
purpose of revamping school text
books, from preschool to high 

school Not only will the aid go ac
countably for the purpose it was 
gives),pbute hI have let people know inm s T a k o A , w: v 
my speeches: "Thanks to AID, we've 
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been able to change our school-
books." 

The privatizatton of the Nicara-
guan economy a,d the return of con. 
fiscaled property are also high on 
the agenda of my administration. 
During the Sandinista government, 
about 50 percent of the economy be
came state-owned - including thelarge coffee, cattle and cotton indus-
tries, such as Agromas Our mien-
tion is to return these firms tcpn-

of Nicaragua The most pressing is. vate hands 
sue nov 1IteS36Smillion inarrears In the next couple of weeks, Iwill 
we owe to the World nk and the mri cc legislation in the National 
!nternatliunal Develc!ient Bank Assembly authorizing privatliztion
(IDB) 'his is crucial because we Howver,as we agreed with the San-
cannot obtain any further loans for dinislasdunng the election last year, 
development until those overdue land which was given to the peasants
loan payments are cleared under land reform, and which they 

now occupy, will remain theirs, 

verything else depends on th!s ' first step That iswhy I was 
E very happy with my visitto 

Washington last wek. Not only did 
PresidentBushpledgeasizablecon-
tribution toward making those loan 
payments - probdbly around S75 
million - but it,ilso agreed to use 
his influnce with the Jap.;.'se ano 
others to garner more assistance. 
And just this week, Spain, knowing 
the difficulties of transition to de-
mocracy,pledged $70 mdhon tohelp 
remove our foreign debt. 

The U.S support, in particular,
will be critical for us at a special 
meeting of World Bank and iDB do 
nors that will convene in Paris May 
15.17 tofinda 40- toehmiate oura 
back debts I've ilaced all my hopes 
on that meeting, after which we may 
expect to see new lending - not just
to the Nicaraguan government, but 
to	pnvale enhvrise as well 


For now, we hve no money With. 

out new loan: 4v can do nothing As 
we say in Nicaragua. which has a 
drenched winier and a baking hot 
summer, without the rams you can't 
plow the land

My government has proved its 
economic responsibility to potential
lenders Since it was initialed on 
March 3,our economic stabilization 
program - one of the harshest in 
Latin America - has already elimi-
haled hypennflation We devalued 
the cordoba by 400 percent, prohib-
ited the Central Bank from printing
new money and comittd our. 
selves to filling the fiscal gap in our 
budget with external support Infla 
lion has dropped from 50 percent in 

VioleiU Bumus de ChOniorro is 
president of Nicurugua. This ulonih 
muks the first utiversury u. her 

.Pre.sidetcy ii IY9Y,New I'ersp'c 
tives Quurierly )istributed by ius 
Angele Tinies Syndicate. 

Finally, while we don't want to 
abandon the idea of the nation, or 
national culture, we must accept the 
fact that small Central Amencan 
countries are not economically via. 
bleunitsontheirown. Their mterna 
markets are too small. 

That iswhy we have taken the lead 
in reviving the Central American 
Common Market and arc seeking
free-trade agrecments with Mexico 
and Venezuela Within the Central 
American Common Market, we are 
hoping to eliminate tariffs alto. 
gether on trade among Central 
Amer.-ans and to reduce tariffs on 
imports to the region to only 20 per. 
cent by next year. 

ike all of Central America, Nica
ragua must orient its econ

. omy toward exports, espe
cially as the new North American 
free-trade zone takes shpoe Once
 
we rehablitate our traditonal ex
ports, such as coffee, cotton and cat
tlIe, then we will need to diversify,
including the development of indus.
tries that can process our traditional 
products here in Nicaragua.

During my first year as presi
dent, we have tried to erase the er
rurs of the previous government in 
Nicaragua so that we can begin
shaping a true demociscv with a 
clean slate We have been serious 
and responsible inthis endavorand 
I think the world recognices ttl we 
have changed.

My visit to Washington last week 
shows that we now have good rela. 
lions with the United Stales King
Juan Carlus of Spain just visited 
Managua last week My tour of Eu
roioe last month convinced me that 
Europeans, too, see a nee. Nicara
gva With that kind of support, and 
withthenew'utmntsphereofpeaceal 
home, Iai conflidenlwe will be able 
to 'plow the land" once again i'my
country. 
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