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Foreword 

In the latter part of 1989, when it appeared that several major foreign aid reform 
efforts were losing momentum, the Board for International Food and Agricu1tud 
Development @IFAD), in response to its legislative mandate to advise the Resident and the 
Cmgms, initiated a new effort to nsxamine agricultural development assistance irn the 
context of an overaU need f ~ r  change in this nation's approach to foreign aid. 

AMer soliciting cooperation and support from a number of inkrested individuals and 
o t ~ t i m s ,  an informal organking committee agreed to cwn~ssion a blue ribbon task 
fom of distinguished development scholars to take a new look at development strategies for 
the hare a d  continue efforts to build a viable coalition for refom. Dr. G. Edward Schtak, 
Dan of rhe Bumpbey Institute of PuBljc Affairs, University of Minnesota, was selected to 
h a d  the Task Force, and the Humphrey Institute agreed to become the implementing 
organization for the project, which initially was bown as "AgricuBture 200." 

The overall charge to the Task Force was to re-examine the changing needs slnd 
conditions for agricultural development globally and to identify the key elements of a strategy 
to bring about sustainable agricufturat development more effwtivdy in the future. Some of 
the specific issues the Task Force- was asked b aiddress were: 

* The key elements of a strategy for the United States to help developing 
countries achieve sustainable food and agricultural development. 

e The potential role and contributions U.S. research and erlucationd institutions 
might make to agricultural development assistance programs. Both private and 
public ir,stitutions were to be considered. 

* The U.S. a.gricultud interests in development assistance and technical 
mpention. 

* The state of world hunger, the global f d  situation, the prospects for feeding 
the world in the year 2080, and the implications of this analysis for 
development assistance. 

* me status of m t  developments in new production technology for agriculture 
and the imp~cations of that status for future in-s in agricultural 
~ u c t i v i t y  . 

* The changing needs of developing countries and how these n&s differ by 
region and stage of development. 



* The institutional requirements for administering an effective program of 
development assinancc and cooperation, with special attention to o p m h g  
modes and the needs fur kchnical skills. 

Tfris was an ambitious assignment, but an advisory committee to the Task Force, 
made up of sponsors and key officials, emphasized the desirability of wiJe latitudey and of 
fmxbrm to choose among the ppEifc charges io mncenmte on those doem4 most f i t f u l .  

After the initial charge was received, it became clear to the Task Farce and Advisory 
Committee that the study should encompass more than agricultural developmeat. Therefore, 
the T'ask Force was encouraged po examhe the broader dimensions of f k g n  aid and the 
rationale for a development assistance ancl amperation program for the United States-th, see 
if there was one that muld gamer politkal supput b t h  domestically and within the countries 
expected to benefit from such collaboration. The development of plitical. support is deemed 
critical to a sustainable program that will best serve U.S. needs and enable the nation to play 
fie world role necessary to promote its own economic growth and development and to 
protect its vital raa~onaF. interests. 

It is a testament to the impom= of the issues that we were able to assemble such an 
outstanding group of scholars to serve on the Task Force and to devote a significant mount 
of their time without mmpnsatiun for over a year. We are deeply indated to them for 
their tireless efforfs and to the institutions with which they are aff jated for allowing them to 
serve. 

We are &ratehl to the Ford, MacArthur, and Rockefeller foundations, the U.S. 
Department of Agriculture, and the U.S. Agency for International Development for 
supporting this effort finandally through grants to the Humphrey Institute. The BEAD, now 
the expanded %ard for International Food and Agricultural Dsvetopment and Economic 
Cooperation (ErFADEC), provided a headq-s for the project and supplied staff, 
sea~aarid, md other logistical support as well as counsel and encouragement. 

We ar;~ dso indebted to the members of the Advisory Committee who met regularly 
with the Task Force and offered advice and support. They also served as zm important link 
between the Task Force and the policy makers and opinion ieaders whose support will be 
required if the Task Force rmmmendatioas are to have an impact on programs of the 
future. 

W i b m  E. Lavery 
C b a n  of the Advissry Cornsnittee 
to the Task Force 



Prologue 

Soon after 1 was appuirrkd chairman of the Board for fnternatiorid Food arrd 
A@&- B v d o p e n t  and Economic Cooperation (EtIFADEC) by Resident Bush in 
Sepkrnk 1990, I leaned that under the $eademh$ of the f'er chairmm, W W  E. 
hvery, the Board had gtad at: foresight tt~ initiate a study aimed at making this comtry'~ 
foreign aid pmgmm better suited to a rapidly changing world and to better m e  U.S. 
interests. 

In the interests of continuity, J s k e d  Dr. Uvery, who was chairing the Advisory 
Ci)mmittee to the Tak Force, to conhue in that mie. We are fortunate that he agreed to do 
ss and was able to see the study through to completion. 

The one stipulation m d e  was h t  the Board be kept abreast of the study as it 
proceeded and be given the: ty to interact with the Task Force from time to time. 
Over the past year, the Board bas had a number of briefings by Dr. Schuh and on occasions 
an opportunity to discuss prdhnbary findings with the s?"U Tak Force and Advisor); 
Committee. It was a happy wkddence that the Bard, composed of several new members, 
was able to use ?he Task Force study as a cram course on the issues facing foreign aid 
generally and @caItbld development iri particular. 

The Board was pleased to -sponsor, along with the Citizens Network for Foreign 
Affairs, and participate a national conference on Capitol Hill in June 1991. The Task 
Force findings and recommendations were thus $red at a time when the Congress was 
considering new autlhorizing legislation and appropriations for foreign aid. The conference 
allso provided a forum for a wide range of interest groups to interact with each other and 
with members of the Task Force and for conflicting p in t s  of view to be discus&. 

h September 1991, the Board passed 2 xesulution expressing its tlanks and 
apprecla6011 to the Task Force for such a comprehensive analysis of foreign aid issues and 
for the! high quality of tfie report. We also singled out what was deemed to be the most 
important recommendations by ?he Task Farce and forwaded them to the Administrator of 
A.1.D. with our strong endorsement. 

Bn behalf of the BEmm E want to thank aU those who contributed $0 this effort, 
espxidly Dr. Schuh and the other Task Force members; John Stovdl, StaR Dirtor; Dr. 
hvery; and all members of the Advisory Committee, who contributed a significant part ~f 
their time for a cause they &viuusly believed in deeply. 



This reprt is the product of a Taslr Force. on Development Assistance and 
Coopation, mmmisslon& by the Bard for International FQOd and Ag~icu1t~rat 
~ t 1 o p m e n t  and E f m o d c  Ccqwation (BZFADEC). Working for over a year, the six- 
pmon Tksk Force interacted with several hundred devebpment spi&ts and govrmment 
offidals, whose views and comments h d p d  shape the conclusions and rrccmmendafions. 
This wrt, however, is a Task Force consensus, not an aggregation of h e  v i m r  expressed 
by 0 ~ ~ .  

me Task Force study and this report had four mah pwrposes: 

I) to revitati= this nation's foreign economic assistance pmgram 
2) to assist h deve1oping a politid consensus both domestically and abroad in 

htemationd economic mpf:ration and assistmce, 
3) to cd l  a@ntion to the impomce of a sustained effort at agricultural 

&vf:1opment in the developing countries, a d ,  
4) to & v d q  new strategies for development that reflect the chmged conditions 

in the international economy. 

This report deals with a wide range of issues relating to development assistance and 
coopation. The ambiguity of the term "foreign aid" and others in common usage for these 
programs make it &EcuIt to !kit  the scope of the report, We adopt the concepts and 
temhofogy used by the Congressional Research Service, which defines foreign aid as 
cunsisting of six categories: Development Assistance PA) ;  Food A!d (FA); Other Economic 
(OE); Marltilate& (M); Economic Support Fund (E5F); and Military Aid (MA). 

The study began with a primary fixus an ag+:ultural development, but with 
encouragement from the Advisory Committee the see .e was expanded to include a number of 
broader issues relating to foreign aid. Ekonomic assistance &kvelogment Assistance and 
F d  Aid! :&yes the most attention. There are wasionat observations h u t  Multilateral 
Assisma! and Ikfiliw Aid, hut there is no analysis of these programs. 

In preparing the report, the Task Force chairman took the responsibility for preparing 
first drah  of dl chapters except the fourth, which was done by John Stovall. These drafts 
sewed as the basis of meetings of the Task Force, the Advisory Committee, and other 
mups a d  were then revised on the basis of those discussions. 

Acbowrledgements and thanks art: due to a huge number of people. First and foremost, 
the chair would W to thank the orher members of the Task Force. A more stimulating and 
dedicated group would be difficult to find. Our meetings were truly penetrating, and often 
kame wide-ranging seminaxs in which the issues were explored in depth. Because of the 
intensity of these interactions this is truly a multiple-author, consensus report. 



The chair would dso like to thank t?~e authors of the wmglementary papers the Task 
Force commissioned, which are kmg published under separate cover. These papers are 
vduible in their own right, and the Task Force benefited nut only from the pagers but from 
the &:ractions with the authors. 

On M f  af the Task FOE members, the Chair would also like to acknowledge and 
?had Job S~vaU for his conlributions to this endeavor. Be managed the mrnmissioning 
afid p f ~ ~ o n  of the complementary pagers, organbed the meetings of the Task Force, 
arranged a wide variety of meetings with interest groups, wrote the first draft of chapter 3, 
and gm&y p e m w d ,  allways with a sense of good cheer. We are indebted to him. 

Twa successive chairs of the BWAD flatef BIFADEC) also deserve our thanks. They 
gave their support, encouragement, and leadership to the Task Fom at every step, and were 
more patient with the delays in the hmr stages of the process than the Chair had a right to 
expect. Members cf two successive bards have read drafts ~f the report ;tld given us the 
benefit of their views. 

We are alw indebted to the staffs of the Agency for International Development and the 
Department sf Agriculture who, although not always agreeing with the wnclusions of the 
Task Force, were unstinting in their support and encuumgernent. We are especially 
appreciative of the financial support these agencies provided to make the study and report 
possible. 

Niembers of the Advisory committee took time from their busy programs to meet 
regularly with the Task Force, and to provide us with suggestions and advice. In addition to 
&e two f d e d  agencies, ?he Ford, Rockefeller, and MacPvthur foundaai~ns provided 
financial sup*. 

Finally, we are grateful tE4 the large number of p p l e  who met with us to discuss and 
debate the issues. Although these people are too numerous to identify, the Task Force 
learned much from them and h e  report is better for their participation. 

h conclusion, the reader will larn in perusing this r q ~ ?  that the Task Force believes in 
the value and efficiency of cowratiplg with other countries, especially if it is viewed as 
economic -tion. We also have a great deal of respect for the Agency for htemationd 
Development and ie sWf, and for the difficult md complex challenges they face. We 
reabe that they struggle with limited m ~ a c e s ,  changing mandates, andl an almost always 
uncertain budget sitmeion. If at limes we are critical, it is because we view ourselves as a 
friend of the court. 

G. Edward Schuh 
Chair of the Task Force 



Introduction 

Providing mnomic assistance to other wuntries has been an important part of 
US. foreign policy since the 1930s, when modest amounts of assistance wen= provided to 
Latin American countries. Such assistance grew during World War II, with significant 
amounts going to European allies, fvst in the form of lend-lease transfers and later in atlied 
efforts b fight the war against the Axis as the United States entered that war. 

Xn the aftermarh of the war, Europe was drifting into economic chaos md political 
disruption. Out of concern that the nations of firope would succumb to mrnmunist 
ideology, the United States launched the Marshall Plan, one of the largest peace-time 
transfers of resources to other countries in history. At the geak of this program, the United 
States was transferring each year over 3 percent of its G W  to the war-tam countries of 
Europe to assist in their economic and political recovery. This assistance was not limited to 
the died nations; resources were also transfend to former wartime enemies as well. 

Ttre concept of economic moperation was an important part of the political rhetoric 
~ ~ t e b  with this massive transfer of resources. The transfer itself was highly successful, 
in part because the countries receiving the resource transfers had the human capital and 
institutional arrangements needed for a modern economy, and because the mission was 
simple and direct. What was needed were the resources rs rebuild the physical capital 
destroyed by the war. Helping to supply the resources to do this jab resulted in the rapid 
recovery sf the respective economies and in politid stability. 

The benefits to the Urri?ed States from this generous transfer of res011rces were 
significant. Politically, the countries of Western Europe retained their independence and 
remained a part of the Western, market-oriented community of nations. ~ n o m i c a t 1 y ,  the 
hefits were direct and immediate. The United States was facing the challenging task of 
reintegrating millions of members of its wed forces htu the civilian labor force. Globdly, 
tbe world f a d  a severe dollar shortage. The economic assistance provided the means 
whereby the countries recovering from the war could acquire gods and services from the 



United State,, while at the same time dowing it to sustain its awn econony in this difficult 
transition period. 

As the PSI-Woald .War H period unfolded, the United States became engaged in the 
mls' war, first with the Soviet Union and hter with other nations in tht: communist bbloc. 
Out of fisx that the countries of the developing world would succumb to the seductive 
influence of communist ideology, the United Stater shifted its foreign econodc assistance to 
these countries. In the b@ming, bhe.politid rhe~ric continued to be dominated by the 
concept d economic cocprafion, reflestpd, fsr example, in Resident Truman's Point W 
hogan, which was designed to transfer &e technical how-haw of the United States to the 
deve10phg muntx5es. hrakr, however, the dement of cooperation declined in importance and 
the relations with deveIophg w:lntries tmk on more of a ptron/client relationship. 

E,cunomic cmperation implies that there are mutual benefits from the association and 
From a more proper way to conceptualize &e relationship, even when it is with lower-income 
countries. Signidiwnt benefits do redoucd to the United States from c6c)wration wi& lower- 
income countries to attain their development g d s .  Economic gsistance implies tRat the 
direction of the benefits are for the most part one-way. It dm implies a tutelage 
rebtimship, with the implication &at dl the wisdom is on the side of the donor. 

Over the years political support has declined in this country for providing ecunomic 
assistance to low-income developing countries. Although on= the leader in providing 
ecunomic assimw to other ccdunt.tks, the United States now ranks next to k t  among the 18 
indus- market economies in the share of GNP it transfers to other countries in the 
form of economic assistance (0.2 1 percent). (See figwe I)  

The allocation of these resources is heavily influenced by political and strategic 
msidmtions. The development impact too often plays little part in allocation decisions, 
leading to ineficient use of the nation's economic cooperative resources. 

Borntic pitid suppa for foreign economic assistance has also become 
fkgmmtd. In recent years, Congress has not been able to agree on what the foreign 
assistance program shodd be, and the Agency for fnternatianajl Development (A.I.D.) has 
often been forced to operate with a continuing resolution. 

There is link agreement either within the nation or in the Congress on what our 
foreign assistance program should be. Political pressures bave built up agdmst some parts cf 
the foreign aid program, as in the of programs for agricultural devdqment. W%at was 
once xhe world's premier economic development agency lxu drifted ~GEQ a state of $isrepix 
and its best ~rofasionats bave sought employment elsewhere. A Congressional m k  force 
recently describeQ &is nation's foreign economic assistance program as "hamstrung by tcwa 
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F IGURE '1 

DEVELOPMENT ASSISTANCE AS A PERCENT OF GNP 
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many conflicting objmiives, legislative conditions, armarb, and burauc~sbtic red tape." 

W e  United States has lost a great deal as a consequence of this decline in its foreign 
economic assislance y~3gtam and eitahishrnent. In the fist p h ,  it has lost much of its 
economic h k E g e ~ f a  czpbility about developing countries as it re4renched its staff, saw the 
tech164 capacity of &at staff decline, and shif1d its programs t~ward %on-projectw 
assistance. Tgais bas ~u~ at the very time the country faces an hcmhgb competitive 
eamomic enbt;mnmcnt and. desperately rieeds that economic intelligence. 

S~&iy, as the United States Ras moved away fiom its institutional development 
efforts (in which it fias a distinct comparative advantage), it has lost the opportunity to 
deve1cp strong research and educational institutions In Gther countries with which U.S. 
institutions might cooperate in developing a stronger knowledge base on the global society 
and mnomy. Finally, as its economic assistance programs have become nore widely 
perceived as king ineffective, it has last the prestige it needs to contribute to global 
leacler&.jp. 

Tke paradox of this situation is that many, if not most, devdoping countries have 
evoIved to a point at which they can now benefit significantly from collaboration with the 
United States. It will be a tragic loss, both to the United States and to those countries, if this 
nation does not capitalize on that changing s:l%ation. The United States stands to benefit 
significantly from an expanding global economy. 

To revitalize its program of cooperation with the developing countries, the United 
States n d s  to identify its comparative advantage in such cooperation and to establish a more 
stabre sense of priorities in what it does. The rapid, often Congressionally-mandated, shifts 
in missions have buffeted its economic cooperation programs, disrupted staffmg patterns, and 
made its programs difficult to manage. 

One of the prevailing problems with these programs is timat this nation often tries to 
attain multiple objectives with what are truly madest resources, which lads  to ineffective 
pmgms, This diffuseness bi the prograins is in part a response to the effort to identify a 
political coalition to support them. However, more attention needs to be given to the issue 
of critical mass, which will only wme from a more stable arrd sharply fwused program. A 
consistent hteIIectuat articulaticm of program objectives and how they might be attained more 
effbctively w+U heIp irn~fl~~nsely to pnvide a sharper sense of priorities, develop and sustain 
p B t i d  suppot for the propan, md perhaps increase program stability. 

I Beport of tine Task Force on Foreia:: Assistance to the 
Committee on Poreisn Affairs, 3. S. House of Representatives, 
181st Congress, 1st session. 1989. 



Motivation for the Study 

A number of studies on foreign economic assistance have -been conducted in a n t  
y g n .  These include the scholarIy study by &ga, Michalopoulos, and ~ut&n;* a 
b d m ,  more pragmatic exercise chaired by a former dean of hternaf3nal programs at 
Michigan  stat^;^, ?he report of a Congressional committee that took a carem look at the 
bsud acrd an intern& study by the Agency for International ~evtlopment.%o other 
rehaed studies were comp1eM while this %ask Force mdy was underway: one by the 
C h e m  Dmelop~ent Council6 and another by the BivironrnenS and ]Energy Study 
&l5&idk7. 

Despite these previous studies, there were several reasons for undertaking yet another 
analysis: 

1) Dramatic politid and economic changes have occurred on the international 
mne which have altered the wnditions in which foreign economic assistame 
is extended and the relations between the United States and other nations. 
Many of aese developments have not been fully remgGe5 in previaus 
studies. Morwver, recent significant developmznts, such as the collapse of 
the Soviet empire and the rapid emergence of newly independent nation-states, 
have rendered even recent studies obsolete. (These changes aye reariewed in 
chapter 2. ) 

2~rueger, A. D. , C.  Michalopoulos, V. W. Ruttan, aid and 
Develomment. Baltimore and London, Johns Wopkins University 
Press, 1989. 

**New Challenges, New Opportunities: U . S .  Cooperation for 
International Growth and Development in thc 1 9 9 0 ~ . ~  Ralph H. 
Smuckler and Robert Berg; with  David F. Gordon. Michigan State 
University. August 1988. 

Report sf the Task Force on Foreiecn Assistance to the 
Committee on Foxeisn affairs. U . S -  House of ~e~resentatiues. 
Washington, D . C . :  U . S .  Goverment Printing Office, February, 
1989. 

Pevelo~ment and the Nat ion31  1-fiterest: U.S. Economic 
Assistance i n t o  the  21st Century. February 1989. 

United States B u d ~ e t  for a N e w  World Order: Proglcrting 
National Securitv and Advancins ~ v s t s  Abroad. John 
W. Sewell and Peter H, Sto-zzn. 'Washington, D.C.  1991- 

Partnership in S u s t a i n a b l e e a  
fo r  International D e ~ e l ~ ~ m e ~ t  t ~Tnvironmental Securitv, 
Washington D.C, Hay 1991. 



A new economic and political development agenda is emerging globally, with 
inercased attention 'being given to (a) an altered world supply and demand 
outlook for bod, (b) the emergence sf Central E m p m  countries a d  the 
disintegration of the Soviet Union, forming a new comrnonw&th of 
'developing' countries; (c) growing mncems about the environment and the 
importance of sustahabIe deve1oprnent; (d) dmocrathtion and 
decentnXhtion of policy-making and implementation; (e) development for 
&dvantaged and m w a W  groups such as women, children, and tribal 
md oaher i n d i ~ 0 ~ ~  FQUPS; md (0 the grobklll of @~kKlfly high 
aateS in popuBation. a s  new agenda is discussed in chapter 3.) 

3) Widespread calls for refom of foreign assistance pr0gm.m~ are king heard, 
including suggestions that foreign aid programs are obsolete in the new 
isttemtional distribution of economic and politicd power. If they are to be 
continued, U.S. foreign aid programs ohus need renewed justification and a 
~aitaiBizecl rationale. Moreover, the calls for ref~nn present a unique and 
propitions opportunity to participate in the reshaping of future programs. 
( H i s t r i d  perspective on U.S. foreign aid programs is provided in chapter 4.) 

4) There is a pervasive c o n m  mong many &servers and analysts that both 
bilateral and multilakraI development agencies are de-emphasizing agricultud 
development activities, despite the powerful role thal it can play. in the 
devdopment of most low-income countries and despite a wncern that the 
world food problem is far fmm solved. (Perspective on the role of 
agricultural development in promoting gened economic development, plus an 
overview of the slate of the world food and agricultural sector, is provided in 
chapter 5.5 

5 )  Despite previous efforts, there is still no well-articulated inteUectual 
h e w o r k  'that reflects rtxent developments in the international poltitical and 
economic system and which could serve as the basis for developing a politid 
consensus in support of Internalionid economic cooperation and assistance, 
(The modern paradigm for agxicultud and rural development is synthesized in 
chapter 6.) 

6) A new W i g m  fm this nation's economic assistance programs is needed. (A 
new paradigm is developed in chapter 7 and the recornmendations for a 
revitalized program of mnornic cooperation are developed in chapter 8.) 

7) Finally, the present report is not so much another evaluation of past programs 
as it is an attemDt to devise a more effective strateev for the future, Our 
analysis builds on the effective work of the preceding studies in an effort to 
design a revitalized program of interntiondl economic co~gemtion that should 
elicit broader support from the U.S. body politic. 



Csln Cooperation for Agriculturalt and Economic 
Develiogment Be S u ~ u l ?  

It is one sf the ironies of the present state of the U.S. foreign economic assistance 
pro-, rhat among both practitioners of development and the academic community, there is 
an emerging consensus on how to promote &cdhKad development md on how it 
contributes b the genera9 e c ~ n u d c  develspment of low-income countries. To put it simply, 
we h o w  how to do it, and we how what it will conlribute to general anomis 
development. 

GlotbaJ agriculture has many examples of successful agricultuxal development, even in 
low-income developing countries, The so-called Green Revolution, with its miracle rites and 
wheats, is an outstanding example. It has fed hundreds sf millions of additional p p l e  and 
contributed importantly to economic development around the world, indu&ing in the 
develoged countries. There are numerous other examples of lesser scale but of no less 
importance as an indication of what can be done. Bwil  is a gosd example.' Modest 
investments on the part of A.I.D., me Ford Foundation, and tbe Rockefeller Foundation 
helped develop gmduate programs in the agricultural sciences in that country which produced 
a significant flow of scientists to staff a national rewuch system. Later. investments by the 
Bradim government, the World Bank, and A.I. D. helped develop a national research 
institution, E M B W A .  These investments and Institutiond developments have had a 
significant impact on land and labor productivity in B d m  agriculture. 

India is another example. In that country, investments by the Ford Foundation, the 
Rockefeller Foundatior,, and A.I.D. resulted in a system of agricultural universities that 
educated a scientific cadre and helped develop an extensive agricultural research system. 
These systems have servd hdia well. New production technology produced by the 
International A&culturaJ Research Centers has been effectively adapted local Indian 
conditions. In addition, the Indian system has produced a steady Wow of new technology 
&om its own scientists. Together with investments in irrigation systems, these investmen& in 
research and education capacity have enabled India to mwe from what at one time was 
expected to be m htemati~nah basket case to food self-sufficiency, and even the 
i~ccurnu~ation of swb and mgkd exports sf fax! in occasional years. 

BJnfortunateIy, policy makers in both the developed and the develwhg countries have 
Med to capitalize on what we have l m e d  from these successes in promoting economic 
development. Nor has there been a proper appreciation of what is needed to sustain the 
s u m s .  Similarly, there has been a gene. failure to fecognhe that changes in the 
intemationd economy have altered the basis for foreign ecsnornic assistmce, and its 
importance to the devd~ped countries. This has b r a  a serious problem especially in the 
United Srates. 



A sttong U.S. self-interest case can be made for economic cqxfipt i ion with the 
dcve1oging countries to help promote their sonomic development. The disparity in per- 
capita incomes between the developed countries and the low-income countries i s  on the order 
of 4&ts~1. In the intadepndenf world we now live in, it is not ckar h t  such dirparitie~ 
can continue Withs~lt serious gofitid d i f l t i c i s  for the United Stam and the other 
deve1Qped countries. 

In addition, future markets for the 'ZSn;ited States and other developed wuntriss d be 
in the developing countries, but only if those countries experience econbanic devefopmenlr and 
rising incomes. Finally, Pe&mon9 has found that the rate of return to konomic assistance 
provided by the industrialized countries of the West is high-on the order of 50 percent. 

nRates of Return on Capital: An International Comopari~on,~ 
willis L. Peterson. F~klos, Vol.  42, 1st issue, ,1989. 



The C d Setting for 

Development Assistance and Cooperation 

The U. 5, political and economic situation at the beginning of the last decade of the 
20th century is dramatically different from that which prevailed when its devdoprnent 
&bnce and coopsive: programs began h the mid-1940s. 

As noted in chapter 1, the United States now mnks 17th out of the 18 industrialized 
countries in the share of G W  it provides for foreign economic assistance. Domatic pofitical 
leaders seldom put foreign aid at or near the top of their politid agendas. The body politic 
suffkr fkon a serious case af aid-tiredness, na bnger believing in the efficacy of foreign aid 
nor willing to make the perceived sacridice needed to provide far it. 

In addition, U.S. interests on the international scene have changed significantly. The 
vrternatiord economy Itself has changed dmatically. The perspectives other countries rake 
toward foreign aid have also changed. . 

It is this changed setting for foreign economic assistance that we discuss in ~s 
chapter. 

me N d  to g)evelop a Viable Constituency 
for Ikvelopment M a m e  

The success of ?he Marshall P h  made it easy for the United States to turn to 
ecommic assistance as an important part of its foreign policy as it gradually realized it was 
51 a cold war with the Soviet Union @it  might extend fm inlo the future. 

Caught up in what it believed was a battle for the minds of the men and women in the 
deve1oping countries, application of the same principles punud with the Marshall Plan 
seemed a logid thing to do. After all, the rationale for the Marshall B h  was that poverty 



and d&t.~tion on tAe Eumpn continent would cause the countries of that continent to slip 
mda the cantrol of the Sovlet Union. ~ o m i c  revitalization had kept that ;From 
hqpmkg. Ibemmtic and liberal t d i t i ~ ~ s  were p ~ . ~ ~ e d  in Western Europ, with the 
Umized States benefitting significantly in both economic and political Penns. 

B was thus widely believed that a simibr program for the &vcf&ing worM would 
have the sdm effect. Unfortunately, tkrr was little recognition or appmiatiioa of the 
wstness of the W a g e ,  nor that the nature of the problem itself was signifcanfly different. 

Viewed from the paspective of hindsight, the recovery of Western Europe was easy. 
The camhies of the Continent had weU-developed institutional mgemmts  for a modem 
economy and society, and a large stock of h u m  capital in the form of a wd-trained and 
educved population. What hd been devastated as a consequence of the war was its stock of 
physical capid.1° With assistance from abroad, this physical capital could be rebuilt 
quickly, with the added advantage that the latest in new technoIogy would be imbeddd in it. 

The situation in the developing countries was significantly different. Not only was 
the population of the developing countries far greater, the stock of weU-trained and educated 
human capital, now ~ g n i z e d  as ro critical to economic growth, was sorely deficient The 
countries of the sc~5!1& Third World did not have the hstitutiafial arrangements needed for 
a modern economy and society, and the Imel of general education @rirnary and secondary) 
was quite low. 

Augmenting the stock of physical capital contributed little to economic growth in such 
a situation. Raising educationid attainment, developing viable institutional arrangements, and 
developing appropriate knowledge bases were enormous and complicated rash with long 
gestation periods. 

The difficulty and complexity of these bsb were further exacerbated by the 
magnitude of the problems and the s d l  amount of resources transferred in relation to the 
size of the task. Tmslakd into per capita terms, foreign economic assistance okn 
amounteo m only pennies and dollars, far less &an was needed to have a significant impact 
m the incomes of hdividds. 

To further complicak things, the successful transfer of Western m e d i a  technology to 
the de~elopj.ng countries caused their populations to burgeon, mating a daunting task in 
furthering educational attainment while spreading scarce development resources even ither. 

'%he tragic loss of l i f e  and limb in this massive 
conflagration also resulted in a significant loss of human 
capital. However, knowledge, technology, culture, and 
institutional arrangements, other important forms of human 
capital, were not destroyed. 



By the mid-1960s then: was general xzognition that development strategies and 
assistance zs applied to the deye:Iag*g countries were not having much of an impact. 
M o m e r ,  the United Stam was a% b t  time exp~ac ing  serious babce-of-payments 
problems due to the progressive over-viltdon of the dollar. Bz was also -idly digping 
into the at;in&%ement of the war in Vietnam, while simulmex,wly trying to implement tAe 
p p m s  of %he Johnson Administration's Great Society. 

Isoth the war and the prcgmms of the Great Wety drew more and more on the 
nation's resouaces and amtion. The fhsmtion assmbted with losing the war caused the 
W i t e d  States to tmm k w d .  U.S. foreign economic assistance dwhd1ed and rapidly fell 
behind other deve1@ natio~s in its relative effort. 

Unforiunate1y, few Americans recognize what a small share of this nation's GNP is 
provided as foreign economic assistance. Nor are they aware that we have learned a great 
dealt about anomic  development and about the sources of economic growth, mb that the 
global landscape is dotted with some very succlessful deveEogmerat efforts. Most especially, 
they fail to m g h  that a sound exmomis assistance p m g m  can do much to promote this 
nation's own economic and plitk-d interests, and can wnseitute an investment in its frrbure. 

In today's interdependent international economy, investments in other countries can 
have as sigrificant an effect on the welfare of our citizens as investments in the domestic 
~ O m y *  

Some numbers can help provide empitid perspective. TRis nation's GNP was $5.6 
trillion in 199U. The total amount of economic assistance we provided to other countries 
during tie 199 1 f i d  year was only about $10 billion. Despite frequent statements to she 
contrary, that sum invested in the domestic economy will not solve our domestic problems. 

A viable constituency for a sustained global development effort needs to be 
developed. 19 u4I.l have to be built on an informed and committed electorate- It will a2w 
h v e  k built on an assessment of how development assistance contributes to our own 
national welfare, and the identification of who benefits and in what way. ?'he= issues will 
be addressed in latea pats of the report. 

Changing U.S. Bobtical and Economic hte- 

if,S. political interests in foreign economic assistance have changed significantly over 
time, In the afbmath of World War U, the international mnurny was c h a r a c ~ ~  by a 
dollar she-e. With the value of the doflu fixed by the Bretton W d s  conventions, 
providing foreign aid was one means of making resources available to orher countries so they 
d d  purchase U.S. goods and sebviuzs. 



The simulmeous nsEpments of a number of Wesern European cumncies in the 
kte 1940~~ changed those circymstances. In the ensuing period, the United States has 

ued d ~ W s  kb tbc htematiod system for sustained periods of time, thus 
community 5nmce its own domestic and internhod programs. 

With the w i d  p w t h  in in -~d  debt by the United Sates ovn the pan decade 
d the outlwlk. fm a mn113nrad d&i.nt= in the value of the d o h ,  other countries are now 
less Why to hold the d o k  as a reserve c m e y .  Bias gswrd attractiveness fsr rhis purpose 
has deeW. h h t ,  Ute irnp~rtaalcz sf the U. S . d o k  In worf d trade and exchange hiis 

g the hfxmationai txonomy by pm~&g economic 

A second c h g e  in U.S. politid and ec9nordc interests i s  a consequeace d the 
relative decline sf the United Shes role in the global economy. Tne U.S. economy 
~ m t e d  for approximately 50 percent sf g10W GNP f'Usu~g World War H, with ody 
a~r~xima&1y 6 t of the world's ppul ioa .  

The United Sms  was the unchallenged scientific and technological leader of the 
world. It was the d y  country able to sustain a global presence, miljaarify and otherds. 
Its hegemony was pr~&bIy as extensive as any single cormtry ever held in recorded history. 
11 did pretty well what it wanted ta do economically or polifically. 

That posirian has changed chimatically. The United States now accounts for only 
about 25 percent 'of global C W ,  with something less than 6 percent of the world's 
population. Western G e m y  and J a w  &ready challenge it in economic terms. If the 
Earupam Common Market is completed in 5992, zs planned, the economic/plitical unit that 
emergs will cftallenge the United States in terns of GNP and populatiofi, if not in political 
dout. 

The United States is no longer the ual-ivded scientific md techrralogical leader of the 
world, and finds itself f a h g  k i n d  in many areas. A.though sm the only countq &16= to 
sustain a ~~, piitid, and economic presence mund the world, it is able to do so only 
with the acquiescence and aid of other countries. It now must seek pofitical alliances and 
h m 5 A  assistance as well. 

En a samewht different context, the develqing countries in the aftermath of World 
War H were a meher moxphous mass, Many of them were newly created nations, with 
newly gained politid independence. Most of them turned inward both politidly and 
ec.o~;),midy, a d  their economic power was we&. 

Some 40 years later, many of these muntries have experienced substanti;l\ economic 
growth and have developed rehtivdy stable domestic politid systems. Many of them, such 
as the newly i n d u s ~ b d  countries (the d e d  NICs), )lave become strong international 



competitors''. These include Hong. Kong, Singapore, South Korea, and Taiwan. Many 
more developing countries a. p i &  for-sustained bnomic growth. In fact, a significant 
share of the population of the developing countries may.@'the next several decades be 
empowered for the t int time with economic growth as the Western world has know it. 

To surnmaxk, the political and economic podtion of t!e United States is undepgoing 
ripid change. Fmm a position of ovemeeing economic and p E t i c d  power in the aftermitb 
of World War D, it is rapjdly emerging into a world in which it has strong mrnptitors. It 
will increasingly have to find its way based on its howIdge of other countries-howledge 
of their economic and teehnologid cq&Z&es; their ecmnomic, pIitkaI, and d 
systems; and theit cultures arrd values arad ~e strategies they de~elop ?msed on that 
howfcdge. This has important implications for the h d s  of  tioa oar and wllaboration 
the United States should seek with other nations, a pose we will return to below. 

A more rrxent development is the a d  of the cold war. The sudden economic and 
plitid coftapse of the Soviet Won, the emergence of Eastem E u r o ~  democracies, andl 
the emergence of former Soviet republics as sqmate mtioas eliminate the need to wage an 
ideological struggle in the developing countries. These developments change the basis for 
f P.S, zebtions with countries of the developing wo:;d, a d  with other countries as well. 

Finaliy, tbe United States has become more fully htcgrated though W e  with the 
i n ~ t i o x d  mnorny and in a sense is more dependent on the inkrnatiorral economy. At 
one time the United States came h u t  as close ba having a self-sustaining, autonomous 
economy a my country in the world. That is no longer the case. 

Today, this nation i m p t s  over 50 percent of some 13 raw materials judged to be 
critical for its manufacturing sector.'* It now imports over 50 percent of its petroleum. 
And it imports significant shares of its producer and consumer goods and services which 
presumably can be produced to mutual advantage elsewhere. The further development of the 
countries w s:pp~y these goods and services willbenefit the united states, especid~y if 
those mumtries have an fierent comparative advantage in producing these items. 

The other side of the trade relationship is q d y  important. The United Shks needs 
o9 earn foreign exchange if it is to pay for the g d s  and services it needs &om &rod. 
Thus it needs expandkg markets for its crwn g d s  and services. The greatest potentid far 

D.C.: National Planning Association, British-North American 
~ammittee, 1982.  

 or detail, see Schafa, G .  Edward, The United states and the 
Devels~ins Countries: An Economic Pers~ect ive,  National Planning 
Association, Washington, D . C . ,  1986. - 



those markets it in the deveiophlg countries. Such markets will not be redked, however, 
~~ &use countries increase their own buying power. 

3[eG, in effect, the -mngest justification for U.5. eco~ornic mperation pmgms is 
no longer the need to curry political favor in those countries but rather to assure their sound 
economic 9'rowt.h d development. 

Changed Pempedlwes From the IDevdoging Countries 

The developing countries theinselves hiwe expriend changes in their perspectives 
b m d  international emnorrU;tc zssismce, Although their diversity and the different stages at 
which they find themselves ilaa the dmeI!~pment ladder mdke generalization difficult, a 
number of general propsitions seem to apply. 

First, many deveIoiping countries have evolved more stable political regimes, have 
b r n e  less defensive h u t  theis blonial past, and have developed more confidence in their 
h d w n d m ~ ,  Latin America is an outstanding example of a region in which authoritarian 
m2ita-y regimes have k e n  werturned and democratic governments put in their place. With 
their newly-found independence and confidence, these countries insist that they be treated as 
peers not as the poor musks of the past. This environment makes it more difficult to 
a u q  plitical hvor through di?ary  assistance programs, and at the same time makes it 
&e.r to develop m t y  w!laborative arrangements to attain mutual gods. . 

23-nd, many developing countries increasingly recognize the vdue of strengthening 
their capcity in science and technology as the basis for their future economic grcwth and 
development. Despite the dif5culh many countries have had in sustaining their higher- 
level education and research systems in the face of severe budget difficulties, the Green 
Revolution of the miracle rices and wheats has been an abject lesson. The vdue of adequate 
health care systems, lower-level education, adequate nutrition, and family planning we &so 
hcraingIy recognized. 

Fimdiy, many developing countries have now brought their higher education and 
scicna and tedm01ogy systems genedy to a point at which U.S. institutions can 
beneficidly coIIaborate with them on the basis of peers. Faculty exchanges can now -be 
beneficid to Mth sides. U.S. can benefit from rigorous educational programs in 
some developkg countries. Research and development budgets have grow rapidly in some 
of those countries, and there is much new knowledge being generated from which the U.S. 
science md tecology establishment can well Mefit. Although there is still much 
bsaitutiriond development to be done in most devdoping countries, the agenda in many of 
Wen h a  sifted from a cliendpatron relationship ts one in which scientific and tecRnoiogicaI 
wllaboration is the key to developing sound, longer-tern relationships. 



- The Complen- .nta&ty Between Development 

Foreign aid was once r e f e d  to by Johnson as the soft option compared to the h a d  
option of intematidnal tde.13 

Danor countries viewed foreign aid as the soft option to trade likdkation-a 
fikdzation that would make it possible for the developing countries to eann their foreign 
exchange through increased e x p m .  

. Recipient countries vieweb foreign aid as the soft option h u s e  it made it possible 
for them to avoid or delay the mnomic reforms necessq to become more competitive in 
the international economy and to reduce deficits in their balance of payments. Such reforms 
include more realistic exchange rates, a reduction in the excessive promtion of their 
manufacnring &tors, and the elimination of self-imposed barriers to exports generally. 

The policy of providing foreign aid as a means of addressing balance-uf-payment 
deficits should have k e n  abandoned long ago. Such assistance had a certain rationale as 
long as the fmed-exchange-rate, Bretton Woods conventions prevailed. As long as there 
were proscriptions against exchange rate realignments, international financial assistance was 
needed if the prevailing exchange rates were to be sustained. 

However, the Bremn Wood4 fixed-exchange-rate system disappeared for all practical 
purposes in 1973, when the UnSted States devalued the dollar for the second time in an 18- 
month perid and announced that hencefor& the value of the dollar would be whakver 
foreign exchange markets said it was w o h .  Developing countries are no longer bound to 
keep their exchange rates fuced, arid in fact fm them only at their own convenience or 
politid whim. 

In this setting, balance-of-paymenis support only delays the day of reckoning for 
needed exchange-rate rdignrnents, and thus in most cases delays needed xefoms in 
economic policy nither than providing the incentives to make such reforms possible. 

h today's wodd, foreign economic assiskuince might better be vievted as a 
complement to international trade. Tb the extent that it is a response to ineficient or 
incomplete rnakep, as in the case of the capital markets to fkmce h u m  capital, it makes 
possible a higher rate of economic growth in tlre recipient country. This in turn provides the 
basis for an expsion of demand for imp-  and an increase in the supply of exports. 

Johnson, Harry C .', Economic Policies Toward the  Devebo~inq 
Countries, The Brookings Institute, Washington, D . C . ,  1967. 



Used in this way, economic assistar1ce serves as the basis for an expansion in trade 
g m d y  and thus becomes a complement to hmationd trade. Both the trade and the aid 
can expand economic opgoxtunities by making the economic pie larger than it would be in 
the absence of either. 

Another dimension to the exchange rate issue is worth exploring, since flexible 
exchange rates are an important @of the changed economic setting for deve1Iopment 
assistance and cocpmtion. Other thhgs being equal, an increase in the capital flows from 
the United States b the wuntries with which it is cobborating tends .to result in a MI in the 
d value of the dolar and a rise in the value of the cunrency of the country receiving the 
economic assjstance. The fall in the vdue of the dollar causes the United StaW to be more 
competitive in international markets, &us reducing competitive threats engendered by its 
co-ration with other countries. 

h Bght of the modest she of the U.S. foreign aid program in recent years, this effect 
is likely to be minor on the U.S. side of the relationship. However, on the side of the 
developing countries, the relative effect can be large. h many African countries, for 
example, the combined magnitude of foreign economic assistance from multiple sources has 
resulted in significant increases in the value of their cumen~ies. '~ This over-valued 
cumency significantly reduces the competitive edge of these countries h international 
markets, and at the same time increases competitive pressures fiorn abroad on their own 
domestic industries. The economic effect of this wndition--the classic "Dutch diseasew-- 
provides a good r m n  to keep foreign aid flows modest in size. ft dm underlines the 
imgortance of the puaIity of that capital flow rather than its quantity. 

me International Capital Market as a 
Means of Fmnchg ConventionaB Capital 

When foreign economic assistance first gained impetus in the aftermath of World War 
H, there was little that could be described as an international capital market. A great deal of 
u n c e m t y  clouded the future sf the international economy. Commercial linkages among 
nations had been destroyed. 53me international communications facilities were dso 
devastated. In that W g ,  It was natural that governments, mainly that of the United States, 
should step in as a supplier of capital. 

By the earIy 1960s, that situation had changed significantly. Commercial in 
Eumpe discovered that they could relend the dollars on deposit with them and makt a profit. 
Thus emerged what was caIled a E u r d o h  market. With experience, that market grew 

"see Lele; Uma (ed.),, A i d  to African Aariculture: Lessons 
fron Donor Ex~erience. Beltimore and Ldndon, Johns Hopkins 
QtPlivexsity Press, forthcoming, 1992. 



rapidly, and eventually the banks began to relend other cumncies on deposit with I' 4. 

This burgeoning capitid market came to referred to as the Eurocurrency marks. 

In 1973, a signal event occurred as the OPEC countries quadrupled petroleum p r i ~ s  
over night. Since petmleum was both priced and transacted in U. S. dollars, the international 
economy was soon awash with what were described at.& time as petrodoks. Many 
observers at the time weft: m m m d  that these dollars be recycled lest the international 
emnomy cokpse in a Keynesian crisis of inadequate demand. Conddcdle p~essux was 
put on the commercial banks to relend the petrodom they held on deposit to keep this from 
mT=l&!. 

The supply of ioan funds was augmented by a supply of ngula. loan funds. Many 
central banks, inc!~ding the U.S. Federa? Reserve Bank, pursued fiigPlfy stimulative monetary 
policies to avoid a coliapsc of the inmational economy. Commercial baaks felt a 
responsibility to recycIe the money as well, =d thus'was born the intematiod debt crisis. 

The situatien cm+& by the increase in petroleum prices also helped make many 
developing countries v ~ i i n g  borrowers. Higher ptrolleum prices mounted to a large 
negative sti 3 in the external &,ms of trade for petroleum importers. 

The classic remedy for such a shift is to devalue one's currency as a means of 
restoring balance in the externai accounts. Borrowing on the international capital market is 
an dternitive policy. h general, policy malrers--espdIy those in developing countries- 
prefer to avoid devaluations if at all possible since'they tend to create domestic political 
difficulties due to the rising prices of critin3 items for uhim mnsumers. The problem was 
also complicated at the time because manj obsewm expected the increase in petroleum 
prices to be short-lived. In such a setting, borrowing to d d  with what might be a short- 
tern problem made a certain amount of economic sense. 

Thus was born a marriage of mvenience. The banks were under pressure from 
m t i d  governments and internationid lending agencies to relend their petroda.'ars and other 
currencies. Tine developing countries were zvid hnowers as they sought to offset the 
burgeoning deficits in their balance of payments and to sustain their economic growth. Ihe 
problem was that the commercial banks in their rush to kcep the money moving did very 
little by way of sound appraisal and analysis to determine whether the developing countries 
would be able to m i c e  and eventually repay their loans. 

This large monetary stimulus gave rise during the 1970s to the largest and most 
sustained expansion in the ktemtiod ecmorny the past-W~rld War H period. Interest 
xaks were law in nomind t a m s ,  and in many cz~es negative in d terns. National 
governments, private sector firms, asld pa~as&t.ds brrowed with alacrity and the 
international capital market expanded rapidly. 



Thir monetary bubble -11 came to &I end at the close of 1979. The value of the U.S. 
dollar went into a fie fall as OPEC again engineered a huge increase in petroleum prices. 
Paul Volcker, then Chairman of the U.S. Federal Reserve hard,  rushed home k m  Europ 
to b h g  about a dramt ic  change in U.S. monetaq policy. The Board decided to stop 
in-g the money supply to finance the continuing and growing deficit in the budget of 
the W.S. governmmt; henceforth, the Treasury wauld have to bnow fsom the capital 
market to pay for ?he federal deficit. 

Almost ovanight the developing countries that had b m w e d  extensive1y on the 
htema~d market were hit with a double shock. R d  interest rates r ~ g  quickly Erom low, 
and b some cases, negative rater, to unpdented!y  high ram-evenWy on the order of 
20 pacent. Unfortunately, most of the devdopging wununtries fiad beem bornwing on short 
term, 3O-day to6O-day =pita1 market instruments. h a very short perid of time they were 
fiwd with the need to refuiane their loans at unexpectedIy high ~ t e s  of inkrest, a factc:r 
which significantly increased the burden of servicing their debt. 

. Their problems did not stop there, however. The huge rise in red interest rates in 
U.S. capital markets gave rise to arr unprecedented rise in the value of the dollar as the 
United States increased its borrowing fiom abroad to meet 3?s growing budget deficit. This 
kflow of capital to the United S8t.e~ pulled capital away from the developing countries. 

fn addition, the rise in the value of the doIIar further hcr& the burden of 
servicing and repaying ?he dollar debts obtained from ab~oad. The rise in the value of the 
dollar meant that the brrowircg countries had t~ give up more in terms of their domestic 

- resources to q u i r e  the dollars needed to service and regay their international debt. In 
effect, they were faad with a semnd k g e  negative shift in their external terns of trade. 

Under the circumstances, it is little wonder that the developing countries have 
experienced such serious economic difficulties in the intervening period, nor that they view 
their external probkrns as an interrational debt crisis" M & ~  countries, especially those in 
Latin America, have experienced sustained and significant declines in per capita incomes. 
7%- problems have been exacerbated by their unwillingness, or pIitic.1 inability, to 
undertake the economic refoms needed to get their economies back on a sound path to 
econtonaic rmvery* 

However, Wrest rates have since dex:1hed, as has the value of the U.S. dollar. Debt 
service as a strare of expxt earnings for the'indebted countries has declined by abut 50 
pacent sirace h e  peak of the debt crisis i.1 tfie first half of the 1980~~ to around 25 percent. 
With spotty anid uneven reforms, the world is muddling through in d d h g  with what was a 
evere rnf :! disturbance, 

Thm, are at least two lessons to be l m e d  Zrom this experience. 



First, she problems of the developing countries in meeting their internation&! 
obligations were not entirely of their own making. The sudden change in U .S. monetary 
policy Imposed an enornous shock on the bowing  cokmbks. The lnternatiQnal 
commercial bdcs were especially lax in their standards in fending to the developing 
countries. The internatid wrnmuiity put the emphasis in dhe first instance on recycling 
petrodoh rather than on adjustment. And although tlr deve~o~iur~ countries should have 
~ w m n  economic refom in a more expeditious hhion, the adjustment .prot,Iems many of 
them faced were of unexprxtd and u n p d m t d  proportions. 

Secand, a well-integrated intanational capita2 market has merged. on the international 
same. Although banks that suffered losses as a-consequence of their past errors are now less 
prone to participate actively in that international capital marllet, it is open to gr~~-~nmmts 
a d  private fkns that pursui; sound economic policies. It is a viable means of rnobilizini 
savings from dim= sources and channeling those savings to where the rate of return is 
highest. * 

This capita3 market has the advantage of providing the developing uiuntries with 
diversified sources of capital. ]Prior to h e  emergence of this market developing countries 
were faced with a choice of external savings- that was limited to q t i n g  foreip aid and 
thus the potentid for political meddling in their country, or equity investments by 
mulhtiondf firms, which had similar political sensitivities. The new capital market gives 
them ;a third choice, which involves much less political sensitivity. 

This marker also gives the lending or cooperating developed countries new options. 
They no longer need to be a major source sf cr~i'd far the developing cauntries. Instead, 
they can limit economic assistance to those cases in which there are incomplete or inefficient 
markets. These tend to be the markets fur human capital. And it is investment in human 
capital that can be of greatest benefit to the United States, especially if made in such a way 
as to be sf mutual interest and benefit, These issues will be discussed in more detail in a 
Iater chapter* 

The Changing ~ o j e  of Multilateral 
~ve1ogment Banks 

There- are four muItilakd development banks: she World M, and three regional 
banks--the Intermerim Development Bank, the Asiq Development Bank, and the African 
Deve1opment Bmk. Each of these banks plays-a unique role. However, certain 
gen&tions can be made about them that pertain to issues discussed in this repoat. 

Consider the World Bank. Most of the capital it lends to the developing countries is 
rnobili7A from national and international capitid markets. The exception is the International 
Development Association (IDA), a World Bank affdiate, which provides concessionai loans 



designed to address the problems of the poor in low-h&me countries. The money must be 
paid back, but no Wrest is charged on it. (There is a modest sewice charge.) 

Two things 'stand out b u t  the World Bank's l&dikg operation. First, for over a 
decade now if, has been kvolved in policy-based lending, shifeiglg away from project lading 
that seeks to b d d  the capacity of the recipient country. . . 

- - Policy-based lending comes in two forms, both designed to help induce and &State 
policy ref=. 7% first is d e d  stmctrod-adjustment lading, which focuses on gen6:rd 
galicy refoms for the economy as a wh@e-such things as devaluatio~ts of c m c y ,  W e  
reform, privahtim of pmstatals, and a g a e d  duction in interventions in the free play 
of market fmce. The second is sectod-adjustment lending, which promotes similar refoms 
with the emphasis an particular secton of the economy. Approximak!y 30 percent to 35 
percent of the World Bank's ]lending now goes for these kinds of policy-based fendiing. 
There is a hather special irony in this shift in lending objectives on the part of the Bank. 

Tfie Intemtional Monetary Fund was crated as put of the post-W~rfd War fB 
monetary arrangements precisely to provide the short-term lending neebed'for baIance-of- 
payments support in a fixed-exchange-rate system while refoms were undertaken. Wen the 
inkmationd mn'omy shifted to what is for all practical purposes a flexible exchange rate 
system, in principle the need for such lending disappeared. That it did not disappear 
mmpIete1y is a reflection only of the failure of dl countries to shift to flexible exchange 
~~* 

.This issue merits a number of comments. First, as the World Bank shifts its lending 
to support d-s, it does so at' the expense of I w s  to build needed -city in 
the developing countries. Second, the payoff froin such lefiding seems to be modest at best 
since it arhounts to little more than bdan&f-payment support. In that sense, it makes it 
possible. for the recipient country to delay the needed refoms rather than helping it thrsugh a 
transition process. Such lending would, in fact, Lave a higher payoff if it were used to 
facilitate labor adjustment within the economy and to build future capacity for growth than 
far what it is now used. ~ortover,*polic~ reform creates its own reward.' A country should 
not have ta be cum-& to do it. 

F W y ,  there are thee other trends and developments in the World Bank that are of 
intenst* 

First, the Bank has allowed its technical capacity to decline over the years. one 
time it employed outstanding pia2ist.s on tropical agriculture as well as highly qualified 
&&n.ical exgem in bhstmcture and other fields. That is no longer the case, and for a 
variety of reasons thag go beyond our interests here. ifn effect, the Bank is h m i n g l y  
dominated by economists and generalists. Such specialists have their place in a development 
M, but technical specialists are needed as wdl. h fact, the services of technical 



spzidists an critical inputs into tbe development process that are in short supply in the 
developing countries. 

k n d ,  msxuch is receiving less and less attention in the Bank, and rhe remaking 
xesearch capacity ~ m g l y  focuses m mnomic issues. A consequence of the last 
mmgmkation of the Bantr was to focus a kger and larger share of its analytical capacity on 
operational issues. This shift in emphasis has occuned at the very time that the international 
emmmy has k w m e  more open, and international interdependencies have become 
haxashgly important in designing projects and loan programs. To make development Ioans 
effective k tlse changed international economy, more mearch and more knowledge is 
n-d, nat less. 

Finally, although much of the fietoic stmounding the Bank's lending programs 
fmxes an institutional devdqment, the effort is rather ]limited and not very effective, to say 
the least. This limited effectiveness is due in part to the fact that the Bank's focus in 
institutional development activities is primarily on sending a limited number of local staff 
abroad fcl advanced W g ,  and not on developing ~~Ilaborative arrangements with pallel 
institutions in the developed muntries that could provide technicdl assistance for such 
activities. The Wank's activities in this field dm lack effectiveness because the Bank simply 
has mot made a commitment to institutional devdaprnent. 

The other rnultiIateraI development agencies. arc subject to of the same 
criticisms. W e  the Interameri~an Development Bank has over the. years given higher 
priority to investments in human capital than has the World Bank, it, too, has neglected the 
development of wUaborative arrangements with institiltions in the developed countries as a 
means of institutional development. 

National Economies that Are hcreashgly Open 

When foreign economic assistance first received its impetus in the aftermath of World 
War II, the international economy could best be described as a collection sf relatively closed, 
auto;lomous mnomies tied together with a relatively small amount of international trade. 

Today, thd international economy is increasingly well-integrated. hternational trade 
has grown at a fister rate throughout the past-World War 11 period than gl&d GNP. A 
huge international capital market has emerged to link national mnomies together in ways 
they have nut been fink& in the past. The effect has been to make national economies 
inmasingly c&.n to 6~8nomic forces from the international economy. 

Bunomies that become increasingly open W - m e  hcreasingly beyond the reach of 
nationd economic policy. This leads to two important institutional developments. 



First, some part of economic plicy.-m&hg and implemmtation shifts up to the 
international level and becomes imbedbed in the codes, rules, and disciplines of international 
institutions such as ltfae G m d  Agreement on T M s  and T d e .  It also becomes 
iacmshgly imbedded in sysms of eumomic Integration suck as the Camda-United States 
Free W e  Agreement and the EC-92. 

Ssond,  some part of md implementation shifts downward to the state 
and I& levels. h the pracess, moreover, economic policy c h g s  chactef. It shifts 
away fbom an emphasis on product md commodity mark-, and fauses instead on income 
goEcies ansf an resource i~sates. Such shifts have become ~ ~ g l y  important mmd the 
wmld,'not the I m t  in the United States where state governments have been growing at a 
rapid pace wer the past decade. 

These shifts in where economic plicy is made and implemented increase the demand 
for new institutional arrangements.' Devdaping muntries, for example, now need a capacity 
to understand international institutional arrangements such as the General Agreement on 
Tariffs and Trade (GAIT). They also need an analytical capacity ta understand issues at 
the international level if they are to devise and implement sound local policy. At the m e  
time, they need loiabx! institutiorrd amngements to develop sound pokies as the stafe and 
Id level. 

To summa-, developing countries in the past needed national institutional . 

anangernents to'devefop natiund economic policies. Ekve1opment agencies thus attempted to 
help hem develop the capacity to attain this end. Zn W y ' s  world, however, developing 
countries need assistance In devefoping the capacity to understand the international economy, 
and in'devetoping' state ad local research and analytical capcities to help them decentralize 
their policy-making and implementation. 

- 
Concluding Comments 

The setting in which international economic assistance i s  implemented has changed 
dfamaticstlty since the provision of such assistance became m i m p m a  of this nation's 
foreign pBcy. Because of this change, the ahnount of foreign aid needed has changed, and 
the use to which it should be put has also changed. U.S. interests in Eordgrr aid have 
changed, and its assistance programs should have changed more than they have.. The same 
applies to the developing countries. 

A new political constituency needs to be mobilized &r a different approach to foreign 
assistance baed on international economic: ampemtion, and a different intellectual rationale 
fa FCC:. c-mpeatior. z&s to be articulated. The reminder of this report is oriented toward 
that end. 



Changes in the Development Agenda 

The previous chapter considered how the sena'ng for international development 
assistance a d  cooperation has changed over time. h this chapter we discuss how the 
deve1opment age& Is changing. Bo$h sets of issues suggest the need for new approaches 
and perspectives to the U. S. foreign assistance and cooperation pgmms, 

Changes in the development agenda include: 1) a changing world supply-anddemand 
audwk far food, 2) the emergence of CenW European countries and the former Soviet 
republics as developing countries, 3) growing concerns about the environment md sustainable 
or resilient economic growth, 4) demmtization and dlxentmhtion of policy making and 
impIernentation, 5)  development for women, children, and other disadvantaged groups, and 
6) the problem of persistently high rates of population growth. Each of these will be 
discussed k turn. 

Change h the World Demand and Supply Outlook 
for Fwd 

The world has experienced a number of Mdthusian -es in the post-World War II 
pried. Qne of these occuned in the mid-1960s; another in the mid-1970s. Some observers 
began to believe it  was a characteristic of the w ~ d d  fosd situation that we would experience 
these scares on &out a IGyw internal. However, the mid-1980s was characterized instead 
by surpluses and quite Isw commodity prices. 

me history of these episodes contains some important lessons for t h h h g  about the 
future. The rise in food prices in the mid-1960s was followed by techalsgid 
b ~ o u g h s  that brought us the miracle rice3 and wheats-new p h t  makrkd which, 
csrnbhed with the use of modem inputs such as commercial dkrtibers and pesticides and the 
controlled use of water, produced significant increases in yields and output. These improved 
varieties were adapted 10 I d  ecological conditions around the world and thus substituted for 
tmditiond varieties. Thz result was an important contribution to an i n m d  food supply 



for the world. Xt is estimated that the increased output from these improved varieties 
prurided food for some 500 m2Eon of the world's rapidly growing papulati~n?~ 

'Ffre rise in food prices in the mid-1970s, although widely  in^^ as a supply 
r r is is ,  was as much, if not more, a demand phenomenon. It is 6Nt that the world food 
supply dsciined in 1973 for the fint h e  in 29 yaz. Irc;;rct~, 3 e  brge rise in food prices 
that ensued was due in large part to sustained incremes in the demand fot food in this period. 

For aaagle, the deve10ping countries of the world, with their large and burgeoning 
pplatims, experienced during the 197% one of the largest and most extensive p d o d s  of 
ecmornic p w t k  and development they had experienced in liistwy. This contributed 
importantly to a rapid in- h the global demand for f d .  

fn addition, the international economy experienced the largest monetary convulsion of 
the post-World War XI period as a consequence of the OPEC-induced quadrupling of 
getroIeum prices in 1973, which was followed in hrrn by the intRmationa1 debt crisis. In the 
interim, howc~a ,  efforts to stave off a wuapse of the international emnomy resulted in an 
enornous monetary stimulus to it. This stimulus was aua-~ented by the tendency of the 
developed countries, and especially the United States, t9 pursue easy monetary policies to 
facilia. the needed adjustment p r e s s .  Commodity markets, highly sensitive to cha~iges in 
monetary conditions, saw commodity prices rise rapidly. 

Another luge increase in petroleum prices took place in 1979, and the prognosis was 
for another h g e  monetary disturbance. The disturbance came, bur it was just the opposite 
of the earlier episode. As noted in chapter 2, on this occasion U.S. monetary authorities 
dramtically r e v i d  this nation's monetary policy. The result was an enormous monetary 
squeeze, with bosh n o m i d  and real interest rates rising to record levels in both the United 
States and in intenation& money markets. 

Fie worst economic depression since the Great Depression of the 1930s fullowed in 
1932 and 1983. This squeeze atso brought to hition the international debt crisis, which 
wreaked havoc on the economies of many developing countries. These wunttSes sufferad 
eco~oraic stagnation, with significant declines in per capita incomes in country after mutry. 

Demand for food and other agricultural commodities was weak in the fice of gowing 
populations and kcrasing needs, not only because of sluggish economic p w t h  generally 
but because many deveisging muntries had to make herculean efforts at chopping off their 
imports in order to restore balance in their external accounts. Commodify prim thus 

'S~onsultative Group on InternationaZ Agricultural Research 
(CGLAR), Summarv af International AcfriculturaX Research Centers: 
g Stuav of Achievements and Potential, Washington, D,c., World 
Bank, 1985- 



declined while poverty and hunger increased, and the ex&& tenns of trade s W  
dramatidy against m y  deveBspIng countries. 

The problem of weak dennand was e~~ by the commodity plicies of the ~~ Community and the United States. Both the EC and the U.S. were ~uppcrtiiig the 
prices sf their principal agricuItmd commodities at pries higher than market-c1&g levels. 
As d y  accumukted, bosh the Earom Community and the United States resorted 
50 dumping by m a s  of export subsidies. This dumping w o m &  the dmdy Serious 
gmblem of weak demand the inkmation$ economy and contributed to significant declines 
3n internationat commodity prices, This excess pmduct;,orr problem mn&,,u@ in bth the EC 
atad the United States, largely as a result of misguided cr>mrndty plicies. 

ahe low csmmrdity prices and the highly visible surpluses in the developed countries 
have a u s d  many obse:,,ers tQ believe the world f d  supply problem has been solved. 
Moreover, maqy U.S. agl-icdturaf inwrests have attributxd the dump in commodity prices to 
the rapid adoption of new technology by the devdophg countries and have been critical of 
U,§. foreign assistance programs for help& bring abut that difision of new technology. 

Nothing could! be further b r n  the truth. The low wrnrnodity prices were a 
consequence of weak market demand from the developing countries and the dumping of 
excess productian i n d u d  by misguided commodity plicies of the Eumpm Community and 
the United States. 

Part of the evidence fur this interpretation of these events in international commodity 
riket9 is that agficuEtud output during the 1980s was on t s s e ~ ~ y  the same trend line as 
it was during the 1970s when m y  observers thought the world was facing a hMtt.lusian 
&is. There was same increase in the trend in per capita availability d u h g  the 1980s, but 
&at was largdy due to a modest decline in population growth rates in the developing 
countries during this period, 

Con?ray to the optimistic view of the: world f b d  situation, the world is, in fact, once 
again facing a precarious situation in regard to its supply of f a d ,  The worfd's grain harvest 
feu a staggering 86 million metric tons, or m a I y  5 percent, in 199 I .  In 1892, the worid's 
grain reserves are projected to decline to their gowest level since 1976, when tow 
mnserrnption was much jess than it is now. Commodity prices are starting to rise as demand 
outpaces supply a d  stocks drop to dangeruusfy low levels. 

Ttae declbe in global $rain output and gnin resewes is due to a number of possibly 
tmisitory events. Pbtings were r e d u d  in the United States, partly @ kwer its reserves. 
Politid chaos in the former Soviet Union also lad to much smaller crops in that pat  of the 
world. The year 1991 was dsa characterized by civil ~(pnflict and politid instability in a 
significmt number of other muntries, idly in Africa. 



For the longer tern, the outlook is growing incrashgly gloomy. A number of factors 
arr: at work: 

First, ?he dwarfing of the rice aid wheat plants, which produced such a large 
increase in yield potential, has gone about as far as it can go. 'Kae is a limit to the 
redudon in height that can occur. 

Tbe exhaustion of the porntiat for fbrther increases in yields by dwarfing is 
dramatically nflected in the case of rice. The highest yield potentid for high-yielding rice 
was &lain& in 1868 zt "3re h6-~oPlal Rice Research Institute, the source of ?be miracle 
rim. Additional attempts at further inmeaskg the yield potential have met with failure It 
appears that future increases will be obtained only with alternative "ooughs such as 
impmved efficiency in photosynthetic processes--tasks that will require significant 
commitments of resources to basic research. 

The potential for firher significant i n a s  in the output of the improved rices md 
wheats is hrther limited because their geographic spread is leveling out. This iqp3ies that 
the adaptive research that has contributed to the geographic spread of the improved varieties 
bms a h  done about as much as it can do. Either further breakthroughs witl have to be made 
in the basic plant material, or sustained increases in yields in other craps wiIl have to be 
obtained. At this writing there is nothing on the international scene that suggests a potentid 
breakthrough is in the wings. 

The poor outlook for increases in yieId pokntial is exacerbated by the decline in 
capacity for agricultural research in the devt!cpkg ccxntx5es. At the kgimuskg of ihe 1953s, 
quite a number of developing countries had nascent graduate programs that were training 
agricultural scientists for their national research systems. Simultaneous1y, they were 
developing significant agricultural research systems. 

However, the serious mnomic problems of the developing countries in the 1980s has 
caused these graduate training programs and fledgling agricultural research systems to fall 
into serious disrepair. lack of resources and inadequate salaries, have caused scientists to 
take up o?her activities to sumivt, or to migrate ta alternative emp1cayment in other countries 
EM in intensationd o r g ~ t i o n s .  

Support of the international system of agricufhrtal research centers, guided by the 
Consultative Group on Intematiod Agricultural Research ( C G W ) ,  fias also med over 
time. Support for this system has always been modest. The current budget for the 13 
stmtegidy located centers is only $240 miltion for the c u m t  year. That i s  approximately 
double the cost of a modern fighter phe, of which the United Stam has hundreds. To put 
this number in further perspective, the current budget for agricultural rexzuch at the Indiana 
Agricultural Expefiment SZation is approximateZy $44 million, abut one-fifth of the entire 
brdget for all 13 international centers (and Mdiana is a relatively small statel* 



Vernon W. Ruttan, an expert on r h ~  g;Gxd agricultural research system, argues that 
the inkmatiand community ought to be investing in the intemartiofial m r c h  system at a 
he1 of about $1 B'ion per year.'" 

The additional d h ~ s h X 3  to the problem is that many of tbe devcbphg countries 
poised for rapid economic expsion. The international debt problem is gradually being 
nsu1v& by a sophisticated p u s s  of muddling though. The debt problem itself ftas led to 
si@mt improvements in economic policy in these countries, which wil l  lead to more 
b d - W  mnomic growth. The expectation is that the 1990s will witness an 
r m p d a t c d  exgansiofs of economic growth in the developing countries. lhis will 
amtribute to strong increases in the deanand for food and agricultural output, and put upward 
pressures cm prices. The expectation is that the demand for agPicdtWat output will outpace 
the supply of agficu2tural output in the decade ah&. 

The United States MI not escape the consequences of this increase in food prices. 
Farmers will once again do well, as they did in the 1970s. But consumers will not. An 
increase in red food prices is equivalent to a decrease in r d  incomes per capita. Thus a 
global food crisis can be expected to crate significant golitid and economic problems for 
fie United States, as it did in the mid-1970s. For that reason it is important ?hat the United 
States assist in helping resolve the world f d  problem. 

The Central European Countries and etne Former Soviet 
Republics as Developing Countries 

Dramatic events over h e  past two years have included she demwmairaojon of Eastern 
Europe, and the shift to ecunomies that are more market oriented. Together with 9hs demise 
of athe Soviet Union, and the emergence of its component republics as relatively independent 
nation-states, these developments create vast new phtlcal and economic challenges for the 
Unit@$ States and important opporhmities for international cooperation. 

The United States has a significant vested interest in the successful transition of these 
m y  independent countries to freer societies with more market-oriated eco~iornies, The 
b-own of the former communist bloc means the end of the cold war and a declining need 
for major commitments to spending on armaments. 

The end of the d d  war atso promises a more stable intentatiorrbt order, and thus the 
potential for more open international intercourse. Sucowful economic development in these 
countries also means expanding markets for the United States, and a growing murce of raw 
materials, consumer gods, and e v e n m y  capital gogds as inputs for the manufacturing 
sector in the United States and other countries of the industridked West. Most importantly, 

l6 Study of the External Review Process in the CGIAR. 
Washington, D. C. : C G P M ,  January 1987. 



m y  of the citizens of these countries look w the United Stam as a country to k emdated 
and as a society with which they would like to have greater contact. 

As experience is indicating, these countries faoe enonnous challenges i;R a f o d g  the 
instiattiona2 maagemmts tiat govern aheir economy and in atab31ishhg a democratic society. I 

- +* 
The United Stam is well-situated to provide the assistance that can help them move 

forward. Pt has the premier free market economy on the international scene and thus should 
be able to assist in designing and r e f ~ m g  the institutional arssbngernents needed for such an 
economy. It has a h  had over 200 years of experience with a demscratic form of 
goventmmt. It should thus also be able to coHaborate with wSkagues in those countries in 
designing arod establishing diemomtic ~ s t i ~ t i ~ n s .  

Tbe emergence of these potential demands for hcr& international collaboration 
will put a significant &ah on development resources that might ~r2lerwise g~ to the 
traditional developing countries. But the events in Eastern Europe md the former Soviet 
Unkm open a whde new dimension to international wlla'oorarion for the United Sates. It is 
an opportunity the nation cannot turn away from. hkmaiional p c e  and the stability and 
prosperity of that p r t  cf the world will have a significant influence on the development of 
our own economy and society. The United States has everything to gain fiom d l i s h i n g  
C~WX hh with, and building a stronger howJedge base an, this rapidly changing part of 
the wodd. 

The Enviroment, Sustarinab%ty, and Resilient 
Economic Growth 

Concerns h u t  the environment and the sustainsbifity of economic growth have 
emerged as significant economic and political issues in recent years, bath at kame and 
abroad. 'khe decline and periodic disappemnce of the omne layer aver Antarctica as an 
apparent cunsequence of the use of chloro-f luordns has given legitimacy to these 
concerns. At the m e  time, they make clear that environmental problems have an 
Impmmt international dimension. 

Concerns h u t  gbbd warming as a consequence of the pollution of the atmosphere 
with the so+xlJed greenhouse gases have added a new and potentially importit 
environmental prublern to the agenda. This problem, tm, has important international 
dimensions. ]If ~e grim predictions about the greenhouse eff't are valid, there are likely to 
be significant shifts in the 1maion of agricultural prductioxl, even greater strifts in 
umderlying comparative advanwe, and p~tentid!y k g 6  geographic shifts in the location of 
people and their economic activities. 

The denuding and destruction of tropical :$n forests has concerned many people for 
m y  years. The growing attention king given to the thmt of global warming has 



accentuated the significance of deforestation. Trees and other vegetative growth absorb 
carbon dioxide from the air, and &n dioxi.de is one of the principal greenhouse gases. 
Thus tk destruction of tropical rain forests m e r  weakens the global ecological balance and 
Increases the Wlihaod that gIoM warming predictions will prove true. 

Deforestation is not the only mvironrnentd problem in the tropics. Perhaps even 
more important are what we choose to call the dent environmental c a i ~ - ~ ~  with 
soif erosion, the pollutio~, of underground water supplies and of lakes, streams, and 
waterways caused by excessive use of mmmercid fertihms and pesticides. 

In countries such as Brad these problems m y  be far me= important emnorridy 
than the problems of the tropical rain forest since they affkct the regions that produce the 
countries' major food supplies. We refer to these problems as the silent crises because they 
receive so little attention from the htemtional community. 

PreseNing the world's endowment of genetic material is another important issue. O k n  
articulated as the problem of preserving biodiversity, the preservation of t h i s  genetic material 
is the key to providing sustainable economic development into the future. Genes that cany 
resistance to disease and pests as well as new sources of productivity growth for plants and 
animals are often found in this material. Yet, as species are wiped oat due to deforestation 
and other intrusions of hum-d, this material is lost forever. 

Many, if not most, of these environmental problems are associated with the lack of 
economic development and with poverty in the developing cauntries, as well as with bad 
economic policies. 

For example, the Iack of new producti~n ttxhnol~gy for agriculture contributes to an 
extensive form of agricultumi production. Increases in output take p h  on the extensive 
margin, causing output to expand onto marginal lands and up the slopes of Ws and 
mountains. Once these areas are brought under the hoe, their underlying resource base is 
-idly destroyed by erosion and other factors. The population is eventually forced to move 
on to other even less productive lands. In the process the origkd vegetative cover which 
could have sustained the soil and provided for absorption of water is destroyed. Species of 
ghts and animals are dso often wiped out. 

To appreciate the significance of this source of environmental problems, one need 
only draw the contrast with a country such as the United States in which the modemhtion 
of agriculture has made it possible fur the removal from production of over 100 million acres 
of h d  in the post-world War II period. Were it: not for the enormous increases in corn 
yields in the United States, for example, the production of &is commodity would 
undoubtedly be expanding up the Usides of Appalachia and onto the slopes of the Rocky 
Mountains. 



Ecr,nomic golicies that discriminate against agriculture by means of W e  and 
exchange rate problems further aggravate the problem. They, too, cause @culture to 
e x p d  on the extensive margin. Persistence in the pursuit of antiemployanent pficies 
associated with import-substituting ~ d u s ~ t i o n  also co~tributw to the problem. By 
limiting the absorpon of labor into the n o n f m  sector, these policies cause labor to be 
trapped ia agriculture, with the result that the poor and disadvantaged are again pushed onto 
marginal lands. 

Poverty itself is an important contributor to these problems. The poor do not have 
the remwces or the access to credit that would enable them to adopt modem agriculltural 
practices and to develop a productive agriculture. +Ibis causes them to exploit the h d  and 
the underlying m u r c e  base m&er than to build it up for a sustainable fitwe. 

Sustainable and resilient economic development refer to development that sustains 
and, if possible, augments the underlying resource base for future development. Concern 
arbout sustainability is not an antidevelopment or anti-rndemizattion posture. To the 
contrary, economic development and modemiatiorn are the keys to developing more rational 
modes of production and to dealing with the underlying environmental problems. 

Helping to develop and to modernize the agriculture of the developing countries is 
thus of vital interest to U.S. citizens. It is the only way in the bng mn to sustain the 
underlying resource base (including genetic material) for future generations, bosh in this 
country and abroad. 

This motivation for international cooperation and assistance has not been high on this 
nation's politicall agenda in the pat. With the growing data on the seriousness of problems 
with the ozone layer, emergence of a potentially serious problem of global warming, and the 
increasing importance attached to environmental a d  sustainability problems by the M y  
politic, environmental problems are moving higher on the domestic political agenda. 

Significantly, these problems increasingly have international dimensions to them and 
provide important opportunities for international mUabration. They &so, of course, require 
international coolpemtion and collaboration if they are to be resolved. 

Democratization and E)eceatralizaticm of ko~aoxnic 
Policy Making and Implementation 

Two powerful forces have emerged on the international scene in recent decades. 

The first is the increased openness of national economies throughout the world, which 
causes econ~mic policy making and implementation to be decentralized to the state and local 
level within national econoinies. 



The second is the rapid sMft 10 more democraic foms of government in parts of Ihe 
world once dominated by authoritarian foms of government. These powerful forces are not 
.~nreiated. Moreover, they have important impl.ications for international assistance and 
cmpp'ratian p o g m s ,  

Dern0cxati.c forms of government are generally viewed as king more stable and thus 
able to contribute .to a more stable hkmationd polity and ambient. They are dso believed 
tQ lead to economic pides that are more claseXy fmsd on the problems of society. 

Among other things, the p&eid empowerment of the poor will assure that policies 
are directed more to the resolution of their problems than to providing income transfers to 
the well-to-do. SinaiIarly, more generat golitid empewement in the developing countries 
and in the countries of Eastern Eurqe and the publics af the fanner Soviet, Union will 
Uely move environmental and sustainability problems higher up an the plied agendas in 
those countries. 

The Unitsd States has a vita3 inerest in assuring that present trends toward more 
democratic foms of government egntinue. Sustaining economic development in these 
countries will contribute importantly to that trend. Direct assistance in helping tcr establish 
democratic institutions carr atso contribute if done h a sound and considered fasAi011." 

The growing trend toward decentralization of economic policy making and 
implementation is also an important issue, md one which inkmatiend cooperation efforts 
can hdp facilitate. The policy analysis an& evaluation capcities of developing wun.hsies, 
a t e m  Europe, and the former Soviet Unio-r,, such as they are, are mostly 2cxatecf centrally 
at nethe national level. If policy making and implemenbtion are to &A down to the state, 
province, and/or I d  level, the capacity to analyze and evaluate econ~mic policies will also 
have ts shift down to these lower levels. T h i s  ~ p c i t y  be deveIoped and strerigtfiened 
by means of international cooperation and assistance, 

Devdopment for Women, Chndsen and Other 
DEidoatntaged Groups 

Most countries, including those in the devdoped world, seriously discriminate against 
their women, grossly underinvest in their children, and discriminate against tribal groups, 
m'iive populations, or other minority groups. These problems are ~~y acute in the 
developing countria. They are at one and the m e  time a consequence of the !ow level of 

''Two cautions are in order on this issue. F i r s t ,  our 
familiarity with the cultures, mores, and institutional 
arrangements in these countries is f a i r l y  limited, Second, 
understanding our o m  political system does not necessarily 
prepare us to make the adaptations required fur other societies. 



economic development in those counhes and a contributor to slow rates of economic 
develcrpment . 

Policies that discriminate economically against particular groups in society lead to 
inefficient resource use and the Wure to ~~ on the diverse talenu and potential of 
these groups. S i i l y ,  Mure to invest in the h u m  capital of such groups sacrifices 
hportant sources of potential economic pa. 

Examples of such prublems dmund in the developing world. In many of the 
countries, for example, women are the principal source of labor for @c&u.re. Yt, 
extension programs tend to concentrate on the d e  head of the housebold. Moreover, 
women are not given  ace^ to devdopment opportunities such as ebuafion and training on 
the same scale as men. 

The issue is what to do about these problems. Providing the m e  legd rights to 
women as to men is an important place to start. 'Fhis js in part a question of the legal 
system. Refom must start with attempts to reform the constitutions, which provide the basic 
legal rights for women afid other groups in society. Reform also involves changes in basic 
attitudes and traditions in such societies, even though these ate potentially revolutionary 
changes and can unleash powerful political forces. 

Economic development itself can provide strong liberating forces. As a society's 
demand for labor grows and it becomes relatively scarce, pressures Jso grow to allow 
women to enter b r  markets and to gain access to development programs that enable them 
to raise their own productivity. Broadening the development prmss and reforming the legal 
system can thus have significant effects on liberating women and broadening their access to 
the benefits of economic development while at the same time broadenkg the development 
process itself. 

Children tend to have even less political empowerment than do women. In many 
cases they are the last to have access to f d ,  given the importance oiC providing food for the 
worker in the family. Similarly, the firs- and second-born children & often needed to help 
provide a subsistence living for the family. Consequently, these children are ford  to 
forego schooling, with the result that society significantly under-invests in tht: education and 
training of its eventual fabor force. Tfris problem is also rooted in basic poverty. Promoting 
-nomic development thus provides one of the means ~f addressing the problems of children 
per se and at the same time promoting more rapid and broad-based economic growth for all. 

The problems of children are especially severe in countries that have rapidly growing 
populations. The consequence of sustained mtes sf high population growth is a population 
highly skewed toward the young. In many such wuntries the percentage of the population 
18 years or younger is as high as 85 percent. 



Such figurn emphasize the importance of children and young people as members of 
Mic: * a s  force. They also emphasize the high dependency ratios in these countries, and the 
difficulty of provid'ing adequate levels of ducation, schaoling, and W g  for such a large 
portion of the papulation. 

Many &velogkg countriec are home to a number of tribal or native population 
p u p .  These groups dso tend to suffer discrimination in a variety of forms. They are 
d i a h a  against in ahe labor market, have GmiM or no access b social programs or 
educational and txahhg programs, and for the most part have only limited politid 
mhchisernent. The potential of these groups to contribute to general economic p w t h  is 
dso thus FacTifid. 

To the extent the United States is interested in promoting b r o a d - M  economic 
growth and development in the developing countries, it has to give more attention to helping 
broaden the -5s to social and educational services of these population gmugs (women, 
childsen, tribal groups, and native papuulations). Broadening access is key to estabiisbg and 
preserving democratic procases in these counties, Ia is also the key to broadening and 
sustaining the development process. 

The problem of high population growth rates is implicit in much of the new 
develogmeilt agenda that has k e n  discussed above. Rapid pupulation growth rates in the 
developing countries contribute to sustained increases in the latent, physiological demand for 
f d  and agriculNral oupt  and if trandated into market demand, may lead to sustained rises 
in the price of fbcd in tbe international economy. They also 1 4  to a chain of detrimental 
events where increased demands against the underlying natural resource base cause serious 
environmental pr~blems, which crate more problems in sustahhg the development press .  
They contribute to the perpetuation of mass poverty by mdldng it difficult to invest at 
appropriate levels in the human capital of burgeoning gopuhtion goups. 

Ih summary, high population growth rates creak a vicious ckcle of poverty 
engendering more poverty and make it difficult ?o raise the quality of life and productivity in 
country a k r  country. 

Lowering population growth rates is the key to obtaining sustained economic growth 
and to raising the q d t y  of Life in the deveIoping countries. 

Those who argue that a rapidly growing population is an asset because it provides a 
broader supply of human capital from which talent can be drawn rn further the welfare ~f 
humkind fail to recognize that the potentially huger p1 of human capital m o t  be 
rdiA if a society is unable to hvest in it to devdop its people. 



Two important issues need to be considered in addressing the global papidation 
problem. 

The fmt is that economic deve10pment itself is an important mcans of lowering 
ppWm growth rates. As per capita hwmes rise, fhilies tend to reduce the number of 
cBiBdren they have and to invest more in those thy do have in the form of impmved 
nuthitiofi and health we,  and higher levels sf d u d o n  and mining. h a sense, fewer 
&&en, with higher levels of h v m e n t ,  arc sPlbstituead fop a larger number of children 
with low levels of investment. Broad-based cxmnonnic development is thus a pow& means 
of reducing g 8 W  popukti~n growth rates. 

'Fhe second issue is &at authoritarian means do not have to be used to induce 
M y  planning and to Iuwer fertility rates. Gfaer having two or three children, many 
f d e s ,  esp&Wy the women in families, r d z e  that more children will mean less 
investment in the human catpitid of the children they a l r d y  have. 73e issue is to make the 
M y -  planning technology usually available to the upper-income groups of these societies 
amihble to the lower-income groups as well. Pn fact, making such mholagy available is 
key t~ b d e n i n g  a e  development process in those countries in the short term and to 
obtairhg sustained increases in per capita incomes over the longer term. 

In summary, addressing the population problem in the developing world is the key to 
salving many of the other probJems on the new development agenda. In the final analysis, 
it is the only way to make investments in the human capital of these sdcieties at socially 
o p t i d  levels f d b l e  and thus to obtain high rates of economic growth. 

Concluding Comments 

Over time the development agenda has been subject to more than its share of passing 
fads. A shifting agenda may be the key to sustaining support and interest in the prolonged 
efforts needed to attain sustainable economic development. 

The new agenda identified above has an important pervasive feature, however. That 
is the absolute requirement for investment in the human capita3 of the devdoging countries if 
they are to have a broad-based and s~stained process of economic development, 

h is that kind of economic development that citizens sf the United States should want, 
since it is the key to their future ~~ and sources of raw materials, input supplies, and 
cansprrner goods. 

It 'is aIso ?he key t~ the development of a democratic world order that wiPl be mare 
poBticdly stable without the n d  for massive investmznts in armaments and military 
establishments. 



An Assessment of Past and Current 

Foreign Aid Programs 

This chapter contains a brief assessment of past tmznds in foreign aid progmms, 
examines the current debate about the rationale for foreign aid, and reviews A.1 .D. 's present 
approach to development and the thmx of its current programs. The basis for the concerns 
of the Task Force about A.I.D.3 support for, and approach to, agricultural development is 
treated in some detail. Important gods of the chapter are to show the extent to which 
current program trends differ fkom the Task Force recommendations and to demonstate the 
need for a revitalized paradigm for foreign aid. 

EioricaI Perspective 

Since the end of World War II, foreign aid has sewed many interests and been used 
to punue numereis objectives. The occasional foreign aid bill that makes it through the 
Congress and survives a presidential veto is usually a produn of a variety of special . 
interests. 

The Administration, no matter which party wntmlls the White House, is usually the 
bill's most powerful supporter, tyjic-dly attempting to shape it to achieve foreign policy 
objdves. However, to obtain the votes in Conpss, managers of the bill must rely on 
those with vested interests, whether they be a business hoping for a deal or an organization 
wncermed with hungry children. 

Foreign aid progams have changed in many ways since the FdzmhU Plm. These 
changes, which can only be understood in Bght of the diverse interests supprtiatg fareign aid 
and by the growing public disenchantment with it, are a result of several forces and m d s .  
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Fim, &e Congress has imposed increasingly rigorous and detailed restrictions and 
armdcs  or! ~ X t a r y ,  developmait, and food aid programs. The Congress has also 
repeatgdIy spmd with the executive branch about the use of aid that appears to support 
rqmsion, comption, or the enrichment of the . l e y  privileged. 

b n d ,  p m p s  and approaches to devdolpment have proliferated over the years, 
based in part on changing views about the nature of the deve1apment process. M s  has led 
to shifting emphases, new ~ ~ h e s ,  and Ws in development golicy. Wnftunately, most 
neat initiatives fail to survive long enough to danonsmk. success or aaizure. 

Third, military aid has shifted away from grants to grater reliance on cash and d e s  
of arms on &it, in response to the argument that recipient countries should have become 
able to provide for their own defense. In more recent years, as recipients of military aid 
ha& fred serious debt problems, assistance has again shifted back to grant aid.'' 

To understand the changes in rhis nation's aid pragram, it is useful to reduce the 
anrbipity in the meaning of the tern "forzign aid." In some cases, this concept refers only 
to pmgmms administered directly by A.1.D. In other cases it is used to refer to both 
r n u l ~ r a l  (such as the World Bank and the regional development bark) and bilateral 
progmns administered by A.I.D.. Military assistance is sometimes included and sometimes 
nOt. Sometimes foreign aid refers only to economic assistance. On still other occasions, it 
refers to the: concept used by the Organization foa Economic Cooperation and Development-- 
"Official Development Assistance"-which indudes both bilateral and multilateral assistance 
but excludes military aid and certain other nosl-development programs. 

Pn this report, we use the tern "foreign aid" to refer to six major categories tracked 
by the Congressional Research Service, a package tabling about $15 bil.Eon annually in 
recent y e .  (figure 2). Most of the attention of the Task Force, is focused on Development 
Asshmce in mcular and b a lesser extent on the Economic Support Fund and Food Aid, 

Trends In the major foreign aid categories used by the Congressional R ~ c h  
SeNise reflect a number of changes since the end of World War H. The largest 
component over most of this perid has been Militarv Aid (MA), which amtributes very 
little in a direct way to emnomic devdoprnmt. Trends in this component tend to be 
assaiaxd with changes in world tensions or U.S. involvement in armed conflicts. 

me Wnornic Sugport Fund @SF), the second largest component in recent years, is 
usel to provide flertibie and timely su-rt to friendly countries to help the United States 
gaim its security auad intedond political objectives. ESF tends to be concenm?& in a few 
straegic wuntries. In 9990, for example, 77 percent of such tbnds was allocated to six 
countries: Israel, Egypt, Panama, Nicaragua, Pakistan, and the Philippines. Much of the 

18 . fin Overview of UCForeiun A i d  Proczrams. CRS Re~0rt for 
Conmess, Congressional Research Service, March 1988. 



ESF is used for Man~Gpayrnents support, but a considerable amount (with the exception 
6f lsae1) is also used to support development projects. ESF has ken an increasing suum 
of funds for agricdturai projects in m t  yam, accounting for over 40 pacent of the totat 
mount quested for @culture in FY 1992. 

peVe1oprnent Assistane @A), intended for long-term development p~~ as 
contraad to ESP: for security and 'strategic purposes, reached a peak in the mid-1960s, when 
it had aggeaH bath as a means of colntahhg communism and for enhancing development. Zn 
more recent yeas, DA has tended to decline slightly, perhaps &&cti.ng the dimusionment 
with aid md dwelogment and a de-emphasis of economic development as an objective. 

F- A i d e  an imprtant component of the nation's aid pmgmm in the mid- 
1950s, mhciding with the emergence of costly U.S. domestic grain surpluses. However, it 
declined dramatidy when Ltre surpluses disappeared in the mid-1970s and sly 1980~'~. 
Supr t  for foal aid in tke Congress comes primarily from fm interests and the 'hunger 
Bobby." Those concerned with promoting economic development tend to view it as a mixed 
blessing. They how it m be a disincentive to food producers in devdqing countries, but I 

that if used properly, it can provide additional resources for economic development. I 
I 

Moreover, this is a part of the foreign aid program that tends to have strong and continuous 
domestic pZi%i& support from agricultural interests md humanitarian aid advocates. 

i 
i 

Multilateral Aid emerged in the 1960s as an i m p o m t  component of US foreign aid. 
This coincided with the emergence of the regional development banks as a significant source 
of capital for developing countries, and the establishment of the International Development 
Association (IDA) in the World Bank as a means of providing wacessional bans to the 
poorest of the p r  among the developing countries. 

Figure 3 shows the distribution of foreign aid by region. The fluctuating aid levels 
s h m  for each region reflect murrences of regional cmficts and shifting: foreign policy 
priorities. Evaassive aid for Western Europe following World War IH, which peaked in 195 1 
at $28 billion (in I989 dollars) but then declined sharply during the 1950s, dwarfs the a 
foreign aid program of today of about $15 bion. Asia qM Europe as the major 
recipient of aid in the late 1950s and 1960s, coinciding wi?h the Vietnam War and security 
threats in Southeast Asia. The Middle East replaced Ash as the region receiving the largest 
share of aid hnds in the htter 1970s as the Camp David A m r d  became the fmus of efforts 
to reduce regional strife and protect U.S. political and economic interests in that region. 

l9 The actual quantity of food provided fluctuated much more 
than is evident f r o m  figure 2 (which is reflected in dollar 
terns) since prices tend to rise sharply as surpluses disappear, 
The appropriations for Food A i d  are made in dollars, but the 
amount that can be purchased varies considerably with price 
fluctuations. 



F!GURE 2 
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Aid to Latin America shows two bulges in funding. The fist occurred in the early 
1960s and was associated with Fidel Castro's takeover of Cuba in 1959. That aid was later 
instimhdizd for a time as the Alliance for Progress. The second bulge in funding 
m u d  in the 1980s and reflected the takeover by the Sandanistas in N~catqgua and 
merging d t y  concerns in Centd America. WM is striking about aidelevels tci Africa, 
on the other hand, i s  how meager they have been compared with other regions and in 
relation to the magnitude of that oontincnt's problems. Even in the peak period of thp mid- 
1980s, aid to Africa was only 11 percent of the total aid program. 

U.S. foreign aid as a percent of GNP (figure 41, shows a steady decline since 1950. 
11 is now just over 0ne-q-r of one percent of G w ,  far below what many European 
countries and Japan provide. 

Recent Changes in Rogmm Priorities 

Budget levels are not the only changes over time in the U.S. foreign aid program. 
Priorities have bsen repeatedly pushed and pulled in different directions. An increasingly 

-. - 

. It should be noted that  figure 4 represents total 
foreign aid,  including Military Aid, considerably more than 
Official Development Assistance, used in figure 1. 
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B ~ f r i c a w ~ a t i n  ~ m w i c o  m ~ u r o p e  m ~ s i a  B ~ i d d l e  East 

distmstfuS Congress has i m p &  numerous restrictions and mandates. A constantly changing 
and[ increasingly frustra-Jed A.I.D. leadership has shifted program diredon frsm ane 
deve!opmerrt fad to another in the search for an elusive politid coalition to provide support 
for the program. And the cumnt Administration has been searching for a replacement for 
communist mntairPrnent s the rationale for foreign aid. 

For m y  years the communist meat provided the mab underpinning for foreign aid, 
and the aid budget rose and fell according to the tension Zevel between the United States and 
the Soviet Union. Other objectives, such as the elimination of hunger and famine, remained 
b~t rude on the coattzkIs of the more powerful and emotionally charged issues sumunding 
the security of the fkee world. 

As the threat of communism and the fear of the USSR has faded in m t  years, the 
basic ration& for foreign aid has come under smrtiny. Some were quick to seize the 
oggortmity ta use such assistance to further U.S. commercial interests in the Third World. 
'Phe Agency has sojicited support from the U-S. business community by propsing and 
~omothg irihtmcture progms tied to procurement of US. goods and services, and other 
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foms of "tied aid and mixed credits" that would allow the use of development assistance 
fi~nds to subsidize selected U.S. exports abroad.21 While such programs Rave long been 
permitted in specific situations to counter similar support by foreign governments for their 
own exporters, such assistam has generally been discouraged as a matter of U .S. policy 
because it is inconsistent with the long-standing U.S. position favoring free trade. 

In testimony before the House Foreign Operations Subcommittee, Reginald Brown, a 
senior A.I.D. policy oEcial, proposed a major reallacation of funds to support programs of 
this nature, stating that, "The most important contribution the U.S. makes to economic 
progress in developing wuntries is it0 own economic growth. U.S. economic growth has 

21 This and the following paragraphs draw heavily on "The 
A.I.D. Identity  Crises--How do you spell Developmenteq, by C, 
Stuart Callison and John G. Stoval1 in The Foraian Service 
Journal, January, 1992. 



generated increased markets for developing country exports. U.S. economic assistance must 
become part of ?he U.S. effort ts compete in t]he global 

The s w d l e d  "Killer Be;esU bill (sponsored by Senatan Bsren, Bentsen, Byrd and 
Bucus) was another recent attempt to use foreign aid to subsid* U.S. business with e e -  
scale use of mixed credits and tied iaki for qid projects. Although it p s e d  the Senate 99- 
O h 1991 as ata amendment to the Foreign Assistance Act, the wnference committee paxed it 
down wnsidaably, 4th help from the Adminisfration, which oppose0 that provision bawd 
on its conflict with the U.S. trade negotiation position. 

The problem with these attempts to find a new rationale for foreign aid is not that 
their goal is to serve U.S. inkerests, for indeed they should. The problem is ohat they seme 
only shofl-term vested interests, not ?he national inkrest or our longer-tern interests. 

'Ibis struggle for the soul of A .I .D. has been going on for some time. The Congress 
attempted to capture it with the 1973 Foreign Assistance Act, known zs the Basic Human 
Needs mandate, or "New DkecCons," which Wirected development assistance to the 
poorest p p l e  of the wor1d. In the latter half of the 19705, however, the Congress and the 
W r  Adnai~istmtion began ta shift resources away fkom BHN toward security interests. 
The Rmgm Administration acce1emW the shift toward security interests and stressed the 
private sector as the key to development. 

%on after Dr. Ronald Roskens was sworn in as Administrator in March 1990, he 
tried to clarify the mission of the Agency. The starting p i n t  was five major foreign policy 
challenges, which Secretary of State James Baker cited at Roskens' swearing in ceremony. 
These became known as "Baker's Charge: " 

1) Conwli&k the wsddwide trend toward democracy. 

2) Build smng, h-market  economies. 

4) Address fxmsnationd hts--environmental degmdation, drug trafficking, arid 
temrism. 

Statement in the record sf the Hearings af the U . S ,  House 
sf Representatives, Appropriations Subcommittee on Foreign 
Operations, March 21, 1990.  



5) Strengthen international ties . . . to ensure that the positive world trends . . . will 
continue. . . must respond to needs in the developing world. 

A cornmitree of top A.I.B. staff was to draft an Agency mission statement 
based on the cWenges presented by Baker. But early dnfu omitted any mention of 
devdogmat itself or of human capacity building. ~ r ' s  fifth point had become simply 
"disaster relief," Afkr much intend debate, the f?nd A.I.D. mission statement issued in 
September 1980 added a "concern for individuals and the development of their wnomic and 

weU-king,* and a statement that 'A.I,D. assists nations. . . improve the quality of 
human H e  and- - . expand fie mge of individual ogportunities by reducing poverty, 
ignorance and maInwtrition. " 

Despite this apparent victory for development advocates, the last statement quoted was 
conspicuously missing from the AdlhLinistrator9s statement in the A.I.D. FY 1992 
Conmessional PPewntatian (submined in February 1991), which quotes most of the rest of 
the mission statemeat. Furthermore, the Bush Administration rewrite of the Foreign 
Assistance Act, submitted to Cmgress h April 1991, Building human capacity is listed as a 
form of hummitatian assistance rather than either a productive investment or an ultimate 
development god. 'Ke reduction of poverty became ,a "humanitarian assistance need" rather 
&an at cenw p u p s e  of economic development, 

FuUowing the adoption of a mission statement, the Adrninistmtor developed a series 
of initiatives, ", . . to refocus and redefine our future." These indudd: 

1) An J2nvironmentd Initiative, which committed the Agency to strengthening 
internal staff resources and addressing priority prublems in developing 
countries by buildiing indigenous public and private capacity and improving 
environmental policies. 

2) A Pernocracv Initiative, designed to "support the evolution of enduring 
Democratic Societies. " It proposes focusing A.I.D. resources to 1) strengthen 
democratic institutions, 2) integrate democracy inm the A.I.D. program by 
sta]bl.ishing the promotion of dmocracy as a strategic goat over the broad 
range of A D  programs, 3)  reward progress in democratization and establish 
demantiution as a funding docation criterion, and 4) e s ~ ~ h  rapid 
response mechanisms for democratic b-ughs or to meet unanticipated 
a&s. 

3)  A B  u s r e ,  *n whose objeztive is to 
engage the American private sector h efiortrs to develop and sustain free- 
market principles and broad-based economic growth. Among other things, this 
initiative crates a Business Advisory Council, offers the s e m c e s  of A.I.D. 
over,.zas missions to American b s  seeking to do business h foreign 
countries, nnd establishes a business internskip program for U.S.-MIBA 



students; who wish & patticipte in an overseas work-study program in 
muntries where A.I.D. operates. The plan dso proposes a Capital Projects 
Fund to implement "de-veloprnentalIy sound capital projects of direct strategic 
relevance to U.S. W e  competitiveness." 

4) A Family and Develo~rnent Initiative, which pmpmes to use the f d y  as a 
starting point for analysis of what people need, how they use the resources 
they have, and as an organizing principle for mobilizing the energy of people 
to create progress* 

5) A Strate& Mana~ement: Initiativg, inend to A.I.D., aims to reorganhe and 
stramdine ah in i s i a re  procedures, tighten financial controls, and strengthen 
evaluation programs. 

Although the Administrator has s t z 4  that these initiatives do not replace on-going 
programs but rather should k reflected in all program activities, they clearly signal priorities 
for A.I.D. missions in designing new projects. These priorities have caused distress among 
the economic development community, and especially among those who believe the 
development of human capital and human capacity are the primary means to self-sustaining 
deve1oprnent. These groups fear that by implication the absence of specific mention r;f a 
program in the initiatives signals low priority. As we will argue below, those fezs are well- 
founded. 

Declining Emphasis on Agriculture 

Throughout the study on which this report is based the Task Force has r ~ t e d l y  
voiced concern about the decline in anention given to @culture by A.1.D.. as well as by 
other intefnationd donors. The official response has k n  that there has been no 
downgrading of agriculture. In infomat discussions with Agency officials, the reaction h a  
k e n  mixed. Some deny any decline in commitment to agriculture, but others, mainly those 
a? the w5rkhg level, speak with passion abut how the Agency has turned its back on 
*culture. The Task Force, &r examining this question in some detail, continues to have 
a number of concerns, which are explained in the following sections. 

Budgetary S~~pport for Agricuhure 

Mthoalgh campable data series are inadequate to fully document changes in btal 
budgetary support for agriculture and related fidds, it appears that total A.I.D. funds 
obligated to agriculture, nusrition, and natud resources reach& a peak in the mid-1980s, 
and by 1990 had decIind.by Wet one-third (see table 1). Estimated FY 1991 obligations 
f ~ r  aglicu1aUd projects were up h u t  15 percent h r n  1990. Appropriations for 1992 are 
not yet finalized. The share of Development Assistance funds (including the Deve10pment 



Fund for Africa) devoted to agriculture fdl from 54 percent ttj 33 percent from 1980 to 
1m. 

The data thus show that agricdture as a share of e O t d  dwefopment assistance declined 
significantly over the decade as a whole, and in nomind and real terms it declined from 
1985-1880. It is still too earfy to tell if that decline has k n  reversed in the 19%. 

Of more serious concern than the decline in share and in total expenditures for 
agriculture is the changing nature of agricultural projects. There is a disturbing tendency 
recently to emphasize short-km, and private-sector activities, at the expense of long-term 
investments in human capita9 and public-sector institutions. 

Table 1 

Trends in Budget Support for Agriculture and Related Fields 
A.I.D. 

@dillions of dollars) 

Source: me toaal budget support (obligations) for @culture (including rural development, 
nutrition, and n ~ t u d  res~urces) comes from an internal A.I.D. data system horn as 
"Activity CodedSpid Interest," (AC/SL). It attributes project totals to the appropriate 
categories irt the AC/SI system. Data over the time period in the a l e  are not strictly 
m w ~ l e  because they were generated with slightly different rnethadokogy; however, they 
are the kest estimates available. llhe total for 1890 comes from the Bureau for program and 
P~licy Coordination briefing fur Administrator Afrarr W d s  in 1988. The 1985 data come 
from a specid study by Chernonics, hc., dated geCernber 38, 1988; 1990 and I992 data are 
fiom the AC/SB. 



Reliable data to trace changes in he various types of qgricultud projects are limited, 
but s e v d  indicators are av&labIe. Funding for agricu1tura.l ducation and research is 
W d h g  down and that f ~ r  policy reform is up. High-profile advocacy of the private sector 
has i d  to a rapid rise in the number of agribusiness projects. But the Task Farce has found 
no advocacy for building the pub~c-=m instituhs necessary t~ clneate a favorabie 
sconomic climate for the private sector. 

Lack of Agency Leadership in A N c u k m  

There has been a noticeable absence of aftention to agicdture by senior A.I.D. 
management in recent yeas. Holdcraft and Nielson report, in a paper for the Task 
Force after interviewing some 50 mid-level and senior A.I.D. staE$ that "....a number of 
persons in the Agency's key leadership psitions believe that the exa of major support for 
qr lcd turd  devdoprnent bas passed. " 

A major study urnbeptaken by former Administrator Alan Woods," aimed at 
reshaping the future of development assistance, W f y  ignored food and agriculture. (?Fie 
word " f d "  or "agricuI~are" did not even in the of cofltents.) 

No Agency-wide ial initiative paper on agriculture )las k n  
written in recent years, and important plicy guidance documents (such as the A.1.D. b u d  
Budget Submission Guidance Cable) have not addressed the role of f d  and agriculture in 
development. The absence of an internationally recognize8 agricultural scientist who can 
speak for A.I.B. in internationid forums is equally significant. 

Although mdutal, these pieces of evidence add up tu, at 'best, a Ieadership 
p m u p i e d  with other things; or at wont, a kfief that the world's f d  problems have h e n  
solved and that agriculture is no longer important as a means of promoting ewnomic 1 

development. I I 

Another indication of the de-emphasis of agricdture in this nation's assistance 
programs is the drop i2a the khnid ity sf A.I.D. staff to design and implement 
agricultural projects. The most visible measure of this decline is the number of agriculture 

" Dsvelowment and the National Interest: U . S .  Xeonslslfc 
Assistance into the 21st Century* Washington, D.C.: Agsncy fox 
International Development. 1989. 



;aStd nuaI develogment positions in A.I.D., which d~~ 25 percent between 1981 and 
1989.% 

These numbers tell only part of the story, however. In the previously cited gaper 
commissioned by the Task Force, h e r  senior foreign service officer Lane If01dcroft ~~ (1990) that many of the dwindling number of agficdturalists are frustrated that they 
are not us& eff ively  and see fewer opportunities to rise to senior positions. 

'More tinre is spent coping with A.I.D.'s burdensome bureaucratic requirements than 
addressing host camtry needs, * Ho1dmoft notes. 

Reliance on Shod-Term hndirng Sources 

The Task Force study calls for a new paradigm for development assistance that 
features investments in human capital, institution building, and science and technology-all 
long-term undertakings. Their success q u i r e s  brig-berm commitment, patience, md stable 
funding, The wngressiond he-item appropriations most suited for, and likely to provide, 
that stability are DeveIoprnent Assistance, and the more recent addition, the Development 
Fund for Africa, Hawever, much of the support for agriculture (approximately 40 percent in 
1993 comes &om the Economic Support Fund, the short-ern budget support for politically 
imgortmt troubll economies, rather than from B A  or DFA. This is stdl another 
cx)mmentsrry on the changing priorities for agriculture. 

This reliance on ESF reflects many things in addition to the decline in commitment to 
~ c u ~ t u ~  develogment. It also reflects the use of aid as an instrument of U.S. foreign 
policy and as a m m s  of achieving U.S. strategic objectives. 

-get., McEr&opoulos, aft@ Ruttan note this trend as a lesson for the fbture in 
assessing the effmtiveness of aides 

"The increasing share of assistance provided through instruments such as USAID'S 
Economic S q m t  Fund, which by its very nature tends to emphasize skategic and foreign 
policy objectives rather than eoonomic development," the authors say, conflicts with 
c?.evelopmznt ebjectives. 

%taffing in other technical f i e l d s  has declined also, a 
xeflection of the Agency's shift away from longer-term, capacity- 
building efforts to short-term, balance-of-payments support and 
policy-reform initiatives. 

Anne Q. Krueger, Constantine Michalupoukos, and Vernon W. 
Ruttan. A i d  and Devela~ment* Baltimore and London: Johns Hogkins 
Univ. Press. 2989.  



A dated development noted ixi the study is the increase in "non-jmject assistance," 
sector grants and stnrctural adjustment l m s  or grants. While these g e n d y  large pmjects 
may be classified as agricultural, lhey seldom contribute to the kind sf sustainable 
deve1oprnat &vocatd by the T& Force. 

A Decline in Wiority for Pubk-Sedor-M 
81 apw wt ia t i ve  

. Many members of the c m m t  A.X.D. Z & d p  wiiie with a strong privatesector, 
mdcetle~811omy philosophy, and m e  believe that ~ ~ u t i o n s  to cheloping-~8untry problems 
are to be found only in initiatives that focus dhxtly on the private sector. They tend to view 
the public sector as a major source of the problems that developing countries fgce, not as the 
solution. These notions have been translated to mean that pmjsts whose aim is to 
strengthen public institutions are di scowed  in favor of private-seamr initiatives. 

- Cables, strategy sbatements, and project dwuments wnstandy mrnind the reader in 
both subtle and not-so-subtle ways that the private sector is "in" and tke public sector is 
"out. New project starts now indicate that this messzqge has been heard. For example, 
there is almost a rush to initiate projects with *agribusinessw irr the title, under the h e r  of 
promoting the private sector. Agribusiness projects have jumped 137 percent since 1989, 
a d  in the FY 1992 proposed budget, 23 percent of the funds for new agsicultud projects 
are for ;ag~bushess start-ups. Hew projects that emphasize kvesrnar in h u m  capital are 
refaaively scarce. 

Although a legitimate component of the f d  and agriculture sector, agribusiness 
projects are no substitute for sustainable hstitutions or for investing in other fums ~f h u m  
capital. Pf they merely provide asistance to the private sector in developing muntrries, the 
pef~asive risk is that they wGl have little 3asfing devefqrnent impact. 

The m d  missing wrnponent that would most improve the climate for the private 
sector in most developing mmLries is improved public semias suck as a reWle data and 
market: information system, d ~ n W 1 e  market and crdr ixnstirraltions, a m h  ;;and 

a For example, a cable to a l l  A.1.D. missions in A s i a  and 
the  Near E a s t  Region, in June 1998 with the subject: "Making 
Business the Business of  mission^^, exhorted mission staff to 
spend more time with the business cornunity in developing 
countries rather than traditional contacts in the public sector. 
Pt went on to say "We will know when w e  have succeeded when your 
whole staff can pass the 'Ralodex TestFn, referring to desk top 
telephone directories. "Host of all. you will know it at the end 
sf *he week, when you as directors of missions, know that you 
have called, mat with, entertained and written to a t  least as 
many if not laore businessmen/women than government bureaucrats.~~ 



exknsim system, and educational institutioas to provide tmhied manpower. None of these 
should bc: confused with hose public sector pamtataIs that in the past displaced legitimate 
private sector activities in m q  deve1oping countries, and that resulted in much economic 
wastage. Momver, ahe new paradigm advocated by the Task Force is dm based on the 
generation of economic growth by the private sector. But a necessary condition for that 
grow& to occur is viable public- sector hstiw6a;)~s that provide sewices the private sector 
%a m supp1y. I 

The A.I.D. leadership has made a grievous cmr in failing ta understand the I 
diffefenoe between bloated paasfatal institutions k t  displace activities more pmper1y located 
in fhe private sector, and those public-sector institutions needed to provide support for the I 

*vat& sector by developing new howledge, developing new technology, providing for the 
whming md education of the population, and improving health and nutrition. Short-term 

I 
I 

r e w w c e - ~ s f m  to the private sector will not result in sustahabte economic development, 
I 

nor it promote U.S. herests over the longer berm. 

Several trends in A.I.D.3 programs and initiatives run munter to the policies 
advocated by the Task Force. The decline in support for grojects whose objectives are to 
build h u m  capital, the strong bias against public sector insrtitution-buildkg initiatives, md 
the waning interest in agriculture and agricufturd development are troubling signs that 
promise more frustration arid missed opportunities. 

A silver Ilrring in these troubled clouds is that the debate about the kind of 
development activities A.I.D. is to support has not k e n  concluded. A recent cable to all 
missions announced a new @icy agenda for the Agency that invited comment on m y  of 
these i s s ~ e s . ~  Moreover, despite the disturbing trends, there remains a de-diining but 
signScant long-term devebpment program and a dedicated core of staff com~i r t ed  to 
md5.n. :-vestanents in human capital the cornerstone of A.I.D. 's programs. Tie continuing 
debat re the wurse the Agency should follow is not yet decided, and it is &us the Task 
Fcv e that its report and recommendations an help shift back to longer-term 
i ~ .  + tM promote s~srralnakrle, b d - b a s e d  economic development. 

State Department cable to all A.I*D. missions, November 
as, 1991, subject: wA.X.D.ts Policy Agenda.* 



5 The State of the Global Food and 

Agricultural Sector 

This chapter is divided into six parts: 1) the potentid contributions agriculture can 
lnake to the development of the general economy, 2) the gross misuse of agricultural 
m u r c e s  globally, 3) the gross disparity in the levels of development between the 
agricultural and nonfarm sectors in most nations, 4) the coanec6orr between poverty and 
huger, 5) the emergence of a global food and agxicultud sector, and 6) the emergence of a 
global agricultural research system, 

The PotentiaI Contributions of Agriculture 
ao Genemil &onodc Developgle~t 

Almost dl nations start the development process with a major share of their resources 
aLnd economic activities in the agricultural sector, T h i s  is because of the importance of fsod 
and fiber to the general welfare, and the bw productivity of the resources devoted to their 
production. Consumers In de- eloping countries atso dedicate a major share of income to the 
consumption of food and agficu!tural commodities. Their levels of per capitst income are so 
low, owing to lout WI productivity, that it takes most of their incomes to provide far their 
subsistence. 

The nature of the development process is such that as productivity improves and per 
capita Income rise, a smaller and s d e r  share of income is devoted to the oonsumption of 
fad, and huger and larger shares are devoted to the production arnd consumption of non- 
fm goods and services. This is known as Engtls4 law, and it is om of the most powerful 
forces driving an economy as it experimces ewnomic development and rising per capita 
income. 

Associated with this shift hi production and wnsum~tion paYtms is a shift in 
resources among ~e~tors .  In response to normat e~)nomic-for~, labor and capital tend to 
shift to the nonfarm s t o r  where they produce the gods md serviws consurnen demand as 



their incomes rise. However, if measures are taken by the government to raise productivity 
in the f d  and agicufhrral sector, the shift of labor and capita\ ean be accelerated. Fewer 
and fewer ~~ will be needed in the agricdturd sector t~ m e t  the increasing demand 
fm output from it. 

UnfmtumtcIy, many developing countries have attempted to obtain this shift in 
resources by shifting relative prices against the agricultud s x t ~ r  by means of disturtions h 
trade and exchange-mte pfides. In effect, they have viewed agricultcre as a sector to be 
exploited, with mwces extracted k r n  it, father than as a sector to be developed in a way 
that Aeass m= natudy through increzik in pd~~ctiviby. 

Thus, we see the premature migration of W o n s  of people: from rural areas to urban 
caters in most developing countries and the premature diversion of capital from the 
agriculturaX sector for the development of the nonfarm sector. The eventual result is 
stagnating ~conmic growth since the continued high cost of f d  production Limits the 
p w t h  in &qmable incomes necessary for the desirable increase in market demand fox 
m f .  gds. 

Agriculture makes other cuntributions to the &vdopment process in addition b the 
release of labor and capital for the development of the nonfarm sector. It is often a 
significant source of foreign exchange. This foreign exchange is a special form of capital 
that can be usxi tu pay for imports of mw materids, capital gods needed for the 
development of the nonfm sector, and consumer goods not prduced domestically. It can 
also be used to service foreign debt acquired as a means of financing a higher rate of 
investment. 

Agriculture also supplies food fox the population that has shifted to nonfarm 
employment, an haatsingly imprtant contribution to general economic development as ever 
larger shares of the Iabr force and population are shifted to urban centers and to 
employment in ?he nonfarm sector. Agricultural prductivity needs to rise on a sustained 
h i s  if it is to provide for this cuntritbution on a sustained basis. 

Finally, agriculture can be a market for goods and services produced in the nonfarm 
sector. This can be an important contribution to general sconomic development. The 
mfm sxm cannot continue to grow unless it kas expanding matkts tQ absorb the 
increase in ouput. If agr5culture is to @;lay this important mk, it is imperative that its per 
Gaplita incomes ~ s e  and that modernization advance apace sf that in the nonfarm sector. 

As development proceeds, agriculture will at first demand an ever larger consumption 
bundle k r n  the nonfarm sector. hter ,  as the process of modernization acceleliites, 
agricuIture will demand modem inputs such as mrnme~ciaI f ' r s ,  pesticides, and 
machinery and equipment f i ~ m  the nonfarm sector. 



h short, these are the classid coatribu9ions of agriculture to &e general economy: 
producing fd for the growing aonfann mulation, releasing labor for employment in the 
expanding nonfarm sfxtors, supplying capital for these  ton, earning foreign exchange, 
md providl'mg a market for the g d s  and services produd in the n c m b m  sector. 

Agriculture can also mah another, &OR g a d ,  contribution, e spc idy  if its 
~ce1opment is p~~mokj in such a way as to lower the real price of food by h v a h g  in 
~ c u l ~ ~  research tu produce new production techn01ogy for the sector. 

The pmcas is important as the basis of sound development policy. It works this 
w y :  The introduction of new p M o n  technology into agriculture raises resource 
productivity. The early adopters of the technology reap most of the benefits in the beginning 
Tiince they low7?:- 4ei.r cast of pduction while the price of the commodity remains the same. 
However, as k e  r7ew technology is adopted more generally, the total supply of the 
cummodity tends to increase and ttle relative price decline (unless it is an export commodity 
and the country is xektively unimportant in the total trade of that commodity). 

The effect of the decline in the d price of the commodity is to transfer the benefits 
sf the new technology to wnsurners, at the relative expense of the producer, For wnsumers 
with given nominal atincomes, a decline in the red price of food is equivalent to an increase in 
their real incomes. 

This haw wilI be larger the more important the commodity is in the diet of the 
wnsurners irnd the larger the increase in productivity. Tbe important featwe of the process 
is that the benefits of the new technology tend to be distributed widely im the ecanorny. 
Thus, the development of agriculture by investing in agricultural march on domestidly 
wnstlrngd commodities becomes a means of raising incomes on a very large scale in the 
economy. 

There is yet another important feature to this process. 

Low-hame consumers tend to sgend a larger s h e  sf their h m m e  on f d  than do 
high-income consumers. Thus, low-income groups tend to benefit in a relative sen= as the 
price of food commoditiw d~1'111w, especially if the prices $=he for the commodities 
msumed by this p u p .  This is a highIy desirable fceattue of development policy. Not only 
are the benefib of devdoprnerrt widely distributed in the economy, &us promoting more 
general expansion 31 the economy through positive demand eEec:ts, the distribution of income 
is improved as WEE. 

In contrast, consider the case if the equivalent amount of &velqment m u r c e s  were 
concentrated on the development of the arrtornc'iiIe industry. With low levels of per capita 
incomes for the economy as a whole, only a rr-dest share of the consumers, the upper- 
income groups, would be users of automobiles and would &us tend to receive the benefits of 
the development effort. 



- The moral is that the importance of agriculture az the focal point of development 
poky has little to do with the numba of M e r s  in the munay. It has almost e v e g  U, 
& wi?h the f a t  that everybody consumes food, and low-income consumers spend a larger 

sf their income on food th%n do upper-income consumers. 

. A related iwe merits funher discussion. Early critics of the ~reea'~evoiution in 
fndia ma other parts of Asia charged that upper-income producers in agriculture tended b be 
the mjor beneficiaries of the new ~ecfmdogy. That is true initially, since larger producers 
tend b be the &-st to adopt the new mhology. But as the adoption of the technology 
spreads, the benefits shift to the consumers, md especially to low-lincome consumers. 

Producers ultimately tend to bar the cos& of such a devebpment process since 
eventually competitive pressures are brought to bear an them. Some of them have to 
reorganhe and get larger, and still others have to Ieave the sector and seek gainful 
employment in other sectors of the economy. 

h those cases where a country's new pruduction technology is intradvced into the 
export sector, or into commodities that compete with imports, the price of the commodity 
will not tend to decline unless the country is a major factor in international markets. 

Without the decline in the red price of the commodity, the direct-income benefits of 
the new ~ ~ o g y  remain with the producer and the consumer does not benefit. There are 
important indirect benefits, however. If new technology is introduced into the prduction of 
such commodities, the tendency is for these sub-sectors to become more competitive in 
in-tional m&kcts and thus to earn (or save) more foreign exchange for the nation. This 
i n a d  foreign exchange will wme h r n  increased exports in the case of export 
cummcdifies, and k m  foreign exchange savings in the case of commodities that compete 
with imp*. 

In either case, the isleread supply of foreign exchange can be used either for imports 
of consumption goods or to finance a higher rate of economic development for the economy 
as a whole. The benefits will again tend to be widespread, Jthough this will depend 
importantly on the h d  of devebpment policy pursued vis-a-vis the nonfarm sector. Xigher 
rates of economic developmat make it possible to absorb a higher rale of out-migration from 
the agricultural sector, and thus to help raise per capita incomes in that sector. 

To conclude, agriculture can contribute importantly to the development of the 
n s n b  secfar. FQT it to do so in an efficient way, however, development r e s ~ m  have to 
be dhcted to the agricultural sector. The benefits of the development will be widespread in 
the emnomy since they will be reaIized in large part by consumers and not produrn. 
Moreover, investing in the development of new agsicuItural technology tends b improve the 
distribution of income because lower-hmme consumers tend to benefit the most in a relative 
!+else. 



Gross Distortion ia the We 
or Agricubml Resouslces Q;SobaBy 

Gross distortions in the use of the world's agricu'rd IZSOUTC~S @VOIV~'~K)SS 
inefficiencies in global ~ u r c e  use, signifiwt losses in real inwme on a global d e ,  and 
additional d m &  on the world's unded*g resource base that have ve de1ariouas 
~ ~ r n e n ~  consequences. 

Thk.se distortions are moted in particuk pattws of W e  and exchange-rate policies 
in &e d9vetolped and developing wuntries, The dwel@ countries, especkdy the United 
States, the Eumpm Community, and Japan, tend to pmtect their faod apid agricu1md 
sectors and f~ set the pr)ras of their principal a g i c d m d  mmmodities above those prevailing 
31 inmationid markets. They do this by means of a variety sf domestic commodity 
programs and protectionist measuses set at the border to limit access to domestic markets. 

The dweIoping countries, k contrast, discrimir.ate severely against their agricdtud 
sector. They do this through a pop3y  of trade and exchange-rate policies, including the 
over-vduation of national currencies in foreign exchange-rate markets (an implicit export tax 
and an implicit import subsidy); the impsition of explicit export taxes, quotas, and 
embargoes on exports; and a wide variety of export licensing schemes which restrain exprts. 

The amequene of these policies is to dam up domestic prduction in the domestic 
market while at the same time subsidizing the imports of gbQd. Tfre result is to push 
domestic prices for the dfkckd commobities significantly below those prevailing in 
international commodity markets, 

The wmbmsati.sn of these two sets of policies results in a gross inefficiency iri ?he use 
of the wcsrid's agricultural resources. 

Far t ~ o  much of the wwx3d3 ffaod a d  agricultrrral aupr is produced in the developed 
muneies, wbde far little is prdurxd in the developing countria. Inefficient use of 
m u m  ~WUIIS in the sacrifice of income on a g%obd d e  and dower rates of emnornic 
devemment for ever);Wy. Inefficient resource use also hems the demand a$&st 
natural nxmrc%s to produce a given level of output, &us mntsibuting ta global 
mvbnmentaI problems, 

mtiom could thus wen invest subs'mtial resour- in an effort to reduce and 
these distortions in resoure usz. The United States took this as an objective and 

made it a awe ekbae in the current Uruguay Round of hgultilater& 'Fhade Negotiations. At 
the time of this writing it qpan that that effort has ken a faBure, Itre the interests of 
f d h g  the. world's ppulafion and of promoting economic deve2oprnent generally, this 
objective should be pursued in other forums, a d  on a persistent basis. 



The Disparity in Per Capita fncomes Between 
the Agricuhral and Nonfarm Seetoss 

An important feature of economic development in almost all countries is the chronic 
disparity in pr capita hmes between the agricultural and nonfarm Seaon, with those in 
agriculture teading to lag behind those in the wnfann sector. But whilc the disparity in the 
&-e;opd countries kn& to be less than 10 percent to 20 percent, in the developing 
counaies the average per q i t a  incomes in the nonfarm rstor tend to be two or three times 
@er than those in the agricultural sector. . 

The tendency of incomes in agriculture to lag behind those in the nonfimn sector is 
rooted in the character of demand and supply for agricultural commodities, in low labor 
produ~ivity, and in the Pailures of development policies h almost all countries. 

As now in an earlier section of this chapter, it is the nature of the structure of 
demand that over time labor needs to be msfenred from agriculture, which typically 
functions as the residual employer, to the nonfarm sector. The way this is done in a market 
emnomy is for wages to be higher in the sector of the economy that needs to attract 
resources and lower in the sector that is supplying the resources. 

But if agriculture is developed by means that intrduce modern, capital-intensive 
~ h n o l o g y  with its prductivity-efimcing effects into the sector, the adjustment problem 
will be exacerbated (as more workers chase fewer jobs and wages contintre to fa in 
agriculture), and the income d i sp i ty  yill tend to be larger. There is a chronic n& to 
adjust W r  into.productive jobs out of agriculture if dbvelopment takes place without such a 
wide income disparity. 

Unfortunately, rather than to facilitate the adjustment process with policies that make 
migration easier, governments-- especially those in the developing countries--tend to ignore 
the adjustment problem. They under-invest in the education and training of their rival 
popu1.ation, investments that would hdp to make Jabor more mobile. Moreover, they under- 
invest in the physical infrastructure of rud areas, making it unattractive for nonfarm 
xtiv&ie.s to locate in rural areas where they could provide expandig employment 
opportunities close to the source of the potential migrants. 

These fdwes of economic @cy are made worse by the tendency of developing I 
oounfries to dimimhate against their f d  a .~d  agicultursll secIrgrs by shifting the domestic 
W P ~ S  3f trade against them. 

Failure to invest at appropriate levels to increase the productivity of the rural 
population results in lost production from this population group. Reversing these policies can 
contribute importantly to accelerating the growth process and to raising per capita incomes 
gendly  in the economy. 



Poverty and Hunger 

An important share of the world's population suffers irom malnutrition and hunger. 
While the share of the global population that fids iw1f in this state has declined over time, 
the abs01ute number amhues to increase, in k g e  pat because of rapid population increases 
in !he deve1oping 

Unforhrnate1yS the cause of malnutrition and hunger is all too frequently assumed to 
be a bonsquence of inadequate supply, with &e resdt fiat supply-side solutions to the 
problem are psxiM. 'Fhis comes b u t  jn put &use the hunger and malnutrition 
problems are defined as a problem of food security. Solutions are therefore proposed in 
terms of cmyhg larger stocks, and pursuing f d  self-sufficiency policies, 

Such policies are misguided, in large part because they are based on an incorrect 
defmition of the problem. PPobIems of malnutrition and hunger are not rooted in lack of 
production. They are rooted in lack of income and pverty. As A. K. Sen noted some years 
ago, even the most severe famines in history had little to do with inadequate f d  supplies, 
but rather with a collapse in the incomes of the &ected population groups.= h some 
cases, food prices actually declined at the height of the famine because of lack of effective 
demand. 

The pursuit of f d  self-suficiency as the means for dealing with the problems of 
malnutrition and hunger wastes resources and sacrifices ecunornic growth. - 

The evidence for this can be found in the experience sf a number of countries, but 
perhaps most importantly in the experience of  India. That country has had a self-sufficiency 
goal for a number of years; and during the 1980s attained the g d  on a number of occasi~ns. 
But even so, and even with the accurnuIation of stocks and an increase in exports of food, 
hundreds of millions of Indian citizens nonetheless remained malnourished and suffering from 
hunger. The problem is that the process of becoming self-sufficient does little to address the 
underfying problem of poverty. 

The other commonly recommended policy for dealing with the problem of f d  
security-the c;vs)ling of kger stocks in the government's hands--similarly wastes resources. 
What is seldom nxug~5ze.d in Ws case is that carrying stock is extremely costly. Not only 

For a comprehensive analysis of the connections between 
poverty and hunger, see povertv and Hunaer: Issues and Options 
for Food Security in Develo~ina Countries. S. Reuttinger and 
J,vH. Pellekaan. Washington, B.C.: The World Bank, 1986. 

p o v e r t ~  and Famine: An Essay on Entitlement and 
~e~rivation, Oxford: CParendan Press. 1989. 



does the government have rs invest large sums to acquire the stocks, it also has to pay the 
interest on the resources involved, invest in silos sad warehauses lo protect the stocks, suffer 
the losses from insects and deterioration in the stoc:ks; and pay Fhe transportation costs of 
assembling the s ~ ~ .  

Xn addition, the management of the stocks is complicated, and in most cases policy 
maken do not haveadequate information to h o w  when to release them and in what 
quantities. Mistakes in this regard are once-and-for-ald mistakes and cannot be undone. 

A' more efficient and effective piicy for dealing with short-ten problems of food 
security is ta carry additional resents of foreign exchange. Men a shortfall in production 
occurs domestically due to weather or other disasters, the foreign exchange can be used to 
impmt the needed supplies. Shortfalls in agdculturd piduction are seldom widespread on 
the international scene. They are typically offset by production in other countries that is 
ahve trend Zines. Thus, supplies are usuaIly avdabie to be acquired when the need arises. 
An important side benefit of such a policy is that the additional foreign reserves am be 
irnveskd in the international capital market and fius earn a rate of return when not being 
used. This is in sharp wr~trast to the cost of accumulating physical siwks and the tying up 
nf capital in s2os md warehouses. 

Addressing the problem of malnutrition and hunger 'must be rooted in attempts to 
alleviate and reduce paverty. The solution to that problem is to promote more employment- 
oriented economic growth and development. If the United States is concerned abut the 
problem of hunger and inaclequateIy fed people, government efforfs should be directed to 
solving the underlying poverty problem, and not to palliatives that have no lasting effects. 
Until the underlying poverty problem is solved, targeted feeding programs supported by 
programs of fad aid can help improve the nutritional status sf the affected gaougs on a 
temporary basis only. 

The Emergence of a Global Food and Agricultrsre 
System 

The period since tbe end of World War Il has st& the emergence of a &ell-integrated 
food and agrjculfud system based on international trade. It is a significant ammplishment 
of the international community. 

An important consequence of this system is that, except in cases associated with 
political problems, famines have v k t d y  disappeared h r n  the face of the d. Shortfalls 
in pr&uction in one part of the world have tended to be offset by latcrases in prduction in 
other par& of the world. The disparities have k e n  leveled out by means of international 
mde. 



The exceptions to this general rule occur when for whatever reason governmenu do 
not want the international community to know that some pats of their population are hungq, 
or they let the problems be known only when it is too late to deal with the logis&cal efforts 
needed to get ideqt.uk supplies b the affected groups. 'khe staving babies so common on 
television screens in recent years are a consequence of just such policies. Lack of available 
Bood was seldom the cause. Often, policy makers in the affected muntries did not want the 
world to know h u t  their domestic gofitid f ' n g s .  

The gl&d fosd and agricultural system is still far from perEect. As noted in an 
earlier section, there zm stdl significant barriers to W e  that limit the transfer sf food and 
agricuItura4 commodities h I y  on intemadonal markets. But the progress in ev01vhg a 
well-integrated food and agricultural system ]bas been significant. 

The challenge is to continue the evolution of the syskm so that prdutzrs have 
broader access to markets everywhere and consumers have access to suppries on a broader 
scale. This broadening of the markets wilJ hdp to create more stable markets and thus make 
for more efficient use of the world's agricuIhral resources. 

The Emergence of a Global 
Agricu&mml Research System 

In addition to h e  emergence of a global food and agricultural system basal on growth 
irr intamtianal trade, an international system of agricuItural re-ch institutions is gradually 
emerging as well. An important linchpin in this system are the 13 International Agricultural 
Resaxch Centers created by the international community siqce the mid-1960a.3g 

This system was begun with the establishment of the International Rice Research 
hstitute (IRM) by the Ford and Rockefeller foun&tions. That was hkr followed by the 
establishment of the Internattianal Center for Corn and Wheat Improvement (CIMhlTT) in 
Mexico, and a succession of other centers. These international centers are located 
strate@dy, mostly in the developing world, mQ are currently supported by the international 
community at a level of $240 million a y=. k recent initiative seeks to expand this system 
by &ding four new cenms that will focus ec khf management of irrigation systems, forestry 
issuesp and other resource-based problems. 

For analysis of this system and its inpact, sea Science 
and Food: The CGXAR and Its Partners. J. R, Anderson, R. W. 
Eerdt,  and G .  M. Scobie. Washington, D.C.: The World Bank, 1988. 
See a l s ~ ,  Summary of P~ternational Aaricultural Research Centers: 
E Studv of Achievements and Potential. Consultative Group on 
International Agricultural Research (CGfAR). Washington, D.C.: 
The World Bank. 1985 .  



f the world have long had effective systems of agricultural 
resawch. These tributcd importantly to the modrMtiod of agriculture in 
those countries. More recently, the ddeve1oping owntries have begun to recognize the 
importance of having a domestic research capcity for new @cuBW production 
kdmdogy. Agriculhval research systems still tcnd to be sorely uderdevel 
the needs in these countries, however. 

Ia addition to the variwr systans of agricuZtunl resmch institutions, there are 
growing linlrs among the components. Although the IRIU and the ClMMYT ~ t i v e ~ y  are 
respm6b1e for mating the 1nirac1e rim and wheats, an imponant misbjon of the 
hternational resamh centers is to work with the research systems in bhc developing 
countries and to help .them devdop their rcagacity, 

- The U.S. agricultural research system has also begun to forge important linkages with 
nsemhers in the developing countries. The programs known as CRSPs (Cooperative 
Research S u m  Programs), with help from BFAD, and later BFADEC, link researchers 
in U.S. ~riculturdl research centers with researchers in the developing and other counhics. 
The d t  has been the development of significant new production technologies. 

Somewhat unexpectedly, this system has also resulted in the training of significant 
numbers of scientists for the developing countries. It bas also resulted in significant transfers 
of new tcfhnology from other parts of the world back to the United States for the benefit of 
U.S. producers. In sum, it is an example of internationid oooperation and collaboration at its 
I n s  

There is much to be done to develop this system further. In the first place, the 
q&ty fur d science research in the system is rather limited. Consequently, the 
cnshing social problems in the developing countries go largely undiagnosed and unresolved. 
In addition, theR h limited capacity .to analyze and evaluate the effects of economic policies 
that m l d  promote more ragid rates of economic development. 

Given the location-specific nature of agricultural technology, an effective agricultural 
research station is needed for each emlogid region of the world. We are far b m  having 
such a comprehensive system. We are also far from having the various components 3f the 
system linked together so as to share howledge and exchange infomation $or the benetits of 
humankind. Until the emergence of the CRSPs, the U.S. system for c a p t u ~ g  the benefits 
of research and &veIopment in other parts of the world was sorely inadequate. The system 
now in place is d y  a start on what is, or will be, needed. 

The globPl food and agricultural system ws a number of i m p o m t  challenges--from 
the demand sick as well as from the supply side. 



On the demand side, ppu1ation continues to grow at a rapid rate in the devdoping 
countries, where mose of Ure world's population is located. Momer, that growth is on tog 
of a base that is growing ever larger. The world's population is expected to grow by 
approxTmaeely another billion p p l e  by the end of this d d e .  

Demand wrill be further sdrnllrated by increases in per capita income, again especially 
in the developing countries. Many countries that experie~d economic decline 2bnd , 

stagnation during the 1980s can expect to see rapid recovery in the 1890s. The ellasticity of 
d e m d  in these munlxies is ~kt ive ly  high, Giver! their population growth rates a d  
&tic expectations for hereass in per capita irnm.mes, aggregate increases in demand for 
f d  on the order of 4 percent or better is likely in m y  countries, some of which have 
large populations. 

The problem is that a correspn$ing growth rate of 4 percent, has seldom k e n  
attained far agriculture an a sustained basis, in m y  country. Moreover, as the world looks 
to hture increases in food and agficulmrd output, an even larger share of those increases 
will ? w e  to come from increases in the productivity of fand- Contrary to the past, &ere are 
no large amounts of land to be brought readily under'cuZtivation. Any available uncultivated 
land will come into production only at a rising supply price, in some cases requiring 
significant investments in physical infrastructure. and in other cases at significant 

~ u t t a n ~ f  has recently conducted an ambitious study sf the mstraints to obtaining 
sustainable increases in agricultural production into the 21st century (1991). Me emphasizes 
the f x t  that future gains in agriculturd production will be obtained with much greater 
difficulty than in the immediate past. 

Among the factors he cites are: Incremental response to fertilizer use has declined; 
exgmsiofi of irrigated areas has become more costly; institutional research apzcity is limited 
and even declining in many developing countries; increasing the genetic yield potentid for 
cereals has become even more difficult; and resource and environmental restraints Emit 
growth in agricuXhirdl production. 

In order to d d  with these probiems, Ruttan d s  for a reorlentittion in the way 
agricultural r e k c h  is organized in order to realize the opportunities in microbiology and 
bidwnisq;  intensified efforts to institu~orialk agficulturd research capacity in the 
developing caunfxiw; and the establishment of substantial basic biological research and 
mining capacity in the tropical developing countries. . 

3 1 ~ u t t a n ,  V. W. 1991. wConstraints an Sustainable Growth in 
3LgricuPfural Production into the 21st Century," St. Paul: 
~niversity sf Minnesota, DeparCment of Agricultural and Applied 
?csnomics, Ray 1991. 



To address resource and environmental constmints on sustahbIe growth, Ruttan 
suggests that a major research prog~am on incendve-compatible institutional designs bc 
h i t i d ;  that the capacity to monitor agricultural sources and impacts of environmental 
change be strengthened; that technologies and institutions to achieve more efficient 
management ~f surface and groundwater resources be designed; and &at remrch on 
avir~nmental2y compatible fhnnkg systems be intensifid. 

These ~mmendations focus on research md institutionat design, issues the Task 
Force emphasizes in its r&~~rnmendlations (chapter $1. Ruttan dso calls attention to the 
Wtfi mnstrabbs on agficulttaral development, especially in the devel~ping countries. He 
suggests h t  more effkctive bridges be built in research and in pradce; b t w n  the 
agx5cuftud and health mmmuraities. 

The global f d  and agricultural system is becoming truly h ten taGonW.  Much 
progress has been made in M n g  up the f a d  arnd agricultural sectors in in~csnd alnomies, 
Important comporimts of a global agricultural research system ar now in piace. 

However, bariiers to nade are still a prominent fatare of the hte&~ond system. 
Significant efforts and investments are still needed to develop an zdqmte sys&m tc3 produce 
suz*&ed improvements in the technology for a modern agriculture. The hsehtiond 
capacity for sueid science research and for policy imalysis.is dso mref y indquak at the 
international level; and at the state, province, or f d  kvd.  

Labor productivity and per capita incomes in ?he agricultural. sector. prsiandy lag 
M i i d  those h the nonfarm sectors, contributing to grossly inequitable &stri$u~ons ~f 
income and the sacrifice or̂  significant amounts of output. In addition, most m~ntries are. 
characted by massive poverty in heir agricultural sectors, largely assiociatd with the low 
levels of productivity. 

Finally, m&~rn\r~tion and hunger are still far too pervasive on the hkn~a~onal scene, 
especially since we h o w  how to eliminate them would have the resources t~ do so if the 
politic& will could be muskfed. 



Rural Development 

An effective pmgm of internationd assistance and collaboration must be 
based on sound e m o d c  devebpmenri policies. Over the k t  two decades an unusual 
consensus has emerged on how to promote economic development su~axssfully, especially 
qricult~ral development. 

This chapter is devoted to a synthesis of that 'emerging perspective. Topics covered 
include: 1) the policy setting, 2) the cried role of new production technology, 3) the 
importance of other fonns of human capital, 4) the role of the physical infrastructure, 5 )  the 
need for vialale institutions, 6) the imporhncr; of deen&hg the devdopment process, ;and 
7) rd izhg the complementxities between development abroad aund dwelopment at home. 

Events of recent yeass have rmnfmed the impsn!mce of depending on free markets 
as the means of org*g economic activities. The poor px60nnance of the centrally- 
pkmd economies i-las forcefully demonstrated that mtraI planning and state ownership of 
rgsowces do not result in Ie and eficient economic growth. Moreover2 economies 
organized in this way have cawed sig age to the environment and probably have 
the goarest c h c e  of experiencing sers e emnomic development. 

An important implication of this lesm i s  that n&ns lPl&reskd In promoting efficient 
egmr~mic growth must open their txmnomies to the forces from the international economy. 
This s hi protectionist measures must 'be reduced to minimal levels, and the producer 
sector of the economy be dowed to produce to its comparative advantage. 

The newly industrialized corrsritries (NICs) of Asia demonstrate how successful such 
policies be. The failures in economic performance by countries that have pursued 



impart-substituting industridhion policies behind protectionist banien carry the same 
lesson as do the fidure of development strategies that rely on protecticn for infant industry. 
We1opment policies based on such strategies create their own vested interests in the 
ptec?3~rnist plicies, with the result ffrat the infmt is never pedW to grow up. 

In addition to allowing the poducer sector to play to its +ve comparative 
advantages, a m'ket economy open to the international em~amy with mirnimd pm*mtionist 
m%afllaes also allows consumers to exercise their sovereignty in multiple markets, both at 
hame and in the internationd economy. This exercise of consumer sovereignty puts healthy 
mmpetitive pressures on domestic industries and induces them m seek and adopt efficient 
production practices as a matter of survival. . 

Another impfiation of the lesson that a market economy mmected to the 
interntionid economy is k i t  is that free trade policies stimulate a pattern of balanced growth 
which generally gives the k t  result. Given that most sf the resources in bw-3wme 
countries are in agriculture, this sector should nomafly receive priority attention in efforts to 
promote economic development. 

This is not an argument far an agriculture-first development policy. It is rather an 
argument that the urban bias in past development policies of developing countries, and which 
now seems to be becoming prominent in bilateral and multilateral development agencies, has 
t -a unproductive. 

The challenge of policy rn&ers is to carry out those measures that will raise the 
prducaivity of resources where they are presently located, and at the same time encourage 
the development of new economic activities that follow from the rise in per capita incomes 
and &at are consistent with the nation's current or emerging comparative advantage. 

Tkis perspective does not imply that mmptive advantage is something immutable, 
something that policy makers can do nothing about. We know that nations can and do dser 
their comparative advantage, and that they do this to their considerable benefit. However, 
the sound way to $a this is not by protectionist measures but by investing in those activities 
that raise resource prodwctivity. 

FindUy, depending on markets to organize the economic activities of a nation dws not 
mean that there is nut a rule for government or fur the public s t o r .  To the contrary, there 
are very irnpomt mles for the public sector, and generally these are critical to the success 
of the private sector. 

There ake a number of activities the private sector wili not undertake, or will 
undertake at less than socially optimal levels, Iargdy because they will not be able to capture 
the hU benefits of their investments- Such activities include basic research, some kinds of 
applied research, certain kinds of education and training, h d t h  care, the collection of data 



m the performance of tfre emnomy, the regulatory hxnework neoessary to make n'ra~kets 
work Leffi~iendy, and the physical infrismctrrre foP the economy. 

It is the= public sector activities that Will be discussed in ale foUowkg sections of 
this clKipm. 

me cfid Role of New M u d i o n  T-dog. 

Perhaps the most important insight of the past qUaT)ar century in terms sf ho-wing 
how to promote agricultural development has k n  the mdization of the critical d e  of new 
production technohgy. N&1 laureate 'Tl~~~!ose 'H. Schulti! made this the clarion caEl of 
his book, ~msfom-ine Traditional Adculture, which war published in 1964 and which was 
an important bais  of his receiving the NOW ~ z e  in mndrnics? ~ a y a m i  and ~ut tan ,  in 
their path-brw&ng study A P ~ c u ~ ~ ~  Develo~ment: An fntemational Perst ive ,  first 
published in 8972, d e d  this theme an important step 

The impmi;  e of new production technology for agriculture as a means of producing 
economic development whose benefits are widely distributed in the economy, and generally 
in favor of the poor, has d r a d y  k e n  emphasized. Both of these characteristics of new 
agricultural technology provide the basis for a development process that will be self- 
sus~ning, 

Equdly as important, the social rates of return to investments in agricultural research are 
quite high, and with few exceptions, extraordinarily high. Moreover, those cases in which 
the ram are low or negative are due to subsidized imports (as in the case of food aid), which 
annul the benefits of local, research. Finding higher rates of return on alternative investments 
is me. The signifimce of these high rates of return is b5at investment in agricultural 
research is a cheap source of economic growth. That is just what policy makers should be 
searcbg far. 

Xayarni and Ruttan provide usefir1 insights on the importance of developing the 
capacity to generate this new production technology. 

h the first place, they differentiate between biological and chemical technofogies, 
which enhance the prductivity of kind, and mechanical technologies, which enhance the 
productivity of labor. 

- . - - 

32 N e w  Wzven: Yale University Press. 

33. Yujirs Hayami and Vernon W. Ruttan. Baltimore: Johns 
Hopkins University Press. 1971 and revised in 1985, 



Second, by drawing on the agricultural development experience of Jaqpan and the 
United Staaes, they note that the choice between these two kinds of technoby d-nds on 
the dative resource scarcity the particular emnomy faces. Land-swce countries such as 
Japan Witionally concentrated on biological and chemical technologies, which raised the 
productivity of land, while labor-wme countries such as the United States M t h d y  
csmxmtrated on m e c m d  innovations, which r a i d  the pduetivity of labor. ]In bsth 
count&s, the emphasis later shifted as relative resource scm@ changed over time. 

Another insight from fEayami and Ruttan was that biological innovations tend to be 
highly 3don-specific. Biological innovations (improved varieties) that raise the yields of 
q s ,  for example, have to be adapted to l d  ecological conditions and to local resoure 
scarcity. 

Thus, to have an adequate agricultural research system, a nation (and the world, by 
implication) n&s an agricultural r-ch station in each ecological zone. This suggests that 
such biological innovations are not transferable from one part of the world to mother. 

The same does not apply to mechanical innovations. Most tractors and farm 
equipment can be transferred fiam one part of the world to another, recognizing the need to 
tailor &em to J d  f m  size and slopes of hills. 

A find example from Hayami and Ruttan was that much of the capacity for biological 
research has to be in the public sector. An improved variety that can be reproduced by any 
farmer and sold or given to his or her neighbor, provides little incentive for private 
companies 50 produce such improved varieties. There are important exceptions, of course, 
such as hyb~fd varieties, which do not reproduce themselves. h those cases, the private 
sectur can capture the returns from their investments and thus play an important role in 
devdoping such varieties. 

In effat, a symbiotic relationship develops between the private and public sector. In 
the case of hybrid cum, for example, the public sector developed the inbred lines needed to 
prsduce the hybrids, but the private companies made the crosses and suld the resulting 
hybrids. 

In contrast to the new technology &at the biological and physical research produces, 
social science research produces information for policy makers and private decision makers, 
with new institutional arrangements being its counterpart Lo the new pduction technology of 
the bidogicak and physical scientists. A major share of social sciene research needs to be in 
the public seetor since for a e  most put it does not result in gatenbble innovations or 
knowledge that can be sold. 

Finally, patents and other instituticnal arrangements that protect the inkUectud 
property fights of those creating new innovations and technology for agriculture are essential 



if the private sectox is to be mco~lr-aged to invest in research for the rnmieaization of 
@culture. 

In conclusion, the establishment of a system of agricultural research initiatives is an 
essential ingredient fm promoting agsicultufal development to produce the bi01ogid 
innodons and the wid science research the private sector Will not produce, or In which it 
WB not invest at socially a q t & I e  levels. In addition, institutional. arrangements thaP 
protect inte14ectual property rights are Jso neededM. 

W e r  Form of H m  Capital 

New production technology is not the only form of h u m  capital via to agricultural 
development. Education is mother form of such capital, one that is complementary to the 
new production technology. All levels of education are important, and have a number of 
important roles to play in the development process. Graduate training programs are critical. 
to ]pmdu&g the scientists needed to do the biological, physical, and social science research. 
These scientists must be educated in ways relevant to the problems of the society, and to 
make the research system self-sustaining. The capacity for undergraduate education is 
needed to train the cadre for a modern agriculad sector. Brimaq and secondary education 
are essential in helping raise the productivity sf the labor force, and in developing the 
mgnitive skills needed to d d e  the technology made available to the aghicultoraaf sector. 

Education and training play mother important role in agricultud devdopment. They 
are a critical factor in making the agricultural labor force more mobile, thus facilitating the 
adjustment of the labor force out of agriculture as ec~nomic development proceeds. In this 
role they help raise per capita incomes in tbe agricuItura1 sector, reducing the disparity 
between the agricuItural and nonfarm mars. They thus help distribute the benefits of 
economic development broadly in the economy and promote a higher rate of expansion of the 
nonfarm sector. 

Still another f o m  of human capitaI is the health status of the population. Improved 
health raises the productivity of the labor force in a physical sense. ghis is important in 
agricdture, where marry of the labor activities are physically demanding. Improved health 
&so sharpens cognitive skills and helps improve decision-making. There are important social 
disnensions to health since poor health is a risk to all citizens, with many diseases 
mnta@ous and highly transferable. 

For further discussion of the critical sole of technoloq*,  
see "Assessing Prospects for Productivity fncxeases in Food 
Productionw, a pager by Donald Plucknett, comnrissioned by the 
Task Farce. 



Unfartunately, in most muntrim both the level of ducationaI attainment and the 
q d t y  and avaWi].ity of health care are much inferior in the agricuT@~ral and d -of to 
tfrat 51 the urban sector. This amtributes to f&e disparity in incomes between the two 
sedm, and to disparities in the rates of development. 

hother form of h u m  capital is the nutritional status of the population. Snadqua& 
nutrition lowers tk productivity of the worker and dults tiis or h a  cognitive skills. It also 
oon~bute to pooa Ma. In the case of children and youth, malnutrition lowers their 
ability to h md to develop their cognitive skills. Investments in adequate nutrition can 
have a high payoff in mising the productivity of the Mot force, both in the short and in the 
Bmg tenn. 

The high degree of comp1ernentxity in investing in the various forms of human 
capital is important to nu&. Improved nutrition is highly complementary to gaad hedth, and 
bth are highly complementary to eduation. Education, in turn, i s  highly \=ompiement;Pty to 
new prdu&on ~hnoIiogy. Thus, if policy makers want to r a k e  the highest returns 
possible on their investments in any form of human capital, they should invest at midb 
o p t i d  levels in dl forms. 

The Rde of the Physical ME &a: . uctune . 

Physical infktmclture is essential to a vital economy. It is eqxc idy  irnpflmt to 
agriculture given its geographic dispersion. Commodities mustbe long distances 
to consumers, and modern inputs have to be tsansported from urban-iatdustfid centers to the 
widely dispersed farms. Xn addition, fm f d e s  must have access to the gwds and 
senices that make up their consumption bundle if they are to have potential staadards of 
living comparable to their urban counterparts, and therefore sufficient incentives to invest 
resources in higher production. 

Governments in most countries tend to under-ifivest Li the physical hfwltructuse 
senring the agricultural and mral sectors. h some par25 of the de~ekphg world, such as 
Affica and certain par& of Latin America, the deficiencies of the rural, inhstructure are 
espcdly wt. X)evt~~pment of the agricu1bud s t o r  si mp1y d l  not ?&e place without 
an adequate physical inhistructure. 

Much is made in the cl;nat rhetoric surrounding foreign ecenomic assistance of the 
need to provide such assistance d h ~ 3 I y  to the private sextor and not to the government or 
public sector. Such rhetoric is somewfiat misguided, &&ough the implied pint that markets 
s h d d  k given a greater roie in such wuntries is well taken, 

The important gokt is that public investments are esseatid ingredients of a market 
economy ad are i~nportant forms of support and sgbsidy to the psivate sector. fi is true in 
the case of the capkdity to produce new prduetio~ Whology for agriculture. Ht is tNc in 



the physical ~ ~ t r u ~ r e  for agticdture, h t5e s t i o n  that follows we will see that it is 
akw in the case of the ins6,Mtiad hhtructure fur a modern agricufture. 

Mtutkms and institutiorral ~ g e r n ~ t s  are dm tsentid ingredients of a modern 
emnumy. 

Institutions are the means by which individuals relate to each other in a society. They 
ierer sa the rules and codes by means of which citizens conduct their daily social, economic, 
md pfitid ingr:rcuu~. They range all the way from the mid institution of matriage, 
legal systems to protect human rights, police and fire prokction systems, mks by which 
private contracts are enford and markets work, private property rights, and riparian rights 
that govern the use of sudizce water. Clearly, most such institutiotns a d  to be in the public 
se&m. 

At a somewhat different Ie'bte1, there are dI the institutional arrangements implied by 
the discussion in earlier sections of this chapter. These kclude igrieultud research systems, 
educational systems, h4 t .h  care deGvery systems, and funily p l d g  systems. The: 
development of these systems is an irnpomt challenge to policy makers. They demand a 

2 kind of creativity, especidy in the need to adapt the institutional arrangements to 
I d  mnditians and to change hean in response to chwging conditions as economic 
develqrn&qt p r d s .  Such hstitutiond devdopment has to be  in i m p u n ?  component of 
my ecanornic development efhrt. 

The chzdknge of vid33e institutional anangements has beten brought sharply to the fore 
in the aempts of the formerly centrally-planned countries to slJA ts mtuket economies. The 
difficulties have k e n  great, in part ~ T J S  of the failure to understand what activities need 
to raaia; in the public sector and which institutional arrangements i'ye essential for a private 
market economy. Help in designing and Bevdqing new hsdtutimal arrangements may be 
as important as, ~r mom irnprtmt than, acW transfers of financial capital, 

Bxentra the Ikvdopmcnrt 

The excessive co~icenm~ori sf economic activities in h g e  urban-industrid centers is 
an iantprtmt fernre of economic development ;ss experienced in most countries. k b o r  is 
chin& out of agricuftwe and concentrated in urfrm zgglomemtions. In many muntries, 
more than 50 percent of the nation's population is concentrated in the capital city. 

A certain amount of this conen*mtiori is natural. Lrdustrid and service activities tend 
to be highly cornplcrnenw trD each sther and there are thus economic benefits from a close 
gwgnphic mnmatitim. Howmr, the high lewl of concartration imposes high social 



costs in providing the physical inhtnrcture for such concentrations and creates negative 
exkmlities associated with such problems as high levels of pol4utio11 and time lost in 
moving about in congested streets. In such a setting, expansion of economic activities is 
extremely costly to society. 

Importantly, these are not the only wsts associated with such a development p-1. 
Negative extamdie= sare also impe,d in d areas when labor migrates to Ursan centers. 
Such mi&an tends to be highly selective, including the young, the more vital and 
entrqreneud, andl *e better educated. The anigatory process &us tends to cSrain the 
h u m  cagitd from the rural areas" In addition, the migrants tend aake whateves physical 
capital they have with the=_ 

The exodus of human capital fiom the nrrd weas imposes negative externalities on 
those areas35 similar to the bses recognized in the braindrain literature when the brightest 
and best migrate to, or remain h, the dvelopd countries after they have received their 
higher ecfudon there. "Re n a d  exodus leaves a weak base for developing other economic 
activities in m d  aneas, and is another m n  why the incomes of rural people tend to lag 
behind those in urban centers. 

Despite the natural complementarities of induslrial and service activities, there is no 
economEc m n  why the concentration of ecanomic activities kas to be so grat as has 
= u d  in many developing countries. mere are sound economic resons for the 
development praxss to result in a different geographic configuration, 

If the negative externalities in both the urban centers and the rural areas are as large 
as they appear t~ be, caansidembfe sums could profitably be spent in reversing or reducing the 
tendency toward conearntion. Such efforts do not require a heavy interventionist Rmd on 
the part of government nor the need to prejudge where particular n o n f m  activities should 
be geographically located. 

For one thing, much of the existing concentration is dare to government subsidies, 
both implicit and explicit, to locate in large urban centers. Those subsidies should be 
drastically reduced or eliminated. h ddition, shifting resources from the cxlnstruction of 
physical inbtmcture in urban centen tr, improving the physical inhacture in m d  
w2.I make the latter a more attractive place for the industrial h s  ta locab. -And because 
@cultural activities are inherently part-time jobs in nast countries, the deamtnIizattion of 
&$e irrdusaialidon process to nml areas wiU help maire more efficient use of the 
agricultural labor fore by providing nonfarm jobs. 

35~or  a calsprchensive discussion o f  this issue, see G ,  Edward 
Schuh, HOut-Migratisn, Rural Productivity, and the Distribution 
sf Incomem in Miaratipn 2nd the Labor Market in Develo~&g - 

Countries, ed R.B. Sabot. Boulder, Cols: Westview Press, 1982, 



In most countries thaZ have already experienced economic deveJcprnent,the labor force 
must bear most of the costs of adju~tyi~g to changing economic conditions. They bear these 
costs by dtidocating their fkidies h m  h m i h  surroundings and settling ir! unfadkr  urban 
sum0~11dings. ahere is no rezsms why this is inevitable. By decenaizing rhe 
i n d m  . .  . on gmess, the costs of adjustment are spread more equitably in d e t y ,  tke 
n q b e  extc;m&ties assw5ated with the deve1oprnent process are r e d u d ,  thus providing a 
more ficient development gmcas and making for a more efficient % h r  market. 

H1.W the Cornglemmtarities P%etween DeveJopment 
Abroad and Development rst Home 

The United States has long viewed itself as Fortress America. It has long been a 
kge,  self-contained economy, and for the most pat self-sufficient. Moreover, far most sf 
its history it has baen strongly isolationist. 

Such a perspective is no longer appropriate and does not serve well our national 
intern. The rela?ive importarnee of the U.S. economy LI the global economy has declined 
significantay since the end of World War H. It is no longer the scientific and technological 
leader of the world. It is increasingly dependent on other countries for raw matmiails critical 
ts its cwn economic development. It suffers faom environmental damage coming from other 
places in the world. And increasingly it must live by its wits. 

Ln such a changed situation, ?he United States has an enormous latent demand for 
knowledge on fhe rest of the world, It must increasingly capture the new knowledge that is 
being produced in other garts of the world if it is to keep pace with countries exp~2ncing 
rapid economic development. And if it is to establish fiendly and constructive  eati ions with 
other countries, It must forge coUaborative arrangements on mutually important activities. 
Its foreign assishqce programs casl be a vital means of establishing such collaborative 
arrangements. 

C o n c l u ~ g  Comments 

The emerging consensus on how to promote agricultural development focuses on the 
critical, rule af the capacity to produce new production technojogy for agriculture on a 
sustained basis; on the importance of investing in other forms of human witat such as 
ducation, gomi health, and adequate nutrition; on the institutional arrangements needed for a 
rarket eamomy; and on an dqte physical infrastructure. Decentralizing the 
hdusridhtion process will make for a more equitable and efficient devdqment process. 
The W a g e  t~ the United States is to protect its position in the world. Its foreign aid 
program can be an important means of promoting economic development generally for &the 

mutual benefit of the United States and the countries with which it ~Uabowtes. 



A New Paradigm for this Nation's 

Foreign Economic Assistance Program 

There seems to be near unanimous agreement tirat this Ration's foreign aid 
programs have not kept pace with the enormous changes in the world and even with our own 
evolving self interests. The old ratonale based on containment of wrnrnunirm is no longer 
valid and the new world order, md the W .S. role in it, has not yet taken shape. 

For these and many other reasons, minor co~~fx:tions or fine tuning will not suffice. 
A new paradigm is needed to underpin programs of the future, one that can bc understood 
and one that can serve U.S. interests. This chapter describes the key dements of a new 
pmdigrn that the Task Force M w e s  will meet these tests. 

The f i s t  step in revitalizing this nation's foreign economic assistance program is to 
establish a new rationale for it. The second step is to define our comparative advantage in 
pfovid'ing such assistance. And the third is to put our assistance progams on the bads of 
truly oo-rative arrangements with other countries. The remainder of this chapta 
addresses these issues. 

A New Rationale for Foreign Aid 

Because of widely held values, the U c W  States will continue t@ provide 
humanitarian aid in times of natural and other disasters in foreign countries. Despite the 
d&e in political support for government-to-government or institutional foreign assistance, 
%he U.S. citizesnry has always responded positively to d l s  for assistance when such disasters 



occur. Moreover, it is willing to give privately for such purposes even when the government 
is also responding h u g h  its foreign aid program. 

But the U.S. econoIllic assistance programs need to go beyond humanitarian 
objectives. 'They need to be based on a clear articulation of our own best ecsnomic and 
political interests. They need to be mted m e  soundly in the changes in the international 
economy over the past 30 yeas. And they need ta be articulated realistically in terns sf 
achie~able gods. 

To begin, the new paradigm n d s  .to state clearly that we are interested in the 
development of the developing countries and the former countries of Eastern Europe and the 
republics of the former Soviet Union because it is in our best interests to do SO. This 
hculatian needs to state clearly that we h o w  our future markets lie in these countries, and 
that increasingly a larger supply sf the raw materids we need for our own economic 
activities will come from these countries. 

Such an articulation has two important benefits. First, it wilZ hdg us to defme our 
programs more eff'ectiveIy to promote economic growth, md to manage olrr resources more 
effectively to that end. S w n d ,  a more candid approach will help our efforts to be more 
wnstructiveIy received by the collaborating country. 

In the case of the coitntkes of Eastern Europe and the republics of the former Soviet 
Union, our goals need to be more short-em-oriented, and designed primarily to facilitate the 
difficult transition from centrally-planned economies and authoritarian governments to 
market-oriented economics and more democratic societies. 

The evidence is accumuIating rapidly that neither of these transitions is easy. 
Moreover, the ability to sustain the political openness will be determined in large part by the 
ability to d e  the economic transitions to freer economies. this nation will 
benefit from smooth and rapid transitions to market economies and to democratic societies. 

Reflect Changed International Economy 

The new paradigm must recognize that the international economy has changed 
mormousIy over the last several d d e s  and that our economic assistance programs need to 
reflect that reality. Among other things shis means that we recognize that there is now a well 
developed internasionid capital market that can mobilize savings for the developing countries 
if they pursue sound economic devetopment policies. 



In addition, we need to recognize that bahce-of-payment support in most cases is 
counterproductive +,ce it merely enables countries to delay the day they change their 
misguided econoric policies. 

Finally, we need to r a g n k z  that with a flexible exchange- rate system, large capital 
inflows can be countef~rodoceive since they will give the recipient c- .:ntry a case of the 
"Dutch disease" which results in a rise in the value of its CumnCi in foreign exchmge 

These propositions mean that it is the of the capital we provide that is 
im~w,rtmt and not the mount. Emphasis on the quality of our caipitd wiU have veq positive 
features when negotiating the size of the aid flows. 

Invest in Human Capital 

The new paradigm must recognize that the international capital market is not likely to 
be a viable source of hnding for human capitd investment in the developing countries. For 
one thing, the gesmtiun period is too long. Moreover, private commercial banks an? in a 
weak negotiating position when they try to c.airn payments on loans that have k e n  dedicated 
to such investments as education, health systems, and institutional arrangements. 'Fhe 
benefits of such investments tend to be diffuse and far into the farhlre. 

The bulk of this nation's foreign economic assistance should be dedicated to 
investments in human capital, where the private international capital market is not likely to 
provide adequate resource flows. As noted a r k ,  these are the investments which in the 
longer term have high social rates of return. 

Envesting in mflaborative research and educational efforts has a high payoff to our 
own society. ghis nation d€!sp~akXy n&s a stronger knowledge base on the rest of the 
world. It also needs to gain access to the new kchraoIagy which spiils out from growing 
research and development efforts in other curbmtries. It rn accomplish bo& sf these goals by 
significantly expanding its collaborative research programs with educational and research 
centers in other countries. 

The benefits of cuIlabohative educational proglans with other countries can also 
redound significantly to the United States. 

Uma Leleas study, A i d  to African Aariculture: Lessons from 
Danor ~merienee, makes this point very clearly. Baltimore and 
London: Johns Mcspkins Univ* Press. 1992. 



Students from ather countries an be important assets in U.S. educational institutions 
if their skills ate properly taken advantage of while they are in this country. Faculty 
exchanges can play a sidarly important role, with the U.S. faculty member Iamhg a geat 
d d  about the country in which he or she works, and the visiting professor in U.S. teaching 
institutions dm teachirag about his or her own country, white also learning about us. 

In addition, providing educational services to students from abroad is asentially the 
cxpwt of a =MR. This country d y needs foreign exchange. Providing sdu~aticsnd 
services to other nations is one way sf earning it. 

Cokkmtive. venttares in health cam similarly have mutual benefits. 'Shere is much 
80 be kamed ahout diseases and pamites in other muntrics. Some of these may evenWy 
find their way to this country, as h e  experience with A D S  has indicated. If, in develqing 
these 6obbrative arsarrgernents, improved h d t h  m e  in G'le other country should result, 
U.S. citizens will experience lower risk from infection when traveling abrmd, and from 
diseases brought to this wurrtPgr from abroad. 

T'ere are similar benefits from collaborating on the solution of environmental 
problems. These problems now have important imkmationd dimensions. We n& to know 
more about gIoqM warming, for exampk, if we are t~ devel~p a sound strategy to deal with 
it, or if we are to devise proper strategies to forestdH it. 

Expefier~ce Has &ready taught us that dtlough we may be important contributors to 
such problems a acid rain, the d i s  ce of the omne layer, and globail warming, the 
solution 10 these gr&Ie~s will not be found in what we do here at home. The same appIies 
xo eir'rtts to preserve biodiversity* Equally as i m p m t ,  we m l am from others by 
wtcipting in ~Usbsrative efforts to address such environmental problems. 

Adopt a New Perspective 

M a ~ y  of the terms used to desaibe programs sf the pist kwe no place in the new 
digm, The words "aid" and "assistmcew should 'be purged from our lexicon. Our 

m ~ o f i c  ~ ~ s i s t z ! u ~ ~  progszms should 'be described a bkrn;ttional mUabamtion efforts, 
r m g n i ~ g  Gist the U.S+ benefits as wdI as the mllahrating country. 

L ~ e ~ i a f i ~ ~ d  m p m ~ o n  was -the phrase this nation used to describe its internatmnal 
e~dwgors i~ suppfi sf ob5er wun"J;;es in b5e immediate gost-Wor1d War %I perid. For 
some that m n q t  dl ed fiam OUT way of g b u r  these efforts. We need 
to ~01rer it to m m m m  usage. 



Given that the United States and the countrks of the European Community are likely 
to continue to run surpluses from their agricuftural sector into thc d d e  ahead, we should 
find ways to makt more efkctive use of these surpluses in our programs of foreign a w d c  
whboration. 

One way to do that is a establish a goal, together with the other industdhd 
countris, to significantly reduce hunger and malnutrition from the face of the earth. This is 
a fkasible goal; the main thing lacking is political will. By raising the nu';ition and health of 
affected populations, the elimination of hunger and malnutrition would make a significant 
contribution to mising resource productivity globally. In chapter 8 we will explain how 
tar&& f&ing programs can also help raise educational attainment among tow-income 
grov-  

The US. Comparative Advantage in Providing 
hveIopment ~ ~ n c e  

Countries have d i i f e ~ g  comparative advantages k~ providing foreign economic 
assistance. Japan, for example, with its high savings rate and large surplus on its trade 
amunu, is a logical candidate to provide large capital flows to the developing countries. 

The United States has quite low domestic savings rates and a large deficit on its 
balance of payments. Pt is consequently a large impomr of capld, and is likely to fontinue 
xr as lung as it fails to balance its federal budget. Thus it is not to the comparative 
advantage of the United States to provide large capital flows to the developing muntrics. 

On the other Rand, it does have curnpmtive advantages in its well developed 
educational system, its past experience with successful economic development, and its 
experience with a demw3~dt.i~ form of government. Even though the United States has lost 
its; scientific and technol~gical leadership in many fields, it still leads the world in the 
expditures it makes on science and technology, and it has vital and robust educational 
insga~ms. ThtisJ extending the services of these institutions in truly collaborative 
endeavors plays u, our comparative advantages in providing development 2~sistance.~~ 

= ~ k e  United States, more than any other industrialized 
country, has depended on its universities to play an important 
role i n s  its foreign aid program. This is probably a eonsequence, 
at least in pzrt, of t he  major importance given to foreign aid by 
Prssidcn% Truman's Point fV program. It is also a refhection, 
however, of the willingness of U.S. universities to be 
collaborating partners in these endeavors. Far detail on the 
history of t h i s  relationship, see Brian Jordahl and Vernon W. 
Ruttan, Universities and AID: A Nistcrrv of Their Partnership in 
Technical Assistance for Developins Countries. Staff paper- p91- 
32, Department of Agricultural and Applied Economics, University 



Uma M e ,  a member of the Task Force, a native of India, and a long-time employee 
of the World Bank, repeatedly reminded members of the Task Force that the U .S. 
mmpamtive advantage in collaborating with the developing muntries lies s v e r w h d ~ g ~ y  in 
its univmities. This conclusion is derived from her ambitious study of foreign aid in 
&GI.% 

The United States is also genr-dy viewed as one of the most well-developed 
countries in the world. It has a h s f :  dvanced far down the development path. Xt has 
eqmrhtx with the h e  of institut; 4 mgments  needed at vkous stages of 
dwelspme~~t. It can share this experience md howledge with other clountzies while at the 
m e  t h e  drawing on their expfience and bowledge in learning how rn Qedl with pressing 
smhl problems here at home. 

FindIy? the U.S. ha3 ?ad two centuries of experience with a democratic form af 
government. It has a vast r?::3rehouse of knowledge to draw on in assisting countries that 
want to establish democratic forms of government. 

This will be a deliate endeavor under the best of circurnstzmces. However, if we 
succeed irr changing our posture from a patronlclient relationship to collaboration and 
cooperation, we greatly improve our chances of having a significant influence on the spread 
of democratic forms of government worldwide. 

The challenge will be to r e  yize that political institutio:~s must be adapted to l d  
cuIture and mores and sensitive to .,:sturical arrangements. A further challenge is to 
recognize that helping devdop viable politicd institutions is significantly more complex than 
opefating in an dready-established system. 

Mutual Self-ILutePests; Mutual Benefits 

Successful efforts at international coopemtion and c o W r a ~ o n  require that there be 
mIy muttral self-L~terests and benefits. This nation's future programs of htesnational 
amperation need to be hculated in that way to the domestic M y  politic and to the 
m3abofibting ccmtry . If they are, domestic support will be attained ad cokhratirrg 
mantries will dscl be more :;kely 3 participate. 

of Minnesota, St. Paul- J u l y  1991. 

Am to African Aerriculture: Lessons sf 
Donor Emerience. Washingtan, 9.C.:  World Bank. 1992. 



A new gar;idigm for this nation's foreign mnomic assistance programs is needed if 
we are ta, design programs that are in wrlr best interest, if we are to develop the darnestic 
p5tid support n d d  to sustain them, and if we are to engage other countries in a truly 
collabrative effort. The new rationale and paradigm should indicate that we have a self 
interest in such pmgms, that the quality of the murces  ~ s f e ~  is more important than 
the quantity, that we are interested in truly wHahrative efforts, and that these programs 
should be of mutual benefit to the c o b r a t i n g  countries. 



endations for Revitalizing the United 

States Economic Assistance Program 

The recommendations of the Task Force for revitalizing this nation's foreign 
economic assistance program are bsed on an emerging consensus in the development 
community on how to promote agricultural and general sonomic development. They also 
take into account the significant developments in the internationaI economy over the last 
several decades. 

The chapter is divided into eight parts, with accumpanying Task Force 
recommendations: 1) promoting freer trade and golicy reform, 2) building the political 
d t i o n  for international economic cmperaoion, 3)  revitalizing program priorities, 4) making 
more effdve use of food aid, 5) saengthening the Agency for International Dcvclopment, 
6) internationalizirg U.S. universities, 7) strengthening the U.S. Dqmtrnent of Agriculture 
and other goverfirnent agencies, and 8) making more effective use of economic assistance. 

Promoting Freer Trade and Policy Reform 

Task Force Recommendation: 

The United States revitalize its conunitmeat to free trade and reestablish 
its leadership role in trade liberalization as an important means of 
promobing bm&b=d economic growth inr the hternational economy. 

Althou&L foreign aid can be an effective means of promoting economic growth 
in the developing countries, it has the disadvmtage of transferring capital from one m u n ~  
to another and thus possibly reducing the rate of economic gmwth in the country supplying 
the capital. 

A more effective way of promoting economic g r o w  on a broad base is u, promote 
international trade by means of trade Iikrakation. International trade has grown at an 
unprecedented rate since the end of World War 11. In part because sf that growth, the 
mnomits of developing countries, with the exception of Africa and Zath America in the 



1980s, have similar1y grown at unprecedented rates. Those developing countries more open 
to trade (often referred to as the newly industiializcd countries--the NICs) have experienced 
the m e  rapid Pates of m l i m i c  growth. 

The United States h;as played an important leadership rde in promoting trade 
liberalization and freer trade, although that kadership waned during the 1980s and into the 
early 1990s as a consequence of persistent deficits on the U.S. trade accounts. These deficits 
are in turn a consequence of the n d  to borrow on international capital markets to finance a 
large k d d  deficit. The nsulting inflows of capital create a strong dollar, contributing to 
the trade deficit. 

If it is to renew its leadership role in promoting free trade, the United Smtes needs to 
get its economic house in order. As long as the dollar is overvalued as the result of 
contradictory monetary (restrictive) and fiscal (stimulative) policies, the United States will 
have penistart and strong domestic political pressures b be more protectionist of its 
domestic economy. Under thos circumstances, the United States is no longer a credible 
p r o w  and defender of freer trade, as t\e Uruguay round of multilateral mde negotiations 
rmmniy demonstrated. 

Distortions in domestic policies are another important motivation for protectionist 
measures. For exampie, the political commitment to support domestic agricultuml prices 
above what would othenvise be marketclearing levels in the Europn Community, Japan, 
and the United States leads to measures that protect domestic agriculture." 

Sidarfy, the desire to pursue import-substituting industrialization policies in the 
developing countries leads to high levels of protection for the manufacturing sector in those 
suntties, plus other protectionist measures that limit the access of their farmers to 
international markets. Over-valued currencies in the developing countries also lead to 
protectionist pressures since they constitute implicit subsidies on imports. 

Refom of domestic economic policies and the establishment of realistic exchange 
rates are essential if freer inkmation& W e  is to emerge. The United States can help the 
developing countries undertake needed reforms in economic policy through its international 
c c ~ r a h v e  programs. In addition, foreign economic assistance can promote an expansion 
of international t t e  by promoting more mpid raks of growth in the developing countries. 
Freer aade promotes economic growtA by expanding incomecaming opporturities. But 

-. . 

%ln the case of the European Community and the United 
Slates, such supports have also led to dumping of domestic 
surpluses abroad, tc the detriment of many developing countries. 



economic growth also promotes an expansion in international trade by expding the range of 
g d s  and services demanded as per capita incomes rise." 

The key to being able to play such a leadership role will be for the United States to 
get its own economic 30use in order. Balancing its own budget is a crucial step* A balanced 
budget d reduce the drain on markets, lower interest rates, and reduce and 
potemtially ehnkate the ovemalmtion of the dolIar. 

Getting its own mnon?ic house in order will make the United Sbks a more credible 
proponent of policy reform in other coiiiteie;. It will reduce the pressures for protection at 
home. And it wiU help generate the foreign exchange needed to carry out an effective 
program of irntemtitiond coopration. 

Building the Political Cmiition for 
International Ekonodc Cooperation 

Task Force Resomendation: 

The Agency for ]International Development develop programs that will 
attract the supprt of the various constituent group. Ladem in the 
private and nonprofit sector, especially i~ the colleges and universities, are 
encouraged to hdp build a coalition that will provide wsbhed political 
supp~% for program so obviously h their interest. 

The leadership for U.S. domestic support of f e i g n  economic assistance 
programs has fur the most part come from the political arena, not from broad-based, grass- 
roots movements. National leaders who have promoted foreign economic assistance hdude 
George C. Marshdl in the case of the Marshall Plan, Harry S. Truman in the case of the 
Point IV program, and John F. Kennedy, especially in the Alliance for Progress in Latin 
America. 

While there is always a swelling of gms-roots support for humanitarian aid in times 
of disaster, sustained domestic support for foreign economic assistance programs has come 
p r i d y  from three sources: U.S. universities, though their Interest in institutional 
developmmi programs and ?heir interest in international a f f e s ;  the Private Voluntary 
Organizations; and humanitarian interest groups. 

There is currentiy an opportunity to build a broad-b&, sustainabIe coalition in 
support of i n ~ t i ~ ~  cooperation. This potential coalition arises in part from the growing 

" For a nurc comprehensive treatment of trade issues, see D. 
G a l e  Johnson, "Trade, A i d ,  and Economic Development: Public 
policy Chsice~,~ paper commissioned f o r  the study, 1991. 



recognition among important groups in this coontry that the world is becoming increasingly 
g~oBaEized and that in many cases what happens here at home is rooted in developments 
abroad. It also arises out of growing interest ian international issues among ~~ domestic 
interest groups. 

The fmt and perhaps most widespread of these domestic linkrest p u p s  is the U.S. 
academic community. The need for colleges md universities to strengthen their resident 
instruction programs on the international society and economy has stimulated an inkrat in 
developing the international capacity of their fhculty. It Ras dw stirnuhted an inkrest in 
study-&& programs for their students. Tirus, colleges and universities now have an 
ikl&nsf in cobm~ve educational and research programs with institutions in other countries 
as the means to give their faculty more exprince abroad, to generate new howledge on the 
rest of the world, and to sustain and strengthen the howledge base of their faculty. 

A m n d  large interest group &ses from the hxrtemtio,aal dimensions of important 
environmental problems such as acid fain, the disappearance of puts of the ozone hyer in 
?he upper atmosphere, and the growing concerns about gi&& warming that have generated 
domestic politid movements likely to persist well into %he future. These groups can be 
mobilized ia~ s u p n  of in~rnationdl development assistance if the Agency for International 
Development devef~ps programs that more directly address their .interests and conans .  

Private Voluntary Organizations are another rapidly growing pfiticd force: in tke 
United States, These organizations have a special interest in lirrking up with courrteqwts in 
developing countries to address problems ~f poverty, heal&, women and cWd welfare, and 
the environment. By helping to strengthen these organizations and supporting their programs 
abroad, this important base of politid support for foeign economic assistance: can be 
mobilized. 

Some private firms are also becoming more interested in international development 
programs. Increasingly, they recognize that their future ~larkets lie in the developing 
wuntries but this1 thtx markets are dependent on e~onomic growth in those wunDics. 
Similarly, they seaZiEe that an ever larger share of their raw rnateds will come from these 

countries. 

Finally, there are those concerned with sustaririahle economic Gevelopment, in put 
associated wit31 envimnmentd concerns. However, s u s ~ ~ e  development bas taken on a 
life of its awn as a development issue, driven in part by growing concerns h u t  the 
persistence of ragid population growth in the dcve1oping wutries. Proponents of sustainable 
development can also be the Wis of politid support for economic ~86bpmpirsn programs for 
years into the future if the Agency provide the Iteadership. 



The program emphases of the Agency for Inmaiond Development and its 
pmd-sor agencies have changed significantly over the years. Some of the changes have 
ref?& passing M s  in the hkmtiond development community; others have reflected 
changing p q t i c s n s  of what is needed in paticuh sircurnstances; and still others have 
reBtztd ;a winnowing k m  past experience of w5at and a not work. 

A new deve10pment agenda is emerging on the international m e .  Some of the items 
m the agenda reflect growing recognition of important new deve1oprnent issues. Others 
reflect a growing mgnitim of the basics of what is needed to promote economic 
devel~~rnent. There is a growing consensus in the development community of the 
ingredients needled Bor successful economic development. 

Renewed Attention to Agricultural Devdopmznt 

AgricukuraI development be returned to a top place on the development 
agenda, not ody in the Agency for hdemtioml h.r eiopment but in the 
multilateral develo~ment agencies as weli. It should acks continue to 
meive high priority from governments h the developing countries, 

It was noted eatlier in this report that both bilateral and multilateral 
development agencies are deemphasizing agricultural development in their portfolios. The 
share of development assistance devoted to agriculture by the Agency for International 
Deve1opmenr declined from weU over 50 percent at the beginning of the 1980s to only 
slightly over 30 percent at the beginning of the 1990s. 

she Thsk Force believes this to be a sericrur mistake and urges in t?ae strongest 
possible way wayha m r e  menrrnrron be given ro basic agdculjural develq~menr in $I-;co years 
&?ad. 

Tfiere are two reasons for this mrnrnen&tion. The first is that, contrary to a rather 
widespread befief, the world fax? problem is far from resolved. Significant contributions to 
hawis& f d  supplies made by the widespread adoption of the miracle wheats and rices are 
on the decline. So far there is nottikg in the pipeline that promises to replace them on 
%nythhg like the s d e  needed. The expectation is that in the not-Wistaat  future the world 
may well be facing mother food crisis. This crisis will be exacerbated if the developing 
countries experience aevitaIized economic growth on the d e  the Task Force expects in the 
d d e  ahead. 

A world fd &sis will have three irnp~ani wnquences: 



First, the progress being rnade in reducing the share of the world's population that is 
malnourished WU be stymid. 

Second, a rise in food prices an constrain economic dw&pment in those m e  
deveIophg c0unIhies that have the most potential for emrromic p w t h  and for conaibutirrg to 
hga~~eEla& global !Welfare. 

M, developed countries such as the United States dso bear the consequences 
of a gI0ba.l rise in food prices. Although a aise in food prices will not have as signifi~arr1t an 
eff- on reak incomes in the United States as it dses in the dveloging wuntries, it is fl 
the equivalent of a &x that wi3I lower mnomic p w l t h  and will have a larger prggoftiond 
effect on the poor and other disadvantaged groups in this country thm on upper-income 
r n U P S -  

"Ifhe second case for renewing wnTcion to agricuIhrrat development rests sn the 
significant contribution it makes to meomjc devdopment. ??nc significance of agriculture as 
the basis for mode development rests on the fact that everyhdy wnsumcs fwd and not 
on the size of the agricultural hbor force or the share it makes up of the total hbr force. 
Reductions in real f d  pries as a consequence of a e  modernization of agriculture 
distributes the benefits of economic development widely in society, and in favor of low- 
income groups. h this sense it induces secondary devdopment by providing a broad-bM 
market for n c m f d  gods and services. h addition, since faod is a wage god, ductions 
in the red price of fsod make it possible to increase red wages without increasing n~rnhzd 
wages. This helps make domestic industry more competitive h the intermtiorra! Pconsrny, 
promoting ktemational W e  and raising employment more generally. 

Task Force Recommendation: 

Efforts to develop tbc capcity to generate new production technology 
should receive sigd"hntty higher priority in the agricultural grogmuus of 
the Agency for hternabi~naI fivetopmeat, 

The key to sustained agricultural devehprnect in the developing countries is to 
build the capacity for agicultranl research that mn assure a sustalnd supply of new 
production techolagy. Increases in productivity are incrreasingIy difficult ea &bin as 
successes are r d h e d .  Moreover, an ever larger share of research expenditure has lo go for 
m2ra-ce mearch just to sustain the gains of the past. Tlhis suggests h t  technological 
&velopme.nt &should receive higher priority as dwe1oprnent p d s .  Unfortunately, it is 
preckly this component of the Agency's qgicultud development assistance 
that kas k e n  declining in recent yms. 



Task Weco-enation: 

The United States, thmuglb! the Agency for htermtionsll Devdswnt,  
nxmmmit belt' to  pro^^ assistance for bandy ffo-, and 

thdogy to 
the yc#)r md d i s t d v a n e d  ia the &velophg C B M B H [ ~ ~ ~ ~ C ? S .  

Population continues to gmw at a Papid rate in many, if nut most, developing 
mmtries, although there has k n  a tendency for these growth rates to decline slightly over 
the past decade. These wntinued high growth rates have a number of important 
impkations. 

First, they Gome an top of an ever larger population base, with b e  result that tke 
absolute increase in numbers is large even though the growth mtes themselves may be 
trading downward. This is especially important in wuntries such as India and China where 
population numbers are &ady large in absolute terms. For the world as a whole, present 
estimates are that we will have agproximte1.y one billion more people by the end of this 
m m q *  

Second, population growtb thtes tend to be inversely related to the level of per capita 
income. This means that the resources available far investment purposes are limited when 
expressed in per capita terms at low levds of income. A vicious circle, or a low-level 
equiiibdum trap, is created that is difficult to break out of without an external infusion of 
resources. 

The third implication, and one that exacerbates the preceding problem, is that high 
popuEation growth rates lead to high dependency ratios. A relatively high share (65 percent 
to 88 percent) of the total population is less than 18 years of age when population growth 
rates are high. Under such ckcurrnstmces, educating the young p p 1 e  imposes an enormous 
demand on human resources. For most countries, it is almost impossible to provide adequate 
levels of scbmlirlg onti1 population growth rates decline. In fact, the combhation of this anO 
the low-level equilibrium trap just discussed, impose important constmints to economic 
&veIoprnent in country &r country. 

The .fourth rmajos implication of high population growth rates is the threat they pose to 
the environment, not so much g!&dly perhaps but certainly in the poorer countries. 
Economic growth is hcrashgfy based on jnves+ments in human capital, not so much on 
natural resources. Moreover, the prices of raw materials are tending to trend downward 
over time, not upward as they would if the world were facing a situation of natural resource 
scarcity relative to demand. 



The issue arises in the individual instance, however, not in the global sense. If ;ltn 

individual muntry f d s  to invest in productivity-enhancing new techologies, pursues policies 
for the development of its manufacturing sector that are anti-employment in nature, and at 
the same time pursues economic policies that cause agriculture to e x p d  on the extensive 
margin tather than on the intensive margin, then population pressures may force mral 
ppubtions t~ expand onto marginal h d s  and up hillsides, causing serious environmental 
d e ~ ~ o n .  

P~pulation policies have tiecome i c o n t r o v d  In a number of countries, sand for a 
variety of reasans. h some cases such policies have k e n  implemented by authoritarian or 
totali& regimes, with serious infringement of civil old h u m  rights. In othn cases, 
they have implied preabortion policies that are not acceptable to huge segments of the 
population, both in this country and abroad. 

7%- issues can be avoided, with a reasonable population policy still possible, by 
making available to low-income groups the m e  family planning technology that is availsble 
to upper- income groups. The individual family still can exercise its own choice a b u t  the 
number of children it has. 

As per capita incomes rise, families tend to demand fewer children but to invest more 
in them in the f m  of higher levels of education, and improved h d t h  and nutrition. In a 
sense these investments improve the quality of the children while reducing the number. The 
total amount of child sewices may increase; in fact, the evidence is that the income dasticity 
of demand ?or child services is positive. 

Promoting economic development may thus be the soundest policy over the longer 
tern to bring population into balance with the natural resource base on a global side. Such 
efforts are an important cornpianent to programs that more directly focus on building human 
capital. 

It has been ernphasid in earlier chapters that the critical issue in promoting 
economic development is not w much the mount of capital accumulated relative to the stock 
of population as it is the guality of ?hat capital, The current consensus mong development 
ecofiomists is that investments in human capita2 are the critical, high-payoff means to 
economic growth in most mntries. 

H u m  -id, as noted iri chapter 6, includes the nutritional status of the population; 
its health status; the level of educational attainment; the level of skills acquired by on-the-job 
d n i n g  and vocational tpaining; the institutional anangements; and the culture of the society- 
-the extent to which the values and beliefs of the society fend themselves to modem 
economic development. 
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In this section we address the fist four of these issues; instittationdt development is 
discussed in a h k r  section. A society's culture is not viewed as subject to change in the 
short run, nor is it appropriate for a program of international cobration designed 
primarily to be in $he best interests of both the United Stam and the co-rahg country. 

Task Force fiecsmmendation: 

%'lie Uded States join with other developed mil devebphg countries in an 
effort to assure an adequately nourished gl&d ppWsn. 

The goal of an adequately nourished gf&d population is %ttainable, not 
ovanight but witErin a raisonable time frame. W e  attahble, the god is not innocuous. 
Eliminating malnutrition involves eliminating poverty. Thus, while f&g prow!s for the 
bisadvantaged may be needed in the short term, the longer term problem will be solved oniy 
as economic development is broadly shared within individual countries a d  on a @&a1 scale. 

Task Force Recornendation: 

The United States sustain its c o ~ t m e n t s  to hternatiornlt o ~ a ~ t i o n s  
that d a l  with global health issues; and that it do more to f a ~ m t e  the 
ccahboration of U.S. b d t h  organizations wfth those in other csunrn0es so 
as to improve this nation's knowledge baa on that pow a threat 
to the world's dock ~f human capital, bc1lmdh.g its own. Speckll attention 
should be @en to ?he health status sf the rural sectors in the devdoping 
c w a p t ~ s .  

Improving the health status of the population is m#er high-payoff 
investment. I[mprovd h d t h  status raises physical productivity, increases m e n d  alertness, 
and facilitates the absorption of cognitive skills. h addition, it reduces time lost from work, 
and helps sustain the underlying population base. 

The delivery systems for R d t h  services are no=r i~~s ly  we& in the rural areas of 
these muntrits relative to those in urban areas. If dcvcIopment is to be broad-bM and 
agriculture is to be rndeli;med, the availability of h d t h  sentices in rural areas should be 
comparable to those in urban weas. 

The United States give hi@ priority to e m o o ~ a  
education rand tmhhg in the developing ctwntrki. 

Investments in training, in formal schooling, and in higher level ducation are 
additional m i t i d y  important foms of h ~ m a n  capid. The irnpoMm of these components 



oZ education and training has k e n  rqxztedly stressed by the Task Force, as has been the 
tendency of governments to under-invest in ducatisnd attainment among the rural 
population relative to the urban population. 

Such investments are critical. to promoting higher economic growth rates, and to 
assuring a more equitable distribution of the benefits of economic development. 

Task Force Re 

'Mae United States give priority to inereasbig the stock of howledge 
generally, but $spe~:hUy to  incress@ ?be stmk of knowledge that is in h 
o m  interest. 

The stwk of knowledge itself is another important form of human capital. 
Knowledge is the essential ingredient for producing improved ttxhdogy, for understanding 
other cultures and other peoples, and fur developing sound strategies for d d h g  with and 
compehg economically with other countries. Some kinds of knowledge are highly 
tmsferabIe, such as the basic principles of physics and chemistry, while other kinds are 
highly lmtion-@fit. 

In ~Uaborating with other countries to invesn in the development of new howIedge, 
the United Sates should concentrate on howledge that is location-specific, and of direct 
benefit to this country. 

h g r w e d  Equity and Broader Access 

The United States give high priority in I t s  bternationd coUbomtf~n 
efforts to improve the economic oggorhaaitfes of ppuhtion group that 
mffer f r ~ m  ~ C Q I P Q ~ C  aazd pliticast d k x m t i o n .  

Certain population groups suffer mnornic and politid discrimination in 
almost d countries. Among these are women, children, md disadvantaged ethnic groups 
such as tribal and minority groups. 

The Task Force believes that the proper way to approach this problem is not Wough 
gropms that ihairdy distribute &come or assets. Rather, ways should be pursued that 
make &e economic pie larger for tkse groups and thus for society as a whole, and at the 
sane time open to these groups the services available to other members of society. 



Tfit Task Force belieyes h t  the equity-versus-effidmcy dichommy is false. An 
improved distribution of income can be obtained with p q e r  mnamic a d  investment 
policies, while zit the same time promoting economic devellopment. The key is to focus 
development programs such as improved nugrition, improved health: and e x ~ d d  
educational and ~ g g o g p o ~ t i e s  on the disadvantqed. In addition, it is essential to 
assure that the civil and hum= rights of these p u p s  be assured so they have access b the 
same public s e ~ e e s  as those available to mainstmm citizens in these societies. 

Priority should be given to coIlaborathg with the developing cmn?rk, the 
countries of -ern firope, and the repubks of tbe fomer %vid Udom 
h s d w w  elavironsraenrtal problems. High priority sboarld be @ven to 
solhbomthg on problems hvohed h acid A n ,  the release of 
~orobauomcarban.s, slnd the accumulation of greedaouse gases &at 
potentidy can Bead to  @~balt w a ~ - i n r t e ~ t i o ~ k . a B  issues that low- 
income soamntaies may be unable to ad- given their Mi& stock of 
b m a n  capita1 andi f?wncblt mumes.  

Environmental problems have been neglected in many puts of the world, but 
espxidly in the developing countries and those of Eastern Europ and the republics of the 
fomer Soviet Union. Sirnilariy, the issue of whether devezopment processes can be 
sustained over time has not received the attention it deserves, either in this country ar 
abroad. 

Addressing environmental problelrns can be an important means of promoting 
mnomic devdopnenr both in the short md long term. Economic deveiopment need not be 
sacrificed, and in fact dding with environmenbd problems may provide ii stronger basis for 
such deveJmmen? over the longer termn. There is growing evidence, for example, that viable 
economic Geve1opment can occur in the tropical rain forests without destroying the tree 
cover. Similarly, soil conservation reduces the costly accumuhfion of silts in lakes, streams, 
and rivers that imposes ms.tratints on econc~ic development. %he aczurnufation of 
fertilizers and pesticides in water supplies i:. :~lves similar effects and can deter development. 
Addressing these problems thus promo?.es ewnsmic development rather than restrains it. 



Resent efforts to help the developing ccaumtrh and those d &stern 
Europe shift to market f~~ of cecncmic orgambttion be swbhed and 
strengthened, md expanded to include the republics of the formu Soviet 
WnioRl* 

The development of viable institiidom4 anvlganents may be the higheR 
payoff investmmf the ~ d i t c d  States car. make i c o b r a h g  with developing mwiaies to 
pomote their economic development. These arrangements are also in many, if not most, 
6 s  in the best interests of the United States. 

Ncw institutional arrangements now needed in many countries are an important 
ample  is those needed fur increased dependence on markets for the organization of 
ewnomic activities. There is growing recognition of the improved mnornie prfonmce 
asmchx! with market economies, both in the developing countries and in the countries with 
previously centdy-planned ecsnoda. There i s  much bss knowledge of just bow to go 
h u t  M 3 h g  from a centrally planned economy to one that depends an market forces, 
especially in terns of' addressing the pliticbl problems that are likely to atise. 

Greater dependence on markets not only improves economic perf'omce, it breaks 
up and decenPra;&s political power, and makes democratic forms of governance morp 

feasible. 

Shifting to a depndence on market forces dms not mean that instimtiond 
arrangements in the public and nonprofit sector should be Ignored. To the conttmq, viable 
education, training, md foml schooling arrangements are also needed if society id 9 to invest 
In h u m  capital at socially optimal rates. Vital institutions for delivering h d a h  a r e  
services are also needed, as is the public sector capacity for nxarch ard .ddgpment. 

Egb priority be given to coLlaborathg with developing countries in 
bui$ldhg the hstitutiond amngements needed to bring about hoestme& 
in hwmn =pita% at socially optimal leveb. 

U.S. development efforts at one time gave a great deal of attention to 
&eJopirng new institutionat arrangements in the developing countries. Development 
assistance efforts eventually turned away from such initiatives, however, h part because they 
are very difficult to do, in pa? because they require sustahed oommitments over time. 

These efforts are needi 1 and should span the full panoply of institutions for feeding 
programs, improved nu~tian, improved delivery of health services, education at all levels 
from primary to higher education, a d  especially graduate and the institutions for 
research and technologid development. Collaboration to these ends can h many cases be 
the means by which U.S. institutions of higher ducation and other private and public-sector 



research institutions am develop  the^ own hnowI.edge base'on the rest of the world, and by 
which they cin do research on other parts of the world. An important criterion in deciding 
which institutions to wUaboate with in other countries should be the'complernefitafity to 
U . S . i y l , ~ t s *  - 

Task Force &cmmemdation: 

priority be given to helping the Bevdsping countries develop policy 
IlTs'ead mpacity. 

Another form of institutional arrangement needed in most developing countries 
is the capcity for policy research and analysis. me development of sound economic policy 
requires howledge on both the domestic a d  inkrnatiod mnomies. If developing 
munaies am develop sound institutional amngerrments for this purpose, they not ~ n l y  would 
be &ic to rake charge of ?heir o m  economic plicies, they would alw be better able to 
negotiate with international devdopnamt agencies. 

An important issue here is that the Agency for International Development m o t  be 
expected t~ have the in-house expertise and howledge to devise sound development policies 
and strategies fot every developing country. Moreover, helping to develop the policy 
mearch capability in the developing countries often kdps them gain the politid and 
economic isldependence they so badly seek. They are less dependent on outside advice and 
can make better policy choices. 

to promote and strengthen denncncrratic dories of 
govement be swhhed and stse@ened. 

Finally, there is the issue of developing viable institutions far demoeratic 
governance. An important feature of sh:lhing away from mneral plarvlirg and toward market 
foms of economic orgabtion has been the padeli shif! away from authoritarian md 
~~~ foms of governance toward dernccmtic forms of governance. The United Srates 
has a great potential for cohborating in the devefopment of these mew foms of governance. 

Private voluntary, ~10~govementa1,  aa.3 private sector or*ganizati~~s, and 
the higher education community be incrrasingty linked together in future 
Pr . 



Past US. international development effm have, more than in almost any 
other developed country, depnded on the uni~ daity system to deliver an important share of 
dewe1oprnent assistance. U.S. mUeges and universities are this nation's comparative 
advantage in defiverhg deveIopment assistance, and this advantage is rooted in its land p t  
tmiv&ties with their strong m s e  of mission. 

More -fly, the PVOs and MGOs have inmasingly k e n  brought into development 
pmgam. The private W r ,  aside h r n  consulting firms, has for the most part been 
largely left out. 

One of tbe things that makes the lad-grant universities so successful in domestic 
leconomic development is the very effective informal working n:lationships they develop with 
h e  private sector. De  same can be done h international dt:veI~pment efforts. 

An important innovation wduld k to link both the U. S. private sector and U.S. 
universities with members of the PVOs or NGOs bbr more broadly based mutarborative 
efforts. Such grass mots approaches should be especially effective in programs that attempt 
& improve Ule iot of the poor and disadvantaged. They strou1d also be helphl in addressing 
axkin classes of environmental problems. They can even be helpful in inst;itutiond 
development activities involving higher-level educational institutions through the 
establishment of strong, effective woahg relationships with potential constituencies. 

The Task Force believes it impmint to establish IinkaPes between PVOs and NGOg 
in this wunm with similar or~anizations in the devdopin~ countries. and to establish similar 

s between ~Sivate commies in this wunw with those in the develsoira~ countries. 
me Task Force dw believes that a certain amount of development assistance should eo for 
$he strengthening of the PVOs and the NGOs tAernselvz$. 

The devdopment of these institutional linkages will take time and a great deal of 
arefuI effort. However, the Task Force believes that the estd12ishment and development of 
such linkages is key to self-sustaining devdopment efforts and the development of political 
support for devdopmen: policies both in the United States and in the developing countries. 

There i s  growing kgnit ion in the development community of the importance of 
revitaking the private sector as arl essential part of a vigorous and robust development 
process. Unfortunately, this seems to imply for m e  participants in the debate the need for 
direct subsidies to private h s .  

The Task Force believes such subsidies are counter-productive over the longer term. 
Instead, it should be recognized that making appropriate public sector investments and 
developing sound public-sector institutions are important indirect subsidies to the private 



Sector mmistent with an efficient use of resources overall. Direct subsidies are not needed 
and can in k t  be counter-productive. 

Finally, the Task Fsm wish to emphasize that, wich afm exceptions, its priorin'es 
for dkvebgment assistance diverge sigmicm& fim preseft program p~on'ties in the 
Agency for bmembnab lkwbpnoentnt We believe h e  Agency mleds to m-think is priorin'a 
since as p t e s t ~ b  c~st they are nut dike& to comribure! so higher ram ofecommic gmwth in 
aary msenrenrn@ smee 

Making More EfPective Use of Fwd Aid 

Food zid is a potitid reality. It is a logid consequence of domestic commodity 
p-s ?.hat set domestic prices for the commodities above their market clearing levels and 

I d  to surplus production. Momver, the programs are not likely to go away in the 
nearr faatwe. The challenge is to make more effective use of lhlzse resources. 

In the early yeats of the U.S. f d  aid programs, Iarge proportions of the f d  were 
sdd into the domestic markets of the, recipient country and the p d s  used for other 
devdqmewt activities or to support the budget of the recipient country. Academic Mitics of 
such programs noted that such policies had strong disincentive effects to ]Id producers (by 
inneasing domestic supply and hereby depressing prices), and were counter-productive of 
e f f i  to strengthen aghicuIture, which was often a goal of U.S. plicy in those very same 
c~mtries. 

A number sf measures were taken to alleviate this problem, including the more direct 
use of fwd aid for agricultslrai development purposes. Mozz recently the concept of 
w monetkd~n" has emerged to describe the act of dumping the suppLies into the domestic 
economy, and that concept has taken on the aura sf a " g ~ "  thing. Monetization is viewed 
as a desirable policy because it generates local resources to provide budget support and the 
means to undertake l e d  development projects. 'his implies to some that there are two 
resource eEats: the initial intmaed supply of food and the f i d  resources. which its sale 
into the imnorny generates. 

This appmch is just as misguided as it was prior to the adoption of the concept of 
namdzation, Selling the commodities into the market has disincentive effects for local 
proQwrs, and in fragile economies these disincentive effwts a n  be large. Moreover, there 
is d~ one murce transfer, and that is the original injection of fwd. The; lid fid 
m a c e s  the d e  sf f d  generates are a c W y  the consequence of an implicit tax on the 
@cuItud sect~r  and is often paid by those least able to pay it. "FAe solution to ?he fiscal 
rewrce pmb1em is to develop a sounder fiscal system, not to perpetuate and exacerbate 
existing pr&Ierns. 



The 1990 F m  Bill mended the focbd aid authorizing legislation (PL 4801, e g  
January 1, 199 1 and extending through December 3 1, 1995. The new law places 

emphasis on using food aid to promote food security and the privatization of 
agridtmal market systems. The law is stnrctmd so +hat a greater percentage of the totat 
U.S. govexnment f d  aid programs will heretofore be proaided on grant (as apposed to 
ban) erms* 

An important dministrative c h g e  in the program provides for the Tltte f loan 
progt;un [dd sales for trade and development assistance) to be irnp1eanenW by 
USDA, while Title II (emergency and private asststance programs) and Title III (food for 
t k v w m a t )  are to be administered by A.I.D. hovisian is made in the law for debt 
ftmgkaes; for the extension ~f eligibility of cerbain de-ts sf the p g m n  to middle- 
hwme countries and emerging democracies; and for the payment in cash to support the 
programs of eligible PVOs. 

'Ibis liew legislation provides support for a number sf the Task Force's 
recommendations. However, it also has some provisions the Task Force believes may not be 
amktent wi?h mud devdopment policy. For example, the legislation provides ample 
k n % i v e s  for sale of the cornrnodlities into the open market, which will have disincentive 
effects for ~~ produce~s. In addition, it prohibits any use of lacaf currencies to finance the 
prodeon for export of @cultural commodities that would compete in the world market 
with W a r  commodities produced in the Unitedl States if such cumpetition would caw 
sub~&ntid injury to 'h3-S. producers. Such restrictions may disturt the allocation of 
devekpmerrt funds toward lower-payoff projects. 

The Task Force focused on one possible use o f . f d  aid md urges that it be given 
high prhrity in the use of these resources. 

Task Force Reco~~~endatisn: 

F d  aid 'be used as a means of inducing more chitihen h developing 
ImUW~es to go fo school. 

The way tq minimize the disincentive eftects sf foad aid is to provide it as a 
direa incomemetransfer in real tenras to low- income families. tn that way the income-msfer 
i n m  the d e m d  for f d  at the m e  time the domestic supply is increased. Price- 
d-g effects should be minimal under these circumstances. 

However, f d  aid taansferred in Oris way can also be used as a means of inducing 
hi* participation rates in schooling among low-income families. 

Consider the case ~f schml astendance among very poor families. The first- and 
secoad-born in such fmifies in the developing countries are often not able to go to school 



-use they 3-e needed in the W y  either to help paoduce the subsistence f d  supply or 
to easn a su&,kznce income by ~~g minor items on the street or by simply begging. 
Children who c.m:e Iater in fbe life cycle are able to go to school, but at least WQ cohorts of 
children often are isst from the dudoxid pmces. 

This is where fcmod dd can make a contribution if it is used in the right way. A 
possible approach is to provide a quantity of f d  equivalent to what is needed to offset the 
income the chidd is taming. This food aid should be provided conditiond on the student 
M g  in xhmI for a requisite period. In dfea, what is done is a pay the child to go to 
schw1, TAis typically wiU involve a larger mount of f d  for the individual M y  than is 
hvoIv& in sclbool lunch programs. 

Such an approach has a multiple payoff in terns of attaining economic development 
gds.  It improves the nutritionat status of the affected families, and in this way &s the 
health status of the fhilies as well. Improving their nutrition and health status increases the 
&&ty of the children to learn, and especially ts abah cognitive sllsills. This is a multiple 
payoff, on top of the original g d  of getthg mwx students into school. 

The policy of monetization be phased out as quickly as possible axmd that 
viable f i i l  s y s t w  be developed to generate the resources needed to 
supprt l d  programs for such activities as collaborative educational, 
research, duad ohes !&I& of pssgsams. 

Another high payoff use of food aid would involve using the counterpar& hnds 
generated by the sale of such aid to provide l d  support for mllahrative educational, 
research, and other h d s  of programs. Such activities have a high social payoff in their own 
right. So long as f d  aid continues to k monetized, the counterpart funds so generated can 
be an important coxttributor to obtaining a higher rate of economic growth if used to support 
such activities. 

Strengthening the Agency for Intemtional 
hvel~gment 

A mew Center (or M i t e )  for Scientific and Technological Co~bpration in 
Development be estalbkhed to promote scientific and t&noIo@w1 



cohhmtisna between U.S. educational aod m r c h  Witutions and 
shlih ir;tstmtiom ill other countries. 

A strong element of U.S. foreign economic assistance Arpost since its 
inception has been the sharing of this nation's knowidge with those lin the developing 
~~untries. This was the explicit pint of President Tmrnan's Point N Pro-. It has also 
been m important part of later institutional foms of this mntry's interntional assistance 
galogm& 

An important assumption behind these pmgams was a belief, supported by substtanthl 
widewe, &at the United Stabs was the scientific and ~hnoloa;ical leader of ?.he world, and 
that Hatowledge was a nonelhhaustible resource that muId be shared with others. &ot?ier 
belief, often expressed explicitly, was that the land grant ~ U e g e s  and universities held a 
privileged position in the U.S. system and thus should play a amaj~r, if not rnonapofisPic, role 
in delivering kcfinical assistance to other countries. 

These assiyrnptions are no longer tenable; neither are many of the other assumptions 
that underlie our economic assistance programs. For example, the United States is no longer 
the predominant I&er in expenditures on science and technology; an w e r  larger share of the 
world's research md devcloprnent budget is spent by other countries. 

Similarly, the United States has lost its global leadership in field after field of science 
and technology. These developments mean that the United States can m longer view itself 
as M g  the source sf all knowIdge, but should instead position itself to h e f i t  &om the 
new knowledge being produced iin other countries. It can do that by developing programs 
that foster kt.e&ond cooperation, with mutual. sharing af h~wlgdge, rather than to view 
its - mission as one of technical assistance. 

From a somewhat different perspective, the United Szates needs to accumulate a 
b W  and enhanced stock of howledge on the rest of the world. Developing cooperaoive 
research progmns is an important way to do that. Similarfy, U.S. young people n d  to be 
trained and educated to work in an increasingly interdependent world. They need to h o w  
more h u t  otha parts of the world and other cultures. U.S. faculty thus need to have a 
stronger base sf h ~ w l e d g e  on other cultures, other economies, and other plitid systems, 

The ~drejgs Assistance Act was passed in 1361 to develop programs that would artain 
some of the above objectives. Unfomnak1y, this legislation ended to view the rest of the 
world from the old perspective of U .S. dominance. 

me prop& Center shouid be the recipient sf a significant share of this nation's 
appprktion for international, economic assistance. Some of the grants wouM be for 
mlldmrative r-ch efforts. Another part would be for c u b m ~ v e  educational programs, 
to include f;aculty exchange, student exchange, and ?he: development of truly international 
educational endeavors. 



The Center would be a grant-ma&tg iastimtian wmpimbIe to the National Institutes 
of Health 0 and eventuaI1y have the same prestige attached to it. Grants administered by 
the Cmtg would be made on a competitive basis and would be opn to all U.S. universities. 
l?qmsds wodd be subject to peer review in the same way that pmps&s ire made to the 
NM md the National Scimce Fom&t30n. 

What w d d  differentiate the projects of this new Center is that they would be truly 
cdbtmative efforts. &search, educational, and jnstitutiod development pmjects w d d  
have to have partners in another munq oa countries. In Adition, funding would have 98 be 
da a co-r;~tive b&s. Past intmmtional research and ducation programs have Ended to 
& s g k  domestic .sources of h n h g  in ine recipient muntry. blsnsquendy, researchers arid 
~u-n in other countries have nst devdoped theit m b e p m e a  and tiifid-mising d d s ,  
a d  h m d c  mwms of support have not emerged in other mumntria. 

Making the gmts conditional on fimciaI support from domestic sources in the 
c ~ h b n t i n g  muntries should encourage significant institutional development in those 
couatries. 

The m e  applies to participating U.S. institutions. Since these' programs wouId 
uItimately be in their own economic-interest, they dm should provide a predetermined share 
of the resources for the programs. Requiring counterpart funds on bsrh sides of the 
ampemtive m g e m e n t  has the potential to mobilize a significant mount of additiond 
resowces. Moreover, i t  makes it likely that the cooperative programs would be more 
effectively integrased yith ongoing programs in cob~3g:rating institutions. 

- The Center would need a strong in-house technical capability. 'This in-house staff 
would need to work closely with the regional bureaus of the Agency for International 
Development to identify program priorities and to hdg facilitate program development. The 
in-house staff couM also m e  as the strategic analytical capacity for the Agency as it 
tkvdops its own programs. In this sense it w~uld  be a strong asset to the Agency, 

There are a number of reasons for establishing a center and program of this End. 

First, in remgnition of the growing extent ts which the United States f&es 
competitive pressures from abroad, many universities in this country are attempting to 
intematio& their cunicula md to do more -ch on international issues. However, 
hding for such eflorts has been sorely lacking, even in the major research universities. To 
date, the Federal government has not made a significant commitment t~ international research 
or edracation within U.S. march and teaching institutions. The htemati~ndl Education Act 
of 1%7 was dedicated to that end. Although passed by Congress and signed into .law by tbe 
President, money .has never beel appropziated fsa it. 

Second, one of the problems with strengthening the international cumcula in the 
universities is the lack of faculty with me international competence. An expanded progm 



though the pmpored Cena watld enable the United States b & important steps towards 
the WeIspmerst of such ku l ty  competence. 

Third, the proposed program of the Caiser would k of conriderable value to ?he 
o~lhb~&g wuntries. I[t would enable scientists and educatops in those coun~a 
m b t e  with some of the Best researchers md coUabratms in this country. %his 

on wodd be on the basis of m u d  w t ,  however, and would bef i t  both 
sides. Moreuva, if the projects and programs are e l l  conceived, theR can be a gmt  ddtal 
of bslimaimal &veoprnena on both sides, 

Another advantage of such an initiative is that it would enable the United Stales to 
capitalize on the paa investmen& it hu made in participant wining as a component of 
institutional development. Zn addition, this is an effixtive way of dealing with the so-called 
problem of "gmduat5ion from aid." Because it is coIlahration, not aid, no country 
"graduates.' The nature of the relationship simply changes over time. CoUahdve 
programs would became more sophisticated and different programs wouId evolve as 
Qeve1qmmt proceeded, 

Tbe LnowIdge and human capcity growing cut of such international ~Uaboration 
should be of value to both the private and public sectors in this country. It should give the 
nation a capcity t~ aces the ~ u ~ t s  of mearch and development activities undertaken in 
other countries. It should atsa enable the United States to compete more effectively in the 
international community, drawing efficiently on howldge and technology prduced in other 
coun~es. 

The key to the ssumss of the Center would be me acquisition of highquality staff b 
manage and direa the program. To be effective, the Center also needs to have a sense of 
priority and a weU-articulated mission ahd set of objectives. An advisory council of highly 
qualified development specialists should be crated to ptovide policy guidance for the Center 
and to help establish p m g m  priorities, and keep them focused over time. 

To develop the effcctvaess of the program further, U. S. universities need to provide 
for m ~ r a t i v e  arrangements on Cse domestic side. Not every university needs a research 
and eBucatiod capacity for every country in the world. There is a role for country, 
regional, and subject-mailer specializatiion. An a d  product of an expanded international 
m h  and & d o n d  =pacity in &is country could well be new institutional arrangements 
that fkilitate amperaeon. 

Identifying the most approgria?e institutional home for the Cmter was a major 
cMernge fiir the Task Force. The: principal a lmt ives  considered were: 

* Esbbish the Center as a completely new, autonomous institution; 

* E x p d  and stragthen the newly created A.I.D. University Center in AID; or 



* Establish the Center in the National Academy of SciertcedNationaI Research 
Cound. 

2% T45k Force .has COXM thnr in the brig pun rhis nation wdd best be s e d  by 
afd3bhing a complete4 ~ommorrs aJsd i&pe&m center to WbichfbMom and 
g o v e m ~  agencies w1Jd c 3 m . b ~  amoum. Such an agtonom9us center wouM have the 
flexilp'ity t~ design and manage an h ~ m ~ o n d  mbmtive  p m g m  and be able. to attract 
the bighest quality 47. 

The atabfishmmt of such a cater wouOd-require the leadership and support of the 
mjor fotmdatians in this country md of ttre Wuersity cummmity. Such leadenhip and 
supgm~ tQ strengthen U.S. interntion& mlhbomtive effom in science and +whology are 
needed in any *rse t~ regain the international leadership this nation is rapidly losing. 

Untif such a center is created, the Task Force recommends that efforts be made to 
strengthen the new University Center recently established jjl A.I.D. As many as possible of 
the characteristics and features of the progo& Cater for Scientific and Techdogid 
C00pration shauld be incoprated into the University Center. This capacity can then be 
transfed to the prop& Center and give it a running stan. 

The current CRSPs, which have rapidly b m e  an important means by which the 
U,S. agricuftd research and education establishment collaborates with similar 
establishments in the developing countries, could serve as the basis for the new Center. 
Eventually, Center should be the basis of scientific and technological mUabomtion 
betw&n t!!e United States and institutions in atI countries, as well as with international 
institutions such as the International Agriculhrmf Research Centeas. 

Iln Witute for Private VoIuntary Cu;+mtjon 

An Institute for Private Voluntary Cmgeratio.x~ be created, paralleling the 
Center for Scknmc and Technofogid Cooperation in Development, to 
strengthen and eoBzborate wkb g m s  mots organizations in developing 
e0Unt~e.s. 

R u d t a t i a n  concms for the p r  in the poorest countries and for hose who 
have been disp- by international, conflict a d  domestic ~ ~ s i o n  will. continue to 
-resent a basic imp& for foreign assistance by a wide spectrum of the American public. 
(Xficial assistance agencies do not have a strong record ~f perfornee in this are 



The Institute s%ouId be organized to fund programs by PVO$ NGOs, cooperatives, 
and other agencies on a competitive basis. The Task Force believes that too much of present 
finding for such activities has been treated as an entitlement. 

The Institute could also play a major role in add-esshg the problems of disadvantaged 
women, children, and marginslizcd minority p u p s .  Much of food aid could be channeled 
h g R  this Institute, including that designated in support of edu~~aional progxams such 
those described earlier in this chapter. 

An imgorimt part of the fesources allocated to the Institute should kused to 
strengthen PVQs and NGOs in the developing countries and here at home to underfake the 
pmgmns assigned to them. The in-house staff shouM have a high level of technical 
competence to evaluate proposals and identify the kind of strengthening programs needed by 
the PVQs and NGOs. The BVOs and the MGOs should also be liakd with universities both 
in the United SFaks and in the developing countries. 

Stmagthenin& the Technical Capacity sf the Agency 

A major effort be made to build and maintain a highly qualified staff thd 
is decbicafly competent to address the &arHenges of the revitalized mission 
sf the Agency. 

At one time the predecessor agencies of A.I.D., and even A.I.D. itself, had a 
significant in-house staff of highly qualified technical ]people. That capability has gradually 
eroded over time. Today, most of the staff are highly qualified finajlc5a.I people, competent 
generalists, or people with a high degree of entrepreneurial capability. 

Knowledgeable development economists and sociologists, politid scientists who 
provide leadaship for programs designed to deal with governance issues, specialists 
howfedg&le h u t  the scientific and kchndogid issues of agriculture, and those 
howldgga%,le in a similar way about the other sectors of the economy are needed. 7R.e 
Ageney shwki nLro have in-house kapabiliry on i?Uemaonal tmdc issues to asbe in devising 
strotegies to redize the ~ompkrnmriy between aid ond tr&. 

Task Force Reclommenchf ion: 

U.S. universities i n e e m h  their Mejrnationai program and make them 
an Megal part of tbe of their activiti.~. Mechanism should be 



developed to enc e active coHaboraQion on resea&, extension and 
6u%reacb eEorts, univers&y p r m ,  a d  other activities. 

Many U.S. univwsities need significant reform if they are to participate 
efiectively in hmahund aqerative activities as envisaged ixc ahis ~egort." In fact, a 
great d d  of hs#i'lutionat innovation md meativiity is needed generdlv if Ohc United Slates is 
t~ tkveHop sound m?.?abotlve pmgmns with institu$ions im other wuntries. 

Consider U.S. universities as an example. Although peqxctives md programs are 
chghg ,  m y  U.S. universities are still very much domestidy oriented. Moreover, suck 

on in hknnationd activities as they do engage in is done in part on h41e basis of 
EM=-for-hire or contract. They thus seek full reimbursement for their progm 
hv~Iveaent. 
The result is that their international programs are often little more than appendages to 
propms &at inherently domestidy oriented. 

Intemationd programs should no longer exist as sepatate and indtqndent activities- 
Momver, the incentive. md reward systems within the universities should enmurage the 
involvement of the best sf the faculty in such programs. In some cases, significant sums will 
be needed to develop the international sldlls 4 the faculty. In many, if not mast, U.S. 
universities, significant rmrgmhtions md investments will be required if they are to 
develop effective i n t z z t i ~ n i i l  programs. 

U.S. univasiities will &so a d  to deveIop more effective ways of sharing their d e n t  
and students if &e riation as a whole is to develop a str~ng knowledge base on the rest of the 
world. C& universities will have a mmparative advantage on certain countries and 
regions, often related tro &eir own economic base in their city or state. The activities that 
comprise this comparative advantage should be strengthened. Students will be selective of 
such institutions according to their own interest. But in the case of the land grant 
universities, in wbich tuition is subsidized, mechanisms will need to be worked out whereby 
students from one state can matriculate in the university of another state to pursue their 
iprtemists while paying the same ttritian they would pay in their home state. 

Mechanisms also need to be developed by m m s  of which universities can ~Uaorate  
more effectively on march projects of mutual interest. Such mechanisms are evolving in 
the c u m t  system of agricultural CRSBS. They need to be developed on a more extensive 
md systemtic base. 

For more detail on these issues, see James B. Hanson and 
Jan C. Noel, @lUniversity Role and Participation in I T , § .  
Development Cooperation and As~istance,~' paper corrmnissioned for 
the  Task Force. 1990. 



Similar mechanisms are need4 for extension or outreach programs. Such programs 
need to be able to draw on expertise in other universities since it is most d e I y  that any 
one university wiU have fxdty cqabiliv on more &an a limited rmge of countries. 
Pafzap f o d  bsacdty exchange -gemen& am Be developed f'r s5\ch pqmses. 

Mechanisms for coIl&mrati~n between the univefities and the other kinds of 
@cipnts in the programs are dso needed. Bn imporkrit feature of U+S. land grant 
universities is that they have developed strong domestic cobboraeive mangemats with the 

sector and wit& NGOs. S ; m h  kinds of arrangemen'., and linkages are needed fox 
their k-od pmgntms. 

Given the U.S. Department sf Agriculture's strong uhgabilitiei and the 
current bdershfp9s internest in igtemtional eotbperatisn aard deve%opexit, 
the role af USDA in btemtlonal coopsemtion, and in international =isrice 
mil education, be broadened and funded om a more esmhtent basis; more 
funds be appropriated a n a o ~  rec&&& for %USDA cobborntion h &e 

hum: sciences. 

The Task Force believes that the rationale in this reporf should help convince 
law makers and policy makers to implement the above recummendation. 

The U. S. Department of Agriculture has much to contribute to international . 

Cnzktpment zmd moperation, and much to gain as well. Agricultural development is the key 
to getting f!ae mfiomies of developing countries moving, and as the Task Force contends, 
USDA has the expertise and experience to contribute significm9y t~ that devdopment 
pmas.  At the same time, participating in coUaLboraeive efforts to get agriculture moving in 
&vd@g countries can better serve U. S. agriculture. Solving domestic agricultural 
pmbfms increasingly d s  for howledge, gem plasm, and technology t.! can only be 
qM from participation in the glob& network of agricufbd research and extension. 

Historically, USDA has played ;an impoftant, although uneven, role in international 
8evdogmmt assistance and mperation. Its primary interat has been to help U. S. 
agridture become more competitive in worfdl markets. It has thus an htcaest in wodd 
eamo~ic  growth and improving the ecanohes of developing countries, with the cxp~ectation 
of b~xasing future ~mrkets for U.S. agricultural products. 



The USDA haE oef::n found its suppat for international devdqment under fire f b m  
traditional oomntdily groups that view such activities as giving aid to ?heir competitors in 
worId expart: r~ark4cts. As a result, international w3nomic development activities in the 
Department have k e n  mfire1y funded by A.1.B. T1tese low-profile activities have sometimes 
ken disco-d by WSDA afieids. 

by don?e&c ~giicdtmd interests, 
p r - m  A -by a9 ~&xhc~rnI c t s ~ d o n  inilmdent of A.I.D.'s pmgrzims. hior i.o the Foreign 
Assisfmce Act of 1961, USDA had responsibility for pmgms of economic and techid 
coo~erratim rekted to agficdture md maatural resources, with overall coordination by the 
lkpmtmmt of State. With the formation of A.I.D., the USDA bst claim to those pmgams 
whose primary beneficiaries were deve10ping countries. She &at time, USDA has provided 
techid assistance and training for A.I.D. over a wide range of subject matter (including 
agriculture, forespry and nuhition), on a reimbursable basis. However, the ambiguity 
surrounding &is division af h b r  has k e n  a continuing source of coordination problems. 

Wen Title XII was under consideration in the mid-1978~~ some supporters m t e d  
the legislation to give USDA jurisdiction over the scientific and tech01ogid programs, 
partly because the universities were comfortable in working with the Department. However, 
Earl Butz, then Secretary of Agriculture, opposed giving USDA sucn responsibility because 
he felt it would cause palitid problems with f m  groups. Although A.I.D. was eventwliy 
assigned the responsibility, the BEAD (created by Tide XII) worked closely with WSDA, 
appointing an official to serve as "Federal Designeew for thc Board. 

The 'passage of the 1990 Farm Bill gave USDA an expanded set of global agricultural 
science, ducation and development priorities, which it must address aside from A.1.D.- 
financed pmgms. h general, A. I. D. countries tend to be those that are laser deveIoped, 
while USDA's interests tend to be in the mare developed wrtntries. Thus the need for 
~ardinatian most ohen occurs where USDA's global interests overlap with A.I.B. 's 
responsibilities. 

Althmgh the USDA has ample authority b carry out international eoWom~on in the 
agriculiud sciences, few funds have been appropriated for that ific pupse. until the 
Congress sees the domestic benefits of these activities, k k  of finds will pmbably limit 
USDA participation in international w~aboration--activities the Task Force has argue$ have 
a high payoff for the United States. 

The current Idership in USDA is committed to expanding pcmic5gation in 
international amperation and collaboration. Earlier in the Bush ~drnini~tion, a National 
Policy on International Science, Education, and Development was adopted, which 
emph~jzed the importance of agricufturt: as a means to revhlize and expand the economies 
of many countries and placed high priority on science and ducation. The policy 



underscad the importance of U.S. 
well as to engthen U.S. agricuf 

Intensit in btmatianaI cooperation md development among USDA agencies is 
meven and in such a lprge and div- department, coordination of programs is difficult. 

it not susprishg #hat ent does nut always speak with one voice m 
isatemtid #2oopxa~sn md . In a special paper mmmi&oad by the Task 

USDA agencies rtoward hlrma~omd development and suggested a ent-wide 
c o ~ w  for hternaeiod proms at the Qffice of the Secretmy level. 

Coord"inaaion between USDA and A.1.B. has often been a problem and source of 
confid, &ven the overIapphg roks and interests of the two agmcies. The dministntion of 
the f d  aid program Pas cular problem, with USDA's commercial. interests 
eenacting with A.I.D.'s dweioprnat interests. The 1990 Fann Bill attempted to clarify 
responsibility, but it remiins to be seen how this will work in practice. On issues of 
agricultural development, a joint working group serves as a mrd ' i t ing  body and is 
exploring m u m  interests. 

~n the kind of economy we now live in, almost wits of the m r n e n t  
should be wns~ctlvely isvolved in the activities of A.I.D., and the mge of institutions 
participating in cullab~qtive efforts can be broadened. For example, the Economic Research 
Service ) has an interest in better understanding economic and agricultural policies in 
the developing countries, and in improving those policies so as to promote a more rapid rate 
of economic development. ERS can do this by collaborating *tb similar agencies in other 
countria. 

The same applies to tlw: Agricultural Research Service (ARS) .  withan ever larger 
share of the world's agricultura.l rewch budget king spent in other parts of elhe world, an 
wer larger share of bioiogial innovations is king produced L other parts of the worid. By 

g invdved in ~ ~ U a b r a t i v e  efforts in those countPies, ARS will be able to help ~~~ those efforts wMe at the same time p$itioning itself to share in the new 
knowledge and Wh?01gy king developed. 

The Animal aad Plant N d f h  hsgection Service (APHIS) should also be directly 
engaged with J i ~ k  agencies in other counaifs. With international h d e  gmwing and with 
an e v e  larger movement of e a m n d  the world, the pknW for the spread of animal 
and plant disea~es and becomes ever larger. By coI1abratiing with pdle1 agencies in 
other countries, MEUS acquires the basis for understandig these potentid pests aad how to 
dad with them before they w i v e  in this coun~y. In addition, ~n?kuoua relationships 
provide a basis for monitoring the spread and development of such pests and plagues. 

42 Eane E. Holdcroft and James Nielson, "Strengthening the 
U,S. ~overnmenk~s Capacity in Agricu3ture Development,'g 1990, 



'She Foreign Agicultud Service (FAS) has do1.e an excellent job of pmtecthg the 
htensts of U.S. producers in the i?a_rfow sense. Rowever, it needs to broaden its 
~ ~ v e  and play an htermdiaxy role in promoting the sher activities described W e .  
FAS has an aglricult~hal attache, and in some cases 2 munwlor or a minister, in a w e  
number of countries. These people can serve 7is important i n t e r m m a  for this larger 
mission. FAS can also play an important mle k coohating the activities of trading 
agencies established in &QUS states. h this sense, they can sewe as a source of market 
b f o ~ o n  for these agencies and for similar agencies in other cciuntries. 

The Task FOKZ hias observed that A.I.D.'s interest in agriculture apgtars to be 
declining while the USDA has an increasing interest in the.hernational dimensions of 
agriculture. This raises questions abut  Be appropriate hture division of labor between 
these two fderal agencies. 

2% Task Force also notes t k  mven pmern of interat in i#ehuuionitZ &wIopment 
over the years rutd recomndc tiaat the USDAl hvelop a nwre clew@ anicdated policy ond 
rm.ormk far iu intena~~ond invoZvemep~t, with bUter coordmPIQnon m o ~ g  the numerous units 
qf rk. &mrrmem. 

In addition to the work that USDA has historically done for A.I;D. an a reimbursable 
basis, USDA could better save U.S. agriculture by intensifying e f f i  to internationalize 
domestic research and education programs through coope??~tion and collaboration, building on 
the close histQrical ties +4th the land gmt  universities. 

, More Effective kTse of Economic Ass ince  

Remedia1 adions be taken to improve the effectiveness of econodc 
assistance, (Such actions are spelled out in the sections that folIow.) 

Adopt New, More Realistic Goals 

An important fdhg of this nation's foreign emncrPlic assistance program ever 
since it shifted h m  assisting Western Europe to IH-oviding developmen? assistance to the 
developing countries has been its undistic goals. Politid leaders tend lo promise much 
when they want to m o b b  support for a @;cdar program. The U.S. f&gn aid program 
has not this syndrome. 

This mion needs to recognize what a small mount of resources is involved in its 
foreign aid progmm, even under the best of circumstances, and especially in light of the 
magnitude of the grobIem. Any number over $2  0 Fiucrn sounds like .a lot, and most U. S. 



citizens expect such a sum to accomplish a p t  deal in raising per capita incomes in other 
CQmhes. 

However, even under the best of circurnsbncs, this aid Adom amounts b more than 
one d o k  on a per capitat basis in the recipient country. !When viewed as an investment, the 
returns wodd be only pennies in terms of a higher pg &pita income. 

If U.S. golitid leaders want to develop credible political support for programs of 
co-mtion and ampaation, they need to be realistic and candid about what can be 
a0~6mpMd. A recent study by Willis Peterson shows that the social rate of return to 
foreign economic assistance by the iadustridized countries of the West was m the orda of 
50 percent.43 That is a high rate of return, and much higher than the rate of retm to most 
mmmercbl ventures. However, when applied to such a small amount of resource transfer, 
the impact is still rather modest. 

Adopt Efficiency Criteria for AUm~tjing U.S. 
Development b h n c e  

In the past, politid considerations have played a major role in the allocation of this 
country's scafce development assismce dollars. A major share has gone to hKB countries, 
Egypt and ismel. 'The remainder has been widely allocated among a long list of countria, 
with M e  attention given to the expected rate of return in furthering U.S. political and 
economic gads. ?'he result is that this country has realized far less from its investments in 
&ms of promoting economic deve~oprncnt than could have k e n  the case. 

As we move away h m  rationalizing our foreign aid program on the basis of our 
benevolence, and shift instead to justifying it as something in our own best interests, we as 
citizens should be able to take 2 harder line in evaluating foreign aid in terns of realizing our 
country's goals. Considerable artentian will undsubtedIy still n d  to Be given to political 
issues in making program decisions. But a broader perspective on what is in our best 
iflte~sts should be considered. This broader interest should include such things as where we 
can contribute most t~ global economic development, where we might rake the greatest 
CO~tTib~tin to science md technology, where we might r d i z e  the largest payoff back into 
the U.S. economy, and where our activities might have the largest leverage. 

h sum, we should be more calculating on the btdl social rate of return to the U.S. 
economy, with thls criterion given a weight at least equivalent to that given to mbre nmow 
@tical interests. Factaring in such things as contributions to improving the environment 
& promoting susWIe  economic development, and improving the access of women, 

a "Rates of Return on Development Assistance Capital,Iq 
University of Minnesota, October 1985. 



chifdren, and minority groups, will not be easy. But the Agency's phmhg office shodd be 
worhg  on making just such calcu1ations. 

Under the best of circumstances, the amount of' resowces available for 
econamic dere1ogl~~nt assistance will be small in &tion to the size sf the Qcvdopment 
task. Consequently, it is important that every effort be made to maximize the leverage of 
these ~ ~ S O U T ~ .  I$h;tt means that in additioi; to assuring that the m f c e s  are: used for high- 
payoff hves;ments, every effort &odd 'be made ts maximize the leverage of the resources 
on both ends of the development relationskiip. 

I hvesting in the hslhtional and physical infrastructure that supports the paivate sector 

I in the developing countries is one way of doing that. This will raise the pductiyity of 
I activities in the private sector and help broaden the development process. 
I 

I Mabilking the resources in the private and NGO sectors on both sides of the 
I relationship is also important. To the extent both sectors are involved, they will bring 

additional resources and talents to the endeavor. NGOs, for example, are able to mobilize 
resources in the United States, and NGOs in the recipient or cobrating countries are able 
to do the same. Businesses i ? ~  the U.S. private sector will dso bring additiond resources to 
the endeavor if they see the potentid for benefis for them in the future. 

h the case of the private sector, these potential benefits will loom larger if pact of the 
c o ~ r a t i v e  effort is directed bo improving the policy ambient in the ~8brat ing  country. 
The benefits aXsa be huger if the wbhative efforts are dtrcxted to assuring 
institutional fhmework in the ~011aboratbng country that protects private property  right^ and 
which assures the private sector that it wil l  be able to take the returns from its investments 
out of the country, Helping to create this proper institutional timework Ehas a high degree 
of leverage in its own right, and should have high priority. 

Broaden the Domestic Institutional k 

More than any other dd agency, bilateral or multilateral, the Agency fsr 
htenrational DeveXoprnmt has draw on the US. university system m m i s t  it in its 
deveJoprnent activities. To a lesser extent, and more rece(ntly, it has involved the NGO's, It 
is now time to b d m  this  live further. - 

A wide m y  of other institotions can be used for this purpose. Itn the case of 
agricultural development, the U.S. Depaszment of AgricuIWre has an important role to play. 
The same applies te, oahm institutions in the government sector. For example, the 
Environmental Protection Agency should become directly involved in collaborative programs 



with paallel agencies in oltrer countries. In so doing, the Agency will not ody contribute to 
eflorts in other countries to address mvironmentA and sustainability problems, it will dso 
lean a p t  deal of d u e  to the United States. 

H d t h  orgmkafions in the United States should also cs l [ ] labo~ more extensively 
with para.Ue1 agencies in other countries. The rapid spread of A D S  in the United States and 
other countries should k rn object lesson of the potentid hpmce of such mhbomtion. 
The Unit& States has every interest in w h g  this d i m  in other countries in ordm to 
reduce the risk bere at home. In addition, more extensive colhhrative arsargements 
b@mationa4ly w3.I strengthen the efforts of these institutions to deaS with other anrent and 
ptenoial, health problems here at home, This is an important example in which mutual 
payoifs are potearntially very great. 

It is important in developing collaborative &gemem with institutions in other 
countries to takc a linkage or network perspective. The goal should be to linL Y.S. 
hstitutiuns with similar institutions in a large number of other countries. This can produce a 
high degree of synergism from the cross-fertilization, and thus generate a large mount of 
mutual knefiI3. In a very real xnse, this is the key to introducing leverage hto the efforts 
of tbe Agency. 

The missbg Sink in establishing such networks is often the lack of resources to make 
them happen. The respective agencies would be willing to participate in such activities if 
they had the travel money to do so. h some cases, they would be wfing to commit m e  
of their own resc~urm to the proposed collaborative programs that are in their own interest. 
iPfrus, providing transportation costs would have a high degree of leverage, and could 
mobilize not only a great deal of talent but a great deal of additional ogerapi.ond resources as 
weU. 

Avoid Displacement of bca1 Sources of Support 

An unfortunate feature of past U.S. development assistance programs, and of 
those of otber bilateral and multilateral development agencies, has been their tendency to 
dkpkice id sources of support for development activities a d  ts preclude the development 
(PP entrepreneurial sWs in she institutions of the recipient country. 

me case of a significant cotton research program in Brazil iUus0r;stes the problem. In 
ehe 1920s, the State of Sao PauXo, Brad, used ibs own resources to recruit expatriate mtton 
breeders from Germany a3d the United States to establish a cotton research program. It paid 
their safaries and suppmtd the research program with its own resources. Tbe pmgmn was 



But the pmgm came on to hard times, and neither the state of Sao Bado nor Brazil 
bad the incxntive to remate the program at a later dare because foreign aid were 
zwaibb1e from the United Sam. Ironically, A.I.D. was not able to s u m  for a 
cotton nsemfh p g r % m  out of fcar that f would s&engthen the cumpetition for U.S. cotton 
m-- 

M m  generally, foreign aid pgrams have tm o h  precluded the development of 
~Qqmmeurial skills m'the part sf dministrators and other leaders in the deve1sping 
muntris. The provision of eccmomic ~ s ~ c e  Ilas displaced domestic sources of support, 
with the result that 1 0 4  administrators have not tiad to develop the skills to go to their own 
funding agencies and make the case for continued suppart for their programs, 

Future csflabrative programs should seek to accomplish just the opposite. Resources 
Wid be provided only conditional on the ~Uabrating institution having developed 
h d c  mums of support for the programs. 'Phis applies to the United Sates side of the 
relationship as well. Such a requirement applies an additionat test to the importance of the 
programs. If 1 4  agencies are not wirPirng to provide some portion of the support, it says 
something about the priority given to the specific activity. On the other hand, an agency's 
willingness m provide for local. resources, provides some assurance of the eventual 
sustainability of the project or program. 

Condudlng Comments 

The intematiorrai economy, which sets the context in which this nation cooperates with 
other countries, has changed dramaticaIly since the United States first began its program of 
adlaboration with tbe developing countries. Tlhe role of the United States in that larger 
6comomy has afso changed, as has the perfomce of the U.S. economy itself and the quality 
of its economic policies. 

This nation has, if anything, a more vital interest in ~~g with other countries a 
the 28th century ends than it did at the end of World War PI. Although no Iongel challengd 
by the &+kt Empire and the mld war, its er;onornic and pol.itid interests have pm. me 
fbture wwth of the U.S. economy and the security of its economic hmas wita d m d  h 
we part on developing doser relations with other countries and coopmthg with bern for 
mutual growth and developmerrt. 

Barry W. Ayer and G. Edward Schuh. nSocfal Rates of Return 
and Other Aspects of Agricultural Research: The Case 06 Cotton 
Research in Sao Paulo, Brazil,@ m, 5 4 ( 4 ) :  557-569, Nov 72. 



mmotirrg freer trade is one such f m  of international cooperation. But helping 
strerrgthen the capacity for invmeats in human capital in other m t r i e s ,  if done in the 
way the Task Force recommends, can redound in benefits ta the United States. Moreover, 
nzvilaEzhg U.S. commitment po agricultural development in the &ve10phg countries will 
help assure that the befits &.om economic development are ~ d d y  distributed in th~se 
~~untrks. And hrther, it will contribute to the fmation of buman capital in one of the 
most penwive ways pou'bIe-&ugh improvements in the nutritional stabs and health of 
large nramkrs of the disadvantaged, thus making them more pductive. 

The key to &talking U.S. programs of cmpmtion with 0th countries is the mation 
md dwefopment of new institutional anangemen& in this country, and the mobihtim of its 
W minds to tackle pressing global problems. The development of relevant and. vital 
hsfitutions In the countries with which the United States c~Uaborates is e q d y  important. 



Epilogue 

As the Task Force study goes to press in early 1992, domestic problems in 
?he United States are becoming incmhgIy inkwined with reform of foreign aid, making 
the solution of the former a necessary condition for dealing witb the fa-. Two -current: 
issues are important as an epilogue to the Task Force's report, 

me a is the importance of improving the pehformancc of the US. economy as the 
basis for sustaining a program of hpernariond cooperation and wkboratiion with other 
countries. Key to improving this performance is to balance the federal budget, The 
r d g  deficit in this budget, and the restrictive monetary policy it q u i r e s  as a 
wunmpat if inflation is to k avoided, have a number sf important m.nquaces. 

They require the absorption of domestic savings to help finance the deficit and thus 
reduce the amount of savings available far productivity-enhancing investments needed t ]keep 
tke United States competitive in the international economy. 

They abwfi savings from ?he inkmatiorid economy for the same purpose, and divert 
savings from potentially more productive investments in other countries, and especially from 
the 4eve10ping countries. 

FhaBy, the strength of the doW, with the combination of a lax fiswl policy and an 
offsetting restrictive monctary policy, creates pressures h tl t i s  country for more pmtedionist 
measures against the implicitly subsidized imports and the ]lack of competitiveness abroad that 
a m n g  dollar creates. 

The United States is currently firnitel in what it can do &road because of the 
mumbig deficit in its -ce of trade. That deficit is directly attributable to the recurring 
deficit in the fed& budget which given our low rate of domestic savings, quires that we 
bonsw abmd. The inflow of capital is for the most part offset by the W e  deficit. The 
atccurnulation of intemationd debt which this leads to further limits the ability of the United 
States to respond to oppatunities and ~ M e n g e s  from abroad. 



S a n d ,  with the collapse of the Soviet Empire and the ending of the cold war, it has 
now become papular to ague for an America First policy. This argument is presumably a 
plea to a h d m  the nation's involvement in the international emnomy, reduce its 
m W ~ o n  wi?h other countries, and withdraw h m  its commitments to international 
~ v o m ,  

It would be difficult to & ~ d  a more u m s t i c  politid stogan. 

The United Stam is part of an international emnomy, for important economic 
reasons, not the least of which are techo~ogical b-ughs that 'have lowed 
tmsgortation and communication costs, thus expanding the scope for international trade and 
@?her htermtid invo~vements. As a nation we benefit significantly b r n  this inkmatiorid 
hvokvement. One need only imagine what we would be paying fur our energy supplies if it 
were not for the &Sty to import more than half our consumption fiom abroad, or the quality 
of automobiles we would be driving if it were not for ahe cornpeai5on to domestic firms from 
foreign companies. 

FW%y, thi sharp dichotomy ohen drawn between using U.S. resources ir! the 
domestic eoonarny or using them abroad is overdrawn. As a part of an interdependent 
international economy, the strength and performace of the global economy determines in 
large part how well the W.S. mnomy prforms. Strang economic devdopment'in the 
developing muntries can be just as effective as a source sf jobs in the domestic economy as 
direct investments we might make at home. 


