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Dear Reader:

The end of the Cold #ar continues to bring changes
in U.S. economic policy toward the Toird World. With
this second edition of the 1991 series of the Washington
Economic Watch, we are pleased to provide you with
pertinent information on the majcr Washington policy
debates of the past quarter.

Thi: critical policy issues of the quarter include
debate vn the foreign assistance budget, the fast-track
procedure for trade negotiations, and the evolving role
of multilateral lending institutions. The deliberations
over the 1992 foreign assistance budget have recently
expanded with the introduction of several alternative
post-Cold War budget proposals. In trade, the Uruguay
Round of GATT negotiations and the U.S.-Mexico Free Trade
Area talks were given new life with the 2xtension of the
fast~track negotiating mechaniem. And, in finance, the
role of the World Bank and the IMF in private sector
development and a capital increase for the IFC were hotly
debated. The WEW covers these as well as many other
ongoing policy issues of concern to the U.S. and the
Third World.

We would like to take this opportunity tc remind vou
of the new reciprocal arrangement between the American
University Library in Washington, DC and WEW suoscribers.
If you have not yet sent us a list of your institution's
publications, please do so at your earliest possible
convenience. With your help, we can create a unique and
much needed exchange of information between the U.S. and
the Third World.

Sincerely,

Rood?

Richard E. Feinberg
Executive Vice President
and Director of Studies:
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Statement of Robert Z. Lawrence*
Senior Fellow, The Brookings Institution
before the .
Committee on Ways and Means
U.S. House of Representatives
June 6, 1991

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 "Americén 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. v

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.



well is the U.S. performing in international trade? And third, "Is the U.S. doing as
well as it could?” In this testimony | 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 Bureau 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 19G0. for example, GDP employed person in France and Germany was less than
fity 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 standard;s and productivity levels are
converging to those of the U.S.

This convergence of other economie s 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 :he 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 gpent -
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 héve
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 technologicél and managerial advantages, U.S.
firms found opportunities to set up manufacturing and marketing operations
abroad. In the 1980s, foreign firms increas ingly find their technological capabilities
afford them profitable opportunities for direct foreign investment in the U.S.

Itis important to recognize that the relative decline of the United States has
differing implicatioris 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 the United States declines in a richer world



economy. On the other hand, the welfare »f 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 mnst 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 differencesl in all factors which influence costs,
including wages and skills and differences in national tax ana 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 competiiive pressures on U.S.
firms, the need to respond to foreign industrial policies, the increased importance of
commercial technology for national defense, and 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 differinj national ownership has made it



increasingly difficult for governments to know exactly which interventions d> 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 perfermance 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 88 percent of what we consume, this poor productivity performance has
been reflected in an unusually slow increase in U.S. iiving standards and in
stagﬁating 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.

Itis 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. manufacturing (which usually directly competes with foreign firms) has
accelerated in the 1980s and returned to its pre-1973 pace. Since most of the goods

ana 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 Capiialist Economies.”
Journal of Economic Literature (June 1987), p. 683.




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 Amaerica performed in international trade? It is tempting to use

the trade balance as a measure of trade performance, but our trade déficit 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 &
country can consume more than it produces ig 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 aind 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 wihole must borrow
from abroad. in the 1980s, however, when the government increased its borrowing,
the private sector actually saved less. Thus the rise in federai 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 as 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, howzaver, is the price of U.S.

products required to maintain any given trade balance. Our overall trade balance is

N
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determined by our quantities of consumption and production. But the price which
we must pay for a given trade baiaiice is deiermined 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 terrns of trade (a fall in the price of
American exports relative to the price of imports) adversely affects the living
standards ¢! 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 aloss 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 than 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. | found 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 domeétic 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 falien. Although improvements in productivity
may improve competitiveness and U.S. trade performance, their primary
importance is as a source of gains in overall stendards of living. They are beneficial
regardless 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
shoﬁld neither neglect nor emphasize manufacturing -- 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 pariial 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
infrastiucture (for example, transportation); it couic expand research and
development outlays; and it could improve the quantity and quality of education.
Government has traditionally p'ayed a role in all these areas, but that role costs
money. To finance these efforts, Americans must be willing to reduce thieir current
level of public or private consumptioii. 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 savings. 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
arowth iz a dismal prospect. and the exient 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, wiil 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 tc 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 horne and
open markets for its products abroad. As the free world's leader, it wanted to
contain Soviet expansion with a sirong military at home and prosperity abroad. But
today U.S. policies reflect the growing pressures of its changed global status; *he
U.S. technological position has changed to “first among equals.” The concern of

the technological leader, to achieve unrestricted access to foreig» markets, has

A\
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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 chalienge 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 pélicies that damage its livirig
standards. On the other hand, the tnited States must avoid nationalistic,
protectionist intervention through sectoral industrial policies at home anc 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 rnarke’s through access to foreigr} 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 farge and exists both for basic research and
commercial R&D. The generally poor U.S. prbductivity 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.

HistoricAalIy. the United States relied on market forces to develop commercial
technology. The emphasis was on preserving competition through antitrust policiés
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

&
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activities in which commercial support seemed inadequate for social needs, such as
synthetic fuels, breeder nuclear reactors, and the "Project Breakthrough" to improve
methods 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 cesigned 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.E. should also improve mechanisms for diffusing technology. The most
important is ensuring cornpetition. 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. lIts
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

W\
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under the General Agreement on Tariffs and Trade (GATT) diffused reductions in
trade barriérs 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 goal of an open muiltilateral trading system should continue be the
principle U.S. trade policy objective and the GATT should coﬁtinue to serve as the
focal point of L1.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 pfofit from sales here, it is justified in
demanding similar access tor 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 ingist that mature industrial economies not adopt infant industry

approaches. This would involve several specific-trade policies.

First. with respect to firms operating abroad, the iUnited 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 tirms 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 seciors 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 stageé.

Twao 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 appiied.

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
unin'tended 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
demestic 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
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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 3 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 io American users or engaging
in price fixing, U.S. anti-trust policies should be invoked. Those damaged by
these practices should be entitied 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 huyers 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. Moreaver there will always be a temptation
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to be much more agaressive 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 trumned-up -- dangers from
unfair foreign trade practices.

Toward deeper intecration. In the ear!y 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 bcrder 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 GA‘IT 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 ruies. 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
tn complete the internal European market by removing all remaining obstacles
to tﬁe free movement of goods, labor and capital within the Community oy
1982. In 3 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 impossiblé and undesirable to obtain identical
practices across all nations. But this should not be necessary. indeed some
competition among regulatory regimes could'éctually 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,

/bb
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products and technologies is becoming increasingiy 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 he viewed. not through the prisrn of

economic nationalism, but through considerations of anti-trust.
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Figure 1:

U.S. Trade Balance and Exchange Rate
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International Trade Agreements: Fast Track Procedures

Foreword to a repoit 1o Congress
submirted by President Bush, March 1,
1991,

The Fast Track and Why It Is Essential

For the better part of this century, Con-
gress and the executive have recognized
that the negotiation and implementa-
tion of trade agreements require spe-
cial cocperation between the two
branches. In the aftermath of the
record high rates of the 5Smoot-Hawley
Tariff Act of 1930 and the Depression
that they helped fuel, both Congress
and the executive came to realize that
only by working closely 1ogether in the
exercise of their constitutional respon-
sibilities could the two branches etfec-
tively bring down foreign barriers 1o
our trade and open opportuniiies for
U.S. products and services in the inter-
national marketplace.

This new partnership was reflected
in the Rec?)rocal Trade Agreements
Act of 1934, which gave the President
authority not only to conciude tariff-
cutting agreements but also to imple-
ment them by proclamation without
the need for subsequent legislation.

During the following years, when
the principal barriers 1o trade were
turiifs, this arrangement proved highly
successful and was responsible for the
tariff reductions that promoted post-
World War 11 economic growth, par-
ticularly in successive rounds of
multilateral 1ariff-catting negotiations.

As countries began to rely less on
tariff p:otection and more on non-
tariff trade barricrs, the scope of trade
negotiations broadened, and the “fast
track™ procedures were created by Con-
gress as the nccessary complement to
this broader trade agenda.

Fast track procedures for approval
of trade agreements were included hy
Congress In trade legislation in 1974,
1979, and again in the Omnibus Trade
and Compeltitiveness Act of 1988 (1988
Act). While giving Congress the as-
surance of meaningful participation
throughout the negotiating process,
fast track also provides two guarantees
essential to the successful negotiation
of trade agreements:
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o A vote on implementing legisla-
tion within a fixed period of time;
and

e Noamendments to that legislation.

These procedures reflect an under-
standing that trade agreements, in
which results in one area are often
linked to results in others, are par-
ticularly vulnerable t¢ multiple amend-
ments that, while possibly small in
themselves, could unravel entire agree-
ments. Whether the balance of benefits
contained in any trade agreement is in
the overall interest of the United
States can only be determined by look-
ing at the whole package.

These procedures reflect an under-
standing that trade agreements, in
which results in one area are often
linked to results in others, are par-
ticulariy vulnerable to multiple
amendments :hat, while possibly
small in themselves, could un-
ravel entire agreements,

Through the fast track, Congress
has given the President the same bar-
gaining power possessed by his counter-
paris: the ability to assure his
negotiating partners that the agree-
ment reached internationally would be
the agreement voted on at home.
Without fast track, the President can-
not give his negotiating partners that
assurance. Without that assurance,
foreign governments are reluctant to
negotiate with the United States and
will not make the tough concessions
necessary 1o reach agreements the
United States would be willing to sign.
No negotiating partner will give its bot-
tom line knowing that the bargain
could be reopened.

On the basis of fast track proce-
dures, the Ur.ited States has negotiated
and implemented three remarkable

trade agreements, each of which was ap-

roved by an overwhelming majority in
th Houses of Congress. These agree-
menis—the results of the Tokyo
Round of GATT [General Agreement
on Tariffs and Trade] negotiations in

1979, the free-trade agreement (FTA)
with Israel in 1985, and the FTA with
Canada in 1988— have reduced barriers
to trade and provided a powerful en-
E}ne for economic growth in the

nited States and worldwide,

The United States has much to
gain through trade agreements that
open markets and provide rules for
free and fair trade. Maintaining the fast
track will preserve our ability to con-
tinue efforts to liberalize trade and
open markets through the GATT,
through other multilateral agreements,
and through bilateral agreements.

Extension of Fast Track Continues a
Ceoperative Relationship

Fast track procedures preserve
Congress’ role during the negotiation,
approval, and implementation of trade
agreements. To ensure congressional
and private sector inpat, tne fast track
statute contains extensive notification
and consultation requirements. At
each step along the way, from initiation
through implementation, Congress is
an acuive partner.

To use the fast track for any agree-
ment, bilateral or multilateral, the
President must notify Congress 90
calendar days befc re signature. By the
time the President gives his 90-day
notification, our many private sector
advisory committees must report their
views on the agreement both to Con-
gress and the President. For bilateral
agreements, Congress must be given ad-
vance notice of the negotiations;
during the following 60 legislative
working days, either the Senate
Finance or House Ways and Means
Committee can vote to deny fast track
treatment.

Once an agreement is reached,
Congress and the Administration work
in close consultation to formulate im-
plementing legislation. The process has
involved the {ull participation of all
committees of jurisdiction, and not
only those committees traditionall
consulted in setting trade negotiating
objectives. If the agreement and its im-
plementing legislation are still not ac-
ceptable, they can be rejected by
majority vote of either house. In fact,
as a result of the extensive consult-
ations with Congress and the private
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sector, the agreements that have been
implemented 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
1983 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 the
law.

The continued aailability of fast
track procedures over the aext two
years—during which we expect to com-

lete 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 negotialors 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'l allow
these imgorlanl negotiations to go for-
ward without in any way detracting
from Congress' ability to assess each
agreemcnt on its merits when
presented for approval.

The Uruguay Round, These com-
plex negotiations with 107 other na-
tions (many of which are not fully
integrated into the multilateral trading
system) offer rich opportunities to
break down trade barriers and expand
the scope of international trade rules.

e Since their inception in 1986, the
Uruguay Round negotiations have
been conducted in 1< areas. Our
objectives include more open
markets, intcrnationally agreed
rules in areas not previously
covered by multilateral agreements
(services, investment, intellectual
property rights), and institutional
improvements in the GATT. 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.

e The United States had hoped 10
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 GA'I‘T%)ireclor-Gencral
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 1o 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 1s overwhelm-
ingly in our long-term economic
interests.

North American FTA. We have a
historic opportunity to ahieve a North
American Free Trade Agreemen:
%_I’;J]AFTA) with Canada and Mexico.

e Mexican government has been pur-
suing a dramatic opeiiing of its trading
regime and has introduced market
oiiented domestic reforms that benefit
both Mexico and the United Staies.
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 alinost
$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 likelv that few Latin
American nations will be in a position
1o enter intn FTA negotiations with
the United states before June 1993, the
United States must continue to be able
to respond 1o the increasing pace of
economic liberalization in the region.

The United States has an enor-
mous stake in the future of the global
t:ading 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. expcris accounted
for 8§% of U.S. GNP [gross national
product] growth. Since 198¢€, expanded
exports have accounted for more than
40 percent of the growth in U.S, GNP.

In order 1o 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 tkrough the initiatives
described above and tiirough other mul-
tilateral and bilateral agreements. No
country stands to gain more from those
efforts than the United States.

#- 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. In order 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 lefter 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 Amcerican expor:s. This partner-
ship has resulted in unparallel

growth in world trade and huge
economic benefits for the United
States. Opening foreign markels 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, I requested
an extension cf fast track so that we
could continue 1o realize increased
economic growth and the other
benefits of expanded trade. The fast
track in no way limits the ability of
Congress 1o review any agreement
negpotiated, including the Uruguay
Round or a North American Free
Trade Agreement (NAFTA). If Con-
gress is not satisfied, it retains the un-
qualified right to reject whatever is
negotiated. But refusing to extend the
fast track would end negotiations
before they have even begun and relin-
quish a critical opportunity for future
economic growth,

Initiatives to open markets will en-
hance the global competitiveness of the
United States and create new oppor-
tunities for American workers,
American exports, and American
economic growth. The Uruguay Round
offers a vital opportunity to liminate
barriers to our goods, investment, ser-
vices, and ideas. A NAFTA offers an
historic opportunity to bring together
the encrgies and talents 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 1, that a NAFTA
would enhance the well-being of our
peoples. They are ready to move for-
ward with us in this unprecedented
enterprise.

Responding to Congressional Concerns

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 Con-
gressional concerns about free trade
with Mexico. At my direction, Ambas-
sador [Carla] Hills and my Economiic
Policy Cousicil have undertaken an in-
tensive review of our NAFTA obizc-
tives and strategy to ensuve thorough
coasideration of the econoriic, labor,
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and environmental issues raised by you
and your colleagues. The
Administration’s response is presented
i». the attached report. Let me em-
phasize the following:

First, you have my personal com-
mitnient o close bipartisan coopera-
tion in the negotiations and beyond.
And you have my Eersonal assurance
that we will take the time necessary to
conclude agreements in which both the
Congress and the Administration can
take pride.

econd, while econcmic studies
show tL.at a free trade agreement would
create jobs and promote growth in the
United States, ] know there is concern
about adjustment in some sectors.
These concerns will be addressed
through provisions in the NAFTA
designed to ease the transition for im-
port-sensitive industries. In addition,
my Administration is committed to
working with the Congress to ensure
that there is adequate assistance and ef-
fective retraining for dislocated
workers,

Third, based on my discussions
with President Salinas, I am convinced
that he is firmly committed 10
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

rogram of environmental cooperation
In parallel with the free trade (alks.

Fourth, President Salinas has also
made it clear to me that his objective in
pursuing free trade is 10 better the lives
of Mexican working people. Mexico
has strong laws regulfating labor stand-
ards and worker rights. Beyond what
Mexico is already doing, we will work
through new initiatives to expand U.S.-
Mexico labor cooperation.

Thus, our efforts toward economic
integration: will be complemented by ex-

anded programs of cooperation on
¢vor and the environment. The
catalyst for these efforts is the promise
of economic growth thata N A can
provide, and the key 1o these efforts is
the extension of unencumbered f7 st
track procedures.

ere are great challenges ahead.

The world is changing dramatically, as
nations move 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 work-
ing together, we can negotiate good
trade agreements that assure a strong
and healthy America as we prepare to
meet the challenges of the next century.

Summary of Report
Responding to Concerns
Raised by Congressional
Leacers About a North
American Free Trade
Agreement,

May 1, 1991 3

On September 25, 1990, the President
notified the Congress of his decision 1o
proceed with free trade negotiations
with Mexico. After consultations with
Prime Minister Mulroney and Presi-
dent Salinas, the President notified
Congress on February 5, 1991, of his
decision to include Canada, and so 10
work towards a North American Free
Trade Agreement (NAFTA).

Today, the President responded to
a variety of concerns raised last month
in letters from Chairmen Bentsen and
Rostenkowski and from Majority
Leader Gephardt about the effect a
NAFTA would have on the economy,
on labor. and on the environment. The
response, which sets forth detailed ac-
tion plans for addressing these con-
cerns, as well as views on the economic
impact of a NAFTA, is summarized
below.

1. A NAFTA Would Benefit the U.S.
Economy.

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 ad-
ditional U.S. jobs. Under a NAFTA,
we can do even better. Mexico still has
higher trade barriers than the United
States. Mexico's average duty is 10 per-
cent compared (o 4 percent in the
United States. Significant nontariff bar-
ricrs remain. We, thersfore, have much
to gain from the elimination of these
barriers.

All three major economic analyses
done to date corroborate that the
United States will benefit from a
NAFTA in exports, output, and
employment.

220’
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We will benefit from Mexican
growth: for each dollar Mexico spends
on imports, 70 cents is spent on PJ.S.
goods; for each dollar of GNP growth,
15 cents is spent 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. A NAFTA Would Include Transition
and Safeguard Provisions.

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

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

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

Effective Safeguard Provisions:
Even where reductions in tariffs and
other trade barriers are staged over a
lengthy period, there may be isolated
cases in which injuric4s increases in im-

orts could occur. To prevent injury

rom such increases, we will seek to in-
clude in the agreement a procedure al-
lowing temporary reimposition of
duties and other restrictions.

This mechanisin 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 protlems faced by producers of
perishable products.

Strict Rules of Origin: We will
negotiate rules of origin to ensure that
the benefitsof a N A do not flow
to mere passthrough operations export-
ing third country rroducts to the U.S,
with only minimal assembly in Mexico.

Rules of origin will impuse 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
roducts should be decreased over a
ong timeframe, we do not e tim-
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.nmitted
to working with Congress to ensure a
worker adjustment program that is ade-
quately funded and that provides effec-
tive services to workers who may lose
their jobs as a result of an agreement
with Mexico.

Whether provided through the im-
provement or expansion of an existing
program or through the creation of a
new program, wcrker adjustment
measures should be targeted to provide
dislocated workers with comprehensive
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 pro‘essionals 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 generzlly known.

Mexico’s laws provide comprehen-
sive rights and standards for workers in
all sectors, including the magquiladoras.

Mexico has ratificd 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 m~ndates 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,aN A would both raise living

standards and create resources for en-
forcing existing laws.

6. There Will Be Increased U.S.
Mexico Cooperation on Labar Matters.

Memorandum of Understanding:
The Sccrela?' 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

araliel with our FTA negotiations.
ese 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
‘0 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 mad.
clear, Mexico has no interest in be :or.-
ing a pollution haven for U.S. com-
panies. Mexico's comprehensive
environmental law of 1988, which is
hased on U.S. iaw 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 comgly.

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-
vironmenial violations, and the budget
nf SEDUE (Mexico's EPA) has in-
creased almost eightfold.

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

Protection of Health and S(?'e!y: 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

A\
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our health or safety requirements, and
we will continue to enforce those re-
quirements.

We will maintain our right to im-
pose stringent pesticide, energy conser-
valior, 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 and Enforcement of
Standards: We will seck 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, and
verification.

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

In parallei 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 1gs;
during implementation, there will be
periodic comprehensive reviews.

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

e 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 broadcn public participa-
tion in the formulation and implemen-
tation of trade policy to ensure that
efforts 10 liberalize trade are consistent
with sound environmental practices.

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

In consultation with interested
members of the public, we will com-
plete a review of U.S.-Mexico environ-
mental issues, with particular emphasis
on possible environmental effects of
the NAFTA, 1o enable U.S. officials to
consider the results during ETA
negotiations and other bilateral efforts.

1 Department of State Dispatch, March 4,
1991,
2 Text from Weekly Compilation of
Presidential Documents of May 3, 1991. Identical
letters were sent 1o Lloyd Bentsen, Chairman of
the Senate Finance Committee; Richard A.
Gephardt, House Majority Leader; and Dan Ros-
tenkowski, Chairman of the House Ways and
Means Committee.
3 White House Fact Sheet. Text from

Weckly Compilation of Presidential Documents
of lqay 3, 1991.
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Democrats Flubbed Fast-Track

By DAVID MARCHICK

Democrats in Congress never
rniss 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 essential to
complete a free trade agreement
with Mexico and to conclude world
trade talks under the Genera)
Agr-ement on Tarilfs and Trade.

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

Early in the debate, many Demo-
crats lhinked their votes to commit.
ments from the president to miti-
gate such Jegitimate trade-related
concerns as job losses, envirsamen-
tal pollution and health and safety
standards. After winning critical
concessions from the president in
May, some key Democrat leaders,
Including Rep. Dick Gepbardt — no
dove oo trade — backed free trads
and fast-track authority. At this
point most D-mocrats might have
deciared victory cnd endorsed fast.
track. But they diun't.

In the House, more than two-
thirds of the Democrats voted
Against fast-track. Even though Mr.
Gephardt and Wuys 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 voles followed several anti-
fast-track resolutions iz Democratic
national and state party organiza.
tions. Alternatively, only 22 House
Republicans broke with the presi-
dent, nine of whom represent dis-
tricts with large textile industries, &
likely loser in the Mexico asd GATT
agreements,

Interest groups on beth sides of
the issue worked at a frenetic pace.
Big-business lobbyists swarmed

Capitol Hill, and the Mexican gov-
ernmen! hired blue-chip public rela-
tions and law firms. Trade Repre-
sentative Carla Hills visited Sen.
Lloyd Bentsen's office 50 much that
be threatened, jokingly, to charge
ber rent. And the Hispanic commu-
nity, a Democratic stronghold, en-
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
pegative Democratic vote?

Mainly prvessure 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 thosc who voted
them into office. And finally, once it
was clear the president would win

bhis negotiating authority, many
Democrats predisposed to support
free trade voled agalnst fast-track
30 as not (o alienate their labor
friends unnecessarily.

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

Labor and environmentalists wil
remain solidly Democratic. Even
though environmentalists won some
concessions from the Republican ad-
ministration, it was only because of
elfectively applied Democratic pres-
sure by Sen. Bentsen and Reps. Ros-
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
pew Hispanic districts in the South-
west and growing econcmic power,
Hirpanics wield increasing power.

The vote also reinforces the busi-
ness community's suspicions of
Democrats. In recent years Demo-
crats have successfully raised trade

“Where the hell's the media? | just swam the Atiantic Ocesn.”

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 will
be essential to win the White House.

Consequences abroad may be
profound as well. Many Latin Amer-
icans realize that Democrats Frank-
lin D. Roosevelt and John F. Kenne-

dy, respectively, initiated the “Good’

Neighbor Policy” and the “Alliance
For Progress.” But now a Republi-
can president may have seized 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 bave
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
th-n be on reccid as pro-free trade
and pro-labor.

Make no mistake about it: Inter-
national trade doesn't win or lose
elections. In 1988, only 5% of votess
polled cited trade as the major de-
ciding factor in their choice. But
occasionally, as in this case, trade
becomes a critical issue for mem-
ters of Congress. As exports become
more important to the U.S. econc-

my, both parties must stake out a.

forward-looking position on trade.

Yet Democrats are still search-
ing for a workable alternative to
ideological Iree trade and bave yet
to articulate a coherent trade policy.
Following their current path, they
will probably have until 1996 (o
work it out.

David Marchick is a policy analyst
at the Center for Strategic and In-
ternetional Studies in Washington. .
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BATTLING JOBS SCENARIOS

BY BRUCE STONES

around the likely economic im-
pactof a U.S.-Mexican free-trade
agreement (FTA). President Bush, in
a May 1 letter to Demccratic 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 i; mired 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 {ellow 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-
atior. 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 spreadshe:ts showing substantial
FTA-related job losses, (See NJ, 3/23/
91, p. 690.) ***4/e 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-fi-

Conlrovcrsy continues to swirl

nanced Economic Policy Institute
(EPI), complain that Administration
studies unrealistically assume that
there will be no net shift in investment
from the United States. An EPI sce-
nario, assuming a $44 billion shift in
capital from the United States to
Mexico, results in the loss of 550,000
jobs.

The Administration retorts that if
investment shifts of this magnitude
were 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 wutos 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. n
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Environmental Opposition Fading

Democratic Sen. Dennis DeCon-
cini sees his home state of Ari-
zona as a conspicuous example of the
paucity of Mezican environmental
protection: A hepatitis outbreak in
Nogales was caused by untreated
sewage flowing north from its sister
town across the border.

But DeConcini, who has spon-
sored legislation (S 503) to establish A
a U.S.-Mexico Border Environmen-
tal Protection Fund, nonetheless DeConcinl
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, = 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 |
erforcement, 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-

istration's action plan as lacking
“key details and firm commit.
ments.” But Wirth added that “a
free-trade agreement can be a clean
trade agreement.”

Environmental groups have
voiced a number concerns about a
U.S.-Mexico agreement. U.S. stan-
dards for pesticides and cleanliness
in handling food are generally
Wyden strictez 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 wastewaier 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 not accounted for their hazardous waste
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 sevenfold to $38.6 million this
year. SEDUE has closed 28 border businesses this year
for environmental infractions. And President Carlos Sali-
nas de Cortari 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 able 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 possible for
environmentalists (o

ol support putting the ne-
ﬁlpudns on the U.S.-Mexico pact on

¢ “{ast track.’” The National Wild-
life ‘Federation can thus confidently
Galf for ‘Capitol Hill's endorsement of
this process, which would prohibit
amendments to the trade agreement
and force Congress to accept or re-
Ject the accord In {ts entirety.

While Mr. Bush's position is not all
that many environmentalists might
want, the ideal should not be the
en¢my of the good. His word is his
mprker. The job ahead is to forge
egvironmentally sound (ree-trade
agrevments, beginning with Mexico.
We.should not obstruct a path that
can,leac to significan’ Internationsl
benefits.

When 3 handful of environmental
groups first stepped Into the free-
trade discussion, they were greeled
with condescending incredulousness
by financlal experts who viewed the
talks as belonging to a closed club
devoted exclusively to commercial
copsiderations. That presumption =
that environmentalism and econom-
Ics don't mix — has been punctured.

[nternational trade is increasingly
the basic way our planet's natural
respurces are allocated. The rules of
trade profoundly influence whether
these resources wlil be protected or
. degraded. The same rules determine

Jt':‘{vb. Hair is president of the Nation-
al’Wildlife Federation,

whether polluton will be prevented
or allowed to spread, harming ali 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 is set for costiy and avoidable
mistakes. From now on, free trade
pacts are inherently statements of
environmental policy.

Mr. Bush has adopted this concept.
His =mbrace Is tentative, but that is
less .mportant than the precedent he

Bush's word on
the Mexico pact
should satisfy
environmentalists,

has set. He has made the commit-

-ment that for the {irst time In (ree

trade history, an environmental re-
view will be part of the r.cgotiations.
This is a crucial step. Certainly, fur-

‘ther strides will be necessary.

Mr. Bush has offered a framework
within which the hard 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-
ture is far from complete.

In Iits talks with Mexico, the United
States should negotiate the enforce-
ment of environmental standards and
the adoption of a ‘‘polluter pays"
principle lor Investment that results

from the agreement. Dlscussion of
these issues, from an environmental
perspective, implies a good-faith
commitment that ah e talk will
produce action.

At the same time, environmental-
Lsts must not evade the logic of free
trade. The means of addressing envi-
ronmenta!l concerns are directly tied
to economic development. I{ environ.
mental progress is not (o remaln sole-
Iy the property of aflluent nations,
developing nations must have their
fair shot at progress. Free trade {a.
corporating sound environmental
principles enhances that prospect of
advancement. .

Advocates argue that the underly-
ing argument for free trade {3 that it
will Improve business 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 non-tariff barriers to free
trade must govern the negotiations
with Mexico.

President Bush has made two addi:
tional pledges. One Is to include envi-
ronmental representation on his advi-
sory commitiee on trade policy and
negotiations. The other is to consult
closely with Congress throughout the
negotiations for a [ree-trade agree-
ment; this offer to maintaln 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 agrecement. So
it1s fair to take him at his word - and

- to hold him to it.

His commitment should be recipro-
cated by Congress; it shon'd grant
fast-track authorily to begin the (ree
trade negotiations with Mexico in
earnest. - o
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ENTERERISE

The Enterprise for the Americas Initiative could either build
hemispheric trade bloc by bloc or promote multiple cases of

bilateral confusion, warns a leading academic authority on
U.S.-Latin American trade relations

Making Region

by Sidney Weintrauk

3 A decade ago, Latin
3% ¢ Americans would
i 0 { have greeted Presi-
S *{ dent George Bush’s
% ~¥ Enterprise for the
ket Americas Initiative
R %4 with suspicion, per-
‘._l}’, :3 haps even derision,
=2 as just another neoco-
lonial U.S. maneuver
to keep countries from developing.
Yet the receptionwasfavorable, even
enthusiastic.

North America—and conceiv-
ably the entire Western Hemi-
sphere—ismoving decisively toward
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-
chorage to Tierra del Fuego” 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 the June 27 speech announc-
ingtheinitiative, Bush said that the
United States “stands ready to en-
ter into free trade agreements with
other marketsin Latin Americaand
the Caribbean, particularly with
groups of countries that have associ-
ated for purposes of trade liberaliza-

Number Twenty-Five

tion.” Thislanguage opens the United
States to a series of free trade agree-
ments with individual countries—a
nightmarish prospect.

In the U.S. vision of hemispheric
free trade, a Mexico-U.S. free trade
agreement comes first. Congressional
approval for a U.S.-Mexican FTA will
come, assuming that it
does,onlybythe summer
of 1991. A free trade ac-
cord will then take an-
other year or two. And
Mexico’s economic inte-
gration mustbe digested
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 of sovereignty 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 pessimismin
the region. During the 1970s, Latin
American and Caribbean real GDP
growth averaged about 5% a year,
not muchlowerthandeveloping Asian
countries. In the 1980s, GDP grew by
Just 1-2% a year, and actually de-
clined in per capita terms. By con-

LatinFinance

sm Work

trast, real GDP growth in develop-
ing Asian countriesaccelerated dur-
ing the 1980s.

This tragic or “lost” decade
cleared many mindsin 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-
bean model.

The shift to export
promotion—and its cor-
4 ollary of more open im-
. port markets to reduce
exporters’ input costs—
now dominates philo-
sophical discussions in
Latin America. Years of
vested interests in pro-
tected markets are not
 easily wiped away by in-
y 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 Il 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 if it does not take
the form of individual agreements
with the United States. A wiser U.S.
policy would encourage revitaliza-

continued on page 51
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Regionalism
continued from poge 49

tion of sub-regional free trade
groupings and then offer to negoti-
ate free trade with them. Assuming
that there will be a North American
free trade area, the negotiations
could then be between groupings: a
free trade area in North America
negotiating with sub-regional Latin
American and Caribbean blocs.

A series of individual country
free trade agreements- -yesterday
Canada, today Mexico, tomorrow
Chile, and after that who knows
which country—would set up a
nightmare of special interests. The
proposal’s structure could splinter
the hemisphere by creating a com-
plex system subject to much fraud,
lack of supervision and strong politi-
cal animosities. In the name of eco-
nomic integration, the end result
would almost certainly be trade con-
fusion and political conflict.

This kind of bilateralism would
be a throwback to the early 1920s,
before the United Statesabandoned
its then-traditional policy of condi-
tional most-favored-nation treat-
ment. Under thissystem, U.S. trade
partners “earned” MFN privileges
for a particular product only if they
made a specific trade concession.
The policy was changed because it
generated interminable and in-
soluble conflicts inimical to the in-
terests of a great power with vast
trading relationships.

The same problems would arise
from a series of individual FTAs
under which each negotiating part-
ner would “earn” free trade by con-
cessions suitable to its situation.

Group-to-group negotiations,
however, would promote many posi-
tive developments: less bilateral
treaties, increased Latin American
and Caribbean economic integra-
tion, and bigger markets.

Inner Circles

The Europeans embarked on
precisely this mode] of group-to-
group negotiations some three de-
cades ago. In the free trade agree-
ment between the EC and the Euro-
pean Free Trade Association, the
ECcountriesmakeupaninnercircle.
These countriesare prepared totake
on deeper obligations than are the
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outer circle of countries, those of the
EFTA. Tomorrow, there may be an-
other outer circle of former commu-
nist countries, such as Hungary and
Czechoslovakia.

Inthe Western Hemisphere, the
innercirclewouldbe thethree North
American countries. If their free
trade prospers, they are likely to
assume other economic commit-
ments that are more comprehensive
than would be possible with Carib-
bean, Central American, and most
South American countries. These
countries could then be outer group-
ings, but still enjoy freetrade among
themselvesand with North America.

If the United States abandons
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its country-by-country free trade
strategy in favor of group talks, sub-
regional trade would beencouraged.
Because Latin American and Carib-
bean countries are now lowering
import barriers, the conditions for
sub-regional free trade groups are
more propitiousthan theyhavebeen
at any time since World War II.
For the Latin American and

" Caribbean region as a whole, the

dominant trading partner is the
United States. More than 40% of
Latin American and Caribbean trade
is with the United States, over twice
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the percentage for any other coun-
try orgroup of countries. Duringthe
1980s, the European Community’s
share of Latin America's trade re-
mained constant at about 20%; the
Japanese share remained steady at
65-6%; and intra-regional trade de-
clined to 14-15%. The proportion of
trade with the United States, by
contrast, went up 10 percentage
points in the past decade.

Trade dependence varies. Com-
merce with the United States repre-
sents more than 80% of total foreign
trade for the Dominican Republic
and the Bahamas; between 60% and
80% for Mexico, Ham and Trinidad
and Tobago; between 40% and 60%
for most Central American coun-
tries, Venezuela, Ecuador, Panama,
Jamaica, and Barbados; 20-40% for
Brazil, Chile, Colombia, and Peru;
and less than 20% for Argentina,
Uruguay, Bolivia, and Paraguay.

While the United States is the
major player in international trade
with Latin American and Caribbean
countries, U.S. exports to the entire
region other than Mexico were only
$24 billion in 1989, about the same
level as to Mexico alone. During the
1980s, the propoition of U.S. ex-
ports going to the Latin American
and Caribbeanregion declined; they
were more than 17% in 1981 and
only 13% in 1989.

Thisdeclinein the Latin Ameri-
can and Caribbean share of total
U.S. exports can be explained by the
region’s economic downturn. Aver-
age import volumes in these coun-
tries grew 6.5% a year during the
1970s, but were largely stagnant
during the 1980s. As with real GDP
growth, the contrast with develop-
ing Asian countries is quite stark;
during the 1980s, import volume
growth in Asian countries held
steady or surpassed the near-9%
mark of the 1970s.

The United States was in a poor
economic neighborhood during the
1980s. The Bush initiative recog-
mzes, however, that the Western
Hemisphere is an area of substan-
tial U.S. interest. In the past, this
interest has kept out non-hemi-
spheric powers (the Monroe Doc-
trine) and alien political philoso-
phies (Central America and Cuba).
Some of these motivations remain,

continued on page 53
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Regionalism
continued from page 51

but the Bush initiative shows an
economicinterestas 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 ]I,

Building Blocs

With the addition of Mexico to a
North American preferential trade
grouping—assuming this comes to
pass—there is no longer any basis
fordenyingthat the worldis divided
intoregionaltrading arrangements.
The “blocs” are somewhat ciosed—
this is largely true of the EC’s com-
mon agricultural policy, and may be
inmany other areasif EC-'92 brings
onaspateofrestrictionsinthename
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 make 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(if Quebecisexcluded),
- traditions of democracy, comparable
per capita incomes, and an indus-
trial structure that is largely inte-
grated. More than half of Canada’s
manufactured exports tothe 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-
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quirements and reduced its average
tariff to less than 10%, Mexico had
to secure access to the U.S. market.
Further import liberalization over
time is no longer a traumatic issue,
because the majority of the work
has already been done.

The Mexican trade relationship
with the United States is similar to
that of Canada in that each country
sends about two-thirds of its total
exports to the United States and an
even higher proportion of
its manufactured ex-
ports. Each country’s
manufactured exports to
the United States are in
the same broad sectors,
dominated by automobile
trade. Each country
feared increased protec-
tionism, particularly
through non-tanff mea-
sure.

Mexico's decision to
seek free trade with the
United States is historic.
Economicconsiderations
now dominate political
resentments, at least for
the Salinas administra-
tion. While Mexico may
continue to seek cultural nourish-
ment from its Latin American con-
nection, the country must look north
for its economic sustenance. Mexi-
can trade with its Latin American
partners represents barely 3% of its
total trade, a share that has de-
clined over the past decade.

When the United States and
Mexico began contemplating free
trade, Canada’s first reaction was
resentment that its own free trade
agreement with the United States
would be compromised. Eventuaily,
as President Bush's letter informed
Congress, Canada decided to par-
ticipate in the U.S.-Mexico talks.

Canada couid not ignore the
extension of U.S. regional strategy
toMexico. And Canada canr.ot stand
aside if the U.S. policy moves all the
way to Tierra del Fuego. Canada
will be drawn in, both to protect its
interestinthe U.S. market and then
to take advantage of potential op-
portunities in Latin America and
the Caribbean.

The U.S. initiative came at a
most propitioustime. Latin America
has just gone through a devastating
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decade. The orthodoxy of the past 50
years is being abandoned and real
steps are being taken to open econo-
mies. External debt problems and
repetitive renegotiations have cut
off the supply of commercial bank
credit. Foreign capital—which
should be attracted by the promise
of freer access to a hemispheric mar-
ket—is clearly needed to promote
development.

The Bush proposal itself was
rnade almost offhand-
edly, in a speech that
was little publicized by
the White House and,
consequently, barely
noticedinthe U.S. press.
But it prompted imme-
diate attention in Latin
America and the Carib-
bean. The proposal is
now generating a spate
of hemispheric meet-
ings, seminars, and
counter-proposals—plus
bilateralnegotiations for
framework agreements
of thetypethat preceded
the Mexico-U.S. free
trade initiative.

The disadvantages
of regionalism are well known: Most
importantly,itdiscriminatesagainst
countries not party to the agree-
ment. But regionalism does have
one important advantage over mul-
tilateral negotiations: Countries
make more sweeping concessions in
this limited framework than in glo-
bal negotiations. All EC members
accepted each other’s regulations.
The arbitration provisions for dis-
pute settlement of the U.S.-Cana-
dian FTA could not have been nego-
tiated in the GATT, at l=ast not in
the first instance.

Trade throughout the Western
Hemisphere could similarly benefit
as regionalism is pursued as an al-
ternativetobilateralism. Most Latin
American and Caribbean countries
are simply not large enough to make
sense as free trade partners for the
United States. But as part of larger
groupings, free trade would have
more meaning forthe United States,
and, ultimately, for its Western
Hemisphere neighbors as well. ©
B Sidney Weintraub is the Dean Rusk Professor of
International Affairs at the Lyndon B Johnson
School of Public Affars at the University of Texas
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BRUCE STOKES

LAUNCHING THE EASTERN BLOC

he fanfare that greeted the
TApril 15 inauguration of the

European Bank for Recon-
struction and Development
(EBRD). a London-based muitilat-
eral financial institution created to
ease Eastern Europe's transition to
a market economy, threatens to ob-
scure a lesson the governments of
Latin America learned the hard way
in the 1970s: Credit, such as that to
be offered by the bank, is a danger-
ous and ultimately inadequate fuel
for economic growth. Trade is a
much better source of financial re-
sources for impoverished economies
because it offers far greater poten-
tial for sustainable growth.

If Eastern Europe is to breathe new life into its economies in
the next few years, it will have to raise capital the old-fashioned
way: It must earn it. And the European Community (EC), as
Eastern Europe’s neighbor and largest trading partner after the
Soviet Union, is the region’s logical market.

“The Community has a direct interest in helping [East Euro-
pean] reforms succeed,” said James Rollo, director of the inter-
national economics program at the Royal Institute of Interna-
tional Affairs in London. But, in the EC'’s current negotiations
with Czechoslovakia, Hungary and Poland to grant those na-
tions special association trade status, he said: “The Comimunity
is being at least halfhearted in its commitment to Eastern Eu-
rope. We've raised expectations, and we are on the verge of
deflating them."”

Washington can ill afford to be a disinterested bystander as
Brussels strikes commercial deals with Budapest, Prague and
Warsaw. Western Europe's failure to truly open its market to
the steel, textiles an.{ agricultural products Eastern Europe has
available to sell coula prove to be folly. In a shortsighted effort
1o protect its producers, the Community may doom economic
reform in Eastern Europe, eventually necessitating massive
new transfusions of Western capital. Morcover, it may engen-
der political and social unrest, reopening the door to authori-
tarian governments and new regional meddling by the Soviets.

T deepen East-West European economic interdependence
and to reinforce the emergence of capitalism ar.J dewiocracy in
the East, the European Commission, the EC's executive
branch, was authorized in December 1990 10 negotiate associa-
tion agreements with Czechoslovakia, Hungary and Poland.

An EC association agreement allows preferential access to
EC markets but falls short of full membership in the Communi-
ty's common market. Such an arrangement is expected to im-
prove survival prospects for the staie-owned firms now being
privatized in Eastern Europe and encourage new private invest-
ment, to modernize the Czechoslovak, Hungarian and Polish
economies. EC officials also hope that East Bloc economic
revitalization will forestall massive migration from the region,

But the Community's offer to the East is woefully inade-
quate, according to European economists who have been fol-
lowing the talks. Brussels says it is willing to eliminate tariffs on
textile imports from Eastern Europe during the next 10 years.
The EC has offered to lift restrictions on steel imports in five

years and suggests it will consider
unspecified concessions on agricul-
tural imports.

This is of little solace to Eastern
European producers struggling to
survive, Steel, farm commodities
and clothing are the foundation
upon which Easiern Europe must
rebuild its economy. Farming ac-
counts for about a sixth of Hungary's
gross domestic product, according
to World Bank data. And textiles ac-
count for a sixth of the value-added
in Pcland’s manufacturing sector.

Moreover, Brussels insists on con-
tinued strict application of its
antidumping statutes, to ensure that
hidden state subsidies, a legacy of
Eastern Europe’s socialist past, don't give Czechoslovak, Hun-
garian and Polish imports an unfair competitive advantage. The
EC wants safeguards to protect industries that might be ad-
versely affected by products coming from the East. And it de-
mands a minimum level of East European content in goods
coming from the region, to guard against Japan's using Eastern
Europe as an export platform.

Free access of Eastern European products to EC markets
will undoubtedly create hardships. But the cost of the Commu-
nity’s failing to increase imports may be even higher. "Rapid
and special action is necessary if the collapse in [East Euro-
pean] export trade is not to be calamitous,” Rollo warned.

Rollo proposes phasing out EC steel and textile quotas dur-
ing the next two to three years and suggests immediately open-
ing EC markets to some Eastern Europear livestock, fruits and
vegetables while the Community completes its reassessment of
its Common Agricultural Policy. He recommends making such
market access contingent on evidence of progress toward re-
gional democracy and economic reform, such as enactment of
new laws governing fair competition.

Washington could do much to encourage the Comnmunity to
make its markets more accessible. The current Uruguay Round
of multilateral trade talks are bogged down in finger pointing
between Americans and Europeans over farm subsidies. The
Bush Administration may have a greater chance of getting the
negotiations back on track by arguing Eastern Europe’s case
rather than its own,

Early next year, U.S. import restraints on EC steel are up for
renewal. Washington could trade off greater access to the
American market in return for the Community’s accepting
more imports of Eastern European steel. Similarly, the
Multifibcr Arrangement, an international accord regulating
world textile and apparel trade, must be extended pending the
completion of the current Uruguay Round. Such an extension
provides an opportunity for the United States to trade off
greater access to its market for Third World producers in return
for market openings in Western Europe for Eastern European
products.

U.S. steel or textile producers will balk, but the alternative,
regional instability and potentially higher military budgets if
Eastern Europe's economy falters, makes such tradeoffs a bar-
gain for the Amcrican economy. [ ]

Janunz KapustwINX
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Fzed the
Soviets,
Starve the
Taxpayer

By James Bovard

WARNINGTON

it packege
for the Saviet Union, the Foderal Gov-
srnment is once agaln trying to sctve
U.S farm problems by throwing man-
¢y at foreign governments. Unforty-
netely, Washington's farm expon pol-
icy 8 becoming a black hole that fa
senselessly pulling in more and more
tax dollars while providing minima}
benelit 10 farmers.

U.S. grain exports are now routine-
ly'Pyrrhic victories. The Agriculture
Department recently pald an export
subsidy of §1.41 ¢ bushel on whaat
sold o Norway for §1.50 a bushel.
Thahks Lo the depariment‘s generos-
#ty, Americen wheat Ls now far cheap-
r'in Olo than In Qhucago.

And by paying a 94 percent export
£ubsidy oo wheal, the Agriculture De-
partment displaced unsubsidized ex-
porus-of US. graln sorghum to Nor-
wiy."The Feed Gralns Councll com-
plains that subsidized wheat exports
are increasingly undercutling unsub-
8idi260 exports of corn and oiher fasd
gnains. ,

The Export Enhancement Pro-
Sram, the largest U.S. export sudsidy
program, has spent mare than 331
bilhoy 10 Loost wheat exports. An
Aﬁlkulwn Department study con-
cl that 9 of every 10 buzhels of
wheat exported through the program
would have been exported anyhow. So
ing1ead of exporung for a profit, tha
U.S, sold for a loss. Robert Paarlberg,
8 Hprvard economist, notes, It
would have been almost & dollar 4
bushe! cheaper simply to buy surplus
wheat on the free market and then
desiroy It, rather than w gtve It
away™ under the export program.

The Agriculiure Departmen: fa
also bumning tax dollars 1o export
€ggs 10 Hong Kong, berley mah to
Venezuela, rice io Turkey and froaen
chickens 10 Saud! Arabia A depart-
ment study found that poultry export
subsidjes not orly cost taxpayers
more than $50 million — but also
drove up retal) poultry prices in the
U.S” by almost §1.5 biilion.

On March ], the depanimert an-
nouinced & major expansion of dairy
export subsidies. The Government is
paying farmers 98 cents a pound for
butter — and selling butter to foreign-
ers.pr roughly 60 cents a pound. At a
Ume when many Americans canaot

Americans
won't get rich
by giving
away food to
foreigriers.

afford to buy milk, we will

more than $50 million to dusnp 140,000
tons of U.S. dry milk on world mar-
kels s firesale prices.

Members of the Congressional
farm jobby appear 10 belseve that
taxpayers are obliged 1o bankroll any
foreign government willing to receive
US farm products.

.Represeniative Dan Glickman of
Kapsas complained that M:, Buh's
Iryual-refusal w grant more credits
was the “equivalent of o srain em-
batgo’’ against the Soviets This

mnuumuchnenuumycom-v

plaining of a Mercedes embargo be-
cause the German Government wil)
ot glve melhemmeymhuylllncy
lms:nd car.

a-state Congressmen are hap-
Py that giving export credits to the
Sovieu, Dy fueling demand for Amar-
fcan_ ‘wheal, (s driving up U.S wheat
prices, This may b+ great for polit-
clans_But the higher U.S. prices be-
comg, the less competitive Aroerican
wheat will be on worid markets. The
more export subsidies W
provides, the more difficult #1 ba-
Comes (o export any grain withax 8
subsidy.

If legislators truly want to boost
farm exports, they should abolish
Fedéral farm programs. This year
the' Agriculture Department wil) pay
farmers 1o leave more than €0 million
acres of land idle — thereby sharply
decredsing output and productivity.
Federal price supports drive Us
€rop prices above world prices, crip-
pling our competitiveness.

'Wé cannot become rich by giving
foot 1o forelgners. Farm export sub-
gidles have disrupted international
mariets, squandered billions of dol-
lart and bushwhacked some Ameri-
can farmers. The sooner the crazy-
Quih coiiection of export subsidies is
aboliehod, the more prosperous the

Jantes Bovard is the author of “The

Farm Fiasco" and the forthcoming
“The Fair Trade Fraud "

W


http:Oubsridy.Ia
http:frenLh.oo

THE JOURNAL OF COMMERCE, Tuesday, June 18, 1891

Trade Benefits for the Baltics

By PAIGE SULLIVAN
and RAIMO KAASIK

After approving a §1 billion loan
to Moscow for agricultural pur-
chases, President Bush plans to put
before Congress the U.S.-Soviet
trade agreement thai was signed at
the last summit in Washington one
year ago. The trade agreement,
which could reach Congress by the
end of June, would extend to the
Soviet Union most-favored-nation
status. This would allow Soviet im-
ports the same low-tariff trea‘si.ent
accorded most other US. trading
partners.

Soviet leaders view MFN status
as critical to economic recovery in
their beleaguered country. Bul while
Moscow puts on its vulnerable face
for the West, it is simultaneously
trying to throttle ecopomic recovery
in the Baltic states.

The Bush administration has
completely nassed over Moscow's
acc<iecratior: of economic warfare
tact.. < against Lithuania, Latvia and
Eston .. Among these tactics, by far
one of the most unfair bas been the
Soviet threat to deny the Baltic
states (and three other republics
that refuse to sign a new Unicn
Treaty witl Moscow - Moldavla,
Georgia and Armenia) the Senefits
of future foreign credits and trade
agreements, including most-favored-
nation status from the Unitcd States.
In eltect, the Kremlin is planning to
exploit its future MFN status as a
potentially lethal economic weapon.

Moscow's continued policy of
all-out economic warfare with the
Balts became obvious during the
events this yzar surrounding the
April “8 plus 17 agreement. At this
meeting between Soviet President
Mikhail Gorbachev &nd the leaders
of nine of the Soviet Union's 15 re-
publics, there was a clear under-
staading that any government elect-
ing not to participate in the Union
Treaty (which so far remains an am-
biguous document) would be exclud-
od from the Soviet “common mar-
ket.”

Such a vague-sounding and oml-
nous threat could portend disaster
for those states that still are eco-
nomically dependent on the Soviet

Union, but struggling to come to ap
egreement with Moscow oo an equal
footing.

Soviet leaders are pointing with
one hand to the recent pnssage of
the freedom of emigration bill,
which removes one last hurdle (s
stipulated by the 1974 Jackson-Vanik
Amendment) to MFN status for the
Soviet Union. Meanwhile, with the
other hand, they are slamming the
door to US. economic assistance In
the faces of the real democratic
movemsnts of the coliapsing Rus-
sian empire.

In light of this cynical Soviet
ploy, the time has come fur the
United States to divorce economics
from politics in US.-Baltic relations.
The United States should reextend
independent MFN status to all three
Baltic states.

According to Article 4 of the
Trade Act of 1974, the United States
is legally empowered (o sign a trade
agreement with any government -
not only with politically sovereign
nations ~ that control their foreign
trade policy. Under such an agree-
ment, It is pormal procedure to ex-
tend MFN status.

The only real obstacle to the
graduation of the Bzltic republics to
MFN status is political - namely,
the Bush administcation’s desire not
to croas Mr. Gorbachey. But can this

political concern be truly justified
when our own policy ultimately

-boomerangs against our long-term

goal, which is the democratization
and economic transformation of the
Soviet Union?

During the period of Baltic inde-
pendence (1920-1940), all three states
eltered into trade agreements with
the United States. These provided
for unconditional MFN treatment
for Baltic exports (o the United
States. But afte: Estonia, Latvia and
Lithuania were forcibly incorporat-
ed into the Soviet Union, M;’N sta-
tus was terminated for all of them.

The question of renewing MFN
for the Baltics remained moot until
November 1989, when Soviet Presi-
dent Mikhail Gorbachev signed a
law granting economic autonomy to
each of the Baltic states. This Decla-
ration of Baltic Economic Autonoiny
gave each state financial and com-
mercial independence both internal-
ly and in dealings with foreign coun-
tries.

Furtbermore, the law allowed the
Baltic governments (o negotiate a
reinstatement of their prior trade
status with any state (hey might
choose. As a result, the “door” to
MFN status for the Baltics was first
oplekned hy the Soviet government It-
self. :
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Since then, Estoni, Latvia and
Lithuania have consisterily moved
forward in the independent adminis-
tration of their economic affairs. In
fact, the Baltic governments have

taken the lead in initicting market-

oriented reforms. All three are ac-
tively experimenting with pricing

and subsidies reforms, the conver-

sion of state-run enterprises Into pri-
vate entities, the formation and en-
couragement of small business and
the restructuring of state tax
systems.

The legislatures are encouraging
Joint ventures with Western partners

.and promoting crucia! hard-curren-

cy-earning exports to the West. The
presidents and prime ministers of
‘these stals are sounding out the
chances of obtaining observer or the
equivalent in irternational cconomic
organizations such as the General
Agreement on Tariffs and Trade, the
World Bank and the International
Monetary Fund.

Clearly, in light of the current
degree of Baltic economic autono-
my, Estorii, Latvia and Lithuania
meel the statutory requirements for
preferential trade treatmeat from
the United States.

Granting independe:.. .
MFN status to Estonia, Latvia and
Lithuania would not be tantamount
to an official U.S. recognition of the
independence of the Baltic states.
Nevertheless, MFN status would at.
tract hard currency Into these
states, which in turn they could
withhcld from Moscow and use as
leverage for negotiating a “fair
deal” with the Kremlin.

The stronger the Baltic republics
become financially and commercial-
ly, the less they will be forced to
submit to Soviet political hlackmail
on account of economic dependence.
They will then be in a better posi-
tion to sign equitable treaties with
the Soviet Upion, but on their own
terms.

Paige Sullivan is a resezrch associ-
ate at the Center for Strategic and
International Stvdies jn Washing-
ton. Raimo Kaasik is an attorne» in
San Diego, Calif,
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The US Should Use Its Leverage With China

By Lee H. Hamilion

NITED States relations with China have de-
l l teriorated since the 1989 crackdown on pro-

democracy protestors. We face tough dedisions
on China policy during the coming months.

In response 10 the crackdown, the US, Europe, and
Japan suspended trade programs and military coopera-
tion. Multilateral loans were blocked. China’s leaders
subsequently cased some repression and resumed lim-
ited economic reform. They also supported the Persian
Gulf coalition. Many countries lified 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
key internal issue is economic reform. But reform
threatens subility. China's aging leadership wants 1o
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 will next rule China has reached a critical point.

China will also be influenced by the shift in power 10
the provinces. This trend was set in motion during the
1980s, when Beijing permitted provinces tv retain a
share of tax revenues and make their own foreign trade
and investment 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

ally. As a result, Western countries are taking finner po-
sivons with China on issues of concern.

Inside China, we would like to sez economic reform
and peaceful evolution toward democracy. In its foreign
relauons, we want China to support stability in Asia and
other regions. Reform and security cooperation will
suffer if we disengage. They will also suffler if we do not
press our concerns more strongly. K

What are these concerns? First, Americans are trou-
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bled by the denial of many basic poliucal rights in China
and Tibet. Second, China aprars 10 be using sales of
unconventional weapons and technologies t¢ acquire
money and influence. Third, our trade deficit with
China - $10 billion in 1990 - is in part the result of un-
fair trading practices. ’

Trade is the most pressing issue. President Bush
must decide by June 8 whether to renew most favored
nation (MFN) trading privileges for China. China needs
trade to obtain technolagy and foreign exchange cru-
cial for its development. Congressional displeasure with
Chinese trade and arnis policies has increased the
chances that MFN will be revoked this year.

Revoking MFM would strongly convey our opposi-
tion to China’s policies. But US-China relations could
nose-dive. Suspending MFN 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-
productize. We m:.ﬁhl want to hold this step in resene
while we exent other pressures on China. President
Bush has cited China for illegally copying L'S pharma-
ceutic s, software, arid chemicals. We can retaliate if
China does not end these practices.

If China fails to make progress on human rights and
arns transfers, we could reimpose sanctions lified 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 exile
spiritual leader, the Dalai Lama, sent a strong signal of
US opposition 1o Chinese policies in Tibet.

To enhance the longer-term prospects for reform
and democracy, we should try to in.Tease contacts with
reformist elements, espedially in the military. On weap-
ons proliferation, we should izvestigate reports of the
wransfer uf missile technology to Pakistan and Syria and
nucle - technology to Pzxistan and Algeria,

A hortile relaionship would not be in our interest,
because we want China's cooperation on security and
trade. If we disengage economically, we may also un.
dermine long-term reform prospects. The end of the
cold war cnables us to press ®ur concerns more
strongly, though. We have economflic leverage and
should use it.

@ Rep. Lee H. Hamilton (D) of Indiana is a member of the
House Foreign Affairs Commiltee.




THE WASHINGTON POST May 30,

Richard Cohen

1991

One Nation That Should Not Be Favored in Any Way

Evermbemmgpmnduu George Bush has shown a

a privale ard semi-privale economy thrives, its national

i

economy remains rigidly centralized—precscly wh.t the
“moat favored nation® law says should not e svored in any
way.

Whatsworsemlhauhcresa"uun-ﬁ quality to the
president's address—a poomise that he, itz old China hand,
wuould be ahle to stnke the perfect balance be. ... =~ the carrot
and the stick. But the president s eamed no such trust when
it comes to China. Instead, he ha. “roven himself to be devious
and secretive in his relations with Be‘png, treaung it far less
Uhysh}y(cvmwhmﬂaxnumuaie)muhnutsm

nion.

After the June 1989Tammm5quamnumt for
instance, the adnunistration promised that the United “tates
would suspend ail “politicablevel” exchaages with Chuna. Yet
within a2 month, Bush secretly dispatched natiocal security
adviser Beent Scowcroft to Beijing—a trip that was kept
et from congressional leaders and was only acknowiedged
after CNN reported it in December.

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

only did he not do 80, but the White House denied that the

promise had ever been made. It was only when Sen. Connie
Mack(R-Fh)pmdmedaletta!romtltptuaden!cmumm
the words “executive order” that the White House did what 2
said it would do all along.

In deciding how and under what circumstances 1o aid China
and the Soviet Unon, the pre~ident has no easy choices. But
the Soviet Union is led by Mikhal Gorbachev, a heaitant
reformer, but a reformer nonetheless. No less a critc than
Boris Yeltsin has attested to Gorbachev’s intentions. Gorba-
chev, he wrote, “could have gone on Uke Brezhnev oc
Chernenko did before him. . . . He could have draped himself
with orders and medals. ... Yet Gorbachev chose to go
another way”—the very difficult task of democratization.

No such words have ever been written about China's aging
leaders. There is no guarantee that they will respoad (o either
the carrot or the stick. Nevertheless, it would not be wise to
totally wolate China. Trading is inherently a biberalzing
process, since when goods are exchanged, so too are ideas. It's
for that reason that historically the most tolerant cities have
been ports—New York and San Francisco ia this country,

Shanghai in China. The fax that places a factory order can send
3 political message as weil.

But Bush is tane-deaf when it comes to the pitch of humaa
nights. As a former director of the CIA, be seems ¢ cave left’
the agency but taken its ethic with him. All he can see 1s what
advances the political interests of the United States, human
rights (even trade) being peripheral. China's willingness to
forgo the veto on severa! key U.N. votes before and during the-
Persian Guif Wz- ~~~bled Bush to get his resolutions through'
Un Soamisly Council Thus, not those 20 mullion souls in the
Chinese gulag, seems to be uppermost in Bush's mind.

China, 2 country where Bush fashions himself to be an
expert (he was chief lirson officer), bnags out the Poppy-
kryws-best instincts in the presdent. He will brook no
congressional interference. But on a score of issues, ranging
from human nights to nuclear nonprotiferatior, China remamng-
a rogue state, totally undeserving of “most favored nation”
mtumtsam&mmmﬂmmum
are such things as “lesser evils,” ane of them, certainly, & to dp
oothing about greater orvs.
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Herman W. Nickel

Formula for Chaos
Continued sanctions will make post-apartheid South Africa ungovernable.

Pauline Baker's plea to President Bush
to put off Lfting the Comprehensive Anti-
Apartheid Act of 1986 [“South Africa:
When to Lift Sanctions” op-ed, June 18]
demonstrates the lengths to which the
sanctions movement will go to move the
goalposts in order to stay in business.

By twisting the facts (o 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

Taking Exception

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

By sending the African National Con-
gress and its ally, the South Alrican Com-
munist Party, the message that Washington
has become their "useful idiot,” the effect
would be to make them more intransigent
st when more flexibility is called for.

Perhaps most damaging, by leaving in
place artificial obstacles 1o the recovery of
South Africa’s economy, Baker’s recom-
mendations would further reduce the
chances for a successful transition to 8
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 {(after 15 years of stagnation)
that transition is doomed. Without a re-
sumption of vigorous growth, there is little
chance that any constitutions] compromise
will withstand the wave of instant expecta-
tions of an angry, ever-growing underclass
of undereducated, unemployed young
blacks. To them, liberation has as much
economic as political meaning.

While South African business has been
remarkably resourceful in replacing export
markets closed by sanctions, the denial of
access to the IMF and the negative effect
on npormal bank lending have made it im-
posuible for Pretoria to pursue growth-ori-
ented economic policies. The Jonger this
situation 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
victim of coatinued economic sanctions is
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 Alrican economy for
its own recovery.)

In fact, the pressure on President de
Klerk to negotiate a new democratic con-
stitution for South Alfrica 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 in early 1995 at the very latest. De
Klerk cannot hope to reach this target
unless the ANC agrees, and that requires
good will and good faith on everyone's part.

A prime reason for de Klerk's remark-
able success in keeping his National Party
caucus 80 solidly behind his radical reform
course is their awareness that its right
wing rival, the Conservative Party, no

Pauline Baker defines
“good faith” as de
Klerk’s willingness to
do exactly as the ANC

says. :
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 muluparty
conference is to turn the truth on its head.
It ia the ANC that has been adding new
preconditions. No one has been keener to
get the talks started than de Kierk.

It was precisely this entry into negotia-
tions by all the parties that t.e 1986
sanctions law sought to encourage. Once
the U.S. Embassy certifies that the South
African government has released “all per-
sona persecuted for their political beliefs”
(as distinct 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 sutomaticaily terminates.

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

argues, it must do 80 in "good faith.” Giving
the concept of negotiations a novel mean-
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 sanctions
in place 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 accesa to
the IMF—only after de Klerk has agreed
that his cabinet step aside in favor of an
interim government and that the job of
drafting a constitution be moved from the
multiparty conference to an elevied con-
stituent assembly. There the ANC and its
allies hope to impose their views by their
superior numbers rather than firat having
to establish a consensus on es~entials in a
multiparty conference.

In as ethnically and racially divided a
society as South Africa, such a simplistic
majoritarian approach is a certain prescrip-
tion for continued conflict. Nevertheless, as
recently as June 16, Nelson Mandela vowed
that the ANC would not compromise on
these demands and threatened de Klerk
with “mass action” if de Kierk does not
comply. It would appear that, under pres-
sure fiom radicals, Mandcla now agrees
with his wife, Winnie's, dictum that there
can only be negoliations 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 flires 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 Sauth African
government but aiso the ANC toward ne-
gotuation and compromise.

The writer was U.S ambassador lo South
Africa from 1982 lo 1986,
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End Sanctions,
or the Hate
Will Never Die

m Iraq: Tl.edeprivation hurts
mostly women and children,
and, in the jong ran, America.

By JULIA A. MOORE and
ROBERT 3. LIVINGSTON

George Bush might learn from his Re-
publican predecessar, Herbert Hoover, to
convert collatery!'damage of war to
strengthening peace. Inl 1951, based on his
lifelong experidmee with international con-
fiicts, Hoover™ wrote; " America, with its
skill in organitation end the valor of its
sons, could win great wars. But it could not
make lasting peace. 1'tvas convinced that
we must . . . lend cursalves to measures
preventing war, maimaining peace and
healing the wounda of war.”

While relatively few Americans jost
their lives in the Guif War, Iragi casualties
were horrendous. -By recent estimates,
80,000 soldiers were killed and tens of
thousands were wounded, mostly youthful
draftees. About £0,000 civihans were killed
and roughly as mahy wbunied, preponder-
antly women, infants and children. Chil-
dren are dying In droves because of
conlaminated water supplies, ruined sew -
age systems, damaged health facilities and
continuing lack of electricity. Anothe
important cause is malnutrition. :

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
1931 than in the same period a year ago,
and if sanctions are not lifted, 170,000 more
children wiil perish 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 jt—the pallid f >es, the unsmiling
eyes, the thin, anemic ..d bloated children;
the dead pall over towns where the
children no longer play; the dull, listless
movements and dumb grief of women.”

Following World War I, Hoover wrote:
“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 hia family had food. The rest of
the people, mostly women, children and
elderly were left with less and less.”
Hoover ~rganized delivery of food and
clothing w people throughaut occupied
Belgium and northern France, despite
initial German and Allied opposition.

“Love of children is a biological trait
common o &l] races. It therefore seemed Lo
me that around this devotion there could
be built a renaissance of unity and of hope
among their distracted elders. | hoped that
in this evidence of someone's concern for
their children there might be a lessening of
the consuming hates that burned in. the

L]

‘It is impossible for one who
has never seen real famine to
picture it—the paliid faces,
the unsmiling eyes, the thin,
anemic and bloatod children.’

~-Horbert Huover
S

hearts of women because their own chil-
dren or millions of the children of their
nation had come tg 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 milliona of children are at risk for their
lives because of deplorable conditions that
could be remedied quickly by discontinu-
ing sanctions.

“Maintenance of the blockade on food
during four months from the Armistice
until March {1919} was a crime in states-
manship and against civilization as a
whole,” Hoover wrote. “Nations can take
philosophically the hardships of war; when
the fighting is over they begin to buy the
past as part of the fighting. But when they
lay down their arms and surrender, and
then find that the worst .instrument of
attack upon them is madntained—then hate
never dies.”

Maintaining sanctions is not going to
unseat Hussein untdl effectively the entire
civilian nation” subcurnbs. Until life-sup-
port systems &ré: testgred, physical and
psychological gonsequinces will continue
to punish women and children. Iraq has
assels in thu count(y frezen by sanctions,
which also preclude salling oi! that could
provide for resloration &f nutrition, health
care and infrasttusture: Even though food
and medicine #tre ot ¢ontravened, sanc-
ticns allow lraq and its Arab neighbors to
perceive Amenicans as heartless. As Hoo-
ver observed Mler’ World War 1, “The
Germans have never -ceased to use the
continuation of the fpod bilockade to poison
the minds of th pée and the world."”

Iraq impo 7&? of its foodstufT before
the war and wolw needs 10,000 tons of
cereals daily. Qomparatively little food is
getting through. For instance, 128 tons of
powdered milk seht by German physicians
needed by lragl chHdr¢n was delayed for
fatai weeks awlliting clearance into Iraq.

As Hoove:' wrole:'™No matter how
deeply we moyv feel at Whe present moment,
we must live with these people in the
future. Our vision CMmM stretch over the
next hundred years and we must write now
into history such acts as will stand credita-
My in the minds of our grandchildren.”

Julia A. Moore is executive direclor and
Dr. Robert B. Livingston (s president-elect
of Physicians fog Social Responsibility.
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Patrick Clawson
Sanctions
Can’t Tupple
Saddam

Current adnunistration policy toward Iraq
is doomed to failure. That policy relies on
sanctions (o overthrow the current Iragi re-
gime. As President Bush proclaimed on May
20, "We don't want to Lift these sanctions zs
long as Saddam Husseun is in power.” .

There are only three possible outcomes
for this policy, one unlikely and two unfor-
tunate. The first possibility, for which the
sdministration hopes, is that the sanctions
will lead to Saddam’s overthrow in a Baathi
putsch or in a military coup that does in the
Baath itself. Neither is Lkely; the Baathi
elite does not care very much about the
welfare of the lraqi people, and its own
welfare—stiil plush by most standards—is
connected to the Saddamite center. The
professional army is divided and cowed by
Saddam's security goons.

The secoud possibility is that sanctions
could be sustained indefinitely. Before the
regime wouid fall {rom the pain, however,
sanctions would, within a year, cause at least
1,000 Iraqi deaths 2 day. Sanctions prevent
Iraq from earning meney to pay for food and
medical imports, and they deny [rag full
access to its foreign bank accounts. While
Iraq can import some supplies with funds it
has hidden away, that cannot provide basic
goods in the needed quantities. Reports that
Baghdad stores are full are misleading in two
ways; The situation is much worse for the
three-fourths of Iraqis in the Shiite 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 ope

d of meat per day. The quality of the
raqi diet is deteriorating below the level
needed to sustain life over the long run. The
population is getting weaker, which contrib-
utes to mounting public health problems.
Perhaps there are no epidemics yet—eyi-
dence from outside Baghdad is sketchy-—
but more people are succumbing to diseases
they could have survived had they been in
better general health.

The daily death toll will increace sharply
either this summer, when hot weather con-
tributes to disease, or this winter, as food
supphes run low. Fur the United States to
enforce sanctions that cause deaths on a
large scale would be a disastrous miadirec-
tion 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 time, either with U.S. approval or
without. Neither world nor U.S. public opin-
ion wants to see Iraqis starve in large num-
bers. At some point, the sanctions will he
undercut one way or another: Corintnes like
Jordan will openly cheat, the United Nation
sanctions committee—in which the United
States has no veto—will erode the sanctions,
or America and other industrial countries will
be forced to mount a rescue operation aimilar
to that done for the Kurds. Any of these
outcomes will look like a climb-down by the
United States and contribute to the percep-
tion that Washington is inconstant.

Meanwhile, as we wait for sanctions to
doom Saddam, U.S. policy surrenders the
moral high ground to the Butcher of Bagh-
dad, allowing him to pose as the protector of
Iraq's poor and hungry.

The sanctions regime should be changed
to expost Saddam'’s lack of interest in the
welfare of lrag. The United States must
sponsor changes now before worse changes
are forced on it. The current sanctions
should be stood on their head in two ways:

First, the West should require rather thap
forbid lraqi oil exports. The U.N. secretary
general has proposed five sensible alterna-
tives to keep monsy from such exports out
of Iraq's hands unti] the Security Council
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. tax-
payers are paying $566 million for Kurdish
relief when Baghdad gets off scot free.
Furthermore, the money that accumulates
in this account would form a multibillion-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.

Second, the West should require, rathey
than merely “permit,” Iraqi food imports.
Under the procedures set forth in Security
Courcil Resolution 666, the U.N. would
determine what food Iraq needs and then
distribute the food itself in cooperation with
the Red Cross or other appropriate humani-
tarian agencies,

It is not safe to permit Saddam to have the
necessary money while trusting he will spend
the funds on food, because his priority cxpen-
diture would be on arms. Iraqgis need to know
that the world community cares sbout 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 lraq would give the
world carly warning of any genocide Saddam
may be planning against Kurds and Shiites.

The reformulated sanctions zre unltkely t
lead to Saddam's overtirow, but neither ar
sanctions in their current form:. The i
tration understood in 1990 that 3
without force would not work; that princple i
no less true today. The only way that
United States can got rid of Saddam ia to
U.S. troops into Baghdad. Perhaps it
mistake not to do just that in early March but,
be that as it may, the option is closed. There is
no support in the United States, in the Maddk:
East or in the word for rerding US. trocps
back into Iraq to overthrow Saddam.

What sanctions can do is to keep Iraq weak
and isolated so long as Saddam is in power,
which may for quite a while. The point,
however, is to design the sanctions in such a
way that they injure the guilty—Saddam and
the Baath—and not the innocent—the Iragi
people and the image of the United States. As
things stand, this is not the case, ’

The wriler ss a resident scholar al the
Foreign Policy Research Institute in
Philadelphia. He is the author of "How
Vulnerable Is Iraq's Economy?”
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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 acd.erse 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
to market conditions. Taking the negative trend into account, it appears
that the recent decline is not quite unprecedented. Thece 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, after 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.

o] GN ™

I welcome the Committee's decision to revisit the vital topic of
the role of foreign 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.

NB=1248
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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 lnvestment 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 increasas.

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 c-alid
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
role 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 thres broad areas:

First, measures to enhance the focus, operations, 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 ALLEVIATION

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.
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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 strateqgy 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 existirg options under Toronto
Terms, as well as possible additional measures to assist these
countries.

As a pirt 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 oxpect to begin implementing new authority
this year to reduce food assistance obligations of least
developed countries.

ENVIRONMENT

The U.S. is pleased to participate in the meeting of the Global
Environment Facility that will 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 shculd 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 Pank. 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,

GU. 0

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 nego%tiations.
It is in the economic interest of all trading nations to work
toward a successful Uruguay Rournd. 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 cormittee that advises the
World Bank and the International Monetary
Fund stated on April 30 in Washington.

According to a communique issued by the
Development Cummittee, achieving this goal
*would be facilitated by good governance

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.

The committee expressed support for a
poverty-reduction strategy described in
- the World Bank's "World Development
"Report 1990.° Members of the cormittee
indicated a special need for countries
with a high level of poverty to make the
most efficient use of existing resources
and to mobilize additijonal domestic
savings and public revenues 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
reduztion in these low.income countries,®
the communique stated. Countries should
also lodk at how public spending
programs--including those for the
military--affect poverty. :

The cormittee asserted that foreign
direct investment plays an impoctent role
in development and called on hcst
countries to create s *climate of
confidence® for investors. Tha %World
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 flows of foreign direct
irivestment to developing countries.
Noting the World Bank President’s plan to
strengthen the institution’s recle in the
private sector, the committee stated that
the International Finance Corporation

*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 Worid Bank affiliate that
supports the growth of the private
sector.

The committee called on host countrles
to create a "climate of confidence” for
investors.

The committee also:

e urged the World Bank and the IMPF %o
continue assessing the financial
requirements of countries affected by the.
Gulf crisis;

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

® encourazed continued efforts to
relieve the debt burdens of many.
countries; and

® welcomed the establishment of the
Global Environment Facility, co-eponsored
by the World Bank, the United Nations
Devi¢lopment Programme, and the United
Nations Environment Programme.

The Development Committee is formally
known as the Joint Ministerial Committee
of the Bank and the Fund on the Transfer
of Real Resources to Developing
Countries. i
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JUNE 12, 1991

Internatjona ‘lnance Corpora

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 grovth 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 Projects

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
maragement needs by increasing training activities of the
African Management Services Company.



U.S. Goals

The world has changed significently in recent years, as shown
by the momentous events in Eastern Europe 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 thel

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 Barnk Group to support private sector developmerit. We believe
that the Bank Group can increase its support for the private sector
while maintaining the Bank Group's enphasis 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 Jeint 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
gollaboration between the IFC and the rest of the Wor.d Bank
roup.

-=- 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
én th: negotiations and expects that all our policy objectives will

e 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 closzly 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 Worid 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 tc improve communication and
collaboration between the Pank 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 Board
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 bheen privatized are no longer
eligible for ISRD loans unless the government extends guarantees.
Some countries have cons“itutional prohibitions against such
guarantees.
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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 prepzred 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.

usjo n_the ita

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 repeatinyg: 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
econcmies 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.

A
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Strengthening the World Bank Group’s Support for Private Sector Development

The following is an excerpt of a statement made by World 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 batween 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 agends.

In rerint years, it has become
increasiryly evident that private
initiat’ve 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 cpace 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
privats sector dev:lopment,

Private initiative and competitive
markets play a critical role in fostering
dynamic economic growth,
development and poverty alieviation.

Given the ~apid expansion of the
private sector's role in development, and
the growth in interest by our membez
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 actizus
internally to bring about greater
effectiveness.

I have reconstituted and strengthened
& Private Sector Development Committee
made up of senior managers of the Bank,
IFC and MIGA to assisy 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-
gles 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, vtaffing 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. 1IFC'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
ve will now see progress on this issue.
And I hope that the Development Committee
will endorse our proposal to increase
IFC's capital to enable us to expand
IFC's activities in the next fiscal year.|
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Senate Finance Subcommittee
on Deficits, Debt Management and International Debt

June 12, 1991

It is now almost a decade sin:e the Latin American debt crisis
first became manifest. The suksequent 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 beiﬂa 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 relat.ive 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 individuai
banks to hold out in favor of more beneficial terms. Private
profit maximization in isolatior does not correspond to the best
social outcome. Conversely, cointries that have tried to ge it
alone and impose unilateral debt relief, were largely unsuccessful,

including at various times, Argertina, Brazil and Peru. Even where



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 1limited 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 aifference. 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.



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 1is an opportunity, and a need, for integrating
structural reform -including p;ivatization 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 cautinus 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 1la
Madrid reform policies might have been helpful rather than
deleterious; there could bz 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 fnreign 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



underline how essential the earlier reforms vwere. Rather,
optimistic Chilean forecasts Aemonstrate 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 ub 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 domesticalily. 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



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 Unior. are taken
into account and one factors in restored economic growth in Latin
America. In such circumstances, irterest 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. #hile both domestic savings
and exports can be expected to play the largest role in financing
these increments, a residval requirement of external finance will

be needed. Even under present <circumstances, arrearages are being

U



accumulated. Rough calculations would suggest a shortfall of the
ordec 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 pronmise 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 ironiz, after a decade of costly sacrifice for the
Latin American countries, if the needs of our hemispheric neighbors
were givern 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



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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Zainbia Is First Country
To Benefit from Rights Approach

ith its recent approval of the finst “rights accumulation pro-
gram"—for Zambia—the IMF has broken new ground in
applying its strategy to deal with countries that have pro-
tracted arvears to the IMF.,

On April 17, 1991, the IMF's Executive Board commended
the Zambian Govemment, endorsed Zambia's three-year economic
and finandal program, and approved the accumulation of “rig’.ts”
Jor up to a maximum of SDR 837 million, which was the level of
Zambia’s arrears to the IMF as of July 1, 1990, the outset of the

Upon successful implementation of the rights accumulation pro-
gram, prior clearance - its arvears to the IMF, and approval of a
successor amangement by the IMF, Zambia il be eligible to “en-
cash” the accumulated rights under the succeszor arrangement. The
Jollowing articl. provides a brief chronicle of the various and, in im-
portant ways, divergent approaches to economic adjustment that
Zambia undertook in the 1980s. Subsequently, this article high-
lights economic policies and performance under the IMF-monitored
program for 1990 and summanzes the sonomic policies that form

IMF-monitored program for 1990,

Adjustment in the 1980s
During the first half of the 1980s,
Zambia embarked on three IMF-sup-
ported adjusunent programs aimed at
creating a more stable financial envi-
ronment and divenifying the econ-
omy away from copper. However, the
implemenudon of eco-

pert of the rights program for 1991,

policies went off track relatively early
in the course of the program, con-
tributing ‘0 a pronounced accele.aton
in intlation.

After gradually backing away from
several structural reform measures,
Zambia finally sbandoned the program

below market—clearing levels. In addi-
ton, they suspended payments to the
IMF and World Bank. As a result of
the larter decision, overdue obligations
to the IMF rose to SDR 367 million
by the end of 1987.

The adverse economic impact of
the shift in policies was ini-

nomic and financial policies
proved difficult because of
upexpectedly weak condi-
tions in the world copper
market, shortfalls in donor
" assistance, and a lack of po-
lidcal and social consensus.
As 2 result, none of these

During the first half of the 1980s,
Zambia embarked on three IMF-
supported adjustment programs
aimed at financial stability

tally disguised by an in-
crease in economic activity
anising from favorable
weather conditions and high
copper prices. By'late 1988,
however, Zambia was facing
chronic shortages of foreign
exchange and essential im-

programs met with lasting
success.

In 198587, wath the support of the
IMF and the World Bank, Zambia
undertook an adjustment program
based on a rapid transition to market
pricing and tight demand-manage-
ment policies. In partcular, it called
for market determination of nearly all
prices—including auction mecharsims
for setting the exch=nge rate ard wrea-
sury bill rates.

In the event, monetary and fiscal

-

in May 1987 and embarked, in the
context of its “New Economic Re-
covery Program,” on a major reorien-
tadon of economic policies toward
heavy reliance &n administrative con-
trols. To combat inflation, the author-
ities reintroduced price control, re-
placed the foreign exchange auction
system with an administrative alloca-
ticn of foreign exchange at an appre-
ciated fired exchange rate, and re-
duced interest rates to substandally

ported inpus, a proliferation
of black market activities, severe diffi-
culties in servicing external debt obli-
gations, a rapidly deteriorating fiscal
position, and—despite price con-
frols—accelerating inflation. % was
against this' background that, at the
end of 1988 a.ud in early 1989, the
Government aitiated certain remedial
actons that signaled its intention of
moving away from controls and to-
ward a market-oriented approach to
economic policy.
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Zambia's transition to a
more market-oriented pol-
icy sunce had gained mo-
mentum by mid-1989,
whea the IMF and the
World Bank assisted the au-
thories in formulating a
policy framework paper for
1989-93 whose underlying
strategy again aimed at sa-
bilizing and diversifying the
economy while protecting
more  vulnerable groups
from the impact of adjust-
ment. Specific policy mea-
sures were laid ov- in the
economic and financial pro-
gram for 1990. Based on
Zambia's renewed determi-
nation to reorient its poli-
cies, the internatonal donor
community provided exter-
nal resources to support the
country's adjustment efforts,
after which the IMF en-
dorsed Zambia's program in
July 1990,

The 1990 Program

The 1990 program emphasized the
necessity of establishing a low-infla-
tion environment so that the economy
could be revitlized through the
implementation of market-oriented
structural policies, including measures
to bring about market-related interest
and exchange rates, price decontrol,
and public enterprise reform, and to
promote the private sector’s participa-
tion in the economy.

The implementation of structural
policies proceeded in line with pro-
gram objectives. To strengthen price
incentives for non-copper expons and
to pave the way for the eliminaton of
. administrative foreign exchange allo-
cations for imports, the Government
introduced a dual foreign exchange
market in February 1990.

Under this arrangement, all foreign

SR
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exchange eamings, except those from
copper exports, could be sold at a
more depreciated "second window™
exchange rate. Automatic access to
foreign exchange under an open gene-
ral license (OGL) system at the second
window rate was expanded progres-
sively during 1990. As a consequence,
at the end of the year, only copper in-
dustry transactions and payments for
oil, fertilizer, and some service: con-
tinued to be channeled through the
first window.

Impressive strides were made toward
market-determined pricing and mar-
keting of maize, maize products, and
fertilizer. Producer prices for maize and
ceilings for maize meal and fertilizer
prices were adjusted substandally.
Moreover, farmers were permitted to
sell maize directly to millers and private
traders rather than only to the coopera-

A copper mine In Zambia: facing the prospect of deciining prices

In the near term and a sharp contraction in production around the
ond of the decade.

tive unions, which had pre-
viously enjoyed a monopoly
in maize marketing.

The implementaton of
macroeconomic  policies
was mixed. During the first
half of 1990, Zambia made
satisfactory  progress  in
meeting its  stabilization
goals. All of the key fiscal
targets were met, and the
annual rate of growth of
broad money was reduced
considerably.

During the second half of
the year, however, the im-
plementaton of macroeco-
nomic policies was disap-
pointing and performance
fell short of target. The
monetary  program  was
severely undermined by
slippages in fiscal policies
that were mainly caused by
an unexpectedly large wage
settlement for civil servants
and difficuldes in control-
ling budgetary expenditure.

The monetary implicatons of weak
fiscal policies were exacerbated by
larger-than-expected  central  bank
iending to the cooperative- and certain
public enterprises. In addition to excess
monetary growth, inflationary pressures
were compounded by the cost-push ef-
fects of the increase in international oil
prices and large wage settlements. As a
result, the consumer price index rose
by about 105 percent in 1990 com-
pared with a targeted increase of 50
percent.

Rights Accumulstion Program
The program for 1991, which is set in
the contzac of the medium-term
strategy laid out in an updated policy
framework paper for 1991-93, was
formulated against the prospect of a
decline in copper prices in the near
term and a sharp contraction in copper

May 27, 1991
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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 inflatior to 40 percent, a
decline in the fiscal deficit to about 1
percent of GDP, and a slowdown in
money supply growth to 25 percent. If
Zambia meets a set of quarterly quan-
tinative and structural performance cri-
teria, it will be eligible to accumulate
rights up to the equivalent of SDR
270 million during the 1991 program.
Stwructural and sectoral policies in
1991 are geared to contnuing the
transidon to an economic system
guided by -market forces and to
strengthening the operations of public
enterprises. The liberalization of the
exchange and trade systeins is ex-

pected to proceed expeditously. 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 further improving
the economic performance of the agri-
cultural sector, the Government will
phase cut 1+naining controls on maize
and fertilizer pricing and will take ad-
ditional steps to strengthen the private
sector’s participation in agricultural
production and marketing. The Gov-
emnment will also start implementing
the privatization program that was an-
nounced in 1990 by selling outright,
or at least transferring majority owner-
ship in, all public enterprises with the
exception of public v’ilities and other

strategic industries.

To enhance the efficiency and finan-
cial viability of enterprises that remain
in public ownership, the weakest public
enterprises’ cost structure, intemational
compettiveness, 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 urgeted inflation rate, the
Zambian authorides 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 incrersingly negative real in~

Zambia is the most urbanized country
in sub-Saharan Africa, with about one
half of the population living in urban
areas. Its populstion is estimated at 8
million in 1990 and is growing at
over 3.5 percent a year. Per capita
CDP is estimated at $383 in 1990.
The Zambian economy is heavily
dependent on copper. In 1990, cop-

Zambia: A Profile

per accounted for 85 percent of total
exports, contributed about 10 percent
to GDP, and represented an impor-
unt source of budgetary revenue.
The vulnerability of the economy to
developments in the intemational
copper market was evident during
the 1970s and most of the 1980s,
when a protracted decline in metal

prices, in conjunction with a contrac-
tion in copper output, contributed to
a fall of one third in per capita GDP.
Zambia is also rich in agricultural and
forestry resources, but this potential
has not yet been fully exploited. Ex-
cept for the agricultural and banking
sectors, economic activity is domi-
nated by public enterprises.

ZAMBIA ey

0 100 200 300 um )
0 100 200m <ZAIRE nif

ZIMBASWE

South
Allantic

May 27, 1991



IMFSURVEY

The rights approach is part of a
three-pronged cooperative strategy

obligations to the IMF, which com-
prises prevention, deterrence, and in-
tensified collaboraton. The rights
approach was formulated in eardy
1990 and was endorsed by the In-
terim Committee of the Board of

for ecliminating overdue financial- '

The Rights Approach

Govemnon of the IMF in May 1990,

In the context of intensified col-
laboration, the rights approach pro-
vides for a member with protracted
arrears to the IMF in December
1989 to ecarn rights based on its per-
formance under an IMF-monitored
adjustment program. The accumu-
lated rights can then be encsshed as

.nanced from the IMF's general re-

.such ns Zambia, partally from the

the first disbursement under a suc-
cessor IMF-supported program fi-

sources or, for eligible countries

concessional structural adjustment
facility and enhanced structural ad-
justment facility resources, or a
blend of the two.

terest rates. Consequently, the Bank of
Zambia aims to establish positive real
interest rates so as to ensure the suc-
cess of the moaetary program.

With rcsi)ect to conuining the
growth in money supply, it is crucial
that the Government's recourse to
bank bhorrowing be limited. Accord-
ingly, a comprehensive package of
measures has been put wogether to re-
duce the fiscal deficit. Tax reform
measures or increases in rates and fees
have “een announced in every major
category of non-copper revenue.

On the expenditure side, the focus
is on cutting the real level of nonin-
terest expenditure and on strengthen-
ing budgetary monitoring and control
procedures. For example, follwing the
very large wage settlements that were
awarded in mid-1990 as pant of a two-
year labor contract, no increase in per-
sonal emoluments is programmed for
1991.

-Macroecoriomic  swbilization and
structural raform offer improved living
standards by increasing employment
and income generatdon. However, to
cushion the impact of economic ad-
justnent on the most vulnerable
groups, the Government has launched
a Social Action Program with a view
to improving the availability of social
services and employment opportuni-
ties for the poor.

The extemal financing needed to
cover Zambia's import requrements
and debt-service obligations, to clear
arrears to the World Bank, and to re-
duce arrears to the IMF to SDR 837
million has been mobilized through
exceptional efforts by Zambia’s donors
and multilatcral lending insttutions.
Paris Club creditors agreed in July
1990 to reschedule, on Toronto terms,
principal and interest falling due be-
tween July 1990 and the end of De-
cember 1991 as well as arrears out-
standing at the beginning of the
consolidadon period. Debt relief or
refinancing on tertns comparable to
those of the Paris Club has also been
requested from, and is envisaged to be

granted by, other nonmuldlateral
creditors.
Consultative Group donors dis-

bursed about $300 miliion in 1990 as
part of the IMF-monitored program
and have sigraled their intention to
disburse some $650 million in 1991,
and the World Bank is expected to re-
lease about $414 million in program
and project loans.

Exceptional efforts have also been
made by all parties concemed to en-
able Zambia to regularize its position
with muldlateral creditors. To help
Zambia clear all arrears to the World
Bank and to reduce those to the IMF
to the level prevailing on July 1, 1990,

a number of Zambia’s donors agreed
to further front-load their extemal as-
sistance, and Zambia accepted a tem-
porary drawdown of its reserves. The
World Bank has indicated that it will
be able to increase its assistance for the
year as a whole. These actions permit-
ted Zambia to clear in March some
$294 million in arrears to the World
Bank and would also permit arrears to
the IMF to be reduced to the targeted
level.

The success of this strategy requires
major efforts from all. Zambia needs
to maintain the strongest commitment
to its economic reform effort, while
the donor community must do its ut-
most to ensurc that pledges made to
cover Zambia’s financing nceds for
1991 are fully disbursed. Looking he-
yond 1991, Zambia, its Jonor:, the
IMF, and the other mulalateral insti-
tutions will need to continue their co-
operative efforts in order to place
Zambia on a path of durable growth
and external viability. The IMF's
rights approach, together with the as-
sistance of the Consultztive Group,
will remain a means to help encourage
further economic reforins and mobi-
lize extemal financing over the
medium term.

Amin-Detlef Riess,
IMF African Department
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ACRYFOR
CAPITAL

Wanted: A new 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 setin
motion a development dynamic? On this point, the answers
are troubling: Poland is collapsing under loans that it
cannot use for lack of profitable projects. And Egypt,
pcrrrenemeemary. Which is about to benefit from the

WﬂR T R Ess dividends of its commitment

1 : )| against Iraq, needs to feed an
additional 1 million mouths every
year. Two trillion dollars, the
equivalent of two years’ worth of
output for a country such as
France, is the cost of bringing East
European ccuntries back on an
even keel, according to Jacques
Attali, president of the European
Bank for Reconstruction and

A CRY FOR CAPITAL
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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 of savings? 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 $2 trillion, 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, and 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 resouzces but also
with human capital.”

Licne! Stoléru, France's secretary of state to the prime
minister, who heads the country’s 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 financing would be colossal.”

The scenario is hardly different in the East ™ iropean
countries (Bulgaria, Czechoslovakia, Hungary, Poland,
and Romaaia). Granted, the group of 24 donor-industri-
alized nations have already committesl 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 business-consulting org  zation, “'be-

By Thicery Gandillot and Dominique Nora; from i.ce leftist week-
ly ““Le Aouvel Observateur” of Paris.

Skis/Wokanda '™ arsaw

cause the East is incapable of using these sums in an effi-
cient manner.” According to Stoléru, aid plans for East-
ern 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 problen is not
getting gas; it is changing the motor,” he says.

The second problem is the 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 now
much the rebuilding of Kuwait and Iraq will cost. But no-
body is planning te fake donations to either nation. Ku-
wait has the means to restore its former splendor; the gov-
ernment in exile was working on it even before the hostil-
ities ended. On the Iraqgi side, any aid would be linked to the
possible departure of President Saddam 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

10 WORLD PRiZSS REVIEW © JUNE 1991
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shrinkinp, rapidly.” A sign of this loosening in the ¢apital
market is that interest rates are beginning to slacken.

Jean-Michel Charpin, lirector of studies at the Banque
Nationale de Paris, thinks that this détente in the capital
markets is t\eeting. “The current calm on the savings front
is provoked in part by the recession,” he says. “When the
economy picks up, the problems encountered in 1988-89
will re-emerge. They 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-
1éru. “To pull through, oil will have to be quite expensive;
otherwise wr will lack capital. It is a kind of forced world
savings.” Michéle Debonneuil, director of studies at Ban-
que Indosuez, a French bank, says, “The world, and de-
veloping nations in particular, need a lot of money 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. |
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Global Capital Markets Might Behave
Differently in the 1990s, Says BIS Study

ntemational  capital markes
might become less permissive of
current account imbalances in
the 1990s than they were in the
19803, according to Philip Tumer of
the Monetary and Economic Depant-
ment of the Bank for Internatonal
Settlements (BIS). In a study endded
Capital Flows in the 1980s: A survey of
Major Trends, Turner provides an
overview of the main

clining domestic saving in capital im-
porting count:ies (the United States,
for examipl:j, instead of providing for
more investment.

* Aggregate two-way capital move-
ments (that is, all ransactions between
residents and nonresidents, including
both inflows and outflows) increased
dramatically, reflecting the much
greater liquidicy and dis eniry of inter-

The pattern of flows to industrial
countries changed radically, however.
Noubly,

* 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.

* Inflows into the European Commu-
nity (EC) became more important. Al-

though a significant por-

characteristics -of capital

ton of these represented

flows during the last
decade, examines the be-
havior of the main com-
ponents of these flows,
and considers some impli-

At the end of the 1930s, the United
Kingdom becaime the largest provider
of direct investment capital

intra-EC flows, those to
the EC from nonmember
countries also rose.

* Foreign investment de-
clined in Australia and

cations for the future.

During the 1980s, the world mone-
tary system underwent three revolu-
tio.s all at once, according to Tumer:
deregulaton, intemationalization, and
innovztion. Coisequently, gross capi-
tal flows, which in 1979 were below
$100 billion, soared to about $600 bil-
lion oy 1989. Moreover, “capital
movements came more and more to
have a life of their own.” Unlike thz
1960s and 19705, countries with large
and pensistent current account deficits
could contirue to attract foreign capi-
tal, thus weakening external pressures
for policy adjustment.

Key Trends in the 1980s
The underlying strucrure of capital
flows in the 1980s has, however, been
quite different from the pattern set in
the nineteenth century, according to
Tumer. Specifically, in the 1980s,
¢ Capital movement increasingly took
the form of transactions among indus-
trial countries, with developing coun-
tries left largely on the sidelines.
¢ Capital inflows substituted for de-

national assets than under the gold
standard.

e Direct investment, especially among
the industrial countries, grew rapidly.
* Capital flows became increasingly
“securitized,” with bonds replacing
bank lending—although since 1985,
bank lending has recovered.

Componeats of Capital Flows

Discussing the behavior of the major
components of capital flows in the
19803, Turner considers foreign .direct
investment, portfolio investment,
short-term bank flows,and official ia-
tervention.
Foreign Direct Investment. Tumer
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 firit half
of the decade. This increase was al-
most entirely accounted for by Gows
to industrial couritries, with those to
developing countries hardly changing
even in nominal terms.

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, Tumer
points out that the most salient fearure
was the decline in the importance of
the United States. Toward the erd 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
th* United Stztes. Bue in 1989, japan
seplaced the United Kingdom, pro-
viding about one fourth of total out-
ward direct investment.

Tumer emphasizes three reasons for
the increased pace of direct invest-
meat activiry in the 1980s. First, there
were cyclical causes; dicect investment
flows were strongly pro-cyclical, vary-
ing more than proportionately with
economic¢ activity. Moreover, the
shifts of direct investment toward the
Urited States and Europe since the
mid-1980s were both in line with de-
velcoments in relative demand. Sec-
ond, direct investment flows were
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partly fueled by cross-border mergers
and acquisitions, which 1mounted to
about $120 billion by 1989, compared
with just under $40 billion in 1986,
Third, campanies were increasingly

driven by lower Labor costs, exchange
rate changes, or the fear of protection-
ism to relocate production abroad.

Portfolio Investment. As with direct
investment, the sharp rise in portfolio

Capital Flows Soared in the 1980s . . .

1
700 Gross Capltal Outflows

(billion U.S. dotiars; annual averages)
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investment in the 1980s was almost
entrely accounted for by industrial
countries. A general reason for the rise
lay, according to Tumer, in the activ-
itdes of major firancial institutions—
pension funds, insurance companies,
and investment trusts. He points out
that “while barks financed global im-
balances in the 1970s, it is nonbank fi-
nancial intermediaries that have fi-
nanced the still larger imbalances of
the 1980s.” He cites three main rea-
sons for this change: the channeling of
household savings to insttutional in-

‘vestors and away from ordinary bank

accounts; the huge expansion in pri-
vate sector wealth, with the rise in cq-
uity, real estate, and other asset prices;
and a massive divensification into for-
eign assets by instituticnal investors—
although U.S. institutions were a
striking exception to this trend.
Tumer points out that in the 1980s,
portfolio flows were dominated by
transactions in bonds, investment in
which was many times larger than that
in cquities. And although the global
stock of equites has now caught up
with that of bonds, foreign holders
seem to prefer bonds to shares. How-
ever, the increased importance of eg-
uity-related bond issues has, to some
extent, blurred the distinction be-
tween bonds and equities
Short-Term Bank Flows. Tumer
notes that aggregate net short-term
bank flows for the 15 larger industrial
countries (Austria, Australia, Belgium-
Luxembourg, Canada, France, Ger-
many, 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 of
GNP, 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
1980s. Of these, the United Kingdom
has relied most heavily on short-term
bank flows in recent years, as high
short-term interest rates have attracted
large inflows of funds into sterling de-
posits.

But perhaps more interesting, ac-
cording to Turner, is the position of
the surplus countries—especially the
contrast berween Germany and Japan.
Whereas Germany had a short-term
outflow of about $84 billion during
1985-89, Japan had an inflow,
amountng to just under $200 billion.
The lion's share of German bank out-
flows was denominated

flows to mcre than finance large cur-
rent account imbalances. In 1989, for
example, the net official reserve posi-
tion of the United States improved by
almost $17 billion, despite a current
account deficit of some $110 billion.
Conversely, nonofficial capital out-
flows more than recycled the surpluses
of Germany and Japan, so that net of-
ficial resetves fell substzantially in both
countries. A similar pattern was evi-
dent elsewhere. Capital inflows into
countries with higher-than-average
inflation and interest rates led to up-
ward pressure on their exchange rates,
despite significant current account

that greater capital mobility has con-
tributed to herd behavior and has itself
made voladlity worse.”

Second, Tumer suggests that there
is only limited evidence that greater
foreign direct investment has been a
major factor in making current ac-
count imbalances more sustainable; “a
number of imbalances have had no
. . . direct-investment counterpart.”

Third, and perhaps most fundamen-
al, the greater mobility of financial
capital has allowed curreit account
imbalances to penist longer than in
previous decades.

What of the future? Tumer notes
that there is probably a con-

in local currency and

sensus that internatonal f-

took place in the inter-
bank market.

Official  Intervention.
The 1980s can be di-
vided into two phases in

There are already signs that foreigners
are more reluctant to invest

in the United States

nancial market liberalization
is, in practice, irreversible
and that much of it is desir-
able. However, “there are
several reasons for doubting

which official interven-
tion practices were markedly different,
according to Tumner. In the first phase,
which spanned the years 1981-85, in-
tervention was negligible. Net official
monetary movements amounted to
less than /10 of 1 percent of GNP for
the three largest economies (Germany,
Japan, and United States). Moreover,
there was relatively licde year-to-year
variation. Policies changed in mid-
decade, however. The yean 1986-89
witnessed substantial intervention by
some major industrial countries to
keep exchange rates within officially
desired rarges. Nct official monetary
movements of !/x of 1 percent of GNP
became the norm.

Tuiner points out that a notable
and paradoxical feature of official in-
tervention in the 1980s was that coun-
tries with large current account sur-
pluses sometimes intervened to
support their currencies, while those
with deficits did the opposite. This
was partly because, in some years,
there was a tendency for nonofficial

deficits. Italy and Spain were the most
striking examples,

Implications and Prospects
Tumer draws three broad conclusions
about the implications of trends in
capital flows in the 1980s. First, he
notes that, although the increase in the
volume of capital flows in the second
half of the decade has “marked a
quantum leap in the scale and apparent
efficiency of internadonal financial in-
termediation,” it is less clear how
much this increase has enhanced the
stability of financial markets. “On the
contrary,” he suggests, “prices in vir-
tually all financial markes have be-
come much more volatile. And distur-
bances in one market have been more
quickly transmitted to other markes,
often irrespective of the underlying
fundamentals,”

The root causes of such volatility
may well lie in the real economy, ac-
cording to Turner. “Yet it is impossi-
ble to dismiss entirely the suspicion

that net capital flows will
prove quite such strong pillars of inter-
national current account imbalances in
the 1990s as in the 1980s.”

One is that, as the pre-eminence of
the Uniced Kingdom and the United
States as financial centers erodes, one
of the supports for global current ac-
count disequilibria would be weak-
ened. Indeed, Tumer suggests, there
are already signs that foreigners have
become more reluctant to invest in
the United States and that American
investors are beginning to invest more
heavily overseas than they used to.

Another reason for skepticism about
the extent to which capital flows can
help equilibriate imbalances is that
these flows themselves might contract.
The author points out that following
the recessions that began in a number
of countries in late 1990, the pace of
mergers and acquisiions has slowed;
equity-related fund-raising in interna-
tional markets has declined; and bank
lending has weakened, especially as
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 uvmg

Signs that international capital mar-
kets may be becoming less permissive
of imbalances than before were already
evident in 1990, according to Tumner.
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 significanty.

“In these circumstances,” Tumer
concludes, “avciding the too abrupt
reversal of ecarlier capital flows—and
ensuring that the world economy
copes smoothly with the transiion—is
the delicate task of economic policy.”

Vikram Khanna,
Assisunt Editor, IMF Survey
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Mr. Attali’s Grand Vision

By CURTIS J. HOXTER

Oun April 15th a bew international
organization made its debut. The
European Bank for Reconstruction
and Development, dedicated to up-
lifung the economies of Central and
Eastern European nations, has been
controversial from the moment of
its concepon But many of its real
problems are centered around coe
individual who is expected to pro-,
vide the EBRD with momentum:
France's Jacques Atuaali.

That Mr. Attall bas aspirations
beyood serving as the president of
the pew institution could be ooted
from a speech he delivered in
Tokyo He predicted that the 12-na-
tion European Community will swal-
low all the European countries,
which eventually will become inde-
pendent apd sovereign members of
the confederation. “Such a confeder-
auon, Lnked by a common infra-
structure democracy, market econo-
mies snd jount insututions, (such as
s mngle currency, a central bank
and uoified political institutions)
will be open to the world. . ."

Mr. Attali, ot satisfied that the
EBRD operate solely as a ban*, also
propased a lemporary lax 0o suc-
cessful enterprises in Eastern and
Central Europe to belp the regions’

er performers. The tax would
charged on Lhe value added by an
enterprise to its products. Reveaue
raised by the temporary tax would
be used ©3 a tax aubsudy to enter-
pnses, adding less than average val-
ve Lo their products Both proposals
have created coatroversy among tho

bank's stockhclders - the ¢0-0dd .

member governmenls.

.Thus evidently does not bother the
ebullient Mr. Attali. He goes so far
in his grandiose outlook that be
clams the EBRD wili be the “first
institution of the new world order.”
With the belp of the EBRD, be pre-
dicted, “"Europe will become geo-
graphically, politically and cultural-
ly united for the first ume.® While
this is 8 poble objective, this is pot
within Mr. Attali's capabilities alone
and the shareowners do pbot harbor
such objectives.

M. Attali likes to bave the
EBRD referred to a3 “the European
Bank,” much o the consternation of
influential economic and financiat
leaders such as Bundesbank Presi-
dent Karl Otto Poehl. Their reason:
Only the European Central Bank, Uf
the EC ever reaches that stage of
monetary uruon, should be koown a3
the “European Bank.”

Mr. Attali's image problem hay
been furtber fueled by his owp Iln-
ability to attract an Amm2rican (o
becocme the Number Two officer In
the bank. Initially, the focus was od
the able ard experienced Senior
Vice President of the World Bank,
Ernest Stern, who finzlly rejected
the offer. So far no other candidate
bas bemi found bevause, as word
around Washington bas it, pobody
feels comfortabie with the domi-
peering Jacques attall.

On the other hand, Mr. Attali has
attached some outstanding persoas
to posts in the EBRD, including the
former Pime Minister of Hungary
Miklos Nemeth, the former Russian
Finance Minister Boris Fedorov, ie
capable Swedish banker Anders L
Jungh and prominent Wall Street
lawyer Andrew Newburg.

But the other stockholders gener-
all7 dave struck out, even in deaig-

Baung their executive directors. For
instance, Bono Is sending an un-
known economics professor, whose
only fame is that he is a personal
friend of Chancellor Helmut Kokl
and a long-time officer of the Chris-
tan Democratic party.

And 30, the pew institution is get-
ting ready to impose itself oo the
econamic and financial alfairs of the
newly emerged Eastern and Central
European natioas with all kinds of
stnkes against it

US. officials saw some danger
early oo that the bank would be-
come a clearing bouse for handouts
and would not really help foster
long-term growth ip Eastern Eu-
rope So they insisted that numerous
restncuons be added Lo the Articles
of Incorporation to confine Lhe bank
to acuvitics that would not interfere
with competiloa. Among these waa
a atipulation that the bank deal only
deal with infrastructure invest-
ments. If the bank is in competilion
with private enlerprises, it I3 re-
quired (o take a back seat

The EBRD negotiations also pro-
duced a structure that eliminated
some mistakes Washington felt were
evident in the World Bark and the
regional development banks Thus,
the president of the bank now must

take Lis orders from the executive
directors.

The United States also was made
unbappy by the prospect of the Sovi-
et Uruon as & stockholder. Not only
would the Soviet Union directly in-
fluence the operations of Lhe bank,
but 1t could pose a coaflict of inter-
est mnce it probably would be a
recipient of assistance

A compromise [inally was
reacbed allowing Moscow a §% eq-
uity participation and limuting its

"sasistance to that amount. The

wrangling over this issue took
months to resolve and proved to
Washingion that Jacques Attali was
an “unguided mussile,” likely to give
continuous be:daches in Lhe future,
possibly jeopardinng Congressional
approval for US. funding.

The United States is on the right
course. Eastern Europeans bave
charged that the United States, pre-
occupied with the gulf region and
domestic matters, is abandoning
them. But both the US. admnistra-
tion and Congress realize there is po
point in arguing over bow much for-
eign aid is needed to cure the ills of
a regica crippled by four decades of
central planning and state-con-
trolied ownership.

No ooe country can put up the
§30 billlon needed to correct the ex-
isting imbalances. Sums of that

magnitude only can be generated.

tbrough private investments Thus,
the objective of Lhe European Bank

for Reconstruction and Development.

must be directed o make Eastern
and Central Europe more atlractive
Lo foreign business enterprises.

The EBRD should be confined to
(o infrastructure actvities and sup-
port action and should not be used to

open up bew assistance flows in di.
rect competition with the World *

Bank and the IMF. That is the US.

position and it is a sound one. If

stockbolders can manage 1o keep
Mr. Attali in hine, this objective
woa't be compromused.

Curtis J. Hoxter beads his own con-
sulting firm io 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 afier previous stock market
openings in Hungary in Yugoslavia
— symbolizes the region’s commit-
ment to embracing capitalism. But
progress in forginp, viable securities
operations will continue to be ham-
pered by a basic lack of progress in
banking systems. Successful capital
market reform lirst requires a reso-
lution of the endemic balance-sheel
weaknesses at stale-owned financial
inststutions. .

Governments in Eastern Europe
have “commercialized” banking only
by seporating monetary and policy
functions from business opes. They
bave not tackled the massive pay-
ments 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 stsps
~ loan reserve allocations and
write-offs, for example — to make
banks safe and .

The historical role of socialist
banks as passive conduits of funding
for poiitically designated companies
has changed in theory, but pot in
practice. The largest state unijts
have been reorganized, but the old
banking nomenklatura, adverse to
adjustment, remains entrenched.

Among the countries of the re-
gion, the shift Lo a “two-lier"® sector-
al framework, as Easl European of-
ficials bave termed it, has heen
virtually identical. In Czechoslova-
kia after the 1989 *Velvel Revolu-
tion,” half the assets and the entire
branch retwork of the State Bank
were trwnsferred to the pewly
formed Komercma Banka. In Hun-
gary and Poland, a similar restruc-
turing occurred even before the col-
lapse of communism. In Yugoslavia,
two years ago the parliament passed
legislation fashioning government fi-
nancial institutions inlo joint stock

entities to be overssen by culside
supervisory boards.

Bank management In these coun-
tries is now (o be guided by profit
considerations and banks are to ex-
ercise independent credit judge-
ment. But 30 {ar these principles are
mostly ignored and subordinated to
long-standing patronage ties. Wit-
ness a secent scandal in Serbia,
where the main provincial bank, at
the order of leading officials, secret-
ly channeled §15 billion to ailing
tirms

Throughout Eastern Europe pro-
fessional banking skills and the
pbysical infrastructure of financial
institutions are far below Western
norms. Even elementary concepts
like checking and account process-
ing are unfamiliar.

Technical capabilities are steadi-
ly improving with multilateral assis-
tance. And foreign financial con-
cerns, where they are permitled, are
stimulating local competition. But in
countries with essentially insolvent
banks ~ and where private property
and share ownership have yel to be
clearly defined - equity market
growth will be slow.

While b~oader privatization will

expand stock listings and turnover,
these lingering obsiacles will cootin-
ue Lo deler potential investors. Mar-
ket size is another hindrance, partic-
ularly in countries with several
exchanges. Yugoslavia will have fi-
nancial markets operating in Bel-
grade, Ljubljana, and Zagred and in
Crechosiovakia activity will be split
between Bralislava and Prague. The
fragmentation of these markets
makes stock Investment inefficient
and discourages participation by in-
ternational investment banks end
securities firms.

So far the several country funds
launched by these organizalions
have Zxperienced severe disappoint-
ment. Most investors’ holdings have
been invested in cash because the
Rrﬂolio possibilities are 30 limited.

e glacial pace al which the fun.

dholdings are invested in stock has
frustrated outside participants, who
pay the fund sponsors a stilf man-
agement fee.

+ uUn the gseldom occasinns where
stock accounting aod settiement
procedures have been applied they
have been highly error-prone and
complex. To smooth difficulties,
East European exchanges are in-

‘m’.

creasingly “twinning” with Western
counterparts that offer tutelage.

Warsaw paired itself with Lyons,
Frunce bourse, while German ex.
change representatives are belping
Czechosiovakia and Hungary. Mis-
sions from the European Communi-
ty, North American and Japan also
bave visited Albania, Bulgeria,
PFomania, and even the Soviet Unjon
at their request, as these nations
plan future equity dealings.

The emphasis on the stock mar-
ket by both Western and Eastern
E;uropeln financial communities,
yields important cosmetic value.
But Eastern Europe needs to focus
imually on bank reform that will
purge nonperforming credits and
culivate merit-based executive tal-
enl. Only by taking these steps can
local populations — accustomed to
keeping their money under a mat.
tress for safe-keeping — gain confi-
dence in stockbrokers and learn to
channel funds inte savings accounts
and securities that finance economic
growth,

For the near term, the most 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 minimiz-
ing damage in of bad leveraged
buy-out and real estate .loans. can
make a unique coalribution by ex.
porting some of their techniques and
lechnology to Eastern Europe's in-
fant free markel financial institu-
tions.

American banks can derive bene-
fits by charging fees for this exper-
tise. And in the prucess they will
benefit from learning that, com-
pared with their counterparts in
Czechoslovakia, Hungary, Po'and
and Yugoslavia, U.S. financial { . s
have pever been in betler shape and
have mucb to offer.

Gary N. Kieiman is president of
Kleiman International Consullants
Ioc. in New York. -
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Exchange Rate Policy in
Developing Countries:
Some Analytical Issues

Vi

by Bijan B. Aghevli, Mohsin S. Khan,

and Peter J. Montiel

Summary and Conclusions

he conduct of exchange rate policy in the de-

veloping countrics has undergone a marked
evolution over the past decade and a half. Fluctua-
tions in exchange rates of major currencies, as wel}
as an upsurge of inflation within the developing
countries themselves, have required more frequent
adjustments in exchanze 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 combinaticn of all these factors has
resulted in a pronounced shift in the pattern of ex-
change 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-
fied a number of criteria for choosing an optimal
exchange rate to stabilize the ecorormy in the face
of transitory shocks. Tiese criteria include th= spe-
cific objective function of the authorities, t*2 na-
ture of exogenous shocks, and the structural
characteristics of the econcmy. In practice, how-
ever, it is difficuit to apply these theoretical criteria

to specific cases owing to problems associated with

the identification of the extemal shocks and the
potential conflict among various policy objectives.

To the extent that for many developing countrizs
the balance of payments is a binding constraint,
their exchange rate policy needs 10 be aimed at
protecting external competitiveness. In general,
movements of real exchange rate indices provide
critical inicrmation for assessing competitiveness.
However, the fact that the equilibrium real ex-
change rate is affected significantly by various do-
mestic and external shocks has obvious implica-
tions 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 foreigr 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 nommal 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 dexible
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 theoretical grounds, the recent macro-
econonic literature suggests some general princi-
ples 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 infiation 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-
sency. 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 sysiem to produce
bursts of inflation and recurrent devaluations. The
benefits of unexpecter’ 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 increasz social
welfare if it can commit iv«2lf to price stability in a
credible fashion.

Establishing the crea:bility of the government’s
commitment to financial discipline is difficult for
- +tries with a long history of expansionary poi-

and high inflation. In such cases, it may be de-
-4ble for the authorities to precommit to a policy
of price ‘stability by making it costly to alter the ex-
change rate. An effective means to achicve 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 adjustments even in the event of large real
shocks, such as a substantial deterioration in the
terms of trade. An altc native arrangement would
be 1 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 tne 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 circumctances will enter into the
picture in an important way to guide exchange rate
policies. Nevertheless, the issues discussed in this
paper lead to several geaeral observaiions relating
to the role cof sxchange 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
proulems would emerge regardless of tlie 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,
adjustrient 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 re-
strictive financial policies and exchange rate adjust-
ment. Such a balance must take into account tlie
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 issve 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-
rzngement for countries that need to rely on a
muderate inflation tax would be to devise a nomi-
nal exchange rate rule, under which the rate of the
craw] of the nominal exchange rate is fixed. Under
such an arrangement, the authorities would be
compelled to put in place appropriate fir.~ ricial 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 an extended period would help provide a
strong anchor for price stability.

INTERNATIONAL MONETARY FUND
Washington DC
March 1991
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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 a strong vote of approval
that belied serious divisions,
the House on June 19 ap-

proved a $15.2 billion Joreign aid
appropriations measure for fiscal
1992.

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 milit:ry assistance. It would
increase funds for devalopment and
population aid, along with a range of
programs aimed «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-
tion 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 ever become 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 1n administra-

By Carroll J. Doherty

1680 — JUNE 22, 1991  CQ

s 3 T
G I e e ol

“ABPROPRIATIONS 02

IR AR ALK AT 9

tion pledge that the presiden: 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 al ortions.

The Wisconsin D 'mocrat devised an
amendment, approsed by the full
Appropriations  Cc mmittee, under
which the U.N. agecy would receive
the funds only if Cngress backs the
administration's req iest to grant most-
favored-nation (MF V) 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 nat 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

would have supported any such com-
promise “‘sight unseen."

But Obey said the administration
did not try to negotiate a compromise
until one hour after his subcommittee
began marking up the bill, “obviously
too late to have an effect on anybody
or anything.”

Limiting 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 floot.
Many chafed under what they viewed
as an overly restrictive rule that
barrec floor amendments that had =ot
been submitted in advance.

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-1ll, 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, 264-145, 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
have been more striking: While law-
makers spent five days on the authori-
ration bill, conducting scores of re-
corded votes, the appropriations
measure breezed through with minimal
debate in less than three hours.

Even potentially contentious is-
sues, such as assistance to Jordan,
were resolved with little fuss. The
House approved an amendment by
Harold L. Volkmer, D-Mo., to cut off
all military aid to Jordan for the next
fiscal year. The administration had re-
quested $27 million in military assis-
tance for the kingdom.

But Obey modified the amendment
significantly, allowing the president to
provide the assistance if he determines
that it is “in the U.S. national inierest”
and certifies that Jordan has termi-
nated aid for Iraq and is backing the
Middle East peace process. The au-
thorization bill included much touzher
coaditions on assistance to Jordan.

The other amendments added dur-
ing Housz dcbute were uncontrover-
sial. An expected battle over military
assistance for Turkey never took
place. The bill reduces the administra-
tion's aid request for Ankara from
$625 miillion to $500 million, retaining
the congressional custom of providing
$7 in military assistance for Greece for
each $10 given to Turkey.

Edwards had considered an amend-
ment that would have permitted the
administration to lift the cei''ng on mili-
tary aid for Turkey. But ne avoided
forcing a divisive debate on the issue,
hoping that the Senate will restore the
administration’s full request. The chair-
man of the Senate Appropriations Com-
mittee, Robert C. Byrd, D-W.Va,, is Tur-
key's strongest congressional backer.

In what has become something of a
tradition, the House approved by
voice vote an amendment offered by
Rep. James A. Traficant Jr., D-Ohio,
that would require an across-the-
board cut of 1 percent in foreign aid
funding. Obey modified that amend-
ment as well, exempting countries
whose aid levels are set by Congress —
natior:s that receive earmasked assis-
tance — from the 1 percent cut.

Without that change, Israel, Egvpt
and Turkey would have been subject
to the aid reduction. Traficant had al-
ready exempted anti-narcotics fund-
ing and the deficit reduction piovision
from the cut.

The House approved Edwards’ pro-
posal to increase the amount provided
to the Democracy Coniingency Fund,
an account the president can tap to aid

emerging democracies, from $25 mil-
lion to $50 million. The administra-
tion had requested $100 million for
the fund.

Like all of the amendments consid-
ered, it was approved by voice vote.

"hanging Priorities

The basic thrust of the foreign aid
spending plan approved by the Forega
Operations Subcominittee was un-
changed by the full House. It sets sig-
nificantly different priorities than the
administration’s foreign aid request.

“The priorities in the
administration's budget do not
address the reai challenges
and opportunities.”

—Committee report on HR 2621

“The committee believes that the
priorities in the administration’s bud.
get do not address the real challenges
and opportunities” the United States
is confronting in a world that is *‘un-
dergoing rapid changes,” said the re-
port accompanying the bill. The panel
urged the administiation to “present a
more realistic budget for next year.”

The bill would reduce the adminis-
tration's request for foreign military fi-
nancing grants by $500 million, froin
$4.6 billion to $4.1 billion. While the
legislation would enable the adminis-
tration to provide $404 million in low-
interest loans, almost $100 million more
than the administration’s request, the
total for military grants and loans is
rearly $410 million below the request.

In its statement on the bill, the
Office of Management and Budget
said the reduction would “hinder the
president in fulfilling U.S. commit.
ments to our key friends and allies.”

Aside from Turkey, military aid for
two other Eurcpear nations where the
Unit:d States has military bases — Por-
tugal end Greece — would be fixed at
fiscal 1991 levels. Portugal would re-
ceive $100 million, $25 million under
the request. Greece would receive $350
million, the amount sought by the ad-
ministration.

The bill also would transfer half of
the military eid requested for the
Philippines. another country where
the United States has *“base rights,”
to development ussistance. The legis-
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lation fully funds the administration's
$160 million request for a multilateral
assistance initiative for the Philip-
pines, but it would shift $100 million
of the $200 million military aid re-
quest to development assistance.

That pattern extends throughout
the legislation. In reducing c~erall
spending on military assistance, the
bill would increase funds fo: most
development aid, as well as health and
child survival programs.

The primary program supporting Af-
rica's development reeds, the Develop-
ment Fund for Africa, would be funded
at $1 billion, $200 million over the admin-
istration’s request. And the bill would
orovide $400 million in aid te Eastern
Europe, a slight increase over the admin-
istration’s $369.7 million request.

The legislation would provide a
$104 million increase over the admin-
istration's $479 million request for
children’s health and welfare pro-
grams. including the "Jnited Nation's
Children’s Fund, programs to combat
AIDS and specific programs in Cam-
bodia, Romania and Laos.

The bill also would provide $680
million, nearly $170 million more than
the administration had sought, to aid
refugees around the world. The report
accompanying the bill notes that the
administration made its estimate of
refugee needs in late 1990, well before
the massive outpouring of refugees
from Iraq in the immediste aftermath
of the Persian Gulf War.

In addition to slashir.g requests for
increased military aid, the House also
rejected the administration’s request
for a $12.2 billion contribution to the
International M-‘netary Fund.

In a reflection of continuing con-
gressional hostility to any form of debt
forgiveness, the legislation would pro-
vide only $65 miilion of the $304 mil-
lion sought by the administration for
the debt-reduction portion of the En-
terprise for the Americas initiative, a
program aimed at piomoting eco-
nomic reform in Letin America.

And ihe House retained current
prohibitions barring the Export-lm-
port Bank from financing arms sales
overseas.

The Middle East

As has been the case for several
years, approximately one-third of the
funding in the foreign bill is directed
toward Israel and Egypt. Israel would
receive 33 billion, all of it in security-
related aid — the same amount that
wae provided in fiscal 1991.

In addition, the bill would retain a
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provision, first included in last year's
appropriations bill (PL 101-513} under
which Israel would be eligible to receive
up to $700 million in military equip-
ment drawn. down from U.S. stocks.
Any materi:] provided during the cur-
rent fiscal year would be deducted from
that total.

The bill also would extend a provi-
sioh 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 who 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 fiscal yesr.

Gther Issues

The House bill also:

© Deferred the divisive issue of mili-
tary aid to El Salvador until September
at the sdministration’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 i.:
good faith, or acts to scuttle the talks,
it should have a profound effect on
our decision in the f21l,” McHugh said.

@ Approved $20 million in develop-
ment and humanitarian aii for Cam-
bodians, in addition to the $5 million
in assistance for Cambodian children.

But the report accompt.nying the
bill expressed frustration that the ac -
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
of civilians during’its rule of the coun-
try in the late 1970a.

The report said the committee
‘would expect” the president to certify
‘hat no cooperation is occurring be-
.ween the Khmer Rouge and the resis-
ance before more aid cen go to the
esistanice. In addition, the report
irongly urges the administrution to
nake “a genuine effor’” to support ci-
rilians cther than those involved with
he resistance. .

® Retained the current reatriction on
iid to Pakistan, which the administra-
ion had sought to have lifted. The
rresident is required to cortify that
'akistan does not possess a nuclear
levice before Islamabad is eligible to
eceive U.S. aid. [ ]

682 — JUNE 22,1991 €Q

Foreign Aid Spending
Following are budget suthority 8 IR R At
totals in the fiscal 1992 forveign aid K. ¥ PROPR IONS |2~
appropriations bill (HR 2621 — H L R LA WAL ILE L Inah Ly Al
Rept 102-108), as passed by the —. Y e AT YA AT Ve AT Ve AV Vo &
House on June 19 (in thousands [P Ra “1 N ,‘ A ‘P
of dollars): A FLIRI IS 41 M N |
N Fiscal President’s House

Program 1991 Request il
Multilateral Ald .
International Monstary Fund (U.S. quota) $0 $12,158.000 $0
World Bank 110,592 70,126 70,126
Giobal Environmental Facitity 0 0 50,000
International Developmant Associaton 1,084,150 1,060,000 1,060,000
International Finance Corporation 40,351 0 40,331
Inter-American Development Bank 78.299 77,889 77.889
Enterprisa for the Americas investnant fund 0 100,000 100,000
Asian Development Fund 126,854 174,955 158.793
Afncan Developmant Fund 105,452 0 135,000
African Development Bank 10,138 8,987 8,987
European Developmant Bank 70,021 70,021 70,021
Ot ar multilatera! banks 23,602 223.026 41,026
State Department international programs 254,730 231,850 282,250
Fund for Agnicuttural Development 30,000 18,362 18,362

Subtotal $1,914,188 $14,193,217 $2,112,786
Bilateral Aid
Devaiopment assixtance 1,313,683 1,277,000 1,376,835
Sub-Saharan Africa, development aid 800,000 800,000 1,000,000
American Schools and Hospitals 29,000 30,000 30.00¢
International disaster aid 40,000 40.07% 70.00(:
Agency for Internationa! Deveiopment (AID) 474,884 51,039 519,039
Enterprise for the Amaricas:

Debt reduction 0 304,340 85.000
Economic Support Fund 3,991,000 3,228,000 3.216.624
Intemational Fund for Ireland 20,000 0 20.000
Assistanca for Philippines 100,000 160,000 160,000

Sector assistance 0 0 100.000
Assistance for Eastern Europe 369,675 400,000 400.000
Peace Corps 185,000 200,000 200,000
international narcotics control 150,000 171,500 150,000
Migration and refugee aid 520,648 510,557 680,000
Other bilateral assistance 175,367 189,611 185,361

Subtotsl $8,170,257 $7,832,047 $8,172,859
Bilateral Miiitary Ald
Foruign Military Financing 4,259,921 4,600,000 4,100,000
Direct Concessional Loans (subsidies) 0 {9,600 50,900

(estmated loan program) 0 (313,3%1) (404,000)
International Military Educa-ion end Training 47,198 , 47,198
Special defense acquisrion fund

(limitation on obixgations) (350,000) (275,000) {275.000)
Peacekeeping operations 32,800 28,000 28,000
Other miltary assistance 1,036,081 20,200 10,000

Subtotel’ $5,375978 « 740,500 94,235,095
Export Assistance
Export-import Bank 750,000 555,770 650,613
Export Assistance (lcans) 0 (9,525,000 (11,000.019)
Trads and Developmant 35,000 35,000 40,000
Subtotsl $ 703,000 %590,778 $680.615
Deficit Ruduction [ (] 135,000
Acrost-the-board cut e ) 150,822 ¢

TOTAL $ 18,245,405 827,65,542¢ 10,196,532

NOTE. Figures may not udd die to rounding
* Cut docs not apply 1o narcotics control, sarmarked aid or drficit reduction.
* Admunistration request includes 8270 million to refinance foregn military salea.
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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 with an unprecedented
opportunity to rethink and reorganize U.S.
government policies, programs, and spending
priorties in the section cf the U.S. federal budget
for “promoting national security and advéncing
America’s interests abroad.”

The recogniticn of these changes is
widespread ir: both Congress and the Executive.
President George Bush has spok=n eloquently
about the need for a new woild order. At the
United Nations last October, he caiied for a new
partnership of nations thai transcends the Cold
War. To promote our security and well-being, he
Said that we need *. . . serious international
cooperative efforis to make headway on the
threats to the environn.ent, cn lerrorism, on
managing the debt burden, on {ighting the
gourge of international drug trafficking, and _a
refu wees and peace-keeping efforts arcund the
world.” Similarly, a number of mfluential

‘members of Congress have called for a rethinking

of America’s global pricrities. The successful
effort 1o persuade couniries from East, West,
North, and South t¢ join the multilateral effort to
reverse Iraq’s aggression in the Per.iz: Guli

underscores the new opportunities to address the

challenges of a post-Cold War period.” .

Promoting National Seeurity.and
Advmni:ing Amervas Interests Abroad

'Y1992

The Administrations foreign policy
priorities are presented 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 budget? requests $34 billion to -
fund economic zid to developing nations,
including strategic allies such as Israel and Egypt;
military aid to over 100 countries; contributions

‘to international organizations; refugee and

rarcotics 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 slale in
recent years. Discussions have not focused on
foreign policy priorities but on w uether
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. .

Jotwr W. Sewell and Peter M. Stormn

Overseas Development Council

This alternative international affairs budget:
has 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 proposes a fund2mental conceptual
restructuring of priorities within the international
affairs budget. '

Overseas Duvt:lu;nm‘m Counil
Washington DC, 1991



PRESIDENT’'S REQUEST,

FY1992

Development and
Humanitarian
Assistance

Security
Assistance

TOTAL FOREIGN AID: $37.5.9 BILLION

ALTERNATIVE BUDGET, FY1992

Development and
Humanitarian
Assistance

78%

Security
Assistance

TOTAL FOREIGN AID: $14.3 BILLION



SAVINGS FROM THE PRESIDENT’S

BUDGET PROPOSAL

Transfer Other Foreign
e-— Military Financing
to Defense Budget

Eliminate Security
and Military Aid for
‘“Base Rights” Countries

o— Reduce USAIFID

Consolidate Internationa!l
Broadcasting Services

TOTAL SAVINGS FY1992-1996: $28.9 BILLION
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he Four Horsemen of the modern age

have been the Cold War and the nuclear
arsenals it has spawned, the widespread sup-
pression of human rights, global poverty and
hunger, and humanity’s unrelenting assault on
the environment. In developments of great his-
torical significance, the Cold War is at last
winding down, and democracy is rising
around the globe. But no comparable progress
has been made in reducing world poverty and
reversing environmental deterioration.

Nowhere are these problems more acute
than in the developing world. One billion peo-
ple in developing countries live in poverty and
hunger. Forty thousand children die daily from
causes related to this deprivation. Meanwhile,
expanding populations and inappropriate de-
velopment are destroying the fragile base of
soils, water, forests and fisheries on which the
futur lepends. The deserts are advancing,
while the tropical forests, with their immense
wealth of life forms, are in retreat. One and
one-half acres of these forests disappear every
second; scores of species are committed to ex-
tinction every day. Each of these problems is
deepened by the addition of almost a billion
people tc the world's population every decade.

A new era of international cooperation is
urgenily needed to address these challenges,
aid the United States should play a major role
in bringing it about. The time is ripe for a new
LS. mission internationally, one focused on
proinoting cooperative action to sustain the
earth and its people.

Expanded U.S. cooperation with develop-
ing countries should be part of a larger North-
South partnership founded on the mutual inter-
ests of all countries in economic progress and
environmental protection. Leading the way to-
wand such a global partnership for sustainable
development is decidedly in the U.S. interest.
In a world that is growing ever m.ore inter-
dependent, this country’s economic fate is inex-
tricably tied to that of the developing coun-
tries. & is the fate >f the environmental niche
Americans inhabit. The United States can no
more keep its climate within the comfort zone
without developing countries’ cooperation

PARTHERSHIP FOR SUSTAINABLE DEVELOPMENT

May 1991
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than developing countries can revive their flag-
ging economies and relieve the vicious circle of
poverty and resource degradation without
America’s cooperation.

Given the herculean challenges of the de-
veloping countries and the United States’ stake
in helping to meeting those challenges, our
country needs a bold, integrated program to co-
operate with and assist developing countries.
Unfortunately, the United States lacks such a
program. U.S. funding of development assis-
tance has been declining as a proportion of
gross national product (GNP) for many years,
and serious gaps exist in U.S. policies affecting
sustainable development.

It is vitally important to our nation’s future
that these trends be reversed now and that the
United States support initiatives for interna-
tional cooperation in environment, develop-
ment and population that match the grave chal-
lenges at hand. Major new U.S. initiatives are
urgeritly needed. America’s task must be to
help stimulate the kind of economic growth
that will provide sustainable livelihoods for the
poor and to promote concerted actions that
conserve the resource base, guard public
health, reduce population pressures and miti-
gate global environmental threats.

Within this framework, our Task Force has
developed a broad agenda for U.S. action that
we recommend for consideration by the Con-
gress, the administration and the public. Specif-
ically, the Task Force recommends that the
United States:

1. Launch a new capacity-building initia-
tive designed to help both low- and middle-
income developing countries shift to environ-
mentally and economically sustainable devel-
opment paths.

2. Support the creation of “sustainable de-
velopment facilities” within the multilateral de-
velopment bariks to catalyze an increase in the
quality and number of projects aimed at con-
serving natural resources and increasing their
productivity.

ENVIRONKENTAL AND ENERGY STUDY INSTITUTE
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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 for-
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
giobal demand for family planning services.

6. Launch a global initiative to raise the co-
cial and economic status of women in develop-
ing countries.

7. Urge increased market access for labor-
T8

intensive and processed developing country ex-

ports in multilateral trade negotiations.

8. Work to make the world trade regime,
the General Agreement on Tariffs and Trade
(GATT), more responsive to environmental
needs and objectives.

9. Adopt strong domestic economic incen-
tives to increase U.S. energy efficiency and re-

PAPTNERSHIP FOR SUSTAINABLE DEVELOPMENT

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 reassess
“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 environmen-
tal issues. They should be pursued by the
United States in these and other appropriate
settings as well as through other congressional
and presidential actions.

ENVIRONMENTAL AND ENERGY STUDY INSTTTUTE
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Revitalizing U.S. Economic
Cooperation

by G. Edward Schuh

Imost a year ago,

the Board for In-

ternational Food

and Agricultural
Development and Econom:c
Cooperation established a task
force to study the revitalization
of U.S. foreign aid. The original
mission of BIFADEC was to
revitalize foreign aid for agri-
cultural development. How-
ever, the implications of the
study go far beyond this nation’s
interest in agricultural develop-
ment. Hence, the final report's
analysis and recommendations
will include other sectors.

The U.S. Agency for Interna-
tional Development (AID) has
contributed financial resources
for the study, as have the Ford
and Rockefeller Foundations
and the U.S. Department of
Agriculture. These agencies and
institutions have granted re-
sources to the Humphrey Insti-
tute of Public Affairs to ensure
independence in the study's
analysis and conclusions. The
task force is supported by an
advisory committee whose
members are drawn from both
the private and the public sec-
tors.

WHY ANOTHER STUDY OF
FOREIGN AID?

Recentyears have witnessed a
plethora of foreign aid studies.
Some academics have probed
in depth the successes and fail-
ures of foreign aid programs
since their inception. Others
have focused on how foreign
aid can be reformed to make it
more effective and to better
serve U.S. interests. Congress
completed itsown study in 1989
in the form of the Hamilton
Report, and AID has under-
taken a significant self-study.

Despite this considerable ef-
fort, BIFAD (the predecessor of
BIFADEC) was motivated by
three factors in appointing the
task force. First was the ne=d to
build a new coalition in sup-
port of foreign aid. The United
States ranks last among the 17
industrialized countries in the
share of gross national product
itallocates for foreign economic
assistance. That share is now

This arnticle is a preliminary repon of the
BIFADEC Task force that is studying how
the U.S. foreign aid program could be revi-
1alized 10 better serve its national interests.
Dr. Schuh is Chair of the task force.
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only slightly more than one-tenth of 1 percent of
GNP, a far cry from the 3 percent allocated
during the Marshall Plan. This small share does
not seem consistent with the stated U.S. goal of
helping those in desperate straits in the develop-
ing countries. )

Second was the belief that 2 new and cohesive
rationale was needed for foreign economic as
sistance if the national effort was to be revital-
ized. This nation began mzking a major commitment
to foreign aid in the aftermath of World War 11
Political and economic conditions both here and
abroad have changed aignificantly since that
era. The rhetoric that motivated America then is
no longer relevant in today’'s world.

Third, BIFAD believed that a aew paradigm
was needed for America’s aid program. Given
the enormous changes in the internaiional economy
and the international political system, it seemed
clear thai new ways of extending a hand to other
countries were badly needed. The task force has
taken on the important assignment of designing
such a paradigm.

Foreign economic assistance is widely dis-
credited by the U.S. body politic. Yet there are
success stories around the world. A recently
published study by Willis Peterson of the Uni-
versily of Minnesota shows that the social rate of
return on investments in foreign economic as-
sistance has been 50 percent or more in real
terms, an unusually high rate of return.

IMPORTANT ISSUES

A number of important issues have surfaced as
the task force has worked through its analysis
and begun to design the new paradigm. It is
worth noting, however, that one of the distinguishing
factors of ihis study is the extent to which it
focuses on changes in the economics of U.S.
foreign aid programs.

Declining Attention to Agriculture

The 1ask force is concerned about the decline
in attention being givento agricultural development,
not only by bilateral agencies such as AID, but
also by multilateral lending agencies such as the
World Bank and regional development banks.
The task force believes that this reduced atten-
tion to agriculture is misguided and will lead to
reduced productivity in foreign economic assistance.
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The reduction in emphasis on agriculture ap-
pears to be based on a failure to understand how
agriculture contributes to general economic de-
velopment and what is happening in globual
agriculture. With respect to the first failure, it is
now generally recognized that agriculture s share
of a nation’s labor force and GNP dechnes as
economic developmentincreases. That is progress.,
because it moves away from past ¢lforts 16 use
agriculture as the employer of last resort. How-
ever. that tendency does not mein that agricultural
development efforts should be abandoned or
that development efforts should be redirecied
exclusively to the nonfarm sector.

Agriculture’s importance is determined for the
most part by the fact that everybody eats food.
Therefore, the benefits of supply-side development
efforts that lead to a reduction in the real price
of food are widely distributed among the members
of socizty. Moreover, because low income con-
sumers spend a larger share of their budgets on
food than do upper income groups. the benefits
of such development efforts are distributed in
favor of the poor. This is why the sociul rate of
return on investments in agricultural rescarch o
produce new technology for food commadities
is so high—from 70-80 percent to, in some ciases,
more than 100 percent in real terms.

Spreading the be: efits of economic develop-
ment so widely is a sure means to stimulate
secondary growth on a broad scale because the
increased income goes to consumer groups that
have a high propensity 1o spend. In addition.
agriculture has a comparative advantage in many
developing countries. Introducing new technol-
ogy into the sector, which raises productivity
and lowers the real prices of these commmodities
in the domestic economy, helps make the coun-
try more compeltitive in the international economy
and thus helps increase foreign exchange earn
ings. These earnings are needed 1o service debt
incurred in the past 2nd to finance higher rates
of economic grov'th.

. .-

- he other failure is the lack of under-
- 1 standing about what is taking place in
the global agricultural sector. The apparent suc
cess of the Green Revolution and the accumula-
tion of stocks in developed countries have led
many observers to conclude that the world food
problem is solved. Nothing could be further
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from the truth. First, the costly stocks carried by
the European Community and the United States
are largely a consequence of their misguided
agricuhural 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-
graphically about as far as they can. Increases in
output from this source are expected to be
smaller in the future.

Finally, and perhaps most serious, 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 the capacity
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 11, 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 governmeant-to-
government besis. But the world is not like that
today. A large international capital market exists

from which countries that pursue sound eco-
nomic poiicies can borrow. Thus, the need for
bilateral and multilateral development agencies
to provide capital on cercessional terms 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
occurin 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 ihe issue is not so
much the quantity of capital as the quality.

International trad= has also grown rapidly in
the post-World War Il period. This increases the
developing countries’ ability to earn the foreign
aid they need tofinance a higher rate of economic
growth.

Changed U.S. Interests in Foreign Aid

For most of the post-World War II period. the
U.S. commitment to foreign aid was driven in
large part by the Cold War. The United Staies
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 for a 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 countries experience economic growth,



they will constitute larger markets for the U.S.
economy. These murkets can forim the basis of
U.S. economic growth in the future.

The second base is more pervasive and, over
the longer term, more important. U.S. hegemony
inthe international economy and in the int2mational
political system has declined significantly over
the years. In the aftermath of World VWar 11, the
United States accounted for approximately 50
percen: of global GNP. It was also the techno-
logical and scientific leader of the world and
maintained a military presence around the world
that allowed it to protect its widespread economic
and political interests.

That situation no longer prevails. The U.S.
share of global GNP has declined to about 25
percent. It has lost its technological and scien-
tific leadership in field after field. America has
let its own economy slip into disrepair, with the
result that it no '‘onger commands the presence
it once did. Perhaps most important, in the
decades ahead and for the first time in their
history, billions of people in developing coun-
tries may be empowered with Western-style
economic growth. All of this means that in the
future, America as a nation will increasingly
have to live by its wits. Therefore, it should give
high priority to learning more about the rest of
the world and to accessing the new technology
being produced on an ever greater scale in both
developing and developed countries.

Changed Interests in Developing Countries

As the U.S. motive to give foreign aid has
changed significantly, so has the developing
countries’ motive to receive it. These countries
increasingly recognize that investments in science
and technology are the basis of economic growth
and development. They increasingly want to
access knowledge, or the ability to produce that
knowiedge, in other countries. In addition, they
are more chary of the dependence that comes
with misguided foreign aid programs.

OTHER ISSUES

The task force is also addressing other issues,
including the emergence of the newly liberated
countries of Eastern Europe, the growing recog-
nition of the seriousness of global environmental
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problems, and the increasing importance of
providing assistance to establish democratic societies

THE NEW PARADIGM

The new paradigm for America’s foreign aid
program has a number of important elements.
First, the task force belicves that the United
Staies should abandon the cencept of foreign
aid per se and articulate what it does in ternis of
internationa! collaboration. What America docs
shouid be conceived as in its besl interest, and
America should stop justifying its programs on
the basis of bencvolence except for the humanitarian
aid it provides during natural disasters. Second,
the U.S. emphasis should be on investing in the
development of human capital, both at home
and abroad. The United States should seek
collaberative efforts in research and education,
not only in developing countries but in devel-
oped countries as well. These endeavors will
help other countries, but they will also help this
country by developing a stock of people
knowledgeable about the rest of the world at the
same time that .hey add to the knowledge base.
The realization of such complernentarities should
guide all of America's actions.

X !
: eveloping viable institutions should be
—Z i an important goal of U.S. international
collaborative efforts. In helping to develop more
viable institutions in other countries, the United
States needs to undertake a major reform of its
own education and research institutions. This is
of major significance to American universities
and other education institutions, which badly
need an international perspective. But it is also
significant to America's health institutions and to
others that the nation uses to engage the inter-
national economy. In addition, the United States
should include a broader range of domestic
institutions, such as the Department of Agricul-
wure, in its international collaborative efforts.
Finally, food aid programs should focus on
increasing school attendance of low income
groups in developing countries. If directed to-
ward that end, such programs will not only
reduce the specter of malnutrition and starva-
tion on the international scene, but alsc improve
the educaiional attainment and health status of
disadvantaged groups.
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Anticommunism used to govern the
distribution: of aid; now the guiding
principle cculd becine development of
markets for US exporters

Foreign Aid Askew

By David L Sieinberg

HE Gult war hat fucused
I dicusvion of United Mtares
fegn aid on sebialding
thataiea of the worid. Buta more
penasne, and perhaps more ine
ponant. issue 18 now surfaang
Two generatons of Amencann
have been tald by then leaders
that the rananale for furergn aid
was anicommunism and secunin
Sune the Marshall Plan in Eu-
rope following Warld War 11, all
admimstiatins, Democratic and
Republican. have sld the fun eign
ad progiam 1o Congress and the
Ameran people as 2 means of
supparung the “fier world ™
True. ad did other things It
prnvided humamitanan reliel 10
needy peoples and disasier asyiut-
ance n tines of calanmin The
bulk of the aid. homever. was 10
teward fnends to shue up shads
geverniments - a few demacratic,
M k. o prevent amernal
evoluton o external aggies.
st and to encouage suppon
for miernatonal polices felt 1o be
inthe US naninal interest

I N conrrau 10 Japan, kaegn

anl has never been populas

nthe LS, enther in Congress
o among the peuple. To counter
thn. satious admansti anons have
cmbaned  the  natonal-imierest
wles puch with mone lacally di
1ecied selling how mach of evenn

cAmercan dolla authonzed fin

foreign asstance wem badi. o
the U and ideed 1 mdiadual
cngressional - dincas. for the
puichase of kxal gonds and ser-
AT 4

(Mien acadennc  insiununs
thas benefied fom 1echnical-as
SN (IR AV OF TraIning pro-
grams have been encouraged 1o
ket then yepreenianes i Cam.
gress bnow how amponant for-
g il was 1o them

With the end of the cold war,
the pnnificanon of Joeign ad »
palpabhh sduting Humannasan
awvanee. drasier aeliel. antl o
vanens ol other well-meaning and
necded prograns will cenamh
combmnie The Buch adminniya.
ton has come up winh a new oo
figmanion of protoes, induding

encouraging demacrany, the pn-
vale seaon, lamih values. a beiter
emnonment, and more elleiive
nanagenent Thew  categores
fepresens new pachaging. hui a
connnmi ol previous «mphases
Lien adminivtation wihes
plate us own public stamp on fun-
en wd

The European  Commumn
and Japan w then foregn ard
programs are alw kel 10 stiens
denvmratc values

The esential changes in the
new apprasch lie no i the nzw
categones = they aie well-mean.
ing. if sumewhat simplisticalls ap-
peal.ng 1o an essentalh Amer-
wan  audience. The  mnore
fundamental issue is in the redef-
mton of the underhung nanonal
imeres i the foreign-aid prov
gram away from seconm.

The nanonal interest is now
defined as economic ~ a wiong
appeal 1o immedine Amencan
foncerny A mapn portion of fin-
eign aid v 10 be used 1o support
the pmaie seciul overseas This
B aothing ew; 1 was enphassed
4 dong ago as the hennedy ad-
murwstration, but bad i full flow.
enng under Prosident Reagan
What s new in the Bush plan is
an effor 10 awant duecth Ames.
ian businesses that compete on
cenamn world markets with ea-
pots an which the LS hay a din-
ot advantage: telecom.
munkanons and transpunaiion
equpment, for example. and ma-
1 nfrasirucure  consiruaion
nuteriel

Previoah.  admunistrations
suppaned thr prvate sectn con-
ceptualh < that i, both foneign
and 1adigenoue pmate serion

Now the emphast has shilied 10

dinea suppont 1 Amencan cor-
porationm This will be schieved
through “mined ciedus,”™ capuial
pronsded both ar commercial and
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Programlinicies raiey

Lre of the foregn-aid pro-
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PRRHUIES ll’ ‘\\Illlllllll)ll\' |hJ|
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the @gument goes), and 1hat (he

US an prinsde guods and wn-
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develop

There are major dangers in
this approach. I8 oine agan em-
plhasizes the shonaerm US need
= Row etonomn intesests and

cdter expons invead ol com-

ung commumism - rather than
the longer-term guahs of raning
siandards of lvng and thus pro-
motng eveniual mathes and
evonumic wabibie.

This appiaach alws encour-
20es gicaier eapendituies on
irfiastructure, where the US has
som advantage in the luﬁph of
heavs equipmient. rather than on
the alleviation of poverny

Il pursued. this plan vould
kead the LS i0 abdicate the con-
ceptual leadesshap of the world in
foreagn asssiance.

r HE Fureign Assistance Act
of 1974 still ficuses on the

pour in developig coun-
tnes. Tiue, the av needs relorm
It hay so mam diflerent prow
sioms for reaching the poor that
any administratem o agenay
mav pick from a menu of pnon-
ties and do whatever it wishes.
One ol thiwe appioaches was 10
expand emplosment thiough the
piaie s 2 3 means of alle-
vialing paens,

Num, however. the adminiura.
tion has explicith indwated that
the prrate seqor s suppaned “ay
an end in iuelf”

Many in the US will not be
comforable with a foieign-aid
program that will direct profiis
tovard specific industries and
businesses Farst. it is one thing 1
vphold the winues of hxal and in-
ternanonal - marketplyces.  but
quite anather 10 skew these .
Lets This approach oice again
beaves the pan behind, &5 even
secondan beneficiaties

Further, LS aflicials could be
imohed 1 astisting indinidual
mdustries, this raises the specter
of specidd interests, insider dedls,
and favontnm. There should be
betier means than the i eign-ard
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DOWN GRADE FOREIGN POLICY

" ‘By William G. Hyland

e are i a3

other Great

Debate

.abosst Amer-

scan foreign

policy. Be-
fore the guif war, the ernerging con-
ventior:a) wisdom was that America
wis In decline, about 10 be replaced
by the nrw economic giants, Japan
and Germany. Miliary power wouk!
count for kess, and economic factors
wrould be decisite in ghaping the new
wurld order.

The gulf war shattered most of this.
No power other Lan the United
States could hove managed the crisis
or fought the war. It was a great
victory, but thus far it has been more
a stimulant to American morale than

© @ guide to the future.

Gen Worman Schwarzkopf's bri}-
Liant campaign was of little belp w
Treasury Secreiary Nicholas Brady
when he pleaded with Japan and Ger-
many for lower interest rates; nor
has it strengthened Secretary of Siate
James Baker’s diplomatic hand Na-'
tions pay in the expectation of future
favors, not Ln gratitude for past ones.
‘The Arats’ ingratitude apparently
knows po bounds. . :

In any case, the “defining mo-
ment" President Bush has spaken of
was not the war against Irag, but the
end of the cold war. The Unitad States
has never been less threatened by
foregn forces than it s today. But the
unfortunate corollary is that pever
since the Great Deop-ession bas the
threat 1o domestic w.!'-being been

May 20, 1991

We must take
a psychological
turn inward
and face our

Je

domestic crisis. . - - ot cans

ation of NATO. It {s oo longer suffi-
cient 1o submit separate programs
for education, crime Or transporta-
tior. No rnatter how meritorious, they
convey an impression of business as
usual. A doctrine that recognizes that
we d0, in fact, face a domestic crisis
and that outlines a program for deal-
ing with {t is sorely needed. And such
a doctrine has tc be supporied with
real money, fust as the Marshall Plan
was.

* Of course, it is natve to believe that
simply by proclaiming a new doctrine
we can then reduce foreign aid by
one-half and transfer §17 billion for,
say, the war on drugs. Nor would
wrenchung another §25 billion “'peace
dividend" out of the defense bxwiget
mean more resources for education.
Unforiunately, Washington does not
work that way.

What 13 desperately required ts &

ps/chological turn tnws.~4. 1t will of ©

necessity be a careful turn, but {1,
must begin soon. : Lo
This turm will affect foreign policy
Taking on new commitments in the
Middie Eas' and Persian Gulf while
maintaining most of the old ones in
Eurcpe, and the Far East cannot be-
justified in the face of a disastrous
domestic agenda: :rime, drugs, edu-
cation, urban grises, Federa) budget

Geficits and & constant squeeze on the
wmiddle class, the backbone of our
&enocracy. -

Without & major change in atutude
and s diversion of resources, by the
turn of this century the nation will
still be caught up in a soc:al and
economic crisis, but eur (oreign pol-
¢y will also be floundering for lack of

N

We have 10 learn 0 trust the Ger-
raans and the Japarese, duficult e
wiat may be. That trust will be evi:
denl If we pull our forces out, leaving
behind only a skeleton structure for
kemergency redeployments. We can

. $afely withdraw, because neither Chy

+» 88 nor the Soviel Union will pose %!

7 threat for the remamder of Uus de-
cade. The only conceivable exception
s Korea, but there 18 0o longer any
oeod to keep ground troops there.

In the Middie East, the situation i§,

" obviously different. There are sull
threats 1o our tnterests. We bad)

' ‘Dverestimated, however, the {mpac
of our victory over Saddam Hussen:

" It was precictable that Secreiary

* Baker would encounter resastancs 10

- an Arabrlarach peste walernenxe*

- Arab kaders fear that they psopars
duzed their regimes by alighing thems
selves 5o clasely with the Americans}
Israeli leaders believe they sel u dany
gerous precedent by acceding to
American pleas not 0 retaliatp
against the Scud atiacks. .

In our frustratlon, it 1s tempting tp
tncrease our leverage through weap-
ons sales, jont military exercises and
prepositioning of equipment, and
even air and naval bases. This policy
will not only be costly but eventually
it tvill brang us into confrontaton with
Israe] — a strange outcome for a war
fought in the name of freedom. .

The gull war bought us ime. The
situation is less dangerous. The im-
mediale issue is not & grand confer~
ence, nor progress on the West Bank,
but whether Sytia is a1 Yong last will-,
ing to take the path of Anwar ¢l
Sadat. Quiet diplomacy might bring’
this about, but not If.we now
tee the security of the Arab states for
nothing. A better course wouid be to
bargain any new Amercan miliary-
ecmmitments for Arab conosssions
in the Isruel peace process. |, o

‘Since Pearl Harbor, we kave beenr
able to wake care pf our dornesiig
problems and guard our national sow
curity. In a crisis, we could continuve

public suppon orwedersianding. Thd a5 before, although at an Increasing

American people are not likely to
endorse a foreign policy constantly
Justified ai & “moral" obligation that
belps everyone else from Kurdistan
o Bangladesh Nor will they happily
forgive huge foreign debts or pay for
& $200 bilhion to $300 billson defense
budget tf the main enemy is pot the
Red Army but “instability."

W need 10 stan selectively disen-
gaging abroad to save resources and
seize the unparaticled opportunity to
put our house ¢ orcer. We should
avoid prw entanglements in the Mid-
dle East, withdrew the bulk of eur
arroed foroes from overseas and ot
back drastically on foreign ald

Tbere is no longer a persuasive
threat that requires keeping mmore

cosL. But the polnt i that we no longer
hove to The enemy 1t not at the ||l&
but 1t may already be inride. :

Wiliam G. Hyland is editor of Foreign
Aflairs maziu._

than 500,000 ground, air and naval *

forces tn Europe or the Far East
Why should Americans pay (o defend
rich European allies, or spend $800
million a year to remt naval and air
beses In the Philippines? If large
American Torces do rematn abroad,
they will become ton
Woops to guard against the resur-
gence of Germany and Japan. .- ...



OEFENSE & FOREIAN POLICY

Congress Clears Refug
Bush’s Signature Expected

POSTWAR IRAQ

n the immediate af-
Ilermath of the Per-

sian Gulf War, it
would have been impos-
sible to predict that the
United States’ military
triumph would come
with a price tag of more
than $500 million for
relief operations in and
around Iraq. Now, few
lawmakers believe that
a half-billion dollars
will be enough to meet
humanitarian needs
there and elsewhere.

Congress took the
first step toward ad-
dressing those needs
May 22, upproving the
conference report for a
$572 million supplemental appropria-
tion bill (HR 2251) for fiscal 1991. It
would include $556 million in disaster
and refugae 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 1o 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 Senats approved
an $85 million increase cver the ad-
ministration request for State Depart-
ment disaster and refugee sid ac-
counts, which have been drawn down
to respond to the Kurdish crisis as
well 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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Kurdish men haul water to cope with shortages in Erbil,

$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-
nizations 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 2251 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 deemed to be
exempt from federal spending limits.

Expecting More Costs

The consensus among members of
the 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,

Adiministration 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 of May. The administration has
indicated, and lawmakers agree, that
more money also will be needed to re-
spond to other emergencies in

ee Aid;

this country.

The legislation would
require the administra-
tion to report to Con-
gress within 10 days of
enactment on “un.
funded dire emergencies
because  of floods,
drcughts, tornadoes, un-
employment” and other
. disasters.

o In conference, House
f negotiators agreed to
drop a provision in their
version of the bill to fund
the extra $85 million in
State Department spend-
ing from unspent foreign
wepsanons  aid, mostly assistance for
irag. Pakistan.
The aid program for
Pakistan 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 Stats 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 Nicarapua.

House negotiators accepted Senate
language funding the State Depart-
ment’s activities entirely from interest
on foreign contributions, but they won
inclusion of a requirement that the ad-
ministration notify Congress before re-
allocating the Pakistan aid.

The House conferees also agreed toa
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-
cluded 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 by
other private groups. ]
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OPERATION KINDER AND GENTLER

hen U.S. military forces are
dispatched to foreign lands,
usually it is with guns blaz-

ing and aircraft bombing—or at
least with the explicit threat that
they soon might be. What, then, are
all of these American troops doing
in northern Iraq and Bangladesh?
Among other things, they are exer-
cising what is emerging as an
expanded post-Cold War military
mission for the United States: hu-
manitarian relicf.

In what the Pentagon has dubbed

response,” he said. “However, they
will increasingly be called upon to
perform such missions as humanitar-
ian assistance, disaster relief, coun-
ternarcotics operations and peace-
keeping.” )

The Army's 1991 report echoes
that view: “Traditionally, [our]
expertise has been used in connec-
tion with military operations; howev-
er, these skills are now being applied
in innovative ways,” it says, by pro-
viding “health, technical and man-
agement assistance to nations to fur-

Operation Provide Comfort, U.S.

ther their development and promote

transports have helped haul more
than 13,000 tons of relief supplies to
Kurdish refugees. More than 10,000
U.S. troops are assisting the hundreds of thousands of hard-
pressed victims of the uprising that followed Operation Desert
Storm, the American-led war against Iraq.

And, in Operation Productive Effort, an eight-ship task force
with 4,600 marines and 2,965 sailors has dropped anchor in the
Bay of Bengal to help 10 million survivors of an April 30 cyclone
that killed more than 100,000 Bangladcshis. “It is great to be
her= doing the reverse role of a soldier,” a Navy commander
told the Associated Press. “People think soldiers are trained
only to kill. That is not so.”

Pentagon spokesman Louis A. (Pete) Williains denies any
wider significance to this flurry of humanitarianism. “It’s very
much a case-by-case basis,” he said. “If you look at the situation
in northern Iragq, that is a result of Operation Deser: Shield and
Desert Storm. In Bangladesh, it’s a matter of matching up the
United States military's unique ability to respond quickly with a
great number of helicopters and hovercraft. There’s really no
other place to go for that kind of a response.”

In its various annual reports this year, however, the defrnse
establishment places a heavy new stress on its ability to deliver
not only bombs and paratroopers anywhere in the world, but
also rescue and relief services. “The humanitarian and civic
assistance programs of the Department of Defense have signifi-
cantly advanced U.S. national security cujectives,” Defense Sec-
retary Dick Cheney told Congress in his 1991 annual report. By
providing such excess materiel as food, medical supplies and
tents, he says, the Pentagon “has assisted people in need in over
40 nations and strengthened our security relationships with
friendly governments.” .

This is hardly a new role for the U.S. military; the Air Forcg
says it has run 360 humanitarian missions since the end of
World War I1. But with the Soviet Union in full retreat and last
year's Third World bogeyman—Irag—recently humbled, the

" services are eager to talk up nontraditional, budset-justifying
roles. And so, while counternarcotic operations were the leitmo-
tiv of last year's budget presentations, the emghasis now is on
humanitarian missions.

“We can no longer plan our deployments on traditional
assumptions of Cold War confrontation,” Adm. Frank B. Kelso,
the chief of naval operations, recently told Congress. “During
the coming decade, deployed naval forces will still perform their
traditional missions of deterrence, routine presence and crisis

their stability.”

Not all such missions are overseas.
Outside the Storm, a pamphlet
heralding the Army's post-Persian Gulf war “vital missions and
important work,” touches on the war on drugs and “protecting
planet Earth” (even reprinting a syrupy ode to environmental-
ism from the 1989 Sierra Club Wilderness Calendar). But it also
spotlights the 2,700 troops deployed in the wake of Hurricane
Hugo in 1989 and the 23,171 Army National Guard troops acti-
vated last year for domestic crises, including “providing security
for armories being used as shelters for the homeless.”

The Army booklet also devotes a section to “helping Panama
rebuild.” Like most other American wars—ihough not Viet-
nam—Operation Just Cause, the December 1989 invasion to
bust Manuel A. Norizga, has led to a relief effort. In Panama, it
is Operation Fromote Liberty, a “nation-building™ effort to
restere some of what was destroyed. “Everyone has benefited,”
the Army reports. “U.S. soldiers gain from doing their jobs, get-
ting good training constructing buildings, paving roads or treat-
ing patients. The people of Panama get much-needed medical
treatment, new roads and better school buildings.”

The Pentagon is also underlining its ability to carry out rescue
missions. In Operation Sharp Edge, a four-ship amphibious
group with 2,335 marines sailed to Liberia during that African
nation’s civil war in August. By December, some 2,600 foreign
nationals, including 330 U.S. citizens, had been evacuated and
hundreds of thousands of Liberians given relief assistance. In
early January, Marine Corps helicopters flying from two
amphibious ships for Operation Eastern Exit vescued 260 peo-
ple from 30 countries, including the U.S. and Soviet ambas-
sadors, from another war-torn African state, Somalia.

The American military really does have a “unique ability” for
rapid-response relief operations, and so the new emphasis on

* this mission is unlikely to arouse policy critics—unlike the mili-

tary's role in the drug war. Anyway, besides being a life-saver for
people in Bangladesh and elsewhere, the new humanitarianism
also boasts some realpolitik benefits.

“Humanitarian operations in response to disasters also play a
role in supporting U.S. national security objectives by providing
foreign populations with a favorable image of the United
States,” Air Force Secretary Donald B. Rice noted in testimony
earlier this year. Or, as the Joint Chiefs of Staff observe in their
1991 Joint Military Net Assessment report, nation-building exer-
cises and the like “extend our political good will and access to
foreign markets. [ ]
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Disasters Strain Tight Relief Budgets

hen relief officials P ' L emergencies  elsewhere.
describe the enor- (V- (Story, p. 1211)
It is not unusual for the

mity of this season of far-
flung disasters, they turn
to biblical metaphors.
“It's like the 10 plagues," .
said one cfficiai with the
U.S. Agency for Interna-
tional Development
(AID). “I juat don't know
where it will hit next.”

As members of Con-
gress broaden their focus
beyond the Kurdish refu-
gee crisis in and around B
Iraq, tke list of disasters
is daunting: The cyclone ¥E3) &
and flood in Bangladesh :
claimed nearly 200,000
lives, with more deaths
likely. A cholera epi-
demic is spreading in Latin America. Costa Rica and the
Soviet republic of Georgia have been wracked by deadly
carthquakes.

Yet all of thess catastrophes will probably be
dwarfed by the emerging famine in the Horn of Africa.
According to a rzcent 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 the
Sudan 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 Drganization.

But & massive effort has also been urged in Lehalf of
Bangladesh. Storms and floods left 10 million peaple
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, and 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 hes 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

Mombaers are advocating U.S. assistance 1o relief etorts such as
this center that feeds famine victims in the Sudan.

agency to exhaust its re-
kd sources so quickly or to
| “borrow” money from
other accounts, according
to Natsios. What is unique
about this year is that mil-
lions of people are still at
risk in the Sudan and the
rest of Africa.
) Among factors that
—y make the Sudanese trag-
" edy almost impossible to
manage: The ongoing civil
war has turned food deliv-
eries in the countryside
into a life-threatening
venture; the Khartoum
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.

CATHOLIC RELIEF SERVICES

Rep. Hall Urges Intervention

Rep. Tony P. Hall, D-Ohio, who lias 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 government
and deliver food directly to those in need.

“We neced a way to get around the sovereignty of a
country — if we have to — in order to prevent a hu-
manitarian disaster,” he said.

During the Kurdish reiief operation, the United States
and its allies bave violated Iraq’s sovereignty to provide ad
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
& 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 "'k most governments. But Natsios candidly
acknowledgad 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.”

—Carroll J. Doherty
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Givers Are Responding to a Flood of Disasters

Some Charitable Organizations Report American Donations Running Ahead of Last Year

By Dana Priest
Washington Post Staff Writer

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 chantable giving by
Americans is up.

“We do feel the public is being
generous,” said CARE spokeswom-
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 Ser-

vices, an umbrella group of U.S.

¢hurch-sponsored relief and refugee
assistance programs, had collected
18.3 percent more in donations
than the saine time a year ago.

And the American Council for

Voluntary International Action, an
umbrella group of 132 private 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, chzirman of the council. “Other
than for the recession, I think donor
response has gone up.”

Initially, 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.

“I don’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 mcre 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.
fhomeless] 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 Guif 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 Africa 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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C,entra! America: 10wara the Year 2004

“Now it falls to us 1o strive toward a developed Central cratic hemisphere enjoying the benefits of free trade, increased
America, one capable of meeting by itself the basic needs of each  investments, reduced debt and a clean environment. A compan-
‘| of our citizens. We see integration as the means for achieving ion initiative, the Partnership for Democracy and Development
V' thisdevelopment, and aspire 10 see Central America linked to in Central America, will enconrage 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
“Declaration of Antigua, June 1990  a new U.S. economic assistancc strategy for Central America in
: the 1990s. The strategy is in keeping with the broad objectives
4 7' hen you look at the map of the isthmus today, you'r identified by the Central American presidents in the Declarations
; 7 sceing a new Central America. For the first time in of Antigus (June 1990) and Puntarenas (December 1990). The
history, all the countries of the region—from Agency’s economic assistance programs will focus specifically
Guatemala to Panama—have democratically elected govern- on three objectives—the development of stable, democratic
ments in place. Ten years ago, that was societics; the achievement of

broad-based, sustainable econom-

true of only one Central American .
% ic growth; and the attainment of

country, Costa Rica.

“The movement toward democracy
hasbeenremarkable,” says James Michel,
assistant administrator for Latin America
and the Caribbean for the U.S. Agency
forInternational Development (USAID).
“The civilian governments in Central
America all came 1o power through elec-
tions in which they defeated incumbent
govemments. All are carrying out eco-
nomic reforms that hold the promise of
opening their societies ie broad partici-
pationin the benefits of growth. There is
reason for rcal optimism that the 1990s
will be adecade of progress in deepening
the roots of political and economic free-
domineachcountry of Central America *

Support by the United
States for ths ongoing efforts
of the Central Americans to-
ward democracy and deve}-
opment takes many forms.
The Enterprise for the Ameri-
cas Initiative, announced by
President Bush last June and
well received by Central
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_ Americans, envisions a demo-

effective regional cooperation.

It is clearly in the U.S.
interest to assist its neighbors in
proving that the expectations of
democracy are well founded. If
elected governments, with their
market-based economic policies,
cannot demonstrate that their
principles work in practice for the
benefit of all segments of society,
then desperate people may again
be tempted by extremists. And
today’s brightening prospects for
long-term stability and broadly
based growth in the hemisphere
may be placed in jeopardy.

Background

The civil war in Nicaragua
was only one manifestation of the
problems that beset Central
America in the 1980s. Early in the
decade, economies throughout the
region were recling under the
combined impact of the oil crisis,
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the subsequent reces-
sion and lower world
prices for traditional
commodities, highin-
terest rates and their
effect on the balloon-
ing debt burden.
These external factors
were exacerbated by
inteal conditions of
political instability
and inadequate eco-
nomic policies. For
Central America, the
economic decline in
the 1980s was the
worst since the 1930s.
Per capita gross na-
tional product fell;
extremely high un-
employment was

1981

Central America

i | Elected civilian governments

Dictatorships or military regimes

To help Central
Americans deepen the
roots of democracy,
USAID continues to
provide training and
technical assistance in
areas such as legislative
organization and
management, the
administration of
Justice, financial
management systems
and standards for
professional journalism.
The Agency also
supports the develop-
ment of indigenous
public policy research
centers and seminars for
labor leaders and other
advocacy groups, as

Costr:

1991

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 incoine
(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 assistance 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 tiie 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 monality 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;

e 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, oeliefs and
information that support democratic pluralism and are required
Jor =ffective leadership,

well as assists orpaniza-
tions devoted to the
protection of human 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. Pan
of the Agency’s strategy is to help the Nicaraguan government
tumn around a devastated economy. Unermployment, inflation and
debt have ail 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 tw. 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, is one such student.
The 21-year-old is the eldest of 1] 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
months earlier. He wanted to retum to his studies but had
given up hope of ever continuing his education. Now he
is one of 120 enrolled in an Agency-sponsored computer
course, and he has opportunities he had not dared dream
of before.

Open Trade

The region has begun to realize the benefits of
economic policy reform and trade liberalization. The
Caribbean Basin Initiative went into effect in 1984 as a
12-year effort toincrease U.S. trade with the 27 nations of
the Caribbean and Central America. The initiative offered
aduty-free U.S. market to most products, increased U.S.
econoriic assistance to the region and promoted trade, investment
and tourism.

“Since the Costa Rican govemment undertook major policy
reforms in 1982, non-traditional exports from that country have
been growing rapidly, and new products have overtaken the four
traditional agricultural exports—bananas, coffee, sugar and
beef—that had been the mainstay of Costa Rican exports for
decades,” says James Iox, senior economist for the Bureau for
Latin America and the Caribbean.

Most of this growth has been exports to the U.S. market,
making a wider variety of products available to the American
consumer. In each of the last seven years, non-traditional exports
to the United States have grown by more than 25 percent. Costa
Rican exports of these products rose from $80 million in 1982 o
an estimated $652 million in 1990.

Guatemala also has achieved extremely rapid growth of non-
traditional cxports over the part five years. The economic success
ilf these countries is closely refated to their willingness to intro-
duce policy and institutional changes to suppon export growth.
Such changes can help produce sustained economic growth.

“The key is to identify and address bottlenecks to exporting,”
says Fox. “As each bottleneck is cleared, new products become
export-competitive, preducing further gains in income, employ-
ment and productivity.”

An Agency program in El Salvador has helped encourage
exports, increased rural

States through R.L. Wheatley & Son of Cambridge, Md.

This type of joint enterprise is helping make agricultural
entrepreneurs of families that before were subsistence farmers.
According to co-op president Adilio de Jesus Renderos Diaz, the
number of member families has doubled in the last two years,
growing from 70 to the present 140. Including non-members,
280 families are employed year-round. The land for the co-op
was made available through El Salvador's agrarian reform
program,

Hoja de Sal is one of 24 cooperatives that the Agency assists
in El Salvador. Five U.S. companies based in Texas, Florida and
Maryland markei the Salvadoran produce in the United States,
making winter fruits and vegetables available for American tables.

As a country's exports grow, so does its ability to import,
increasing opportunities for U.S. businesses. Central America is
increasingly looking to the United States as a major supplier.
Under the Caribbean Basin Initiative, U.S. exports to Central
America have nearly doubled from $2.1 billion in 1983 to an
estimated $3.8 billion in 1990.

Many U.S. businesses are already looking to Central
America as a good place to conduct business. In addition to
quickly improving quality of products, services and labor, other
positive aspects of the region are drawing U.S. businesses, such
as the shorter shipping routes and the fact that the region shares
U.S. time zones,

The Agency is work-

incomes and employ-
ment and increased for-
eign exchange camings
by increasing production

U.S. TRADE WITH CENTRAL AMERICA
1984-89

ing actively to link local
and U.S. businesses for
joint ventures, as well as
promoting investment and

of non-traditional prod- 3,800 U.8. 8 (million) trade opportunities for U.S.
ucts. Through the Na- 3.000 - r businesses in the region.
tional Cooperative ' rogether with the Depart-
Business Association, 2,800 - = ment of Commerce, the
USAID has. provided 2,000 | Agency recently estab-
training in the cultiva- lished the Latin America
tion and packing of can- 1800+ and Caribbean Business
taloupes and honeydew 1,000 , Development Center. The
melons for members of 800} ‘ h 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
pantment of El Salvador, -8600 L - L L - . Commerce Department for
The melons are shipped 1984 1988 1988 1967 1988 1980 U.S. businesses interested
in U.S.-made crates and Fus. imports [JU8. Exports M Trade Balance in all of Latin America,

exported to the United

including Central America.




Economic Growth

After a decade of eco-
nomic decline and rising
unemployment, Central
Americans are looking for
ways toreduce widespread
poverty and improve the
overall quality of life. Sus-
tainable economic devel-
opment is the only viable
way to reduce poverty and
increase opportunities for
participation in society. If
economic growth does not
occur, very little can be
done to alleviate poverty.
The Agency is helping
Central American govern-

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 thz 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
wechnical education he is receiving at the Technical Assistance
Center.

*“For example, a few of us lean the new shearing method,
and then we teach the others,” he says. “We are all leaming
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
scarce pasture is put
to better use. The -
more than 200
families benefiting
from the project now
have time for other
productive activities,
and many men and
women are learning 1o
knit and crochet
sweaters, scarves and
horse blankets.
Children no longer
have to tend flocks all
day and now go to
school, some for the
first tirae,
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Regional Coopcration

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 preblems. In the
Declaration of Antigua, the Central American presidents pledged
to sirengthen intraregional integratior 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 subétantive-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.

IXI. PROGRAM OBJECTIVES

This Administration has established three objectives for itc

program of assistance to Central and Eastern Europe:

- assist in the development of democratic institutions that

form the foundation for endﬁring political freedom, ensure
the rule of law, and encourage broad-based participation in

civic and economic affairs;

- assist ir 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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STATEMENT OF ASSISTANT SECRETARY
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BEFORE THE SENATE APPROPRIATIONS COMMITTEE
SUBCOMMITTEE ON FOREIGN OPERATIONS
ON THE ADMINISTRATION'S FY 92 ASSISTANCE REQUEST

JUNE 4, 1991

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 Iragi 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 --
contributed 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. 1In all, our request for Africa totals just over one

billion dollars.



THE NEW 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, almos:t 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 piivate
initiative and market dynamics.

Africans throughout the continent have increasingly joined
the pesitive 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, Mozambigue, 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 sweap 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 contrclled 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.



Ethopia

Recent Developments in Ethiopia

Stalement 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 o allow a political
dialogue to begin.

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 t» discuss a peaceful transition.

Statement by Herman Cohen, Assistant
Secretary for African Affairs, l.ondon,
England, May 28, 1991.

I'would like to summarize for you our
consultations in London with represen-
tatives of the outgoing government, the
Ethiopian People’s Revolutionary
Democratic F'ront (EPRDF), the
Oromo Liberation Front (OLF), and
the Eritrean Pzople’s Liberatior, Front
(EPLF). The subjects covered were:

® The eatablishment of a transi-
tional government;

® The situation in Addis Ababa,
and

* The facilitation of international
relief efforta.

At this point, the United States
government makes the following
recommendations and observations.

Translitional Government. A
transitional government should be
established in Addis Ababa as soon as

possible. The transitional government
should assume all legal and political
responsibility for the governance of
Ethiopia.

The transitional gover.ment, thould
be broadly representative of &)}
Ethiopian society, including siverse
political groupings, and shoud, wher-
ever appropriate, utilize the existing
civil administrative structures in
carrying out its responsibilities.

The primary responsibility of the
transitional government should be to
prepare the country for free, demo-
eratic, internationally monitored
elections in 9-12 months to produce a
constituent assembly to prepare a new
constitution for Ethiopia.

The new 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 interna-
tional human righta. Any persons
accused of such offenses should be
afforded due process of law in accor-
dance with internatioral 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 posaible,

International Rellef. All parties
should continue to cooperate with on-
going international relief effrrts. The
US government calls on the interna-
tional donor community to make all
possible efforts to help maintain
essential services and continue provid-
ing relief assistance.

The United States calls on the
parties to conduct their activities in the
spirit of reconciliation and justice and
to create the conditions necessary for
the establishment of democracy. The
United States stands ready to assist
them to achizve this goal.

Statenent by Dapartment Spckesman
Margarot Ttwilar, May 29, 1991.

The United States welcomes the May
28 joint declaration in London cn the
Ethiopian combatants who have agreed
to organize an ali-parties conference to
select a transitionsl government no
later than July 1, 1991. This decision
rflects & commitment to a democratic
process. We hope that Ethiopian
political organizations will take advan-
tage of this opportr.iity to help plan a
pluralistic future for their country.

We also welcome the decision of the
Ethiopian People’s Revolutionary
Democratiz Frant {(FPRDF), who will
establish 4an ir*erim administration in
Addis Albzba, to work with the existing
administrative structures with the
support of Ethicpia’s dedicated and
competent professional civil servants.
The willingness of the Eritrean
People’s Liberation Front (EPLF)
suthorities ir. Eritrea to maintain all
existing economic linkages with
Ethiopia will contribute to the rapid
stabilization of the region.

The United States wishes to
reiterate that the development of
Ethiopia's great economic potential can
be assured only if the democratic
preeess initiated by the combatants in
Loncon is fulfilled by a free and fair
election within a reasonable time
frame.

In the interim, the United States
will continue to provide humanitarian
relief for the Ethiopian people who
continue to suffer the effzcts of ex-
tended civil conflict. B

June 3, 1991

US Department of Stale Dispatch
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‘Grand Bargain’ Promises Debzte
On Future U.S.-Soviet Relations

"Y hether one thinks of it as a
‘;‘; grand deal, a grand bargain or
a grand mistake, the idea of
providing large-scale economic assis-
tance to the Soviet Union is likely to set
off a gra..d debate on Capitol Hill.

The pace of developments in U.S.-
Soviet relations has been quickening.
Late last month, administration offi-
cials opposed inviting Soviet Presi-
dent Mikhail S. Gorbachev to meet
with participants in the economic
summit of industrialized rations in
Lordon next month.

During the week of June 3, President
Bush indicated he would have no prob-
lem if Gorbachev were invited after all.
The next step in U.S.-Soviet trade, an
agrevinent 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 sour._s said during the wecl.

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
Westerr 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 infocrmal greup of Soviet econo-
mists and academics from Harvard
University and given a wider circula-
tion.

A pair of top House Democrats, Me-
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 Carroll J. Doherty

have refrained from using the politi-
cally loaded term “grand bergain.”

Both men say the administration is
moving with excessive caution at a time
when bold action is needed. The eco-
nomic 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-
I11., calls “the fast train to Moscow.”

In part, the lawmakers have been
overwhelmed by the groundbreaking
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 agricultural credits
requested by Gorbarhev. That request,
which preceded the talk 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 litile
to demonstrate a consensus in Con-
gress on Soviet affairs because the

farm credits erjoy strong backing
from farm-state lawmakers anxious to
secure comrnodity sales for their con-
stituents. (Weekly Report, p. 1273)

Th: 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 Sovist
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 econoray declines, lawmak-
ers eventually could face the momen-
tous question of providing direct help
for the Soviet Union.

Economics Dominate

Economic issues 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 of Strauss, 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 head raiszd the profile
of the economic aid issue by including
the proposal that also has won Gep-
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President Bush and Secretary of State Baker with Robert Strauss,
the Demorratic Party strategist chosen as envoy to Mozcow.

hardt's support in the report ac-
companying the fiscal 1992 foreign aid
bill approved May 29 by his sub-
committee. (Weekly Report, p. 1452)

“While in the end these efforts may
prove futile,” the report says, “the
committee believes that it would be
negligent for the West to miss an oppuz-
tunity to clearly lay out our conditions
for assisting the Soviet Union,” along
with the “‘nature, timing and levels” of
possible Western economic aid.

The conditions in the report are
tough. Moscow would be required to
hold scheduled elections and allow
each of the dissident Baltic States to
“determine the future of its own asso-
ciation with the Soviet Union.”

Ir: the economic sphere, the Soviet
Union would have to put into place
most of the elements of a free-market
system, including a convertible cur-
rency and floating exchange rates.

Obey insisted that his panel was
not trying to provide the last word on
what obviously is a complex matter.
“What we're trying to do is coopera-
tively push the administration for-
ward,” he said.

Sticker Shock

But lawmakers and the administra-
tion have begun to focus on an issue only
indirectly addressed in the subcommit-
tee report: At n time of declining foreign
aid budgets, how can the United States
afford to bail oui the Soviet Union?

Many U.S. of Scials have been suffer-
ing sticker shock since hearing some of

1516 — JUNE 5, 191  CQ

the aid amounts being floated by So-
viet economists and U.S. academics.
Jeffrey Sachs, a Harvard economist
who helped devise Poland's economic-
reform plan and is one of the architects
of the grand bargain, recently wrote «n
article iu The Washington Post in
which he estimated that the “radical
mark~t reforms” to be undertaken by
Moscow should be backed with a West-
ern aid package “on the order of $30
billion per year for five years.”"
According to some reports, Soviet
officials have privately said that even
more could be required — perhaps
$250 billion over five years. Estimates
of the U.S. contribution vary, but
Sachs and Gephardt have indicated it
could approach $. hillion a year.
An aid package of that size would be
a “tough sell,” said Rep. Lee H. Hamil-
ton, D-Ind., the chairman of the House
Foreign Affairs Subcommittee on Eu-
rope and the Middle East, which plans
to have hearings on the issue this month.
Hamilton said he believed that
most members of Congress would fear
the reactions of -heir constituents. A
program for assisting a country that
“ouly recently has been an enemy”
would be difficult to accept “for any-
one except the most sophisticated ob-
servers of international politics.”
Administration officials have been
harsher, openly deriding what Baker
celled the “big bang approach” of
sending massive aid to the Soviet
Union. Calling the propcsal “really a
non-starter,”” Vice President Dan

Quayle said, “Don't ask the American
taxpayer to subsidize an economic sys-
tem that doesn't work.”

Both Obey and Gephardt say they
anticipated resistence to the idea. But
they argue that it is important to get
beyond the numbers and examine the
alternetives, particularly what could
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 civi! conflict.

In a forthcoming article in Foreign
Affairs magazine, Graham Allison and
former Bush administration adviser
Robert Blackwill po:. the ultimate
question: “Under conditions of chaos
and civil war, would central control of
nuciear weapons be mainteined?” The
authors, who have worked closely with
Sachs, warned that “such possibilities
stagger the imagination.”

For Obey, a self-described “low
dollar man” on foreign aid, the solu-
tion to the cost problem is simple: use
some of the funds Western nations are
now spending to defend themselves
against the Soviet mil.tary threat.
“We spend $120 billion a year” for
that purpose, he said.

Shifting Pattems

The dramatically changed nature
of U.S.-Soriet relations makes it diffi-
cult to gauge how lawmakers will re-
spond to the bilateral issues ahead —
from providing aid vo granting MFN,

Hlustrating the scrambled view-
points on U.S.-Soviet relations, -
nority Leader Bob Dole, it-Kan., a
hawk on defense matters, sponsored
the Senate resolution favoring agricul-
tural credits, and liberal Patrick J.
Leahy, D-Vt., argued against it.

Dole said there was a sound fcreign
policy rationale for the credits, but he
also highlighted the tangible benefits
that would flow to U.S. agriculture.
“Certainly increased sales will help
the American farmer,” he said.

Leahy, chairmar cf the Agriculture
Committee, charged that the Soviet
Union does not qualify for the credits
under the provisions of the 1990 farm
bill (PL 101-624). “According to ev-
erything I read it would be a direct
violation of the law,” he said.

The politics of Soviet relations
have shifted so drastically that a lib-
eral critic of Moscow’s policy toward
the dissident Baltic States, Durbin of
Illinois, has expressed concerns that

U
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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 ctatus.

The senior Republican on Obey's
foreign operations subcommittee,
Mickey Edwards, Okla., agreed that
the conditions were the best part of
the panel's proposal. “In my opinion
what we did was say we will not con-
sider aid to the Soviet Union until
they take these steps,” he said.

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 & far more modes' and gradual se-
ries of steps to reward reform.

Under such a scenario, the adminis-
tration would first move on the tradz
agreement and the agricultural credits,
Then, if the Soviets implement eco-
nomic reforms, the adn:inistraiion could
respond with technica aid and nerhaps
support for Soviet membership in the
International Moneta -y Fund.

While a cautious approach could
prove acre palatable in Congress, even
that effort could draw opposition. Law-
makers eager to help the Baltic Statesin
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 l<ader George J.
Mitchell, D-Maine, fcr granting MFN
status to China.

Administration loyalists, such as
Edwards and William S. Broomfield,
Mich., the ranking minority member
of the House Foreign Affairs 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

By MurtoN KoNoeacke

As The Wall Stieet Journal, President
Bush, Richard Nixon, Sen Bill Bradley
1D., K.J.1and the New Republic all agree:
The U.S. should not spend billions of dol-
lars 1o bail out Mikhall Gorbachev. Not un-
der present circumistances Soviel troops
continue to nienace the Baltics. Mr Gorba
chev can't or won't commit lo real free
market econotiic policles The Soviel Un:
lon continues 10 produce around 1,000 new
battle (anks per year, double the U.S. num-
ber. The Comnmumst Party and the KGB
still are powerful factors in Soviet life.
Russia has a popularly elected president,
dut ke Soviet Union doesn't. Its absor
‘utely right to say that under present con-
ditlons, aid to the Soviet Union would be a
waste of nioney and would prop up an evil
and nethicient political structure. Anyone
who's visited Muscow lately can tell froin
the dirt in the streets and the despalr in
most people’s talk that partial reform,
Gorbachev-style perestroika, Is not work-
ing.

Grand Bargaln

Bul Instead of ruling out an ald pack-
age, as the Journa) and Sen. Bradley do,
and instead of listing all the reasons why
aid would be a mistaie, as Mr. Nixon has
dotie, the Bush adiministration ought to say
that if the Soviels radically change policy,
substantial U.S. assistance will be {orth:
coiming.

Adnunlstration officials don't like the
“grand bargain® fonmnulated by facully
members at the Kennedy Schoot of Gov-
ernmeni at Harvard on Lhe basis of an
economic reform package put together by
visiing Soviet econoinist Grigoni Yav-
linsky. As adimnistration aides say, the no-
tion of trading Soviet cancellation of aid to
Cuba for, say, $10 billion would be politi-
cally abhorrent both to the US and the So-
viet Union. Soviel reactionanes would ac-
cuse Mr. Gorbachev of seiling Soviet na-
tional security policies Lo bankroll peres-
troikn, and n 8 manner of speaking. they'd
be night

Without formulating specilic payolls,
though, the U.S ought ic be ready to come
up with morzy o help the Soviets through
a painful transition period, assuming that
they are willing to take 4 real plunge into
the free marketl, move decisively toward
full democracy and quit presenting a mill-
tary menace (v the world. Jeffrey Sachs of
Harvard. wio helped draft Poland's eco
potic reform plan, says tha. the Soviets
will reed $30 bilhon & year over a four-
year period fruin all the Western countries,
matnly 1n lodns and kun guaraniees. His
colleagues Graham Alhison and Robert
Blackwill recommend grants of $15 billion
10 320 billion a year for threv years,

IUs a lot of motey, but it's a lot less
than the U.S. gave out tn Marshalt Plan
grants to Western Europe after World War
11, which Mr. Sachs says would anmount to
$300 balhon 1n Wday's dollars 11's abso a Jot
Jess than the S currently spends annu-
ally on muhitary forces desigied tu thwart
8 Soviel invassn of Europe Per capita, it

is about what the West is currently provid-
ing usefully to Eastern Eurcpe.

Ald opponents say that Mikhail Gorba-
chev is no {it recipient of Western aid.
They point to the fact that he's still gen-
eral-secretary of the Comnmunist Party, the
chief parasitic organism afflicting the So-
viel body politic, and has yet tv endurse
full potstical and econvmisc reform. 1f we're
going to aid anybody tn the Soviet Unlon,
tle opponents say, It ought to be elected
deniocrats in the republics and the cltes,
who are more likely to ensure that money
fluws 10 the peuple who need 1t and can use
it productively, rather than through cen-
tral government bureaucrats.

But let’s be realistic: Mr. Gorbachev ls
still the Jeader of the Soviet Union. For the
foreseeable future, he 1s the vne we have to
depend upon if we want the Soviet Union to
vote with us at the United Nations, to com-

The US. ought 1o
help the Soviets, assuming
that they plunge into the
free market, move decs
sroely toward democrocy
ond qust presenting a mili-
sary menace to the world.

plete trovp withdrawals from Ea' 'm Eu-
rope and to make the crucial sclsions
about the political and economuc future of
his country. Up to now, and intentionally
or nol, Mr. Gorbachev has been good for
Western Interests and values. He had a
choice, after all, whether to get out of Al
ghantstan, let coinmunist tegimes (all
withou! 8 shot 1n Eastern Europe, agree o
the unitication of Gerinany and its mem-
bership 1h NATO, and help the U.S. kick
Saddam Hussein out of Kuwait. He chose
rght. His predecessors would nol have.
His soccessor might nol.

This is not lo say that Mr. Gorbachev
deserves §100 billion (0 use as he pleascs,
that the West should channe) al! its ald
through the central guvernment, or that
the Bush administration should continue to
cast ils policies so totally in a pio-Gorba-
chev direction. Boris Yeltsin comes to
Washington next week as the lirst popu-
larly elected leader in Russia’s history.
Mr Bush should prepare a lavish welcome
for Mr. Yelisin, as lhe representative of
the Soviet Union that Amiericans wish will
emerge. Mr. Bush has relationship-mend-
Ing to do with Mr. Yeltsin.

Still, having Mr. Yeltsin does nol mean
that we can cul off Mr Gurbachev. We
want lo give hun incentives, pusitive und
negative, (o do the night thing We've done
so In the past. During Mr. Gurbachev's
six-month athance with hardhiners o the
party and the tihtary - the period of inay
hein in the Baltics and Eduard Shevard
n.dze's dark prenonitions of Linpending

dictatorship-the Bush administration and
even the European allies imposed a credit
cutoff on the Soviel government. That, plus
coal strikes, sireel dernonstrations and a
democratic resurgence, had a lot to do
with forcing Mr. Gorbachev's Aprii 23 tum
back toward reform.

Whatever ald the West provides in the
fulure has got 1o be stnctly cuntingent on
Mr. Gorbachev's goud behavior. He has to
commit to a full, rapid [ree market
agenda- privatization and demonopallza-
tion of industry, loating prices, a convert-
Ible currency and a legal systen: that en-
courages enterprises. He has to futhill the
agreements he's made with Boris Yeltsin
and the leaders of eight other republics to
let them have autonumy over Lheir eco-
noinic hife, and to schedule new elections
for the Supreme Soviet of the Soviet Un-

1t would help enormwusty If he agreed
that the presidency of the Soviet Union
would be filled by election belore 1994.
There ought to be other conditions on ad:
freedom for the Baltics, a severing of Comn-
mumst Party influence over government
and ecunohuc decisions, an end lo awd for
Cuba and huge reductions in the Soviet
mihtary budget, which now cunsumes up
1o & third of the Soviel Union's shnnking
GNP.

All of these moves would be good for
the Soviel Union 1n and of theinselves, but
they wvolve political risk and considerable
ternporary bardship. The military-indus-
trial complex, representing a majonty of
Soviel werkers, needs [0 be converted to
clvilian activity. That will require seed
money for new plar.ts and equipnient and
retratning of workers. Moving to & free
markel, as has happened in Eastern Eu-
rope, will mean large-scale unemployment.
AFL-CIO President Lane Kirkland sug-
gested during a recent visil 1o the Soviet
Union that there Is greal need for WPA-
slyle projects to build snfrastructure and
clean up the environment. This costs
money, Lhough.

Improve the Odds

115 In America’s national interest that
the Soviet Union not fall into soclal chaaos,
which would send refugees flooding west,
burdentng shaky Eastern European de-
mocracles 1t nught also bring antl-West-
emn elements back to power in the Soviet
Unioa.

11 the Soviet Unton could transtorm it-
self Into a [ree-market Gemocracy, thal
would alsn be in America’s natiwnal Inter-
est, 1o, We shouldu't sunply pour money
{nto the Soviet Union i blind hope that the
best will nappen, but we should ofler the
pruspect of aid to imiprove the odds that it
will 1 330 billion & year In lodans could
help create a stable, democratic Soviet Un-
n, that would be a grand bargain, in-
deed.

Mr. Kondracke, a serior editor of The
New Republic, is the moderalor of PBS's
‘ Amirnican Inferests.”
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Together, we co'd surely atford to help the
Soviet Union. i axd would create democracy and
8 market economy, & woud be a apectacular
investment. The trouble is that it wan't,

The 6rat cefet of oo much aid, provided too
Bberally, is that it enables countnies to avosd
redorms by sustaining (through imports) con-
sumplon and investment. The Soviets have 2k
ready recewved big foragn aredits and grants.
Between 1988 and 1990, Sovict net foreign debt
foee nearly 70 percent to $45 buibon. Germany
provided more aid in return for Soviet disengage-
menl from East Germany, What happened? The
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requures free (not controlicd) prices, private prop-
erly, competitsc } &monNg Companics and accep
tance of the prolit motive. Budyet defiats would
bave to be cut sharply. Each of these steps ia
socually wrenching and hard to impkement. [t not
Clear that the Suviets have erther the necessary
competence or the poltical will

Our pulicy should be friendly but not foolish,
\Vedmuptwidewdwalanhume—mmy-

thicg from rcad construction to benking—and, i
needed, humanitarian aid We should eacourage
the Soviets t0 negatiate a reform plan with the
International Monetary Fund and indscate that we

do rothing that might lead to an open-ended
commument (o prolect the Soviet economy
aganst failure. The Soviet Union has almost 300
muison people. Even aid of $60 bdbon annually
from industnal democracies amounts to anlv
$200 per person. (Soviet incomes ars probably
between §2,000 and $5,000 per person.)

Even competent refurm may not work It won't
inatantly improve bving conditions. Without subsi-
dmuﬂmurmlndmm;nmwnwuam

Poland adopted radical reforma In
1990, its GNP dechined 9 percent, estniates the
Central Intellgence Agency. By the end of 1991,
the Warld Bank expects unemployment (o reach
11 percent. The hope is that prafit-making nvest-
ments will wwnaicly expand the economy and
ruse bving standards. Bt there's no guarantee.
Sunilar caveats apply to the Soviets. No one
really knows whether Communat economses can
be converted to market systems quackly cnough
10 2voed a sucial breakdown,

The idea that resurrecting Gearge Marshall
can save Mikhad Gorbachev is a distraction. It's
important 1o recognuze the limits of our power,
The truth is that we lack the power to bnbe the
Soviets to reform or to ensure that reforms
eucceed. Only the Soviets can save themselves,
and they may not be wp to the job.



http:hunae.ar

WALL STREET JOURNAL

May 22, 1991

Bangladesh Needs Reform, Not Just Aid

By Jom. R Cramny

The current crisis in Bangladesh pro-
vides the periect opportunity to ask some
hard questions:

® Why does 8 hurricane striking the At-
lantic coast of the US. claim 10 victims,
while s similar storm in Bangladesh kills
200,0007

® Why do two-thirds of the peopie of
Bangladesh live in absolute poverty after
two decades of independence, duning which
tinie the country has received £25 billion
in foreign aud?

® What policy changes on the part of
donor governments, the privale aid con-
munity, and the government of Bangladesh
must accur before aid truly henefits the
poor majority of Bangladesh?

Poverty causes the huge death tolis In
the natural disasters that strike Bangla-
desh year after year. Poverty, the result of
fack of access to land and the dilficulty of
finding off-farin employment, drives peo-
ple In search of subsistence to more and
more marginal areas, including coastal Is-
lands vulnerable to cyclones Land tenure
patterns, skewed in favor of local elites
who control the bulk of village resources
tespecially land} force the majority into
Jow-wage agricultural work. In he past
decade the now-deposed military govern-
nient alteqipied to offer idle government
land to groups of landless villagers. But
through their control of village-level gov-
erninents, elites steered Lhis land to land-
lord families.

Thy £25 billion of ald o Bangiadesh
have beer, channeled by Lhe military gov-
ernients of the past two decades largely
to large-scale Infrastruclure projects, with
donor countries making the purchase of
materia) and equipment from theit compa-
nies a condition of atd. The construction of
roads, ports and dams has its place. But It
must be compicmented by the effective
provision of basic services 1o Lhe poor, as
well as the provision of resources that Lhey
themseives can contro) Relatively litthe of
the ald has been spent in villages on behall
of and by th2 poor.

To heir credit, major forelgn donors
are finally begunning lo channel significant
resources for development through local
non-government agenckes sich as the
Bangladesh Rural Advancement Commil-
tee, Grameen Bank, Prushika and others,
instead of Lhe government of Bangladesh.
Over the past 20 years these organizations
have balll a solid base anong the landless,

rural poor by focusing on community or*
ganizing, hteracy, refurestation, skill train-
Ing and credit for basic agricultural pro-
duction and small enterpnse. Bul these ¢r-
ganizations alone cannot address fully the
root causes of poverty in the country.

in February, three months after a
peaceful popular uprising that toppled the
military government of Gen. H.M. Ershad,
Khaleda Zia became prime minister in the
first {ree elections in the country's 21-year
history. With an elected governnient in
place, Bangladesh must reassess the
flawed approdach of the past two decades.
The country needs a combination of policy
Initiatives and a re-orientation of existing
ald programs 10 shift lo a development
program centered oa the needs of the poor
majority, consisung of the following:

1} Lard reform: Bangladesh's elected
government can at last begin to address
the 1and question. The government should
implement a program for granting the
landless tltle to wdie government lands.

2) Investment in human and socta) in-
trastructure: Only a comprehensive pro-
gram of investient in hileracy tespecially
female literacy ), bealth delivery, day care
and other services can address the prob
lem of over-population, commonly cited as
the root cause of poverty in Bangladesh.
Population control can be tmiplemented
successfully only as a component of
wonien’s programs that also buiid locat
women’s ofganizations and expand eco
momic opportunily through small credit
programs.

3) Disaster prevention: Cyclones and
monsoon fluoding are part of the reality of
Bangladesh. But invesument in Nood shei:
ters, disaster-proof bousing, community re-
forestiation, small-scale earthworks and
other projects can mitigate their destruc-
tive linpact. An Ox{am Anerica-funded
community organization In the cyclone-af-
fected area of southern Bangladesh has de-
veloped a housing design—fealuring con-
crete pilars, raised plinth and tile rool—
that can be constructed for $200 per unit
using volunteer labor. A mere $5 million, 8
blt Jess than the U.S. government response
to the cyclone disaster to date, could fund
Lhe construction of 25,000 houses. A mas-
sive housing bullduig program in the cy-
clone prone areas would save countless
lives in fulure disasters

The resources exist (o implement these
programs. But even simlr, smatl-scale In-
tervenbons cannol go forwdrd untl) Lhe

Bangladeshi government, the donor gov-
ernments and the private reliel agencies
act on the commitment 10 & new strategy
for Bangladesh. Successiul implementation
will Involve decreasing the power of the
military over civilian (nstitutions. 1l must
also respect the non-governmental seclor
as 3 legittniate partner. Donor govern:
ments that underwrite the Bangladesh
budget must Insist on democracy.

The American people, who give 5o gen-
erously when disaster strikes, must insist
that the agencies they fund support the
agenda required Lo prevent massive sulfer-
ing in the future. Too often, when the huge
transport planes have unloaded their
cargu, and when the images ol helpless
people reaching out for a scrap of food no
longer appear on the front page, the Amer-
ican people disengage. Having given gen-
erously lo immediate reliet assistance, dor
nors express either justified satisfaction
with their efforts or {rusiration at the all-
foo-familiar accounts of bureaucralic red
tape and aid “‘roiting on the docks.'

Euther way, no one ~ Banyladesh’s gov-
ermunen!, aid agencies or donors-gives
encugh thought to funding lung-lerm recov-
ery. preventing such disasters [rom occur-
ring 1n the {fulure, or credting real eco-
nomic and social development fur the mil-
lions of people affected by disaster. With-
oul refunin of the international aid sys'em,
the needless cycle of disaster and despair
will continue not only in Bangiadesh, but \a
other countries of the global Seuth,

Mr. Charny is ke overseas direcior of
Orfan Anence, a Busion-based relief and
druelopenen! apercy.

We
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Family Planning,

The death toll has iit a shocking 125,000 in

and may reach 200,000. But don’t

blame it all oo the cycloae and floods. The

disaster also has its roots in abject poverty,

which is linked to environmental problems and
excessive population growth.

Banglalesh is a disaster-prone tiny corner of
Asia, suffering from degradation of the water-
shed in the upper Himalayas that agpravates
peniodic flooding, creating vast numbers of land-
less poor. The per-capita income is a miserable

At the same time, Bangladeshi famulies pro-'
duce an average of almest five children, ag
improvement over six in the early *80s, but stifl
wo high. About 115 millian people—equal to
about-half the U.S. population—are jammed into
an area 1/65th the size of the United States.
The worst lies ahead: Bangladesh will pearly
double to 199 million by the year 2025, accord-
tag to the World Bank.

Misguided richer nations routinely
multi-billions of koans into the Third World for
economic “development™ 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 sfter
country in Asia and Latin America is declining.
With too many mouths to feed, there's no
mystery to the result.

Routinely, we hind out condoens in American

clasarcoms these daya. Yat because of the

May 9, 1991

power of the artiabortion lobby, normally sensi-
ble pouticians such as President Bush look the
other wa* when poor mothers and fathers in the
Third World beg for modern coatraceptive de-
vices and training.

The curtent crisis in Bangiadesh gives added
urgency (o a repost on global population prob-
lems sent this week to 300 members of Con-
gress by the Population Crisis Committee, a
Washington research agercy.

A key recommendation is that Congress Soost
Agency for International Development funds for
family planning from $322 million this year to
$600 million next year and that AID scrap the
“open bostility” evidenced at the very top of the
agency and return to the much bolder popula-
tion-control programs it guided until midway
through the Reagan administration.

By promoting the availability and use of mod-
em coatraceptive techniques, AL Yelped slow
the pace of population growth in the '60s and
*70s. It was one of our real foreign aid success
stories, notably in Thailand, Indonesia, Mexi-
co—and Bangladesh.

But in 1984 President Reagan allowed then-
State Department official James Buckley, as
chief U.S. delegate to a pcpulation conterence in
Mexico City, to establish a new and circum-
scribed American policy. Buckley decided that
no AID funds could be used to support any
foreign population-control agency if that ageacy
engaged in any abortion-related activities.

“The Mexico City policy says to groups over-

aeas: ‘If you use your own resources on abortion,
you're ineligible for any grant from us for family
planning,’ * said the PCC's Joseph Speidel.

“AID programs are plagued by the ghost of the
. Reagan administration,” sad PCC Vice i
Sharoa Camp. “Reagan ideology claimed that

The Agency for
International
Development slowed the
rate of Third-World
population growth in the
60s and 70s.

population growth is a neutral factor in develop-
nient—rather than a threat to economic prog-
ress, famuly health and the environment.”

There is hittle doubt that Bush knows better.
But he has willingly sublimated 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-exasnination. The PCC estimates that
1 million women lose their lives annually in the

U.S. Policy and the Deaths in Bangladesh

Third World through illegal abortions. Good
family planning could cut that figure in half, The
PCC repott notes that mast demographers be-
Leve that the world's poplation will triple
before it stops growing unless more couples
adopt some form of bisth control by the end of
the 1990s.

Family planning advocates are not suggesting
using American government money {o finance
abortions abroad. They want AID to finance
what is loga! in both the Unitea States and in
most Third World countries. That includes fund-
ing a comprehensive family planning program
that will help couples obtain modern coatracep~
tives and teach them how to use them effactive-
ly. They also want to educate Third World
women on the dangers of illegal sbortions and
generate sex education for adolescents in Africa
and Asia,

The United States should restore itself as a.
world lez2der in the field of family planning. This
18 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 fanuly planning. Increasingly, environmentat
organizations that shied away from eniangle-
ments with population issues see the nexus
between family planning and their own goals, as
illustrated in Bangladesh.

Sen. Mitchell, Speaker Foley: What are you
waiting for?



ABORTION

With Court D;;i_sion Not To Act,
Family Planning Falls te Hill

ongressional efforts to overturn the

Bush administration's restrictions
on US. funding for family planning
organizations internationally gained
new significance when the Supreme
Court on June 3 refused to hear a chai-
lenge to the policy.

“The Mexico City policy has totally
distorted America’s role in interna-
tional family pianning,” said Atkins.
“It's had & chilling effect on efforts to
control world population growth.

The U.S. government spent $227

million in fiscal 1990

The issue concerns
the Mexico City pol-
icy, named for the lo-_ “The
cation of a conference :
where President Ron- Memc‘_)
ald Reagan's adminis- City policy
tration announced the
rule in 1984. It prohib. DS -+ had
its the Agency for In-  a chilling
ternational Develop-
ment (AID) from effect on
funding foreign, non-
governmental orga-
nizations that provide
abortions or abortion
counseling.

The Supreme

efforts to control world
population growth.”

—Rep. Chester G. Atkins, fiscal 1991 because it

for population plan-
ning abroad.

The Mexico City
policy effectively cut
off funds to the Inter-
national Planned Par-
enthood Federation
(IPPF), one of the
largest international
family planning orga-
nizations. IPPF said it
lost out on $3 million
to $4 million in poten-
tial AID financing for

D-Mass. woulq not agree to the
abortion-related re-
straints.

Court action in the
case had been widely
expected, given its decision in May
upholding the administration’s rule
barrirg federally funded clinics in the
United States from giving patients
any advice on abortions. (Weekly Re-
port, p. 1375)

In Congress, opponents of the Mex-
ico City policy have launched a multi-
pronged attack to repeal it but concede
that their chances of success are slim.
Last. year, both the House and the
Senate rejected attempts to overturn
the policy, and President Bush has re-
peatedly vowed to veto any measure
that would undo the restrictions,

Language to overturn the Mexico
City policy has been written into fiscal
1992-93 foreign aid authorization bills
by a Senate Foreign Relations sub-
committee and the House Foreign Af-
fairs Committee. (Serate, p. 1523;
House, Weekly Report, p. 1304)

Reps. Chester G. Atkins, D-Mass,,
and Olympia J. Snowe, R-Maine, have
introduced similar legislation (HR
1179) that would effectively repeal the
policy by requiring the administration
to evaluate private family planning
organizations by the guidelines that ap-
ply to foreign governments.

By Sheldon P. Yett

Other family plan-
ning programs do not accept AID
money or have agreed to comply with
the regulations. The administration
perinits assistance to foreign govern-
mental agencies that discuss abortion so
long as the agency keeps the funds in a
separate account that is not used to
fund abortion-related activities.

Atkins has gathered 98 cosponsors
but has drawn strong opposition from
conservativ:s such ac Christopher H.
Smith, R-N.J. Smith told a hearing of
the House Foreign Affairs International
Operations Subcommittee on June 4
that the Mexico City policy has not
reduced U.S. support for international
family planning but has only redirected
some funding to groups that agree not
tn provide abortion services.

The Mexico City policy, Smith
said, “provides the most effective
leadership possible because we're say-
ing human life is sacred.”

Atkins acknowledged that he is pin-
aing his hopes on House passage of the
orovision in the foreign aid authoriza-
:ion bill. Even then, its fate in the Sen-
ite appears uncertain. No authorization
measure has been enacted since 1985.

“It's going to be a long, hard strug-
gle,” he said, “but at least we're build-
ing an awareness of the issue.” [ |
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cQ

G



DEFENSE & FOREIGN POLICY

The Greening of Foreign Aid

8 the Cold War recedes as a pri-
mary concern of Congress' for-
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 is part of a $15.3 billion
foreign aid appropriation (HK 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 Euvironmental 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
$1.5 billion three-year project. It is
designed to aid developing countries
in managing home-grown environ-
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 waters;
and the destruction of biologically diverse forests. The
project is about 7 percent of the World Bank’s $22 billion
19¢1 lending portfolio.

The facility has attracted international attention.
Developing countries have complained that Western in-
dustrialized nations all had polluting phases in tkeir 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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The World Bank's environmenta! projects
include reforestation in Costa Rica.

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 environmental 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-
ronmental awareness, but he said,
“My own view is that it is a major
stride.”

Conservationists remain uncon.
vinced. “The Global Environment
Facility is a typical top-down,
throwing-money-at-the-ptoblem"”
effort that deals with symptozs,
not causes, Jeffrey A. McNeely, chief
- QA conservation officer at the Interna-

> W tional Union for Conservation of Na-

@ % ture, wrote in the journal Canadian
Biodiversity.

The House Appropriations sub-
committee  recommanded  that
McNeely's organization help admin-
ister some GEF projects.

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 administra-
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 importance 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 0f 1970 required AID to prepare environmental impact
studies before it sold pesticides to developing nations.

~—Phillip A. Dovis

WORLD BANK
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FOREIGN AID

Panel Pushes To Cut Off Flow
Of Weapons to Middle East

Foreign Affairs’ bill promoting non-proliferation
may stali in Senate or face a veto

Proposals to stem the relentless flow
of weapons into the Middle East
have proliferated in the 102nd Con-
gress. But on May 23 the House Foreign
Affairs Committee became the first
panel to approve an arms control plan,
as it passed an amendment to the fiscal
1992-93 foreign aid authorization bill.

The question is where the proposal
— and the authorization measure —
will go next. The Foreign Affairs Com-
mittee completed its markup of the
bill May 23 and plans to approve the
legislation May 29. It could reach the
House floor before the end of June,
committee sources said.

Several obstacles stand in the way
of the measure becoming law, how-
ever. In recent years, foreign aid au-
thorization measures have bogged
down in the Senate. And the Bush
administration is less than enthusias-
tic about the committee's efforts. One
State Department official said before
the final markup session that “we
have serious problems with this bill.”

The panel preserved restrictions on
U.S. aid to Pakistan and shifted $115
million in military aid for Turkey to
economic assistance — in both cases
over the administration’s strenuous ob-
jections. The committee previously had
overturned administration policy on
funding international family planning
organizations, an action likely to trigger
a veto. (Weekly Report, p. 1304)

With its Middle East arms control
proposal, the committee weighed in on
another issue that is emerging as a
significant point of dispute between
Congress and the administration. Sev-
eral members have sharply criticized
the administration for moving too
slowly on non-proliferation.

In response, senior officials said a
proposal will soon be released, proba-
bly the week of May 27. Secretary of
State James A. Baker III told the Sen-
ate Appropriations Foreign Opera-
tions Subcommittee on May 23 that
“you won't have to wait too much
longer.” (Baker, p. 1389)

By Carroll J. Doherty
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The Foreign Affairs Committee’s
proposal, similar to several bipartisan
plans in both chambers, calls for the
administration to declare a unilateral,
open-ended moratorium on arms trans-
fers to the region. During the morato-
rium, the United States and other weap-
ons exporters would negotiate more
permanent restraints on proliferation.

The committee’s proposal, spear-
headed by Chairman Dante B. Fascell,
D-Fla., would lift the moratorium if the
president determined that ‘“another
major arms supplier nation” has con-
cluded an agreement to provide “ma-
jor" military equipment to a country in
the Middle East or Persian Gulf.

Some committee members said pri-
vately that they believed other suppli-
ers would quickly move into the breach
if the United Stutes withdrew from the
weapons business. Yet there was wide
agreement that the provision, as Fascell
said, could “jump-start” multilateral ef-
forts to control proliferation.

“If other countries are brave enough
or willing enough to take up the chal-
lenge, we ought to pursue it,” the chair-
man said. Howard L. Berman, D-Calif.,
a driving force behind the measure,
called it “a reasoned and well-thought-
out attempt” at non-proliferation.

The committee plan also sets out an
ambitious list of conditions for U.S.
arms transfers to the region even after
its moratorium. Only those nations that
are “actively engaged” in the Arab-Is-
raeli peace process, or that at least have
expressed “willingness"” to become in-
volved, would be eligible to receive
arms. Only weapons used for a credible
“defensive mission" would be provided.

Both conditions appear to be open
to widely differing interpretations.
Even Baker is having difficulty deter-
mining which nations are serious about
negotiating a Middle East peace.

Lagging Interest

The arms control proposal was one
of the few issues that seemed to gener-
ate interest among committee mem-
bers. Yet that amendment, like almost
all others considered for the bill, was
passed on a voice vote by only a handful
of members.

Perhaps lawmakers believed the bill
was doomed or were focused on other
matters, Attendance at the sessions was
lower than in recent years, when mem-
bers were attracted by disputes rooted
in the Cold War, such as fights over aid
to the Nicaraguan contras or E! Salva-
dor’s military.

But the markup sessions were not
entirely lacking in drama. On May 21,
Stephen J. Solarz, D-N.Y., stunned
panel members when he announced
that former Indian Prime Minister
Rajiv Gandhi had been assassinated.
Solarz then walked to the Capitol to
inform the full House, which honored
the murdered Gandhi with a moment of
silence and approved a resolution ex-
pressing sympathy for India’s loss.

As the authorization bill took shape,
the administration achieved mixed re-
sults in its campaign to revise the for-
eign assistance law and eliminate the
congressional conditions and mandates
that have become endemic in the au-
thorization process. In a letter to law-
makers last month proposing the
changes to the law, President Bush was
particularly adamant in seeking the end
of restrictions on aid to Pakistan.

Under the so-called Pressler
amendment, named for Sen. Larry
Pressler, R-8.D., aid to Pakistan is per-
mitted only if the president certifies
that Islamabad does not possess nuclear
weapons. Bush’s failure to make that
certification in October automatically
caused a suspension of U.S. aid.

Bush's assertion that the adminis-
tration would abide by the spirit of
the Pressler provision even if it were
lifted apparently fell on deaf ears. So-
larz defended the recommendation
from his Asian and Pacific Affairs
Subcommittee to retain the Pressler
restrictions and shift Pakistan’s fiscal
1992 aid allocation of $259.5 million to
other countries.

The committee rejected an amend-
ment by Henry J. Hyde, R-Ill, to scrap
Pressler. Hyde said punishing Pakistan
while aiding other potential nuclear
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powers represcnts a double standard.
But Solarz argued that the adoption of
the amendment “would pull the rug out
from under" regional and global efforts
at nuclear non-proliferation.

In one of the panel’s few recorded
votes, the Hyde amendment was de-
feated, 8-13, with members split along
partisan lines. The committee then re-
jected, by voice vote, an amendment by
Robert J. Lagomarsino, R-Cai;f., which
would have exempted development aid
from the Pressler amendment. ‘The
measure also would have broadened the
nuclear-certification requirements to
include neighboring India.

Administration officials concede
that it will be difficult to alter the
congressional habit of earmarking
funds. After all, one of the more vex-
ing amendments to the measure, in
the administration’s view, was at-
tached by conservative Republican
Christopher H. Smith, N.J. It would
earmark $265 million for international
health and child-survival programs.

The administration reccived some
unanticipated cooperation from Demo-
crats, however. The liberal chairman of
the Africa Subcommittee, Mervyn M.
Dymally, D-Calif., withdrew many of
the earmarks on the Africa Develop-
ment Fund that his panel had added.
The full committee approved Dymally’s
proposal to raise the amount of aid to be
provided the fund from $800 million to
$1 billion in fiscal 1992.

There was bipartisan agreement to
defer the contentious issue of military
aid to El Salvador, pending the out-
come of peace talks aimed at resolving
that country’s long -running civil war.

Turkey's Aid Cut

The committee supported a reduc-
tion in the administration's military aid
request to Turkey, as recommended by
the Subcommittee on Europe and the
Middle East, and approved several
amendments that could affect U.S. rela-
tions with nations in the Middle East.

The subcommittee had supported
the proposal by its chairman, Lee H.
Hamiiton, D-Ind., to cut the administra-
tion's request for military assistance to
Turkey by $125 million, from $625 mil-
lion to $500 million. It shifted all but $10
million of the difference into economic
support fund aid for Turkey.

Solarz again assumed center stage in
the debate over aid to Turkey, support-
ing the administration’s argument that
the government of President Turgut
Ozal earned increased military assis-
tance by vigorously supporting the war
against Iraq.

The New York Democrat offered an
amendment to restore the aid levels the
administration originally requested.
“What we're talking about here is very
important political symbolism,” Solarz
said. Cutting aid to Ankara would be “a
slap in the face,” he added.

But Solarz’s amendment was re-
jected by voice vote, as the panel’s
members were far more concerned
with the impact increased military as-
sistance for Turkey could have on an-
other U.S. ally, Greece. For more than
a decade, Congress has given Greece

Warned that an amendment
could offend the emir of
Kuwait, Rep. Peter H.
Kostmayer, D-Pa., replied, “I'd
like to offend him."

roughly $7 in military aid for each $10
it has approved for Turkey.

The administration has never em-
braced the so-called 7:10 ratio. Under
its fiscal 1992 request, Greece was al-
located £350.5 million, about 56 per-
cent of Turkey’s military aid package.
But Foreign Affairs Republicans
joined with Democrats to reaffirm
their support for the 7:10 ratio.

Many argued that the ratioshould be
preserved until the Ankara government
withdraws the estimated 30,000 Turkish
troops on the island of Cyprus. *I want
action on this issue,” said ranking Re-
publican William . Broomfield, Mich.,
usually one of ‘he administration’s
strongest support( rs on the committee.

Disputing Solerz’s contention that
shifting funds from military to eco-
nomic aid would insult Turkey, Hamil-
ton said the country would still enjoy an
“astounding increase” of 25 percent
over fiscal 1991 a: sistance.

Hamilton adde¢d that the Ozal gov-
ernment got an “e :ceedingly generous”
$1.3 billion in aid ‘from all spigots” in
fiscal 1991, althou; h its original alloca-
tion was less than half that amount.

Policy Amendmaents

To no one's surprise, the panel con-
tinued to earmark 1id for the recipients
of the most U.S. a;sistance, Egypt and
Israel. The committee approved $2.5
billion in military ind economic aid for
Egypt and $3 billic n for Israel for fiscal
1992 — about the same as in fiscal 1991,
But it did raise militarv assistance for

DEFENSE & FOREIGN POLICY

Israel by $200 million in fiscal 1993,

The committee also retained re-
strictions on contacts between U.S. of-
ficials and members of the Palestine
Liberation Organization, added at the
subcommittee level. And the panel ap-
proved sense of Congress language
urging the administration to persuade
“Arab coalition partners” to lift their
economic boycott against Israel.

Rep. Peter H. Kostmayer of Penn-
sylvania added two amendments that
would have a significant impact on U.S.
Middle East policy. The liheral Demo-
crat drafted a provision aimed to condi-
tion arms sales to Kuwait on the emir-
ate's institution of democratic reforms.

Kostmayer said he was responding
to recent trials of residents of Kuwait
who allegedly collaborated with Iraq
during the Persian Gulf War, espe-
cially the “outrageous™ case of one
man who reportedly received a 15-year
sentence for wearing a T-shirt with
Saddam Hussein's picture.

When one lawmaker said such a
measure could offend the emir of Ku-
wait, Kostmayer fired back, “I'd like
to offend him.”

Under the amendment, which was
approved by voice vote, the president
would be required to certify that Ku-
wait has improved its human rights
record and “acted to extend the right to
vote to all citizens™ before the adminis-
tration could go ahead with military
sales to the emirate.

Several members, including Kost-
mayer, proposed new economic sanc-
tions on Syria. President Hafez al-As-
tad's government is alreadv on the
State Department’s list of terrorist na-
tions, and therefore is ineligible to re-
ceive U.S. assistance.

But Kostmayer, angered by reports
that the government of Czechoslovakia
sold tanks to Syria, offered an amend-
ment to extend sanctions to other na-
tions that provide military equipment
to the Damascus government.

Asit was originally drafted, the mea-
sure could have prohibited commerce
with nations that provided any military
materiel to designated terrorist nations
— an action that would have had a
drasticimpact on U.S. trade worldwide.

After  extended conversations
among State’ Department and com-
mittee attorneys, the amendment was
rewritten to bar U.S. assistance to any
nation that provides “lethal military
equipment” to terrorist nations. The
president could waive the provision if
he deemed it in the national interest.

The Kostmayer amendment was
approved by voice vote. ]
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tional Development (USAID) launchr.d

amajor child survival initiative and com-
mitted itself to a course of action to bring
abouta significant reduction in the number
of preventable child deaths in the devel
oping world. Specifically, USAID under-
took to reduce the infant mortality rate in
USAID-assisted countries from the 1985
average of 96 to 75 per 1,000 live births,
in large part by

I n 1985, the U.S. Agency for Interna-

W collaborating in an international effort
to extend immunization coverage against
the major vaccine-preventable diseases

to 80 percent of children in the developing
world and

® ensuring use of oral rehydration thera-

py in 45 percent of diarrheal episodes and
making oral rehydration salts available to
virtually every child in need of them.

Since 1985, USAID has committed over
$1 billion to its Child Survival program
(see Figures 1 and 2) and developed
detailed strategies to quide 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 in this
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.
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In the five years since USAID’s Child
Survival 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 [nfant mortality rates declined by 10
percent. In six countries with particularly
strong programs, the percentage decline
ranged from 15 to 52 percent.

W 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.

& Vaccination coverage for measles
increased from 24 to 71 percent.

B 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 in concert 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 in devel
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 1 million children every
year. Since 1985, the proportion of the
population with access to oral rehydration
salts has climbed frum about 35 percent
to 63 percent.

In addition to the twin engines of child
survival - immunization and oral rehydra-
tien 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. In particular, USAID has fielded
programs that are working to -

B promote child spacing and other mea
sures o reduce the number of high risk
births;

m improve child nutrition through the
promotion of breastfeeding, better wean-
ing practices, vitamin A supplementation,
and growth monitoring;

M improve maternal health and nutri-
tion; and

B increase the availability of local health
services for the prevention and treatment
of acute lower respiratory infections and
malaria,

L.
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Total funding for child survival
FY 85 through FY 90: §1,031,881,00C

Yotal funding by regional distribution
FY 85 through FY 90

Total funding by Intervention
FY 85 through FY 80

Underlying all USAID child survival B provide technical assistance to field
programs are a number of key program programs;

s!rate_gl es thal are essential to achieving B promote the development of sustainab}::
a lasting effect: services:

@8 focus on a few relatively simple, proven W increase pro effectiveness through

technologies; problem-solving applied research; and
@ concentrate on countries with high .
infant and child mortality rates and in B moniter, evaluate, and refine program

which the greatest impact can be made; services.

As detailed in the following pages, many
of the causes of child morbidity and mor-
tality are amenable fo low<ost, relatively
simple and proven preventive and curative
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.

8 collaborate with other donors and agen-
cies, such as the World Health Organiza-
tion, the United Nations Children’s Fund,
universities, and host country institutions;

W mobilize and work closely with the pri-
vate sector, both private voluntary organi-
zations and for-profit organizations;

This report describes what has been
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. A major challenge will be sustain-
ing these achievements in the coming
years - experience has already shown that
accomplishments not maintained with vig-
ilance can slip away. The final section of
this 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 Iritiative on Global Security and Governance
April 22, 1991

PREFACE

The world teday has a unigue opportunity to meet the global challenges.
Securing peace, sustainable development and democracy requires na-
tions, in their common interest, to create a new system of global security
and governance. We believe that the time is right fur nations to take that
great step forward, living up to their common responsibility.

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
worla in the 1990°s. Though the openings are real, the process is fraught
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 wecaknesses 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 peaceiul manner.

World leaders must now act determinedly to build a new system for
peace and security, on both a global and regional scale. Failing this, the
1990’s may become a decade of dangerous instability. Sucha~  ,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 doubie standards played a role in
making possible 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 rezional levels, must build on
principies of sovereignty and universality, and not on the military might
of individusl 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

ccological interdependencics have not been met by a corresponding
strengthening of global cooperation 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 uniersal and in-
creasingly potent values.

A new spirit of cuoperation has been seen in many areas, but no-
where, perhaps, more evidently than in the trend towards revitalization
of the United 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 neighbourtood. That is the idea of interna-
tional 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 the 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 North-Soutn Commission. Being
an independent group, the Brandt Commission could freely embark on
a most imaginative project. in 1980, the Commission presented its ana-
lysis and its proposals for improving re.ations between industrial coun-
tries and developing countries. With its new thinking on mutual inter-
ests and solidarity between people and nations, the Brand: Report had
quite an impact on public opinion.

in the report, Willy Brandt wrote that reshaping vorth-South rela-
tions is the greatest social challenge to mankind for the remainder of
this century. He added:

While hunger rules, peace cannot prevail. He who wants to ban war must
also ban poverty. Morally it inakes no difference whether a humazn being
is killed 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
recommendaticns for a profound change in international economic



relations. Similar was the response to the second report, *Common Cri-
sis”, that focussed on debt and encrgy issues. Obviously, the invasion of
Afghanistan and the following East-West confrontation had heaied the
intei: “onal political climate, in a way that was not conducive for im-
praviry North-South relations.

it was in the face of these deteriorating relations between East and
West that in 1980 the late Prime Minister of Sweden, Olof Palme,
founded his Independent Commission on Disarmament and Security
Issues. It dealt with another major aspect of global interdependence,
that of security and the threat of nuclear war. The Palme Commission
discussed confidencc-building measures and disarmament. It furthered
a new concept, “‘common sccuriiy’, which in 1952 also gave the report
its title.

Olof Palme wrote in that report:

There can be no hope of victory in a nuclear war, the two sides would be
united in suffering and destruction. They can survive only together. They
must achieve security not against the adversary but together with him.
International security must rest on a commitment to joint survival rather
than on a threat of mutual destruction.

The aim of the Palme Comniission was to promote a downward spiral in
arms. ht 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. And
forcefully, it argued the effectiveness of confidence-building measures.
The Palme Commission also paid particulas attention to the security
riceds 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 Worid Commission on Environment and Development was set
up. The Sccretary-General of the United Nations called upon Gro Har-
lem Bru...:'and to chair the commission. It prescnted its report in 1987,
called “Cur Common Future”.

The Brundtland Commission found that prescent development pat-
terns could not be allowed to continue. While economic and social de-
velopment suffered from severe national and interniational imbalances,

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 hefore had greater possibilities to
break out of the negative trends of the past. To do so would require
politicai 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 secks 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
preblems of poverty and underdevelopment cannot be solved unless we
have a new era of growth in which developing couatries play a large 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-
ment and security, and showed that meeting these challenges requires a
coordinated and integrated cpproach.

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 Chalicnge 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 responsibility of developing
countries to ensure a better future for themselves. It devoted much at-
tentior: 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.

‘The last paragraph of the South Commission’s report expressed this
clearly:

In the final analysis, the South’s plea for justice, equity, and democracy
in the glebal society cannot be dissociated from its pursuit of these goals
within 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 opimon and increase the South's chances of
securing a new world order.

There is one basic common denominator in the thinking of all the four
independent Commiissions: no nation can resolve its own problems
without relying on others. The Commissicns speiled 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 Kénigswinter,
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 aresult of the Konigswinier 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 nev/
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 believe require urgent action. We may not all agrce with each
single suggestion, but the need for a2 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
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SUMMARY OF PROPOSALS

PEACE AND SECURITY
We propose.

1.

improved United Nations capabilities for anticipating and prevent-
ing conflicts, in particular the establishment of a global emergency
system;

the claboration of a global law enforcement arrangement, in line
wain the United Nations Charter, focussing on the rol~ of sanctions
and on military enforcement measures;

. organizational and financial measures to strengihen the United Na-

tions capabilities for peace-keeping and peace-making operations;
Regional Conferences on Security and Cooperation to be tried in
regions also outside Europe;

that the moniloring 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 supplicr and recipient countries;

. a pledge by governments in the industrialized countries to allocate

a specific part of the peace dividend for international cooperation;

. acommitment by governments in the South to substantiatly reduce

their armed forces, with the purpose of creating a peace dividend to
be invested in human development.

DEVELOPMENT
We propose:

&.

10.

that the world community sets the goal to eradicate extreme poverty
within the coming 25 years, through a committed effort to achieve
sustainable deveiopment;

. 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;

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;

43

12.

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;

that all industrialized nations set public time-targets to provide one
per cent of their GNP for international development cooperation.

ENVIRONMENT
We propose:

13.

14.

15.

16.

that fees are levied on the emission: of pollutants affecting the global
environment, in particuiar carbon dioxide emissions from the burn-
ing of fossile fuels; .

an international energy 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;

that the United Nations be encouraged to tzke up environmental
issues at the highest level in all appropriate fora;

that nations resoive to make the 1992 United Nations Conference
on Environment and Development a breakihrough for achieving
sustainable development.

POPULATION
We propose:

17.

18.

that national and cultural leaders mabilize the political commitment
and the technical means for making a breakthrough in limiting
population growth;

that the 1994 International Conference on Population and Develop-
ment promote the implementation of policies and programmes to
reach population stabilization goals.



DEMOCRACY AND HUMAN RIGHTS
We propose:

19.

20.

the strengthening of the United Nations role in rionitoring 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;

the strengthening of independent international institutions that of-
fer to monitor countries’ observance of democratic rules and prin-
ciples, in particular at time of clections, respecting the constitu-
tional order of each country.

GLOBAL GOVERNANCE
We propose:

21.

22.

23.

24.

26.

27.

28.

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;

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;

that the system-wide responsibilities and authority of the Secretary-
General concerning interagency coordination and cooperation
should be firmly established;

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 vole;

. that the activities of the United Nations in the economic and social

fields be strengthened and rationalized;
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;

that a World Summit on Global Governance be called, similar to
the meetings in San Francisco and at Bretton Woods in the 1940's;
as a matter o1 priority, the establishment of an independent Interna-
tional Commission on Global Governance.
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Despite the new relevance gained by its
role in the Gulf; the UN badly needs
structural change lo create a strong,
cokerent, credible policy-making body

The Hydra-Headed UN

By John C. Whitehead
and Jeitrey Laurent

HE  United  Nations
emerged from the Kuwail

crisis with its 1eputation
considerably  enhanced.  Long
faulted for impotence and indec-
sion, on haq the organizauon
demonstrated resolve and eflec-
tiveness. But the UN's seeming
new relevance is showing some
limits, as the General Assembly
demonsirated this month in a
frustrating session called to con-
sider the governance of the UN's
econonye and social activities

The backdrop for the session
was the uneven performance of
UN social and humanitarian
agencies - numerous but on shoe-
string budgets all - in coping with
problem of environmental de-
struction, refugee relief, and eco-
nomic devastation in the after-
math of the Gulf war. It was a
bracing reminder that the UN
has become a Janus-like system of
two faces - the UN of peace and
security, relatively purposeful and
effective, to which influenual gov-
ernments pay active and growing
attention; and the UN of eco-
nomic ar.d social affairs, halting,
hortaton, and ofien ignored by
powers great and small.

The Security Coundil, at the
center of the security system. has
proved it can move with a dis-
paich 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, =i'ich account
for some 80 percent of UN
spending. the management and
policy process is 1orntuoushy slow.
The sprawling collection of agen.
cies and governing bodies has no
real central authoritn. UN meel-
ings directh involving Cabinel-
level mumsiers on a global eco-
nomic or suial policy agenda are
virtuallh unknown.

Meetings do go on at such lev-
els. They just don't go on in the
UN. On the eve of the the re-
sumed Assembly session, finance
ministers of the Group of Seven
major  industrialized  countries

met to thrash out common policy
on interest rates and relaied eco-
nomic issues that will affect the
entire global economy. Even
though any decisions on these is-
sues would have dramatic impacts
on, say, the debt burdens of the
third world. not a single develop-
ing countsy is involved in them.
1t has not escaped the notice of
developing countnes that inter-
national economic policy is made
without them. Their repeated
passage of plaintive UN resolu-
tions advocating debt reliel has
had no impact on events. Their
representatives understand that
the UN resolutions they painstak-
ingh crafi on economic and social
problems get filed unread not
onhv in Washingion and Bonn,
but then own cipitals as well.

HE system’s fragmenta-

I tion has frustrated the the

industrialized countries as
well. Urgent threats to the world
environment are a case in point.
There is no place in the UN sys-
tem where a commor: policy on
environment can be established
10 guide the actions of the many
UN agencies involved in agricul-
tural and industric! development,
trade, health, education. and sa-
ence. Likewise, while the UN
sometimes does a very credible
job at delivering relief to refu-
gees. it has been unable to set an
agenda addressing the sodal
problems that cause many refu-
gee emergencies.

Yet the UN's crisis in relevance
has not led 1o an\ agreement on
its restructuring. Since ambitious
designs for reform have foun-
dered on political inerua in the
past, hopes for the recent session
were focused modestv on setting
a new direction for a single over-
sight body, the Economic aid So-
aal Council. This was originally
established as an 18-member
counterpart to the Security Coun-
cil, though with neither veto nor
coercive power. JTodav it has 54
member states, meets at the level
of junior diplomats who have no
political aulﬁorily 1o commit any-
one to anvthing, rarely draws
even UN agency heads 1o its
meetings, ang rehearses speeches
that will be recycled in the Gen-
eral Assembly. It is not a place
where discussion of urgent issues

involving many agencies and gov-
ernments can be converted to se-
rious commitments for action.

HAT the far-flung UN
Wsyslcm needs s a
powerful nerve center, a

role the Economic and Social
Council clearly does not fill. In
the absence of a nerve center, any
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 coundil.

Their prescriptiors ~ adding
niore developing country govern-
ments 10 the council - has stalled
progress on fundamental reform.
By pushing a shopvorn notion of
gorernments’ “equality” that is
maniflestly conlr:giclcd by world
realities, these representatives
display telling indifference to the
structural causes contributing 1o
the UN’s sideline role.

There are, however, hopeful
signs.  Developing  countries
themselves are calling for UN
meetings on major problem areas
at the level of government minis-
ters. They have also proposed
Jjoint iop-level meetings between a
few of their number and the
Group of Seven - though most of
them sirangely resist institution-
alizing such a group as a UN
nerve center. For their pan, the
Nordic countries are proposing
thoughtful and far-reaching re-
forms to esiablish a credible
center of UN authority. The
larger Western powers are at least
amenable to substantive reform,
even if some stand-patters
whisper they are betier off with a
weak UN.

Ten days after the resumed
session recessed, weary negotia-
tors reached belated agreement
on a package of modest proce-
dural reforms, but left the sys.
tem’s fundamental weaknesses
uniouched. For the future, na.
tions must press for a sharpenin
of this clouded vision of renewe
UN relevance.

W John C. Whitehead is chainnan of
the Unuted Nations Association of the
USA. Jeffiy Laurenti is executive
director of UNA's multilateral studies
program.
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@ Many officials
view as a
watershed the
assertion by the
United Nations -
the world’s
preeminent
security organ —
that
humanitarian
assistance and
human -ights are
themselves of
overriding
importance.

— ——

Humanitarianism Across Borders

By Larry Minear
and Thomas G. Weisn

HE plight of the Kurds

I and other Iraqis displaced

by the Gulf war has ex-
posed the sirengths and weak-
nesses of the world’s humanitar-
ian safety net. Like the war iself,
the world's response o the vic-
tims demonstrates both new po-
temtial 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 tkey concede they
could have done more o avoid
the tragedy, it is difficult to envi-
sion standby machinery that
could deal overnight with a crisis
of this magnitude. 1t 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 Iragi
suflering has cost innocent lives
numbering probably in the tens
of thousands. There are currently

more than 15 million other peo-
ple around the planet who,
fearing for their lives, have
crossed international borders in
search 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 against their will,
the choice of some Iraqi Kurds to
return home on their own stands
as a judgment agiunst the lifeline
availahle to them. Their dedsion
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 ir. 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  cr-

ganizations to all those in need of
assistance in all parts of Iraq.”

Many offictals 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 humannasian action,
“to cross a border to wage war but
not to do the same to mzke 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 lraq 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' Libena or Somalia?

The use of American, French,
British, and Dutch marines inside
Iraq without lragi government
approval and the allied ultima-
tums to Iraqi troops to withdraw
from areas which then become
safe havens may indeed represent
a wrning pointin the evolution of
humanitarian ethics. At the same
time, current lifesaving eflorts in

the Gulf cnisis - 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 multlateral 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 soverzignty. Sov-
ereignty must be faithful to hu-
mane values.

B Larry Minear is a visiting fellow at
the Ouveneas Development Council
and Broum University. Thomas G.
Weiss is associale direclor of Broum
Unversity’s Watson: Instutute for In-
ternationad Studies.
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CHARITY

A catalog 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 East, 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 farnine in Africa, which, relief experts say,
oo - could kill between 20 million and

wuﬂ MHESS 30 million people. Taken together,
REN: %/ the underdeveloped world

COMPETING FOR CHARITY | currently presents a picture of
natural and man-assisted

catastrophe rarely equaled in the
20th century. But in the |
recession-plagued indusirialized
countries, that catalog of Third
World miseries arouses conflicting
emotions. Although there is an
unmistakable urge to help,
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Macleans

relatively affluent Westerners face counter-claims for sym-
pathy from their own countries’ hungry and homeless. And
that, combined with a pervading sense that the Third
World's problems are insoluble, creates what international
relief workers call “compassion fatigue."”

The Kurdish tragedy. evin 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
canie 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, 10 percent went tothe Kurds,and only 1 percent
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 "Maclean’s” of Toronto.

than half are operational,
In Kurdistan, private aid
efforts were obstructed
by overzealous Iranian
officials—even though
the fundamentalist Tehe-
ran government had com-
plained that Western re-
lief was inadequate for
the raassive influx of Iraqi
Kurds into Iran. The U.S.
charity Americares with-
drew a seven-member
medical team, abandon-
ing a $575,000 clinic and
$2.2 million worth of
medicines and food, after
Iranian officials accused
them of spying. And a 30-member medical team from the
French organization Médecins 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. Frangois Arsenault, director of international humani-
tarian assistance for the Canadian International Develop-
ment Agency, has stressed the need for Third 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 Himalayvas has added greatly to
the flow of water over low-lying Bang!adesh. 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 ol 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. n

Daher/Gamma-Liason

10 WORLD PRESS REVIEW @ JULY 199i

/'].J

N/



The Insoluble Probienis of
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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 economies 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 for leading these frag-
ile economics 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 the
1990s, and produced a thorough review of
the advances made over the previous dec-
ade. Yet despite persisient 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 jack
the resources for efficient internal markets.
Adding to these problems, the govem-
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 intemational economic climate was
particularly unfavorable to LDCs in the
past decade and actual growth during the
1980s was far lower than expecied. De-
spite national and intemnational 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 a deterio-
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
trends are evident...leaving
policy planners puzzled
over the seemingly random

success of their plans.
BRI AW T ¢ e R T AR AN

figure surpassed even SNP# targeis. Five
other countries—Central African Repub-
lic, Niger, Mozambique, Samog, 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 (o 1984 and from 1986 10 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 cffect 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 Maldives. But otherwise there are no
common factors. This correlation suggests
that export-oriented growth is the way 1o
economic prosperity.

If one had 1o point out an underlying
cause of failure in the countries whose
production decreased, it would be natural
calamitics, which obviously cannot be
countered 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 procecs.

products. These natural constraints are
compounded by devastated economies and
extreme poverty. The lack of skilled
manpuwer and indigenous industries is a
major hurdle to development. Domestic
industries produce a limited quantity of
goods for small domestic markets thus in-
creasing the dependence on imports. The
absence of rural and urban infrastructures
leads directly to the inability to conven
foreign aid into feasible projects. Aid is
* therefore not fully utilized further con-
straining growth. All these problems lead
to small local markets, low to almost non-
existent savings and heavy dependence on
foreign aid for even basic needs like food.
These handicaps perpetuate the vicious
cycle in which poverty breeds poverty.

Adverse Giobal Trends

LDCs are heavily dependent on raw
materials exports for foreign currency
camnings. Each country typically exports
only one or two major commedities which
are often in excess supply on world-mar-
kets. Market price fluctuations are com-
mon, making any investment in the pro-
duction of these materials a risky venture.
Many LDCs also face barriers to export
goods such as textiles and garments. High
interest rates coupled with these weak

52 « SprinG 1991

export markets force LDCs to use much of
their foreign currency earnings to finance
their large debts. LDCs now face a debt
service burden whose real value was not
anticipated at the time the debt was con-
tracted. Continued borrowing in the 1980s
has elevated the debt-servie ratio from 20
percent in 1982 1o an incredible 27 percent
in 1987. Because of this dzbt, the LDCs
have trouble in gaining access to foreign
capital markets and thus cannot finance
trade-deals with the developed countries.
Technological changes at tie international
level often do not extend to the LDCs, be-
cause the LDCs lack the capacity to import
or borrow them. This alarming trend risks
the furthcr economic marginalization of
the LDCs. Although the LDCs face these
difficulties along with all the other devel-
oping countries, their case is special be-
cause of the extreme nature of their prob-
lems. As yet, they are not recognized by
many as needing special consideration.
The third major impediment to growth
has been the LDCs' domestic policies
which have not addressed the challenges
faced by the LDCs. Many ill-conceived
ideas have caused great damage when
implemented while potentially beneficial
plans remain on paper because they lack
adequate supporting. Planners have often

forgotten rural development and rapid
urbanization has resulted—a process that
has strained the urban infrastructure. LDC
governments continue to view income re-
distribution, land reform and decentraliza-
tion of power as social and political issues,
and not as conditions for economic devel-
opment. Governments often fail to develop
the private sector on a national scale and
continue to fund uuprofitable government
ventures like national airlines, utilities and
heavy industry. Efforts to stimulate private
investment and savings have failed misera-
bly except in a few. cases, and has deprived
the countries of much needed capital.
Women continue to play largely traditional
roles and their exclusion from the talent
pool means a significant loss of human
potential. The excdus of qualified person-
nel to developed countries is yet another
loss, while unpopular governments, mili-
tary strife and civil unrest continualtycom-
plicate domestic policy-making.

Structural Adjustment
Throughout the 1980s, the LDCs faced
the double-edged problem of developing
under such adverse conditions and deali: g
with their debt burdens. The worsening
external environment has not helped mat-
ters. The rest of the world had become in-



creasingly closed to imports and less
willing to negotiate terms of trace favor-
able to the LDCs. In the 1980s, the LDCs
launched several programs to combat the
problems they faced in all ecoiomic sec-
tors. Yet many of the problems remain
unsolved. In the 1980s, 27 LDCs imple-
mented programs with International Mone-
tary Fund support, but it is difficult to
judge their impact. The World Bank now
concludes that domestic problems—such
as poor policies, structural rigidities and
weah institutions—are the biggest hin-
drances to progress while the LDCs claim
that the policies themselves are definitely
ineffective. These conflicts have frustrated
both sides.

One cannot place all the blame on the
LDCs since many of them have invested
much effort into development. UN analy-
ses show that the performances of the
twelve LDCs which have implemented
development programs continually
throughout the 1980s have not differed
significantly from the LDCs as a whole.
The absence of any correlation between
the adjustment programs and respective
national performances raises questions
regarding the adequacy of these programs.
Many multilateral institutions have only
recently begun to review their policy
approaches and have become aware of
many of the shortcomings of their policies.
The World Bank, in its 1C-year review of
adjustment lending, admits that adjustment
is a longer process than was originally
anticipated. Reform packages now pay
closer atiention to the time needed for
adjustments to take effect.

Growth in LDCs' trade has lagged well
behind the growth of world trade for
several decades. While the LDC share of
world population grew from 7 percent to
8 percent between 1970 and 1987, their
share of world exports steadily declined
from 1.4 percent in the late 1960s 1o a
minute 0.3 percent in 1987. Among other
causes, domestic policies have restricted
expon development. Exchange rate poli-
cies, public sector trading monopolies,
price disiertions, subsidies 1o uneconomic
ventures, and neglect of the private sector
have discouraged new initiatives and in-
vestments in the export sector.

The decline in prices of raw materials
severely hunt the value of LDCs' exports.
Commodity trade has indeed been the
major determinant of the poor. As noted,
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many countries specialize in only one to
three commodities and have been at the
mercy of the world market. For example,
between 1980 and 1988, international
prices for coffee fell by 37 percent, cocoa
by 51 percent and cotton by 33 percent.
Tariffs and non-tariff barriers on processed
commodities have also hampered trade. In
addition, agricultural subsidies in devel-
oped countries take away any cost advan-
tages that the LDCs might have in produc-
ing food.

An Internatiorial Solution?

At the international level, developed
countries must recognize that a favorable
external environment is essential for sus-
tained growth. Indusirialized nations
should recognize that certain conditions—
like stability in international commodity
markets, international support in terms of
Official Development Assistance (ODA),
debt relief and free access to world mar-
kets—are requirements for an international
environment favorable for growth. Intema-

There will not be any
significant alleviation of

LDCs' problems in the
near future.
[ ST T IS M

tional action to combat the decline of the
LDCs needs to enhance LDCs’ access to
markets. The developed countries need to
make an effort to remove non-tariff barri-
ers faced by the LDCs. Protectionist poli-
cies have been the most severe impediment
to LDCs' access to world markets. The
developed countries should also pursue
policies that cushion the LDCs from major
piicc aluctuations in the commodities
markets and compensate them for large
exporl eamings shortfalls because of these
price fluctuations. These compensatory
measures could come in the form of grants
or loans, from individual developed coun-
tries or international organizations, and
should be negotiated on a country-by-
country basis. As the LDCs' debt problem
has become such a stumbling block to
growth, the international community
should actively attempt to reduce the
burden by writing off some of the debt (as
has France with some of its loans 1o the
LDCs) or converting it into grants. This

should not be done without extracting
promises for financial discipline in the
form of reduction of defense expsnditures
and curbing of unproductive operations.
Shanta Devarajan, of Harvard's Kennedy
Schoo! of Government. says that “eventu-
ally, some of the debt to low income
countrie.. should be written off, but the
problem of incentive will remain.” A
policy of cooperation would help the Least
Develcped Countries achieve a degree of
economic stability.

On thc other side, the LDCs’ govern-
ments need to place primary imporiance on
the implementation of policies which stress
continuity and consistence. Sectors like
rural d-velopment, agriculture and training
require priority. The LDCs' government
should establish links between manufac-
turing and service seclors and try to har-
monize all foreign-exchange-eaming proj-
ects with the rest of the national economy.
They need to diversify exports and become
more competitive internationally. Socio-
cconomic development requiring equitable
redistribution of income and inclusion of
the entire population in national activilies
must be stressed.

On the whole, prospects for the future
hardly seem sanguine for the LDCs. Their
probleras seem insurmountable and inter-
nationa! efforts to aid them are dwindling.
Recent developments in Eastern Europe
and in the Persian Gulf have diveried much
nerded attention away from the LDCs.
Although there are a few encouraging
signs, the overall picture indicates that
there will not be any significant alleviation
of LDCs' problems in the near future. It
will not suffice to say that LDCs have the
primary responsibility for their develop-
ment. Their problem cannot be tackled
alone. A strengthened partnership between
the LDCs and their development parners
is essential for progress to occur. The
international community must recognize
that the problem of the LDCs is not a
localized one but rather a source of general
concern. The development of the LDCs
should not be thought of as a humanitarian
issue either. Their development will lead
1o a stronger world economy and gains for
all nations. If a concerted effort is not
taken by both sides, the world's least
developed economies could easily deterio-
rate to dangerous conditions, a prospect
which should not be accepted by the global
communily.®
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Wisdom from the Pope
By Michael Novak |

The pope’s splendid new encyclical, “Cen-
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 nsists 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.
“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 XIII's & -
“Rerum Novarum” (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 com-
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
true—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 theology”
has been bypassed by events, and in sec-
tion 42 he proposes as the goel 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 thar fuifilled 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 abcut limitations on state
power. It inciudes 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 profouricly 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
nas 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 ihe 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

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 XIIT's accurate predictions about so-
cialism in 1891 still read today. No other
world leader could have produced such a
profound tour d’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 Philosophy of the
Americas (AE] Press, 1990).

1991 - # 26

W42



Tiie Changing Role of the State
in Development

A leaner, specialized, and more effective public sector is needed
to support a healthy private sector

A remarkable change seems to have oc-
curred in thinking about the role of govern-
ment in economic development across the
glohe during the past decade. Less is now
considered better. In other words, increas-
ingly countries of all political hues have been
moving to policies that favor a reduced role
for the 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 eifect 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 role 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
in which 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.

Arturo Israel

Functions. Five important functions per-
formed by the public sector need to be identi-
fied and improved:

* The capacily to design, monstor, an sm-
plement a consistent sel of macroeconomic
and sectoral policies. 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 preliminary analysis of the suc-
cessful cases of policy forrnulation and iriple-
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 and, 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 min-
istries. Such persons have to be brought to
the right posts (with appropriate benefits and
status) and then allowed to function.

» To provide an enabling environment for
the funchioning 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 ractice, this
has not been easy. In some countries, en-
trenched bureaucracies with considerable po-
litical power have managed tc neutralize or
greatly reduce the impact of policy reforms.
Powerful uiterest groups sometimes have
acted azainst the adoption or implementation
of, for example, reforms to liberalize quantita-
dve 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 restrictions 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 Invrstissements 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 onmpetitive markets. Such
regulation includes not only the overseeing
role (e.g., antitrust, prevention of collusion, or

This article is based on a longer paper, “The
Changing Role of the State: Institutional
Dymensions, " avaslable as PRE Working Paper No.
495 (Augus! 1990) from Zeny Kranzer, Room N-
9051, World Bank, Washington, DC 20433 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 uxample, 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 consumers, producers, investors, and regu-
lators, through disclosure rules and other
mechanisms.

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 Province of China) have bzen quite
successful in this direction. Such an activist
policy, however, requires a delicate balance,
both institutionally and politically, which is
very 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.

* To pnivatize 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 ieam
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 collaboraiive 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 acoount. 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-
ces. 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.

s To uperate more effectively the enter-
prises that will remain in the publc seclor.
Considerable progress has been made in re-
cent years i~ 1 large number of countries to
help governments set up clear rules of the
game for public enterprises, governing their
policy framework, autonomy, and acocount-
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 pni-
vate sector enterprise operating ir the same
market. The critical issue is oft :n not owner-
ship but competition. Indeed, many public en-

Arturo Israel

Chilean, is Serior Advisor,
Infrastructure and Urban
Development Department
of the Bank. He holds a
PhD from the London
School of Econonscs and
has wnitlen extensively on
the pubkc sector.

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 numbx 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 acocounting, auditing, legal,
and medical professions may “ave sufficiently
strong internal standards so that the role of
the state in their regulation could be minimal.

Because of the nature of their work (mainly
economic and ‘echnical 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
« 4m planning orientation of past development
strategies needs to be replaced by an ap-
proach that includes beneficianies (“clients”) at
all ievels. This would reduce the distance be-
tween the state and the public. The specific
mechanisms for this more open aproach are
country-specific, and the process is undoubt.
edly helped by a democratic setting, but sev-
eral measures could be borrowed from devel-
oped oountries. 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 ‘crested parties.

The essence of the argument behind thase
changes is that 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 is the need
for efficient points of contact between public
sector agencies and private sector operators.
This covers, for example, the tax collection
system, technical licensing and control, or
credit processing, all of wlich are often ap-
pallingly incompetent. The de-bureaucratiza-
tion program in Brazil of a lecade ago, along
these lines, had an importar t measure of suc-
cess and other countries followed that experi-
ence, albeit only partially.

Skills and incentive:. The functions,
structures, and procedures described above
demand a different kind of ¢ vil servant and a
changed set of incentives for public sector em-
ployees. The staff should hzve sufficient pro-
fessional stature and integri' y not only to con-
duct a dialogue with the private sector but

alsc to withstand its pressures. They should
also be able to speak effectively with politi-
cans. 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

In discussions 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 ingredients: 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 politica) control does not nec-
essarily imply public ownership or operation.
Contradictory and excessive political interfer-
ence 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 centrz] 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 acoount-
ability of the political system. Strengthening
the policy-making technocracy (inside and
outside the government) could make it a 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. ]



World Bank News, May 2, 1991

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 19%0s,"
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 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 shouid 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 r.port, 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.

© 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 "growing 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
ancther 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

8 Hunger: Agricultural fertility -

can't keep up with human
fertility; the entire continent
now subsists on handouts.

By JONATHAN POWER

HELSINGOR, Denmark—War in Africa
has been a primary cause and exacerbater
of famine. But don't make the mistake of
thinking that, because in the last few days
the wars in Angola and Ethiopia have been
wrapped up, the great hunger stories are
over. Africa's agricultural problems are
just too severe, it8. climate too harsh and
erratic, ils soils too poor, its governments
too mismanaged and its population growth
out of control, for any imminent solution to
be on the horizon, or even over it.

This weekend, here in Hamlet's home
town, agricultural mintsters from most of
the world's countries are holding their
annual get-together under the auspices of
the United Nations’ World Food Council.

The report they have been given on the
state of agriculture in Africa was the most
devastatingly pessimistic document I've
heard or read for a long time. Anyone who
was dreaming, as 1 was, that there are

hopeful aigns got a rude shock. Yes, I've .

seen how Zimbabwe has geared up its
oeasant small-holders to the point where
hey produce sizeable export surpluses
year after year. I'v. watched, and been
inspired by, the W~hnical wizardry of
anti-pest programa sponsored by the In-
ternational Fund for Agricultural Devel-
opment; they have knocked down the
screw worm, which threatens livestock,
and the mealy bug, which was eating its
way through the coptinent’s main food
staple, cassava. None of this—or all the
other bits and pieces of progress —seems to
have made a dent in the macro-statistics. -

The last 20 years have shown beyond a
shadow of doubt that Africa has the
highest average increase in population in
the world and the least productive growth
in food output. While it's true that the
number of poor and hungry is rising in all
Third World countries, in Asia the increase
in numbers—an extra 10 million since
1970—is minuscule compared with the
successful feeding of the hundreds of
millions of extra mouths that weren’t
around 20 years ago. In Africa, a much less
heavily populated continent, the number of
hungry has increased in that time from 92
million to more than 140 million.

But it is the outlook for the future that
really startles. Today, Africa’s food pro-
duction shortfall is about 8 million tona.
Much of it is made up with focd aid. By
century's end, the need will climd to 50
million, and by the year 2020 to a stagger-
ing, unimaginable, 245 million tons.

Even this is a benign estimate. It as-
sumez that food production grows ai 2% a
year. The recent average is 1.7%. To keep
food imports from rising to the sky would
mean a modern miracle—increasing home-
grown production by 4% a year, combjned
with a sharp decline in fertility rates. *

In the rest of the Third World," the
overwhelming majority of people are get-
ting more food every year. In Africy, at
least half eat less than they did in 1970.
This year, drought has returned with a
vengeance to Ethlopia and all of'the
countries bordering the Sahara. The emer-
gency need for food aid is larger than
during the great famine years of 1884, ‘80
and ‘86 when Bob Geldof and Harry
Belafonte pushed us to be generous 4n a
style we haven't been accuswmej to,
before or gince.

Africa is not like Bangladesh, with its
torrential atorms and floods, or Guatemala,
with its earthquakes, hit hard every 10
years, la Africa, disaster is the melancholy
wheel of everyday life, forever turning.

The likelihood of introducing dramatic
improvements in African agriculture on a
wide enough scale to make a real lmpres-
gion is slim.

Comparison with the Asian Green Revo-
lution highlights the difficulties. {rrigation
was one of the secrets of Asia’s suctess.
But in Africa, dam-based systems have
cost astronomical sums and given' low
returns. Research on yield improvement of
crops traditional to Africa is atill in i early

* stages. Meanwhile, soil fertility is worsen-

ing and the growth rate in fertilizer use is
actually declining. As for aid programs, we
have to be brutaliy honest—they have, in
the main, a dismai record of failure,

If governments and aid agencies cannot
resolve the problem, nature has its own
way-at worst, tens of millions of people
dying of hunger, at best living on meager
handouts from U.N. and Red Croes food
trucks. Africa will become a continent-
wide Bronx, living on welfare. What we‘ve
seen already on our television screens is
minor compared with what is Lo come.

Hamlet-hike, we can go on being indeci-
sive about what to do, discussing the

-options interminably. Or we can move on

the problem immediately, casting aside the
multitude of badly coordinated, often com-
peting, incredibly duplicating and time-
consuming individual efforts. We need 2
High Commission for Africa for 20 years,
running development programs like Gen.
Douglas MacArthur ran Japan. But, this
can't happen in a continent so proud of its
recent independence. Perhaps there is a
middle way if African leaders themselves
ara clever enough to come up with it. They
must hurry. “The slings and arrows of
outrageous fortune” give littie time.

Jonathan Power is a London-based con-
tributor to the International Herald Tribune.
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by Holger C. Wolf

An M LT. Economist Highlights
the Pitfalls of Fine-Tuned
Incrementalism
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NLY A YEAR AGO PUNDITS TOUTED East-
em 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 not
¥ swollen into the anticipated flood. East
Germany, arguably the healthiest among
' the stricken, has managed to privatize a
scant lOOO of its 8000 firms. What has gone wrong?
Less than fuily appealing fundamentals form part
of the answer. Miracles are not created out of thin
air. They require a solid supply-side underpinning:
stable money, attractive tax rates, secure property
rights and a government attentive to the needs of
investors. Ludwig Erhard, Germany's miracle doctor
of 1948, understood this. His medicine combined a
drastic reduction in tax rates with a conservative
monetary policy. It was administered by a govemn-
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
the war played a crucial role in the 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
inflows. As of now, investors have no' lost interest.
Yet sooner or later Eastern Europe will have to
deiiver or risk discovering to its detriment that for-

- eign investment is a suppliers’ market. Portugal and

Spain present attracive 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 Professor of Economics at M.L.T.
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cess is bearing ‘ruit. 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 rezovery 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 Kevnes, 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 sturdiaess 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 lezds to self-justifying
waves of optimism and pessimism. If sufficient
investment come; in, the resulting rapid growth pro-
vides a compelling argument for continuing pro-mar-
ket policies, validating the initial investment deci-
sion. Ludwig Erhard was able o maintain his pro-
market policies against the resistance of a large frac-
tion of the population (and the Allied Powers) pre-
cisely because he could point to their evident suc-
cess. Pessimism likewise is seif-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 illust-ate 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; Germany 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 euticements. The
carly 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. Discounts
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 ecenomic 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 right 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. L 4
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N MANY WAYS, THE CHALLENGES confronting
Eastern European nations 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-
tion and adjustment has been implemented since
1982, touching upon problems such as the
straightening out of public finances, the ¢xecution of a
privatization program, dealing with an external debt

_overhang, 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 concem 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.

I. STABILIZATION PoLICY

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 onc-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 leveis of about 30%. More
impressively, non-financial expenditures have been
reduced by half over the seme 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 Undersecretary for International Finan-
cial Affairs in Mexico.



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 confidence generated by successfully
concluding a decisive debt renegotiation in 1989 (itself
due in great part to Mexico's coherent economic policies)
tave 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.

the process of being privatized. The firms privatized have
ranged from small enterprises to the largest concems 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-

These results are only
possible if a government
gains the public's trust by
being credible, which itself
can only be achieved through
the consistency of its policies.
The crucial point here is that
once a coherent strategy has
been mapped out and targets
set, there should be no
wavering, especially for
reasons of political expedi-

It is better and more efficient to
declare a bankruptcy than
to maintain a firm
which is bleeding
the Treasury's coffers.

ernment will over time end
up provia.ag subsidies, as
these firms tend to experience
losses. Economic efficiency
argues for privatization.

In Mexico, we have also
pursued privatization assid-
uously for a second funda-
mental reason. Underpinning
both the restructuring of
public finances and the pri-
vatization program is a reori-

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.

I1. PrivamizaTtion 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
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entation, or rather, an affir-
. mation of the State's prion-
ties. For example, in the case of the national telephone
company, Telmex, we have an exception to the rule of
the inefficient state 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 govemment's pro-
ceeds. A fire sale is clearly in nobody's interesi. We
have found that the govemnment 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 administrative exper-
tise needed to hand over pub-
lic concerns. As Mexico's

exhausted. Once a renegotiation is concluded, however,
it will have a catalytic effec:t 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
Jevel of perceived risk, real
interest rates on government

structural reform program
took hold ard public confi-
dence increased, it became
opportune to sell larger con-
cerns and at a higher price
than would have been the
case a few years earlier.

II1. EXTERNAL DEBT
MANAGEMENT

As has been the case for

The burden of debt
is not only financial
but also psychological.

instruments were extremely
high at 45%, as mentioned
previously. This situation
coincided with the negotia-
tions between Mexico and its
commercial banks during the
early part of 1989, when the
outcome of these was still far
from being clear. In the same
week that an agreement in
principle was concluded, do-
mestic interest rates dropped

many Latin American coun-
tries, including Mexico, there
are a number of Central and Eastern European countries
suffering from an extemal 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 uncentainty, 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 extenal indebtedness. Moreover, it
is difficult to know by how much the country's debt
needs to be reduced until all internal efforts have bzen

by 22 percent. This was
: followrd 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 pontfolio 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 lower
nisk perceived by international investors since Mexico's
external debt was renegotiated and the debt overhang
climinated, Mexico has been able to return gradually to
the intemational capital markets with nearly $3 billion 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 imponrtant 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

on increased significance as a non-debt-creating com-
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 domestic
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 1s for this
reason that foreign invest-
ment flows may be sluggish

elenients of structural reform
for inducing microeconomic
efficiency and for consoli-
dating n.acroeconomic sta-
bility. Mexico’s experience
has been that it is better to
introduce these liberalization
reforms quickly, but at the
right moment. By imple-
menting rapid liberalization,
economic agents are better
assured of their irreversibili-

The initial stages of reform
are the most trying.

But the appearance of
positive results will make further
efforts more palatable and
easier to accept.

at first, and accelerate to-
wards the end of the struc-
tural reform process. The
pitfall to be avoided is to
overestimate these flows in
the early stages, a problem
which may currently be
affecting evolving Eastern
European countries.

In conclusion,we Mexicans
are convinced that we have
chosen the right path since

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 impostant 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
stzbilization 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
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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 enzure that the goals set are
achieved. It is clear, though, that the govemment 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 Ceniral and Easten
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. *



2 IMFSURVEY:

Managing Director’s Address . ..

Camdessus Outlines Multilateral Strategy for
Economic Reccvery in the Middie East

~ g ollowing are excerpts from remarks by Michel Camdessus,
Managing Director of the IMF, delivered before the Confer-
ence Board of Canada in Toronto, Ontario, on March 19:

I would like to offer you some comments on the prospects
for the developing countries, with particular emphasis on the
basic conditions for sustainable economic progress in the
Middle East.

For it was there, of course, thar
the impact of the crisis that began
last August was the most extensive
and damaging. I need not dwell on
the grear human suffering and losses
that fell on those direcdy affected,
nor on the widespread physical de-
struction in Kuwait and Iraq, and
the damage to the environment.
Normal economic activity in those
two countries, and in Jordan, was
suspended. Other countries in the
region, notably Egypt and Turkey,
also suffered severe losses, including
the loss of export eamnings, includ-
ing workers' remittances and tounist
receipts. These losses are estimated
at approximately $3 billion for
1990, and almost three times that
amount in 1991. The oil exporting
countries in that region also expeni-
enced adverse consequences, on bal-
ance, because the benefits of higher
oil revenues were more than offset
by substantially higher expenditures
aszociated with the war, including
military and economic assistance to
other countries.

Looking ahead, it is obviously difficult to comment on the
outlook for the Middle East countries. But I would hope to
sce a gradual recovery in activity in the region provided rapid
progress is made in the urgent work of reconstruction and
repaining the war damage, re-establishing the trade and labor
market links, and pursuing sound economic policies.

Clearly, the period of reconttruction, and more broadly of
economic and financial restructuring of the region, will be
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A Kuwaiti oll field burns out of conlvol: rapld
progress is needed In the urgent work of
reconstruction and repalr of war damagae.

uneven and demanding. The economic challenges will be
inextricably connected to the resolution of political ques-
tions, on which I will not comment. But I am sure that the
prospects for reconciliation and for a lasting peace in the re-
gion will be stronger, if conditions for sustainable economic
progress are created, and vice versa.

Without attempting to be ex-
haustive, let me briefly menton
five basic ingredients of a postwar
economic strategy to help the eco-
nomic recovery of the Middle East,
in a truly mulrilateral framework;

e first, and most important, recog-
nition of the need for sournd eco-
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nomic policies in each of the
countries, supported by effectve
international cooperation, to deal
with long-standing problems re-
sulting from weaknesses of past
policies. It is clear that no solution
will be found to the persistence of
great poverty if the countries do
not correct these shortcomings;.

* second, a reinvigorated effort to
implement  structural  reforms
aimed at strengthening the
economics. Some of these coun-
tries had embarked on such re-
forms, before the crisis, but much
more needs to be done; in particu-
lar, they need to simplify, and
make more transparent and even-
handed, the regulatory environ-
ment (so that it is, among other
things, conducive to private foreign investment); to promote
efiiciency by liberalizing prices; and to open their economy
to international trade.

* third, an adequate availability and effective utilization of fi-
nancing, in some cases on concessional terms, to support
well-designed economic policies. This should include a
readiness of the wealthier countries in the Middle East to
step up their contributions to multilateral efforts to bring
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.
o 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 iraagina-
tive international effort to reduce the need for—and the pro-
vision of—arms in the area. To stick only to the economic
aspects of tiiis, think of the harmful consequences of exces-
sive spending on arms for the budgets, balances of payments,
and debt situation of many
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fiscal policies designed to correct large macroeconomic im-
balances. Indeed, a number of developing countries have
successfully implemented such programs, and the prospert
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-
trial countries’ responsibilities.

First, and most basic, the developing countries face an eco-
nomic environment characterized by a severe shortage of sav-

ings, at a dme when

developing countries (and

worldwide investment

not only those in the Mid-
dle East).

On this topic, let me pay
tribute to the recent inita-
tve by Prime Minister

“The savings performance of both the The
industrial and many developing countrics
has been disappointing for some time...”

needs are rising sharply.
savings perfor-
mance of both the in-
dustrial and many de-
veloping countries has

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 armn; sales to the Middle East? | am truly
rnindful nf the difficultie: in the way of such an arrangement.
But the objective is important enough to warrant the effort.

These are five possible elements of the sornt of framework that
comes to mind that would help establish a solid basis for post-
war financial sability and economic progress in the Middle East.
Clearly the Lt is not exhaustve. What is essential i that these
issues are considered urgently, and action taken soon . . . .

The most striking feature of the 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 economy to international
trade. More developing countries are now following this
strategy, in order to establish the foundador 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

been disappointing for
some time, and. snows 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 unserded economic conditions. On
the investment side, the rising needs of the industrial and de-
veloping countries Lave recently been augmented by some
special situations. In paidcular, it is clear that the transforma-
ton 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 2 modest nominal increase in ODA [official develop-
ment 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 ceruainly 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 debr difficulties, are finding their access to baik
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 rcquircmcﬁts. This leads me to two con-
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clusions: that the developing countries must
pay close attention to improving the quality of
investment; and that they will need to rely in-
creasingly both on domestic resource mobi-
lization, to meet their investment needs, and
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-
gral parts of a balanced, growth-oriented ad-
Jjustment strategy. In practice, this requires a
combination of macroeconomic and structural
policies to lay the basis for a sustained and

sound growth.

TR RN

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 2 moment ago, you will not be surprised if I stress first
that one of the most useful contributions that the industrial
countries could make, would be to strengthen their oum fiscal
petformance. 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 easirg 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
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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 substzn-
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. —



DEVELOPMENT
CONNECTIONS

ﬁBVSLETTER OF THE WASHINGTON CHAPTER OF THE SOCIETY FOR INTERNATIONAL DEVELCPMENT

HUMAN RIGHTS AND DEVELOPMENT:
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by Marah de Meule
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“Theindivisible union of human 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-

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

——

damental reassessment
of the cooperative ef-
forts” of development

strategizing.” Yet this eguation.

Civil and political rights con-
stitute only half of the solution;
workers and human Social and economic rights —
rights activists, and the “the concern of development”™—
beginning of “joint represent the second half of the

individual having cer-
tain rights against his
own government;”
thus “these kinds of
rights are basically
limitations upon the
scope of one’s own

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
dvil and political rights, through the focus
on imprisunment, is necessary for the
evolution of a society “where each person’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.”

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 government, 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 reason for the divergence is “the
cost of including development and social
and economic rights in our concept of
human rights duties, since acknowledging
these rights would incur great financial,
economic, and political costs.” A crucial
step tointegrating such concerns would en-

See HUMAN RIGHTS page 2
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HUMAN RIGHTS
Continucd from page 1

tail “concciving of aid on a need basis,
not a political one.” The politicizing of
aid, exemplified by “shibboleths such
as ‘we arc conditioning our aid on
progress towards democratization™
has the unfortunate effect of “cutting
the poorest people —even though they
mray have despotic governments — out
of the aid pot.” Amnesty International
(Al) 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 stzndard of
impartiality: “Amnesty tries to oppose
the abuses that it opposes in every
situation where it has the informatior ;
we try to uphold governments to a
‘single standard.” Conversely, a second
“partof 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
the international community to the
documented human rights violations
occurring in Iraq over the previous
decade constitutes
“one of the ex-
amples of (the) real-
ly appalling
hypocrisy that we
face,” stated Goer-

The goals of development require
a more activist government, one
that will help "secure...not only
dignity...but certain basic needs.”

Rights Commission voted to remove
Iraq from the list of countries that were
subject to confidential scrutiny of their
human rights records.”

Further impeding
the integration of
human rights and
development ef-
forts are what
Butcher termed

ing, deputy execu-
tive director for
programs of Amnesty International-
USA. Al “had been producing report
after reportafter report onIraq forrnore
than ten years.” But it was only when
“the victims happened to be Kuwaiti
rather than lragi or Kurd,” and
criticism of the Iragi government was
more politically expedient, that “jt -
came an issue that this administration
and many in government became right-
fully very concerned about.” The UN
has been equally remiss. According to
Goering, "After Saddam Hussein had
twice used chemical weapons against
his own population, and after he had
engaged in a widespread pattern of tor-
ture and execution, ..the UN Human

“the single-
minded focus 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 the overwhelming na-
ture of their task. Butcher said, “The
challenge of underdevelopment i3 so
enormous that the preoccupation of
developmeni 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 com-
munity of the right to development. But
they offer a too “broad, almost incom-
prehensible, concept” of such a right.
"A more workable definition,”
declared Butcher, “wonld be a more
limited one — namely, the right of each
human being to be free from a certain
level of poverty.”

Despite the polarization of the human
rights and development fields, and the
obstacles impeding the assirnilation of
efforts in both fields, both speakers of-
fered optimism for future. Amnesty In-
ternational has noted “very encourz3-
ing developments in virtually all of the
so-called Third World” where local
chapters have been forming and be-
coming quite active, participating in
letter writing campaigns and embassy
protests. Butcher found the very fact
that the dinner focused on the “in-
divisible union of human rights and
develi.pment” very erouraging and
hoped it was the first step towards
opening dialogue between the two
fields.O,
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Human Security and the Gender Perspective

Wendy Harcourt

Wendy Harcourt looks at the gender perspective of security
issues in a changing world order. She suggests that the recent
Gulf crisis must not distract our attention from the on-going
" development concerns of global human security, food security,
social security and human rights.

War affects all: men and women. Can we therefore have a
women’s position? What is evident is that 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 nn**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. Intemnational NGO suppont, such as SID can
provide, a clear media focus and information on what the
people of the region want will be important in ensuring positive
change.

The international response to the Gulf crisis should be to
take a hard look at some of the tougher political issues which we
u1ave 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 increasing
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 bririging home the importance of current
events for the men and women of developing regions. Globhal
collective security, the key to the peace initiatives, has t2 be
considered on a personal as well as intemmational level. As many
are saying, stronger international and regional institutions ave
necessary and welcome with the proviso that NGOs play an
even more careful monitoring role of multilateral institutions.
The point though, is