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Preface

This book grows out of a national project organized by Michigan State
University to study and advise on U.S. policies of economic cooperation
with the Third World. The project was the most extensive of its kind ever
undertaken; it involved 11 cooperating institutions, more than 100 papers,
and more than 800 individuals from around the world. Fifteen symposia were
held, leading to a national conference at MSU in May 1988 at which a
summary of recommendations reflecting the project work was extensively
reviewed. The report of that review, prepared by Ralph Smuckler and Robert
Berg with David Gordon, was later published under the title “New
Challenges, New Opportunities: U.S. Cooperation for International Growth
and Development in the 1990s” and has become a key document in ongoing
discussions—official as well as private—on future policies. Highlights of
this report appear as Appendix One in this book.

The project involved experts across the fields of international
development. Among the active participants were present and former leading
officials in the U.S. Agency for International Development, senior
policymakers from a range of other U.S. government agencies, leaders from
international organizations, key figures from the profit and nonprofit private
sectors, and numerous senior development experts from the Third World. We
thank them all for sharing their professional knowledge so candidly and
generously.

Each chapter in this book was especially commissioned as part of the
project. Drafts were first presented at a series of meetings in East Lansing
and Washington, D.C., between May 1986 and May 1988. At these meetings
each paper was thoroughly discussed, and has been revised and updated for
this book. We thank each author for excellent thinking, willingness to
consider suggestions, and continuing goodwill.

A distinctive feature of the project was the active participation of the
following U.S. institutions, which sponsored symposia and colloquia on
specific sectors and problems as part of the broader study: the Association
for Women in Development, the Board on Science and Technology for
International Development of the National Research Council, The Futures
Group, the Institute of International Education, The Johns Hopkins
University School of Hygiene and Public Health, the Midwest Universities
Consortium for International Activities, the!Overseas Development Council,
the U.S. Council for International Business, the Virginia Tech College of
Architecture and Urban Studies in cooperation with the Washington Chapter
of the Society for International Development, the Winrock International
Institute for Agricultural Development, the World Resources Institute, and
MSU’s Center for Advanced Study of International Development. Appendix
Two contains a full list of the papers presented at these meetings; the papers,
or summaries of them, are available from the institutions that hosted their

xi
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original presentation.

We appreciate the cooperation of all these institutions in contributing to
the analyses presented here, and to the overall project. In each case, the
leaders of these institutions played an active role both in their specific
colloquium and in the activities of the larger project. The financial
contributions of several foundations facilitated the organization of the various
colloquia.

The editors owe special gratitude to our late friend, Paxton Dunn, who
until his untimely death was vice-president of the U.S. Council for
International Business. Paxton showed continuous enthusiasm and
commitment to the project and, despite his illness, actively participated in
numerous meetings all around the United States. He brought to the project
both the perspective of the U.S. private sector and his own wealth of
experience and wisdom drawn from a long career in business and in
diplomacy.

The editors gratefully acknowledge the continuing support of Michigan
State University in bringing this volume to fruition. Ralph H. Smuckler, dean
and assistant to the president for international studies and programs, has been
the leading force behind the entire project; it is no exaggeration to say that
the enterprise would not exist without him. Ralph has been a trusted
colleague and a good friend to both of us. Tom Carroll, director of the Center
for Advanced Study of International Development (CASID), worked closely
with us through the entire process of editing this book, as did Doris Scarlett,
CASID’s able program coordinator. We thank both of them for their help and
their friendship. Katherine McCracken, our editorial assistant at CASID, had
the unenviable task of reconciling the styles and terminology of our
contributors and made an excellent contribution to the final product. Ruth
Marlatt did yeomanly work entering and transferring the various word-
processing disks; she worked with competence and grace under considerable
pressure from editors and publisher.

We thank Lynne Rienner for her enthusiasm about our work, and also
Martha Peacock and Gia Hamilton at Lynne Rienner Publishers for their
outstanding help in bringing the manuscript to publication.

Generous support for the core costs of the project was provided by the
MSU Foundation, the John D. and Catherine T. MacArthur Foundation, the
Carnegie Corporation of New York, and The Pew Charitable Trusts. We
thank each institution for faith in us.

We take full responsibility, with our distinguished group of contributors,
for the analyses presented and any errors that might be contained within.

We urge reflection on the subjects in this book and on the public policy
implications that flow from these presentations.

Robert J. Berg.
David F. Gordon



ONE

Introduction and Overview

ROBERT J. BERG
DAVID F. GORDON

Forty years after President Harry S Truman first articulated the United
States’ commitment to promoting economic development in the Third World,
the nation stands at a crossroads in its relations with the developing countries
of Africa, Asia, Latin America, and the Middle East. U.S. policies toward the
developing world fall short of meeting U.S. economic, environmental, and
humanitarian interests and, unless fundamentally changed, will be unable to
respond to the disparate challenges of the 1990s that demand cooperation
between the United States and the Third World. -

In 1949, Point Four of President Truman’s historic inaugural address
extended the concept of Marshall Plan support to key countries in the Third
World, particularly those surrounding the Soviet bloc. The Point Four
program recognized the important link between U.S. economic growth and
security and the need to generate economic development in the Third World.
It brought together the United States’ humanitarian concerns and its national
security interests as the richest and most powerful nation in the world. While
the world has changed dramatically in the 40 years since Point Four, and our
contemporary concept of national security needs to be broadened to include
economic and environmental themes, the basic rationale for Truman’s policy
remains unchanged.

John F. Kennedy began a new era of U.S.—Third World cooperation with
a series of initiatives: establishment of the U.S. Agency for International
Development (USAID), the Peace Corps, and the Alliance for Progress.
President Kennedy’s bold moves brought an official U.S. presence on
development issues to virtually all parts of the Third World. The first half of
the 1960s was an era of optimism and high expectations for international
development, both in the United States and in the Third World. This was the
only time when a true national consensus in favor of active development
cooperation with the Third World prevailed in the Congress. This consensus
brought together those motivated by security concerns and the threat of
Soviet communism with those motivated by humanitarianism and a belief in
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the United States’ interest in a rapidly expanding and more equal world
economy.

The domestic consensus favoring development cooperation was broken
in the late 1960s by the deepening commitment of the United States to the
war in Vietnam. Vietnam shattered the postwar bipartisan consensus on
foreign policy and ended the period of congressional acquiescence to
executive branch initiatives in foreign affairs. In the area of international
development, congressional distrust arose against both President Johnson and
President Nixon because of the way their administrations distorted the U.S.
aid program in making it part of the war effort. In the early 1970s, Congress
repudiated the official foreign assistance program, delivering the final blow
to the coalition based on linking U.S. security interests and humanitarian
concerns. :

The early 1970s were a period of sober reassessment of international
development and the role of the United States. In the Third World, voices
were raised against the use of foreign aid as an instrument of power. In the
United States, there was concern about whether the benefits of development
in the Third World were reaching the poor. There was a strong feeling in
Congress that stricter guidelines on the use of foreign assistance were needed
to guard against a repeat of executive branch misuse of the program. Out of
this crisis emerged a new legislative coalition that set U.S. policy in “new
directions” toward a people-oriented philosophy aimed at meeting “basic
human needs.” This approach focused on specific poverty problems: food
production, population growth, health, and education.

The basic human needs coalition succeeded in establishing legislative
guidelines for their approach in 1973 but was unable to provide durable
support and direction for U.S. policies of economic cooperation in the Third
World. The practical life of the basic human needs approach was less than a
decade. While the legislation generated by the coalition still provides the
official basis for U.S. policy, the actual program has become a victim of
dramatically changed circumstances in the Third World and diminished
congressional interest in, and support for, development cooperation. In
addition, the guidelines adopted in the legislation have been virtually ignored
by the executive branch.

Expansion of basic human needs programs seemed reasonable in the
context of sustained rapid economic growth that marked the Third World at
the time of the New Directions legislation. While the goals of improving
conditions for the poor in the Third World proved hard to achieve in the short
run, real progress was made in the first phases of implementation. But in the
late 1970s and 1980s, economic expansion gave way to the debt crisis and
economic recession in much of the Third World. As economies shrank,
meeting basic human needs became far more problematical.

At the same time, under President Ronald Reagan, the uses of U.S.
foreign assistance became much more strategic and ideological. There was an
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increasing disjuncture between the original legislative guidelines and the
actual content of the program. The Foreign Assistance Act became a jumble
of conflicting goals and guidelines, lending no real direction to the executive
branch. The Reagan administration’s almost cavalier change of directions in
its economic policies with the Third World met initially with remarkable
passivity in Congress and major constituent groups. But by the mid-1980s,
Democrats in Congress and the constituent groups that have traditionally
supported foreign assistance were increasingly critical of the Reagan
administration’s overall approach to international development. In this
context, the current crisis of foreign assistance and U.S. pollCles toward the
Third World ensued.

The past few years have seen a remarkable rebirth of serious thought and
debate about international development cooperation. Policy leaders here and
abroad have come to realize that new challenges and new opportunities
abound for which policy responses are needed. The geopolitical foundations
of U.S. foreign policy—the East-West conflict—seem to be shifting beneath
our feet, forcing new perspectives on a range of international issues. The
“short-term” debt crisis of the early 1980s has turned into a seemingly
permanent condition for much of Africa and Latin America. The varied
dimensions of the population and environment crises are increasingly taking
center stage. The impetus to popular participation in the political and
economic life of nations challenges the usual ways in which economic and
social business has been conducted. And perhaps most fundamental is the
subtle, pervasive psychological climate of a far more interdependent world
heading, in less than a decade, into a new millennium.

These factors all lead U.S. programs of international development
cooperation into a new conjuncture where fundamental policies are again
under discussion and new courses are being proposed. Indeed, in the
1988-1989 transition year of a new administration in Washington, a real
cottage industry of analysts proposing new policies for the new government
arose. Leaders in Congress, the main environmental groups, academic
centers, think tanks of various political plumage, and officials of the outgoing
Reagan and incoming Bush administrations were all at work producing their
own “definitive” analyses of where the United States is and where it should
be going vis-a-vis the Third World.

Is it audacious to offer yet another analysis? Perhaps so, but the effort
that forms the basis for this book was the first major study of the topic aimed
at the new administration; it was the broadest study of U.S.—Third World
economic cooperation ever conducted, involving the largest number of
analyses and analysts ever gathered on the topic; and it has been a base point
for a large number of follow-up studies undertaken from disparate
viewpoints. We are pleased that our initiative has generated such wide
interest and response. Indeed, we believe that a lot of rethinking by leaders in
the public and private sectors is needed: fundamental issues need to be
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reconsidered; major challenges are being taken too lightly, and major
opportunities are being missed. And we are concerned that, unless the issues
raised in this book are faced more directly than at present, there is a real
danger that the United States will be less relevant to the rest of the world in
the 1990s, to the detriment of all concerned.

The analyses offered in this book delineate a “centrist perspective” on
U.S. international development cooperation. The centrist perspective
incorporates a wide range of viewpoints, but excludes thinking from the
radical right and the radical left. The latter viewpoints are interesting and at
times illuminating, but the U.S. public has accepted neither perspective and
neither; we believe, offers the basis for effective and sustainable policies and
programs. Both the hard left and hard right essentially believe that it is wrong
for the U.S. government to have active policies of economic cooperation with
the Third World.

The right holds that the private sector is the appropriate locus for most
development initiatives, that the U.S. government lacks competence in these
matters, and that few Third World countries merit cooperation because of
distortions in their policies that favor statist solutions to problems in their
economy and society. The left is equally critical, holding that the U.S.
government is all too effective a force in the Third World, backing
governments that are far too conservative, backing programs that are
effective in denying political, social, and economic rights to the poor, and
reinforcing the worst tendencies in U.S. life: amorality, greed, and
exploitation.

The extremes of both the right and the left believe the United States, led
by its government, has unique power to misshape the Third World,
particularly through its aid programs. One could call this “negative power,”
as both the left and the right see U.S. power largely in its ability to do harm.
They see a continuation of officially backed economic cooperation as a sure
way to immiserate the Third World and tend to see in the cessation of such
cooperation the way to a more flourishing Third World.

The authors in this volume do not share these fringe perspectives.
Having observed the United States in a wide variety of Third World
relationships, in closer detail than most of the critics, we do not see evidence
that the U.S. government is an inherently evil force. Development
cooperation efforts, both officially sponsored and privately supported, have
surely made their share of mistakes. But there is simply no credible evidence
that U.S. programs of economic cooperation with the Third World
consistently fail, as the right argues, or that they constitute the “evil empire”
of the West, as the left believes.

Prior to a dozen years ago, sweeping condemnations of U.S.-Third
World programs of economic cooperation might have had some standing
because careful evidence of their effectiveness and efficiency had not been
collected. But today, there are evaluation systems in place in our official
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programs, in the programs of many other international and bilateral donor
agencies, in most of the important private programs of development
cooperation, and within some Third World governments. Together, there is a
very impressive body of evidence that gives confidence that success
generally outweighs failure, and that fine-tuning of strategies and programs
can be elevated beyond mere statements of philosophy. ’

The record of past cooperation is not nearly so bad as to argue against
future cooperation. Neither is it so good as to make for complacency.
Tomorrow’s programs cannot be designed to respond to yesterday’s
conditions and problems. The deévelopment enterprise of the last 40 years can
claim some real success, but for all too many people in the Third World, basic
conditions of life have not improved. In the course of a wide set of activities
much has been learned. We know that donors, partners, and investors from
the United States do better in some fields than in others. As the authors in this
book suggest, some strategies and some institutions succeed better than do
others. And there is strong evidence that the United States has learned,
improving its performance, just as the learning curves in most Third World
nations have been positive.

Indeed, one reason to strive to improve U.S. policies further in these
areas is that U.S. cooperation for development is needed and desired by the
Third World. The centrist perspective articulated here intersects substantially
with the domestic policy environments in most developing countries, where
radical themes and anti-Westernism haveé substantially moderated in recent
years. Development cooperation is not something that the United States is
imposing on the Third World; rather, virtually all developing countries seek
to expand their development linkages with the United States. Thus, we
believe it timely and appropriate to explore in depth centrist policies that are
supportable in the United States and that will find a receptive audience
abroad.

As we discuss below, there have been major changes in both the United
States and the Third World that impel both sides to cooperate more closely
with each other in facing mutual problems of significance to all societies. In
confronting these problems, the United States will need to exercise its unique
public-private partnerships in its cooperation with the Third World. But given
current circumstances, it is unrealistic to expect the U.S. private commercial
sector to expand its role in most of the Third World. Investments here at
home, in a uniting Europe, and in the advanced Third World nations are too
attractive, and the risks in the rest of the Third World are too great to make
these areas a likely target for substantially increased foreign direct investment
(though India might be an exception). Programs to engage the pluralistic
strengths of the United States to help Third World peoples have been
remarkably successful and ought to continue. In particular, the energies of the
noncommercial private sector—private voluntary organizations—must be
stimulated. Over the longer run, as more Third World nations progress into
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industrial and information-based economies, it will be both possible and
desirable to shift much of the burden of U.S. economic cooperation to the
private commercial sector.

Thus, in the immediate future, leadership in development cooperation
will have to come from official programs. Indeed, the nature of many of the
problems being faced in the Third World (many of which have an impact
upon U.S. society as well) generally require public sector leadership. For
example, nowhere in the world has the private sector led the cleanup of the
environment. No country has a primary education system in private hands.
And no country has left basic policies regarding forests, infrastructure, and
public health entirely in private hands. If the United States is to continue to
be relevant to the central issues facing the developing countries, it will take
an active U.S. government mobilizing public resources and private initiatives.

It is timely and important that U.S. policies of economic cooperation
with the Third World be crafted for the 1990s and beyond. This book brings
together the papers commissioned for the national project led by Michigan
State University on the future of U.S. economic cooperation with the Third
World and addresses three broad themes: (1) the international context in
which development activities will occur in the 1990s; (2) U.S. interests in the
Third World and the capacities of U.S. institutions, public and private, for
involvement in international development; and (3) issues involved in the
organization and implementation of U.S. policies and programs for
international development cooperation.

Cooperation for International Development explores the changed
international context for development cooperation. In the 1970s and 1980s,
profound transformations in the world economy ended U.S. economic
supremacy. This was generally a result of the success of the international
economic order that was created, under U.S. leadership, in the aftermath of
World War II. The revolution in communications and organization has
created private economic entities (multinational corporations and
international banks) whose interests transcend national borders. The world
economy now includes a number of regional centers (North America, Europe,
eastern Asia) and is marked by the unprecedented linking of trade, private
investment, and global financial transfers.

Evolving patterns of global politics match the changes in the
international economy. A multipolar world is rapidly replacing the U.S.-
Soviet rivalry; the ideological conflicts of global liberalism versus global
socialism are increasingly passé; and the leadership of Mikhail Gorbachev in
the Soviet Union may well open up possibilities for more pragmatic treatment
of world issues and a wider agenda between the superpowers. The Third
World, chastened by its failure to generate a new international economic
order, is seeking a redefinition of its own political role.

Linda Y. C. Lim, professor of business and East Asian Studies at the
University of Michigan, addresses the issue of the opportunities and
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constraints that developing countries face in the contemporary world
economy. Lim argues that a wide range of policies and economic outcomes in
the industrialized countries (in particular the United States) influence
prospects for the developing countries. She suggests that lowering the U.S.
budget deficit and increasing consumer demand in Germany and Japan could
substantially stimulate Third World growth in the coming decade.

Lim examines in detail the opportunities for export-led growth in
developing countries. She foresees a continuing trend away from raw
materials to trade in manufactures and services. The prospects for both
agricultural commodities and metals are poor, because of both protectionism
and overproduction. But Lim is far more optimistic about the prospects for
Third World countries to expand their trade in manufactured goods and even
in services. She notes that while protection for manufactures may help new
entrants (mostly poorer developing countries) since it is usually directed
against specific countries who have already achieved a strong market share,
the Third World has an interest in free trade, since managed trade is more
likely to be controlled by those countries with the most political clout.

Percy Mistry of Oxford University (formerly a senior official in the
World Bank) explores the issues involved in financing international
development in the 1990s. Mistry suggests that the international public
finance system created after World War II worked remarkably well in
promoting Third World development until the financial and communications
revolutions of the 1970s and the rise of OPEC led to a burst of private
lending by commercial banks. Mistry believes that these institutions became
involved in a context that they knew very little about. The result of the
incursion of commercial banks was the very rapid build-up of debt by Third
World countries and the swamping of the carefully constructed system of
sustainable international financing of Third World development.

The most pressing task facing international development is to solve the
debt crises in Latin America and Africa. The international response to the
debt crises of the 1980s has been programs of economic stabilization and
adjustment supported both by the multilateral financial institutions and the
bilateral donors. Both have tried to help developing countries reorient their
policies to face the constraints of debt and an increasingly volatile
international economy. While Mistry acknowledges the role of the
international financial institutions in keeping the debt crises from hobbling
the entire global financial system, he is critical of the strategy of muddling
through by means of ad hoc rescheduling and austerity programs. In the
1990s, for a substantial number of Latin American and African countries, real
development progress will depend upon reducing the burden of debt service.
Mistry suggests the creation of a debt-restructuring facility, publicly funded,
that would facilitate the further expansion of the secondary market for Third
World debt.

Mistry also suggests that only through expanding and streamlining the
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public international financial system will adequate funding be forthcoming to
finance development in the 1990s. In this process, he sees a key role for the
regional development banks, which he proposes should double their share of
total multilateral lending. Mistry also suggests that regionalization of bilateral
aid portfolios might better utilize the limited volume of this form of financial
transfer. .

Finally, Mistry argues that, in general, the outlook for external financing
of Third World development is poor. The implication is that developing
countries must find ways to generate substantially higher levels of domestic
savings and investment. One of the tasks of development cooperation in the
1990s is assisting in this, both through technical assistance to the public
sector and in supporting developing countries’ efforts to promote private
investment within their own borders through instruments such as stock
exchanges, capital markets, and other similar mechanisms.

Among the most important changes in the global context of development
is the increasing diversity of the Third World and the new issues that are
coming to the fore in different regions of the developing world. A striking
change in the Third World has been the rapid growth of the newly
industrialized countries—South Korea, Taiwan, Brazil, and others. Colin I.
Bradford of Yale University argues that the United States has interpreted the
rise of the newly industrialized countries in ideological terms, as a
vindication of free market philosophy, rather than in realistic terms that assess
the potential for cooperation or conflict between the United States and such
countries. Bradford argues that not only is the ideological interpretation at
odds with reality, but that it is itself an obstacle to real understanding between
the United States and the newly industrialized countries and to the likelihood
of good relations of mutual benefit. Several other authors also argue for a
more active U.S. approach to such countries and to the other advanced
developing countries.

But change in the Third World has not been confined to the newly
industrialized countries. John Stover, of the Futures Group, provides an
overview of crosscutting changes occurring in the developing countries.
Stover focuses on demographic changes, quality-of-life issues, and political
trends. He notes that population trends are sharply differentiated by region,
with the demographic transition in full swing in Latin America and much of
Asia, while in Africa high rates of population growth remain the norm. Rates
of urbanization remain high all over the Third World, and the 1990s will see
the Third World become the site of the largest urban agglomerations on the
face of the earth. Stover poses the question whether these megacities will
serve as breeding grounds for political turmoil or offer new opportunities for
increasing the pace of growth and development. Urbanization will no doubt
pose a challenge to the United States, whose development cooperation
programs have become less urban-oriented in recent years.

In health and education, dramatic improvements occurred from the 1950s
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through the 1970s but slowed dramatically in the 1980s. Stover fears that
AIDS, already recognized as a severe threat in Africa, may become the
development issue of the 1990s. In education, the problem in many countries
is the need to balance the aspirations of parents for their children with the
requirements of the national economy, both in numbers of graduates and the
specialties they pursue.

Stover sees political life in the developing countries becoming
increasingly diverse in the 1990s. Islamic fundamentalism will provide a
continuing challenge in countries with substantial Muslim populations. Many
countries that have been under stable political leadership will face transitions
as the old generation of leaders passes on. Finally, the sustained economic
recession that many nations have faced in the 1980s has weakened their
political and institutional environments and may lead to instability and rapid
shifts in policy.

One of the most significant changes in the Third World in recent years is
the emergence of environmental concerns and the linking of the issues of
economic growth with those of protection of the global commons. Within the
Third World, environmental problems were formerly seen as something that
could be addressed only in the aftermath of successful economic
development. There is now more and more realization that successful
development will be achieved only by protecting the global environment and
by balancing population and resources. William U. Chandler, of the Batelle
Institute, addresses the issues of environment and development, focusing his
attention on energy issues, tropical deforestation, and population growth.
Linking development with the imperative for conservation will require
pricing natural resources to reflect their replacement cost and environmental
impact, as well as setting limits on consumption that do not exceed
sustainable yields or destroy the natural resource base of the global economy.

Threats to the global environment give the United States a stake in
promoting sustainable development in the Third World. Chandler argues that
the United States will have to pay more sustained attention to the
environmental impacts of its development projects and should assist
developing countries in undertaking structural reforms designed to reduce
economic and resource waste at the same time.

One of the most troubling changes in the Third World in recent years is
the emergence of a set of countries that appear to be falling further and
further behind in the quest for development. In an increasingly competitive
international economy, there is a real danger that these “Fourth World”
countries will become more and more marginalized unless their special
problems are recognized and more effectively addressed, both by their own
governments and by the international community.

Paul Streeten of Boston University addresses the issues of promoting
growth in the poorest nations. Streeten questions the conventional wisdom
that outward-oriented trade policies are the key to success for the poorest
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developing countries. He focuses instead on the supply-side constraints to
growth—Ilack of skills and capital, poor motivation, the strength of traditional
attitudes. While the problems of poverty remain in all of the developing
countries, they are most formidable in the least developed. There, Streeten
maintains, poverty itself continues to be a major brake on basic economic
growth. Foreign assistance must focus on alleviating poverty, for both
humanitarian and developmental reasons. _

Streeten argues that expanding foreign aid and investment will be
important if these countries are to escape the vicious circles in which they
find themselves, but he warns that history suggests that financial support,
while necessary, will not work unless it is more effectively supervised.
Streeten proposes that in these countries traditional foreign assistance can
play a key role as a transitional support for rigid and inflexible economies
that face imperatives for adjustment. He argues that in the provision of aid to
these countries, aid organizations must become more rather than less directly
involved, because of the lack of technical and managerial expertise. To
enhance the attractiveness of foreign investment, he proposes joint ventures
that give increasing ownership to the country through a process of gradual
buy-out of the foreign-owned interest.

During the past 40 years, one of the most radical transformations in
history has gathered momentum: the transformation of women’s roles and
opportunities in society. The special role of women in meeting the
development challenges of the Third World has been increasingly recognized,
particularly in the fields of agricultural production. But greater progress
toward the empowerment of women will be needed if they are to reach their
development potential.

Another significant change in the developing countries is that larger
numbers of nongovernmental organizations are emerging with capacity to
plan and carry out programs in low-cost and participatory ways that
conventional development projects have sometimes- had difficulty attaining.
In many of the developing countries, there is a parallel increase in
managerial, technical, and scientific capacity. The existence of indigenous
organizations and this core of trained and skilled personnel necessitates new
norms of equality in programs of cooperation for international development
and opens up a range of potential relationships based upon more direct
mutual benefit and lying beyond the framework of foreign assistance as it has
hitherto been practiced.

Changes in the international environment and in the developing countries
are matched by changes in the global position of the United States and
evolving patterns of U.S.—Third World relations. If power is defined in a
purely relative manner, then one nation’s success diminishes that of any other.
But the entire postwar experience challenges so narrow a concept of power.
U.S. success contributed to the success of other nations and then drew
strength from their advances. The result of these successes is that the world is
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a much more competitive place, and the dominance of a single country—the
United States—has ended. But is the implication of this that the world should
be seen as dangerous, a place to be avoided? We think not. The challenge of
statesmanship in the 1990s will be to blend the competitive elements of
international relations with the cooperative ones. This will be as true in
relations with the Third World as it is in other areas.

The U.S. budget, trade, and financial imbalances threaten its long-term
future and, as Lim points out, have an important impact on the developing
world. Conversely, the long-term prospects for the U.S. economy are bound
up in the global economy of which the Third World is a significant part. The
United States’ capacity to participate effectively in development cooperation
activities with the Third World has grown. Particularly in areas of applied
science and technology, U.S. universities, research institutes, and
corporations are at the forefront of expanding scientific knowledge of direct
concern to a wide range of developing countries. But the ability of the United
States to harness this capacity has been constrained by the budget deficit,
waning domestic support for foreign assistance, and official attitudes toward
the Third World.

Charles William Maynes, editor of Foreign Policy, explores the roots of
the U.S. public’s ambivalent attitudes toward the Third World and addresses
the evolving nature of U.S. interests. Maynes points out a basic paradox in
the role of the Third World in U.S. foreign policy and politics: Since World
War II, the bulk of U.S. interest and concern has focused on Europe and on
the West’s conflict with the USSR, yet the greatest challenges facing the
United States have come in the Third World. Presidential candidates risk their
popularity if they appear too sensitive to the Third World, yet political
survival in office may depend on the success or failure of executive Third
World policies.

Maynes argues that growing international economic competitiveness,
hostile rhetoric in the United Nations, and mounting cost—in blood, money,
and pride—have undermined traditional U.S. humanitarian concern for
developing countries. But Maynes believes that more accepting racial
attitudes at home, the emergence of Third World leaders who appeal to the
average U.S. citizen, the growing presence of Third Worlders here in the
United States, and the increasing experience U.S. citizens have acquired in
developing countries are forces that can, and should, balance the hostility
toward the Third World.

Both Maynes and Princeton N. Lyman, a high-level State Department
official, stress the broadening nature of U.S. interests in the Third World and
in international development. At one time, U.S. interests might have centered
around strategic and humanitarian concerns, but a variety of other economic,
political, security, and shared social considerations have come to supplant the
old rationales. The United States has both an economic and a humanitarian
interest in seeing that the world grows economically with a minimum of
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damage to the natural environment. It shares an interest with the developing
countries in maintaining an open international trading system and effective
international economic and financial institutions. It has political interests in
helping to resolve regional conflicts that endanger lives and threaten
escalation and international involvement. It also has an interest in furthering
the exciting trends toward pluralism and democratization in the Third World.
Finally, Lyman identifies a U.S. interest in resolving a series of pressing
contemporary problems that also involve developing countries: drugs,
international crime, infectious diseases, and the challenge of international
terrorism, among others.

But, unlike our relations with the Soviet Union, there is on the horizon
no sign of dramatic improvement in U.S. relations with the Third World.
Issues such as debt, the drug trade; migration, and environmental degradation
provide a shared set of concerns but not necessarily a shared set of interests.
Maynes, in fact, believes that U.S. relations with the developing world are
going to become more difficult and complicated, which is why realistic
attitudes and a serious interest commensurate with the scale of the issues are
so important. If the United States is to maintain constructive relations with
the Third World that will serve both its interests and meet those of the
developing countries, it must forge a new national consensus on the
importance of Third World issues and international development goals.
Further, the United States must chart its course sensitively, marshaling its
capabilities in the face of resource and budget constraints.

These changes in the international context of development, in the Third
World itself, and in U.S. interests and capacities provide the backdrop for
assessing appropriate policies and strategies for the United States in
international development cooperation in the 1990s. The authors in this book
address a number of issues fundamental to crafting improved policies. They
do not, however, prescribe specific sectoral emphases and strategies. The
Project on Cooperation for International Development included a series of
meetings, undertaken by Michigan State’s partner institutions in the project,
that focused on sectoral issues and strategies and policies to address them. A
summary of the sectoral and other recommendations from this exercise is
found in Appendix One. In Appendix Two, we list information about the
specific sectoral and other analyses generated in this comprehensive study of
future U.S. economic cooperation with the Third World.

The consensus that emerged from the project was that special attention
needed to be given to three urgent problems that go beyond the traditional
boundaries of development cooperation: Third World debt, which endangers
the basic growth potential of much of Africa and Latin America and threatens
the basic credibility of the international financial system; Africa, where the
degradation of the environment, poverty, and institutional deterioration
imperil human life itself; and global deterioration of the env1ronment which
requires unprecedented levels of international cooperation.
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The project also generated a broad consensus that future U.S. programs
should focus on four substantive areas in which needs in the Third World and
U.S. experience and skills are particularly well matched: (1) enhancing
physical well-being through improved health systems and population
planning; (2) working for sustainable agricultural systems, particularly
emphasizing food supplies and forestry; (3) developing environmental
programs and policies that will protect natural resources and, through
emphasizing renewable supplies and conservation, assure better energy
security; and (4) fostering sound urban development policies.

In each of these four areas there are compelling reasons for serious U.S.
interest in cooperation with the Third World, and in each of these areas we
believe that there are significant U.S. capabilities to help Third World nations
address their challenges and opportunities. The four themes reflect both
continuity with long-standing U.S. priorities in international development and
important changes. The first two have been continuing emphases of U.S.
programs, while the latter two are new emphases and reflect the changing
needs of the present and future. U.S. capabilities to address these four
substantive areas are particularly strong in the crosscutting approaches of
human resource development, science and technology, and policy and
institutional development. In addition, the United States is particularly
capable of fostering pluralism to mobilize diverse capabilities for addressing
the substantive problems. These diverse energies include the private
commercial sector, nongovernmental organizations, and the special role of
women in development.

In a sense, the content of U.S. foreign aid programs has been less
contentious than have the mechanisms and modalities chosen to implement
them. In this book, several authors examine the range of issues involved in
how the United States should actually carry out its aid programs. In
examining future programs for U.S. economic cooperation with the Third
World, it is important to consider how this cooperation will take place, what
will be the basic policies guiding this cooperation, and what institutional and
partnership modalities will be supported to foster this cooperation.

Much as the “development community” would wish otherwise, the
realistic starting point for such policy considerations must be U.S. interests in
the Third World. As discussed earlier, these interests have been expanding
greatly in recent years. Further complicating the picture is the fact that the
traditional preoccupations of U.S. foreign policy—East-West relations and
relations with our European allies—are taking new directions whose shape is
not yet very clear. In the past, the focus of the United States on the Soviet
Union, Japan, and its European allies has tended to obscure the importance of
the Third World. This should be corrected, as Lyman suggests, through a
fundamental reassessment, led by the White House, of U.S. interests in the
Third World. This kind of study would be particularly timely for the early
1990s, coming at a time of new regimes in the Third World and sharply



14 ROBERT J. BERG & DAVID F. GORDON

deescalating East-West tensions. For the first time in decades, the United
States is at a point in its national history where it faces considerable choice in
the basic direction in which it is headed.

The wide range of interests we have identified call for a pluralistic
response from the United States. Lyman, a former high U.S. aid official,
points out that these relationships go well beyond what can reasonably be
lodged in a foreign assistance agency. Indeed, they go well beyond what is
possible and reasonable for the government to undertake and will depend
upon the nurturing of a wide range of relationships by the private commercial
sector, nongovernmental organizations, universities, and research institutions.

One key choice facing the United States in its development cooperation
with the Third World is whether caution or boldness is required. It would be
possible to review the opportunities for U.S.~Third World cooperation and
choose a cautious course for the future, reflecting preoccupations with
domestic and traditional foreign policy concerns. We do not need to imagine
this option since it largely fits the current pattern of U.S. policy: being near
the bottom of OECD economic cooperation programs in percentage of GNP
devoted to aiding the Third World; having existing programs heavily skewed
to just a few countries (e.g., Israel and Egypt) and to a few issues (e.g.,
security and drugs); and having a focus that is both overly narrow and
mismatched with U.S. strengths (e.g., a fixation on structural adjustment).
Some would say that this is a recipe for relationships by a second power.

Joseph C. Wheeler, chairman of the OECD Development Assistance
Committee, presents a more ambitious agenda for the United States. Basing
his recommendations both on the need for the United States to pull its own
weight in the world and on a long view of U.S. interests in the Third World,
he recommends a series of actions by which the United States “can make a
real difference” and where its leadership is wanted and needed. In financial
terms, this would mean an added expenditure of 1 percent of the federal
budget to bring the United States to the average level of aid given by major
OECD donors (again, in percentages of GNP given for official development
assistance). Wheeler argues that the significance in political terms would
more than match the cost, putting the United States in leading positions on
such issues as agriculture in Africa and poverty in India.

The world is not sitting idly by while the United States decides whether
to be cautious or bold. Indeed, Japan is already moving aggressively in its aid
programs in countries such as India, where its levels of gross aid
disbursements are six times those of the United States, and on a net basis
(i.e., after accounting for India’s paybacks of past U.S. aid loans) 35 times as
great. Cautious U.S. responses at this time will send the wrong signals about
the United States’ role in the world. Thus, the question is not what “go it
alone” policies the United States should pursue, but what policies in concert
with other donors and the Third World the United States can pursue that have
real worth both to it and to the Third World.
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Whether or not the U.S. government continues a cautious international
development program or embarks on more ambitious courses, there is
common agreement that intragovernmental coordination of U.S. programs
must be improved. For this Maurice J. Williams of the Overseas
Development Council develops a strategy that is both an informed primer on
how coordination now takes place and a set of recommendations for
improvements. Among the issues that Williams explores is the balance
between military and security assistance, on the one hand, and development
assistance, on the other. Given the huge swing toward military/security
assistance in the 1980s, this may be the most important coordination issue
that needs to be addressed. The thrust of Williams’ argument, implicitly
backed by Maynes and Lyman as well, is that security interests need to be
redefined to take into account economic and environmental themes and that
the benefits of traditional “security” assistance need to be more carefully
ascertained than at present.

The proliferation of U.S. interests in the Third World has brought
numerous federal government departments and agencies into various
programs and policies in the Third World. Many more have articulated
interests in policies, even when not directly involved. There is wide
agreement that, for efficiency’s sake alone, better coordination is needed.
Lyman points to the State Department to take a far more prominent role in
this; Williams points to the White House. We believe that the scope of the
interests involved demand active involvement from the very top of our
political system, and we therefore endorse a strong White House role. In a
sense, the options need not be mutually exclusive. One could easily envision
stronger roles both for the State Department and for the White House.

Another key policy issue is the allocation of U.S. resources between its
bilateral programs and the multilateral system. There has been an almost 180
degree shift in official U.S. attitudes toward the multilateral system during
the 1980s. The Reagan administration came into office with great hostility to
the multilateral banks and to the UN system. But, with the onset of the debt
crisis in 1982, the administration began to realize the value of the multilateral
financial system. By the latter years of the decade, antagonism to the UN
system institutions also began to wane. At the end of the Reagan years there
was something of a reapproachment: Some arrears to the United Nations had
been paid, a large increase in the World Bank’s authorized capital was
approved, and the United States supported the efforts of the UN secretary-
general in regional conflict resolution in several Third World hot spots.

The growing concern with global environmental issues may lead the
Bush administration to invest more authority and resources in the multilateral
system. That is a bridge yet to be crossed. Certainly it will be impossible for
the United States simultaneously to follow Gramm-Rudman budget
guidelines, maintain huge military/security aid commitments, maintain a
bilateral development program, and maintain, let alone increase,
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commitments to the multilateral system. While none of our authors provides
an escape from this dilemma, both Williams and David Shear suggest ways in
which a far more productive collaboration can be achieved between the
bilateral U.S. program and the multilateral system.

None of the authors in this book dispute the need for the United States to
have a bilateral aid program. But they offer a range of competing ideas about
what a U.S. development agency should do and how it should be organized.
For Wheeler, the aid agency would be even yeastier than it was in the heyday
of foreign aid in the 1960s and 1970s—a virtual organ board of programs
with full stops out. Williams proposes retaining a traditional agency for the
poorest and nearest countries (in Africa, the Caribbean, and Central
America), while cutting back on foreign missions and expanding a more
broad-based policy role for the agency in relation to the better-off parts of the
developing world.

The most detailed vision of a future development agency is spelled out
by Shear, a former senior aid official now with a private consulting firm. Like
other contributors, Shear sees the need for a wide-ranging program. He goes
on to suggest that pluralistic mechanisms are necessary to deliver pluralistic
programs. He believes that vibrant programs should involve not only
technical and capital assistance, but food aid and support for policy reform.
Given the fact that these programs need to be crafted for a wide variety of
circumstances in the Third World, the content and implementing dynamics of
specific programs will vary widely. Alas, there is no magic development
button or any magic development program.

Reform of the U.S. development program must go further than updating
organizational functions and the division of labor between the development
agency and different delivery agents. Reform of the incentive structure, the
bureaucratic roles, and the program cycles must also be undertaken,
according to Allan Hoben, a Boston University anthropologist who has been
a participant observer within USAID. Hoben argues that there is excessive
compartmentalization in USAID, that the program cycle is overly
complicated, and that the on-the-ground operating procedures are inefficient
and, in some cases, self-defeating. Hoben suggests how these factors can be
reworked so that a more professionally motivated staff is better focused on
more effectively helping Third World development. It will not be an easy
task.

After 40 years of active U.S. participation in international development
cooperation, during which time much progress has been made and a great
deal has been learned about development and foreign assistance, the political
support for, and popular belief in, these activities remains fragile at best. Part
of the reason for this is that the link between the public and the government
has been broken and that there is a debilitating climate of distrust between
Congress and the executive branch. Journalist, historian, and aid executive
John Maxwell Hamilton, currently with the World Bank, addresses the issue
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of creating a public commitment for international development cooperation.
Tracing historical motivations going back to the early years of the nation and
moving up through recent polling information, Hamilton finds that U.S.
citizens have not ranked foreign aid high on their list of priorities and tend to
perceive it as counter to U.S. interests. Hamilton fears that there is a real
danger that just as the “national interest” rationale for development
cooperation becomes stronger, popular support will continue to weaken.
Hamilton suggests ways to counter this possibility, including a clearer
articulation of goals and strong leadership from the highest political level.

Hamilton highlights the special relevance of changes in U.S. society that
provide a basis for building constituencies. He argues for a self-interest that is
not selfish: effective but modest approaches and programs that can be seen as
part of a coherent approach to the rest of the world. Even so, there will still
be a need for more education of the U.S. public on why such programs are
necessary. Hamilton forces us to recognize the weak links between the
international affairs constituency and the domestic education and media
communities. Linkages between these two communities may well need to be
greatly strengthened before the basic nature of many U.S. development
cooperation endeavors are recast and strengthened.

Several of the contributors to this book emphasize the need for far
greater cooperation between the executive branch and the Congress. The
consensus that there was in the early days of U.S. foreign aid is no longer
there. Partisanship, conflict between the branches, and intercommittee
bickering has increased. Under these circumstances, major legislative reform
may be less feasible than is pursuing reforms through administrative actions.
But that can be only a short-term approach. In the long run, the interests of
the United States demand that decisive steps be taken to coordinate more
effectively the range of congressional committees involved in international
development issues and, more important, to reestablish an enduring
relationship between Congress and the administration on crucial issues of
international economic cooperation. This necessitates a fundamental revision
of the legislation that governs U.S. development cooperation activities.

What is at stake is not a series of small actions that,—if gulped down
hard, can be swallowed. At stake is the character of U.S. relations with most
of the peoples and countries of the world. Also at stake, whether the U.S.
people and government recognize it or not, is the possibility, if the United
States acts well, of improving the condition of much of humanity as we enter
the twenty-first century. This is a time for the best possible mixture of global
concern and national patriotism. In the end, thankfully, we do not have to
choose between doing well and doing good.
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PREVIOUS PAGE BLANK



TWO

The Impact of Changes in the World
Economy on Developing Countries

LINDAY. C.LIM

Developing countries are deeply affected by changes in the international
economic environment, but this does not mean that events in these countries
depend only or even mainly on what happens in the world economy. Internal
changes are also important, and they both influence and are affected by
global economic change. My task in this chapter, however, is one-sided: to
consider only how changes in the world economy might affect developing
countries in the 1990s. I will discuss not what will happen, but rather what
events will affect what will happen in these countries in the next decade.

The developing countries are a heterogeneous group, including—at the
extremes—poor, stagnant, agrarian nations in Africa and relatively
high-income, high-growth, newly industrializing countries (NICs) in Asia.
Different types of countries will be differently affected by the various
changes in the world economy and will have a different capacity to deal with
these changes. At the same time, the developed countries that dominate the
world economy are themselves diverse: within the First World, Western
European nations, the United States, and Japan face somewhat different
economic problems and prospects and will exert varying influences on the
world economy and on developing countries. Changes in the world economy
involve ‘both market forces and government policies, in both the developed
and developing countries, that are ever-changing and difficult to predict even
over the short run. This complex matrix—not to mention internal changes in
individual developing countries—must be borne in mind.

MACROECONOMIC DEVELOPMENTS

The Industrial Economies

Because of their generally heavy dependence on external trade, developing
countries’ growth is directly related to the growth of world output and trade.
This in turn depends on what happens in the industrial countries, which
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account for nearly three-quarters of world trade. The big question at the
moment is whether the industrial countries can solve their domestic
macroeconomic and external imbalance problems. If they can, then the
prospects for world economic growth and trade are improved. For example, if
the United States reduces its budget and trade deficits, if Japan and West
Germany stimulate their domestic economies enough to increase domestic
growth and reduce their trade surpluses, and if the exchange rates of major
currencies stabilize, then several things will happen that will favor the
developing countries.

A fall in the U.S. budget deficit would lower interest rates, thus
alleviating developing countries’ external debt burden. It would also at least
partially reverse the diversion of international capital flows to the United
States and encourage foreign investment in the developing countries, which
would thereby have access to more and cheaper capital for growth, If the
decline in the U.S. budget deficit were to involve decreasing farm-export
subsidies, the market for developing countries’ agricultural exports would
expand. A fall in the U.S. trade deficit would reduce protectionist pressures in
the United States, thereby promoting trade growth. (Developing countries
need not be hurt by a fall in the U.S. trade deficit if this is achieved by
increased exports rather than reduced imports; even if U.S. imports fall, the
slump is more likely to involve reduced imports from other developed
countries whose currencies have appreciated than from developing countries
whose currencies have mostly depreciated against the dollar.)

Reorientation of the Japanese and West German economies from
export-led to domestic market-oriented growth would boost world trade,
increasing their imports, including imports from developing countries, which
would further benefit from faster world growth. Opening of the Japanese, and
even the South Korean and Taiwanese markets, would also improve prospects
for developing country exports.

Restoration of internal and external balance in the industrial countries
and some of the NICs would have a favorable impact on world trade by
stabilizing exchange rates. Currency shifts and interest-rate changes affect
foreign investment, which has recently been declining from the United States
and increasing from Japan as a result of the weak dollar and strong yen—a
situation likely to continue into the 1990s. Foreign aid that comes from
industrial countries’ government budgets is obviously affected by how much
and how government expenditures are cut (e.g., in the United States) or
increased (e.g., in Japan and West Germany) and by the state of donor
countries’ external reserves. Thus, Japan—which has surplus external
reserves—is increasing its aid to developing countries, while the United
States is likely to continue reducing its foreign aid contributions until its twin
deficits decline.

Of course, there is no guarantee that favorable developments will occur.
If the industrial countries do not solve their internal and external balance
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problems, then the world may well be plagued with higher interest rates,
slower growth of output and trade, and worsening protectionist barriers;
under these conditions, developing countries would be worse off. As of early
1989, this had not happened; world economic performance bettered that
predicted by earlier forecasts. Imbalances remain, but it seems safe to assume
that world growth will continue to be respectable, though not necessarily at
the high levels of the 1960s and 1970s. The International Monetary Fund’s
(IMF) April 1989 projection is that industrial countries’ output will grow by
about 3 percent in the medium term (through 1994), with developing
countries growing at the higher rate of around 5 percent a year,! an
improvement on earlier forecasts.

World Trade

Between 1980 and 1986, world trade grew by 18 percent in volume but by
only 6 percent in dollar value. Mining exports declined in volume, while
agricultural exports increased by about 8 percent, and manufactured exports
grew by nearly 30 percent. Since most developing countries are
predominantly exporters of mineral and agricultural products, they have been
hurt by this relative performance. The dollar value of their share of world
exports declined from 33.6 percent in 1980 to 24.6 percent in 1986, while
their share of world imports declined from 28.7 percent to 25.2 percent.2 In
1980, the industrial countries bought 29 percent of their imports from
developing countries, and 66 percent from each other; in 1986, the
comparable figures were 19 percent and 77 percent.3 Strong growth of world
trade and rising commodity prices in 19874 and 1988 prevented the
developing countries’ share from falling further.

But as world trade shifts increasingly away from merchandise items
(especially raw materials)}—in which developing countries arguably have a
comparative advantage—toward manufactures and, especially, services’—in
which they are unlikely to have a comparative advantage—developing
countries’ share of world trade may not improve. The exception is the export
of manufactures: Developing countries’ share of world trade in manufactured
goods rose from 7 percent in the mid-1970s to 12.5 percent in 1985. In 1986,
the value of their manufactured exports grew by 13 percent, and for the first
time they earned more foreign exchange selling manufactured exports than
fuels or nonfuel primary products.6 Despite rising commodity prices in 1987
and 1988, the relative increase in developing countries’ export of
manufactures has continued.

The changing pattern of world trade has differing impacts on developing
countries. Those that rely heavily on primary commodity exports suffered
severely from slowly growing volumes and low and declining prices (until
prices began to recover in 1987) and this may continue. But those developing
countries that rely heavily on the export of manufactures are prospering.
Most prominent among the latter are the Asian NICs, but
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export-manufacturing success is not limited to them. Manufactures now
account for more than half the foreign exchange earnings of such large
middle-income agrarian countries as the Philippines and Thailand, and are
second only to oil as a foreign exchange earner for Mexico, Malaysia, and
Indonesia. Manufactured exports are also increasingly important to the
balance of payments in a range of other, very different, developing countries,
including China, India, Bangladesh, Sri Lanka, Mauritius, Pakistan, Turkey,
Morocco, Tunisia, Haiti, the Dominican Republic, and Colombia.

Increased protectionism in industrial countries is a major threat to
developing countries’ export, output, and income growth. Exports from
developing countries are already subject to more trade barriers than are
exports from other industrial countries. Agricultural products are both very
heavily subsidized and more heavily protected than are manufactures in the
industrial countries. Manufactured goods exported by developing countries
(e.g., textiles, footwear) are also subject to more protection in the industrial
countries than are manufactured goods predominately exported by other
industrial countries.” Over time, both protection and subsidies have
increased, especially on agricultural products. Trade preferences (mainly
those under the Generalized System of Preferences [GSP]) for developing
countries exist, but they remain limited and subject to ever more stringent
eligibility criteria, including progressive graduation. As developing countries
have moved toward more liberal exchange and trade regimes in recent years,
developed countries have moved in the opposite direction.8 This could deter
further trade liberalization in the developing countries, by fueling
nationalistic sentiments and bolstering the position of (mostly elite) interest
groups who benefit from and favor continued domestic market protection.

Developing countries have a strong interest in several outcomes of the
current eighth round of General Agreement on Tariffs and Trade (GATT)
negotiations, which are expected to be prolonged and difficult but will set the
stage for international trade relations in the 1990s. Together with
industrialized agricultural exporters such as the United States, developing
countries are pushing for liberalization of agricultural trade and the reduction
or removal of agricultural production and export subsidies in developed
countries such as Japan and European Community (EC) members. At the
same time, a large bloc of developing countries, led by India and Brazil, is
opposed to the liberalization of trade in services favored by the industrial
countries, fearing that their own underdeveloped domestic service sectors
will be unable to compete with industrial country enterprises in a free trade
environment. Developing countries are also concerned that discussions on
such issues as “safeguards,” “intellectual property rights,” and “graduation”
from developing country status (and eligibility for trade preferences) could
jeopardize their own future trade prospects. While some progress has been
made, the GATT talks remain mostly stalled in 1989.

There are many special bilateral relationships between developing and
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industrial countries; for example, “free trade areas” have been proposed
between the United States and such developing countries as Mexico and the
members of the Association of Southeast Asian Nations (ASEAN), but for
political reasons they are unlikely to be fully enacted. The United States
already has its politically inspired and economically limited Caribbean Basin
Initiative, meant to free up trade and capital flows with Caribbean countries,
while the EC gives special trade preferences to its former ACP colonies
(Africa, the Caribbean, and the Pacific) under the Lomé Convention. The
United States has also been using its GSP program benefits and threats of
selective trade restrictions to force trade policy changes in the Asian and
Latin American NICs especially—including pressing them to open their
domestic markets to U.S. goods and capital, to respect intellectual property
and labor rights, and, in the case of the surplus countries, to revalue their
currencies. As of January 1989, the four Asian NICs (South Korea, Taiwah,
Hong Kong, and Singapore) have lost their U.S. GSP eligibility altogether.
The United States has also imposed “voluntary export restraints” on certain
products from South Korea and Brazil and is currently penalizing Brazil for
closing its domestic market to U.S. computer software exports. Some
developing countries (e.g., Vietnam, Nicaragua, South Africa) are subjected
to various forms of politically inspired economic sanctions, including trade
boycotts, by the United States.

If the GATT talks are successful, the importance of such bilateral
policies should decline. The alternative to a more liberal world trading
environment supervised by GATT is some system of “managed trade.”
While much would depend on its specific details, if such a system is
implemented (which seems politically unlikely), it is apt to be to the
detriment of the developing countries, since in a free market environment
(and assuming the appropriate domestic conditions and policies) their
competitiveness is likely to increase with time in both agricultural and
manufactured goods markets. Any system of “managed trade” is also likely
to be managed by, and in the interests of, the largest and most powerful
trading nations, i.e., by the major industrial countries. Small, poor developing
countries—and the smaller industrial countries as well—are unlikely to be
included, since large numbers make efficient management difficult if not
impossible. Proposals for “managed trade” have emanated, not surprisingly,
mainly from the major trading nations whose international competitiveness
and dominance of the world economy is being challenged by the
industrialization of developing countries. The goal of most of these proposals
is essentially to slow down or preempt market-induced changes that would
involve a transfer of production and income from the industrial to the
developing countries. ,

Finally, the future is likely to see an even greater shift of world trade
flows from the Atlantic to the Pacific Ocean, including trade among the
United States, Canada, Japan, China, other Asian countries, and Mexico. This



26 LINDA Y. C.LIM

is an ongoing response to demographic and economic shifts, with the center
of gravity of the world economy increasingly shifting toward the populous
and dynamic economies of the Asia-Pacific region especially. If Japan opens
its domestic market, it will become an increasingly important export market
for developing countries the world over, and particularly in Asia. Some who
believe that the world may degenerate into regional trading blocs
(particularly if GATT fails) even see Japan heading an increasingly
trade-integrated Asia-Pacific region including China, the northeastern Asian
NICs, and the Southeast Asian near-NICs, with some spillover into southern
Asia. The EC would form a second bloc, and North America, possibly
including Mexico, the third. Even if this does not happen, the rest of Latin
America and, especially, Africa, may remain geographically and
economically marginal to the main loci of world trade.

Currency Shifts

The biggest change in the world economy between 1985 and 1988 has been
the change in exchange rates among the currencies of the major industrial
countries, with the U.S. dollar depreciating by about 40 percent against the
Japanese yen and the West German mark, and by a smaller fraction against
other Western European currencies. The appreciation of the dollar earlier in
the 1980s resulted in currency overvaluation and in balance-of-payments and
external debt problems in the many developing countries that had pegged
their currencies to the dollar. Many have since disengaged their currencies,
thereby effectively devaluing, while those that remain tied to the dollar have
depreciated with it. For example, between October 1983 and November 1986,
the currencies of eight African nations depreciated against the dollar by
between 57 and 98 percent;® between February 1985 and September 1986,
the Mexican peso depreciated by 270 percent against the dollar;10 and in
August 1986, Indonesia devalued its currency by 45 percent. Oil-exporting
Middle Eastern countries’ currencies have stayed on par with, or about 10
percent below, the dollar,1! while, under pressure from the United States, the
currencies of South Korea and Taiwan have appreciated by nearly 40 percent
against the dollar.

The majority of developing countries, whose currencies have depreciated
with or against the dollar, are now more competitive in export markets,
particularly in Japan and Western Europe. For many countries, this has
translated into increased export earnings despite low price elasticities of
exports. But it has not been an unmixed blessing: For some countries, export
receipts have in fact declined with the terms of trade, while import bills have
increased, limiting the improved competitiveness of exports dependent on
imported inputs. Depreciating currencies also increase the domestic
budgetary burden of external debt repayment (especially of yen-denominated
debt), fuel domestic inflation, and reduce domestic real incomes, especially in
very open economies. While the gains from currency depreciation are often
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only gradually realized, the costs are usually immediately felt, posing both
political and economic problems.

Depreciation, however, also makes investment cheaper for foreigners and
could encourage an inflow of capital if other conditions are right. For
example, the massive and ongoing peso depreciation in Mexico has attracted
U.S. and Japanese investment in its export-oriented border industries. At the
same time, currency appreciation resulting in declining export
competitiveness—a trend exacerbated by rising labor costs at home and loss
of U.S. GSP privileges abroad—has led Taiwan and South Korea to relocate
some of their simpler, labor intensive export industries to such neighboring
developing countries as Thailand, Malaysia, and the Philippines, and even to
Caribbean nations. It has also led Japan to relocate some of its manufacturing
production to the Asian NICs, ASEAN nations, and Mexico, areas that
because of the strong yen are now undercutting Japanese (and NIC) products
in third country markets and making inroads into the Japanese home market
as well. Within Asia, international competitiveness is shifting decisively from
northeastern to Southeast Asia.12

In general, while some developing countries have benefited from recent
world currency shifts, others have not. But all will stand to gain if wild
fluctuations in exchange rates can be eliminated from the international
monetary system, allowing for more rational long-term calculations of
production possibilities, less frequent shifts in competitiveness, and less
unpredictable balance-of-payments impacts.

Third World Debt

The ballooning external debt of developing countries and their inability to
pay it have occupied center stage in concerns about development in the
1980s. Around 1983, debt-service payments began to exceed new borrowing,
resulting in a net outflow of capital from the developing to the industrial
countries. About half of the total outflow is principal repayment; the rest is
interest. Overborrowing in the 1970s, high real interest rates in the 1980s, and
wasteful and inefficient use of borrowed funds are to blame. Aggravated by
the commodity-price slump and terms-of-trade decline of the 1980s, debt-
service ratios increased, amounting to 47 percent of Brazil’s and 50 percent
of Mexico’s export receipts in 1986, and as much as 70 percent of
Argentina’s.!3 The major debtor nations are middle- and upper-
middle-income countries in Asia and Latin America that were able to borrow
readily from commercial banks in the 1970s and early 1980s. The poorer
African countries are mostly indebted to international development agencies
and foreign governments.

The debt crisis was the major constraint on developing countries’ growth
in the 1980s, since large debt-service burdens limit their ability to import
what they need for growth. Trade surpluses are required for debt repayments,
but these have been difficult to earn, given falling commodity prices through
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most of the decade and rising protectionism in industrial countries. Since
Mexico’s debt crisis in 1982, debt renegotiations have been proceeding on a
country-by-country basis and have involved a combination of
measures—including refinancing with new loans, rescheduling of debt
payments, lower interest rates, debt-equity swaps and other new financial
instruments, the Morgan Guaranty Mexican debt-bond swap, and domestic
fiscal and monetary reforms in debtor nations.

The results of these efforts have been mixed at best. Many debtor
countries in Latin America and Africa have suspended or otherwise
unilaterally limited interest as well as principal payments on their external
debt, while Asian debtor nations, most of them much poorer than the Latin
American countries, have continued to service their external debt and even to
repay some principal. Even the major creditor banks—and, in 1989, the U.S.
government—now recognize that defaults on some loans are probably
inevitable. Default is particularly likely in the poorest countries (most of
them in Africa), which cannot possibly repay their accumulated debts. There
has been a partial shift away from the IMF type of austerity program, but
“growing out of the problem” has not been successful either, despite
improving commodity prices as world inflation built in the late 1980s.
Long-term world market prospects for many commodities are weak, and most
foreigners are reluctant to lend to, or invest in, Third World debtor nations.

In the meantime, many developing countries are responding to their debt
problems by: liberalizing trade policies (to promote domestic efficiency and
exports); privatizing state-owned enterprises (to reduce the burden of
government budget subsidies);!4 and removing restrictions on foreign
investment and welcoming it more enthusiastically (to obtain the foreign
capital necessary for growth and debt repayment). All these policies face
nationalistic objections, since they involve what many developing countries
have become accustomed to viewing and abhorring as increased
“dependence” on the industrial countries, though it is apt to differ more in
kind than in degree from their present dependence on foreign commercial
banks.

The issues raised by the debt-equity swaps pioneered by Chile suggest
the complexity of the situation. A swap simultaneously relieves host
governments of some debt, minimizes the creditor bank’s loss on a dubious
loan, provides foreign (or local) investors with cheap local currency, and
injects new private capital into the economy; it may also attract back some
domestic-flight capital. The problems are that creditor banks may not want to
take the loss; investors may not want to invest or expand in such
problem-ridden economies; nationalistic governments do not want to increase
foreign ownership of their economies (a major reason why they preferred
external debt to foreign investment in the 1970s); private investments may be
merely subsidized, not increased, resulting in resource misallocation and
eventual regeneration of outward payments (if the investors are foreign);
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foreign investors may merely take over existing local enterprises, not create
new production; the increase in the local money supply may be inflationary;
and “round-tripping” may occur (e.g., if returning domestic flight capital is
swapped cheaply for pesos only to be exchanged back into dollars on the
black market). For all these reasons, while debt-equity swaps may be
expected to grow, they are unlikely to account for a major proportion of
current debt.

Foreign Investment and Aid

Because of the debt crisis—the unwillingess of creditors to lend, and the
inability of debtors to absorb and service more debt—developing countries’
external financing declined from $160 billion in 1981 to $68 billion in 1986,
with the share of net private lending dropping from 57 percent of the total in
1981 to only 4 percent in 1986. The share of direct investment
correspondingly increased, from 12 percent to 19 percent.!5 The United
States has been the largest source of new foreign investment in developing
countries, accounting for nearly half their stock, but is being surpassed by
Japan. In investment flows to Asian developing countries, Japan surpassed
the United States in the early 1980s and was itself surpassed by Taiwan, now
ranking second, in 1989.16 Investments in many commodities have declined
in recent years (though disinvestment in oil is being reversed), while
investments in manufactures have increased. Five countries—Brazil, Mexico,
Singapore, South Africa, and Malaysia—accounted for almost half of the
total stock of foreign investment in developing countries in 1986.17 The
ASEAN countries—Singapore, Malaysia, Thailand, the Philippines, and
Indonesia—increased their share of total foreign investment in developing
countries from a third in 1974 to more than 40 percent in 1984,18 with 40
percent of the ASEAN total going to Singapore alone. Given the surge in
Japanese and Taiwanese investment in these countries since 1987, their share
has probably increased since then. In contrast, there has been disinvestment
in most of Africa.

Because of their debt burdens and reduced capacity to borrow, many
developing countries have become more welcoming to foreign investment in
recent years—relaxing domestic ownership requirements, liberalizing trade,
reducing bureaucratic regulations, and offering new fiscal incentives.
Export-oriented investments are particularly sought-after, because of their
ability to earn the foreign exchange that alleviates the debt burden and
permits continued growth. So far, in most countries these attempts to lure
new foreign investment have not been very successful. Domestic political and
economic conditions, including debt problems, remain discouraging in many
countries, while internationally the U.S. stock and bond markets and fears of
protectionism continue to divert and attract capital from the developing
countries. The decline in the dollar has slowed, and in a few cases begun
reversing, the offshore moves undertaken by U.S. industry in order to survive
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the strong dollar in the first half of the 1980s. There has recently been some
corresponding increase in offshore investment in developing countries by
Japanese, European, and Asian NIC firms whose home currencies have
strengthened. But these, like new U.S. investments, tend to be concentrated in
relatively few developing countries—primarily Mexico (which is attracting
Japanese as well as U.S. manufacturing investment because of its
much-depreciated currency and proximity to the United States), the Asian
NICs (which are attracting both Japanese and U.S. investment because of
their accumulated skills and infrastructure, as well as lower costs and
growing home markets), and Southeast Asian near-NICs (attractive because
of cheap but relatively skilled labor, relatively good infrastructure, political
stability, access to GSP privileges, and strategic location in the world’s
fastest-growing and soon-to-be-largest regional market). China is also
attracting considerable investment from other Asian countries, particularly
from overseas Chinese (including Taiwanese) business interests.

Beyond these few countries, most foreign investment by industrial
countries continues to go mainly to other industrial countries, often because
of fears of being shut out of their markets by protectionism—as in the case of
investment in Europe motivated by anticipated full market integration in
1992. Japan, for example, has for some years been investing more in North
America and Western Europe than in its traditional Asian locations, so that by
1986, Japan’s cumulative investments in the United States accounted for 30.2
percent of its worldwide foreign investments, followed by investment in Asia
(23.3 percent), Latin America (18.7 percent), and Europe (13.2 percent).19
Since 1986, Japanese investments in Asian developing countries have
increased, and they will continue to increase, especially with the
announcement of a new Japanese government Asian Industries Development
plan to support private sector export promotion in China, Malaysia, Thailand,
Indonesia, and the Philippines by providing financial, technical, and market
assistance to export-manufacturing enterprises in these countries and by
improving their access to the Japanese market. Still, this may be insufficient
to increase the share of these countries in Japan’s overseas investments
relative to those of the United States, Western Europe, and the Asian NICs.20
Overall, developing countries receive about one-quarter of the world’s
foreign direct investment.

In the long run, the amount of foreign investment going to developing
countries will depend on what happens to trade patterns and policies,
currency shifts, interest rates, and the prospects for commodity,
manufactured, and service exports from the developing countries, as well as
their internal economic and investment policies. Unless these underlying
conditions change significantly, and favorably, foreign investment flows to all
but a few developing countries are unlikely to increase dramatically.
However, a significant increase may be expected in overseas investments by
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the Latin American and Asian NICs and their “Third World multinationals.”
Brazil and Hong Kong are already among the world’s top 15 providers of
direct investment abroad,2! while both Taiwan and Singapore, rich in external
reserves, are encouraging overseas investments by domestic firms.

As private lending has fallen precipitously, official loans and grants have
risen from 31 percent of developing countries’ external finance in 1981 to 77
percent in 1986, though in nominal terms this is only a small absolute
increase.2? In real terms, industrial country government aid to developing
countries has been declining, and for political and budgetary reasons this
situation is unlikely to be reversed soon, with the exception of an increase in
Japan’s overseas development assistance. For example, in May 1987, Japan
announced that it would provide $20 billion of its foreign exchange earnings
to debtor nations through a combination of untied export credits, increased
contributions to multilateral development banks (MDBs), and loans jointly
financed by government and private institutions. The Japanese government
will also double its official aid to Asian developing countries that trade
heavily with Japan to $8 billion a year by 1990.23 While there is plenty of
evidence to suggest that the net benefit of Japanese aid to developing
countries may be limited by the many business strings typically attached to
it,24 the increased importance of Japan as an aid donor provides a sign of
hope in an otherwise rather bleak foreign aid picture. Japanese aid will not
only help to make up for declining real aid to developing countries from the
United States and some other industrial countries, it may also stimulate more
aid from the United States if the United States recognizes, as Japan clearly
does, the importance of aid as an instrument that can open up foreign markets
for donor country businesses, even without explicit “tying.” The Asian NICs
are also a potential source of aid to other developing countries: For example,
Singapore has begun sending aid to the Philippines, and Taiwan is exploring
aid-giving opportunities in a variety of countries, probably linked to its
business and political interests.

Linking aid to donor countries’ international business interests is a
long-established practice that has its merits as a means of eliciting more aid
flows to developing countries—but it also has its limitations. Relating aid to
potential markets will mean a further concentration of aid in the more
prosperous and promising developing countries, most of them in Asia and
Latin America, that can deliver such a market, and a corresponding neglect of
aid to the poorest and least developed countries, most of them in Africa. Yet,
it is these poorest countries that need official assistance the most, on both
humanitarian and developmental grounds, since they are the least likely to
attract commercial lending and direct private investment. Aid to these
countries—particularly if invested in infrastructure and human resource
development—is necessary to enhance their attractiveness to and absorptive
capacity for foreign private (equity or loan) capital that would not otherwise
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be forthcoming. But whether flows of commercial finance to developing
countries can be increased in the 1990s depends on international trade,
financial, and political developments that are by no means clear.

MICROECONOMIC DEVELOPMENTS

World Trade in Commodities

At the end of 1986, the world price of food and industrial raw materials,
weighted by developing countries’ exports, had declined in real terms by
close to 30 percent since 1980, and by nearly 50 percent since 1954.
Developing countries’ raw material exports could buy, in 1986, only half the
volume of manufactured imports that they did in 1974.25 But commodity
prices have been rising strongly since early 1987, largely because of
heightened expectations of world inflation and continued respectable growth
in developed and newly industrialized economies. Despite this—and for well-
known reasons to do with low income elasticity of demand and high price
elasticity of supply—structural conditions in world commodity markets are
not favorable to developing country exports in the long run. With
conservation, technological substitution, and taste changes in industrial
countries reducing demand, and price responsiveness and technological
innovation in developing countries increasing supply, relative prices have
fluctuated around a declining trend. Interestingly, the more market-oriented
that developing countries have become—the more they have dismantled
agricultural marketing controls and removed policy distortions—the greater
the risk of periodic oversupply and price collapses that may eventually
discourage some market participation. In theory, price and income
fluctuations can be managed on the national or international level (e.g., by
hedging, buffer stock and crop insurance schemes, and international
commodity agreements), but in practice this has not worked out well and
there is no indication that it is more likely to in the future.

The major problem today is not periodic but rather chronic oversupply,
which does discourage production, especially in food crops. The chief causes
are agricultural protection and farm subsidies in the industrial
countries—Japan, Western European nations, and the United States—that
preserve a small but politically powerful and high-cost farm sector at the
expense of both domestic consumers (and hence of industrial growth
elsewhere in their economies) and, especially, vast numbers of impoverished
Third World farmers who are or could be much more competitive in
producing and exporting the same or substitutable crops at true market prices
or scarcity values. The prospects for the continuation of this phenomenon of
costly and regressive farm subsidies are uncertain, though the budget and
hence political burden that they impose on developing countries could very
rapidly become intolerable.
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Technological innovation also makes possible continuously increasing
agricultural productivity in both industrial and developing countries. In food
production, the spread of green revolution technology in Asia and Latin
America, together with the liberalization of agricultural policy in developing
countries,26 has turned such giants as India and, especially, China from
food-deficit into at least marginally self-sufficient or food-surplus countries,
exporting their surpluses to world markets in which they were major buyers
just a few years before—though the Asia-wide drought and resultant
shortages and high prices of food in 1987 show how much this success is still
hostage to the vagaries of the weather. Still, technology has enabled even arid
Saudi Arabia to grow twice as much wheat as it needs, and it may soon bring
about a green revolution in Africa, despite serious ecological, political,
infrastructural, and organizational constraints on that continent. Worldwide
overproduction of food crops results in low food prices, farm incomes, and
export receipts, and in increased farm indebtedness and government budget
deficits. It also discourages food production in the developing countries,
thereby threatening the adequacy of future food supplies and increasing both
rural-urban migration and rural and urban unemployment.

Farmers in many developing countries have already diversified their
market production, including export production, by shifting to higher-value
foodstuffs and nonfood crops. In Southeast Asia, Central America, and the
Caribbean, the shift has been to tropical (and even temperate) fruits,
vegetables, flowers, and seafood, as well as marijuana, heroin, and cocaine.
Thailand, the Philippines, and even the socialist countries of Burma and
Vietnam have increased their shrimp exports (mostly to Japan) with the aid of
technology and some capital imported from Taiwan, New crops grown in the
highlands include strawberries for local hotels and the booming tourist trade,
and potatoes for McDonald’s french fries in the big cities. Meat and dairy
production is expanding, mainly for home consumption. These countries are
also capitalizing on the growth of the gourmet or exotic-foods market in
Japan and Western countries, while some are benefiting from agricultural
problems in competing developed countries. Brazil, for example, has been
progressively taking over Florida’s share of the orange juice market,
following many years of frost damage and citrus-canker disease in Florida,
and some Central American countries are following suit.27

While such diversification is admirable, its long-term success is by no
means guaranteed. Import restrictions in the industrial countries remain a
problem—for example, protective quotas have been imposed on Costa Rica’s
successful export of cut flowers to the United States; Florida orange growers
have filed an antidumping suit against Brazil; and Japan still bans the import
of bananas from the Philippines during the harvest season for domestic fruits.
Japanese health inspection standards remain a major nontariff barrier for
tropical food exports from other Asian countries. There is also the
ever-present threat of oversupply, despite higher price and income elasticities
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of demand for the new foods. Innovative Asian or Latin American marketeers
who develop a market for a new exotic food in the United States, for
example, often find it quickly usurped by other developing countries and
even U.S. suppliers. Exporting nongrain food crops also often involves
greater dependence of developing country farmers on industrial country
multinationals that either operate plantations or enter into contract
relationships with independent farmers, supplying them with various inputs
and credit in return for processing, packaging, and marketing their crop
abroad (the higher value-added stages of production). While there are
obvious benefits, many people argue that the relationship with multinationals
also involves potential costs—including the risks of increased indebtedness
for small farmers, vulnerability to price and other market manipulations by
monopsonistic global firms with operations in many different competing
countries, and the preempting by foreign firms of independent local
processing and marketing activities that would increase the share of domestic
value-added in the world price.

Market prospects for some nonfood agricultural products are not as bleak
as they are for food products. Despite a long-term downward trend, prices of
nonfood agricultural products recovered from their 1986 trough and by late
1987 were back at 1980 levels. A growing consumer preference for cotton,
for example, increased demand and prices for this crop, while the spread of
AIDS sharply increased demand for rubber for use in surgical gloves.
Malaysia has developed epoxidized natural rubber, a composite that
outperforms synthetic rubber and could replace it in vehicle tires. This could
as much as double the world market for natural rubber, of which Malaysia is
the largest producer, but there is already a growing global shortage of rubber.
Because of acreage cutbacks during long years of low and declining prices,
and because of the crop’s long gestation period (seven years), supplies are not
easily replenished. Malaysia is also intensively researching new processes
and uses for palm oil, of which it is also the world’s largest producer, but
palm and other edible tropical-oil exports from developing countries. are
threatened by a consumer campaign in the United States against the use of
saturated fats in processed foods, and by the imminent development of a
no-calorie synthetic fat substitute. There is also the constant threat of
oversupply, compounded by the  ease with which technological innovators
may be imitated by other countries. Domestic cost pressures from rising
wages and acute labor shortages on plantations make Malaysia, the largest
supplier of nonfood agricultural products among developing countries,
particularly vulnerable to intensifying competition from lower-cost
neighbors. ’

Of all the commodities exported by developing countries, metals are
probably most vulnerable to declining demand from technological
conservation, substitution, and the development of new composite materials.
The amount of metals used per unit of manufacturing output has been falling



WORLD ECONOMY 35

fast. For example, between 1979 and 1985, while manufacturing output rose
an average of 2.1 percent a year, world consumption of aluminum remained
static, and world copper use fell because of the increasing substitution of
fiber optics for copper wire in telecommunications.28 Frequent price
fluctuations are one factor encouraging consumers to switch from metals to
nonmetallic manufactured substances such as various plastics, the supply of
which is more readily controlled and prices therefore more stable. Metal
producers also have to cope with oversupply, exacerbated by structural
changes and government policy interventions. For example,
country-by-country nationalization of the operations of large oligopolistic
multinationals that once carefully controlled world supply and prices to
maximize industry profits has resulted in a more competitive supply situation.
Each individual country or producer (often a state mining enterprise) acts as a
price-taker and seeks to maximize output for maximum national revenues,
leading to worldwide oversupply and falling prices. Producer cartel attempts
to raise prices have also resulted in increased output from nonmembers,
including new entrants, thereby undercutting the cartel price through
oversupply. Thus, Malaysia’s attempt to push up the price of tin caused it to
fall instead by nearly 60 percent between 1979 and 1986.

Current world excess capacity in metals production is likely to decline as
the closing of old mines and smelters (e.g., for copper and aluminum) in
developed countries such as the United States shift supply more toward the
developing countries, where technological advancements in exploration and
mining are making it increasingly possible to extract metals from previously
difficult locations. But despite recent price increases, the generally dismal
world market prospects for metals is a serious concern because many of the
developing countries that export metals derive most of their foreign exchange
earnings from a single metal (e.g., copper in Zaire and Zambia). Metals
exporters, mainly in Africa, include some of the poorest countries in the
world.

The price of oil, the leading fuel exported by developing countries, was
raised dramatically by the Organization of Petroleum Exporting Countries
(OPEC) beginning in 1973. After the “second oil shock,” in 1981, oil prices
slumped equally dramatically to about one-third their peak values by 1986.
The cartel’s success in raising the price of oil encouraged conservation and
substitution on the demand side and increased production by nonmembers on
the supply side, reducing OPEC’s share of the world oil market and exerting
downward pressure on the price. OPEC’s failure to maintain cohesion among
its members resulted in weakening observance of cartel quotas and
undercutting of the cartel price, especially by Iran and Iraq, who needed their
oil earnings to finance their war.

The oil price decline resulted in import savings and improved trade
balances for oil-importing developing countries but caused huge revenue
losses for oil-exporting countries and increased debt-service ratios for such
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heavily indebted nations as Mexico, Indonesia, and Nigeria. A heavy
structural dependence on imports, permitted by many years of plentiful oil
revenues, and heavy external borrowing for domestic industrialization based
on assumptions of continued abundant oil earnings, resulted in severe
balance-of-payments problems. In response, many oil-exporting countries
have devalued or depreciated their currencies and are attempting to diversify
into nonoil exports, including agricultural commodities and manufactures.
Unaccustomed capital constraints and limited domestic skills are making this
difficult for many. Indonesia is a rare example of success: It responded to
declining oil revenues by currency devaluation, domestic austerity measures,
economic reform (including trade, investment, and financial market
liberalization), and promotion of nonoil exports, which have enabled it to
sustain modest growth (3 to 5 percent) while attracting new foreign
investment and increasing nonoil exports from 10 percent of foreign
exchange earnings to 45 percent in 1988.

Qil prices began recovering in 1987, and the general belief is that the
recent reduction in production capacity will result in oil shortages and high
prices again in the 1990s. While this will help improve the situation for the
oil-exporting countries, it will add to the burden of oil-importing countries, as
it did in the 1970s. But the huge payments surpluses and external borrowing
are unlikely to recur, in part because of the weakening of OPEC and the
continued entry of new producers. Natural gas supplies, which are
concentrated in oil-exporting countries, especially in the Middle East, but are
also found in countries without oil, will in the 1990s continue to decline in
the industrial countries and increase in the developing countries.

World Trade in Manufactures

Against the generally gloomy picture in commodities, manufactured exports
are a bright spot. Developing countries that have specialized in the export of
manufactures—mainly the Asian and Latin American NICs—continue to
prosper handsomely and to make increasing inroads into industrial country
markets for an ever-widening range of products. The less developed countries
that have followed suit have almost all succeeded to some extent, at least in
increasing the quantity and proportion of foreign exchange earnings derived
from manufactured exports. They include a range of very different countries,
from such large, populous, and poor countries as China, India, and
Bangladesh, to such medium-sized, middle-income countries as Turkey,
Thailand, and the Philippines, to such small, resource-poor island nations as
Mauritius and the Dominican Republic. In almost all these countries,
manufacturing for export has become the fastest-growing sector of the
economy, though—especially for the larger countries—it typically remains
small relative to agriculture and manufacturing for the domestic market.
Export-manufacturing’s contribution to the balance of payments is typically
much greater than its contribution to total output or employment.
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Developing countries have been increasing their share of both world
industrial output and world manufactured exports since 1970. While light,
labor intensive manufactures such as textiles, clothing, footwear, fashion
accessories, toys, and sporting goods, and processed agricultural products
such as food, rubber, and wood products remain the most typical and
widespread exports, the range has increased to include more capital intensive
goods such as iron and steel, chemicals, glass, petroleum products, transport
equipment (cars, ships, and even planes), machinery and machine tools,
electrical and electronic products, and professional and scientific equipment.
Many of these capital intensive industries are set up or evolve to serve both
domestic and foreign markets, allowing developing countries to enjoy the
economies of scale that would not be possible if they were limited to their
small domestic markets. The single most important manufactured export
from developing countries is textile products, which account for 10 percent of
all their exports and over 25 percent of their manufactured exports to
industrial countries. In certain regions, mainly Mexico and eastern and
Southeast Asia, electronics is also very important. For example, electronics
products and components vie with petroleum products as the commodity-rich
ASEAN group’s primary export to the United States, followed by textiles and
clothing, while the Asia-Pacific region generally (including Japan) is now
both the world’s largest source of, and the largest market for, electronics
parts, components, and supplies.

Despite the fact that manufactured exports now have a long (more than
30 years) history of success, are fairly widespread in a variety of developing
countries, and still enjoy faster-growing, less wildly fluctuating markets and
more favorable terms of trade than do commodity exports, pessimism about
long-run prospects has been common since the 1970s and persists despite the
contradicting evidence. This largely reflects export-manufacturing’s political
unpopularity in industrial countries (which have been losing their world
market shares in certain industries) and even in some of the developing
countries (where domestic vested interests often oppose the liberal economic
policies that must accompany export-manufacturing). I will briefly examine
the reasons, related to the international economic environment, that are
usually given for this pessimism and consider their validity.

Technological advancement is often considered to be disadvantageous to
developing countries exporting manufactures, since it generally proceeds in a
labor-saving direction. Thus, it has long been predicted that automation in
such industries as textiles and electronics will result in comparative
advantage shifting back to the industrial countries. In fact, high costs and
risks have considerably slowed the diffusion of automated technology in
industrial countries, while short product cycles, intense competitive-cost
pressures, and market trends toward individually differentiated products have
extended the life of labor intensive processes in high-tech and fad industries
such as computer equipment, fashion garments, and toys—world
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manufacturing of which is now concentrated in Asian developing and newly
industrialized economies. Even automated technologies frequently include
intrinsically labor intensive processes or require some relatively labor
intensive inputs that are best produced in low-wage developing countries,
where they may attract the location of complementary capital intensive
processes in order to benefit from economies of vertical integration and
just-in-time delivery. “Deskilling” as a consequence of automation may also
make more production processes feasible in developing countries, since
machine operation substitutes for the operator skill they lack. These countries
are also more likely to be able to offer the “flexible” labor willing to work the
round-the-clock shifts necessary for the quick attainment of maximum
volumes and rapid depreciation of expensive, capital intensive equipment.

More generally, advances in transport, communications, computers, and
information technology have shrunk the world so that geographical distance
is no longer a major handicap; it can be offset by good infrastructure, which
many developing countries, especially the NICs, have developed. These
countries have further expanded their technological capacity so that they
increasingly possess relatively cheap supplies of skilled and experienced as
well as unskilled labor. Some of the Asian NICs are now even in the position
of offering cheap capital or direct capital assistance to capital intensive,
high-tech companies, as well as providing training or training subsidies for
skilled workers. Where technological change is rapid, developing countries
can also benefit from the advantage of latecomers to industrialization in that
they may immediately implement the latest technology without waiting for
older equipment to be depreciated.

In short, technological advancement is at least as permissive as it is
inhibiting of continued export manufacturing in developing countries. In
particular, technological upgrading has helped the more developed NICs
maintain their comparative advantage despite rising wages and appreciating
currencies and has encouraged them to slough off some of their older, more
labor intensive industries to lower-wage developing countries, often through
the outward investments of “Third World multinationals.” In the Asian
region, for example, the relocation of labor intensive industry from South
Korea, Taiwan, Hong Kong, and Singapore—in the process of their
upgrading—has stimulated export-manufacturing in Thailand, the
Philippines, Malaysia, Indonesia, China, and even Bangladesh, Sri Lanka,
and Turkey.

Another common cause for pessimism about the future prospects of
export-manufacturing in developing countries relates, as with commodities,
to the fear of worldwide oversupply. It has been argued that as more and
more developing countries are lured into manufacturing for the world market,
competition among them will lead to overproduction, excess capacity, and
falling prices. The entry of China and India into the market is particularly
feared. In fact, nothing like this has yet happened, for many reasons.
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Demand for manufactured goods is more price- and income-elastic than
that for commodities and has been growing more rapidly than has income in
industrial countries and in the world as a whole. Developing countries still
account for only a small proportion of industrial country imports of
manufactures, and for an even smaller proportion (less than 10 percent) of
industrial country consumption of manufactures, most of it concentrated in
only a few industries such as garments and footwear. From this small base,
the scope for further market penetration, including displacement of huge
ready markets, is enormous, even without considering the accelerating
growth of developing country markets themselves. Thus, exports of
manufactures from developing countries can grow more rapidly than demand
for manufactures, which is itself still growing more rapidly than income. For
example, in 1986 the volume of world trade in manufactures rose by only 3
percent (one of the worst performances in three decades, according to GATT,
though still higher than total output growth), yet the value of developing
country manufactured exports grew by 13 percent in the same year.29

The entry of more developing countries into particular
export-manufacturing industries—usually textiles and garments—does not
necessarily hurt older producers, who have the option of diversifying and are
often keen to move up the industrial ladder. As incomes and costs rise in the
NICs and they open their domestic markets, more opportunities arise for the
developing countries to supply them with cheap manufactures. At the same
time, the NICs remain much more attractive than the developing countries to
many multinationals relocating production from industrial countries,
especially in high-tech industries, because of their superior skills,
infrastructure, efficiency, and supporting industries.

Not all developing countries at present want to or can embark on
export-manufacturing on a scale large enough to “flood” world markets in
particular product lines. Many of the countries beginning
export-manufacturing are very small and have limited domestic capacity
(e.g., the Caribbean islands and Mauritius). The larger countries, such as
China and India, remain primarily domestic market-oriented and are
interested in exporting manufactures mainly to earn the foreign exchange
necessary to invest in their potentially huge domestic markets. They are
unlikely to end up as “export platforms” only and bring with their increased
supply also their increased demand for manufactures on the world market.
Most of the low-wage countries also remain relatively inefficient, with the
result that they do not pose a major competitive threat to more established
exporters, while their policymaking elites still tend to favor import protection
for domestic market monopolies and a low-waged, underemployed labor
force, over the more democratic impacts (lower consumer costs, higher
employment) of export-manufacturing.

In short, domestic supply-side limitations in developing countries remain
a greater constraint to the expansion of manufacturing for export than do
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prospects for world market demand, which remain good for those countries
that do succeed in establishing export-manufacturing industries. If these
supply-side limitations are eased by political changes in the future, then
concerns about excess capacity may become more valid; but even so this
would depend on the rate of growth of demand. As the recent experience of
the Asian NICs shows, incomes, demand, and imports all increase in
developing countries as they advance up the industrial ladder.

The major demand-side constraint is not imposed by the world market,
but rather by politics—specifically, protectionist trade policy in the industrial
countries. Current trade policy in industrial countries already discriminates
against developing countries, most notably through the Multi-Fiber
Arrangement (MFA), which regulates world trade in textiles and textile
products—the most important export-manufacturing industry in developing
countries—outside GATT rules. There has also been a growing use of
voluntary export restraints and other nontariff barriers against specific
products from individual countries. Protectionism is certainly a major
problem, especially for the NICs who have been its chief targets so far, but it
is also a complex phenomenon, and complete pessimism about its spread and
its effects may not be warranted.

For one thing, protectionism against some countries benefits others and
helps to spread export-manufacturing among more countries. Examples
include textile quotas against Hong Kong, and voluntary export restraints and
other import restrictions against Japan, South Korea, and Taiwan—all of
which have encouraged firms from these countries to relocate to other
developing countries in Asia and Latin America, creating opportunities for
the latter to penetrate industrial country markets. For example, the present
boom in South Korean automobile exports owes much to the voluntary export
restraint on Japanese car exports to the United States.

Protectionism also remains less severe against developing countries’
manufactured exports than against their agricultural exports to industrial
countries,30 and this is likely to continue. There is a much larger number and
wider range of manufactures; it takes time to identify import damage and to
undertake the formal procedures, including political lobbying, necessary to
obtain import protection—during which time many of the import-impacted
companies may be forced to shut down or move out; rural-based farm sectors
generally have more political clout, disproportionate to the numbers they
employ, than do urban-based industries in developed countries (particularly
Japan); unity is more difficult to achieve in manufacturing, where national
companies may be highly competitive with and distrustful of one another, and
capital and labor may have different interests—e.g., capital can meet import
competition from developing countries by relocating to those countries, but
labor, which is often weakly organized, cannot; protection against industrial
inputs will be opposed by their industrial consumers, pitting capital in one
sector against capital in another; there is usually a dominant preference for
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free trade among policymaking elites in industrial countries that are free
enterprise—market economies; governments are sometimes hesitant to take
policy actions that raise the prices of manufactured goods to consumers; and
GATT regulates international trade in manufactures but not in agricultural
commodities. Those developing countries whose manufactured exports
benefit multinationals in the industrial countries also have a powerful ally
against protectionism in their export markets, as in the case of the Mexican
border industries.

Affected countries can, within limits, adjust to protectionism. For
example, protectionism encourages them to diversify their export markets
and their industrial production, shifting from protected to unprotected
products and upgrading into more sophisticated, newer industries that tend to
have growing markets and to be less inclined toward protectionism. Import
tariffs or surcharges can be a stimulus to reducing costs in order to remain
competitive, while quotas can be filled with higher-value products or avoided
by shifting to products not covered by a quota, as has been the case under the
MFA. Protectionism is also generally ineffective in improving the
competitiveness and viability of protected industrial country industries.
Although developing countries so far have been too weak to retaliate against
discriminatory trade restrictions, their capacity to do so is growing with the
size and purchasing power of their domestic markets.

Thus, while protectionism remains the major threat to developing
countries’ continued export of manufactures, this is not sufficient completely
to condemn the prospects for such exports in the future. Protectionism has not
so far undermined the growth of its major target countries—Japan and the
Asian NICs—and is itself not a market parameter but a policy variable that
can be changed and is likely to continue meeting at least some resistance
within the industrial countries themselves.

Recent events in the world economy have in fact improved the
immediate prospects for expanded export-manufacturing in-developing
countries. These events—including the appreciation of the yen and of
European and Asian NIC currencies, and the depreciation of most developing
country currencies even against the dollar—have increased the
competitiveness of developing countries’ manufactured exports against
exports from established countries in world markets. If adjustment of the
major industrial economies and Asian NICs to the changing world
environment proceeds as desired—i.e., with stimulation of the Japanese and
West German economies, and the opening of the Japanese, South Korean, and
Taiwanese domestic markets to more foreign imports—the demand for the
developing countries’ manufactured exports will increase even further.

World Trade in Services

In addition to commodities and manufactures, developing countries’ exports
of services are also affected by the world environment. Workers’ remittances
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have declined sharply since the early 1980s because of the slump in oil prices
and in Middle East construction and other economic activity relying heavily
on imported labor. Countries for which labor exports to the Middle East have
been important include South Korea, Thailand, the Philippines, Indonesia,
Bangladesh, India, Pakistan, and Egypt. Even with the recovery of oil prices,
the completion of major infrastructural construction projects in the Middle
East makes substantial rehiring of foreign workers unlikely. Elsewhere, high
unemployment in Western Europe has slowed the flow of migrant workers
from the Mediterranean, while the passage of a new U.S. immigration law
that penalizes employers for employing illegal foreign workers will reduce
and perhaps even reverse the flow of Mexican migrant labor. There has also
been some retrenchment of foreign workers from neighboring black African
nations in South Africa as a result of that country’s economic woes. On the
other hand, government-controlled labor exports are becoming more and
more common for China and Vietnam, while workers from Thailand and the
Philippines are increasingly finding work—often illegally—in the booming,
labor-short economies of Japan and the Asian NICs.

Tourism earnings have remained relatively stable on the whole, and very
much dependent on supply-side conditions, especially political conditions, in
individual countries. Countries with depreciated currencies should become
more competitive, and an increase in visitors from Japan and Western Europe
may, be expected because of their stronger currencies. There are regional
variations; for example, tourism has declined in the Middle East and North
Africa because of concerns about terrorism but has increased in the
Caribbean, which is fortunately situated close to the United States. Tourism is
booming in Asia as rising incomes have led to a huge increase (25 percent in
1988 alone) in intra-Asian tourist travel, especially by travelers from Japan
and the NICs, resulting in extreme pressures on existing capacity. This will
probably continue.

But for most other developing countries, the longer-run prospects for
increased foreign exchange receipts from tourism are not particularly bright,
especially for the many that lack local attractions or are far from the richer
countries from which most tourists hail. This is the case, for example, for
Africa (with the exception of Kenya), where the AIDS threat poses a further
problem for tourism. Tourism is partially dependent on income growth in the
industrial countries, is competitive among developing countries (and between
developing and industrial countries), and tends to favor the more developed
of these countries because of its relative capital intensity and need for
expensive infrastructural support. Tourism in China, for example, is limited
not by demand but by domestic capacity. In general, except for small island
nations with few other resources, tourism is not likely to be a growth market.

Few developing countries are involved in exports of transportation
services, which tend to be dominated by the industrial countries, are regulated
by international or regional cartels, and often subject to protectionist
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restrictions in the industrial countries. Several developing countries are
involved in shipping, but this is a competitive sector that suffers from world
excess capacity. In general, transportation is a very capital intensive sector
that few developing countries can enter successfully. The exceptions here are
once again the Asian NICs and their neighboring Southeast Asian countries,
which run highly successful international airlines that, with a combination of
more modern fleets, better service, and lower fares (resulting in part from
lower labor costs), have been outcompeting the airlines of older industrial
countries. There is also scope for some developing countries to develop roles
as regional transportation and communications centers, as Singapore, the
busiest seaport in the world, already is for Southeast Asia. Some of the small
South Pacific islands are trying to develop as naval bases for superpower
military fleets.

Two service exports that have been increasing their share of world trade
are investment income and consultancy services, including financial,
technical, and business services. These are areas the industrial countries have
traditionally dominated and are seeking to liberalize in the current GATT
round. Most developing countries run deficits in these services, which could
worsen if there is liberalization. However, there are prospects for at least
some countries’ increasing their exports of these services. The Asian NICs,
for example, have been increasing their overseas investments and can expect
to receive increased investment income in the future. They are also becoming
important sellers of technology to less developed countries, for whom their
technology is arguably more “appropriate” in scale, sophistication, and costs.

Hong Kong and Singapore are struggling to become world financial
centers, but their prospects are limited by political uncertainty surrounding
Hong Kong’s incorporation into China in 1997, by Singapore’s relatively
small domestic (and even regional) market, and by intense worldwide
competition. For example, in the Asia-Pacific region, which is expected to
experience a boom in demand for financial services, the two city-states are
likel}) to be overshadowed by both Tokyo and Sydney. However, both are
likely to retain a regional role, as are the Cayman Islands and other Caribbean
offshore financial centers and tax havens, and Turkey. South Pacific countries
such as Vanuatu are also attempting to develop as tax havens and offshore
financial centers but are likely to be less successful because of their
remoteness and small size.

Low wages combined with improved education in some developing
countries are increasing their ability to export manual and “brain” services,
aided by technological advancements in communications and information
technology. At the low end, Barbados and South Korea already perform labor
intensive data-entry and processing operations for U.S. multinationals, while
at the high end, computer scientists and engineers in the Asian NICs and
India are beginning to perform skill intensive research and design functions
and to develop software for high-tech multinationals in the industrial
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countries. This comparative advantage is likely to grow, and protectionism is
much more difficult and unlikely in these “brain services” than it is in
manufacturing.

In general, because of domestic skill and infrastructural constraints, only
a few developing countries and NICs, mainly in Asia, are likely to develop
significant service exports in the next decade, and these exports will remain
smaller than their commodity and manufacturing exports. A partial exception
is labor exports from the poorer Asian countries to their richer neighbors and
beyond.

CONCLUSION

For a long time it has been fashionable—especially among noneconomists
and in the developing countries themselves—to view the international
economy as essentially unfavorable to the developing countries; even to see it
as a constraint on their development and a major cause of inequality, both
between developing and developed countries, and within developing
countries. Participation of developing countries in the world economy has
thus been denigrated.

This is puzzling, because the historical evidence is so completely
different. First, those developing countries most integrated into the world
economy (say, the Asian NICs and the countries of Southeast Asia), the most
export-oriented, and the most dependent on the world market are also the
most successful by any indicator of development: output and employment
growth; income distribution; real and relative wage growth; mass living
standards; and social indicators such as health status, educational attainment,
infant mortality, female labor force participation, and so on. Those
developing countries most marginal and least integrated into the world
economy—say, in sub-Saharan Africa—have been the least successful on all
counts. Within Southeast Asia, the contrast between the outward-oriented
ASEAN countries and their socialist neighbors (Burma, Vietnam, Laos, and
Kampuchea), which share similar colonial histories and resource
endowments, is particularly striking—though the difference in domestic
economic systems may have more to do with this since the socialist countries
are at least as externally dependent as the capitalist ASEAN countries.

Second, those opposed to integration in the world economy often posit
self-sufficiency as a desirable alternate goal, even though all the developed
countries are heavily integrated into the world economy, with the smaller
developed countries of Western Europe especially being much more
export-oriented than are South Korea and Taiwan, for example.
Self-sufficiency, even in a large, rich country such as the United States, has
been decreasing rather than increasing. As self-sufficiency has declined,
incomes and living standards (even in the United States) have risen. For both
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developed and developing countries, as participation in the world economy
increases, so does domestic income, including incomes of farmers and of the
urban working class. This partially explains the eagerness of many socialist
developing countries—including China and Vietnam—to expand their
participation in the world economy as a means of building socialism.
Furthermore, only those developing countries that heavily participate in the
world economy, especially in export-manufacturing, have any hope of
narrowing the income gap with industrial countries or even overtaking some
of them. _

Third, no country—not even the United States or, at the other extreme,
China—has the option of not participating in the world economy. This is
particularly true of developing countries simply because they are small, poor,
and not industrialized, and therefore do not, and in many cases never can,
make all of their own needs, including basic subsistence needs. The relevant
question really is the terms under which developing countries participate in
the world economy—what they sell, what they buy, under what rules, and
affected by what policies. Even where the world economy is likely to be
unfavorable for some developing countries—especially the poorest: of
them—this does not imply that they should not participate in it, since
nonparticipation is likely to be even worse (as the example of Burma’s long
period of virtual but progressively undermined autarky suggests).

I have outlined the features of the changing world economy that will
affect developing countries in the 1990s. They include macroeconomic
developments in the industrial countries, world trade patterns and policies,
currency shifts, and international capital flows, including foreign investment,
aid, and Third World debt. These developments are, of course, interrelated
and difficult to predict with any certainty, given their dependence on political
as well as market forces. My conclusion is an evasive one: that the world
economy will “muddle through” without major calamities or boons for the
developing countries. At the microeconomic level, I have suggested that the
world market prospects for developing countries’ commodity exports are
likely to continue to be fairly poor and unstable in the 1990s, despite current
and occasional price booms in particular commodities. Market prospects for
manufactured exports are much better, though hardly excellent, with
prospects for service exports lying somewhere in between. All these markets
will be heavily conditioned by decisions on international trading rules, and by
government policies in both the developed and developing countries. Because
of different indigenous conditions, individual developing countries will have
differing capacities to take advantage of favorable market prospects and to
avoid or manage unfavorable ones, leading to greater differentiation among
them. In particular, the Asian NICs are likely to join the lower ranks of the
developed countries in the 1990s,31 while the ASEAN countries rise to
become full-fledged NICs, narrowing the gap that separates them from the
developed countries but vastly increasing the gap dividing them from other
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developing countries.

If both the macroeconomic and microeconomic developments are
favorable—and they are linked—many developing countries will be able to
grow out of their current debt problems and to attract more external capital
resources—both investment and loans—to finance their development.
Official development assistance will become less necessary, though arguably
more readily available, given healthier budgets and trade balances in the
developed countries. On the other hand, if developments in the world
economy are unfavorable, debt problems and slow growth will persist and
official development assistance will become more necessary, though probably
less available. With the increasing importance of Japan as a key player in a
more decentralized world economy, and as a major trading partner, creditor,
and foreign investor in developing countries, the role of official and private
external finance in these countries’ development may be set to undergo a
subtle change, something that the United States must decide how to respond
to in the 1990s. In particular, the United States may face conflict between the
currently favored political goals of foreign aid, which direct aid largely to
countries of “strategic foreign policy interest” (e.g., Pakistan, Egypt, the
Philippines), and the more economically self-interested aid linked to the
donor’s international business interests, which is more characteristic of Japan
and, increasingly, Taiwan.
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THREE

Development and Global
Environmental Change

WILLIAM U. CHANDLER

Human activities have reached a scale capable of altering the biosphere, a
fact that places new demands on development policy. Signs of global
environmental change have already become evident, particularly in the
atmosphere. An unexpected “hole” found in the earth’s ozone layer may
portend a global ozone reduction that would expose all life to dangerous
levels of ultraviolet radiation. Greenhouse gases such as carbon dioxide
(CO,) rapidly accumulating in the atmosphere threaten to warm the earth’s
climate, thus flooding coastal cities and shifting rainfall patterns. Acid rain
carried by winds across international boundaries has damaged large areas of
forest in Western Europe. Global environmental change may, as these
problems indicate, undo decades of material progress and deny development
to many of the planet’s 5 billion people.!

The emergence of global environmental change adds urgency to appeals
for “sustainable development.” Sustainable development will require
integrating environment and development policies, meaning that activities
formerly guided by purely economic criteria will now have to satisfy
conservation criteria as well. Economic criteria traditionally represent
efficiency and require only that investments be good ones in terms of present
value. Development can be sustainable, however, only if investments are
good and do not undermine the environmental foundations of economies.

At least three major forces associated with economic development shape
global environmental change: (1) energy use; (2) tropical deforestation; and
(3) health and population growth. Energy use directly embodies the conflict
between environment and development. Energy sustains modern societies; it
not only reduces drudgery and makes inhospitable climates habitable, it
substitutes for scarce resources. Energy permits the replacement of, for
example, copper with aluminum, wood with iron, iron with ceramics. It is
absolutely essential for industry, for transportation—in short, for
development. But energy use, more than any other human activity,
exacerbates the CO, greenhouse problem, acid rain, and so on. Energy
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productivity for economic growth will thus be a priority in any scenario of
sustainable development.

Tropical deforestation represents a stark conflict. Logging, agricultural
expansion, and urban growth contribute to the destruction of forests.
Deforestation undermines development by destroying watersheds, reducing
fuel and material availability, destroying species, and affecting global
climate.

All environmental problems are driven fundamentally by population
growth. Each of the 86 million people added to the population every year will
consume additional energy, driving up CO, emissions. Each will require
metals, wood, and chemicals, thus increasing pressure on energy supplies,
forests, and environmental sinks (which must absorb the toxic wastes of
industrial processes). Many of these people will be unable to find viable
farmland and will thus push out onto marginal land, increasing soil erosion
and deforestation rates.

But population growth is, in a sense, a symptom of underdevelopment.
Its causes include not only lack of family planning services, but also the
parental desire to have a sufficient number of children to assure that some
will survive to help with the hard work of development and to provide for
parents in their old age. Environmental diseases attributable to
underdevelopment dramatically increase the numbers of children who die.

The decade ahead in development policy offers an irretrievable
opportunity to ameliorate these problems, to integrate economic and
environmental policies. Beyond that time, environmental stresses may cause
disruptive climatic surprises and economic discontinuities. The
reconsideration of development priorities requires a vision of goals that
satisfy growing human needs while protecting the biosphere. And it requires
a theory of change, a clear concept of how policies affect human behavior
and natural resources.

GLOBAL ENVIRONMENTAL CHANGE

Atmospheric Change

If earth were an apple, the atmosphere would be no thicker than the peel; the
bulk of gases forming earth’s climate and sustaining life is only 36 kilometers
deep.2 This thinness makes it vulnerable to human pollution, and in ways
scientists do not fully understand.

If the ozone layer of the atmosphere were condensed to a liquid, it would
be no thicker than the sole of a shoe. Yet, it is vital to life on earth because it
protects plants and animals from destructive ultraviolet radiation. An ozone
“hole” over Antarctica has intensified scientific concern because no one
knows how it formed. October ozone levels over Antarctica have been
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reduced by about 50 percent over the last two decades.3 This “hole,” a
reduced concentration of ozone gas, appears each October and lasts for a
month. Scientists believe that chlorine from chlorofluorocarbons
(CFCs)—used in refrigerators and aerosol cans—destroys the ozone, with
other pollutants such as nitrogen compounds from engine exhaust or
fertilizers also contributing to its breakdown.4 U.S. Environmental Protection
Agency analysts have projected 800,000 additional cancer deaths in the
United States alone over the next 88 years as a consequence of ozone
destruction.5 Costly crop damage would also arise from increased ultraviolet
light intensity. "

Air emissions such as CO, may affect development by affecting the
global climate.6 The National Research Council (NRC) has concluded that
human-induced climate change—the “greenhouse effect”—is a likely
prospect over the next century.” Earth’s atmosphere, NRC estimates, will
warm by 1.5 to 4.5 degrees Celsius, disrupting rainfall patterns and raising
sea levels. The effect on low-lying nations such as Bangladesh and the
Maldives could be catastrophic. Farmers will be forced to make expensive
adjustments in irrigation and plant varieties, adjustments that will be much
more difficult in developing nations. Large development projects may have
their useful lives cut short. The question is no longer whether human beings
will alter the earth’s climate, but by how much. Development policies will in
part determine the answer to this question.

Gaseous emissions from both agriculture and energy use exacerbate this
greenhouse effect, but CO, is the most important trace gas. This by-product
of the combustion of fossil fuel is accumulating rapidly in the atmosphere,
where it absorbs reflected light and emits infrared radiation toward the
ground, thus warming the atmosphere. Fossil-fuel combustion produces over
5 billion tons of carbon emissions per year, half of which remain in the
atmosphere. Since 1960, the global concentration of CO, gas has increased
from 316 to almost 350 parts per million (see Figure 3.1).8 Most
climatologists expect rapid climatic change to commence within the next two
decades.?

Evidence is also mounting that non-CO, greenhouse gases such as
methane may cause atmospheric change equal in magnitude to that projected
for CO, (see Table 3.1).10 CFCs and other chemicals that interact to destroy
ozone also contribute to the greenhouse effect. Accumulating methane, for
example, could seriously destabilize atmospheric chemistry because it
neutralizes the main mechanism available for removing human pollutants.
Technically speaking, methane destroys hydroxyl radicals that would
otherwise remove nitrous oxide, acid rain—-causing sulfur and nitrogen
compounds, and unburned hydrocarbons. Methane is produced in anaerobic
processes, including the decay of submerged material in rice paddies and the
digestion of food in the stomachs of ruminants.

How the Third World develops will vitally affect emission rates for
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Figure 3.1 Atmospheric CO, Concentration
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Table 3.1 Anthropogenic Gases and the Greenhouse Effect

Estimated Current Effect of Doubling Residence Time
Rate of Increase on Temperature in Atmosphere

Constituent (% per year) (degrees Celsius) (% per year)
Carbon dioxide 0.2-23 0.5 nad
Carbon monoxide 0 1-2b 3
Tropospheric ozone 0.9-1.1 — na
Nitrous oxide 0.3-1.1 0.2 150
CFC-11 0.1 5.0 75
CFC-12 0.02 5.0 110
Methane 0.3-1.4 1.0 7-11

Sources: Based on Jae Edmonds and Gregg Marland, "The Energy Connection to Global
Climate Change: Gaseous Emissions” (Institute for Energy Analysis, 1986, mimeo); NASA,
Present State of Knowledge of the Upper Atmosphere (Washington: NASA, 1986); and T. F.
Malone and J. G. Roederer, eds., Global Change (London: Cambridge University Press and
the International Council of Scientific Unions, 1985).

Notes: a. Estimates may be misleading because COx is cycled in about two years butis
not removed from the deep ocean for perhaps 500 years.

b. One source reports "no trend” in CO accumulation.

c. Measures of total column ozone indicate a depletion rate ranging from -0.2 to -5.0 per-
cent per year, with most reduction coming in the stratosphere.
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CFCs, CO,, and other greenhouse gases—and thus will affect people
everywhere. It is sometimes assumed that because the developed world
consumes most of the world’s resources, it should therefore be the focus of
efficiency efforts. But while the developing world can justifiably lay claim to
a greater share of resources, it does not follow that the CO, problem, for
example, is a problem only for developed nations. The developing
world—excluding China—now adds as much CO, to the atmosphere as does
Western Europe (see Figure 3.2). To the extent that development increases
wealth, it will—without a conscious effort—increase demand for activities
that produce carbon and other trace gas emissions and thus compound the
global problem.

Moreover, the curves of emissions are still sharply rising in the
developing world, though they have declined in the United States and
Western Europe. Development, on the other hand, could bring environmental
benefits. Investments in capital equipment could make the economies of
developing countries more energy efficient and therefore more
environmentally benign. Investments in agriculture could make land more
productive per hectare, thereby limiting the climatic impacts of rapidly
expanding land use and deforestation. Such reductions in resource-use
intensity per unit of economic output will increase the potential for
sustainable development (as implied in Figure 3.3).

Deforestation and Development

Tropical deforestation raises global concerns. Forest-cutting annually injects
from 1 to 2.6 billion tons of carbon into the atmosphere, equal to one-fifth to
one-half that contributed by fossil-fuel combustion.!l Moreover, as rain
forests disappear, so too will many plant and animal species. Their loss may
have implications for all countries because half of all pharmaceuticals were
discovered in nature, including curare, quinine, and reserpine.12

Forest-cutting and other land-use changes arise with growing demand for
food and fiber, lumber, land for cities, and firewood for fuel.13 Globally,
forests are being destroyed at a rate of about 0.6 percent per year, but high
reforestation rates in the developed world mask very high rates of
deforestation in the developing countries (see Table 3.2). Tropical
forest—cutting occurs at rates higher than 3 percent per year in Costa Rica,
Nepal, Nigeria, the Ivory Coast, and Paraguay. And though the percentages
are lower, tens and even hundreds of millions of hectares are cut each year in
Brazil, India, Indonesia, Papua New Guinea, Peru, and elsewhere.14 The ratio
of forest-cutting to replacement is 5 to 1 in Asia, 10 to 1 in South America,
and 20 to 1 in Africa. The area of rainforest will, at these rates, be reduced by
12 percent by the end of the century.15

Deforestation and related land-use changes also promote soil erosion
(which reduces land productivity), reduce water supply, increase flooding,
and may affect local climatic conditions. They reduce the availability of
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fuelwood supplies and building materials. Fuelwood shortages, in particular,
reduce development productivity by requiring long, time-consuming treks for
firewood, and by making hygienic cooking and washing difficult. Hundreds
of millions of people are already affected by the fuelwood crisis (see Table
3.3), which diminishes both land and labor productivity, and in turn
diminishes development potential.

Another major forest problem is energy-related acid rain, which in some
areas has extensively damaged forests, causing economic as well as
environmental damage. In the Federal Republic of Germany, for example,
over half of the forest area has been seriously affected by acid rain, and
Waldsterben, or forest death, has become a household word.16 Because coal
resources are plentiful in many countries, including China, acid rain may
undercut other development goals. Reforestation efforts to enhance wood and
fuel supplies could be defeated by acid rain-induced damage to young trees.

The risks of failing to act on global change are high. As George
Woodwell, director of the Woods Hole Research Center, has said:

The issue is unquestionably one of the most urgent topics for the agenda of the

councils of nations. It strikes at the core of the question of the continued

habitability of the Earth at the very moment that the human population is

passing 5 billion on its unplanned and uncontrolled upward path. It has a

potential for disruption of the human enterprise over a few decades that rivals

the chaos of war.17

Table 3.2 Annual Deforestation Rates, by Region, 1981-1985

Region Area (ha) Rate (%)
Tropical America 5,611,000 0.63
Tropical Africa 3,676,000 0.52
Tropical Asia 2,016,000 0.60

Source: Based on World Resources Institute and the International Institute for Environment
and Development, World Resources Report 1986 (New York: Basic Books, 1986).

Table 3.3 Populations Affected by Fuelwood Shortages, by Region,
1980 and 2000 (miilions of persons)

1980 1980 2000
Region Acute Scarcity Deficit Deficit
Latin America 9 152 50
Africa 49 131 175
Asia 39 288 239

Source: Based on World Resources Institute and the International Institute for Environment
and Development, World Resources Report 1986 (New York: Basic Books, 1986).
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ENVIRONMENT, DISEASE, AND POPULATION GROWTH

The main causes of early death in the developing world are environmental
diseases, though they may not often be categorized as such. This fact, and the
higher priority that analysts and observers sometimes place on other
environmental problems, recalls the aphorism that “the most common form of
human stupidity is forgetting what one is trying to accomplish.”18 Because
the goal of development is to improve the lot of people, special attention
must be paid to sickness and early death.

Indeed, satisfying basic needs may be a prerequisite for solving that most
fundamental environmental problem, population growth. High infant
mortality directly contributes to high population growth rates. Parents who
desire a certain number of children tend to have “extra” children in order to
assure survival of a family of the desired size. Reductions in infant mortality
increase parents’ confidence that the desired number will survive despite
their having smaller families. This behavioral change directly reduces the
birth rate.

In addition, childhood and tropical diseases such as malaria and
schistosomiasis hinder the hard work of development by sapping the energy
of children and adults alike. Afflicted women, especially, have less energy for
agricultural work, and so incomes and nutrition levels may be reduced.
Similarly, sick children have less energy for learning and so may be stunted
intellectually as well as physically.

Altogether, preventable diseases kill some 17 million children worldwide
each year, causing a full third of all annual mortality. Ninety-eight percent of
these deaths, moreover, occur in Third World countries.!9 Childhood disease
each year kills as many people as would a limited nuclear war. But, unlike
nuclear war, this annual toll is certain to occur—unliess development
intervenes. )

Health problems can be ranked for priority by comparing the magnitude
and risk of their consequences. Using this guide, the first priority for world
health would be dealing with diarrhea (see Table 3.4). This humble disease is
the largest single cause of premature death—death before age 65—in the
world, claiming the lives of some 5 million each year.20 Simple measles kills
half as many. Tropical diseases take more than a million lives each year and
make hundreds of millions sick (See Table 3.5).

Many people raise the deep question of whether a population explosion
would accompany a successful campaign to combat infant mortality—and
whether it would leave developing nations worse off than with high rates of
infant and child death. To be sure, Africa in particular is experiencing
unsupportable population growth. The growth of human numbers in Africa
has wiped out or diminished gains in per capita availability of food on that
continent (see Figure 3.4). Desertification and famine both contribute to and
result from such imbalances.2! Extrapolating current African trends in
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Table 3.4 Neglected Causes of Premature Death

Cause Millions of Deaths/Year Total Deaths (%)
Diarrhea 5 10
Pneumonia 4 8
Low birth weight 3 6
Measles 2 4
Smoking 2 4
Malaria 1 2

Sources: World Health Organization; UNICEF; and William U. Chandler, BanishingTobacco
(Washington, D.C.: Worldwatch Institute, 1986).

Table 3.5 Tropical Diseases and Thelr Consequences

Disease Millions of Persons Afflicted Deaths (%/year)
Malaria 300 >1
Elephantiasis? 270 na
Leishmaniasis 200 na
Schistosomiasis 200 .5-1.0b
Intestinal parasites 1,000 —

Sources: World Health Organization data bank; Tineke Boddé, "Biotechnology in theThird
World," BioScience (October 1982); U.S. Congress Office of Technology Assessment,
Status of Bjomedical Research and Related Technology for Tropical Diseases (Washing-
ton, D.C.: U.S. Government Printing Office, 1985); and William U. Chandler, Improving
World Health: A Least-Cost Stratagy (Washington, D.C.: Worldwatch Institute, 1984).

Notes: a. All Filariasis infection.
b. Estimated for late 1970s.
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population and food, according to the United Nations’ Food and Agriculture
Organization (FAO), yields “a doomsday scenario.””22

But the United Nations Childrens’ Fund (UNICEF), among others, has
discovered that sharp reductions in child deaths lead to reductions in
population growth.23 Indeed, many techniques for reducing infant
mortality—such as encouraging birth spacing and breast-feeding—require
too much time for most developing nations to allow health improvements
alone to halt population growth. The latter may be so burdensome that it will
undercut the former. Family planning programs are necessary complements
to primary health care innovations.

DEVELOPMENT FOR CONSERVATION

A vision of development must be matched with a theory of how to set world
society on a course of energy, forest, and land conservation. Conservation
ultimately requires setting limits on certain activities: For example, ozone-
depleting CFCs may have to be banned; fossil-fuel use may have to be
limited—somehow; forest-cutting may have to be restricted. Development
policy can itself be fashioned to push back these limits by making resource
use more efficient. Combining donor assistance—funds for energy-efficiency
investments, technical help with reforestation, child survival efforts—with
economic reform for efficiency in developing nations could critically reduce
the energy, forest, and land resources needed to improve standards of living.

Development for conservation will require three elements: (1)
strengthening economic signals about the value of resources; (2) protecting
and restocking renewable resources; and (3) reducing environmental sources
of disease, including childhood and tropical diseases. The first element
suggests that pricing natural resources to reflect both their replacement costs
and their environmental impacts is essential. The second suggests that
conservation criteria must set limits on consumption that do not exceed
sustainable yields or destroy the natural resource base of the global economy.
The third clement suggests that basic human needs underlie the drive for
development, and that satisfying health and family planning needs is a
prerequisite to sustainable development. These elements call for new
directions in development policy in the energy, agricultural, and health
sectors of developing economies.

Efficient Energy Use

Energy use—because it produces CO, and other greenhouse
gases—represents the most important climatic concern. Nonfossil energy
sources do not at present offer cost-effective alternatives, but detailed studies
show that the world has barely cut into the potential for cost-effective energy
conservation. By slowly adopting existing measures—technology for 50-
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mile-per-gallon cars, continuous casting for energy-efficient steel-making,
high-efficiency industrial motors—the world could cut the energy intensity of
the global economy in half over the next 35 years. Slow energy growth would
permit a shift of energy use per capita from the developed to the developing
world without sacrificing living standards or development potential. Indeed,
progress in development may be impossible otherwise.

The global conservation potential can be illustrated in energy portraits of
a small number of nations. Some 15 countries, containing about 65 percent of
the world’s population, are responsible for about 80 percent of all fossil and
electric energy use. Among these are developing countries such as Brazil,
China, and India—nations that have a legitimate claim to-a larger share of
energy resources. On the other hand, developing country economies do rank
among the world’s least efficient in terms of energy used per unit of
economic output. China, for example, uses twice as much energy per unit of
economic output as does the United States, and four times that of Japan or
Western Europe. Still, an effort in the United States to raise automobile fuel
economy to 40 miles per gallon would save as much energy as Brazil now
consumes. So would a commitment in the Soviet Union to produce steel as
efficiently as do the Japanese.24

Industry accounts for two-thirds of Third World commercial energy
consumption. Steel-manufacturing alone absorbs about 6 percent of total
world commercial energy use. Yet, steel-manufacturing is grossly inefficient
in several of the world’s major producing nations. No steel-making nations
are less efficient than India and China, with the Soviet Union following
closely (see Figure 3.5). These nations plan major increases in steel-making.

Steel-making can be made more energy-efficient both by improving
existing facilities and by switching to better furnaces. An assessment of
investments available to the U.S. steel industry suggests the lucrative
potential of conservation the world over. Upgrading conventional furnaces
yields high average rates of return: 25 percent per year for continuous
casting; 31 percent for waste-heat recovery; and 43 percent for more efficient
electric motors. Switching to the electric arc “recycling” furnace can yield a
57 percent rate of return. In one study of U.S. industry, physicist Marc Ross
of the University of Michigan estimated that investments such as these could
cut the energy required per ton of steel by a third by the year 2000.25

China and India also still rely heavily on the open-hearth furnace and
take little advantage of heat-recovery opportunities. Developing countries
overall could save at least 10 percent of the energy they use in existing steel
facilities by spending only $2 billion to $4 billion on conservation retrofits,
according to a World Bank study. This investment would pay for itself in
energy savings in just one year.26

Chemical-processing is the world’s fastest-growing industry. Typical
energy-efficiency investments by the chemicals industry in electric pumps,
heat-recovery devices, and cogeneration offer rates of return of 43, 15, and 18
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Figure 3.5 Energy Use in Steel Manufacturing, 1980
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percent per year, respectively.2’

Electric industrial motors consume a remarkable 40 percent of all
electricity used in Brazil. One expert suggests that by investing in more
efficient motors and motor-speed controls, Brazil could avoid building
10,000 megawatts of power plants by the year 2000-—over 17 percent of
projected new demand for generating capacity in that country. That heavily
indebted nation could thus avoid the need to borrow some $20 billion to $30
billion.28

The key question is how to change energy-wasting behavior to energy-
conserving behavior. Energy-price increases have stimulated more
conservation than any other factor—witness the doubling of energy-
efficiency improvement rates following the two petroleum price hikes of the
1970s. The United States now uses about 30 percent less energy per dollar of
GNP than it would have if policies had not changed. Energy price increases
probably caused two-thirds of this conservation response, with the remaining
third attributable to a variety of government measures such as automobile
fuel-economy standards.29

Much of the world’s commercial energy use occurs in countries lacking
realistic pricing mechanisms. Without decentralization—a move away from
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central planning and toward enterprise autonomy and competition—and
economic reform, sustainable development will remain elusive. But markets
alone will not solve the climate-energy problem. There remains the problem
of market failure and the fact that market-induced rates of energy-efficiency
probably will not be sufficient to avoid climate change.30 Regulatory policies
can provide a minimum level of efficiency where markets fail or do not exist.
Obvious targets for minimum performance standards are automobiles,
furnaces, water heaters, air conditioners, and heat pumps. This approach will
not work well for industry, however, because industry uses thousands of
processes and scores of “appliances.”

The world faces two sharply contrasting visions of its energy future.
One, based on past trends, indicates that global energy demand will more
than double by the year 2025. The other, based on an understanding of energy
economics and engineering, shows how demand could be held to a much
smaller increase, stretching nonrenewable energy supplies and facilitating the
use of renewable resources. Both visions have claim to validity. The one that
comes to pass will depend on conscious development choices.

Efficient Agriculture

Agricultural production can critically affect the consumption and disruption
of resources such as water, forests, and air. Soil erosion and deforestation can
result from low agricultural productivity if new, marginal lands are pressed
into production to make up for lost potential. Such expansions contribute to
desertification. Efficiency is consequently an essential ingredient of
agricultural sustainability. Unfortunately, many developing nations still lag
dramatically in land productivity (see Table 3.6).

Post-Mao China has provided a rare and vast laboratory for testing the
economic and environmental benefits of decentralization in agriculture. The
shift to market incentives in China boosted grain output by a third between
1978 and 1985, and provided marked improvements in the per capita
availability of food. Significantly, this growth was achieved along with a
decline in water and pesticide use and a 4 percent reduction in cultivated
area, as highly erodable land was taken out of production. The increases in
output and efficiency translated into higher rural income, which has grown as
much since 1978 as in the previous 30 years.31

In the West, resource efficiency is undermined by heavy farm-production
subsidies, including trade barriers and direct budgetary expenditures.
Misallocation of resources in this way undermines economic sustainability.
When the efficiency of resource use declines, real costs go up. Governments
often compound the problem by protecting consumers from rising food prices
with further subsidies, which can drive budgets into deficit and economies
into decline. When supports exceed world market levels, they interfere with
trade, stimulate environmentally disruptive overproduction, and waste
money. These distortions have political motivations that may well be worthy,
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Table 3.6 Productivity in Grain Production, Selected Countrles, 1984

Labor Productivity Land Productivity
Country (tonnes/worker) (tonnes/ha)
United States 160.3 44
United Kingdom 57.3 6.6
France 34.2 6.0
Hungary 23.6 5.4
Soviet Union 85 1.4
Yugoslavia 5.2 4.2
Mexico 26 2.6
Japan 2.1 4.1
Philippines 1.1 1.4
Egypt 4.0 4.0
China 1.1 3.3
India 1.3 1.3

Source: U.S. Department of Agriculture, Economic Research Service data printouts.

but they are environmentally and economically unsustainable, and they
undermine leadership in development reform. '

Healthy Populations

Experience in China and Sri Lanka indicates that infant mortality can be
reduced to industrial country levels despite very low per capita income.
These nations have provided clean water supplies, promoted sanitation, and
made available low-cost primary health care. More important, they have
made a commitment to female literacy, which in general is the most
important factor in child survival.32

Achieving the goal of reduced infant mortality will not suffice without
complementary development and population planning programs.33 Family
planning must be provided in parallel with primary health care if either is to
succeed. Fortunately, experience suggests this may be possible. In Jamkhed,
India, the practice of family planning increased from 10 to 50 percent of
families in the community when a primary health care clinic was installed. In
Miraj, India, a similar project raised family planning participation from one-
third to nine-tenths of families. Moreover, as demonstrated in China, Sri
Lanka, Korea, Costa Rica, and Singapore, reduced infant mortality reduces
the incentive to give birth to more children than a couple really wants.34

The United States, which has seen an explosion of development in the
biotechnical sciences, may uniquely offer the potential to control debilitating



62 WILLIAM U. CHANDLER

tropical diseases. Vaccines for malaria, schistosomiasis, and leishmaniasis,
for example, would be of inestimable value for the developing world.

Although a vaccine for malaria may be available within a decade, most
trends in commercial biotechnology suggest that vaccines for tropical
diseases will be slow in coming. Producing new drugs is an expensive and
risky business venture. Developing and testing a new vaccine for market can
take over seven years and cost more than $70 million. Commercial firms are
naturally more likely to sponsor research for drugs with lucrative markets.
Thus, the diseases of affluence take precedence over the diseases of poverty.
Publicly sponsored scientific research could take up this worthy effort in the
absence of commercial development. But U.S. scientific and development
agencies have not come close to exploiting the potential bioscience offers for
improving the human condition in the Third World.35

CONCLUSION

The prospect of global environmental change raises development assistance
and development reform to a new level of urgency. Unguided development
carries the potential to alter catastrophically the earth’s climate by producing
greenhouse gases from energy use and deforestation. Inefficiency and
population growth fundamentally drive these problems, but development
assistance, by providing the capital, skills, and conditions necessary for
efficient resource use, could push back the constraints that limit
improvements in the human condition. This means that the old character of
the conflict between environment and development has changed forever. No
longer is the claim valid that “developing countries cannot afford
environmental protection.” Moreover, the United States, like all nations, now
has an environmental stake in the development policies of all other nations.
The implication is that the United States will have to revise its approach to
development assistance. That is, it will be forced to consider environmental
impacts in its selection of projects, reconsider its priorities, and shift funds
into efforts to make development “sustainable.” These efforts must include
assistance in structural reforms designed to reduce economic and resource
waste simultaneously.

Markets alone cannot accomplish all that is needed, but to a large degree
they offer a self-administering check on resource waste: The resource user
pays for inefficiency. Government control of the production and prices of
resource intensive goods and services has led to excessive consumption and
unnecessary environmental degradation.306 Market failure and
overexploitation have also degraded the global environment. Governments
must set boundaries on unsustainable rates of consumption.

In summary, six priorities arise: (1) energy efficiency can be improved
worldwide, and a rate of at least 2 percent per year is possible; (2) infant
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mortality can be cut to Chinese levels throughout the developing world; (3)
population growth rates can be dramatically reduced by coupling family
planning services with primary health care; (4) small-scale agriculture, the
primary economic activity of the developing world, can be significantly
improved with decentralized incentives and financing; (5) deforestation can
be halted and fuelwood needs satisfied; and (6) nations can cooperate to
begin controlling industrial emissions of CFCs, methane, and other specific
threats to global climate.

Each of these goals is possible; each is urgent. Some require U.S. funds;
some its technical expertise and scientific resources. But the policies
requiring adjustments of resource use most importantly require U.S.
leadership, for U.S. inefficiency, waste, and pollution will undercut efforts to
eliminate them elsewhere in the world.
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FOUR

Social, Economic, and Political
Trends in the Developing World

JOHN STOVER

U.S. development cooperation with developing countries has undergone
major changes in focus and approach since the 1950s. These changes have
been the result of several factors, the most important of which are:

» Changes in understanding of how the development process works and
what role development cooperation can play;

» Changes in perceptions of the role development cooperation can play in
advancing U.S. political interests; and

» Changes in social, economic, and political situations in developing
countries.

As we approach the 1990s, it is appropriate to consider how these
conditions will shape the nature of assistance in the next decade. This
chapter discusses two themes: (1) the evolving needs of the developing
countries in the changing circumstances of the 1990s; and (2) the U.S.
national interest in finding new patterns of development cooperation. The
chapter describes the important social, economic, and political trends taking
place in developing countries that will shape the context for development
cooperation. It does not attempt to provide forecasts of economic or social
indicators but rather to describe the broad forces for change in the
developing world. Many of these forces will, in the 1990s, lead to a different
environment for development cooperation from that existing in the 1970s or
1980s.

DEMOGRAPHY

One of the key determinants of conditions in developing countries is the
growth and distribution of population. Most of the developing world
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experienced relatively slow rates of population growth until the 1940s and
1950s. Until that time, birth and death rates had both been high; since then,
death rates have been reduced dramatically in many countries. The result has
been higher and higher population growth rates as death rates dropped and
birth rates remained high.

Family planning programs were introduced by some developing
countries partially in response to these rising growth rates and partially to
provide couples with the ability to obtain their desired family size and to
attain the maternal and child health benefits of lower fertility and child
spacing. These programs were adopted in the late 1960s and 1970s by many
Asian countries, somewhat later by many Latin American countries, and are
just now being considered by a number of African countries. In 1965, just 15
countries, mostly in Asia, had policies favoring lower population growth. By
1975, the number had increased to 31; today, 64 countries favor lower
population growth, including 27 in Africa.

Population growth has a high degree of momentum. Changes in fertility
and mortality tend to take place slowly and regularly. The 20-year lag
between the time a woman is born and the time she enters into her main
reproductive years means that, even when fertility does change rapidly,
population growth rates are slow to respond. For this reason, the major
demographic trends of the 1990s can be described with a greater degree of
confidence than is possible for economic or social trends.

Figure 4.1 shows the number of people expected to be living in
developing countries in 1990 and 2000 in major areas of the developing
world. (Throughout this chapter, the figures for “Asia” or the “rest of Asia”
exclude China.) Even excluding China and India, Asia will remain the most
populous region of the developing world; India alone has more people than
Africa, the Middle East, or Latin America. Figure 4.2 shows that Asia, the
most populous region because of rapid growth in the past, will continue to be
the fastest-growing region in terms of numbers of people, adding twice as
many as sub-Saharan Africa and almost seven times as many as Latin
America.

From the perspective of development needs, the rate of population
growth is just as important as absolute growth; in some cases it is more
important. Figure 4.3 shows that Africa and the Middle East will have far
higher growth rates than will India or the rest of Asia. Their high growth rates
have resulted from reductions in mortality that have not yet been matched by
reductions in birth rates, whereas in Asia birth rates have been reduced
considerably in countries such as India, Indonesia, Thailand, and Malaysia.

Fertility rates (the average number of live births per woman) have
actually risen in some African countries, such as Kenya. The rise has been a
result of the breakdown of traditional customs such as breast-feeding and
postpartum abstinence that historically have served to limit fertility.
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Table 4.1 shows the total fertility rate for individual developing
countries. It shows clearly that in most African countries women average six
or more births, while in Asia and Latin America the average is less than five.
The high fertility rates in Africa have several consequences: (1) rapid
population growth will continue into the 1990s; (2) the large number of births
will mean that the African population will be composed of a relatively large
number of young children; (3) the health problems associated with high
fertility (high infant and maternal mortality and morbidity) will continue to
be major development problems.

Figure 4.4 illustrates the position of a number of countries in the
transition from high to low birth rates. The figure displays the crude birth rate
(the number of births per thousand population) and it shows a clear
distinction between those that have not yet begun the transition to lower rates
(mostly African, plus a few Asian and Latin American countries) and those
that are experiencing declines in birth rate (mostly Asian and Latin American
countries).

Development cooperation efforts to provide family planning services
were concentrated in Asia and Latin America during the 1960s and 1970s.
Now that these programs are reaching maturity in many of these countries,
they are characterized by a declining reliance on foreign donors to support
family planning programs and a diverse mix of program types, including
greater participation by the private sector in the provision of family planning
services.

The family planning programs of the 1960s and 1970s had a major
impact on fertility in many of the countries in Asia and Latin America. For all
of Latin America, the total fertility rate fell from almost six in the early 1960s
to about four by the early 1980s. Population growth rates dropped from about
2.8 to 2.3 percent per year during the same period. In some cases the change
was extremely rapid: In Mexico, contraceptive use tripled from 1974 to 1979,
and fertility fell by 30 percent; in Asia, the total fertility rate declined from
5.7 in the early 1960s to 3.5 by the early 1980s. In spite of these successes,
future declines in fertility will not be automatic. Family planning programs
need to improve access to services, particularly among the poor and rural
populations, and improve the quality of follow-up services in order to reduce
the remaining gap between desired and actual family size.

The major challenge in implementing new population programs is
shifting to Africa. Several African countries have adopted population policies
recently, including Nigeria, Zaire, and Liberia. Others are beginning to
discuss, for the first time, the role that population programs can play in their
development programs. .

Clearly, there is an important role that development cooperation can play
in helping these countries to develop and implement population programs.
Figure 4.5 shows an estimate of public family planning expenditures by
region during the 1990s. Even though there will be many more users of



Figure 4.1 Total Expected Population of Developing Regions, 1990 and 2000 (in billions)
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Figure 4.2 Growth of Population, 1990 to 2000 (in millions)
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Figure 4.3 Rate of Population Growth, 1988 to 2000 (annual percentage)
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Table 4.1 Total Fertility Rate
Average Number
of Children
per Woman Africa Latin America Middle East Asia
7-8 Rwanda Jordan
Kenya
Malawi
Niger
Tanzania
6-7 Liberia Honduras Yemen Arab Nepal
Uganda Bolivia Republic Pakistan
Nigeria Syria
Zambia
Somalia
Cameroon
Botswana
Senegal
Sudan
Burkina Faso
Madagascar
Sierra Leone
Burundi
Céte d'lvoire
Benin
Mali
Togo
Ghana
Zimbabwe
Congo
Mauritania
Zaire
Guinea
56 Lesotho Guatemala Bangladesh
Chad Nicaragua Papua New Guinea
Central African  El Salvador
Republic
4-5 Ecuador Morocco India
Haiti Egypt Philippines
Mexico Tunisia Indonesia
Peru
Dominican
Republic
Paraguay
34 Brazil Malaysia
Colombia Thailand
Costa Rica SriLanka
Jamaica
Panama
23 Mauritius Uruguay
; Chile

Source: Based on information in World Development Report (New York: Oxford University

Press, 1986), pp.

230-231.




Figure 4.4 Demographic Transition In Selected Developing Countries
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Figure 4.5 Public Expenditures for Family Planning Requirements for 1990-2000 (billions of 1980 dollars)
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family planning in Asia and Latin America than in Africa, those more mature
programs have greater private sector participation. They are also more willing
and able to cover some of the public costs from their own resources. In
Africa, on the other hand, the beginning of widespread programs in many
countries will require a significant amount of foreign assistance, especially in
the early stages. This assistance will be needed not only in the provision of
commodities but also in the design and implementation of programs that
effectively reach the majority of the population with information programs
and a complete range of family planning services.

LABOR FORCE AND ECONOMY

Rapid population growth during the 1970s and 1980s has created large young
populations in most developing countries—people who will be reaching labor
force age during the next two decades and looking for jobs. The creation of
large quantities of new jobs for these young people may be beyond the
capabilities of many economies. Table 4.2 shows expected annual labor force
growth rates for a number of developing countries from 1980 to 2000; most
will be experiencing growth rates above 2.5 percent per year, and many will
have rates of 3 to 4 percent.

The challenge is serious: The current failure of most economies to create
productive jobs is evidenced by the large numbers of underemployed workers
in the developing world. The International Labor Office estimates place
underemployment as high as 20 to 40 percent of labor in some countries.
Thus, the future challenge of providing jobs for young people entering the
labor force will be compounded by the backlog of existing underemployment.

This employment challenge has been a major factor in leading a number
of countries to adopt population programs in order to slow the relentless
climb of new job requirements. However, there is a lag of 15 to 20 years from
the time that birth rates begin to fall until the effect is seen in fewer labor
force entrants. For those countries that began their programs in the 1980s, the
benefits in labor force growth will not appear until after the year 2000.

This problem has political as well as economic ramifications. If jobs are
not available for young people, the potential for political turmoil may be
heightened. Coupled with rapid urbanization, joblessness could lead to
increased crime and political disturbances.

Although the developing world has experienced some impressively high
rates of economic growth during the last three decades, these growth rates are
not enough to eliminate poverty even if continued through the next decade.
The World Bank classifies low-income countries as those that have GNP per
capita levels of less than $450. There were 39 countries in this category in
1985. If each country in this group continued to grow at the same rate as the
average annual growth rates it experienced for the period 1965-1984, then
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Table 4.2 Labor-Force Growth Rate, 1980-2000 (percent per year)

Africa Latin America Middle East Asia
4-5 Jordan
354 Ghana Nicaragua Syria
Kenya
3-35 Céte d'lvoire El Salvador Morocco Papua New Guinea
Tanzania Mexico )
Nigeria Paraguay
Niger Dominican
Cameroon Republic
Ecuador
2.5-3 Madagascar Guatemala Tunisia Pakistan
Sudan Colombia Egypt Nepal
Malawi Costa Rica Philippines
Liberia Jamaica
Zaire
Benin
Senegal
Burundi
2-25 Mali Brazil Bangladesh
Central African  Haiti Sri Lanka
Republic Chile Indonesia
Chad India
Lesotho
Mauritania
1.5-2 Sierra Leone Thailand
Guinea
Burkina Faso
0-1 Uruguay

Source: Based on information in World Development Report 1986 (New York: Oxford Uni-
versity Press, 1986), pp. 238—-239.
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only six countries out of the 39 would graduate to the status of lower-middle-
income countries; Rwanda, China, Kenya, Sri Lanka, Sudan, and Pakistan.

For the 39 countries in the lower-middle-income group (GNP per capita
between $450 and $1,700) only nine would graduate to the upper-middle-
income group under this assumption: Botswana, Congo, Ecuador, Turkey,
Paraguay, Tunisia, Colombia, Jordan, and Syria. None of the developing
countries in the upper-middle-income group (GNP per capita between $1,700
and $4,400) would graduate to more developed status during this period.
Thus, in this sense, the 1990s will look much like the 1980s.

HEALTH

Development cooperation programs since 1950 have had a major impact on
the health status of people living in the developing world. Figure 4.6 shows
the increase since 1950 in life expectancy at birth in all regions of the
developing world. These improvements have been realized through the
implementation of effective sanitation programs, improvements in nutrition
in many parts of the world, the provision of basic health services to more and
more people, and the eradication or control of a number of key diseases.

The major factor in the improvement in life expectancy has been a
reduction in infant mortality rates, shown in Figure 4.7. The reduction began
before 1950 for all regions except sub-Saharan Africa and has continued
steadily through the 1960s, 1970s, and 1980s. The improvement in infant and
child mortality rates has been aided by vaccination and immunization
programs and, most recently, by oral rehydration therapy. If these trends
continue, infant mortality rates will decline to as low as 40 infant deaths per
1,000 live births in Latin America and the Middle East, and somewhat higher
in Asia and sub-Saharan Africa. In the industrialized countries today, infant
mortality rates are typically around 12; therefore, considerable progress
remains to be made in the developing world.

Until a few years ago, these trends toward improving life expectancy and
infant mortality were generally expected to continue through the 1990s. Now,
however, the looming threat from AIDS requires a reassessment of these
projections. The World Health Organization (WHO) recently estimated that 5
to 10 million people are currently infected with the HIV virus. The most
seriously affected areas are in central Africa, though AIDS is also spreading
rapidly in large metropolitan areas in Latin America such as Mexico City and
Rio de Janeiro.

Statistics on AIDS are very uncertain. We do not really know how many
people are infected, nor do we know what percentage of infected people will
develop the full disease. Transmission patterns are also not well understood
yet. Work on a vaccine is being conducted at an intensive pace, but the
prospects for an early breakthrough are hampered by the changing nature of



Figure 4.6 Life Expectancy at Birth, 1950 to 2000
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Figure 4.7 Infant Mortality Rate, 1950 to 2000 (per 1,000 live births)
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Figure 4.8 AIDS Prevalence and HIV Seroprevalence in Urban Areas in African Countries
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Figure 4.9 Effects of AIDS on Population Growth Rates (percentage after 25 years)
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the virus.

AIDS seems to have hit central Africa hardest. It has now spread to some
30 African countries, but the most seriously affected appear to be Uganda,
Rwanda, Burundi, Tanzania, Zaire, Zambia, and Zimbabwe. In Uganda, the
number of people with AIDS may be doubling every four to six months. The
Ministry of Health has said that if present rates continue, more than half of all
sexually active Ugandans may be infected by the year 2000. Today, possibly
15 to 25 percent of the adult population of central Africa may be infected.
Figure 4.8 illustrates the extent of the problem in urban Africa. Figure 4.9
shows the impact on population growth rates of different levels of AIDS
epidemics.

The nature of AIDS creates severe development problems beyond the
pain and suffering of the victims and their families, Most areas of Africa are
not equipped to provide the intensive care that is provided in industrialized
countries. The cost of treating 10 AIDS patients in the United States may be
as much as the entire budget of a large hospital in Zaire.

AIDS is contracted chiefly by adults between the ages of 19 and 40 and
by newborn babies with infected mothers. It is also concentrated in urban
areas. Thus, high AIDS mortality rates would seriously affect.the group of
young, educated professionals that nations are counting on to lead their
development efforts in the next several decades. The Harvard Institute of
International Development has estimated that the loss of skilled workers in
the copper-mining industry in Zaire could lead to a loss of 8 percent of GNP
by 1995, a loss larger than the amount of international assistance received by
Zaire.

It may be that once we understand the disease better and develop ways to
educate people and, ultimately, to prevent it, the overall impact will be no
more than that of any other major disease. On the other hand, it could be
devastating. There is the real potential for this to become the major
development challenge of the 1990s, requiring the use of most of the
available development resources to fight AIDS and to preserve life where we
can, leaving few resources for other programs that are intended to improve
the quality of life that exists today.

URBANIZATION

The population of the developing world is becoming increasingly urban.
Figure 4.10 shows the trends since 1950 in the percentage of the population
that lives in urban areas, projected to the year 2000. All four regions show
increasing urbanization, with the highest levels in Latin America and the
Middle East. In fact, urbanization has increased so rapidly in these two
regions that more than half the population already lives in urban areas. Half
the population of the world as a whole is expected to live in urban areas by
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the year 2000, and, by 2015, half the population of the developing world will
live in urban areas.

The countries with the fastest-growing urban populations are shown in
Table 4.3. As this chart shows, the most rapid urban growth is found in
Africa, where rates reach 7 to 8 percent per year. At these rates, the urban
population will increase by 100 to 115 percent during the 1990s.

Urbanization brings a mixed blessing to developing countries. On the
positive side, cities of a certain size are necessary to achieve the economies
of -scale and critical mass that are necessary for some types of production
(e.g., steel mills, automobile production plants) and for the economic
provision of some kinds of services (modern hospital care, international
financial and trading services). The modernization of individual attitudes and
practices that comes with urbanization often plays an important role in
development by affecting attitudes about, for example, education, family size,
and national identity.

On the negative side, rapid urbanization also creates numerous problems
that may be beyond the capabilities of developing economies to solve,
including increased requirements for urban infrastructure (housing, water,
electricity, sewage, transportation) and the creation of modern sector jobs.
There may also be serious problems related to pollution and crime. Most
urban experts agree that the benefits of increasing city size continue only
until a level of 1 or 2 million people; beyond that, there are few additional
benefits but an increasing number of problems to solve. As the developing
world urbanizes rapidly, the focus of development cooperation may have to
shift more toward urban problems.

One of the special problems that will be emerging is the rapid increase in
megacities. In 1950, there were only two cities wit