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PRESIDENTIAL ADDRESS

Clinton Outlines Philosophy
On Trade, Global Economy
Saying America must 'reach outward,' the president offers

five-step agenda to 'set a new direction for the world'

•

•

Following are excerpts from the text of
President Clinton's address on interna
tional economics delivered at The American
University in Washington, D.C., Feb. 26:

Thirty years ago in the last year of his
short but brilliant life,. John [F.] Kennedy
came to this university to address the para
mount challenge of that time: the imperative
of pursuing peace in the face of nuclear
confrontation. Many Americans still believe
it was the finest speech he ever delivered.

Today, I come to this same place to
deliver an address about what I consider to
be the great challenge of this day: the im
perative of American leadership in the face
of global change. Over the past year I have
tried to speak at some length about what
we must do to update our definition of
national security and to promote it and to
protect it, and to foster democracy and hu
man rights around the world.

Today, I want to allude to those matters,
but to focus on the economic leadership we
must exert at home and abroad as a new
global economy unfolds before our eyes.

Twice before in this century, history
has asked the United States and other
great powers to provide leadership for a
world ravaged by war. After World War I
that call went unheeded.

Britain was too weakened to lead the
world to reconstruction. The United States
was too unwilling. The great powers to
gether turned inward as violent, totalitar
ian power emerged. We raised trade barri
ers. We sought to humiliate rather than
rehabilitate the vanquished. And the result
was instability, inflation, then depression,
and ultimately a second world war.

After the second war we refused to let
history repeat itself. Led by a great Ameri
can president, Harry [S] Truman, a man of
very common roots but uncommon vision,
we drew together, with other Western pow
ers, to reshape a new era.

We established NATO to oppose the
aggression of communism. We rebuilt the
American economy with investments like the
GI Bill and a national highway system. We
carried out the Marshall Plan to rebuild war
ravaged nations abroad. Gen. [L. Douglas]
MacArthur's vision prevailed in Japan,
which built a massive economy and a re
markable democracy. We built new institu
tions to foster peace and prosperity - the

United Nations, the International Monetary
Fund, the World Bank, the General Agree
ment on Tariffs and Trade [GATT], and
more. These actions helped to usher in four
decades of robust economic growth and col
lective security. Yet the Cold War was a
draining time. We devoted trillions of dollars
to it, much more than many of our more
visionary leaders thought we should have.

We posted our sons and daughters
around the world. We lost tens of thousands
of them in the defense of freedom and in the
pursuit of a containment of communism.

We, my generation, grew up going to
school assemblies learning about what we
would do in the event a nuclear war broke
out. We were taught ·to practice ducking
under our desks and praying that somehow
they might shield us from nuclear radiation.
We all learned about whether we needed a
bomb shelter in our neighborhood to which
we could run in the event that the two great
superpowers rained nuclear weapons on one
another.

And that fate, frankly, seemed still
frighteningly possible just months before
President Kennedy came here to speak in
1963.

The Post-Cold War Era
Now, thanks to his leadership and that

of every Amtrican president since the sec
ond world war~ from Harry [S] Truman to
George Bush, the Cold War is over.

The Soviet Union itself has disinte
grated. The nuclear shadow is receding in
the face of the START I and START II
agreements and others that we have made
and others yet to come. Democracy is on
the march everywhere in the world. It is a
new day and a great moment for America.

Yet across America, I hear people raising
central questions about our place and our
prospects in this new world we have done so
much to make. They ask will we and our
children really have good jobs, first-class
opportunities, world-class education, qual
ity, affordable health care, safe streets.

After having fully defended freedom's
ramparts, they want to know if we will
share in freedom's bounty....

Washington can no longer remain
caught in the death grip of gridlock, gov
erned by an outmoded ideology that says
change is to be resisted, the status quo is to
be preserved. Like King Canute ordering

the tide to recede, we cannot do that.
And so, my fellow Americans, I submit

to you that we stand at the third great
moment of decision in the 20th century.
Will we repeat the mistakes of the 1920s
and the 1930s by turning inward? Or will
we repeat the successes of the 1940s and
the 1950s by reaching outward and improv
ing ourselves as well?

I say that if we set a new direction at
home, we can set a new direction for the
world as well.

The change confronting us in the
1990s is, in some ways, more difficult than
previous times, because it is less distinct. It
is more complex and, in some ways, the
path is less clear to most of our people still
today, even after 20 years of declining rela
tive procfin:tivity and a decade or more of
stagnant wages and greater effort.

Still a Dangerous World
The world clearly remains a dangerous

place. Ethnic hatreds, religious strife, the
proliferation of weapons of mass destruc
tion, the violation of human rights fla
grantly in altogether too many places
around the world, still call on us to have a
sense of national security in which our na
tional defense is an integral part. And the
world still calls on us to promotedemoc
racy, for even though democracy'is on the
march in many places in the world, you and
I know that it has been thwarted in many
places, too.

And yet we still face, overarching ev
erything else, this amorphous but profound
challenge in the way humankind conducts
its commerce. We cannot let these changes
in the global economy carry us passively
toward a future of insecurity and instabil
ity. For change is the law of life. Whether
you like it or not, the world will change
much more rapidly in your lifetime than it
has in mine.

It is absolutely astonishing the speed
with which the sheer volume of knowledge in
the world is doubling every few years. And
the critical issue before us, and especially
before the young people here in. this audi
ence, is whether you will grow up in a world
where change is your friend or your enemy.

We must challenge the changes now
engulfing our world toward America's en
during objectives of peace and prosperity,
of democracy and human dignity, and we
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must work to do it at home and abroad.
It is important to understand the mon

umental scope of these changes. When I
was growing up, business was mostly a local
affair. Most farms and firms were owned
locally. They borrowed locally. They hired
locally. The~ shipped most of their prod
ucts to neighboring communities or states
within the United States.

It was the same for the country as a
whole. By and large we had a domestic
economy.

A World Interwoven
But now we are woven inextricably into

the fabric of a global economy. Imports and
exports, which accounted for about one in
10 dollars when I was growing up, now rep
resent one dollar in every five. Nearly three
quarters of the things that we make in
America are subject to competition at home
or abroad from foreign producers and for
eign providers of services.

Whether we see it or not, our daily
lives are touched everywhere by the flows
of commerce that cross national borders as
inextricably as the weather. Capital clearly
has become global.

Some $3 trillion of capital race around
the world every day. And when a firm
wants to build a new factory, it can turn to
financial markets, now open 24 hours a
day, from London to Tokyo, from New
York to Singapore. Products have clearly
become more global. Now if you buy an
American car, it may be an American car
built with some parts from Taiwan, de
signed by Germans, sold with British-made
advertisements, or a combination of others
in a different mix. Services have become
global. The accounting firm that keeps the
books for a small business in Wichita may
also be helping new entrepreneurs in War
saw. And the same fast-food restaurant
that your family goes to - or at least that I
go to - also may well be serving families
from Manila to Moscow, and managing its
business globally with information, tech
nologies and satellites.

And most important of all, informa
tion has become global and has become
king of the global economy. In earlier his
tory wealth was measured in land, in gold,
in oil, in machines. Today the principal
measure of our wealth is information: its
quality, its quantity, and the speed with
which we acquire it and adapt to it.

We need more than anything else to
measure our wealth and our potential by
what we know and what we can learn and
what we can do with it. The value and vol
ume of information has soared, the half-life
of new ideas has trumped. Just a few days
ago I was out in Silicon Valley at a remark
able company called Silicon Graphics [Inc.]
that has expanded exponentially, partly by
developing computer software with a life of
12 to 18 months, knowing that it will be
obsolete after that, and always being ready
with a new product to replace it.

We are in a constant race toward inno
vation that will not end in the lifetime of
anyone in this room. What all this means is
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that the best investment we can make to
day is in the one resource firmly rooted in
our own borders - that is, in the educa
tion, the skills, the reasoning capacity and
the creativity of our own people.

For all the adventure and opportunity
in this global economy, an American can
not approach it without mixed feelings. We
still sometimes wish wistfully that every
thing we really want, particularly those
things that produce good wages, could be
made in.America. We recall simpler times
when one product line would be made to
endure and last for years. We're angry
when we see jobs and factories moving
overseas or across the borders, or depress
ing wages here at home when we think
there is nothing we can do about it.

We worry about our own prosperity
being so :lependent on events and forces
beyond our shores. Could it be that the
world's most powerful nation has also given
up a significant measure of its sovereignty
and the quest to lift the fortunes of people
throughout the world?

It is ironic and even painful that the
global village we have worked so hard to
create has done so much to be the source of
higher unemployment and lower wages for
some of our people.

But that is no wonder. For years, our
leaders have failed to take the steps that
would harness the global economy to the
benefit of all of our people. Steps such as
investing in our people and their skills, en
forcing our trade laws, helping communities
hurt by change - in short, putting the Amer
ican people first without withdrawing from
the world and people beyond our borders.

The truth of our age is this, and must
be this: open and competitive commerce
will enrich us as a nation. It spurs us to
innovate. It forces us to compete, it con
nects us with new customers. It promotes
global growth without which no rich coun
try can hope to grow wealthy. It enables
our producers, who are themselves consum
ers of services and raw materials, to pros
per. And so I say to you in the face of all
the pressures to do the reverse, we must
compete, not retreat.

Importance of Exports
Our exports are especially important

to us. As bad as the recent recession was, it
would have gone on for twice as long had it
not been· for what we were able to sell to
other nations. Every billion dollars of our
exports creates nearly 20,000 jobs here, and
we now have over 7 million export-related
jobs in America.

They tend to involve better work and
better pay. Most are in manufacturing,
and, on average, they pay almost $3,500
more per year than the average American
job. They are exactly the kind of jobs we .
need for a new generation of Americans.

American jobs and prosperity are rea
son enough for us to be working at master
ing the essentials of the global economy,
but far more is at stake. For this new fabric
of commerce will also shape global prosper
ity or the lack of it, and with it, the pros-

peets of people around the world for de
mocracy, freedom and peace.

We must remember that even with all
our problems today, the United States is
still the world's strongest engine of growth
and progress. We remain the world's larg.
est producer and its largest arid most open
market. Other nations. such as Germany
and Japan, are moving rapidly. They have
done better than we have in certain areas.
We should respect them for it and, where
appropriate, we should learn from that.
But we must also say to them you, too,
must act as engines of global prosperity.

Nonetheless, the fact is that for now
and for the foreseeable future. the world
looks to us to be the engine of global
growth and to be the leaders. Our leader
ship is especially important for the world's
new and emerging democracies. To grow
and deepen their legitimacy, to foster a
middle class and a civic culture, they need
the ability to tap into a growing global
economy. And our security and our pros
perity will be greatly affected in the years
ahead by how many of these nations can
become and stay democracies.

All you have to do to know that is to
look at the problems in Somalia. to look at
Bosnia, to look at the other trouble spots in
the world. If we could make a garden of
democracy and prosperity and free enter
prise in every part of this globe, the world
would be a safer and a better and a more
prosperous place for the United States and
for all of you to raise your children in.

Let us not minimize the difficulty of
this task. Democracy's prospects are
dimmed, especially in the developing world,
by trade barriers and slow global growth.
Even though 60 developing nations have re
duced their trade barriers in recent years,
when you add up the sum of their collective
actions, 20 of the 24 developed nations have
actually increased their trade barriers in re
cent years. This is a powerful testament to
the painful difficulty of trying to maintain a
high-wage economy in a global economy
where production is mobile and can quickly
fly to a place with low wages.

We have got to focus on how to help
our people adapt to these changes, how to
maintain a high-wage economy in the
United States without ourselves adding to
the protectionist direction that so many of
the developed nations have taken in the
last few years'.

These barriers, in the end, will cost the
developing world more in lost exports ani:!
incomes than all the foreign assistance that
developed nations provide, but after. that,
they will begin to undermine our economic
prosperity, as well.

It's more than a matter of incomes, I
remind you. It's a matter of culture and
stability.

Trade, of course, cannot ensure the
survival of new democracies, and we have
seen the enduring power of ethnic hatred,
the incredible power of ethnic divisions,
even among people literate and allegedly
understanding, to splinter democracy and
to savage the nation-state. But as philoso-
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phers from Thucydides to Adam Smith
have noted, the habits of commerce run
counter to the habits of war. Just as neigh
bors who raise· each other's barns are less
likely to become arsonists, people who raise
each other's living standards through com
merce are less likely to become combatants.

So if we believe in the bonds of democ
racy, we must resolve to strengthen the
bonds of commerce.

Our own nation has the greatest poten
tial to benefit from the emerging economy.
But to do so, we have to confront the obsta·
cles that stand in our way. Many of our
trading partners cling to unfair practices.
Protectionist voices here at home and abroad
call for new barriers. Indifferent policies
have left too many of our workers and com
munities exposed to the harsh winds of trade
without letting them share in the sheltering
prospeiity trade has also brought. And with
out helping them in any way to build new
ways to work so they can be rewarded for
their efforts in global commerce.

Cooperation among the major powers
toward world growth is not working well at
all today. And most of all, we simply
haven't done enough to prepare our own
people and to produce our own resources so
that we can face with success the rigors of
the new world....

A Five-Step Agenda
I believe there are five steps we can

and must take to set a new direction at
home and to help create a new direction for
the world. First, we simply have to get our
own economic house in order. I have out
lined a new national economic strategy that
will give America the new direction we re
quire to meet our challenges. It seeks to do

_what no generation of Americans has ever
been called upon to do before: to increase
investment in our productive future and to
reduce our deficit at the same time.

We must do both. A plan that only
plays down the deficit without investing in
those things that make us more productive
will not make us stronger. A plan that only
invests more money without bringing down
the deficit will weaken the fabric of our
overall economy such that even educated
and productive people cannot succeed in it.

It is more difficult to do both. The
challenges are more bracing.

You have to cut more other spending
and raise more other taxes, but it is essen
tial that we do both, invest so that we can
compete, bring down the debt so that we
can compete....

I think everyone of you who is a stu
dent at this university has a far bigger
stake in the future than I do. I have lived in
all probability more than half my life, with
benefits far beyond anything I ever
dreamed or deserved because my country
worked. And I want my country to work for
you.

The plan I have offered is assuredly
not perfect, but it is an honest and bold
attempt to honestly confront the chal·
lenges before us, to secure the foundations
of our economic growth, to expand the re-

sources, the confidence and the moral sua
sion we need to continue our global leader
ship into the next century.

And I plead with all of you to do every
thing you can to replace the blame game
that has dominated this city too long with
the bigger game of competing and winning
in the global economy.

An Open Trading System
Second, it is time for us to make trade

a priority element of American security.
For too long, debates over trade have been
dominated by voices from the extremes.
One says government should build walls to
protect firms from competition. Another
says government should do nothing in the
face of foreign competition, no matter what
the dimension and shape of that compe
tition is, no matter what the consequences
are in terms of job losses, trade dislocations
or crushed incomes.

Neither view takes on the hard work of
creating a more open trading system that
enables us and our trading partners to
prosper. Neither steps up to the task of
empowering our workers to compete or of
ensuring that there is some compact of
shared responsibility regarding trade's im
pact on our people or of guaranteeing a
continuous flow of investment into emerg
ing areas of new technology which will cre
ate the high-wage jobs of the 21st century.

Our administration is now d~veloping

a comprehensive trade policy that will step
up to those challenges, and I want to de
scribe the principles upon which it will
rest.

It will not be a policy of blame but one
of responsibility. It will say to our trading
partners that we value their business, but
none of us should expect something for
nothing. We will continue to welcome for
eign produCts and services into our mar
kets, but insist that our products and ser
vices be able to enter theirs on equal terms.

We will welcome foreign investment in
our businesses, knowing that with it come
new ideas, as"well as capital, new technol
ogies, new management techniques and
new opportunities for us to learn from one
another and grow. But as we welcome that
investment, we insist that our investors
should be equally welcome in other coun
tries.

We welcome the subsidiaries of foreign
companies on our soil. We appreciate the
jobs they create and the products and ser
vices they bring, but we do insist simply
that they pay the same taxes on the same
income that our companies do for doing the
same business.

Our trade policy will be part of an
integrated economic program, not just
something we use to compensate for the
lack of a domestic agenda. We must en
force our trade laws and our agreements
with all the tools and energy at our dis
posal, but there is much about our compet
itive posture that simply cannot be
straightened out by trade retaliation, bet
ter educated and trained workers, a lower
deficit, stable low interest rates, a reformed
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health-care system, world-class technol·
ogies, revived cities. These must be the
steel of our competitive,edge. .

And there must be a continuing quest
by business and labor and, yes, by govern
ment for higher and higher and higher lev
els of productivity. Too many of the chains
that have hobbled us in world trade have
been made in America.

Our trade policy will also bypass the
distracting debates over whether efforts
should be multilateral, regional, bilateral,
unilateral. The fact is that each of these
efforts has its place. Certainly we need to
seek to open other nations' markets and to
establish clear and enforceable rules on
which to expand trade.

That is why I'm committed to a
prompt and successful completion of the
Uruguay Round of the GATT talks.

That round has dragged on entirely
too long. But it still holds the potential if
other nations do their share and we do ours
to boost American wages and living stan
dards significantly, and to do the same for
other nations around the world.

We also know that regional and bilat
eral agreements provide· opportunities to
explore new kinds of trade concerns, such
as how trade relates to policies affecting
the environment and labor standards and
the anti-trust laws.

And these agreements, once con
cluded, can act as a magnet including other
countries to drop barriers and open their
trading systems.

The North American Free Trade
Agreement is a good example. It began as
an agreement with Canada, which I
strongly supported, which has now led to a
pact with Mexico as well. That agreement
holds the potential to create many, many
jobs in America over the next decade, if it
is joined with others to ensure that the
environment, that living standards, that
working conditions are honored, that we
can literally know that we are going to raise
the condition of people in America and in
Mexico.

We have a vested interest in a wealth
ier, stronger Mexico. But we need to do it
on terms that are good for our people.

And we should work with organiza
tions such as the Asia Pacific Economic
Cooperation [Council] forum to liberalize
our trade across the Pacific as well.

And let me say just a moment about
this, I am proud of the contribution Amer
ica has made to prosperity in Asia and to
the march of democracy. I have seen .it in
Japan after World War II. I have seen it
then in Taiwan as the country became
more progressive and less regressive at the
same time.

I have seen it in Korea as a c'ountry has
become more progressive and more open.
And we are now making a major contribu
tion to the astonishing revitalization of the
Chinese economy, now growing at 10 per
cent a year with the United States buying a
huge percentage of those imports. And I
say I want to continue that partnership,
but I also think we have a right to expect
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progress in human rights and democracy as
we support that progress.

Global Financial Coordination
Third, it is time for us to do our best to

exercise leadership among the major finan
cial powers to improve our coordination on
behalf of global economic growth. At a time
when capital is mobile and highly fungible,
we simply cannot afford to work at cross
purposes with the other major industrial
democracies. Our major partners must
work harder and more closely with us to
reduce interest rates, stimulate investment,
reduce structural barriers to trade and to
restore robust global growth. And we must
look at new institutions we use to chart our
way in the global economy and ask whether
they are serving our interests in this new
world or whether we need to modify them
or create others....

You have been saying to us for years
we must increase investment in our own
education and technology, to improve pro
ductivity. We have done it. We have done
it for ourselves, we have done it for you,
now you must work with us, in Germany,
Japan, and in other nations to promote
global growth.

We have to work with these nations.
None of us are very good at it. America
doesn't want to give up its prerogatives.
The Japanese don't want to give up theirs;
the Germans don't want to give up theirs.
They're deep and ingrained traditions in
all these nations. But the fact is that the
world can't grow if America is in recession.
But it will be difficult for us to grow com
ing out of this recovery unless we can spark
a renewed round of growth in Europe and
in Japan. We have got to try to work more
closely together.

Promoting Growth
Fourthly, we need to promote the

steady expansion of growth in the develop
ing world. Not only because it's in our in
terest, but because it will help them as well.
These nations are a rapidly expanding
market for our products. Some 3 million
American jobs flow from exports to the
developing world.

Indeed, because of unilateral actions
taken by Mexico over the last few years,
the volume of our trade has increased dra
matically and our trade deficit has disap
peared.

Our ability to protect the global envi
ronment and our ability to combat the flow
of illegal narcotics also rest in large mea
sure on the relationships we develop com
mercially with the developing world.

There is a great deal that we can do to
open the flow of goods and services. Our
aid policies must do more to address popu
lation pressures, to support environmen
tally responsible sus.tainable development,
to promote more accountable governance,
and to foster a fair distribution of the fruits
of growth among an increasingly restive
world population, where over 1 billion peo
ple still exist on barely a dollar a day.

These efforts will reap us dividends of

trade, friendship and peace.

Aid for Russia
The final step we must take, my fellow

Americans, is toward the success of democ
racy in Russia and in the world's other new
democracies. The perils facing Russia and
other former Soviet republics are especially
acute and especially important to our fu
ture, for the reductions in our defense
spending that are an important part of our
economic program over the long run here at
home are only tenable as long as Russia
and the other nuclear republics pose a
diminishing threat to our security and to
the security of our allies and the democra
cies throughout the world.

Most worrisome is Russia's precarious
economic condition. If the economic re
forms begun by President [Boris N.]
Yeltsin are abandoned, if hyperinflation
cannot be stemmed, the w.orld will suffer.

Consider the implications for Europe
if millions of Russian citizeri!; decide they
have no alternative but to flee to the West,
where wages are 50 times higher. Consider
the implications for the global environment
if all the Chernobyl-style nuclear plants are
forced to start operating there without
spare parts, when we should be in a phased
stage of building them and shutting them
down - building them down, closing them
up, cleaning them up.

If we're willing to spend trillions of
dollars to ensure communism's defeat in
the Cold War, surely we should be willing
to invest a tiny fraction of that to support
democracy's success where communism
failed.

To be sure, the former Soviet republics
and especially Russia must be willing to
assume most of the hard work and high
cost of the reconstruction process, but then
again, remember that the Marshall Plan
itself financed only a small fraction of post
war investments in Europe. It was a mag
net, a beginning, a confidence-building
measure, a way of starting a process that
turned out to produce an economic miracle.

Like Europe then, these republics now
have a wealth of resources and talent and
potential, and with carefully targeted assis
tance, conditioned on progress toward re
form and arms control and non-prolifera
tion, we can improve our own security and
our future prosperity at the same time we
extend democracy's reach.

These five steps constitute an agenda
for American action and a global economy.
As such, they constitute an agenda for our
own prosperity as well. Some may wish we
could pursue our own domestic effort
strictly through domestic policies, as we
have understood them in the past.

Harnessing the Global Economy
But in this global economy, there is no

such thing as a purely domestic policy.
This thing we call the global economy is
unruly, it's a bucking bronco that often
lands with its feet on different sides of old
lines, and sometimes with its whole body
on us. But if we are to ride the bronco into

the next century, we must harness the
whole horse, not just part of it.

I know there are those in this country
in both political parties and all across the
land who say that we should not try to take
this ride, that these goals are too ambi
tious, that we should withdraw and focus
only on those things which we have to do at
home. But I believe that would be a sad
mistake and a great loss.

For the new world toward which we
are moving actually favors us.

We are better equipped than any other
people on earth, by reason of our history.
our culture and our disposition, to change,
to lead and to prosper. The experience of
the last few years where we have stub
bornly refused to make the adjustments we
need to compete and win are actually atyp
ical and unusual, seen against the backdrop
of our nation's history.

Look now at our. immigrant nation.
and think of the world toward which we are
tending. Look at how diverse and multi·
ethnic and multilingual we are, in a world
in which the "ability to communicate with
all kinds of people from all over the world,
and to understand them will be critical.
Look at our civic habits of tolerance and
respect. They are not perfect in our own
eyes. It grieved us all when there was so
much trouble a year ago in Los Angeles.
But Los Angeles is a country with 150 dif
ferent ethnic groups, of widely differing
levels of education and access to capital
and income. It is a miracle that we get
along as well as we do. And all you have to
do is to look at Bosnia, where the differ
ences were not so great, to see how well we
have done in spite of all of our difficulties.

And look at the way our culture has
merged technology and values. This is an
expressive land that produced CNN and
MTV. We were all born for the information
age. This is a jazzy nation - thank good
ness, for my sake - that created bebop
and hip-hop and all those other things. We
are wired for real time.

And we have always been a nation of
pioneers. Consider the astonishing out
pouring of support for the challenges I laid
down last week, in an economic program
that violates every American's narrow spe
cial interest if you just take part of it out
and look at it. And yet, here we are again,
ready to accept a new challenge. ready to
seek new change, because we're curious and
restless and bold. It flows out of our heri
tage. It's ingrained in the soul of Ameri
cans. It's no accident that our nation has
steadily expanded the frontiers of democ
racy, of religious tolerance, of racial justice,
of equality for all people; of environmental
protection and technology, and, indeed the
cosmos itself. For it is our nature to reach
out, and reaching out has se~ved not only
ourselves, but the world as well. Now, to·
gether, it is time for us to reach out again
toward tomorrow's economy, toward a bet
ter future, toward a better direction, to
ward securing for you, the students at
American University, the American dream.
Thank you very much. •
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Secretary .Brown: Expanding Exports 'Dramatically'
.Is Priority for the U.S. Department of Commerce

In a speech to the California Council for International Trade, March 26. in San Francisco, Calif., Secre
tary of Commerce Ronald H. Brown described the Clinton Administration's trade objectives and the goals

of the U.S. Department of Commerce in helping U.S. companies expand their exports. The Secretary placed
those issues in the broader context of President Clinton's economic program to stimulate the economy and
develop a long-term investment strategy. He cited the deficit-reduction plan: the program to build the skills
and adaptability of the workforce: the proposals for public investment in infrastructure,' and the efforts to

commercialize technology. Excerpts from Brown's speech follow.

W e have entered a new era of global competi
tion. My purpose today is to outline my vision
of the role of the Department of Commerce in

helping you compete effectively around the world ...
As we work to fashion a more efficient economic

engine here at home, we have to work just as hard to
expand the markets for American goods overseas. That
is why, earlier this month, President Clinton reaffirmed
his commitment to an .. aggressive, expansive American
trade policy.

He talked about the growing importance of exports to
the American economy, noting that 7 million Americans
hold export-related jobs, mostly in manufacturing. And
these are high-wage jobs. As the President pointed out,
the recent recession would have lasted twice as long,
had it not been for the $480 billion in goods we now
ship abroad every year.

As Secretary of Commerce, my priority is to help
increase and expand American exports. And expand
them dramatically.

We have put an end to the idea that industry and
government are somehow natural enemies. We have to .
learn to work together.

We understand that we provide the framework
through export promotion, technological development
and information dissemination-that.helps you. But. we
also understand that it is you, the private sector,"that
will actually create thousands of new export-related
jobs.

We propose a new partnership between the public
and private sectors, whose centerpiece is a broad,
concerted effort to break down barriers American
exporters face overseas-so that you really have an
opportunity to compete.

let me outline seven specific areas in which the
Department of Commerce intends to promote exports.

• First, we will work in concert with the U.S. Trade
Representative to conclude multilateral trade agree
ments, such as GATI and NAFTA, that will provide the
foundation for a generation of free trade and economic
development for all their signatories. In entering
negotiations, we recognize that free trade is moved
forward by good agreements, not quick agreements.

last week, I traveled to Mexico to meet with
President Salinas. I used the trip and a speech to the
Trilateral Chambers of Commerce to reaffirm the
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Clinton Administration's commitment to NAFTA and our
approach to the supplemental agreements.

I found the quality and sense of purpose of the
Mexican leadership to be extraordinary. And I was
impressed with the resolve of President Salinas to
solidify and strengthen political and economic reforms.

I am also convinced that our exports to Mexico will
steadily increase. For example, I met with officials of
GE and Bechtel who are part of a consortium that has
been hired to build an electric co-generation plant in
Mexico. This project alone will result in exports of $675
million worth of U.S. equipment and $70 million
annually in U.S. exports of natural gas. And there will
be more to come.

• Second, the Commerce Department will play an
important role in expanding trade as a means of
strengthening democracy around the world. No exam
ple is more pressing than that of Russia and the rest of
the former Soviet Union.

Our policy to Russia must, in the President's words,
"support democracy's success." Our reasons are both
idealistic-because we support democracy-and
pragmatic-because we support a growing world
economy.

Earlier this month, Commerce awarded $500,000
grants to four U.S. trade groups as part of a pilot
program to help smaller companies establish a commer
cial presence in the Newly Independent States. I also
met with Deputy Prime Minister Alexander Shokhin,
who agreed that we would co-chair a U.S.-Russia
Business Development Committee. I will be going to
Russia this spring for the first meeting. The Committee
will work to remove obstacles to bilateral commerce
and will seek to build a framework for business. The
removal of these obstacles could open the floodgates to
literally billions of dollars of U.S. investment, which
Russia desperately needs to continue moving toward
democracy and a free market economy.

• Third, the Department of Commerce will lead the
creation and implementation of a dynamic export
promotion strategy. As part of the new relationship
between government and business, we are adopting a
customer service focus. We must make the Department
user friendly, to meet your needs by providing a one·
stop export promotion service that can provide you with
everything from exchange rates to local business leads.



As Secretary of Commerce, I chair the Trade
Promotion Coordinating Committee, an organization of
19 government agencies that will undertake a dramatic
streamlining of· our export services. One of our
initiatives will be to shorten the regulatory process. For
many small- and medium-sized businesses, overcoming
American export obstructions-getting through
bureaucracy-may be as great a hurdle as foreign
market barriers. Other goals include streamlining over
seas promotion efforts, pool ing information, increasing
our advocacy efforts on behalf of U.S. firms, and ending
the duplication of effort that pulls us away from our real
mission: helping you.

• Fourth, and to paraphrase the President, the
Department of Commerce will focus like a laser beam
on international trade in high-technology products. The
National Institute of Standards and Technology-or
NIST-is a linchpin of the Clinton technology policy.
The first step in expanding exports is buildil')g more
competitive products in the United States.

The Commerce Department will expand its Manufac
turing Technology Center Program from the current
seven facilities to a network that will cover the nation.
MTCs assist small- and medium-sized businesses in
selecting and applying the latest in cost-saving man
lIfacturing technology to their own operation.

And Commerce's Advanced Technology Program
which provides matching grants to develop pre
competitive technologies with broad commercial
applicability-will also expand. The ATP is already
helping one small company develop superconducting
materials for use in cellular phones; and another
company to streamline the machine tool manufacturing
process.

Let me emphasize that this is an industry-driven
process. We do not pick winners and losers. ATP
projects originate in the private sector, and federal
investment is matched dollar-for-dollar by the interested
companies.

Japan. of course, is a focal point of our interest in
technology and trade. I met this morning with Minister
MorL the MITI Minister, of Japan, and conveyed both
my concern ... and my optimism ... that the economic
relationship between our two countries can be
restructured.

For years. Japan has deflected our concerns over the
continuing trade deficit and continuing trade barriers,
by pointing to our domestic economic disarray. Well,
the Clinton Administration is taking dramatic steps to
put our house in order. We expect that our bold actions
will be reciprocated by the Japanese government. It is
time for free trade to become a reality on both sides of
the Pacific.

But opening markets is more than confrontation and
belligerency. Indeed, the endless military metaphors,
the momentary obsession with charges and coun
tercharges and duties and threats, the phrase "trade
war"-all these things ignore the fact that, in the long
run. trade is meant to bring us closer.

• Fifth, we need to pay attention to markets where

we now have a foot in the door, but have not fully
entered. In the Pacific Rim, for example, Japan will
always present a special challenge, and the sheer size
of the potential Chinese market makes it an obvious
target. But there are other, growing economies there
that also show great promise. Indonesia, Thailand,
Taiwan and Korea, to name a few, have huge untapped
potential.

And, as we look within our own hemisphere. we
should be careful not to focus just on Canada and
Mexico. For example, Brazil, Argentina, and Venezuela
combined, purchase only half as many U.S. exports as
we sold to Mexico alone. Driving a strategy to enter
these untapped markets wili be a major Commerce
Department effort.

• Sixth, the Department of Commerce is committed
to using its resources to help U.S. companies capture
growing markets in environmental technologies.

The American environmental technology industry-a
$78 billion industry-has almost limitless growth poten
tial. Not surprisingly, Germany and Japan have also
noticed this market and are actively promoting their
domestic industries.

Thus, two agencies of the Department of Commerce
have joined with the Export-Import Bank in developing
a new initiative complete with a long name and catchy
acronym; the National Environmental Technologies
Trade Initiative, or NETTI.

NETII successfully combines three elements. By
educating developing countries about the need for
environmental technologies, arranging for U.S. firms to
demonstrate their technologies, and providing methods
for financing these exports, we believe NETTI will have
a significant impact on international trade.

• Seventh, and finally, I intend to be a Secretary of
Commerce who will get on a plane to fly to the far
reaches of the earth to promote the interests of
American firms in competition with their foreign
counterparts. I intend to place the influence and power
of the American government behind you-just as other
nations promote their own domestic products.

Let me conclude by reinforcing what. I hope. is
obvious: these Commerce initiatives are part of a larger
approach to trade policy that this Administration will
initiate-but which private business must. in the end,
bring to a successful conclusion. I've come here today
in hopes that you, the men and women who really are
at the heart of America's trade policy, be part of this
new partnership. We are committed to being both
visionary and coldly pragmatic in fostering true world
wide free trade.

Indeed, free trade can be described as democracy in
the marketplace. And .just as we have pushed forward
on many fronts to nurture and encourage democracy
around the world, so we must work to expand
economic freedom. We must not settle for an uneven
playing field: free trade for some, protection for others.
We can do better than that, and with the leadership of
President Clinton and your creativity, tenacity and
support, we will.
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President Clinton and
the World Trading System

by Gary Clyde ~ufbauer
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P resident Clinton takes office at an historic juncture for the world trading
. system. Gone are the days of an insistent march towards multilateral free trade.

Now there are forks in the road. Clinton can choose between 'a multilateral
- highway and a regional road, or he can travel both. And some would wan t to
lure him on to the unilateral route, in an attempt to revive American industry.

Ifeconomists had their say, Ointon would start
with a grand trade strategy and then b.1rn to spe
cific cases; but presidents often use cases to for
mulate strategy. Several hot trade cases await
Ointon and his immediate decisions could shape
the trading system.

Freer trade is one of the best supply-side pro
grams' ever devised. Over the past forty years,
trade has expanded two to three percent per year
faster than world GD~ providing a mcyor spur to
world economic growth. By my estimates, the
Europe 1992 program could increase intra-EC
commerce by $75 billion; NAFrA could boost
North American trade by $25 billion; and a suc
cessful Uruguay Round could expand global
trade by $250 billion. The ensuing global effi
ciency gains should amount to $30-40 billion an
nually. TIlls is equivalent to expanding the global
stock ofplant and equipment by $300 to $400 bil
lion - not bad for government work.

Freer trade is also a potent weapon against in-

2

flation. When markets are open to global compe
tition, domestic producers have far less power to
initiate or sustain a price-wage spiral. Another
powerful reason for Ointon to maintain an open
world trading system.

In recent years, some aities have juxtaposed
the rising share of imports in the American econ
omy against the declining level of real wages for
low-skilled workers - suggesting cause and effect
If true, this is a serious indictment But, until a
negative link is docwnented between trade and
wages, the world trading system should not be
held hostage to theoretical alarms.

Front Burner Cacies. As soon as he enters the
White House, Ointon will face three important
trade proposals: an· oil import fee; to restrain
Japanese autos; and to limit imports ofsteel. The
way these three cases are handled will say much
about the Administration's trade priorities.

Oil. An oil import charge - either a fixed fee
or a variable levy - starting at around $5 per bar-
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reI is under active consideration. A fee has two
attractions: it could raise Treasury revenues by up
to $20 billion annually, both directly and by boost
ing the profits of US producers; and it could be
imposed with the stroke ofa presidential pen.

But an impon fee imposed withoutcommensu-

The ensuing global efficiency gains of
freer trade should amount to
$30-40 billion annually . ..

not bad
for government work.

rate taxes on domestically produced energy (oil,
natural gas and ·coal), would send a powerful
message to the world trading system: new border
taxes are all right, no matter what economic and
environmental distortions they create, such as a
substitution of coal for oil. Moreover, if the
United States imposes an oil impon fee, Canada
will insist that its energy exports be exempt (un
der theUSCanada ITA) and Mexico will seek
the same treatment (under the NAFTA). Resolv
ing these issues and others could occupy top
trade officials for many months.

Antos. Clinton will face demands for tighter
voluntary restraints, not only on Japanese car im
ports but also on autos made byJapanese trans-

plant firms located in the United States (a new
twist). While the market share ofJapanese im
ports has stabilized at a figure under 20 percent,
Japanese transplants have steadily gained ground
on the Big Three (rising from under 1 percent of
North American production in 1980 to about 14
percent in '1990). After Bush's visit in January
1992,Japan lowered its voluntary expon restraint
(VER) ceiling from 2.3 million to 1.65 million
cars per year. Congressional bills would lock in
the 1.65 million figure until 1999 and raise the
tariffon minivans and utility vehicles from 21~ to
25 percent When the VER comes up for renewal
in March 1993, Clinton will be urged to follow
Europe's example and negotiate restraints on
overall Japanese market penetration, including
transplants, as an alternative to new legislation
limiting imports.

Resnicting the Japanese presence in the US
auto market would impose large costs on US con
sumers and send an unfortunate signal to the
world trading system. Depending on the severity
ofrestraints, they could cost US consumers $3 bil
lion or more annually; paradoxically, higher auto
prices would enlarge the profits of foreign finns
at least as much as the profits of the Big Three.
Restraints on imports would show that powerful
producers (the Big Three) can go straight to the
White House and not follow normal safeguard
procedures when they need breathing room to cope
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with import competition. Restraints on trans
plants would set an alarming precedent for limit
ing the output offoreign<>wned plants operating
in the United States.

Steel* In November 1992, the Deparonent of
Commerce announced its preliminary detenni
nation that $1.2 billion of steel imports from 12
countries are subsidized by margins between 5
50 percent. This decision will be followed, in
January 1993, by preliminary dumping detenni
nations and the margins could be even higher.

These cases have a history. In the 1980s, over
$100 billion was spent globally on subsidies to the
steel industry, sustaining the current glut of ex
cess capacity. In addition, Europe and Japan tol
erate producer cartels that enable their steel
firms to sell for high prices at home and low
prices abroad - classical dumping. The United
States imposed its own voluntary import restraints
in October 1984, which lasted until March 1992.
When the voluntary restraints agreements
(VRAs) were allowed to expire, twelve US steel
companies filed subsidy and dumping cases
against imports from 21 countries. Fmal adminis
trative determinations will not be made until Au
gust 1993; meanwhile bonds must be posted on
imports equal to the margins found in the pre
liminary subsidy and dumping determinations.

Clin~:mwill thus face calls from Europe,japan
and other nations to "cut a deal" to avoid coun
tervailing and antidumping duties. Such a deal
could resurrect the VRAs that expired in March
.1992. The problem with VRAs is that they limit
steel imports that are not subsidized or dumped
By not differentiating between fairly and unfairly
traded steel, the VRA system does little to encour
age Europe andJapan to stop their subsidy and
dumping practices. Over time, however, the VRA
system can do a great deal of harm by insulating
the US market from fair foreign competition.

NAFfA. At about the same time he is address
ing these and other cases, Ointon will need to
put the North American Free Trade Agreement
in place. The NAFrA is a sweeping agreement of
historic proportions. For the first time, two indus
trial nations have embarked on a free market
with a large developing country. By 2004, virtually

all tariffs will be eliminated; and by 2009, nearly
all quotas will be gone. By the year 2020, if Mex
ico prospers as expected, the number of illegal
immigrants entering the United States will be
much smaller than the million-plus now appre
hended annually.

Ointon is committed to the NAFTA, but im
portant features need to be ironed out before he
submits implementing legislation to Congress.
He has promised to negotiate supplemental
agreements with Canada and Mexico to create ef
fective NAFTA Commissions on the Environment
and Labor and to find money for environmental
cleanup and labor adjustment How these issues
are handled will say much about Ointon's con&-

. tions for entry by other countries and the budget
consequences of any future geographic enlarge
ment of the NAFfA.

Asswning that other countries want to join,
Clinton will face a nugor choice by 1994 ifnot be
fore: whether to view NAITA as the core of a
Western Hemisphere Free Trade Area, as the
foundation for a larger Pacific Rim trading
group, or simply as a self<ontained North Ameri
can entity.

The Uruguay Round. By far the biggest chal
lenge Clinton faces is wrapping up the Uruguay
Round package - over the opposition of agricul
n..u-al, industrial and service lobbies, not only in
France andjapan, but also in the United States~

An oil import charge ~ .. starting at
around $5 per barrel is under active

consideration.

Now, some congressional leaders want to renego
tiate this, along with important industry ass0cia
tions and the AFLCIO. Indeed, they have offered
to extend the "fast track" beyond june 1993, to
give the President more time.

The President should resist the siren song of
open-ended renegotiation. The current package
has been a decade in the making (preparatory
talks started in 1982); the results inevitably reflect
compromise; and an attempt at extensive renego-
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tiation would risk a breakdown not only of the
Round but also of the entire GAlT system.

The draft Uruguay Round package, circulated
in December 1991 by GA1TDirector GeneralAr
thur Dunkel, made great snides. It included a
General Agreement on Trade in Services; snict

... Clinton will be urged to follow
Europe's rexample and negotiate

restraints on overallJapanese market
penetration.

codes on intellectual property protection; a
phaseout of the Multi-Fiber Arrangement; and ef
fective dispute settlement procedures. Mter a
high wire act by Ambassador Carla Hills, the EC
came to an agreement about oilseed acreage and
subsidized grain exports, clearing the path for
global agricultural reforms.

The Dunkel package is fur from perfect and
many issues remain to be resolved For example,
negotiations are still underway on teleconununi
cations, financial services and tariffs.

Clinton will have his hands full finishing the
package without reopening settled bargains. \Vhen
he is ready to make his own mark on the global sys
tem, he shouldo~ a ninth GAlT round to

cover the envirorunent, competition policy and un
finished business from the Uruguay Round

MuItilateraliSm, Regionalism and Unilateral
ism. Beyond the specifics of NAITA and the
GAlT is a raging debate between regionalists and
multilateralists. At one extreme, Lester Thurow
sees GATT as a toothless tiger ready for early re
tirement At the other,Jagdish Bhagwati can find
little good to say about regional tIacle initiatives.

But the real tension facing the Clinton Ad
minis~tion is not between regionalism and mul
tilateralism. Like his predecessor, President
Clinton can travel both roads, using whichever
route promises the greatest degree of tIade ex
pansion for the least expendinrre of political ef
fort If, for example, Japan and KOrea want to
discuss competition policy within the GAT!: then
the GATT is the place to do business. IfChile, Sin
gapore, New Zealand and Australia want to join
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NAFfA and to undertake the fur-reaching obliga
tions required, their applications should be care
fully considered

The greater tension is between efforts to en
large the regional and multilateral trading sys.
tems and the lure ofunilateralism. It is not just a
question of autos, steel, airlines and semiconduc
tors. It is a broader question of the role of trade
policy in the revival ofAmerican industry and the
role ofbilateral confrontation in dealing with na
tions that practice different brands ofcapitalism,
especiallyJapan, Korea and China. My view is that
trade resnictions should play a peripheral role in
reviving the fortunes of indusnies, such as autos
or machine tools, that are beset by import com
petition; and in catapulting new indusnies, such
as H01V or biogenetics, into the 21st cennu-y.

That said, the enduring problems of access to
the European airline market, theJapanese semi
conductor market or the Chinese chemical mar
ket require sustained and subtle diplomacy. The
paradox is that the United States must threaten to
11!Strict trade in order to expand trade. Bluff is part
of the game. So is deceit. In this innigue, there
will be those in the United States and abroad who
secretly favor trade resnicting and market sharing
solutions, rather than trade expansion and open
competition.

The President's task will be to keep the secret
partisans of trade resniction from controlling the
play. In the twenty years before World War I, each
European power proclaimed that the sole pur
pose of its·diplomatic alliances and vast spending
on armaments was to secure the peace ofEurope.
In the end, all great powers were ensnared by
their own tactics. Clinton's challenge is not to re
peat this drama in the arena ofworld trade. m

*The author has been retained by the US steel industry
as an expert witness: these views are not necessarily those
of the industry.

Dr. Hufbauer is the ReginaldJones senior fellow at the
Institute for International Economics. Anup Malani
helped write this essay. .
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The links between trade and growth are examined in a neoclassical model
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How are international trade and trade policy linked to long-run growth?
How much can differences in trade policy explain cro.s·country variations in
long·run growth rate.? Thi. paper attemp~. to pre.ent new insights into
these long·standing que.tions.

The paper inve.tigate. the links between trade and growth in a
neoclassical model of an open economy in which dome.tic production requires
both domestic and imported input., The model .how. that trade distortions
induced by such government policie. a. tariff. and exchange controls
benerate significant cros.·country divergence. in growth rates and in per
capita income over a long transitional period. An intere.ting theoretical
prediction i. that the effect. of trade di.tortions on the growth rate of a
country ijepend on ·fr•• trade op.nne••·_.the country' ••har. of imports in
CDP under a free trade regime. Thu., di.tortionary trade policies are
considered to b. more di.advantageou. to growth in small, re.ource-.carce
countrie., which would b. Dore op.n in a free trade regime, than in large.
resource-abundant countrie.. The model al.o explains why capital may flow
from low-income to high·income countries: namely. becau.. trade distortions
decrea.e .ub.tantially the marginal productivity of capital. they may cause
capital to flow from highly di.torted low· income countries to high· income
countries with low distortions.

The paper pre.ent. empirical findings on the links between trade
distortions and .conomic growth by u.ing a cro•• •••ction of data on 81
countries from 1960 to 1985. The empirical result. confirm that tariff
rates on imports of foreign input. and black market premium., interacting
with an estimate of -free trade op.nne••• • have .ignificant negative effects
on the growth rate of per capita income. In a typical developing country.
whose import .hare would b. 20 perc.nt of COP in the absence of trade
distortions, di.tortionary trade policies, .uch a. a 25 percent tariff and
a 50 percent black market premium. decrease the growth rate by about 1.4
percent a year.

r
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Kevin Nealer is a vice president o[ Nej]} and
Co., a cOIJsulting [jrmin Washington. He
teaches trade policy at Georgetown Universi·
ty's Center [or International Business Educa
tion and Research.

baseline constituent needs. Such a strategy
should reassure the financial markets, since the
worst setbacks to trade expansion have occurred
when the U.S. executive failed to bring along a
legislature suspicious of the political cost of pro
gressive trade measures.

So what can we fairly say about U.S. trade
priorities now? If the president gives primacy to
the health of the national economy, then it makes
sense to assume that export expansion will be
more important than import protection. Recent
decisions to press Europe on opening Its govern
ment procurement markets. calls for more open
trade in aviation goods and services and con
tinued commitment to the North American free
trade agreement all ratify lhis thesis.

While import restrictions may not be a favor
ite tactic, expect maximum use of all available
leverage - including U.S. market access. Recent
discussion of a tenfold increase in the U.S. tariff
on minivans may say less about the administra
tion's susceptibility to domestic auto industry
pressure than its political will to use all tools to
open Japan to more U.S. and third-country ex
ports.

In addition, there may be a new pragmatism
about the package in which export growth is
delivered. The administration might be much
more ecumenical as to whether multilateral or
regional trade liberalization serves as the vehicle
for trade growth. as the president hinted in his
endorsement of an aggrandized Asia Pacific Eco·
nomic Cooperation agreement.

All this suggests an approach to trade that is
driven much more by the facts of each new
policy challenge than by any attempt to manage
trade flows. It may be the beginning of a situa
tional trade polley, where the administration's
choices are informed by the impact of trade on
domestic economic growth and the need to en
courage exports. 11 the lack of predictability
frustrates trading partners and editorial writers,
that could be a small price to pay for continued
U.S. leadership in opening global markets and the
honest pursuit of our national interests.

RO\IlCo MAn ~

"They're very rare - we're
hoping they reproduce...

Finally, there is a clear reluctance to take the
measure of the president by his words and his
actions, rather than by theories. Mr. Clinton and
his top trade advisers have repeatedly said they
see a need for a new trade vocabulary that
reflects the current realities of global competi
tion. In his February trade speech at American
University, the president said the most important
step on the way to a world·class America was to
get our own economy in order. In fact. Japanese
colleagues who criticize the administration's
trade policy to date will do well to remember
that a revitalized American economy was the
first item on their own wish list in the recent
Structural Impediments Initiative trade talks.

The Clinton team is keenly aware of the con
tribution exports are making to the modest re
covery. Likewise, they sense the need to include
Congress and the public in the role trade must
play in a growing American economy. That
seems to mean they are prepared to make cere
tain that any international agreements meet

Clinton's Flexible Trade Policy
By KEVIN G. NEALER

One Washing~on theory holds that your policy
is a success if the editorial boards are unable to
pigeonhole it. By tbat measure, Clinton trade
policy is a clear winner. Maybe it deserves to be.

Reporters and editorial writers are struggling
to characterize the few trade policy choices
made in the first quarter of the new presidency.
They do so by reference to a trade theology that
assigns everyone a place on a continuum stretch
ing from devout free trader to irredeemable
protectionist.

Articles bave variously described the Clinton
approach as, a) the same as Bush; b) managed
trade (meaning Clinton policy-makers are protec
tionists, but they know better); and c)
-two-faced," according to our trading partners.
All of these descriptions seem wide of the mark,
for at least three reasons.

First, they are predicated on the assumption
that the United States has something like a na
tional trade polley. It does not. If you want to
know about U.S. foreign polley toward Papua
New Guinea, there are official State Department
papers - couched in suitably vague diplomat
speak - that at least give you the basics. You
would search in vain for a similar statement of
commercial interests.

Instead of a trade policy, we have trade laws.
The process is petition-driven and depends on
interested parties filing grievances over import
sensitivities or export frustrations. If they have
enough money and time, the petitioners might
get government to solve their problem. or at
least some part of it. In any event. there is no
overall statement of interests specific enough to
be called a trade polley.

Second, the critics and commentators were
encouraged to repeat their free trade/protection
ist catechism for 12 years because those terms of
debate served the previous .administrations well.
The media and the financial markets came to
believe that Republicans could be counted on to
support free and expanding trade, while a Demo
cratic party hostage to labor would reliably act
out its worst instincts when dealing with the
global economy. Even when faced with the fact
that President Reagan instituted more import
protection than any president since Herbert Hoo
ver, the caricature proved durable.
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Richard Lawrence. based in Wash
ington. is senior correspondent for
The Journal of Commerce.

Now, it seems, the kind of envi
ronmental commission the Clinton
administration envisions does not
differ strikingly from one the Bush
administration described.

Candidate ClintoD also proposed
a Nafta commission with "dispute
resolution powers and remedies· for
worker standards. It looks likely,
however, that the administration,
awakened to the sensitive matter of
"national sovereignty," will drop
that notion, too.

As for protecting business against
"crippling" import surges, the ad
ministration is in a box. Nafta al
ready has reasonably protective tar
iff provisions dealing with surges.
And how, people ask, can the admin
istration substantively add to those
provisions without amending the
basic Nafta, which President Clinton
insists he won't do?

A few months ago, there was
much hand-wringing over the possi
bility that President Clinton would
give U.S. automakers their wish for
a ten-fold increase in the tariff 00

minivan and four-door sport utility
vehicle imports. Candidate Clinton
had attacked the Bush administra
tion for supposedly "reversing the
decision of their own government"
and unilaterally paring the tariff.
That action, he added, gave "the
Japanese a $300 million-a-year trade
break with DO concession in return."

The Treasury Department is said
to be reviewing the matter. Will it
hike the duty from 2.5% to 25'70?
Highly unlikely. It would be an ac
tion without technical merit, costly
to U.S. consumers (Big Three auto
makers, please note) and likely to
trigger foreign reprisals.

tration's trade policy plans. Among
other things, he said, "We need to
use every tool at our disposal ... to
make sure that other markets are
comparably open to our own."

His remark evoked some nostal
gia. Four years earlier. before the
same committee, Carla Hills, Mr.
Kantor's predecessor, vowed to en
force U.S. trade rights with at least
one tool - a crowbar. Unless Japan
opens its markets wider, she said,
the United States will be "forced" to
retaliate. She voiced concern over
U.S.-Japanese semiconductor trade
and European Airbus subsidies,
among others.

Still, some things have changed.
Candidate Clinton promised that

he would not implement a North
American free-trade agreement
without tough-worded side agree
ments on the environment, labor
standards and worker rights. He also
insisted on protection against sud
den, overwhelming import surges.

(Talks on those proposals began
Wednesday.)

Mr. Clinton, in a campaign
speech Oct. 4 at Raleigh, N.C., laid
out those side agreements. He called
for a U.S.-Mexican-Canadian envi
ronmental commission to "provide
remedies, including money damages
and the legal power to stop pollu
tion ... If we don't have the power
to enforce the laws that are on the
books, what good is the (Nafta)?·

But last week, Mr. Kantor, in
congressional testimony, made clear
that the commission would have no
supranational powers. He avoided
saying that it would even have "in
vestigatory· authority. "Review," he
suggested, is the better word.

Richard
Lawrence

TRADE SCENE

products and services be able to en
ter theirs on equal tenns ... Cer
tainly we need to seek to open other
nations' markets and to establish
clear and enforceable rules on which
to expand trade. . ."

Mr. Clinton lauded "a more open
trading system: linked trade with
national security, urged greater pol
icy coordination among economic
powers and talked of helping the
world's less advanced nations.

Who wrote that speech? George
Bush? Ronald Reagan? Lyndon
Johnson? Ike?

A few days later, the president's
trade representative, Mickey Kan
tor, went before the Senate Finance
Committee to flesh out the adminis-

New President, Same Trade Plan
If the administration were to

raise the tariff, then we'd see a real
ly new trade policy.

To be sure, the Clinton adminis
tration is trying to demonstrate it is
no pushover. It is about to disqualify
some European Community suppli
ers from some U.S. government con
tracts - a $50 million-a-year repris
al. U.S.-EC trade runs about $200
billion a year. Might not even the
Bush administration have taken sim
ilar symbolic aclion to protest new
EC purchasing rules?

Meanwhile, the United States and
the EC continue a spat over Europe
an oilseed export subsidies. The
Bush administration was about to
retaliate in December, perhaps
against $300 million a year in EC
exports. Instead, it negotiated some
EC market concessions. Now the
Clinton crowd says it doesn't think
the concessions go far enough. But
there's litlle talk yet of oilseed re
prisals.

So far, there is one clear shift
from Bush to Clinton policy. While
Mr. Bush steadfastly rejected re
newal of ·Super 301: the law that
directs the president to act against
foreign unfair trade practices, Mr.
Clinton embraces it. It marks a rare,
if not unique, instance of a president
encouraging Congress to tell him
how to carry out powers he already
has.

Drawing once again on the old
French saw, the more administra
tions change, the more U.S. trade
policy, save for a dab here or a
touch there, stays the same.

WASHINGTON - Whatever haIr
pened to the Clinton administration?

Weren't we led to expect a new,
hard-headed, worker-environment
human rights-oriented administra
tion? So far, it hasn't seemed all that
different.

Take the president's trade policy
address three weeks ago at Ameri
can University.

"We will continue to welcome
foreign products and services into
our markets, but insist that our
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Deja Vu on Anti-Dumping Laws

Michael A. Meyer, a trade special· .
ist in Washington, has worked on
behalf of foreign producers of steel .
and flat panel displays.

good example of how a U.S. manu
facturer can be hit by anti-dumping
laws on both sides of the ocean. Cat
erpillar is forced to pay bigher
prices for steel in the United States
since almost every steel product is
currently subject to or threatened
with an anti-dumping investigation.
The higher import prices raise Cat
erpillar's costs and thus make its
products less competitive abroad. If
Caterpillar bappens to sell beavy
machinery abroad at prices lower
than its U.S. prices, it will be hit
wltb foreign anti-dumping duties
even if it is doing nothing that most
businesses would consider ·unfair.~

With a new administration, the
time has come to revamp U.S trade
laws. The United States should re
turn to tbe position on anti-dumping
laws it adopted during the Kennedy
Round of GATT negotiations: Pro- .
pose a fundamental review of
whether the concept of anti-dumping
law makes sense economically. The
original U.S. request was quashed by
the European Community. In 1989,
during the Uruguay Round negotia
tions, the United States joined the
EC in squelching similar proposals
by Norway, Sweden, Finland and
Hong Kong.

In a bold parting move, former
United states Trade Representative
Carla Hills requested a two-year
study by the International Trade
Commission analyzing the effect of
the U.S. anti-dumping laws on do
mestic producers, consumers and
the U.S. economy. Tbe commission
I1as requested that trade representa
tive Mickey Kantor reaffirm the ad
ministration's Interest in this re
quest. The administration should
seize this opportunity.

In his American University ad·
dress, Mr. Clinton recognized the
value of Mopen and competitive com
merce.MRather than repeating the
age-old mantra of Mtough enforce
ment of trade laws.~ the administra
tion sbould examine seriously
whether these laws actually im
prove U.S. competitiveness and cre
ate jobs.

"

against nat panel display screens
from Japan. Anti-dumping duties
were ultimately assessed against
two types of nat panels, even thougb
there was no domestic producer of
one of them.

Since tbe anti-dumping duties
rendered the Japanese screens pro
bibitively expensive, U.S. computer
manufacturers were forced to move
their manufacturing operations off
shore since there was no domestic
supply. U.S. anti-dumping law does
not include a provision tbat requires
an assessment of the pUblic interest
prior to the imposition of anti-durnp
Ing duties, nor does it allow for the
suspension of such duties in the
event of short supply. The result was
a loss of U.S. manufacturing jobs in
order to protect a U.S. Industry that
does not exist - hardly an outcome
that would be sought by a president
promising to create jobs.

U.S. exporters also suffer from
tbe application of other countries'
anti-dumping laws. Wben U.S. nego
tiators fight to make tougb anti
dumping laws even more protection
ist in the GATT world trade talks,
tbey don't realize the protectionist
rules they are fighting to preserve
and Mlmprove~ will be used against
U.S. exporters In foreign markets.

A company like Caterpillar is a

c.

-SQfwA;e-
"Everyone kept saying 'Till hell freeze. over' like

It would never happen."

A determination of dumping by
Commerce, and a subsequent injury
finding by the International Trade
Commission, results in the applica
tion of punitive duties on allimporta
of the merchandise under Investiga
tion from the subject countries - in
short, a pri~ bike Ultimately paid
by the consumer.

The price increase on foreign
merchandise invites domestic pro
ducers to raise their prices as well.
If tbe imported product Is subject to
a 20% anti-dumping duty, domestic
producers know tbey can raise
prices by 19.9% and still win sales.

Anti-dumping Investigations bave
become so burdensome that even the
threat of a case causes price In
creases. For example, in late Janu
ary, tbe Big Three automakers
threatened to file anti-durnping peti
tions against car imports. Even
though that threat was rescinded in
mid-February, Honda, Toyota and
Mazda announced 1% to 1.5% price
Increases on their U.s. exports Mto
head off protectionism.~ The Big
Three got their price increase with
out lifting a finger.

Tough anti-dumping laws are be
ginning to take their toll on the
world economy. In 1990, a U.S. asso
ciation of computer screen manufac
turers filed anti-dumping petitions

By MICHAEL A. MEYER
President Clinton recently out

lined a trade policy that seems
strikingly similar to that pursued by
U.S. presidents for the past 20 years:
Fight for open markets abroad wbile
Menforc(ing) our trade laws and our
agreements witb all the tools and
energy at our disposal.~

While the benefits of opening for
eign markets to U.S. products seem
obvious. the value of enforcing U.S.
trade laws, as now written and ap
plied, is not as clear. For example,
protectionist anti-dumping laws are
a big burden on U.S. companies.

As customs tariffs bave declined
as a result of seven GATT rounds of
tariff reductions, many countries
have turned to their anti-dumping
laws to protect their industries from
foreign competition. More tban 30
countries have anti-dumping laws on
their books and another 12 are in tbe
process of implementing sucb laws.

During the 19809, GATT member
countries brougbt 1,456 anti-dumping
cases, of which 144 were directed
against U.S. exports.

The theory of anti-dumping law,
though criticized, can be defended.
Theoretical anti-dumping law at
tempts to prevent foreign companies
from stealing market sbare by sub
sidizing cheap exports with monopo
ly profits gained In a protected
home market.

In practice, however, the major
users of anti-dumping law (the Unit
ed States, the European Community,
Canada, Mexico and Australia) do
not require monopoly power to find
dumping. For example, Hong Kong
sweater makers were found to be
dumping in tbe United States even
though Hong Kong prices were set
by nearly perfect conditions of com
petition (bundreds of producers, no
subsidies or import barriers).

Anti-dumping law has become,
essentially, a legalized price-fixing
scheme. Domestic producers are en
couraged, and are often required, to
take concerted action againlt for
eign competitors by filing anti
dumping petitions on bebalf of U.S.
industries. The outcome of this con
certed effort is often Increased
prices. The Commerce Department
finds dumping in 97% of the cases
placed before it.



The Washington Post

Hobart Rowen

Fog Over "Free Trade

March 3, 1993

I desperately wanted to enthuse about Pres
ident Clinton's speech last Friday at American
University broadly endorsing the principles of
free trade, rejecting protectionism and pledg
ing that America will lead the way to global
economic growth. .

Clinton, obviously troubled that biB adminis
tration was beginning to be seen as tilting
toward protectionism, pledged to "compete,
not retreat" into isolationism.

"The truth of our age is this, and must be
this," he said. "Open and competitive com
merce will enrich us as a nation. It spurs us to
innovate. It forces us to compete. It connects
us with new customers. It promotes global
growth without which DO rich country can
hope to grow wealthier.••• And 10, I say to
you. in face of all the pressures to the reverse,
we must compete, not retreat."

CouJd anyone who believes f&rm.1y in such
principlea ask for anything more?

The answer is: Yes. .
Free traders would be more usured if

somewhat dissonant themes were not being
heard from various members of the Clinton
administration. Many of ita top officials persist
in advocating "tough" or "activist" programs to .
help specific industries at home.

"There still appear to be two tracks," says
trade expert Gary Hulbauer of the Institute
for International Economics. Clinton confused
the issue with recent appearances in Silicon
Valley and at the Boeing Seattle plant•. where
he promised govenunent intervention that
seems incompatible with the open trade vision
he painted at American University.

At the Boeing plant. he blamed European
subsidies for Airbus for the prospective loss of
28,000 Boeing jobs and threatened retaliation.
even though the problems faced by Boeing and
other aircraft manulacturen relate more to
overcapacity and the weakness of their airline
c~~r~ .

And how about the BiU Clinton who ap
peared in California's Silicon Valley, where he
unveiled a plan for a govenunent partnership
with high-tech industries that over four years.
will cost Uncle Sam about $17 billion? That
fulfills his campaign pledge to create "a civilian
technology agency [that) will bring businesses
and universities together to develop cutting- .
edge products and technologies."

But it raises questions about whether such 8-
.partnership would go beyond matching. tit for
tat, what other nations do. or whether it would
supply a crutch to inefficient companies or
industries. Author and investment banker Jef
frey E. Garten, who has sympathy for Clin~

ton's general goals of promoting investment.
tells me: "I get nervous: Clinton may take
industrial policy to a point where it could
backfire."

Then there are the protectionist rumbles
one hears from the Clinton trade team. Secre
tary of Commerce Ron Brown hinted last
week that perhaps the administration itself
would pursue the suit charging that Japanese
auto companies "dump" cars here below
cost-even though Detroit has abandoned
that lawsuit.

And what does one make of U.S. Trade
Representative Mickey Kantor's prickly
broadsides against the European Community,
talking tough about meeting subsidy with sub
sidy?

Paula Stem, former chair of the Interna
tional Trade Commission, and a Clinton advis
er during the campaign, thinks it a mistake to
label what's going on, as some do, a "good cop,
bad cop" approach.

Stem brushes aside the Brown and Kantor
comments as irrelevant. part of a leftover
agenda. She said in an interview that Clinton
bad laid down a challenging. non-protectionist
blueprint for America's future international

economic policy at AU: "Listen to what the
president said at American University. That
was the true Bill Clinton, a comprehensive
summary of his principles."

I hope Stem is right. If she is, some
concrete steps should be taken immediately to
demonstrate that there was more than fine
rhetoric at American University. For example.
the auto industry's greedy effort to boost
tariffs on mini-vans by 1,000 percent should
be rejected. decisively, by Treasury Secretary
Lloyd Bentsen.

An even more critical test will be whether
the president pursues a "last track" approach
to get the GATT round settled. He mentioned
the need only for "prompt" action at AU. But
"last track" is the code word for getting action
on GATT in this Congress. Yet Kantor. in
discussions with European officials, raises
questions on whether new elements should be
added to the GATT agenda that could cause
delay or even failure.

FinaUy, it will take time to see whether
fears as expressed by Garten on industrial
policy are valid. In this area, Clinton is clearly
influenced by Economic. Council Chairman
Laura Tyson's "cautious activism," as outlined
in her recently published ~, "Who's Bash
ing Whom?"

Such "cautious activism" would mean tax
credits and other government assistance. But
a senior Treasury official confides: "We must
make sure the private sector puts their money
in first. backing their judgment with their own
money."

Bottom line: Bill Clinton is not a protection
ist. He also rejects laissez-faire. He said at AU
that he rejects the advice or those who would
"build walls to protect" and those who "would
do nothing in the face of foreign competition."
Even after the AU speech, we don't know
where he drawl the line in between.



UNITED STATES INTERNATIONAL TRADE COMMISSION

POTENTIAL IMPACT ON THE U.S. ECONOMY
AND SELECTED INDUSTRIES OF THE

NORTH AMERICAN FREE-TRADE AGREEMENT

EXECUTIVE SUMMARY

This report examines (1) the overall economic effects of the North American Free-Trade
Agreement (NAFfA) on the economies of the United States. Mexico. and Canada~ (2) the key
NAFfA provisioos and related legal changes f(l' the United States. Mexico. and Canada that may
significantly affect individual sectors; and (3) the sholt- and long-term impact of NAFrA 00

imponant industrial. energy. agricultural. and seIVice sectors of the U.S. economy. The report also
su.mmarizes recent economic developments in Mexico that. in conjunction with NAFfA. are likely
to affect the potential for U.S. investment and market access in Mexico.

Since the mid-1980s. Mexico has been opening its economy to foreign canpetition by
liberalizing its trade and investment policies. privatizing many state-owned or -controlled
economic sectors. and reducing subsidies. NAFfA will remove many remaining barriers to trade
and investment and will help to ensure that Mexico's recent economic ref<X1Ils remain in place. thus
paving the way for greater economic integration amCllg the three countries.

Under NAFfA. the United States and Canada will gain greater access to the Mexican market.
which currently is the fastest growing major export market f(l' U.S. goods and services. Second.
NAFfA will create investment opportunities that will facilitate trade amCllg the member countries
in many sect<rs and that may reduce impediments to future trade growth. Third. NAFfA will lead to
a more predictable business environment. reducing risks associated with investment and other
business decisions. Fourth. NAFfA will improve the competitive position of certain U.S. sectors in
North American and global markets. Finally. NAFrA is an important step towards free trade
throughout the hemisphere. However. as noted below. NAFrA is also likely to affect certain U.S.
sectors adversely.

NAFfA incaporales (Jl a trilateral basis most of the provisioos of the existing United
States-Canada Free-Trade Agreement (crfA) and in many instances expands upon those
provisions. Because both the United States and Canada already have implemented CFTA. the
principal effects of NAFfA on U.S. econanic sectors will result from changes in United
States-Mexico trade and investment Mexico will be required to make many more legal changes
than either the United States or Canada to implement NAFrA.

Trade and investment within North America are important to all these nations. The United
States and Canada are each other's major trading partner and Mexico is the United States'
third-largest partner after Canada and Japan. In 1991. Canada accounted for 19 percent of U.S.
merchandise trade, Japan 15 percent. and Mexico 7 percent. The United States is Mexico's largest
trading partner and source of foreign direct investment (FUD. accounting for almost 70 percent of
total Mexican trade in 1991 and 61 percent of Mexico's cumulative FDI by value as of June 1992.
Mexico is likely to benefit substantially more from NAFrA than either the United States or Canada
because its gross domestic product (GDP) is only 5 percent of U.S. GDP. its economy historically
has been closed, and trade with the United States is relatively more important to its ecooomy.

•
Economic 1rends in Mexico

Mexico's ongoing market-oriented reforms have spurred foreign investment and trade,
leading to higher growth for the nation's economy overall. Austerity measures have
reduced inflation from triple-digit levels as recently as 1987 to an estimated 11 percent in
1992. Following economic stagnation during 1982:-88, the Mexican economy grew by an
annual avera,ge rate of Dearly 4 percent during 1989-91. In 1992, however, economic
growth in Mexico is expected to slow to 2.7 percent. FDI in Mexico in 1991 rose by 81
percent over the 1990 level, and foreign portfolio investment roughly quadrupled in both
1990 and 1991. During the first half of 1992, FDI rose by 13 percent over the 1991 period,
whereas foreign portfolio investment fell by 3 percent.



Likely Impact on U.S. Service Sectors
• u.s. seIVices sales to Mexico of approximately $8 billion represent a very small fraction of

the industries' $257 billion in worldwide sales. Restrictions prevented U.S. companies in
most service sectors from providing services to Mexico directly through a 10C<l1
establishment and in many cases from providing services on a cross-border basis.

• CFTA enabled U.S. service providers to increase their already signifiC<lnt investment and
participation in the Canadian services market. U.S.-Canadian services trade and
investment are not expected to change appreciably under NAFTA. The principal
exception is in construction and related services, for which Canada has agreed to go
beyond CFTA obligations to open its federal government procurement of these services
to U.S. providers over a lO-year period.

• The benefits and obligations provided to Mexico under NAFTA are similar to those
contained in CFTA. NAFTA is expected to create opportunities in Mexico for V.S.
service providers, either through increasing cross-border trade or by investing in or
establishing MexiC<ln enterprises. U.S. investment is expected to increase by 6 to 15
percent in Mexico's telecommunications and banking services sectors in the long term. A
similar increase is expected in V.S. investment in Mexican transportation services in the
short term and is likely to exceed 16 percent in the long term. Mexican investment in the
transportation services industry is anticipated to increase between 6 and 15 percent,
concentrated in the V.S. border States.

• Removal of Mexico's restrictions on foreign equity ownership in the insurance market is
likely to result in an expansion of V.S. investment in this market by 16 percent or more in
both the short and long term. However, cross-border trade in insurance services will
remain small and largely unaffected by NAFTA because of different regulatory practices
in each country (at the state or province level) requiring that insurance transactions be
conducted only by formally licensed companies or subsidiaries (not branches) within a
given jurisdiction.

• V.S. receipts from sales to Mexico of telecommunication, transportation, construction
and engineering, and banking services are likely to increase in the long term between 6
and 15 percent as a result of NAFTA. Specialized environmental engineering services will
offer potential growth opportunities for V.S. firms. V.S. payments to Mexico for
transportation, engineering, and construction services are expected to rise by 5 percent or
less in both the short and long term, with the increases accruing primarily to border areas.

• V.S. operations and employment in most services sectors covered in this report are
expected to increase relatively little in the short term and by less than 5 percent in the long
term as a result of NAFfA. The principal exception is transportation services where U.S.
firms are currently unable to provide cross-border services with Mexico. The U.S. sector is
expected to show gains of 6 to 15 percent from the opening of Mexico's market for
trucking and rail services under NAFTA, expected infrastructure improvements, and an
overall increased demand for transportation services generated by NAFfA.

• Greater access to Mexican markets is expected to result in a small but positive increase in
the ability of most U.S. services to compete in North America and globally as the result of
the experience gained in a developing market and the potential gateway to further trade
in Latin America. In addition, the increase in U.S. investment and trade in services in
Mexico under NAFfA will benefit other sectors, as better trucking and rail services and
increased efficiency of Mexican banks facilitate merchandise trade flows between the
United States and Mexico. Such indirect benefits from NAFfA may affect service sectors
in the United States more than will direct benefits from tariff removal only.



Likely Impact on U.S. Agricultural Sectors
• In the agricultural sectors, U.S. trade with Mexico generated a surplus of $53 million in

1991. Currently, about 40 percent of Mexican agricultural goods enter the United States
duty-free and the remaining products are dutiable at an average rate of 8 percent ad
valorem. U.S. agricultural exports to Mexico are subject to year-round and seasonal
tariffs of 10 percent or more. In addition to tariffs, the United States maintains quotas on
certain agricultural imports from Mexico, and Mexico requires import licenses for U.S.
agricultural products. U.S. health and sanitary requirements reportedly have slowed the
trade flow from Mexico in certain products.

• Canada is the only significant agricultural trading partner with which the United States
has a trade deficit in the sector. In 1991 the U.S. trade deficit with Canada in the
agricultural sector totaled $239 million; in addition, in lumber and wood products the
United States posted a much greater trade deficit with Canada of $2.4 billion.

• The most significant NAFTA provisions affecting trade in agriculture relate to market
access. In part, these provisions provide for tariffication of nontariff barriers and the
subsequent elimination of these ana existing tariffs. The agreement provides different
arrangements for the treatment of agricultural trade betw~en the United States and
Mexico and between Canada and Mexico. Because of these differences and the existence
of CFTA, NAFTA has no practical effect on tariffs and on most nontariff barriers
applicable to U.S.-Canadian trade in agricultural products.

• U.S. investment in Mexican agriculture is small compared with investment in
manufacturing and services. However, it is expected to increase in the long term by 6 to 15
percent for poultry and fish processing; investment is likely to increase between 6 and 15
percent in the short term and by 16 percent or more in the long term for citrus produetl,
grains and oilseeds, and alcoholic beverages. U.S. investment in domestic fresh-cut roses
is expected to decline between 6 and 15 percent in both the short and long term as a result
of added Mexican investment in its domestic industry and anticipated increases in U.S.
imports from Mexico.

• N~s effect on U.S. agricultural trade is likely to be relatively small compared with
current sector production. NAFrA is likely to result in long-term increases of 6 to 15
percent in U.S. exports to Mexico ofalcoholic beverages and canned sardines and in U.S.
imports of Mexican citrus juices (especially frozen concentrated orange juice) and
fresh-cut roses. Long-term increases of 16 percent or more are likely in U.S. exports to
Mexico of grains and oiJseeds, deciduous fruits, poultry, swme and pork, beef offals, fresh
citrus, and certain cut flowers (including high-quality roses).

• NAFTA is likely to have little or no impact on most agricultural sectors examined in this
report. Sectors likely to experience production and employment gains of 1 to 5 percent in
the long term include fisheries and grains and oilseeds. Production and employment
losses of less than 5 percent in the short or long term are expected in citrus juice, shrimp,
certain fresh and frozen vegetables, peanuts, and fresh-cut flowers (including fresh-cut
roses).

• NAFTA is not likely to affect the overall ability of U.S. agriculture to compete globally.
Certain U.S. agricultural sectors are likely to be more cost competitive in the North
American market over time, including grains and oilseeds, deciduous fruit, poultry,
certain livestock and meat, alcoholic beverages, cotton, and dairy products. Removal of
U.S. tariffs under NAFfA is expected to result in a slight decline in the U.S. share of the
North American market for citrus juice, certain frozen vegetables, noncitrus fruits (e.g.,
grapes, melons, and strawberries), and fresh-cut roses.

• NAFT.A:s impact on trade in agricultural goods subject to U.S. quotas will likely vary. U.S.
sugar imports from Mexico and sugar exports to Mexico will depend on whether or not
Mexico eventually becomes a net surplus producer of sugar. For goods subject to section
22 quotas (cotton, dairy products, peanuts, and sugar-containing articles), NAFrA will
likely have little or no effect on the level of U.S. imports from Mexico. For U.S. exports to
Mexico, NAFfA will likely result in little or no increase in sugar-containing articles and in
long-term gains of 16 percent or more in cotton and dairy products (especially nonfat dry
milk), and less than 5 percent in peanuts.
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Many sectors of U.S. industry are much larger and more technologically advanced than
their Mexican counterparts, giving U.S. producers a competitive advantage. However,
U.S. producers 'are at a substantial disadvantage with Mexican firms in terms of wage
rates, although this disparity is offset in part by lower productivity and rising costs in
Mexico associated with fmancing, transportation, and infrastructure.

U.S. production and employment gains of between 1 and 5 percent in the long term are
likely in industrial machinery, and in computers, computer components, and electronics;
gains of less than 1 percent are likely in machine tools, bearings, textiles, pharmaceuticals,
steel mill products, and chemicals. The automotive parts industry is expected to gain 6 to
15 percent in production and less than 5 percent in employment in the long term.

U.S. production and employment losses ofless than 5 percent are likely in apparel in both
the short and long term. Losses between 6 and 15 percent in the long term could occur in
major household appliances, flat glass, and certain segments of household glassware and
ceramic tile. Although the automotive products sector is likely to be virtually unaffected
by NAFTA in the short term, automobile production and employment likely will decline
in the long term by less than 5 percent.

NAFrA is expected to have a small but positive effect on the ability of many U.S.
industrial sectors to compete in both North American and global markets. In particular,
the agreement is expected to boost the ability of the U.S. bearings and textile industries to
compete in North America, and to benefit certain major U.S. apparel firms in competing
with East Asian products in the United States and Mexico. For the majority of U.S.
apparel firms, however, and for the household glassware industry, the elimination of
quotas and/or duties is likely to generate added competition in the U.S. market by
Mexican producers.

Likely Impact on U.S. Energy Sectors
u.s. trade with Mexico in energy products covered in this report was marked by a deficit
of $4.6 billion in 1991. Currently, the opportunities for U.S. trade and investment in
Mexican energy sectors are very limited. Vutually all aspects of investment, production,
and distribution are reserved to the State. Although U.S. companies provide a significant
~ount of the services procured by the Mexican parastatals-Petroleos Mexicanos
(PEMEX) and Comision Federal de Electricidad (CFE)-current procurement
procedures tend to favor Mexican suppliers.

The U.S. trade deficit with Canada in energy products covered in this report was $8.6
billion in 1991. The Canadian energy sectors are relatively open to U.S. trade and
investment. The energy provisions of NAFfA are virtually identical to those of CFTA
and, thus, are not likely to have any added effect on U.S.-Canadian energy trade and
investment.

NAFrA recognizes Mexico's constitutional reservation of State ownership and control of
most of its energy industry, including ownership of subsoil resources, investment in
exploration and production, control of services related to energy products, and
distribution of these products in Mexico. Because Mexico is not bound by most of the
energy provisions in NAFfA, there is only minimal potential for increased energy trade
and investment between the United States and Mexico as a result of NAFfA. Little or no
increase in U.S. production and employment is likely.

NAFrA does provide, however, some increased opportunities for U.S. service providers
to contract with PEMEX and CFE. The agreement's government procurement provisions
will permit foreign flfJIlS to bid on 50 percent ofPEMEX and CFE contracts immediately
on a non-discriminatory basis and the percentage will increase to 100 percent of such
contracts after 9 years, subject to some specific exceptions.

NAFrA will also permit private U.S. and Canadian investment in the production of most
petrochemicals and in certain .electricity generating facilities (self-generation,
cogeneration, and independent power plants), although public sale of electricity remains
prohibited.

/}o
)



• In most cases NAFrA will require that each country's federal government procurement
process for covered goods be opened further on a nondiscriminatory basis to suppliers
from the other NAFTA nations. The elimination of most domestic procurement
preferences and the requirement for transparent procedures represent the fIrst legal
obligations for open competition in the Mexican Government's procurement market,
since Mexico, unlike the United States and Canada, is not a signatory to the General
Agreement on Thriffs and 1l'ade (GAlT) Agreement on Government Procurement.

Likely Impact on U.S. Industrial Sectors
• The United States in 1991 recorded a favorable balance of trade with Mexico in the

industrial sectors covered in this report, with U.S. exports to Mexico of $16.8 billion
exceeding U.S. imports from Mexico by $1.1 billion. U.S. tariffs on Mexican goods
average 3 percent in nominal terms, whereas Mexican tariffs on U.S. products average 10
percent. However, the effective tariffs for bilateral trade are lower because of the
maquiladora arrangement and other special customs' programs. In addition to tariffs,
restrictions such as U.S. quotas on textiles and apparel and Mexican domestic content and
investment requirements have acted as barriers to trade and investment.

• The United States in 1991 posteda trade surplus with Canada in the covered industrial
sectors, with U.S. exports to Canada of $46.8 billion exceeding U.S. imports from Canada
by $2.8 billion. Thriffs on all products except selected agricultural goods traded between
the United States and Canada are already being phased out under eFTA, and no major
nontariff restrictions remain.

• The United States accounts for a large portion.of total FDI in Mexico's industrial sectors,
primarily under the maquiladora program (which involves the processing or assembly of
U.S. components in Mexico for export to the United States). Under NAFTA, U.S.
investment in Mexico is expected to increase between 6 and 15 percent in major
household appliances, and computers, computer components, and electronics in the short
term, and in bearings and pharmaceuticals in the long term. Long-term increases in U.S.
investment to Mexico of 16 percent or more are anticipated for autos and automotive
parts; computers, computer components, and electronics; major household appliances;
and apparel. Some of the expected growth in U.S. investment in sectors such as apparel .
and computers, computer components, and electronic equipment is likely to represent a
shift in investment from East Asia and other developing countries to Mexico.

• NAFrA is likely to result in short- and long-term increases in U.S. trade with Mexico in all
industrial sectors covered. Long-term increases ofbetween 6 and 15 percent are expected
in U.S. trade in the following sectors (in some broad sectors both imports and exports are
expected to increase):

U.s. exports . U.s. Imports

bearings
machine tools
steel mill products
phannaceuticals
Industrial machinery
chemicals
major household appliances

bearings
household glassware
steel mill products

• Long-term increases of16 percent ormore are likely as a result ofNAFrAin the following
se®~ .

U.s. exports

autos and automotive parts
cofT1Juters. cofT1Juter corTllOnems.

and electronics
textiles and apparel
ceramic tile
household glassware

U.s. Imports

autos ard automotive parts
computers. cofT1Juter corTl>Onents.

and electronics
textiles ard apparel
ceramic tile
major household appliances



• Based on the sectors covered in this report where regional effects were identified, regions
more likely to be affected by long-term production and employment changes as a result of
NAFfA are the Midwest, the South, and the West Industries in these regions likely to
experience gains are machine tools, bearings, industrial machinery, steel mill products,
pharmaceuticals, textiles, grains and oilseeds, cotton, lumber and wood producl~, and
automotive parts. Industries in these regions likely to experience losses are automobiles,
apparel, flat glass, certain household glassware, major household appliances, shrimp,
peanuts, certain fresh and frozen vegetables, citrus juice, and fresh-cut roses. Likely
production and employment effects for U.S. industries in other regions are noted in
chapter 20f this report

Key NAFTA Provisions Affecting u.s. Trade and Investment
• The key NAFTA provisions affecting U.S.·Mexican investment and trade include the

removal of tariffs and quotas, the imposition of strict and transparent rules of origin, and
the limitation on duty drawback. NAFTA also will require changes in Mexican law or the
maintenance of recent Mexican refonns to ensure removal of many restrictions on FDI,
stronger intellectual property protection, and a more open services market and
government procurement process for U.S. firms.

• NAFI'A prohibits the adoption of new customs duties on qualifying goods and contains a
schedule of staged duty reductions for each party, divided into four general staging
categories plus a category for goods remaining free of duty. The staged duty reductions
affecting U.S. trade with Mexico are approximately as follows (based on a percentage
distribution of 1990 trade):

categOry
U.S. Imports
from Mexico

U.S. exports
to Mexico

A
B
C
C+
o

free on implementation) .
free within 5 years) .
fr.ee within 10 years) .. : ..
free within 15 years) .
currently free) .

53.8
8.5

23.1
.7

13.9

31.0
17.4
31.8

1.4 .
17.9

Note.-U.S. irrports from Mexico in category 0 are principally those i"1X>rts
entered underduty-free most-favored-nation rates. It should be noted that there are
duty-free importsfrom Mexico underother tariff provisions, such as the Generalized
System of Preferences and those relating to proouction sharing programs. In totaJ.
about 45percentof U.S. irrportsfrom Mexico enterduty-free. For further discussion
of the data, see appendix F of this report.

• NAFTA roles of origin are intended to ensure that the benefits of tariff reductions will
accrue principally to the NAFrAparties and to provide incentives for North American
produetionand sourcing. Comparing eFTA to NAFTA, to qualify as a North American
product under NAFrA a number of industrial sectors would be subject to stricter and
more detailed change in tariff classification roles, higher and more stringent
value-content requirements, and roles requiring that certain subassemblies be produced
in North America. These sectors include automotive goods, computers and other
electronic equipment, machine tools, steel mill products, textiles and apparel, major
household appliances, industrial machinery, and bearings.

• The limitation on duty drawback will contribute to the establishment of an integrated
North American market by discouraging the creation of "export platforms" in one
NAFTA country to serve markets in another NAFrA country. The NAFfA limitation is
intended to ensure that when non-North American components and raw materials are
imported into North America, they will be subject to ordinary customs duties without
regard to whether such imports are consumed in the COUDtry of importation or shipped to
another NAFTA country.
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Mexican exports grew by 19 percent during 1989-91, and imports rose by 50 percent.
During January-July 1992, Mexican exports rose only 1 percent over the 1991 period,
whereas imports accelerated 29 percent. The growth in Mexican imports is largely due to
increased purchases of capital goods to support Mexico's modernization of its
manufacturing base and infrastructure. The United States supplies two.thirds of
Mexico's total imports, and capital goods are a leading U.S. export to Mexico. Since 1989
the Mexican trade deficit has widened and reached $11.4 billion in January-July 1992,
surpassing the deficit for all of 1991.

Remaining economic challenges for Mexico include financing its growing trade deficit,
alleviating the shortage of highly skilled workers, and expediting improvement of the
highway system, electricity, and telecommunications. The Government has recently
launched efforts to modernize infrastructure in conjunction with private participation, as
well as to improve education, productivity, and product quality.

Mexico's regulatory reforms have been accompanied by efforts to address environmental
issues. While Mexican environmental laws and regulations are in many instances
comparable to those in the United States, concern remains about Mexico's enforcement
of such laws and regulations. The Mexican Government has stated its commitment to
stricter enforcement and has recently taken additional actions toWard this end.

Likely Impact of NAFTA on Member Economies
Empirical evaluations generally conclude that NAFfA is likely to produce net aggregate
gains for each of the member countries in both the short term (within 1 year) and long
term (after complete phase-in of NAFrA). Estimated long-term gains in u.S. and
Canadian real GOP are 0.5 percent or less. Projected long-term gains in Mexican real
GOP range from 0.1 to 11.4 percent.

Projected long-term gains in aggregate employment are less than 1 percent for the United
States and Canada but up to almost 7 percent for Mexico. Expected increases in average
real wages are 0.3 percent or less for the United States, 0.5 percent or less for Canada, and
0.7 to 16.2 percent for Mexico. Although the evidence on the direction ofreal wage effects
for low-skilled and high-skilled u.S. workers is mixed, the preponderance of evidence
indicates an almost indiscernible effect on U.S. wage rates for both low-skilled and
high-skilled workers.

NAFfA is expected to expand U.S.-Mexican trade substantially. Estimated gains in u.S.
exports to Mexico range from 5.2 to 27.1 percent. Projected increases in U.S. imports
from Mexico range from 3.4 to 15.4 percent.

NAFfA is expected to provide further impetus for increased FDI in Mexico. Analysts
disagree over the likely origin and magnitude of the expected increase in FDI, but
generally agree that such investment flows will provide Mexico with greater benefits than
will the reduction in trade barriers.

NAFrA is expected to have minimal additional effects on trade and investment between
the United States and Canada, because the majority ofNAFrXs provisions have already
been implemented under CFTA. Canadian gains under NAFrA are expected to be small,
reflecting the existing CFrA and the low level of trade and. investment flows between
Mexico and Canada.

Mexico's improved access to advanced technology could lead to a long-term increase in
Mexico's rate of economic growth (Le., dynamic gains). The United States and Canada, as
longstanding participants in a global open trading regime, may not realize substantial
dynamic gains from NAFrA, but will most likely benefit from market opportunities
created by economic growth in Mexico.

N~s impact on the United States will vat}' from region to region. Various economic
studies suggest that the border region will benefit substantially under NAFTA The sector
analyses in this report suggest that the effects on U.S. industries in other regionswill range
from beneficial to adverse.
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lIE Study Assesses Likely
Effectiveness of NAFTA.

68

he North American Free TradeT Agreement (NAFTA) will cre-
ate about 170,000 net new jobs

in the United States by 1995 while re
inforcing the fast pace of change in the
Mexican economy according to a new
~tudy published by the Institute for In

ternational Economics (liE), a Wash
ington-based think tank. The study
maintains that the NAFTA will also
benefit the third party to this agree
ment, Canada, by expanding export
opportunities for Canadian firms in
Mexico in several key sectors while si

multaneously reinforcing its free trade
preference in the U.S. market. Written
by Gary Clyde Hufbauer and Jeffrey J.
Schott, of the liE, NAFTA: An Assess

ment examines the shape, form, and
content of the prospective NAFTA, its
potential trade and employment effects,
the environmental concerns associated

with it, and the implications for key
sectors of each national economy.

For the NAFTA to succeed, the au
thors state that all three participants
Canada, Mexico, and the United
States-must be prepared to undertake
major adjustments in their trade poli

cies. The permanent gains associated
with such adjustments far outweigh the
temporary costs.

"For Mexico," explain Hufbauer
and Schott, "the NAFTA reinforces
the extensive market-oriented policy
reforms implemented since 1985 that
have sharply promoted real annual
growth of 3 to 4 percent in recent
years, and driven a falling rate of infla

tion." They further maintain that in

implementing this agreement, Mexico
will better be able to carry forward
long overdue structural changes in its
automotive, textiles/apparel, finance,

telecommunications, and land
transportation sectors. "The
prospect of NAFTA imple
mentation," they write, has

already generated strong ex
pectations, with capital in
flows to Mexico estimated at
about S18 billion in 1992 (of
which about SS billion was
foreign direct investment).

'Hutbauer and Schott say
that successful implementation
of the NAFTA will directly
benefit the United States by
contributing to a stronger
Mexican economy. which
will, in tum, make it a better

customer for U.S. and Cana
dian goods. "For the United
States, theNAFTA reforms
will enhance an already-im
portant export market." In
support of this claim. the au
thors point out that U.S. ex-

March 8, 1993
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ports to Mexico have grown rapidly
since 1986, and in 1992 reached an an
nual rate of about $43 billion. Turning

to the sensitive question of whether
u.s. jobs will be lost as a result of the
NAFTA, Hutbauer and Schott argue
that, in fact, "NAFTA will exert a
modest but positive effect on the U.S.
labor market." Acknowledging, never
theless, that some U.S. workers will
lose their jobs, the authors say that in
these instances it will be up to the U.S.
Government "to assist such workers to
make the difficult transition to new
jobs."

The third party to the NAFTA ne
gotiations is Canada. In an earlier
study of the agreement (North Ameri
carr Free Trade: Issues and Recommenda
rilltlS. IIE, 1992), Hutbauer and Schott
characterize Canada as a reluctant par
ticipant in these discussions. This is 'be
cause Canada's economic interest re

mains overwhelmingly in the U.S.
market. In l\i'AFTA: An Assessment,
however. the authors present a strong
case for active Canadian participation
in the agreement. "For Canada," they
write, "the NAFTA reinforces, and in
some cases strengthens, its free trade
preference in the U.S. market." They
further point out that although Mexico
is a relatively small export market for
Canada (under $1 billion), the NAFTA
could expand export opportunities in
that country for Canadian firms in the
key sectors of financial services, auto

mobiles, and government procurement.
Hutbauer and Schott devote much

attention to the NAFTA's place in the
global trade system. As the economies
of North America restructure and grow
in response to the combined stimulus
of domestic economic reforms and
NAFTA commitments, and thus be
come more competitive in world mar
kets, the larger global trade system-

. anchored in the General Agreement on
Tariffs and Trade (GATT)-will be
come ~ore important. The future

March 8, 1993

challenge is to ensure that a successful
N AFTA will complement, not
weaken, the world trade system. To
achieve such a result, Hutbauer and
Schott call upon Canada,· Mexico, and

the United States, to make the agree
ment a model for regional trade liberal
ization---one that does not erect higher
ba~ers against third countries and one
that willingly subjects its details to the

scrutiny of the GATT.
Hutbauer and Schott warn however,

that if the Uruguay Round breaks
down, "the complementary relation
ship of multilateral and regional initia
tives could be at risk." They say that al
though .GATT rules and obligations
would still apply to the NAFTA, "con

fidence in using the multilateral process
to resolve trade problems would ebb
and would be hard to reverse."

In the meantime, the NAFTA's ul
timate success could well hinge on its
capacity to accommodate workers'
rights and environmental policy con
cerns. With respect to the first issue,
Schott and Hutbauer have consistendy

argued for more effective U.S. job re
training and income maintenance pro
grams, while also encouraging private
£inns to expand apprenticeship and
other training programs. On the envi
ronmental front, the authors suggest
that NAFTA members be allowed to
enforce environmental provisions with
trade penalties in "carefully controlled
circumstances." For example, they

suggest that if a NAFTA panel finds
that a member country's environmen
tal standards or enforcement rigor dis
torts intraregional trade flows, the
other countries could impose "green
fees" on all regional exports from the
offending country.

In sum, conclude Hutbauer and
Schott, while the NAFTA's potential
should not be exaggerated, it remains
a noteworthy achievement.

John Starrds,
IMF. External Relations Ikpartment
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Improving the NAFTA
New ESI Study Says Treaty Can Be Made Better

I
N oneofthe firstprivate-sector
analyses of the actua! North
American Free Trade

Agreernent(NAFrA), theEconomic
StrategyInstitute predicted that the
treaty will bring short-term gains
but cause long term losses for the
U.S. economy, includingsignificant
net job loss. The report, ~t1ed

NAFTA: Making It Better and
released December16,praisesmany
features of NAFrA and urges its
ratification. ButitcallsontheOinton
Administration to securelong-term
U.S. economic interests by
improving several key provisions.

The report, written by ESI Vice
PresidentLawrence Chimerineand
Adjunct Fellow Robert B. Cohen,
notes that the agreement is less a

free trade treaty thanan investment
arrangement for structuring trade
and investment in North America.
In its present form, NAFTA will
stimulate foreign investment in
Mexico, largelyinexport industries.
According toChimerineand Cohen,
the agreement will boost U.S. net
exports toMexicoby$2.8-5.5 billion
in 1994,and between$2.8-8.8billion
in 1998. But by 2002, they project
that NAFrA will be boosting U.S.
net imports from Mexico by $1.3-8.8
billion. Thesechanges translate into
againofbetween70,000and 137,500
jobs in 1994, a gain of 70,000 to
200,000 jobs in'1998, but a loss of
32,000 to 220,000 jobs in 2002.

To improve the agreement, the
report recommends:

,·EncouragingMexico to reduce
and elimiriate certain tariffs and
quotas ahead of schedule. In some
sectors Mexico is a world-class
competitor and continued
protection has no more economic
justification;

.Encouraging exports to non
North American destinations by
providing Mexico with Export
Import Bank credits and
establishingcooperation amongthe
U.5.,CanadianandMexicanForeign ,
Commercial Services;

.Linking Mexican local content
requirements in the auto sector to
increases in tandem with any
increase in their imports of U.S.
built cars into Mexico;

.Moderating job losses in
sectors, like textilesand apparel, by
shifting to Mexico a portion of the
growth in certain quota areas of
nationswith large textileand apparel
surpluses with the United States;

.Adopting a comprehensive,
well funded program to create a
high-skill, flexible American work
force; and

.Clarifying the means of

achievingNAFTA'senvironmental
objectives. A specific programwith
concretegoals, timetables,budgets,
and monitoring mechanismsshould
be created with funding provided
by bond issues from the NAFTA
governments.

Making It Better is distinctive in
several ways. Unlike reports done
before the negotiations were
completed, Making It Better
examines the final signed
agreement. Moreover, the study
used an economic model that
captures the dynamic, long-term
effects· of foreign investment in
Mexico; other studies simply
assumed that such investment
would not divert capital from
United States and that would be
spread uniformly across the
Mexican economy.

Finally, Chirnerine and Cohen
focused on specific sectors (e.g.
motor vehicles, auto parts, poultry
and meat processing, apparel and
textiles, telecommunications, and
computers) where foreign
investment in Mexico is most likely
tooccurasa resultoftheagreement.

(Copies of the study are available
from ESI at acost 0/$9.95. Add $2.50
per item for shipping and handling;
$5.00 per item for orders outside the
United States.)
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Tougher Safeguards Pushed
For NAFfA Accord

A s' the Clinton administration
opened talks with Mexico and

Canada on expanding the North
American Free Trade Agreement
(NAFTA), congressional Democrats
warned about a possible revolt within
party ranks over the controversial
pact unless considerably tougher safe
guards are negotiated for U.S. jobs
and the environment.

The new round of talks in Wash·
ington, which began March 17, is part
of an administration strategy to shore
up support for NAFTA, which would
eliminate trade and investment barri
ers with Mexico and make some
changes to the existing U.S.-Canada
Free Trade Agreement, before the
pact is submitted to Congress later
this year for an approval vote.

U.S. Trade Representative Mickey
Kantor has insisted that the basic
NAFTA text negotiated by the Bush
administration is not open for changes.
But the talks are expected to produce
supplemental agreements setting forth
ways to improve compliance with envi·
ronmentallawsand worker rights stat·
utes in all three countries.

Testifying before several House and
Senate committees recently, Kantor has
sought to allay congressional concern
that NAFTA will encourage U.S. busi
nesses to relocate to Mexico to take
advantage of lower wages and lax pollu
tion controls. The administration wants
to establish separate tri-national com
missions on labor and environmental
issues. But Kantor said these panels
should not have the power to levy fines
or sanctions because this would infringe
on national sovereignty.

As a result, many members of Con
gress remain concerned, either because
they oppose the idea of lowering trade
barriers with Mexico or because they
fear that the additional agreements ne
gotiated by the administration will lack
necessary enforcement powers. Mexican
officials have insisted that· the discus
sions do not even qualify as negotiations
and are merely aimed at improving "co
operation and collaboration."

"If we do not address environmen
tal enforcement, we will have an in
complete agreement, an agreement

By David S. Cloud

R t.4ICHAEL JENKINS

Kantor on March 16 describes plans for
negotiations to supplement NAFTA.

that I, for one, will not support," said
Max Baucus, D-Mont., who chairs the
Senate Environment and Public
Works Committee and the Finance
Committee's Trade Subcommittee.

Baucus recommended that Kantor
push for a provision permitting NAFTA
signatories to impose trade sanctions
against one another's products in cases
when persistent failure to enforce envi
ronmental statutes gives those products
a competitive advantage. The idea is
being pushed by environmental and cit
izens' groups as a way to prevent Mexico
from becoming a "pollution haven" that
would attract U.S. businesses.

Kantor said the idea "bears great
possibilities," telling reporters later
that he did not believe it would in·
fringe on Mexico's sovereignty.

Too Early to Judge
It is too early to know whether con

gressional opposition is substantial
enough to kill the pact. Some Demo
crats who are complaining now say they
might well support the final product if
the White House addresses their con
cerns. In addition, President Clinton
can expect to win many Republican
votes for the free-trade agreement when
he sends it to Capitol Hill.

Kantor's position that the treaty it
self will not be renegotiated has hard
ened since he took office. During his
confirmation hearing, he indicated that
the administration might be willing to
reconsider the section of the agreement

covering sugar. which the industry ha~

charged will flood the United State,:.
with Mexican imports. But Kantor re
versed himself in an appearancE' hell In
the Finance Committee on ~lar('h ~.

saying: "If we reopen the agreement.
it would become a mess."

In recent weeks. key lawmakers have
signaled their opposition to the pact in
its present form. House Majority Lead
er Richard A. Gephardt. D·Mo.. said he
would oppose the agreement in the a h
sence of measures to ensure that \lexi('I'
complies with its environmental and
labor laws. Gephardt denied that there
was a split between him and the White
House. adding that he felt the sowr·
eignty question ,:ould be dealt with in a
way acceptable to all countries.

Gephardt has expressed concern
since the NAFTA negotiations began
in 1991 about how Mexico and the
United States would pay for cleaning
up the heavily polluted border region.
where many Mexican factories are lo
cated. He called for an "ironclad"
funding mechanism, although he
seemed to pull back from his own pro
posal for a border tax, which Clinton
has not endorsed. (J992 Weekly Re
port, pp. 3710, 2699)

Gephardt also has insisted on more
money for retraining workers who lose
their jobs as a result of the agreement.
The administration has not addressed
either of those issues. although it is;
expected to propose a new worker re
training program before the agree
ment is sent to Capitol Hill.

Gephardt said he would "reluc
tantly support" the tariff and invest
ment provisions in NAFTA if his
other concerns were addressed.

With a Democrat in the White
House. Sen. Donald W. Riegle Jr .. D
Mich., seems to have pulled back from a
confrontational approach that last year
led him to sponsor a measure that would
have allowed Congress to amend
NAFTA. Amendments are barred un
der special "fast-track" proced ures.
Rather than reintroduce the measure.
Riegle sent a letter to Clinton signed hy
24 fellow Democrats urging negotia
tions of tough side agreements.

Kantor has pledged that the admin
istration will walk awa\, from the entire
NAFTA agreement if it is unsuccessful
in negotiating the side agreements. But
the administration also hopes to send
the legislation implementing .the pact
and the supplemental agreements tll
Capitol Hill by the summer. so that
Congress can vote on it by the end of the
year. The agreement is scheduled to ta kt'
effect beginning in 1994. •
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LETTER FROM

WASHINGTON
Let Salinas Run World Trade

by Harry L. Freeman

As WE ENTER THE SEVENTH YEAR OF

the on-again-off-again negotiations
in the Uruguay Round of the GATI,
preceded by over four years of
attempts to start this Round, and
regardless of the outcome over the
next several weeks, one inevitable
conclusion is that there must be a bet
ter way to conduct future world trade
liberalization talks.

What is at stake is the future viabil
ity of the world's multilateral trading
system. The traditional "Round"
approach has clearly run its course.
Rumors of its death at the end of the
Tokyo Round in 1980 were prema
ture.· Now those rumors are reality.
Without a clear road to future near
term trade liberalizing talks, the
GAIT process will stagnate while
unfinished business overflows from
GATI's in-box.

This issue arises now since the
Bush Administration was at least
arguably successful in achieving a
political breakthrough which would
allow most of the Uruguay Round
negotiations to be consummated by
early 1993. Some major issues
would carry over into the first few
months of 1993. Presumably the
new Administration would notify
Congress no later than March 3,
1993, when fast-track authority
expires for the Urugu~y Round, that
it intends to sign the resulting agree
ment.

The most optimistic scenario from

the U.S. (if not the whole world's)
perspective would include a four
year run-up period and seven years of
negotiations. A pessimistic scenario
.would be a disastrous collapse of the
talks; or, the negotiations continuing
well into 1993 with Congress exam
ining the result in 1994, which m~ans

a 12-year scenario.
All the possible scenarios in the the

Uruguay Round mean that the
Clinton Administration, for the sake
of the United States and the rest of
the world, must face the fact that a
traditionally fonnatted GATI Round
no longer cuts the mustard.

Regardless of future bilateral or
regional trade agreements, expansion
of the NAFTA, or other trade devel
opments, much of U.S. trade policy
will still rest on the multilateral trad
ing system now administered by
GATT. That system depends on
periodic progress in liberalizing trade
among an increasing number of
countries. But the harsh reality is
that the traditional procedure - the
trade Round - no longer works.

The Uruguay Round has been
extremely ambitious. Many of its
critics think it was too ambitious. It
not only addressed traditional areas
such as market access and tariffs, but
it also addressed the so-called "new
areas" of services, intellectual prop
erty, and trade-related investment
measures. It sought to include tex
tiles and agriculture within GATI's

structure. There is no doubt that only
incremental progress can be made on
these issues, and that the Uruguay
Round result will not be wholly dis
positive of its agenda. Hence, GAIT
in the near-tenn future will have its
hands full of unfinished business.
There is bound to be disappointment
in some areas where the progress
made does not measure up to the
work and years invested. In many
areas, the Uruguay Round is now
addressing issues framed in the late
1970s.

When the trade negotiators return
from the close of the Uruguay Round
to their respective constituencies.
they will be faced with the question
of when and how further progress
can be made in many areas which
were necessarily compromised. An
unacceptable answer would be "Wait
until the next Round."

What next Round?
Should we expect a trade Round

starting in 1998 with some prospect
of ending in 2005? Not a comforting
nor reassuring thought. The Round
regime worked with a shorter agenda
and fewer member countries. Now
the GATT faces the prospect of
membership ~f over 125 countries
(probably including Russia and the
CIS countries and China). New areas

Harry Freeman is President of the
Freeman Company.
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of interest will be up for negotiation
(such as environmental aspects of
trade, competition policy, tax dis
crimination, fiscal regulation, work
ers' rights and no doubt many oth
ers). A new strong organization that
has the capability to do the job for the
1990s and beyond is needed. With
members such as Russia and China, a
world trade organization would no
longer be centered on a U.S.-E.C.
dialogue or dispute.

In the past, formally structured
Rounds were necessary in order to
have sufficient subjects "on the
table" to allow possible trade-offs
during the negotiation. GATT's
future agenda does not lack for sub
jects, nor lack of areas for compro
mises or "trade-offs", if that
approach is still truly relevant.

Almost a year ago, GATT's
Secretary General, Arthur Dunkel,
produced a long "draft final text," a
document puporting to write out the
details and resolution of most of the
issues pending in the Uruguay
Round, something the trade negotia
tors had tried but failed to do.
Among other provisions, the
"Dunkel text" recommended that the
GATT be transformed into a new
organization, the Multilateral Trade
Organization (MTO), under which
all of the various GATT Codes nego
tiated over the years would be aggre
gated. MTO members would be
bound by all codes, a major
improvement over past member
obligations. It would provide one
stop dispute settlement and provide

, some needed juridical stature to the
GATT.

However, the "MTO" is silent, and
therefore flawed, as far as the struc
ture of future negotiations is con
cerned. It cOlltemplates traditional
Rounds. The MTO is important to

Should we expect a
trade Round starting

in 1998 with some
prospect ofending

in 2005? Not a
comforting nor

reassuring thought.

bring into being as it accomplishes
much, but the MTO must be viewed
as a transitional organization only
because it would perpetuate the now
discredited Round system.

A new organization, successor to
the GAIT and the MTO, is needed.
It must be stronger both juridically
and in stature, in the same class as the
World Bank and the IMF. It must
have the power and influence to con
duct continuous trade liberalizing
talks on a very broad range of sub
jects. It must have a world-class
leader at the helm who would credi
bly exercise that power.

The mechanism for developing the
details for the new organization must
be started as the last step in the
Uruguay Round. It cannot wait until
a year or two down the road.

LEITER FROM WASHINGTON

The immediate action steps are
these:

1) The MTO, called for in the
"Dunkel draft:' should be put into
place, but with a prescribed life of no
more than 18 months, when a succes
sor organization (WTO) would come
into being.

2) A very high-level and represen
tative committee charged with the
dual responsibility of (1) devising the
precise plan for the new World Trade
Organization (WTO) after consulta
tion with all MTO member states;
and (2) selecting, the leader of the
new WTO. The WTO would replace
the MTO some 18 months after the
MTO came into existence.

Selection of the MTO leader is just
as important as the constitutional
aspects. Ideally, the committee
should appoint an individual who has
been a head of government of a coun
try that has practiced GAIT princi
ples successfully. President Salinas
of Mexico might be an ideal choice.
With such a leader, the newWTO
would achieve its first vital goal:
instantaneous status.

But, the real goal is to provide a
mechanism which tosses off the
shackles of the Round system and
begins a new and continuous process
of trade liberalizing negotiations.
Within a few years the global eco
nomic community must have a new
and strong World Trade
Organization, rallying the more than
125 members into continued liberal
ization of world trade for the benefit
of all. And the United States, as the
"rallier of nations", should take the
lead in proposing this plan. •
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Freer Trade., a Greener Continent

Till 11'11\\. \I \111 II I H. 11)11:\

"Think globally, act locally," the bumper stick
er admonishes. The advice is good, and millions
hav~ follow~d it.

When U.S. n~gotiators return~d to the bar
gaming table with Mexico and Canada yesterday,
they began a historic opportunity to extend
environmental protections across this continent.
For the first time, our trade negotiators can look
beyond the technical business questions that
have dominated past trade talks and focus on
concerns about the environment that are widely
shared by Americans.

We can best use that opportunity by putting
teeth in a key side agreement to the North
American Free Trade Agreement. I believe that
the North American Commission on the Environ
ment can set a ground-breaking lJrecedent for
sustainable development and the best hope for
turning the Earth Summit's grand talk about
linking environmental goals with economic devel
opment into action. And a strong NACE is a fair
price to ask for the benefits that NAFTA will
bestow on Mexico.

Never before have nations at such different
lev~Js of development attempted to negotiate a free
trade agreement. The environmental records of the
.United States and Canada are far from spotless, but
we share a long commItment to protecting public
health and safety. Our regulators are backed by
potent scientific expertise and overseen by a vigi
lant community VI' environmental groups. Public
opinion has made environmental concerns a driving
force of individual, corporate and government deci
sions; Americans will not settle for backsliding on
the progress we have made.

Mexico's environmental protections were
modeled on U.S. laws-but comparisons end
there. Enforcement is almost nonexistent. Com
panies there have trouble finding the expertise
they need to clean up their operations. And, in
the five years since Mexico's key environmental
laws were written, public scrutiny has been
tentative at best. Despite its recent efforts to
enforce its environmental laws, Mexico will be
hard-pressed to catch up.

Present plans are to make NACE yet another
commission to study problems and write scientif
ic papers. Markets are all-knowing, the argument
goes; wait for economic development to take
Mexican public opinion down the same path that
America traveled.

That approach won't solve the problems, and it
won't seize the opportunities NAFTA presents.
Even if economic development comes quickly, it
won't enlighten companies into changing their
ways of operating in Mexico any time soon. It
certainly didn't in the United States. Even with a

BY BARRil MAGUlAl

proven record of developing markets for American
innovations, our firms traditionally have ignored
the carrot of environmental technology until they
felt the stick of environmental enforcement. '

We cannot ask American companies and their
employees to wait patiently while NAFTA works
its miracles on Mexico's economy. Instead, we
should encourage them to be the innovators that
Mexico needs. Creating NACE as an iron fist
inside a velvet glove would spur such innovation.

NACE should be empowered to investigate
complaints that, because existing environmental
laws are being flouted, firms are profiting from
an unfair trade advantage-as they do when
Mexican authorities look the other way while
"maquiladoras" operating on our border illegally
dump their toxic waste. Left unchecked by seri
OWl enforcement efforts, these practices threaten
to multiply with freer trade. Leniency on envi-

ronmental laws south of the border is nothing
less than a trade subsidy if the same laws are
enforced north of the border.

If NACE experts find that a persistent pattern
of violations has resulted in a trade injury, they
should turn their cases over to the authorities of
that country for action and stand ready to assist
them with technical advice. If violations persist.
governments should have the right to cut off the
economic benefits of free trade to that firin or
impose other sanctions.

To ensure Mexican authorities have the
wherewithal to that enforce their environmental
laws, a temporary border fee (of no more than
one percent of goods traded in the new free
trade zone) should be authorized; our portion
might be split between border environmental
projects and job retraining for American workers.

The "velvet glove" is a rule for NACE as a
consultant as well as an enforcer. Confidential
advice would help companies meet environmental
standards and match their needs to the environ
mental technologies available. Like the U.S. Com
merce Department's new Manufacturing Outreach
Centers do at home, NACE could help U.S.
"enviro-tech" companies spot potential customers
as they help businesses operating in Mexico.

"The past has left us orphans, as it has the rest
of the planet, and we must join together in
inventing our common future," Mexican Nobel
laureate Octavio Paz wrote. Three decades later,
we have an opportunity to do that by more closely
linking our environmental and trade policies.

Freer trade is certain to benefit each country,
but the United States has more to lose-both
economically and environmentally, Mexico is the
fastest-growing market for U.S. exports, and we
posted a $5.4 billion surplus there last year. To
help ensure that NAFTA is a net plus for the
United States, we must press our competitive
advantages in this market of 360 million consum
ers-the world's largest. We have just such an
advantage in several industries, including the
emerging "enviro-tech" industry.

Environmental problems around the globe are
increasingly local. Pacts like the North American
Free Trade Agreement offer us a way to "act
globally" on the environm~ntal issues that spill
over our borders. Our responsibility to America's
citizens calls for us to evaluate NAFTA not as a
way to help a struggling, Third World neigh
bor-but as an opportunity to improve our own
quality of life.

The writer, a Democratic senator from
Montana, is chairman ofthe Committee 011

E,lVironment and Public Works.



No Rule of Law, No Free Trade
~'rl'l' trade with Mt'xlcu IS a desirable

Kual. Bul as nl'gutiallllns fur sUPllleml'nlal
a"reements tu the Nurth American Free
Trade aKTl'eml'nt gl't under way. we
shuuld be mindful of seriOUS dangen from
the hands·oll approach to Nalla advo·
cated by the editorial board of this newspa·
per. Not the least of these is the fact that
the U.S. has never before entered into a
free trade a~'Teement with a l'Ountry that
lacks democratic and legal structures com·
parable to our own.

Despite a divtsion of powers that super
ficially resembles that of the U.S.• Mexico
has been run by a single party lor more
than six decades. through Which the coun
try's presidenl has virtually complete con·
trol of the Congress and the courts. There
are no checks and balances. One will
search in vain for a presidential 100tiative
turned down by Congress. or for a decision

Counterpoint
By Andrew Redin~

by the Supreme Courtlimlling the power of
the chief executive. This Is no minor poinl.
One simply cannot speak 01 the rule of law
as long as the Mexican presidency retains
arbitrary power over the economic and
polillcallife of the nation.

Arbitrary executive authority is incom
patible with genuinely free markets, which
presuppose a level playing field estab
lished through the rule of law. That is why
the Europeans. laced with a similar prob
lem In deaHn!:, wilh authoritarian Institu
tions in Portugal. Spain and Greece. condl·
tioned those countries' entrance into the
European Communityon the priordevelop'
ment of genuine democracies.

The Europeans haVI' also taken the lead
in developin!:' transnational legal guaran
tees of human ri!:,hts and due process.
Virtually all European countrles, inclUding
most 01 the newly liberated cOuntries of

Eastl'rn Eurflpt'. havl' by nuw raillil'd Ihl'
Enrulll'an CunVl!II1uJO ull IIUl111111 HiKhts
and acceptl'd the binding JUrisdlctlun of
the Eurupeall Court uf Human Rilihts
basl!d in Strasbour". That ml'ans that
Europeans can now do business almost
anywhere on the cuntinent secure in the
knowledge that if they are dl!l1led due
process at the national level. they may'
appeal to an international court Where
they will be assured a fair hearing.

Asimilar opportunity is at hand in the
Americas: The American Convention on
Uuman Rights provides for the observance
01 basiC civil and political rights through'
out the hemisphere. It enables any cUtten
denied due process at the nalionallevelto
present his or her case to the Inter·Ameri
can Commission on Uuman Rights in
Washinglun. Significantly. the convention
has alrl!ady been ratified by Mexico and
every other latin American country ex·
cept Cuba. The only problem Is that Ihe
U.S. has not yet ratified the treaty: It has
been pending before the Senate since being
signed by President Carter in 1979.

There is another treaty mothballed in
the Senate that could help level the playing
field on the issue of labor rights and
standards. The International Covenant on
Economic. Social and Cultural Rights was
Iikewtse signed by President Carter in
1979. Among other provisions, It guaran'
tees the right to organize, prohibits child
labor, sets maximum hours for the work
day, and requires attention to occupational
heallh and safety. Futlhermore, since It
has already been ratified by Mexico. the
Mexican government cannot reasonably
object 10 haVing its provisions apply 10
trade and investment under NaHa.

lIaving once settled on common Inter'
nalional standards. that still leaves the
question of enlorcement. Mexico has been
very generous in endorsing high standards
01 human rights both In its domeslic lelCis·
lation and in internallonal treaties. Yet its
enforcement has been spotty at best. and

slIbJ"rllu whull'S~11' nt'l:lt'ct al wurst. The
cllll'rit. I wuuld sUKKl'sl. IS the lack uf
instilutiunal checks and b~lances- includ'
in" fret' t'lecliuns and independentlegisla·
tures and courts - so essential to the rule of
law.

An inler·Amencan coun (Quid help
Mt'xican reformers in their efforts to rem·
edy these problems. by providin~ recourse
where necessary to an rnlernational court
whose decisions would have the binding
force of law. Fortunalely. such a cuurt
already exists. In the form uf the Inler
American Olurt of Human Ri"hts in SllQ
Jose. Costa Rica. Created to help enforce
the terms of the American Convenlion. the
court relies for its authority on declara·
tions by member states that they accept lis
jurisdiction, plost Lalin Amer;ran CQun-

The Mexican pres;.
demy retaim arbitrary
power over the economic
and political life of the na·
tion.

tries have done so. Mexico has nol.
That fact presents an unusual opporU/"

nily. By first asking the Senate toralify the
American Convention, then asking Canada
and Mexico lojoln the U.S. in acceptin!:, the
jurisdiction of the Inter'American Collft.
President Cllnlon could secure a hemt·
sphenc system 01 respect lor human rights
and due process. That would prov1de a
solid internalionallegal foundation for \hI!
supplemental agreements to Nafta nQw
being negoliated. and for the expansion 01
IreI' trade and investment throughout the
Americas. .

Mr. RRdillrJ directs the North Alt1t'11ca
Projrt'f of fhe World PoliCl/ Instilwte at the
Neu' School for Social Research.
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Don E. Newquist, who visited ChlJe
last year, is chairman 0/ the U.S.
Intern~tional Trade Commission.
The views ezpressed here'are his
own.

can treaty. The Aylwin government
bas taken significant steps to im··
prove workers' rights and to bring
ChUe', envlronmentalstandards into
conformity with international
nonna. In fact the successful conclu.
alon of a Chilean free-trade deal ac.
tually may help spur the completion
of the North American side agree
ments, whose status remalna uncer·
tain.

The proposal here 11 not to slow
down the Uruguay Round or the
North American negotiations, both
of whicb are important u.s. trade
priorities. Rather, a free-trade
agreement with Cblle provides the
Cllnton admJnistratlon with the op
portunity for an early and notable
trade success without unduly bam
pering progress in the other, more
protracted negotiations.

Finally, and at its most basic lev
el, the enactment of U.s.-chile free
trade agreement wUl belp ensure
that ChUe remains on the path of
refonn. M a result, U.S. worken
and businesses, still on the rebound
from the recession and in search of
new export markets, can be sure
that Cbile will proVide an increas
logly open and predictable market
for their products.

More important, the prompt and
successful conclusion of a U.s.-cbUe
agreement will strengthen Cblle's
status as a role model for other
Latin American countries in areas
ranging from llberal foreign invest
ment rules to the Improvement of
workers' rights and labor standards.
Becinning necotiatlons for a free
trade pact now will set in motion a
program of Latin American trade
exports - and help preserve U.S.
Jobs - at a time when our economy
10 desperately needs both.
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"I don't car. If on. of the boy. did order It. Go away."

From an economic perspective, tainable economic growth. generally
ChllS'I open trade :Uld inves~t·. transparent and non-dlscrimlnatory
policies are achieving notable re- trade and investment reglmes and
IUitS. The Chiiean economy grew by relatively few barriers to outside
almost 10% last year, its best per. companies and investon. A U.s.-C111·
formance in 30 years. In addition, a Ie free-trade agreement can only
flat 11% tariff rate on virtually aU aerve to lock in these valuable mar
products and an extena1ve privaUza· . ket opportuniUes for U.S. firmI and
tlon program have helped bring products.
about steady, balanced growth in Nonetheleu, the report found
trade with the United States, Chlle', leveral areas where ChUe ItUl
aecond largest trading partner after maintains barriers to U.S. good"
Japan. The United States 11 also the
largest foreign investor in ChUe, services and investment. For exam·

th pie, market access in certa1n agri-
wi over 40~ of Chile's total for· cultural seeton and in motor vehi.
eign investment aloce 1982. clel is .limited. Moreover, Chlle's

Last year, the U.s. International
Trade Commiuion ellmined U.S. protection of trademarkJ, patents

and copyrights falls short. A free
market access in Latin America at trade agreement would address
the request of the senate Flnance th ah
Committee. The committee also eae ortcomlngs.
uked for a speclal cue study of A Chllean free· trade pact would
Chllean trade and investment poll- present· DOne of the envlronmental
cies. The commission's report con- and labor standards problema that
finned that Chlle is fully integrated will bave to be addressed through
loto the world economy with SUI- side agreements in the North AlDeri-

Forging a Trade Pact With Chile
By DON E. NEWQUiSt

As President Clinton begiDi to
grapple with his trade policies, he 11
confronted with the same two long
standing Luues that proved 80 vex
ing for his predecessor - the falter
ing Uruguay Round of world trade
talks and the succesaful conclusion
and implementation of the North
American free· trade agreement
with Canada and Mexico.

While both the Uruguay Round
and the free-trade pact are im
mensely important and should be
completed as quickly as possible,
neither appean any more amenable
to a quick resolution now than they
were in IGG2. .

At the same time, however, Pres-
. ident Clinton bas an opportunity to
strike on another front: He should
swiftly negotiate a free-trade agree
ment with Chile, which would ad
vance his campaign pledge to help
develop open-market economies and
democratic principles throughout
the Americas.
~ a ieading newspaper reported

recently, MChile is quietly complet
ing what is perhaps one of the
world's most profound economic
transformations."

Emerging as a democracy in 1888
after almost 17 years of repressive
military dlctatonhlp, Chile can now
Justifiably bout an open poUtical
and economic system that 11 a role
model for the rest of Latin America.

Entering into a free-trade agree
ment with Chile would send a strong
and vital alanal to our Latin Ameri
can trading partners that Washing
ton is committed to democracy and
economic reform throughout the
bemisphere.

A visit to Chile only reinforces
the importance of moving ahead
with a Cbilean free-trade agreement
quiclr.ly. Chile's pollticalSlabWty un
der the freely elected government of
Patricio Aylwin stands in sharp con
trast to the recent political upheav
als elsewhere in Latin America, es
pecially in Peru and Venezuela.
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"The Export Performance of Sub-Saharan Africa, 1970-90: A Surv~y"

by Roy C. Baban and Joshua E. Greene

The economies of sub-Saharan Africa have lagged significantly behind
those of most other developing countries, and the region's poor export
performance is a major reason. Total export earnings in 1990 were nearly
20 percent below their nominal level in 1980. Moreover, the "real" value of
sub-Saharan African export earnings, measured relative to import unit costs,
fell by more than 35 percent between 1980 and 1990. Whereas nominal exports
and export volumes from other developing countries rose significantly over
this period, the share of developing country exports coming from sub-Saharan
Africa fell from 8.5 percent in 1980 to 5.0 percent in 1990.

Although the region has experienced a considerable fall in its terms
of trade since 1980, sluggish growth in export volumes attributable to poor
domestic policies appears to have been particularly responsible for its weak
export performance. Overvalued exchange rates, declining real producer
prices, and the failure to maintain and modernize infrastructure have
discouraged the maintenance and expansion of existing production facilities.
These factors, poor investment codes, and difficult regulatory environments
have also discouraged investment from.abroad and the transfer of new tech
nology. As a result, sub-Saharan Africa has lagged behind other regions in
diversifying its exports and penetrating new markets. Because of preferen
tial trade agreements and the region's concentration in exporting primary,
non-fuel commodities, it does not appear to have been significantly hurt by
protectionism. At the same time, international responses to the region's
export problems have been limited, reflecting the ineffectiveness of
international commodity agreements and the limited support available from
multilateral facilities, such as the IHr's compensatory and contingency
financing facility and the European Community's STABEX and SYSMIN
arrangements.

The outlook for sub-Saharan African exports is uncertain. Because of
low income elasticities, global demand for the primary, non-fuel commodities
that comprise the bulk of the region's exports is expected to rise slowly,
on the order of only 1-2 percent a year. For similar reasons, real export
prices of these commodities are not expected to show much improvement over
the next decade. Although the region could augment growth by diversifying
exports toward more rapidly expanding markets in Asia, high cost levels may
make it hard to compete effectively with nearby producers of primary
commodities. Thus, sub-Saharan Africa's best chance for export growth may
lie in augmenting its so-called nontraditional exports, such as flori
culture, off-season fruits and vegetables, and light manufactures. Studies
indicate considerable untapped demand for these products in the region's
traditional markets in Western Europe, which a few countries, notably Kenya
and Mauritius, have begun to fill. However, .the success of diversification
will depend on the region's ability to penetrate marketing networks and
supply consistently high-quality and competitively priced items. This is
likely to require further structural reforms in many sub-Saharan African
countries to create a more attractive investment climate.
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Private Investl11ent Rebounds
In the Developing World

January: 22, 1993

P
rivate investment in the develop
ing world has rebounded and
reached record highs in some

countries, says a new study.
Private investment,. which had been

declining in the early1980s,climbedback
to the high pointreached in the late1970s.
Meanwhile, public investment remains
ata lO-yearlow, says the study,Trends in
Private Investment in Developing
Countries 1993. The 5tudywasprepared
by the International Finance Corpora
tion, the World Bank's affiliate that fi
nances private sector projects and ad
vises businesses and governments on
investment issues.

Private investment grew by 16.4 per
cent in 47 developing countries studied
during the years 1970 to 1991. A one
third jump in foreign direct investment
drove much of the rise.

Investmentvaried across regions, says
the study.

Private investmentwas highest in East
Asia, where large amounts of foreign
investment added to the rise, especially
inMalaysiaandThailand. Insub-Saharan
Africa, levels stayed the lowest of any
region, despite recoveries in some coun
tries like Malawi and Ghana. Eastern
Europe and La~n America witnessed
higher levels of investment, particularly
in Hungcuy, former Czechoslovakia and
Chile. In South Asia, investment moved
up slowly but remained low.

Tight macroeconomic policies proved
to be the biggest draw for private inves
tors, says the report. Most of the coun
tries showing the biggest jumps in in
vestment reported improved fiscal bal
ances and increased savings. Most coun
tries with the smallest rises or even de
clines reported declining savings.

Foreign investors tended to sink much
of their mo~ey into countries boasting
large and expanding markets. Between
1985 and 1991, more than one-half of the
foreign direct investment in the develop
ing world went to six of the countries
with thelargestmarkets-Mexico, China,

Malaysia, Argentina, Brazil and Thai
land.

The report was written by Guy
Pfeffe~Director of the lFe's Eco
nomics Department and economic ad
viser to the Corporatio~ and Andrea
Madarassy, a researchanalyst in the same
departmenl 0

Foreign Direct Investment In Developing Countries, net ($ bflfion)

30 •••••• - _. - - - •.• - - - ••••• - - -. - - - - - - - - •• - _. - - •• - - - _. - ••. - -. _ .•.•• - - •.....

25 .'. - - - - - • - - - - - - • - - - • - - - - - - - - - - - - • - - - • - • - • - - • - - - - ••• - - - •.......... - . - - .

20 - - - - •• - ••••••••• - ••• - • - - - - ••• - - • - • - ••• - - ••.•••• - •• - •.••.••.

15 •• - .••.•••.••••••••••••••••.•••••••.•. - ••••• - •••••.•. - ....•. - ..... --.

10

5· - .. -.- •.............•................... - --.--.

OL------I_--..L._--'-_-L-_..l.-_L...----.l._----L_---'-_-L-_"""'---_"'-------'_---'-_---'

76 77 78 79 80 81 82 83 84 85 86 87 88 89 90 91



Y1L2. MO. 1
11l1l1l1l11f1l1P1l111 NUl/III

Privatization:
Panacea or Broken Promise?

Alejandro Rausch, economic con'sultant to
the Government of Argentina, UNDP and

the World Bank:

UThe Argentine experience
shows that a privatization

programme without strong state
regulation is very risky business.
An adequate legal and regulatory

framework must be in place before
the programme begins. If not, the
result may be private monopolies
with deteriorating standards and
rising prices. Thought must also

be given to the protection of
strategic sectors and to situations
where large numbers of workers

are dismissed. The state has to
form new policies to address these

problems." .

By Christopher McIntosh

F
or many economists and poli
ticians in the 1980s, "privatiza
tion" was a magic word. Those
were the heady days of
Margaret Thatcher and Ronald

Reagan's ascendancy, when a new era of
private enterprise was expected to sweep
the world, revitalizing the economies of
both North and South. The events in East
ern Europe that began in 1989 appeared to
confirm this hope. It seemed that every
where the government role in industry
was on the retreat, and that the future
belonged to the private sector. The United
Nations Development Programme
(UNDP) was one of the international
agencies. that fully embraced this vision,
creating a special division for the private
sector and the Interregional Network on
Privatization, which aims to assist coun
tries in sharing information and experi
ence in this field.

While the privatization effort is still
very much alive, the high expectations
of the 1980s are tempered by a new sense
of realism. "The initial euphoria has
worn off," says Philip Reynolds, a senior
programme officer in UNDP. "Creative
responses are now necessary to limit
potential constraints and negative
impacts and to help privatization pro
grammes succeed."

Ironically, developments in Eastern
Europe and the former Soviet Union have
played a large part in this change of mood.
After launching the privatization effort to

loud cheers, the countries of th\..' iormer
socialist bloc soon found that the ship
was in danger of running aground )l)hn
Howell, an economist with the L:5-bast:d
international consulting firm Ernst Clnd
Young, blames both Western experts
for giving naively optimistic ad\'ice, and
Eastern European politicians for rushing
ahead with privatization for political
reasons.

"In the euphoria of the initial politicZll
changes," says Mr. Howell,"neither West
ern advisers and investors, nor the go\'t:'rn
ments and business communities of
Central and Eastern Europe conCl~i\'ed of
the size of the problems that needed to be
overcome."

Obstacles to privatization are man:'.
They include lack of a free mMket culturl'.
confusion over who owns the enterpris\..'s
and hov\' much they are worth. Pl)l1r rh~'~I

cal infrastructures which dlscourag~ il)r
eign investment, the absence of Zl legal
framework governing the conduct of busi
ness, and shortage of investment capitZlI.
When privatization is actually imple
mented, the results can often lead to pwb
lems. For example, when a government
sells a viable enterprise, the profits go to
enrich investors, who tend to be wealthil'r
than the average taxpayer. Thus income
disparities are increased. Other cons\..'
quences can include higher prices for
basic goods and services, large~scale lay
offs, loss of national assets to foreign
buyers and the possible closure of vital
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industries. In a number of
countries these effects have
led to social unrest.

To examine these prob
lems in depth, UNDP's
division for global and
interregiollill probrilmmes
called together a distin
guished group of econo
mists, politicians and
development experts for a
seminar at the Palais des
Nations in Geneva last

August. It was attended by participants
from 14 countries. including three of the
Eastern European economies in transition:
the former Czechuslovakia, Hungary and
Poland. The theme was "Pri\'atization:
Constraints and Impacts."

Hungary \,vas one of the countries that
entered the new era most enthusiastically.
The 19')0 reopening of the Budapest stock
exchange vI/as an exciting occasion: there
were speeches lauding the free market
system, followed by the dramatic moment
when the charter of the new exchange was
passed down a long table to be signed bY'
bankers, financiers and political dignitar
ies, One of the first newly privatized com
panies to be floated on the ne\·.... exchange
was the Hungarian national travel agency,
Ibusz. Today, however, Jbusz shares are
languishing at below their original offer
price, and the exchange has remained a
small operation with only 22 companies
being traded.

"Ibusz was floated too early," explains
Gusztav Bager, who attended the seminar
as director general of economic policy in
the Hungarian Ministry of Finance. "It was
not in adequate shape at the time. and
more restructuring work should have been
jone. In addition, the tourist industry is
not flourishing at the moment because of
~he recession."

Another recent example of privatization
n Hungary is the tobacco industry, but
lere again the results have been disap
Jointing. Foreign tobacco companies have
noved into the Hungarian market but
lave been unwilling to invest in local
irms.

As for the stock exchange, Mr. Bager
'xplains that there is alack of local capital

for investment. For the same reason, most
firms that turned into shareholdingcompa
nies have seen their equity ownership
remain in the hands of the State Property
Agency. In general, \....hile Hungary has
made progress in the development of a
market economy, the pace of privatiziltic'ln
has been slower than intended.

The same is true in Poland, where a law
initiating the privatization programme was
passed in July 1990. One of the brightest
candidates for transfer to private owner
ship at the time was the Ursus tractor fac
tory, which had a good product and the
prospect of doing well in world markets,
Today Ursus, like many other Polish enter
prises, is still being restructured and is not
yet considered ready for privatization In
Poland. a major constraint has been wide
spread misunderstanding about the nature
of a free market system. In the words of the
Polish participant at the seminar, Jerzy
Cieslik of Ernst and Young: "For many
workers in Poland. the definition of capital
ism is socialism plus more money, People
want all the benefits of both systems."
With rising unemployment, previously
unknown in the country, disenchantment
with privatization is spreading.

Mr. Cieslik also discussed restitution, a
thorny problem in Poland as in other coun
tries. What happens when the buyer of a
state enterprise finds that there is a claim
on it by the person who owned it before
nationalization? In many countries the laws
on this issue are hazy or non-existent, Mr.
Cieslik reported that a debate is currently 
raging in the Polish Parliament on this
matter. "Politicians are trying to address
the questions of who has rights to
reprivatized property, what criteria should
be used in deciding claims, and how the
propertyshould actually change hands."

In contrast to Hungary and Poland, the
privatization movement in the Czech and
Slovak Republics remains buoyant. This
is somewhat paradoxical, considering
that before 1989 a massive 97 per cent of
the Czechoslovak economy was state
controlled, whereas in both Hungary and
Poland there \\'as already a noticea blL'
private sector,

"The privatization programme is very
radical in its scope and methods," says
Olivier Bouin, a French economist cur-
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rently advising the Czech gO\l'rnl11L'llt ,\11

the programnlL'

In the Czech and 510\'<11-- [\l·\'ul,ll,· ....
4.200 state-owned entl'rprt~l''''hd\l' h','n
earmarked for privatizatil1n T,\ (l\vrCl'ilh'
the shortage of local C,lritid ,It':d t,1 ~l\(' .1~

many people a:" po~~ibk thl' CIl.l:h·l· l'\
im'est. the country emb,lrl--l'd l'lll ,1 d.ll'111'.:,

and ingenious \'oucher ~(hl'mv In till' : 1:,1

stage. from October 1YYl tll Fd'rl1,1f~

1992, every adult citizen hild tIll' ri~ht tll
buy a book of 14 voucher" Cliqill)~ ,lb,'Ul
one \,,'eek's salarv. Each \'lll1clwr \\',1-'

George Mbowe, chairman. ['.H,bt,lt,l!
Sector Reform CommissiDn, 1,1111.,lni,1

"The Tanzanian government aims
to reduce public sector share in the
economy from 95 per cent to five
per cent over the next five years.
About 250 enterprises have been

identified for privatization or
commercialization. Since the

announcement of the programme
there has been some uneasiness
about it. In the minds of many

people, privatization connotes the
sale of public assets to foreigners
at give-away prices. The workers

are concerned that the new owners
may lay them off. It w,ould have

been better if the announcement of
the policy had been preceded by an
information campaign to educate
people about privatization and to

gain their support."



wllrth between 100 and 1,000 points. These
pl)int~ could then be used to bid for shares'
in the firn1s to be privatized. Alternatively
thl'" could be usedto buy into'one of the
inv~stmentprivatization funds that have
appeared: The scheme has been a ~opular

success. Bv januarv 1992,8.6 million peo
ple, three ~uarters·ofthose eligible, had
participated. It remains to be seen how the
firms privatized under the voucher scheme·
will f"re, but a good start has been made.

.. Another unconventional fe"ture of the
scheme," explain~Mr. Bouin,'''is that each

jerzy Cieslik, partner in Ernst and 'Young
and adviser to the Polish government on

privatization:

. IIprivatization in Poland has been
much more complex and difficult .
than originally envisaged when

the privatization law was passed
in July 1990. When the law'came

into effect there was no clear
ideological orientation. Some

important people saw it as simply
a legal transformation of certain
enterprises rather' than a radical

metamorphosis of the entire
economy. The law calls for the
transformation of enterprises
from centrally controlled to

market-driven, but builds in the
.maintenance of certain s'dci~l1

goals, for example by requiring
that' companies offer 20 per cent of

their equity to employees at
preferential rates. This type of

compromise has been confusing to
.employees and buyers alike."

state-owned firm is asked to draft its own'
privatization strateh'!', containing details
of output. profit,export performance and
value of assets."

These plans, however, 'sometimes
prove unreliableowing to lack of informa
tion about po'ssible restitution claims and
confusion about the current legal status of
the company. Antiquated accounting
methods arealso a problem,as they are in
many former centrally-planned econo
mies. Accounting isso deficient in some
cases that it is impos~ible to draw up
balance sheets for interested buyers.

tvlany ofthe problems faced by Eastern
and Central Europe h<lve also been 'en
countered bv developing countries of the
South. Aca;e in point is Argentina, where
pdvati~ationstarted on a small scale in
1983. In 1990, faced with a soaring deficit
and massive losses from its public sector,
the Argentine government accelerated'the
process, selling off some of its largest.
state-owned enterprises. These included
the national telephone company, the
national airline andthestate railway
system .

Economist Alejandro Rausch, an ad
viser to the Government of Argentina, the
World Bank and UNDP, is highly critical
of the programme so far. In both the air
line and telephone company, he says, the
results ofprivatization have been worsen
ing services and higher prices. He at
tributes this to the near-monopoly
situation in both cases and the lack of
government regulation to monitor the
industries after privatization and ensure
adequate standards and services.

One emerging lesson is that govern
ments' must be willing to playa major role.
both during and after privatization. This
is confirmed by the experience of the
former Germa~Democratic Republic, one
of the few places in the old socialist bloc
where large-scale privatization is being
carried out on schedule. Since unification
with the Federal Republicof Germany in

.October 1990, over 3,000 enterprises have
been privatized by the Treuhandanstalt
(often abbreviated Treuhand), the state
fiduciary body charged with carrying out
the operation .
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"No other country ever pri\',1tized so
many industrial enterprise~ in slI(ha

short time,"'asserts Dieter Bl)s, pwfessL1r .
of economics at the Uni\'ersit~·oi Bonn
Professor Bos points out that Treuhand
does not simply hand over a iirm tll tlw
highest bidder and then iorget ,1bnut it.

Prospectiye buyers are asked tl' F'rlldll~-L' ,1 .
detailed business plan, indu~iin~ (L1mmit
ments to investment and to maint,linin~

as man\' jobs as possible. These pl,llb art.'
subseq~ently monitored by Treuhand.
and penalties can be levied fllr Iwn

compliance.

Buvers are chosen carefull~·. with thL'
Wide; interests of the regil1n in mind.
Treuhand has sold enterprbes illr as littk,
as one German mark to avoid their falling
into the hands of West German t.'ntrL't~rL'

neurs who might \,\'ant to simJ.~l~· buy lit'
potential rivals and c1tlSt.' ~ill\\'n tllL'lr
production lines.

"In a post-privatization \\'l\rld, there is
still plenty for government bure,1U(rah to
do," says George Y<lrr(iw of O\ford L'ni
versit\'. Professor Yarn.)\\' has Illade a
speci~1 study of the British pri\'atiz,ltil1n
programme, \\'·hich beg<ln in 197'1 and I";

generally regarded as a succt.''';'';. "SincL'
privatization, the <lmount of Slatl' rl'~111,,

tion in Britain has il;crt.',lst'dratl1L'r th,'n
diminished.".

Part of the role of governnll'nl is III
ensure that the overall environment is
conducive to he<llth\' devt'lllpml'nt LIt
private firms. Too ofte~, the st't'ds of thl'
private sedor were planted in a slliIth,ll

. was unprepared. The legal int r,ls!rllctllrL',



for example, is a key factor. A market
economy requires laws governing con~

tracts, financial institutions, foreign ex
change,taxation and monopoly practices.
The question of intellectual property is
also important. Za~ir Jamal of the World
Intellectual Property Organization sug
gests thatany team advising a govern
ment on privatization should include a
good patents lawyer. The protection of
patents; he points out, is essential to en-'
courage local research and development.

Equally important is thephysical infra
!:'tructurt' such as transport, telecommuni-,
catiuns, electricity and water supply. If
these are.inadequate, it will be difficult
to woo foreign capit'~lfordivestitures -
or joint ventures. "'Foreign capital can
choose where to go, an~ itprefers to-go
where the infrastructure is well deve!
oped," says Vemuri V. Ramanadham,
aprofe!:'sor of economics and coordinator
of L~Dr's Interregional Network on
Privatization.

Legal and physical infrastructure tends
t.o be m9re conducive to-privatization in
the developed, market economies than in
the developing countries or the economies
in transition. l\:evertheless, some very
poor countries have had successes in their
pnvatization programmes.

.Despite one of the heaviest debt bur
dens inthe world and high inflation, Guv-
ana has 50 far carried out-a relatively •
smooth privatization programme, with 56
per cent of its fir-ms going to Guyanese
buvers. Guvana is one of the few coun
_tri~s where"privatization has not brought

high job losses, mainly because of previ
ously under-utilized capacities in the .

. enterprises._

.While there is clearly no single formula
for success, the Geneva'meeting proved
that countries have much to gainby shar
ing their experiences in privatization. One
participant who came away with milny
practical ideas was George Mbowc; chuir
man of Tanzania's Parastatal Sector Re
form Commission.

"This meeting," he say~, "has widcn~d
'my vision and enabled me to identify
areas where my technical team could
benefit from training," In pi'lrticuJar. he
vias inten'sted in the Czechoslovilk
voucher scheme. "This is something I had
read about, but never understood in detail
before. It could be a way for Tanzania to
involve citizens who could otherwise not
afford tL) invest."

For any country embarking o-n the
promising but uncertain path of privatiza
tion, there are clearly many calculation:- fo
be made and choices to consider. As Pro
fessor Ramanadham points out, privatiza
tion is not an end in itself. naris
divestiture the only option. There is a
wide spectrum of possibilities, ranging
from full privatization to the restructuring
ofan enterprise under state ownership, In
the future, countries choosing the prh'ati
zation route will have to define their goals
clearly and learn from the process of trial

. and error that other countries have gone
through.•

The report of the Geneva seminar,
Privati:atioH: Constrai/lt;:; alld Impact::.. as
well as the Guidelines 0/1 Pripafi::atioll,
edited by Vemuri V. Ramanadham, can bL'
obtained from Philip Reynolds, Division
for Global and InterregIonal Programmes.
United Nations Development ProgrammL',
One United Nations Plaza, New York, 1\JY
10017, USA.

Cllristopllcr Mcllltosll is all illforlllatio/l
officer ({'Itl, UNOP III Nell' York.
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Carl B. Greenidge, illrml'r mln)~kr lIt
finance in the G9\'t'rnmL'nI1 1! Clr\.lil,l

"Privatization has bee~ a crucial
element of Guyana's Economic·

Recovery Programme, which has
been under way since 1989. The

. privatization effort got off to a
slow start, but picked up

momentum and is now ahead of
schedule. Nineteen enterprises

have been either fully or partially
privatized. 'Notwithstanding this'

success, the experienc~of Guyana
suggests that as far as possible

privatization should not be .
pursued in a situation of economic

crisis. Now that the worst of the
crisis is behind us, it will be
. interesting to see how

privatization fares in the next
phase." -
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Privatization:
the Engine of
Human Misery
• From Brazil to Russia, people
are turning with fury against
oeo-liberal depredations.

N eo.liberal heroes ue begmnin, to
totter from the suge. Braul'. Presi·

dent Ferdlnand Collor de Mello JUITlped
~fore he wu pwhed. reslgnln, rather
than face impeachment on corruption
charges. Half a world away, Rwslan
President BoN Velum, shorn of most of
Ole Inunerue power he held a year 180,
watches Impotently u hi' knighLt of the
f~ market-Yegar G~ wei othen
ue fo~edOOL

HIStory IS changing step, A year 110, the
core economic mesaage of the 198OI-the
glone! of unLrammeled "Cree l1W'ketl," the
eVils of sute ~gulauon-lUlI.woemed to be
carrYing all beCore iL
JoumallS~ excitedly chronicled entre·

preneunal, pnvatlZlng achievemen~in the .
former Soviet Union wei Eaatern Bloc:
nations. In Latin America, too. they
hymned an end to Ole suusm of the put
ilIld gave glOWlIll accoun~ of the tnumpha
of Collor u he pnmded over the conU
nent's most !lgnlCicant economy.

Today, frank app~ d.LIcloaes a ver"f
dJfferent story. Shortly before ChNtmu,
one of BrUlI'. leading newspapers. JomaJ
do Bran!. gave the true coordiMt.eI of
what neo· liberal strateglel~ done to the
country. Nearly I thll'd of the POPWUOO
!Ome 45 million people-now live on u
uttle u 110 to U5 a month.

AJ iCU"I prnident smc:e the impeaCh·
ment procesa began Iglllll1. Collar. old· line
pohuclan Iwnar Franco hal bHn wlJdJy
popular sunply beaute he rt)tCted the
poliCies Impoaed by <Allor and the North
ern bankers.

AJked If he. wu concerned by falli",
stock pnces. Franco laid the Jomal: "I
don't worry about the .stock market. I'm
not here for them. We've had 2~ years 01
unemployment. high mnauon. ngId mane·
tary controls, high mterest and a sad and
Impovenshed people. The coontry hu IOfi
2"'2 yean.... I can't Wlltla act unUl allet'
the pellent hu dled."

Elsewhere 10 lAtin America, popular
hostility toward neo·llberalism is mount
mg. In a rKent ref.rendum on privatila
uon. Uruguayans 'OundJy re;e<:ted the aaJe
01 government enlft'pt\leS. In Artentina,
recently pnvau.z.ed operauona are mll'ed III
sandal. In Vennl.le'" OW new mayor 01
CarlCu, ANlObuJo lnuria, is a rad&U.
opponent of pnvllluUOn.
. In E.utem Europe and the former Soviet
Uman. the broad PICture \I one of econonuc
nusery. Yaet of Poland. oulSlde the Capital,
i.s ~ttered by sovlng unemployment, With
workers organizIng in Solldarlty.type
dnves illln.ltthe government. The~

-'To mOlt Russianl, the "'r..
mal1<et" II limply _ sYltem b1

which gangsters and
entrepreneurs shamele....y loot

public auetl.'-
01 the fonner Czechoslovakia now face the
Blones of pnvate enlerprue, specllicaUy
Ole lermmauon of free health care,

EconomIC output In RlWll fell by 25% in
1992. To most RllS.!lans. the "free market"
\I !Imply i system by which gangstel'3 and
enuepreneurs shameles3ly loot public ....
sets. Amid aIf~ting scenes of thousands of
homeleu crowdJng M08COW'~ m~n rillway
.uuon, a reporter on ABC's "World New.
Tomght" Intoned that "under communism.
llu.1 wu not meant to happen." Ru,uIa.N at
lem wouid recall t.h.at under commwusm,
the station wu where you went to catch •
lr&ln.

One portent of the ch&f\IU\C mood in the
former SoVlet Uruon wu 10 ItnaaUOnal
t.h.at in the end everyone qreed lhal
JOmehow It hadn't ~nedat aU. On Dee.
14 10 SlOc:kholm. Andrei V. Kosyrev, the
Ruaslan foreign muu.tet', rose to hLS feet tn
• closed seUlon of the Conference on
Secunty and Cooperauon In Europe. and.
to a thunderstruck audience, clOltd the
book on post·c:ommwust Rum.a's mlftU
With the West. He lashed out at NATO'.
meddltng U\ the Baltic and in "the U\terna}
aJfiJn 01 YUIOlI.aN" and proclauned that
"the prnent government of Serbia an
count on the support of Great Rus.a. In III
struggle." So ... tound1ng we~ Kozyrev'.
remarks t.h.at the Auociated Press and
Reuten held back their reportS. feanne
that the senaatiorW spe«h would send
world fUl&llcW IlW'ke~ throuBh the ncor.

Alter a private stUlon Wlth U.S. Secre·
tary of Sute lAWTence ~Ieburler, Ko·
zyrev returned to the podium to say that it
had aU been a JOke intended to dramatize
what Yeltnn's enemIes were saym, daJly.
But can anyone senously sUppoM that if
Kozyrev Intended lui remarks u a maca
bre night of faney, he would not. before he
stepped off the podium the rtnt time. have
1LId, "It'. atl "lht. fellu, only )oll.l"'''?

But Kozyrev wu enurely c:orrec:t when
he wd that his fm speech had been the
rhetoneal curreney of !.he oppoation to
Yeillin. What he could have added II that
Yeltsin is crwnbuI\I in the fact 01 that
OPpc:l8llion. If we take Kcnyrev's fint
speech ... genuinely meant. it wu the flq
of sW't"ender to that OPpolltion, a declua·
uon that the neo·llberal cruaade h.ad
Indeed filled.

A~Cockbu". wrUn lor &M N4tiofa
and oUwT~'"'.
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QUESTION: ARE THERE LIMITS
T'O ECONOMI:C 'GROWTH?

By PAUL EKINS

F
or decades, arguments have raged

,

.", back and forth about the relationship.
'between development and economic
growth. Such arguments, as those
presented in UNDP's Human DCl'cl

opmel1t Report, haveenriched the concept of devel-
opment and established thateconomic growth
alone will not guarantee a better'quality of life. But

,the mainstream consensus remains that growthis

required for development to occur.

Moreover, there is widespread agreement that
economic growth is not only necessary in the
South, but also in the North.The just~ficationgiven
for the rich becoming richer is that, in the process,
I~Hger markets for Southerngoods will be create.d
and encourage development. Lurking behind this,
however, is the tacit understanding that.Northern
business and the Northern public will insist on
economic growth whatever the consequences for
the Third World and for the global environment. .
Politically credible scenarios of the future therefore
must provide for it.

Thus the Brul1dtland Report contemplates a five to
tenfold increase in manufacturIng output by the
middle ofthe next century. ?imilarly, the World
Development Report 1992 of the World Bank envis
ages that Northern economies will grow by a factor"
ofthree, and Souther,neconomies by a factor of .
five, by 2030, leading to a global economy that is 3.5
times larger than today's. Even with these differen~

tial growth rates, this scenario will grl'atly i nCrl'.bl'
the already.enormous inequalitil's in pl'r cl1pil.1 "
incomes bctwl'en North and South. As buth n'F'llrt~

also'acknowledge, if environmental destruction
increases at the same rate as GDP, the dl1l11l1gl' \\:ill
be appalling. As far as the human spl'cil'S i~ con
cerned, it could prove terminal. Hl'nCl' thl' call to
make growth environmentally "sustl1inl1ble."

Such a call prompts a number of qUl'stions. Fir~t.

is it realistic to imagine that growth Cl1n beml1dl' ~ll

environmentally benign that 3.5 timl'S todl1~"~ world
product will cause less environml'I1t411 dl'slructilln
than occurs today? Second, if not, dOl'~ hUl1li1l1ity
really need economic growth of thl1t dil11l'n~il~I1,

even at the,risk'of its own survival? Third, is thl'rl'
any guarantee that environmental probll'm~'will be
any ea'sier tosolve under conditions of slow or no
growth?

The first question re-,opens till' "limits to growth"
debate that burned in the 1970s and h.1S Simn1l'rl'd
ever since. Those who prop()se limits n;ilint.lin th.ll
increases in production, as ml'l1suTl'd by G nfl, h.1\·('
been and will always be associl1tt'd with .In i'nCrL,.1 ..l'
in environmental destruction. Thl' 1l1\\;s llf tIll' rJlH 1

dynamics, they say, maintain lhl1t any iIKrl'.ls('~ in
the economy's throughput (If mattl'r l1ndl'(ll'rg~'

(except renewable sources such.l1s sol.lf l'lll'rhy)
must be associated with increases in nl'gilti\'l' l'll\'i
ronmental impact. The alternativl' vil'w holds th.lt it
is possible to decrease environment,ll dCllll.lgl' .It.l ,
rate equal to or greater than the'ratl' of GDP growth.
Insuch a view, growth can proceed indl'finitl'I~'"

BEST AVAILABLE COpy



• Even if possible"Khll'\'1I1F
environment"ll\' su .... t,lin,1bll·
growth will.be formid.1bh dilll
cult in practic,l'. Thl' Hnilldl/ li i1d
l~cp{lrl'lnd thL' 199] l\(lrld
OcZ'c/(lJ'II/clIll~cJl{J"1bllth (,111

'forunprecedentL'd Ch.1ngl .... 111

pa ttems of prod uctillll ,lIld
institutional rcform, thrl"lkn
ing to significantly reducl' till'
power of nm~' domin,ll1t \'l",;[vd
interests.

These (onclu~ionsrf(l\'idv,1
useful context for Cl)nslderil1:-:'
the second question: dlll'''; hll-

IIlu~;:ral,urllJy H~!;', C)llJ'''~'. nlanity rl'ally'nel'd,l gn l......
world product th,l t is n1l1rv

than tripled by2030? Or, to be morl' specific. rl1U ... t
the Southern economy grow fivefold, ,llld till"

Northern economy threefold, over thl' Ill''\l lhrl'l'
and a h,llfdecades?

~.

,:n SUpp(lrt of thL' "n(llimits"

th":-iis, sta ti~tic's can be pro-
dl ,'ed which show f,llling l'n-
CI \. inten~itil's{enl'rb!'
(l 1..;umption per unit of COP)

Ji I declines of certain air emis
51 :b, even as economic growth'
i, 'roceeding; for the future,
r :c'ticall\' unlimited techno-
Il :te,ll opportunity i,s suppose~f
r lponenh of "Iimih" point out
t: :t the ,lbs(llute use of energy hC1~ incre,lsed l'vl'n

, i I ,:ou ntries \",'j th f,i II ing energy in tensi ties, a nd is

r ,ljected to go ondoillg so. Thcy also regard
Z' 'lil'\'L'nlCnts 'inenvironml'ntal quality <IS relatively
t .. 'ial comp<lred to the ongoing trcnds ofenviron-

The difft'renn' bdwel'n thl'st'
,r Isitjon~ cannot be resolved

tl L'oretically. In theo~y, either
0~, tcome ispossibll'. The crucial
q. L'stion is, Wh,lt is the rl'lativc
p'lbability (If eilCh,?

IT MAY BE THAT THE PRESSUR'ES TOWARD GROWTH IN THE

!~ORTH ARE SIMPL.Y TOO GREAT FOR CURRENT POLITICAL .INSTITUTIONS

TO STRIKE OUT ON A SUSTAINABLE PATH.

l'ntal dt,terioration. It is certainly difficult to argue
Jl. in thl' 20 year~ since the "limits to growth",

,,'bate begun, ell\'ironml'ntal conditions or their

:ture proSpl'ctS havl' gl'nl'r<llly iil1proved.,

Thl' iury'i:-. still out on both thl' "limits to growth"
1·1othesis and its converse, "l'nvironmentally sus
11,1ble growth." Conclusions rl'ached on this
'.'stion over the last 20 vcars (an be summarized
:llllo\\'s:

It is difficult for a Northerner tll Lju,Hrl'1 \\1 til till' '

aspirjtion~ (If the Soutl~,tl1gnl\\: fi\'l'lold. L· ...rCcl.lll\

bl'ar'i ng in mind th,l t pl'!' ca pi t,l in(ll111 l· ill 11 1\\ -
income countril"s then would still bl·Il' tlldl1 III

per (l'n t of presen t incol11es in hi~h-i Ill'l 1111l' l\11111-
, tries. Such growth in till' dl'\'eI11~1ing l·lllll1tl'll' ....
which rl'presl'nt 75 pcrccllt of tllL'-glllb,ll ~11111111.1

tion, would nll'an "only" a doubling (If tlllLl\· ....

world product:

OJ Thl' l'L'ol1omic growth that has ta ken placl'
c "Ing this period hilS notbcen environmentally
... -t,linablt,. The Aegative environmental imp<l(t of'

.\..: \\'ingeconomies hilS continued to increase. ThL'
tlretical possibility of environmentally sustain

d t' growth has not been achil'ved.

BESTAVAILADLE COpy

The qUl'stion about !\;ortllL'rn grll\\,th. hll\\L'\ l'1 !~

a different mattL'r altogl'ther. It is illlpl1sslblt- tll
arguc that such growth is necl'ss,lry 1(1 Illl'l'l bd .... l, '

materi<ll'l1eeds, because in rich countril'~. thl'" hd ....
more todo 'with SOCiill policy th,ll1 with gn 1\\ t h ,

itself. In the United St"tes and thl' Unitvd K"l~dpll~

in the 19~Os, forexClmplc, grl1wth cl1-:L~'\isll'd \\ ilh
deepl'ni I1g poyerty a nd_ 111(1 tl'ri,ll dq1rJ\' ,llil ~11

CHO'Ci3,f
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Donald J. Mathieson and Liliana Rojas-Suarez

T he growing'integration of financial markets
located in· the industrial countries and major

offshore centers represents a fundamental struc
turalchange in the world economy during the past
twO decades. This increased integration has been
fostered by the relaxation of capital controls and
broader financial liberalization in the industrial
countries· as well as by new telecommunications
and computer technologies that have facilitated the
cross-border transfer of funds. The liberalization of
restriCtions on external and domestic financial
transactions was motivated in part by the desire to
improve financial efficiency by increasing competi
tion in dorilesticfinancial systems and to reduce
financial risks by allowing domestic residents to
hold internationally diversified portfolios.

Although such efficiency and risk-diversification
gains could accrue to, any country with capital'
account convertibility-that is, one that has elimi
nated capital controls-complete convertibility has
been established only in a number of industrial.
countries and in relatively few developing coun
tries. Indeed. analyses of the sequencing of struc
tural reforms and stabilization. policies for
developing economies have traditionally argued
that capital controls or dual exchange rates are nec
essary to prevent capital flows that would under-

,mine the reform program. These policy
recommendations, however. stand in sharp contrast
to a growing body of empirical evidence that sug
gests that capital controls have often been evaded.
This paper reviews the experiences of industrial
and developing coiJntries with capital controls, con
siders some of the key policy issues raised by the
diminished effectiveness of capital controls, exam
ines the potential'medium-term benefits and costs
of an open capital account. and analyzes the policy
measures that could help sustain capital account
convertibility. Because the liberalizations ofcapital
account restrietions have typically taken place in
the context of broader. economic programs, which
have included extensive stabilization efforts and
structural reforms. the implications of opening the
capital accounts need to be analyzed against the
background of these other policy changes.

Section II examines the types of capical concrol~

employed by countries and the rationales put forth
to justify their use. Most restrictions on capital
account convertibility have been motivated by four
principal considerations. First. quantitative capital
controls and transaction taxes have been seen as a
means of limiting volatile. shon-term capital flows
that induce exchange rate volatility or sharp
changes in foreign exchange reserves and thereby
force the authorities to abandon their medium
term macroeconomic policy objectives. Second.
capital controls have been credited with ensuring
that the domestic savings of developing countries
are used to finance domestic investment rather
than the acquisition of foreign assets and with lim
iting foreign ownership of domestic factors of pro
duction. Third, restrictions on capital movements
have been seen as strengthening the authorities'
ability to tax financial. activities. income. and
wealth. Finally, it has been argued that opening the
capital account should occur late' in any stabiliza
tion and structural reform program to prevent capi
tal flows from destabilizing efforts to control
,inflation or to sustain a trade reform.

Section III examines the effeclivene,ss of capllal
controls in industrial and developing countries In

terms of their ability to insulate domestic finanCIal'
conditions from external financial developmcnt~

and to prevent the cross·border movement of fund~

by residents and nonresidents. Empirical studies
point to four key conclusions. First. capital controls
were typically most effective when they werc com
bined with exchange and trade controls to restrict
both current and capital account convertibility.
However, the introduction of current account con
vertibility created a· variety of channels for dis
guised capital flows. Second, whereas capital

'controls in the industrial countries effectively lim
ited their residents' net foreign asset or liability
positions during much of the 1950s and 1960s. the
collapse of the Bretton Woods system in the c<lrly
19705 created the expectation of large exchangt:
rate adjustments and was accompanied by large
scale (often illegal) capital flows that overwhelmed
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even the most comprehensive capital control ~ys-
, , tems. Third. when macroeconomic and financial

conditions created substantial incentives for mov
ing funds abroad. capital controls in many develop
ing countries were often of limited effectiveness in
stemming capital flight during the 19705 and 1980s.
Fourth. recent studies suggest that the effectiveness
of capital controls eroded more rapidly during the
1980s 'than during the 19605 and 19705.

Section IV considers some of the implications of
the reduced effectiveness of capital controls. caused
in part by structural changes in the international
financial system and other factors. which may also
have raised the explicit and implicit costs of using
such controls. Among these costs are the higher
costs of enforcing controls and the resources used
in the rent-seeking activities involved in obtaining
licenses for restricted capital flows and the evasion
of capital controls. New constraints can be placed
on the formulation of stabilization policies and
structural reforms when the effectiveness of capital
controls diminishes. Unsustainable monetary and
financial policies will have greater adverse effects

, on the' domestic financial system and on the tax
-base as capital flight and a growing "dollarization"
of the economy take place. The' fiscal authorities
will also face greater difficulties in taxing income
from financial assets. financial transactions, and
wealth; moreover.· the revenues that can be
obtained from an inflation tax will also diminish.

During the early stages of stabilization and struc
tural reform programs. residents often have strong
incentives to repatriate external assets even when
the sustainability'of the program is uncertain. The
resulting capital inflows can cause ,the real
exchange rate to appreciate. Although sterilization
has been used to limit the inflationary impact of
these inflows, it can increase the outstanding stock
of government debt and drive up government bor
rowing costs. Some countries have therefore tight
ened capital. controls to limit capital inflows.
Historical, experience. however. suggests that'
whenever there are large incentives for capital
flows. residents often find ways to evade the new
controls. Moreover. a severe tightening of capital
controls could interfere with, normal trade financ
ing and thereby vitiate any trade reform as effec
tively as a real exchange rate appreciation. The
potentially adverse effects of a tightening of capital
controls raise the iss'ues of what the potential benc
fits of a more open capital account are and whcther
there are fiscal. financial. and structural policies
that would allow a country initial1y to "live with"
the capital inflows and eventual1y to achieve and
sustain an open capital account.

When ,accompanied by appropriate macro
economic and fi~ancial policies. a more open capi
tal account may give rise to four efficiency gains:
(1) unrestricted capital flows benefit the interna·
tional economy by facilitating specialization in the
production of financial services; (2) capital account
convertibility creates dynamic efficiency by intro:

ducing competition in the financial industry trom
abroad and stimulating innovation; (3) if interna
tional financial markets price the risks and returns
inherent in financial claims appropriately. glob<ll
savings can be allocated to the most produc\lve
investments; and (4) for countries with limited
access to private external finance. freedom of capi
tal fnllows and outflows may facilitate rene .... l:d
access to international financial markets,

Section V examines the experiences of induslri;ll
and developing countries with capital accollntlthcr
alization in order to identify the asset price mml:
menls and capital flows that have been associated
with removing capital controls and the macro·
economic. financial. and risk-management policies
that can help sustain an open capital account. A
co"'!mon pattern of asset price movements and capi
tal flows has often emerged after the opening of the
capital account in both industrial and developmg.

,countries. Since the opening of the capital account
has historically occurred in conjunction with exten
sive stabilization and structural reform programs.

. the accompanying asset price changes and capital
flows have reflected the removal of capital controls
as well as perceptions about the likely outcom~s of
the, reforms. The resulting po'rtfolio adjustments
have typically led to large private sector gr01s capital
inflows and outflows. often a net capital inflow, and a
real exchange rate appreciation. In some developing
countries; moreover. high ex post" real domes\lc
interest rates and an initially large spread between
ex post' domestic interest rates (adjustl:d for
exchange rate changes) and international int~n:sl

rates have also occurred. '
Experience suggests that the implemcntiltllln of

certain policies designed to mitigate these <lSSl.'t
price movements and capital flows can help to sus
tain capital account convertibility and reduce thl:
financial risks created by an open capital account.
These include macroeconomic and finanCial pol
icies that minimize the differences between dOOll:s
tic and external financial market conditions beforl:
liberalization: avoiding taxes on financial inCOlllt:,
wealth. and transactions thai create strong incen
tivesto move funds i1tmlild; slrcnJ,:,hl:nIOJ' r/,,·
safety and soundness of the uumestJ(;'/manclal sys
tem: and removing or reducing restrictions that
inhibit the flexibility of wages and the prices 01
goods and assets. Moreover. countries can manage
the financial risks created by an open capital
account by allowing residents to hold interna
tionally diversified portfolios. by using markets for
trading risks (particularly the markets for com
modity and financial futures, options. and swaps).
and by designing external contracts and debts bet
ter. The speed with which a country can move to
full capital account convertibility appears to
depend on both how far it has proceeded in imple·
menting ~he policies that ,are preconditions for such
convertibility and its willingness- to take further
measures that credibly establish that it will imple.
ment the remaining policy steps.

BEST AVAILABLE COpy
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-Issues in Managing and Sequencing Financial Sector Reforms:
Lessons from Experiences in Five Developing Countries"
by Amer Bisat. R. Barry Johnston. andV. Sundararajan

This paper reviews the experiences of five developing countries in
reforming their financial systems, illustrating the benefits and risks
and examining the factors that contribute to successful financial liberal
ization. Although financial reform generally led to significant financial
deepening, several countries also experienced some loss of monetary control.
Inappropriately sequenced reforms, combined with inadequate prudential
supervision and unstable macroeconomic conditions resulted, in some cases,

,in financial crisis.

Liberalizing interest rates and removing direct credit controls can
improve financial sector competition and efficiency in the allocation of
financial resources. However, to avoid loss of control, financial sector
reform needs to be supported by active monetary policy and flexible and
effective monetary control procedures. In some cases, financial sector
reform was accompanied by an initial, more rapid growth of credit, which
needed to be constrained by high positive real interest rates, with
possible adverse effects on the real sector (through appreciation of the
real exchange rate and the revaluation of assets). To minimize these
effects,the sequencing of reforms should be consistent with a broader
program of macr~economic adjustment. In addition, the pace of the
liberalization of interest rates and credit should take account of the
solvency of financial and nonfinancial firms and their ability to respond
to the new financial environment. In certain cases, countries may benefit
from liberalizing interest rates and credit more gradually while pushing
ahead with industrial sector restructuring and the recapitalization of
banks.

A minimal system of prudential regulation must be in place if finan
cial sector reform is to succeed. Too rapid liberalization can strain
banks' credit approval process and may not give them time to develop sound
banking techniques and supervisory procedures.
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Reforms Lead to Greater Investment

January 22, 1993

Many de'Deloping countries are lur
1 ing more investment tluut at any
time in tlu past, says a~ study.

Private investors, both local and for
eign, are sinkingmorefunds into Eastern
Europe, Latin America and especially
EastAsia, says tlu study by tlu Interna
tional Fimuu:e Corporation. The IFC is
tlu World Bank affiliate that finances
private sector projects and advises busi
nesses and governments on investment
issues.

In recent years, tempting new trade
reforms and a sense ofgovernment con
tinuity have attracted investors, says
Guy Pfeffermann, co-author of Trends
In Private Investment In Developing
Countries,1993. PfeffermannisDirector

INTERVIEW,from page J

developing world. More and morecoun
tries are increasingly sbble, liberalizing
trade and capit?J flows and creating a
better business climate.

As countries make these changes, they
naturally become more attractive to for
eign investors. In India, for example, the
government has made considerable ef
forts to lib~li'lize investment policies.
Because of these policy changes, many
large enterprises are now thinking about
investing more, often in joint ventures
with foreign companies.

Today, investing in developing coun
tries can be more advantageous than in
vesting in industrialized countries. De
veloping countries offer lower produc
tion costs and allow investors to create
competitive operations.

A factory built in Indonesia, Malaysia
or even in a low-income country today,
will often be nearly as advanced and

of the IFC's Economics Department.
Pfeffermann,
who is also an
IFC economic
adviser, spoke
with World Bank
News about re
cent investment
trends. Excerpts
follow:

WBN: Why is private and foreign di
rect investment rising in the developing
world?

Mr. Pfeffermann: There are a lot of
factors behind the jump. But basically, it
has been caused by recent reforms in the

See INTERVIEW, page 2

state-of-the-art as one built it in Ger
many,Switzerlandor the UnitedStates
but cheaper to run.

WBN: East Asia attracted the most
private investm~t of any developing
region. Why?

Mr. Pfeffermann: That's vel}' hard to
answer. Many economists are still study
ing the ~ed Asian miracle coun
tries.

I can only say that the governments in
East Asia, besides haVing first-rate
macromanagement, have made very' .
great, effective efforts to create incen
tives for private investors.Singapore, for
example, now has probably the most
efficient port in the world. The bureau
cracy is computerized. A ship at sea sig
nals what it needs, and within 20 to 30
minutes, all the pemtits and bureaucratic
requirements are complete. This is
beamed back to the ship, and the job is
done.

BEST AVAILlJ.fJLE COpy

It's extraordinarily efficient, and this i
the kind of thing that will attract privat
investors. In a place like Singapore, Y01
don't become mired inbureaucrati,
hassles.

WBN: What kind of lessons can othe
developing countries in Africa, Law
America or elsewhere draw from Eas
Asia's success?

Mr. Pfeffermann: Besides the need fOJ

sound macroeconomic policies, it is al>
solutely necessary to have good govern
ment institutions and minimal red tape

Investors want continuity, which is ,
large part of East Asia's success. Wher
people invest, they want to be sure ilia'
10 years down the line, the business cli
mate is not going to be any worse than il
is today.

Also, the structures of ccmmunicatioI1
between the government and the private
sector are vexy important. In some of the
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Public and Private
Investment, 1980-90

(percent of GDP)

most successful countries, goverruilents
and private companies work together to
promote investment This doesn't mean
subsidies, but for example, appropriate
infrastructure investment.

WBN: Will the new investment spur
economic growth in developing" coun
tries?

Mr. Pfeffermann: Yes. Investment ac
tivities create jobs-now and in the
future-because you are building up the
long-temi capacity to produce goods. It
also generatestaxrevenuesforthedevel
opingcountry's government. Investment
is part of an upward spiral of incomes,
productio~ employment and govern
ment revenues. Ifinvestment goes down,
you get a downward spiral of all of these
things.

WBN: Many economists claim that
public investment slows growth. Inyour
study, you disagree.

Mr. Pfeffermann: You could argue
that public spending is too low in some
countries. Schools and hospitals are de
teriorating, for example.

By and large, it stands to reason that if
you don'thave good infrastructure,your
country is not going to be vel)' efficient
"and will not attract investment. It's true
that governments have invested in frivo
lous things like superhighways between
the capital city and the nearest beach. But
where governments invest in things that
make sense and in which the private
sector won't take part, then public in-"
vestment helps development. 0

WBN: While private and foreign di
r~ct investment is rising, public invest
ment is falling. Why?

Mr. Pfeffermann: Public investment
is dropping, partly because of the after
effects ofthe debtcrisis. In Latin America,
especially, governments are still putting
the brakes on public spending. When
governments cut spending, they tend to
cut investment first before wages and
current expenses.

Also, governments in many countries
are allowing the private sector to invest
in infrastructure which used to be a gov
ernment monopoly. In telecommunica
tions, for example, many countries sim
ply do not have the money to modernize
and expand telephone systems. So, they
bring in private companies.

Governments are also turning to the
private sectorforhelp in roads and ports.
In Argentina, railroads are being
privatized.

LatIn
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cartbbean
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Africa

Private Investment
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20

18
16

14

12
10

S

6
4

2
o

WBN: In your report, you say the
structural adjustment policies pursued
bysome developingcountries in the1980s
will help them to use investment more
efficiently. Why?

Mr. Pfeffermann: If you produce
matchas in a developing country, there
are two ways for you to make a lot of
money. First, you can make money by
being an efficient producer of matches.
Or second, you can make a lot of money
if the government protects you from for
eign competition.

Structuraladjustment means that these
govemmentsubsidies are graduallycom
ing down toa point where they are not
very important. Today, ifyou invest in a
country that has liberalized, you know
thatyouwill nothave to compete against
firms that "are receiving heavy govern
ment subsidies.

As a country opens up, it weeds out
inefficient enterprises which rely on so
called economic distortions like subsi
dies to make profits. That makes it pos
sible to export.

" ,
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IMF ACTIVITIES

Sharp Changes in Global Balance ofPayments
Picture Occurred During 1991, Says IMF Report

Summary of Global Current Account Balances'
__ ~m_·...;"" : ,... (bll~1on u.&~ouar~) ....:'"....."':'~,; _~ ~.".,._....".,'~<~" •.

··--.·1-985 1986 ·1987 1988 1989 1990 1991

Current account, n.l.e -80.2: -66.2 ~.6 -59.5' -75.9 ·~112.5 ;'91.1
Merchandise f.o.b•.,;\.~i<;'; 6..6 •..•.... O.~ .. ::...;2,2.:~ ........•...•3()~O..,17..~ >.o.•;19~7 ..·.. 20.8:.
Shipment·:::'>«: -24.6';25.6 .,;~30.2:. ~31.8-33.1;.ss.7< ;.41.6
Olher transportation '. . -o.71.~:<O.3..-o.5-2.9.-~:8 . -1.4

Travel ' :··.~:,;(;;~~:;;;·::r,:>. " ,.;. :2.9 .,.3.4: :··,';·'1A";,i.-3.8 .1.:;:~. ·,,~o.4,~..:. ~.5
Reinvested earnings on . :',::;:.";,<:-";,, '~;" ." . ..:;;~~n,:>

direct Investment, .... . 15.~ 16:8 ,:~7.8..25~2':355 ..08 :.•:SO_'7··.·~4· "-04.
46."11.

Other direct investment Income . -9.8 ';2:2' .).•3:0·~3.3 .
Other investmentincome :-53.0 -54.e J:.aa.3 ':"73.1. -n;2 ·~92.5,-90.4~
Other official goods, services.' .".,:'J;.\' ;i~:;~:.;h.~;+(,;"; ''j,'<lj,:'. f/ (,·,r.'::,·;:;;:,.:;·

and income '. . . ',' -12.9 ~19~~·;:.:.:;,;;s.9.::tll~4.~,-15.6 '·14.0;'27~9·

O~e; L~~~~: goOOS,_ services,. -o.412~~,.t;j~:4.:;·!;;~~:~}T:~i1.r' '<~:4 3<5.a'

6~~~~ ~~;:~~:::~ :::;:~ .~1~:~ -1::: ,,~~::~.::'0:l~~:t,,<~~:~ -4:::' ~;~:~.
". -. . . ,- .,' ..>~., ....>.~.~' ., *,,~._~ . 'c',_ '{';: .._;;~::::.{~~::;~:";_~:'::;!~'.:; 'r;~<~ ~::<, :";.::~.:.:,:. ~ .,.

Note: A minus sign Indicates 8 debit fIgUre; n.l.e. indicates data not included elsewhere....,. '.' .'

Data: IMF, Balance of PaymentsStat~Y.arbOOk,Vol.43, part 2 (1992)

T
he current account deficit of
the industrial countries dropped

__ sharply to $18.5 billion in 1991,

from S108.2 billion in 1990, while the
deficit of the developing countries
widened to $81.0 billion in 1991 com
pared with $12.0 billion the previous
year, according to the IMF's 1992 Bal
ana of Payments Statistics Yearbook

(BOPS}'). Among the developing
countries, the oil exporting nations
recorded a deficit of $51.8 billion in
1991 compared with a surplus of$10.0
billion in 1990. Meanwhile, the deficit
of the non-oil developing countries in

creased slightly, to $29.2 billion iri
1991 from $22.0 billion in 1990.

Industrial Countries
The reduction in the current account

deficit of $89.7 billion in 1991 was

mainly the result of an improvement
in the merchandise account of $46.4

billion (to a surplus of $9.0 billion)
and a reduction of $31.2 billion in the
unrequited transfer deficit, most of
which was due to official . transfers.
The improvement in the merchandise
account was caused largely by the sub
stantial increase in Japan's trade sur
plus, to $103.1 billion in 1991 from
$63.6 billion in 1990, and by a sub
stantial decrease in the U.S. deficit, to

$73.4 billion from $108.8 billion.. The
improvement would have been l:irgc;r
but for a marked reduction in Ger
many's surplus to $23.5. billion in 1991
from $71.7 billion in 1990.

The deficit on official cransfers was
reduced significantly during 1991 to
$30.8 billion, from $62.7 billion the

previous year, as a result of transfer

credits almost doubling to $115.3 bil
lion while debits increased by 18 per

cent to $146.1 billion. The. mcrease in
credits was due mainly to receipts by
the Un;ted States of $42.5 billion of
nonrecurring cash contributions from
i_ts coalition partners in Operation
Desert Storm. The increase in debits
reflected both the payments to the
United States by its coalition partners
and debt forgiveness by a number of

industrial nations.
Relative to current payments, the

current account deficit of the indus
trial countries dropped sharply to 0.5
percent in 1991, from 2.7 percent in
1990. These levels contrast with the
previous lowest ratio of 1~3 percent in
19~6 and a peak of 3..1 percent in
1985.

The reduced current account deficit
in 1991 was accompanied by a large

inflow of long-term capital of $90.0
billion compared with an outflow·of
$12.0 billion in 1990. However,

owing to short-term capital outflows
of $79.7 billion in 1991, compared
with an inflow of $110.7 billion in
1990, the overall balance, excluding
the itemS "exceptional financing" and
"liabilities constituting foreign author
ities' reserves," swung into a deficit of

$11.7 billion in 1991 from a surplus of
$21.9 billion in 1990. The deficit in

1991 was financed primarily by a re

duction in reserves of $10.9 billion,

compared with an increase in reserves
of $57.3 billion the year before.

Net capital inflows, including
changes in reserves, declined to $21.9

billion in 1991 from $76.8 billion in
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1990. The net acquisition of foreign inflow of$379.9 billion). :rhis was. ac-
financial assets declined by 47 percent companied by a direct investment in-
to $478.4 billion, and the net incur- flow of $105.7 billion and a reduction

rence of foreign liabilities declined by in short-tenn liabilities of deposit-
49 pea;cnt.to $500.4 billion in 1991. ,money banks of 5133.0 billion:

The net: acquisition c;i foreign ~sets" r

it?- 1991 resulted mainly' from direct .; Developing Countries
investment abroad ($175.7 billion) and The current account deficit of the de-
a marked increase in transactions in veloping countries increased to $81.0
long-tenn securities, that is, portfolio billion in 1991 from $12.0 billion in

investment· assets (5308.4 billion). 1990. This was largely attributable to a
Even so, the uninterrupted upward drop in the merchandise trade surplus
trend in direct investment abroad to $11.7 billion from 557.0 billion.
since 1984 'was broken in 1991, with The merchandise trade 'surplus of the
the' value of transactions falling by 23 oil exporting countries fell as the result
percent. This reduction was evident of a reduction in exports that was
for almost all industrial countries, but greater than the fall in imports. By
to differing degrees. The acquisition of contrast, the deficit of the non-oil de-
long-tenn foreign securities' increased veloping countries increased, despite
by almost 90 percent to $308.4 billion an increase in their exports. '
in ·1991, following a 'decrease of Iri contrast to the merchandise trade

28 percent in: 1990. The large increase surplus, the deficit in other goods, ser-
in'1991 was .accounted for by a num- Vices, and income items remained
ber of countries, notably the 1Jhit~d persistently large, deteriorating by 46

States (56 percent, to 545 'billion), percent in 1991 to $104.9 billion.

Japan (85 percent, to $74.4 billion), Among the major components of this
the United Kingdom (145 percent, to category, only the travel item showed

556.7 billion) and Belgium-Luxem- a '-significant surplus, while labor in-
bourg (130 percent, to 534.0 billion).co~esho~ed a small but increasing

'Long-term securities represented surplus. The net inflow of unrequited
the most significant component in the transfers into developing countries fell
net incurrence of foreign .lia~ilities by to 512.2 billion in 1991 from $31.2
industrial countries during 1"991 (a net billion in 1990, as private transfer

receipts fell and official transfers almost
doubled.

At the same time, long-tenn capital

inflows increased sharply to $108.9

billion in 1991, from $21.6 billion in
1990, while the outflow of short-tenn

.capital increased slightly to $S.Obil

lion from 52.9 billion. Reliance on
exceptional financing was reduced
slightly to 540.4 billion in 1991, from
541.3 billion the previous year, and

reserves increased by 5~4.2 billion in
1991 compared with 540.8 billion in
1990.

Overall, capital movements for de
veloping countries, including changes
in reserves, showed a net inflow of
579.2 billion in 1991 compared with an
inflow of518.8 billion in 1990. Capital
outflows (representing net acquisition
of financial assets abroad) fell to $91.5
billion in 1991, from $107.1 billion in
1990. The largest outflows were
recorded' for Asia ($66.1 billion) and

the Western Hemisphere ($24.5 bil
lion). Capital infloM (representing net

incurrence of financial liabilities

abroad) rose to 5170.7 billion in 1991
from $125.9 billion in 1990. The

largest inflows OCCUlTed in Asia ($69.8
billion), the Middle East ($38.6 billion),
and the Western Hemisphere ($39.8

billiC!n) .

'.'
. Liabilities
ConsUtuUng

. Short-Term Net Errora & Exceptional Authorities' Total"
Capital Oml••lons Financing Reserves Changes

1990 1991 1990 1991 1990 1991 1990 1991 1990 1991

,106.3 -73.8 26.3 -0.6 42.0 40.0 26.5 -6.8 ·96.5 -58.1
110.7 ·79.7 31.5 -3.4 0.7 -0.4 34.7 1.1 -57.3 10.9
··..2.9 . -5.0 '. -6.7 1.7 41.3 40.4 -0.4 -0.9 -40.8 -64.2

-1.5 10.8 1.6 1.1 -7.8 -7.0 1.7 -4.8

~ .,'" .~..~ . t4 ;- .~ ';/"'"

~7.1 ., -1.8 ' ·7.7 2.9 2.5 -0.4 -0.1 4.8 -5~2

4.2 -5.0 4.9 9.4 38.4 37.9 -0.8 -36.0 -59.0

Data: IMF. s.a"nce 01 Payment:s Stal/stics YBIUbook. Vol 43. Part 2 (1992)

.•.. :(blIIIon.U.s. doIIara)

-':Lorig-Term
Capital

1990 1991 : . 1990 1991

-112.5; -19.1 .
-108.2 . -18.5 :

.. -12.0 ' -81.0 ;
~!" :7.7'... 8.4

" ,

, : ~ I
Total
Industrial countr1es
Developing countries
International organizations

7.9 190.4
-12.0 90.0
'.21.6 108.9
. ·~.7 -8.5
~.",.:~ .; . .-:::. ~::

MEMORANDUM ITEMS,:L ;~:L ~:;::;':.;!'::TJ:: n~> ':.;:"

Oil exporting countries 10.0 . -51.8: ',,1.3 62.2
" Non-oil'deveJoping countrie.s.:. '·22.0 -2~.2 .,,20.4 46;7
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International Organizations

According to the data compiled by the

IMF, the -current account surplus of

international organizations increased
slightly to $8.4 billion in 1991 from

$7.7 billion in 1990. The improve

mer.t was due to an increase of $1.2

billion in the surplus on other invest
ment income, offiet by a decrease of

$0.7 billion in the deficit on official
services.

Capital account transactions of in
ternational organizations,. including
changes in reserves, recorded a net
outflow of 59.4 billion in 1991, similar
to the outflow of 59.3 billion in 1990.

. Global Current Account

Discrepan-=y
Whereas, conceptually, the surpluses

and deficits on current account of all
countries and international organiza

tions should offiet each other, leaving
no global discrepancy, this does not
happen in practice. Indeed, the global
current account discrepancy showed a
deficit of $91.1 billion in 1991, com
pared with a deficit of 5112.5 billion
in 1990. The discrepancy, which im

proved significantly' in 1986 and 1987,

worsened persistently over the next

three years, reaching its highest
recorded level in 1990. However, as a

proportion of global cUrrent account

payments, the discrepancy has shown a
downward uend fLom -5.0 pezccnt he
1985 to -2.1 percent 'in 1990 and -1.6
percent in 1991.

The global current account discrep
ancy is the result of incomplete cover
age and inaccurate recording oftransac'"
clons by countries, and the omission of
countries for which data are not avail
able. To make the balance of payments

standard comp'onents more analytically

useful, the BOPSY (part 2) includes
data that are adjusted for the global dis
crepancy. When these adjustments are
taken into account, the global imbal

anceis reduced considerably. With a

January 25, 1993

view to improving the coverage of

transactions in the ilobal data, the
IMF's Statistics Deparonent has also
collected and incorporated data on the

transactions of the major international

and regional organizations.

The current account discrepancy is

a composite of imbalances in the vari
ous components that' partially offiet

each other. Among the major negative
imbalances are "other investment in

come," followed by "shipment," "of
ficial unrequited transfers," and "other
official goods, services, and income."
In contrast, positive imbalances are
recorded for "reinvested earnings on
direct investment," "other private
goods, services, and income," and
"merchandise."

No attempt is made to adjust the

global statistical discrepancy in the
capital account. As a follow-up to the

Report on, ,the World Current Account
Discrepancy, a Working Panyonthe
Measurement of International Capital

Flows was constituted in January
1990. A final report on its findings
with reconunendations for improve
ments in these data was published by

the IMF in September 1992.

Yearbook Provides Balance of

Payments Data for 1985-91
The 1992 BOPSY (Volume 43) con
tains data for 1985-91, current as of

September 1, 1992. The Yearbook is

divided into two parts. Part 1 contains

data and explanatory notes by country.

Each country section includes two ta

bles that present annual data in both

aggregated and detailed formats.
Quarterly data (when available) are

presented in aggregated fonn. Part 2
presents data for the world, interna
tional organizations, and principal re
gions, as well as for individual coun
tries.. W orId and regional totals
include estimates for countries that do
not report, or whose reports are not
current. However, no estimates are in

cluded for the states of the former So

viet Union. Also included in Part 2
are adjustments for selected statistical

discrepancies in the current account.

The price of the 1992 Yearbook is
USS45.00. A special rate for university
faculty members and students is available.
Please write to Publication' Services, Box
5-361, International Monetary Fund,
Washington. D.C., 20431, U.S.A.

23



-------'----IMF SUItVEY--------

SELECTED TOPI.CS

Parallel Currency Markets in Developing
Countries Analyzed by IMF EconOlllist

enloping country authorities

:1) hJ,vefound that tolerating do-

mestic parJ,llei markets-also

known as black, intonllJ.l, fragmented,

or curb nlJ.rkets-in foreign currencies

has not helped them to either defend
their international reserves or maintain
overvalued exchange rates, according

to Pierre-Richard Agenor, Economist

in the IMF Research Department's

Developing Country Studies Division.

In Hzr,111cl Currcncy .\larkers in DClJel

(lpill<~ CVII/ltries: Tlzevry, El'idmce, <HId

H1licy Implicaril1tls, \\'hich is No. 188 in

Princeton University's Essays in Inter

national Finance series, Agenor dis

cusses recent theoretical and empirical

analyses of these markets and considers

relevant policy issues. He observes that

parallel markets in any commodity de

velop in response to legal restrictions

on its sale, ceilings on its price im

posed by the country's government,

or both. Many developing countries

apply both types of restrictions to for

eign exchange transactions, with the
exchange rate typically pegged by the
central bank and only a small group of

intermediaries permitted to engage in

currency transactions.

Since under such regimes domestic

purchases of foreign exchange are re

stricted to uses deemed by the author

ities to be essential for economic de

velopment, mch as purchases of capital

goods, incentives are created for the

diversion of foreign exchange to illegal

parallel markets, where it is sold at a

price above the official exchange rate.

The amount by which the parallel

market rate exceeds the official rate is

known as the parallel market premium.

66

Agenor explains that the size of the

parallel mJ,rket premium "will depend

upon a host of factors-in particular,

the penalty structure and the volume

of resources devoted to apprehension

and prosecution of violators." He also
notes that the premium typically fluc
tuates considerably over time and

J,mong countries, adding that "in peri

ods characterized by uncertainty about

macroeconomic policies or unstable

political and social conditions, parallel

market rates tend to react swiftly to

expected future changes in economic

circumstances." Somewhat surpris

ingly, Agenor notes that in certain

circumstances-for· example, in an

outward-oriented economy that expe

riences rapid economic growth and

records large external surpluses. thus

inducing its central bank to restrict the

banking system's accumulation of for

eign exchange and unintentional1y

creating excess supply in the country's

parallel currency market-a country's

p3rallel mark,et exchange rate may ap
preciate with respect to its official ex

change rate.

The author expresses the view that

parallel markets "typically emerge out

of restrictions on trade and capital

flows. In low-income countries, the

process often starts with the govern

ment trying to impose regulations on

trade flows (licensing procedures, ad

ministrative allocations of foreign ex

change, prohibitions). The imposition

of tariffs and quotas creates incentives

to smuggle and fake invoices by creat- .

ing an excess demand for imported

goods at illegal, pretax prices . . . . Il

legal trade creates a demand for illegal

BEST AVAIL". iJLE COpy

currency, \vhich, in turn, stimulates its

supply and leads to the creation and

establishment of a parallel currency

market if the central bank is unable, or

unwilling, to meet all the demand tor

foreign exchange. at the otEcial ex
change rate."

Once a parallel currency market

comes into existence, its size will de

pend principally on the range of trans

actions subjected to exchange controls

and the extent of enforcement by the

authorities. Agenor states that, on the

one hand, in a country where demand

rationing is not intense in· the official

toreign exchange market, the parallel

currency market is likely to be of

marginal importance; on the other

hand, in a country with chronic bal

ance of payments defi·cits Jnd a central

bank that lacks sufficient international

reserves and/or borrowing capacity to

satisfY the dem;.md tor foreign currency·

at the official exchange rate, the paral

lel market is likely to be well devel

oped and organized, with an exchange
rate substantially depreciated with re
spect to the official rate,

Parallel currency markets generally

coexist with, rather than replace, the

official foreign exchange market be

cause of the penalties that parallel mar

ket traders may have to pay if they are

caught. Agenor comments that "both

legal and illegal markets will exist if the

risk of penalties can be reduced by en

gaging in legal sales that mask profitable

but illegal transactions." Moreover, _he

notes, parallel markets, though illegal,

are frequently tolerated by· the authori

ties in developing countries.

The author observes that sources of

March 8, 1993
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has several adverse effects, including

(1) the costs of enforcement: (2) the

loss of tariff revenue because of smug-

. gling and underinvoicing of exports,

the loss of revenue from both income

and domestic indirect taxes, and re

duced flows of foreib'1l ,exchange to the

central bank (which lower the govern

ment's ability to finance imports):

(3) the' adverse effect of rent-seeking

activities (for example, solicitation of

bribes by government officials) on the

country's resource allocation: and
(4) the weakening of monetary control
owing to the parallel market's facilita
tion of switching fr0111 domestic cur

'rency to foreign currency, assets and

the possible loss of seigniorage revenue

accruing to the government.

Some developing countries' authori

ties argue, Agenor notes, that parallel

currency markets may be socially des~r

able because they acconunodate ~trans

actors whose demand for foreign ex

change is not met by the official market

or because they increase employment

by increasing the domestic availability

of imported inputs. He notes, however,

that there is little empirical evidence to

, support' these assertions, adding that

"overall, the welfare effects of ex

change controls in the presence of par

allel markets are largely ambiguous."

. Further, Agenor asserts, developing
,countries' justifications for imposing

exchange controls have been seriously
flawed. He observes that "rationing

has 'created shortages of imported

good and shortages have encouraged

smuggling. This has made it highly lu
crative for rent-seeking traders to .re

sell in the parallel market foreign ~x

change illegally acquired at the official

rate. The existence of a high 'and pos-

, itive premium in the parallel I11arket

,has represented in many ~ountries a

strong incentive to divert export re

ceipts from the official to the parallel

market. As a result, instead of increas

ing the reserves at the disposal of the

supply and demand in pa'~allel markets

"vary from country to country and

depend heavily on the nature and ef

fectiveness ,of exchange restrictions

imposed by the authorities." The sup

ply of illeg.d holdings of foreign cur

rency gene,rally comes from five prin

cipal sourn:s: smuggling of exports,

underinvoicing of exports,' overin

voicing of imports, foreign tourists,

and the diversion of remittances from
abroad into unofficial channels. Gov

ernment officials may also divert for
eign exchange fr,onl the official to the
parallel market in eXi.:hange tor bribes

or 'other considerations.

Agenor opines that "although all, of ,

these sources are likely to ,be used ...

there is in gen~ral a dominant source

at each time and in each country." He

adds that "available estimates ... s~ress

the importance of smuggling, under

invoicing of exports, and overinvoic-

, ing of imports as the major sources of

supply of foreign currency in m'ost de

, veloping countries~"

The author notes that the demand

for foreign currency in parallel markets

generally reflects three principal activi

ties: . legal and ,illegal imports, portfolio

dive~sification and capital 'flight, and

residents' travel abroad. He notes that

the inherent confidentiality of transac

tions carried out in the parallel market
encourages its use for illegal activities

and comments that "the portfolio 1110

tive is particularly acute in high-infla

tion economies and in countries where

considerable uncertainty over eco

nomic policies prevails, because for

eign currency holdings 'represent an ef

ficient hedge against bursts of domestic

inflation." He alsq points out that in

middle-income deve'loping countries,

, portfolio diversification is often a very

important determinant of demand for

foreign exchange in· parallel markets.

The author, observes that, from the

viewpoint of national' authorities. the

operation of parallel currency ,markets
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.luthorities.official controls have suc

ceeded only in: diverting a subst:mtial

p.lrt· of the available foreign exchange

·to illicit use."

The author also indicates that. high

l-'rt:miums in parallel currency markets

have considerably weakened the bal

.1IlCes of payments of soine countries

and cautions that th~. expansion of

these parallel markets may weaken the

etTectivenessof capital controls. He

therefore concludes that. "if parallel

markets e:-nerge in response to the im

position of controls. the most effective
remedy is to eliminate the restrictions

and let prices reflect fully the scarcity

of foreign exchange," adding that in

recent years several developing coun..;

tries have moved, in Jccordance with

this \·iew, to make their exchange and

trade regimes less restrictive.

The Princeton·- Essay al~o discusses

the interrebtions bet\veen parallel cur

rency nurket premiums and exchange

rate devaluation by developing coun

tries. as \vell' as the unification of a de- .

veloping country's foreign exchange

market. The same issues discussed in

Hmi//d CI/rrellcy .Harkets ill Del'eloping

.Cl//Iltrics and other Issues \vill be. di's

cussed at· greater length and at a higher

level of technical sophistication in a

forthcoming book entitled ltifonnal Fi
IIancial .Harkets in Developin,,! COl/tltries:
A· Macroeconomic Analysis.: Written by

economists Peter J. Montiel, Pierre

Richard Agenor, and Nadeem VI

Haque, the book is based primarily on'

work done in the IMFs Research De

partment and. is to be published in

April 1993 by Blackwell Publishers._

C:opie:\ or [>.IrI.Jllti C"rrt'l/cy .'vll1rkm in Dl'vel·
,'pill,l! e'I/"lnt'S 'Jre:' aVJi1Jble: for S6.5/l e:ach
from che: IntcrnJtional Finance Se:ction. De
pJrtment of Ec~momics, Fishe:r Hall, I'rince:
tonUllIve:rmy. Prince:ton. Ne:w ·Je:rsey
I1l'l544-11 121. U.S.A. Cllple:S of [,[formal
Filll1l1c1l1l '\[l1rkw in Dl'vdlJp.n,1! COlmlnts will
(mC L411 cach and lIIay he: orde:re:d from
Mj"con Book Se:rvicc\. 1'.0. Uox H7,
Oxford OX2 ODT, Unite:d Kingdom.'

BESTAVAILABLE COpy



Winter 1993

Real Exchange RateManagement for Policymakers in
Developing.Countries
SHANTAYANAN DEVARAJAN, JEFFREY D. LEWIS, and SHERMAN ROBINSON
"EXTERNALSHOCKS, PURCHAS'ING POWER PARITY, AND THE EQUILIBRIUM REAL EXCHANCE RATE"
In WORLD BANK ECONOMIC REVIEW, Vol: 7. No: 1. Ian, 1993. '

F
aced with sharp increases in real interest rates, cut

, backs in foreign lending, and deteriorating tenns of
trade - all of which lower the sustainable level of a

. '. country's current account balance- developing coun
tries since the mid-1970s have been forced to reduce their trade
deficits or, in some cases, to run surpluses. Often with substan
tial I!vlF and World Bank insistence, they have adopted "struc
tural adiustment" programs aimed at facilitating the transition
to lower current account deficits. A common ingredient in all
these programs is a real depreciation of the exchange rate which,
it is argued, will increase "competitiveness" of exports, make
imports more expensive, and shift resources from sectors pro
ducing nontradables to those producing tradables:

Implicit in the recommendationof a devaluation is' a view
that the real exchange rate is out of equilibrium. This raises two
difficult questions for policy~akers: By how much? And what
is the equilibrium exchange rate? Policymakers need answers
to these questions'to determine how large an exchange rate
adjustment is required, and how large a shock the domestic .
price system must absorb. .

The· 1~2-3 m'odel is a very simple general
equilibrium model the key implication of
which is to replace the tradable
nontradable dichotomy oftheSalter-Swan
model~thacontinuum oftradability.

, Two common approaches used to determine' the equilib
rium real exchange rate in a country are purchasingpowerparity
lPPPI calculations and the Salter-Swan tradables-nontradables
model. The PPPapproach involves choosing a benchmark year
in which the current account was "in equilibrium" or "sustain
able," and 'thereafter calCulating the equilibrium nominal ex
change rate in any subsequent year by adjusting this benchmark
rate according-to the inflation differential between the country
and its trading partners. TheSalter-Swan open economy model
approaches the problem by defining the real exchange rate. It
does this in terms of noritradable prices (for goods produced and
sold in the country) and tradable prices [for go-ods that- are or
could be trad,ed internationallyIratherthari in terms of domestic
and foreign price levels. .

Devarajan and Lewis discuss the theoretical and empirical
difficulties associated with each of these two approaches. PPP
calculations, for example, require one to accept the question
able assumption that the external environment and structure of
the economy have remained unchanged since the benchmark
period, and also rely on the use of price indices that are not
conceptually identical to traded' and nontraded goods: The
Salter-Swan model, on the other hand, relies on a strict di
chotomy between tradables and nohtradables that is empiri
cally untenable, since the number of completelynontraded
commodities is quite small. Moreover, the model. also -fails to

BESTAVAILABLE COP,Y

- distinguish between exports anu imports, '0'hich in m;lIl

developing countries are often very differen t gC)( JUS.

The authors then develop a model that auun:sses the'
the'oretical and erllpirical concerils. Toward that end thl
demonstrate that the PPP approach and traditional Salter-S\\';1
fonnulations are in fact special' cases of the J-2-.i Ill( >lie
allowing a clearer understanding of the circumstances 11l1lh

which the two aP!1roaches cap. be expected to yield simIle
outcomes. The resulting one-country, two-activity, thn:e-co!1
modity lor 1~2-3Imodelgeneralizes the Salter-Swan approach t
include both exports and imports, as well as imperfect subst
tutes for each.

The 1-2-3 model is a very simple general equilihrium m()(JI
(with only eight equationsl in which two goods (a domestic go<:
and an export good) are produced, and two commodities (th
domestic good and an iinported good1 are consumed, The kt
feature is the assumption of imperfect substi tutabili ty betwee
the domestic good and both imports and exports, Domesti
goods and exports are imperfect substitutes in supply, implyin
that it is costly to change the allocation of the economy
productive capacity between the two, Similarly, domesti
goods and imports are imperfect substitutes in consumptiOI
The impact of this- treatment is to replace the tradablt
nontradable dichotomy of the Salter-Swan model witha COl

tinuurn of tradability. Separate elasticity parameters allow f<

varying degrees of substitutability between domesticgoods an
either -exports or imports. In other respects, ~he model is
standard general equilibrillm model: it contains no monc.:t<11
or financial variables, and it detennines only relative rricc
What drives the model is a functional link bet\\'een the rei
exchange rate [defined correctly as the ratio of tradahle t

nontradable prices) and the trade balance.
Using this model to analyze the impact ofa terlll~-of-tral

shock lin which the world price of imports anu/or exp()l'1
changes), the authors show how one can decompose the nece'
sary change in the equilibrium exchange rate into three COlllpt
nents: an inflation diHerential effect, a terms cd I r£ldL' cHeer,

'('<I))T }))l1l"/II)) I'd'~l' I
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and a balance of trade effect. The first component is com:eptll
ally similar to the standard adjustment of the PPP approach,
although the theoretfcally appropriate weights to measure
changes in world import and export prices in the 1-2-3 model
are based on the substitution elasticities, rather than on trade
shares as in the PPP approach: The other two compOnL'J1h
represent exchange rate adjustments that are necessary becall~e

of real changes in the external environment: tenns of .trade
movements or shifts in the sustamable balance of trade. These
real effects are ignored or omitted in the usu·al PPP approach.

Finally, the authors illustrate their method of calculating the
equilibrium real exchange rate by applying the 1-2·3 model to
C<;lmeroon and Indonesia, two oil~exporters which suffered
major tenns. of trade shocks in 1986 when world oil rrice~

plummeted. The exchange rates derived from the 1-2·3 model
are contrasted with predictions derived from the PPP approach.
Tht model estimates depart quite substantiallyfrom the PPP
approach, which neglects tenns-of-trade shocks entirely. The
1-2-3 model estimates are also compared with results deriveJ
from larger multisector computable general equilibriurn ICGE\
models for each ecOnomy. The similarity in results from the
two models suggests that in practice,· using the simple 1-2-3
model to compute equilibrium real" exchange rates sacrifices
little relative to building and solving a more complex modL'li

. moreover, solving the 1-2-3 model requires little more infonn~l

tion than thatrequired to carry out the usual PPP calculations.
While the substitution elasticities are not directly observable,
experience with larger models and a growing body of empirical

.estimates help us narrow the range for these elastici ties, thereby
increasing confidence in the exchange rate changes estimated·
by the model. • . .



Record Global Borrowing
In.1992, Says OEeD

D.
' espite poor prospects for the

world economy, uncertamtles

in Europe, and interest rate and

exchange rate tensions, borrowin"g on

international capital markets hit a"

record $610 billion in 1992-a 16·

percent increase over the previous

year, according to the Organization

for" Economic Cooperation and De

velopment (GECD) in its. February
issue of FinancitilMarket Trends, a
quarterly report on developments in

global financial markets. The report

adds, however, that the 1992 data

"vastly overstate" the contribution of

the international markets to net fi

nancing because these data include

significant loan refinancing and do not

take account of the record volume of

outstanding bonds that were redeemed

in the course of the year.
Discussing borrowing by groups of

c~untries, the report points out that

• The demand for international fi

nancing continued to be strongly con-

.centrated in the "OECD area;OECD

borrowing was $535.7 billion in 1992,

or 88 percent of the total. Within the
GECD, a striking development was
the strong expansion of borrowing by

"U.S. residents, which rose by $95.0

billion (27 percent more than in

1991). Borrowing by U.K. residents

also rose-for the third consecutive

year-to $70.9 billion. In addition.

German borrowers' resorted to inter

national capital markets on a signifi

cantly larger scale. raising S28 billion

in 1992-almost 50 percent more than

a year earlier. Fund-raisi~g by Japanese

entities. which had been the heaviest
borrowers during 1989-91, totaled

$75.5 billion in 1992, or- 8.4 percent

less than in 1991.
• After expanding by almost 60 percent

in 1991, borrowing by developing

countries rose only modestly (by 2 pc:r

cent) in 1992, to $47.3 billion. (Ho\,'

ever, reconstruction-related 'loans . to

Middle Eastern countries. which ac

counted for $1] billion of the S4().2

billion borrowe~ bydevdopin~ COlill

tries in 1991." totaled just 53 billioll III

1992.) .Asian and latin Amc:ricJIl bor

rowers accounted for the bulk of dL'

veloping country borrowing in 11.)1)2 ..

• Borrowing by Central and Eastem

European countries declined to S1.5
. billion in 1992-about16 percent less

than a year earlier and only about one
third "the yearly average durin~

1988-90.

OECD Countries Dominate Borrowing
on International ~apltal Markets

. (billion ~... dol.....)

CountrY Group
1_ 1" 1110 1091 1992

OECD area 413.8 426.5 384.4 457.9 535.7

Developing countries 22.5 21.8 28.6 46.2 47.3

Central" and EaatemEurope " 4.6 . 4.7 4~6 1.8 1.5

Others 12.6 13.5 17.3 19.0 25.2

Total 453.5 466.5 434.9 " 524.9 "609.7

Data: CECO. FJnancJ4J Marlcet T~. February 1993
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1Eurocomnerclal paper and Euro-medum-temi-nOte programs.

~ata: OECD. FillNlClaJ Mm.t Trends, February 1993

:Sorrowing on International
Capital Markets Surged in 1992

(bIlHon u.s .doIIara)

The report points out· that, in addi

tion to a" higher volume of ·new de

mand, international bond markets will

be confronted with rapidly growing

refinancing-needs. In 1993, the

amount of scheduled - payments on

outstanding _bonds is expected to be

about 5260 billion-and the total

could be muc.h higher if there· are

early redemptions, which is usually the

case in an environment of falling in

terest rates. The. report suggests that

the competitiveness of the Eurobond
markets should· ensure that these mar- .
kets recapture the bulk of security of:'
ferings connected with refinancing

_operations. Moreover, a large propor

tion of retlows from redemptions will

.be rolled over in these markets.

Two. additional factors may enhance

the supply of capital to the Eurobond

markets, according to the report: the

introduction of very large Euro-issues

by sovereign borrowers, which in

vestors find particularly attractive be

cause of the high liquidity and scope
tor· arbitrage that they offer; and the

possibility· of a sustained rally in the

bond markets (given marketexpecta

tions of a significant drop in European

long-::tenn interest rates), which \vould

boost investor confidence.

Prospects for the syndicated loan

market are less. flv~rable. says· the re
pan. It notes that banks' strategic deci
sions will continue to be strongly in
fluenced by considerations of credit

quality and bJ.Iance-sheet consolida
tion. Most banks will remain "very·

cautious" in making·10ans, which \vill

limit the expansion of the syndicated

market.

F-inally, the report notes that the

Euronote market has become much

broader and deeper in recent years,

with. business volumes having grown

rapidly. The'momentum for. further

wowth will continue to come from
the mark~t for Euro-medium-term·

notes, the report points out.

1992199119901989

Prospects

Assessing short-tenn prospects tor the

globa16nancial markets. the report pro

jects that international securities mar

kets are likely to remain buoyant. The

Eurobond markets hav~. entered 1993

on an "exceptionally strong footing," it
notes. adding that all available indica
tors suggest -."a volume _of capital de

mand for 1993 much larger than in re

cent years." Borrowing requirements of

OECD governments have risen consid

erably, and a substantial portion of

these will have to be financed interna

tionall~" Non-OECD countries that

have regained the creditworthiness to

attract private and institutional investors

are also expected to step up their bor

rO\vings on securities markets.

mercial paper programs (which are

borrowing instruments . that have·

shorter maturities than medium-tenn

notes) continued to decline in 1992,

re~ching S28.9 billion~about one half

of the yearly totals of t~e late 1980s.

198819871985 - 1988
o

300 t-T--..,....-__

400 I-----:==--:==_~

CJ ECP and MTN programs1
-_ Committed facilities

600 ~--------------------___{
_ Syndicated loans
llB Securities

500 1--------------------------1

100

Turning to bolTowing by .instru-.
ment..th~ report notes that, after ex-

. panding by 30 percent in 1991 i the

volume of husiness in the bond mar

kets totaled 5334 billion in 1992 (or

55 percent of allborrowing)-a 12

percent increase over 1991;

New lending activity in the syndi

cated credit" market remained weak,

according to the report. The cautious

attitude of banks and their emphasis on

increasing rates of return continued to

limit the scope for the. market's

growth, while resulting in a further
stiffening of lending tenns. Total syn- .
dicated loans amounted to S118 billion
in 1992-about the same as in 1991

and· this figure included an· exception

illy large volume of refinancings.

. A particularly striking feature in

1992. according to tile report, was the

expansion of Euro-mediu~-terrn·note

programs to $99.0 billion (16.2 ·p-ercent

of total borrowing) •. from $44.3 billion

(8 percent of total borrowing) in 1991.

By contrast, the value of Eurocom-
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Focus'on World Debt

D~bt Crisis Far From Q\:er For Sub,;Saharan Africa

_New York" - For the severely indebted low-income
counuies of sub-Saharan Africa, debt-servicing remains
unsustainably high in relation to expon earnings and Gross
National Produci (GNP), according to a new World Bank
report

The repon, 'World Debt Tables, 1992-93', released in
Washington Dec. 17, says that while the pattern ofexternal
resource flows todeveloping countries has changed signifi
cantly in recent years, the situation of severely indebted
low-income countries (SD...ICs),. which include sub-Saha
ran African rJtions, h8s remained relatively unchanged,

Thus while the debt crisis that began a decade ago is
largely over, the repon states that .. the crisis is cenairily far
from over" for many·sub-Saharan African counaies which
"are indebled largely. to official bilateral crediLOrs and
whose debt burdens. are, in some cases, unsustainably
_high." .

Sub-Saharan African counaies affected include Ethio
pia, Kenya, Mozambique, Niger, Somalia, the Sudan, Tan-
zania, Uganda and zaire. . . -

The repon states that while Africa's sub-Saharan coun
tries continued to receive external official suppon "at
historically high levels the majority of them remain far
from external viability." .

For example, it points out that the debt-to-exponsratlo
for SILICsis projectedat411 percent in 1992,and thedebl
to-GDP (Gross Domestic Product) ratio at 113 percent

According to-the 223-page report. the total debl of the
SILICs rose by 1.6 percent in 199] to 177.1 billion dollars.
This, it says, is a relatively small proponion of the total
external debt ofall developing countries, estimated-at 1,703
trillion dollars in 1992, an increase of over 100 billion .
dollars from the 1991 figure.

Much of the reason for the increase in Third World debt
is because of the external debt of the former Soviet Union
which is estimated by the bank al around 67.2 billion dollars
at the end of 1991. _

.The repon adds that "for some, reducing debt burdens
to sustainable levels looks increasingly difficult within·
existing"official debt reduction schemes",

To this end, the bank states that "additional debt for
giveness will be necessary for many of them if they are io _
reduce their currently unsustainable debl burdens."

And it notes that the "challenge" ahead "is assuring
enough concessional funding fortheir future development .
needs, at a time when aid budgets are growing more slowly
than is the number of old and new claimants on these
limited funds".

In fact, according to the repOrt. of the" 18 billion dollars
commiued by the World Bank in 199_1, Africa received
only six percent, compared to Latin America's share (28
percent), Europe and Centra! Asia (23 percent), East Asia _
and the Pacific (22 percent), the Middle East and NOM
Africa (12 percent) and South Asia (9 percent).

Africa was~ however, the largest recipient of commit-
. ments by the International Development Association (IDA)
- the 'soft-Ioan' ann of the Wor.ld Bank - receiving a 40
percenl share ofcommiunents, followed by South Asia (30
~rcent), and East Asia and the Pacific (20 percent).

But the repon points out that these "constraints" have
res~hed in a" stagnation in net flows to the low income
developing counaies during both 1991 and 1992.

And while foreign dir~l investrnenl in developing
countriesas diverse as Bangladesh, China, Hungary and the
Philippines during 1991-92 surged to a total of roughly 38
billion dollars, new irivesunent largely bypassed the poor
est African countries.

On the other hand, Nonh Africa and the Middle East arc _
projected to see a substantial increase in foreign dir~t

invesunent flows from 0.7 billion dollars in 1991 to 2.1
billion dollars iil-1992.

Accordin-g to the repon. the external financing needs of
the severely indcbtedlow-income countries have bcenmel
during, the I980s. through strong official suppon with

-_ highly concessional finance, extensive debt reschcd~ling

and official developmenl assistance (ODA) forgiveness.
BUl the World Bank warns that ODA forgiveness y,hich

had been substantial in ]990 and 1991, "will probably not
surpass four billion dollars in 1992," and that grants to
severely indebt~d low-income countries- are projected to
fall by more than four bill ion dol lars in· ]992. -

The re~>n also points out thal because nel flows on debl
have remained posilive for these countries throughout the
]980s, their outstanding debt has continued to grow and has
led to "debl service obligations that are well in excess of
sustainable levels."

It adds that the debt problems of this group of countries
is exacerbated by "structural weaknesses in their ccono~

mies, including poor infrastructure. low levels of skillc{j
man-power, and undiversified exports."

In addition, it notes ihat"adverse terms-of-trade shocks
in the mid-1980s ied lO a declining non·interesl currenl
account balance (excluding official uansfers) and repealc{j
recourse to rescheduling, and to the run upofarrears':' (IPS)

DEVELOPMENT HOTLINE .' A p;ubhc servICe of SID (Soctety for Internatlo~al Development) in cooperation with IPS (Inter ~8SS Service) '01. _



Latin American Debt Crisis Has Abated But Not
O,'er. Sa)'s "'orld Bank

Ne" York -:- While the debt crisis which gripped
, Latin America and lhe, Caribbean in the 1980s seems to

have abated. it is still too early to consider it definitively
, overcome. the World Bank said in a repon released Dcc.I7.
The region o~ed 439.7 billion doHars in 1991 and 432.5
billion in 1990.

The repon said Latin America. like South-East Asia.
hadbccome a ne(recipient of capiLaI Oows from muhilal
eral and private lending institutions 'and ,lhat this had
changed the region 's, economic prospc{:L~. '

The bank cited the sale of SUite enterprises and macro
economicadjustmem processes. especially in countries
like Argemina. Brazil., MexIco and Venezuela. among

. factors which have led to lhe im;rea~ed imerest in \.he region
in international financial circles.

However, inlhe second semester of 1992. there was a
slowdown in these capiLal flows to Latin Amenca' and the
Caribbean.

The weakening of the dollar also helped to modify 'the
situation or" the region. whose biggest debtors. such as
Argentina and Brazil":'Signed agreements restructuring \.heir
debts to private banks lhis year.

Countries which have reduced lhe volume oftheir debts
include Costa Rica. Mexico and Uruguay. And Chile now
'owes less than it did i~ 1982. when the crisis broke OUL

Moreover. Santiago· slashed its debt without having re
course tathe so-called 'Brady Plan'.

The plan, named after fonner U.S. Treasury S~retMy

Nicholas Brady, is asuategy to reduce the amounts owed,
by highly indebted countries through various financing
mechanisms. '

Mexico. Venezuela. Brazil and Argentina haverenego
tiated their foreign debts under the plan. whichcombines
the refinancing of interest due and the issuing of external
bonds.

However. 'the agreements reached have been different
in each case. owing 10 the varying ~onomic and political
realiti'es in each country.

OLhcrLatin American counlries.like Ecuadorand Peru.
still face serious debt" obligations and are yet 'to reach
satisfactory agreements with private banks or multilateral
lending agencies.

Debt restructuring has pushed up the value of external
bonds on the secondary market in the case of Argentina and
Brazil. The increases have been as high as 15 percent. .

However. the behaviour of the secondary market has
varied from country 10 country. because of the drop in
international interest rates and olher factors .

While the worst of the crisis seemsto have passed. its
effects will still be fell for a long time by the economies of
severely indebted middle-income countries. the repon
warns.

Much ofthe foreign capital which has flowed in to ~tin
American countries has gone towards relieving their debt
burden. a fact which limits economicexpansion. However.
the rise in the prices of some products on the world market
has improved the economic pros~ts of a few cOunoies.

Higheroil prices. for example. helped the economies of
Mexico and Venezuela. while. to a lesserextent. Uruguay
benefitted from better prices for raw materials liice wool.
meat. rice and oil. .

The repon highlighted the capitalisation of stock ex
changes in Mexico and Brazil. although it said that foreign.

. investors were. not yet playing a crucial role in these
countries' stOCk markets. . '

'IL also slaledthat privale capiLal played a decisive role
in the upward evolution of stock exchange transactions in
Chile. while Argentina was cited among theeighl countries
whose stock markets registered a greater volume of ex
changes in 1991. (IPS)
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Renewed calls for less debt, more aid

Ar'e3'S ?' '''terest cr. long-!erm de~t only
Sovce Wcy!O Bar. WOfld DeDI TaDles 1992,93

In its latest Debt Tables. the Bank shows that
even with cancellation of development debt and
the fuJI implementation of Trinidad terms. debt
to-export rados remain "unsustainable" for a
number of African countries. with Guinea-Bis
sau. Somalia and Sudan the worst off. .

The Bank's c.onclusion that' reductions to
more sustainable levels look increasingly dif·
ficult within existing official schemes mirrors
views strongly voiced in the UN and else
where. While there are hopes that the new US
administration would adopt a more positive ap
proach to the issue of debt relief - the ad
ministration of former President George Bush

had refused to implement even'
the "enhanced Toro~to"

terms - speedy action is not
expected.

For many analysts. how
ever. multilateral debt is now
becoming a significant factor
in the debt problem of at least
sub-Saharan Africa. ·,It·s the
next big issue:' according to
Georgetown University
Professor . Carol Lancaster.
Excluding Nigeria. this
category of debt accounted
for some 45 per cent of sub
Saharan debt servicing in
1991 (see box on facing
'page). Mr. Boutros-Ghali has
linked Africa's debt burden

directly to the shortage of financial flows into
the region. The debt burden. by tagging
countries as "bad debtors:' acts as a major dis-'
incentive to foreign private investment. he ar
gued in Geneva.

h~ its analysis of financial flows to
developing countries in the Debt Tables. the
World Bank observes th~ll while still enjoying
posit,ive net flows. Africa has missed out on
the recent surge of the last two years. The vast
majority of this increase has been in the form
of foreign investment. Africa is conspicuous by
its absence from Bank analysis on portfolio in
vestment flows. And direct investment flows
continue to fluctuate. dipping back down in
1992 from their 1991 high of $1.7 bn. when just
two countries - Angola and Nigeria - ac
counted for 80 percent oftotaJ inflows.

Africa is dependent more than any other
region on official flows. The Bank. UN and
the Organization for Economic Cooperation

. and Development (OECD) all agree that such
flows will'remain the most sluggish. if not
falling in some instances. The latest Develop-

, The region's financial

distress is seen in the

ballooning of arrears on Its

debt payments..

1992

·14 15

1991 .1990

For sub-Saharan Africa. falling debt sen'ic
ing reflects both mounting arrears and increased
debt relief. In 1992. arrears on interest alone is
projected at $14.1 bn. up from $11.9 bn in 1991
and $10 bn in 1990 (see graph). Arrears on
principal wasan estimated 5 17.9 bn in 1991.

1992. from $10.4 bn in 1991 and $10.9 bn in
1990. For Africa as a whole.' debt servicing
was probably in the $26-27 bn range. or slightly
more. similar to the 1991 level of$26) bn. This
was equivalent to over 32 percenlofexports.

The Bank"s 18.5 per cent debt service ratio
for 1992' is a continuation of the steady,
downward trend for sub-Saharan Africa which
started in 1989. The projected 5 percent rise in
export receipts upon which this is based. how
ever. may not be borne out when the fun pic
ture emerges. The ECA. for example. is
projecting a rise in export receipts last year of
less than 2 percent for Africa as a whole.

DHI*' debt rtIIef
Gains from debt relie(are harder toquantify.

. While significant' for individual countries.
onlya relatively small amount of Africa's total
debt has so far been affected. In 1992. nine
African countries secured the "enhanced
Toron'to" debt relief now on offer from most
Western creditors. Through either cancellation
or reduced interest charges this effectively
halves debt payments due over a given period.
This. however. is significantly less than the
two-thirds' cancellation of the entire stock of
eligible debt in the "Trinidad terms'" as
proposed by the United Kingdom in 1990. or
the 80 per cent cancellation urged by the Or

.ganization of African Unity (OAU)..
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By Roy Laishley ,

I
n the fal.:e. of persistent economic
problems. compounded in many cases by'
,".'iVil eontliel', UN and Olher.agen.cies are
rene~'ing calls for greater debt relief and
Inl.:reased aid tlows for Africa. Despite

some ul.:tion by creditors. Africa's debt burden
remains stubbornly high. Financial flows.

. while still positive. have been virtually at a
standstill in rece!1t years.

Theregion's tinancial distress; aggravated
by stagnant export earnings
as I.:ommodity prices I.:on
tinue to fall. is also seen in
the ballooning of arrears on
its debt payment.... For suh
Sahamn Africa. these are es
timated to' have jumped by 29.
per cent fa."it year. according
to the World Bank's World
Dehr Tahles. 199~-93. Al
ready in 199,1. only four
African countries could daim
to be current on payments of
both interest and principal.
Given this. the projected fall'
in the debt servicing burden
- to 18.5 per cent of export
earnings. from 19.8 per cent
in 1991 is less
wholeheanedly g<Xxj' news..

"External debt is U millstone around the
neck of Africa:' UN Secretary-General
Boutros Boutros-Ghali said in Geneva in
December (see page 3). The c.ontinent's·stock
of debt rose to approximately 5288 bn last
year. up from some 5281 bn the previous year.
For ...ub-Saharan Africa. the Bank estimates
1992 debt at 5183.4 bn. up from 5178 bn the
pr,eviou's year. This is despite further debt can
cellations by leading donors ,of more than $3
on in 1991. much of it for sub-Sah-aran Africa.

Economic Commission for Afri<;a (ECA)
Executive Secretary Layashi Yaker has called
fora "global and urgent initiative" to tackle
Afril.:a·s debt problem which he says remains
un"ohed. The World Bank also argues that
even with full implementation of debt relief
on official btlateraldebt. servicing levels
would remain unsustainable for a number of
Afrkan countries.

. Debt servicing continues to cripple many
cl.luntries. At 510.2 bn. actual debt servicing
for sub-Saharan Africa was slightly down in
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IMF net transfers: sub-saharan Afrtca

shares of social sector and pm en~ ~targl'tl'd

in\estment~be ··steadily increa~cd·· during it,
lifetime. The guidelinl's indudc ~pcl'ifh.:

po\en~ reduction measures in thc design (It' JJ
justmenl programmes ··whenl'\er feasihlc:· En
vironmentaland sustainable de\'el()pment issul"
will also he a siimificanl focus ofIDA-IO., .

With Mr.-Preston adding that donor.... \,\
pel:C· countries to re~uce "non-de\clllpincnt"
expenditures. ,such as the militar~. tllthl'
··maximum extent feasible:' IDA-I 0 al~l\l'On

firms the direction' that ne'", conditionalit~ on
aid is likely to take. As thl' DAC rep(lM "'am,.
··developing countries...will lind thl'ir com- 
parath'e performance to bl' an inl:rcas'iilgl~

imponant factor in aid allol'ati(ln dl'ci ... ilm......
his the blend-in that performanl'(' bct\\l'l'n
market-oriented economil: polidc' and
more specific poven~ -focused prograinllll" .
that has sti II to be made clear. •

Multilateral debt: part of the problem
1.1ultilateraJ Ierdng, based on the lendilg plans cI the international financial ins1itutions. is
expected to grow fast," 1he latest DAC report observes. But, it goes on to say. wexpansion In·
net terms wll be limited, awi'lg to expected ~yments." With African countries - particularly
the bw-income - increasingy depeOdent on bodies like the IMF and World Bank for finance..
1heir repayments are becoming an Ilaeasing part d the continent's debt problem.

In 1980. the multilaterals accounted for 14 perCent ofAfrica's debt. Today it is closer to 25
per cent. ~Iatera/ debts camet be rescheduled and; as preferTed creci1ors, the Balik and
Fund tend t> get Paid back first. This haS meant that muItiateraJsloom large n Africa's debt

. servici'lQ bll-:- despi1e the COIlCeSSiona1 nature of some fadities, such as IDA. In 1991 . the
mJltilaterals' share of Africa's debt servicing was 25 per cent, but for sulrSaharan Africa.
more highly dependent onofficial flows. it was 36 per cent. .

Sixteen African countries. owe 50 per cent or more of their foreign debt to multilaterals,
and another eight, 40 per cent or more. A number of these countries, such as Botswana
and Lesotho, face little or no debt repayment problems. For others, such as Chad and
Togo, multilateral debt service, while more than ha~ of total payments, is still relatively light.

But for a number of African oountries, muttilateral debt servicing is now both a large and
burdensome part of their debt obligations. In 1991, payments to muttilateraJs were equivalent
to over36 per cent of export eamilgs for Uganda and larnbia. They were r:Ner1 0 per cent of
export earnings for another eig1t countries, inducing C6te dlvoire (14 per oent), Ghana (17
per cent), Kenya (13 per cent) and Madagascar (17.6 per cent). For some, such as Burundi.
Malawi, Nigerand Rwanda. ITlJltilateral payments are scheduled to take a risilg share of debt '
obligations this year, even excludng the IMF, whCh is included in the above figures. .

For sub-Saharan Africa, new concessional facilities in the IMF and the sharp reduction
in the countries borrowing from the relatively expensive main anns of the World Bank and
African Development Bank, should ease future reflows. Net transfers with the IMF are still
negative, but improving on the $900 mna year outflow registered in 1986187. Net transfers
from sub-Saharan Africa to the IMF in 1992 were an estimated $170 mn, down from $261
mn in 1991 and $455 mn in 1990. For Africa'as a whole, transfers, while negative, have
fluctuated sharply. depending on Fund activity in the larger economies of North Africa. .
. . For the, Bank, net transfers are positive for sub-Saharan

Africa, though sharply down on net disbursements - $783
mn against $1.64 bn respectively in the Bank's last fiscal year.
With the so-called 'fifth dimension' arrangement, the Bank is

.helping to meet the current interest payment·obligations on
main Bank debt of IDA members. In 1992. funding of some
$150 mn helped to meet 90 per cent of the interest due from
eligible countries, according to the Bank's World Debt Tables.
Funding for the Scheme comes from repayments' of pre
vious IDA credits, which themselves could become a heavy
burden for some borrowers. .

renewed fund
ing confirm...
the tightening
of aid budgch
in Arab as well
as Western
countrie~ (~ec

page 32).
The substantial jump in the US' proposed

contribution to IDA i!> a legacy from the Bush
administration that the new government of·,
President Bill Clinton must now tr)'to push
through, Congress. ' Bank officiab and
W~shington-based analysts confirm that thc
IDA vote will face a tough battle.

UN agencies have called for more of
present aid flows to he devoted to the poorer
countries and more towards social and, other
priorities. The guidelines for IDA-1O reflect
some of thesecohcerns. They specify that thc
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mel11 CooperaTiol1repon from the OECD's
Development Assistance ,Committee (DAC)
warns that, the trend in official development
assistance (ODA) is "especially worrisome;"
and that there is "now a real risk" that,the al
ready low ratio of ODA to OECD gross na·
tional produl:t ~ 0.33 _per cenl - may
decline, While' aid rose 3.3 per cenl in real

'terms in 1991. the annual trend over the lasl
five years is less than 1 per cent. well below
the 6 per cent target set by the UN\ New
Agenda for the Development of Africa in the.
I990s. DACChairmanAlexandcr Love has also
voiced his concet:J1 that there is asignifkant ab
sorption of aid for emerg~ncyneed~. such a!\ in
Somalia. a trend which could increa~. -

IDA replenlshmeftt
The December agreement. on, the tenth
replenishment of the World Bank 's soft-arm
affiliate. the International Development As
,sodation (IDA). at $ 18 bn has appeased fears
that African ~ountri6could fal:e an immediate
aid crunch. Although well down on original
ambitions and without the S5 bn eanh supple
ment proposed h) Bank,
President Lewis Preston
last June. "to get $ 18 bn out
of donors at this time was
quite remarkable:' onc'
BariJ... offidal told Africa
Rl·C(1\'ery. \Vith repayment

'of previou!\ IDA funds in-
, C1uded: the Bank calcu lates
that some $11 bn will be
available over the 'three-'
year life of the present fund
-:- some 45-50 per cent of it
again informally eannarked

. for Africa. IDA. however.
will have several new mem~

bef!\ sharing the new funds.
And countries which are also

, eligible to borrow from' the
Bank's non-eoncessional
arm could face a squeeze on resources.

The IDA replenishment confirms that
funding can still be found for facilities and
countries ,that meet don'or appro·val. Recent
donor pledges for Ethiopia. Mozambique and
Zimbabwe of some $3.5 bn have fullyfunded
1993/94 programmes.

But the IDA negotiations themselves were·
tough. with donors such as Australia. Canada

-and the: UK cutting back on' their share. The
problems the International Fund for Agricul
tural Development is' facing in. getting
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Russian·Sachs Appeal
.byJeffrey Sachs

The G7 Has One lLls{Chance~

so 1HE INTERNATIONAL ECONOMY lANUARYIFEBRUARY 1993

HE COLLAPS~ OF REFORMS IN RUSSIA IS

accelerating dramatically in both the eco
nomic and political spheres. Because of a
drift in reforms since April, and a
takeover of monetary policy by the indus
trial lobby .since July, the economy is on

the verge of hyperinflation. Prices are rising between 5 .
and 10 percent per week. The money supply has risen an
estimated150 percent. since July 1. The currency has col
lapsed from 110 rubles per dollar in June to 390 rubles per
dollar in October.

The collapse was not inevitable. The economic
reforms started to work in the first six· months of 1992, in
the same general way as in Eastern Europe. Inflation was
coming under control; shortages were being eliminated:
markets were starting to function; the currency was staJ·l~

liring; the service sector was starting. But as in· Eastern
Europe, the initial. effects also put the squeeze on heavy

-industry,includfng the politically powerful military-indus
trial complex. The military-industrial complex in Russia
began to struggle against the reforms. The reformers
largely capitulated, in part because they had little interna
tional support beyond supportive rhetoric.

In political tenns, ·~e refonnteam has been deeply
compromised by several forces: a return of anti-reformers
to the helm of the Russian Central Bank; the admission of
several representatives of the military-industrial complex
to the cabinet; the emergence of a "national sec~ty coun
cil". protective of the military-industrial complex around
President Yeltsin;and the coalescence of nationalists,
communist hardliners, and the military-industrial complex
in the Parliament and the People's Congress..Reformers
were further compromised during December; when the
hardline Congress .of People's Deputies met. Prime
Minister Gai~ar's premature departure will cause .further
erosion of the reform program.

The two telltale signs of policy reform will ~ mone
tary policy and privatization. On the first, the current risks

Jeffrey Sachs is a Professor of Economics at Harvard
University.



G7 Leadership'Vacuum

• Russia is on the verge of hyperinflation and a
.shift in power back to representatives of the
mili,tary-industrial complex. Despite the '
gravity of the situation, Russia received
almost no effective financial assistance from
the West in 1992. Clearly, the Russian reform
effort cannot succeed without significant
amounts of Western assistance.

• The G7 has, ceased to lead. Without United '
States leadership, the aid effort will certainly
fail. '

• The United States and the new administration
should quickly develop a new strategy, to be
financed jointly by the G7 and other govern
ment,..~ Th~ ~jd h~s to become both more
effective and -'most crucial - politically
visible in Russia. . .

are of imminent hyperinflation. Hardliners would like to
reestablish price controls, artificial exchange rates, state
orders, etc., to address the problems through administra
tive means. Refonne~ call for a cutback in the recklessly
large (and ineffectual) subsidies to the military-industrial
complex. On privatization, hardliners are trying to stop
the voucher program, which offers widespread ownership
and a diffusion of power in the society. They favor, a sys
tem in which managers (almost all from the old nomen
klatura) would have the prerogative to take over owner:
ship of the' enterprises, or would once again be part of a
system of top-down bureaucratic control in new "holding

'companies." . '

The Western role in Russia since the start of the
Gaidar cabinet has been totally insufficient. Western gov-.
ernments made a fateful' choice at the start to duck any
direct responsibility vis-a-vis Russian refonns by vesting ..
key authority in the IMF. This was an enonnous mistake
for ,several reasons. First, the IMF was completely under:
staffed fOf the task. Hundreds of technical experts are
needed on the ground in Moscow to 'help with reforms in
banking, budgeting, management, trade, and finance. As

• The G7 should appoint a senior and highly
respected offici cJ. responsible to the G7, to
coordinate and, mhllage the aid Cfffll1. He or
she should be based in Mosc('w, and should
set up a resident office that will coordinate the
aid provided by the inteinational agencies
(lMF, World Bank, etc.) as well as the
Western go·vernments, and work in close
cooperation with the Russian government to
push the reforin process as rapidly as possi
ble..

• There is little tiine left. The Russian govern-,
ment ~hould be informed immediately, that the
West is rethinking the aid effort; with the goal
of making.it more effective. Russia should
also be informed that the West will not sup
pon a return to a policy based on the miiitary
industrial complex.

. an institution of around 1,000 staffers, however, the lMF
was simply unequipped to provide the needed assistance
from in-house resources. In' any event, and as incredible
as it may seem, the IMP did not have a single monetary
specialist on the ground in Moscow in 1992. It relied
totally, and ineffectually, on fly-in missions to try to cover
the workload.

Second, it is necessarily a political task of the first
order to mobilize tens of billIons of dollars in Western
support for Russia, and to link the.support in ~ystematic

ways to fundamental changes in the Russian economy.
The IMF was unequipped to carry out these functions. It
did not succeed in mobilizing funds; in designing an aid
program in cooperation with the Russians; and in carrying
out conditionality. In fact, not one dollar of usable condi
tional assisla!lce flowed to Russia in -1992! The only con
ditional aid was $1 billion of IMF money, but even that
'paltry sum was given under the amazing condition that
Russia riot use "the money.

The $24 billion aid package announced on April ,I
has simply vanished. Russia received approximately $7
billion of commodity credits in 1992, but none of the
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As incredible as it may seem,
the IMF did not have a single
.monetary specialist on the

ground in Moscow in 1992.· It
relied totally, and ineffectual
ly, on fly-in missions to try to

cover the workload.

A NEW WESTERN REsPONSE

There should be an urgent
.rethinking of the Western
response to Russia duri.ng the
.presidential transition period,
and in the early days of the
new Administration. The
nature of the response must. be .
carefully.modulated to the
events in Russia over the next
two months. If the reformers
are able to survive the ~oming

onslaught, then the West
should aim to reinforce· the reforms with considerable
urgency. If the reformers are routed out, then the West
must respond in a clear way, holding back on most aid
until the reforms get back on track. If the situation
remains muddled, then a nuanced carrot-and~stick

approach would have to be used.
Most urgently, the West needs new i!1stitutional

means to deliver its message, and its support in the case
that the reforms go forward..The G7 'should establish a
political-economic umbrella, within which the IMF,
World Bank, and EBRD could act. In effect, the G7
would establish a coordinated Administrator of Western
Assistance (as in the case of the ECA as the administrator

. of the Marshall Plan), with a substantial presence in
Moscow. Unlike the IMF, the new administator would
have anon-the-groundteam of businessmen, bankers, and.
economists, helping the Russian government implement
practical reforms in key areas..

In organizational terms, there should be a senior
coordinator (and personal staff) reporting to the G7· coun
tries, an economic advisory committee with representa
tion from each of the G7 countries, and several depart- .
me~ts linked to the delivery of assistance:

The Japanese have so far played a harmful role by
pursuing a vocal policy opposing large-scale aid until the
return of the Kurile Islands. This policy finally backfIred
in September, when President Yeltsin canceled his trip to
Japan at the last minute. But the costs have been high.
Mutual antagonisms have grown; Russian hardliners have
seized on the Kurile' issue' with great effect, to fight
against the reformers (who ~ould relinquish Russian ter
ritory hard won in the Patriotic War); the West is once
again reacting with hostility toward Russia's interests;
etc; U.S. policymakers were silent as Japan pursued this
mutually destructive approach; we share a complicity in

. the downward spiral of
----------------- Russian-Japanese relations,

through oUr inaction.

loans were linked to the reform program. Loans have
·basically stopped since July. The IMF money has been
essentially.non-existent; the first World Bank loan'has not
even been finalized. The EBRD remains a' small player
on the scene, partly because its mission has not yet been
made clear.

The Western·effort ondebt rescheduling has been
equally inexplicable. The main Western efforts at; the
start of the Yeltsin-Gaidar government were directed at
getting Russia to accept responsibility for the entire del?t
of the former Soviet Union. This has led, prerli'ctably, to a
legal m~ss in subsequent negotiations. Moreover, the
West continued to press Russia
for interest servicing of the
debt even when Russia was
completely out 'of foreign
reserves. The 'pressures con
tributed to Russia's macroeco
nomic instability. Most impor-

· tantly, after one year of radical .
reforms, Rus.siahas still not
received any formal debt.
rescheduling, and the balance
of payments pressures arising
from Russia's debt overhang
continue to weigh heavily on
the economy. .

While the IMF has been .
overWhelm~ with its assigned
task, Western governments have simply stood by,and
done virtually nothing. The U.S. role has been minimal.
There has been little strategic thinking in the U.S.govern
ment, and there has been no single senior U.S. govern
ment official whose main responsibility was design and
coordination of the U.S. .response to Russian economic.
and political refonn~. The role of the other G7 coUntries
has been similarly problematic. The German· financial
role has been large in recent years, mainly in the provision
ofexpori credits, but the extent of Gennan efforts should
not be overestimated. Many or most of the credits went to
support the continued export of sub-standard Eastern
Gennan products to Russia, more as a form of internal
export subsidy than :as real assistance to Russia's reforms.
Moreover, the supply ofnew credits declined during
1992. Germany has sent few advisors and has been rather
hardnosed on the question of debt rescheduling. At this
point, support in Germany for further financial assistance.
to Russia is slight. The EC has provided a modest amount

· of aid, but its role has hardly been decisive. Other indi
vidual European countries have also 'contributed moder
ately to Russian assistance, bqt again without a decisive
role..
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The aid package should be '
spelled out in political tenns,

so that everybody in
Russia understands the'
,high cost oflosing the,
international support.

macroeconomic analysis; military conversion; sOciai safe-
, ty net; small-business development; energy; and agricul

ture. In each case, the department would have direct liai
son with the Russiangover~mentto ensure smooth
delivery of resources and effective operation of the aid
effort. The international organizations would _continue
their tasks, but in strict liaison with the G7 coordinating
authority. The IMF would maintain lead responsibility for
macroeconomic advice and conditionality; the World
Bank would have lead responsibility for privatization and
industrial restructuring; and the EBRn would have lead
responsibility for encouraging private sector development.
,Mission leaders from these
organizations would report reg
ularly to the,G7 authority.

Within the U.S. govern
ment, there should be a new
senior position to coordinate
U.S. policies iil support of eco
nomic and political reforms in
Eastern Europe and the former
Soviet Union. This person

, , must clearly be the "President's
,person."

, Financial Assistance
'Financial assistance

should be redesigned to give
the maximum' political and
economic backing to the refonns. The assistance should
come in forms that are easily understandable to the
Russian people and to Russia's political leadership, so that
the assistance is viewed as vital and much too important to
abandon. The, money should also come largely in ways

" that help finance Russia's budget deficit, as a substitute
for direct inflationary fmancing.

The .specific types of aid will have to be detennined
in the courseof negotiations with the Russian government
and the G7partners. Note that the IMF has spoken in
terms of $22 billion in multilateral assistance in ,1993, sug
gesting an order of magnitude of overall funding. The
most urgent taSk is to allocate the intem'ational support in
an, appropriate way.. The following'package makes sense
in terms of the political and economic support that it '
would offer to the reforms:

Emergency Social Fund: To subsidize unemploy
ment compensation, emergency medical support, and sup
plements for pensioners. The Fund would be supported
by direct grants from Western countries." All Russian"s
would understand that if the aid is cut ,off, the "choice

.would'mean risking the key social safety net for the coun-

try. The money would obviously help to cover direct bud
getary expenditures in Russia in a non-inflationary way.

Industrial Restructuring Fund: To help pay for
military conversion and other industrial restructuring
operations. This money w~uld come in the fonn of loans
from export credit agencies and from international finan-

,cial institutions. Part of the fund would be for military
conversion, and part for energy and agricultural invest-,
ments.

Small-Business Loan Program: Modelled on the
Polish-American Enterprise
fund, which would make loans
to small- and medium-sized
enterprises. This fund would
be managed by the EBRD.

Balance or' Payments
Support: From.the IMF, to
help cover the foreign
'exchange requirements for
basic imports.

Ruble Stabilization
Fund: From the Th1F. '

,Debt Rescheduling: For
three years, in which each

year's'rescheduling would depend on being in compliance
with overall reform targets during that year.

The key strategy in such a program is simple, l?ut was
basically neglected last year. The aid package should be
spelled out in political terms, so that everybody in Russia
understands the high cost of losing the international sup
port. The general public needs to know that Western sup
port funds the emergency social protection; industrialists
should understand clearly that Western support funds their ;
access to restructuring money; small businesses should
see that Western support actually provides credit to them;
and everybody should understand that international sup
Port is key to making the money stable in value via a stabi
lization fund.

The" funding would be strictly multilate~ in charac
,ter, involving funds from government budgets, export
credit agencies, the IMF,World Bank, EBRD, and theEC.
The U.S. budgetary contributions -would have to rise, as
would contributions ,from Eximbank. Perhaps most'
important, the U.S. should insist that Japan step up its con-

, tributions, in view of Japan's financial resources, its mini- "
mal contributions to date, and its enormous stake in the
success of Russia's democratic anq economic reforms. •



INTERVIEW IALEJANDRO FOXLEY

Latin America Within
the World Economy

Q Let me begin with some general questions
about lhe international economy and then we will
move to Chile. You have been Chair of the
Development Committee of me World Bank. and me
IMF for two years, an accolade for the Chilean econ
omy as well as for yourself. I thought it would be
imeresung for you to reflect a bit on your two years
lhere and on the accomplishments that the
Committee achieved during that period. In addition.
are there some reforms with regard to the functioning
of the Developmenl Committee that you think would
be wonhwhile? As lhe committee was created during
lhe oil shocks of the mid-1970s to fill the need for
Increased developmental systems. do you think its
lime has passed?
A. The Developmem Comminee provides a useful
forum for the ministers of finance to meet twice a
year and voice their views on international economic
problems. The Development Committee has some
obvious limitations because it must address simulta
neously the IMF and the World Bank. as opposed to
lhe Interim Comminee. which is an IMF comminee
only and which has a tighter relationship with its par
ent institution. The IMF and World Bank are less
inclined to listen to the Development Committee. so
that it makes it less of.an innuential policy body.
Having said that though. in the last two years the

Committee was useful for advancing views in a very
consistent way on what we finance ministers con
sider to be main issues.

For inslance. trade. In every single session of the
Committee during my tenure as chairman. trade was
a central issue. Of course. all we were able to do was
advocate for macro-level trade liberalization and to
press for completion of the Uruguay Round. We
always invited Anhur Dunkel. chief of the GATT to
speak-both at the Committee meeling and lhen at
the minister's luncheon-and we gave him as much
opponunity as we could to press lhe ministers of
finance for decisions. Ministers of finance generally
are very favorable to free trade. but ministers of trade
tend to be more careful because they see all lhe
details. product by product. seClOr by sector. and they
see more problems than we see as ministers of
finance. We see the broad picture. So what we were
trying to do was to influence trade ministers through
the ministers of finance.

That was one issue. The second was to press the
financial institutions to increase their transfer of
resources. This is the main mandate of the
Committee and two very different aspects have been
brought to its attention. One was the IDA replenish
ment discussion. and the other was the increase in the
capital of IFC. which was finally approved. We

ALEJANDRO FOLEY is Minister or Finance or Chile and Chair or the Development Commillee or the World Bank and Inlem~lion~1
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actively promoted that because we really believed
that these internallonal financial institutions should
playa more active role in stimulating privale sector
investment. mamly through active privatization.

These institutions have to find a role for newer
Iypes of lending. and become more flexible in order
10 accommodate the transfer of many enterprises
from the public to the private sector. They musl allo
cate more capital for IFC to work with the countnes.

Regarding the environment, we discussed specIfi
cally the financial need for a coordinated effon on
the environment-both internationally and to sup- ,
pon each nation's domestic effons. My own impres
sion right now is that after Rio the mood in the
industrial countries is to postpone any ambitious
project in this area as there is retrenchment towards
domestic policies.

Q. It sounds like you were successful in modernizing
the agenda of the Development Commillee. going
well beyond the traditional aid issues. to tackle trade.
private investment. and the environment. Did you
notice much of a shift in the allitudes between the
industrial and development countries in the last sev
eral years in the context of the work. of the
Development Commillee or. more broadly, during
the BankJFund meetings?
A. I have not panicipated in the G-24 meetings. but I
have heard their statements in the Development
Commillee. It seems to me they have adopted a more
cooperative allitude with the industrial countries
less confrontational. less antagonistic. and with more
emphasis on trade. which is they key issue of the
1990s.

The future ofThe
BreTTOn Woods InsTiTutions

Q. What do you see as the role of the World Bank
and the IMF for Latin America in the post-adjust
ment period? The roles that they have played up until
now-either transferring resources or giving advice
on stabilization or adjustment-become less impor
tant for countries that have passed through those
stages.
A. It seems to me that however much we might have
complained about the conditionality of the Bank and
the IMF in the past, we have to accept the fact that
today. as Michael Camdessus (Managing Director of

the IMF) said in hl~ speech. the region IS perlllnlllll~

so much beller .han 10 the past several decades. AI

least in pan. this is a result of the process uf ~tru(

tural adjuMment: smaller fiscal deficib. more open
ness to trade. more emphasis on pri vale sector
development. less inefficient government involve·
ment. and so on. So for the Bank and Fund this IS .J

success story.
From our pOlOt of view, the inslitulions have pro

vided an ellternal rationale that made sense. No\\..
when the countries "graduate" from thiS. when Ihe)
finish their adjustment. what ellternal factor will pre·
vent them from backsliding; what will maintain Ihe
direction toward greater liberalization and integralloll
into world markets? What ellternal discipline will
you have?

I think the amwer is essentially internalional com
petitiveness. That is why it is easier to think in terms
of trading blocs. which give you suppon to face thi~

very tough international competition. I think the
Brellon Woods .institutions have to evaluate what
their role may be 10 supponing beller integration of
these economies into world markets. It will not be
enough to repeat in the 1990s that countries should
simply conform to GAlT rules. The Brellon Woods
agencies should have a policy. for IOstance. to influ
ence they way trading blocs are formed.

Q That's an issue that rve noticed neither the
World Bank nor the IMF has been willing to touch so
far.
A. Because the trade bloc ideology conflicts wilh
theirs.

Q. Yes, they are devoled globalists. The World Bank
JUSt put out a study that criticized the Enterprise for
the Americas Initiative.
A. Correct. Instead. the financial institutions could
stimulate private sector investment. and joint ven
tures among firms of different countries that
enhance the integration program. At the same
time. they could allach some conditions to ensure
that blocs are formed in a way that is consistent
with the GAlT. and which is not unfair for third
panies. But the i'lstitutions have not been willing
to do that. I mentioned this early on several times
in the Development Commiuee but it wasn't
picked up.

Q. I sense that the Inter-American Development
Bank is more sensitive to this issue now. which is
logical because they are regionally based.
A. Yes. much more so.

Q The World Bank has begun to look at the
Impact on Latin America of differing growth trends
in the industrialized world. and the IMF does that in
its World Economic Ourlook. Do you think the Bank
and the Fund could become effective instruments in
affecting G-? macroeconomic policies, to induce
th'em to take into account, at least at the margin. the
impact of their macroeconomic policies on Latin
America and on the developing world?
A. That's another area where I think recent events are
pointing toward the need for beller policy coordina
tion. This reality has been recognized by almost
everybody during the annual meetings. and it's quite
clear that G-? policy coordination has been weak
ened in recent years. But policy coordination with
Latin America is non-existent. except for the experi
ence that the Inter-American Dialogue helped pro
mote. which was the meering of finance ministers
with Treasury Secretary Brady this June in
Washington. That was an extremely positive and
very significant first step.

In fact. the U.S. proposal at the lOB meeting last
Sarurday-for the capital increase of the Bank. more
emphasis on social policies. the closer integration of
the Inter-American Investment Corporation (IIC) in
the w~rkings of the Bank as such. so that the Bank
gets more directly involved in private sector lend
ing-alI these proposals surfaced and developed. at
least partially. during that June meeting. So the
precedent for fruitful policy coordination within the
Western Hemisphere now exists.

InrernaTional finance

Q. There has been a tremendous reversal of capital
flows since the early 1980s toward Latin America.
These inflows-much of which are shon-te~are

creating some problems for management of monetary
policy. and resulting in the appreciation of exchange
rates. Capital seems to be flowing rather indiscrimi
nately into vinually all countries. Aside from what
the monetary authorities of individual Latin
American countries might do to try to moderate capi-

tal movements. is there anything that the Inlerna
tional community should be doing to try to produce
more stable financial flows into Latin America?
A. That's a difficult question. I think there is a need
for policy orientation in lerms of what domestic poli
cies countries should pursue in order to regulate and
control the inflow. We already know from the previ
ous crisis that a sudden inflow of capital can be
extremely destructive: it forces an appreciation of the
currency that can be of such magnitude that it will
seriously hun the domestic productive structure.

The other issue is that Latin American countries
are beginning to access international markets again.
and the temptation is great 10 borrow indiscrimi
nately. I think there is a need for international organi
zations to offer technical assistance in financial
engineenng so that countries will not be amateurish
players in a truly sophisticated world capital market.
So we have an imponant job for the World Bank-a
point I tried to make in the last meeting of the
Development Commillee. They were very receptive
to this. and it will be one of the main issues in the
next two meetings of the Commillee.

Trade policy and regional blocs

Q. Where would you like to see economic integration
headed in the Western Hemisphere?
A. A proposal for economic integration should have
political significance. To seek to consolidate and sta
bilize democracy throughout an entire region of the
world. and to create the political conditions for faster
growth. is a very powerful idea. So a hemispheric
project makes sense from the point of view of the
U.S. and from our point of view.

As I see it. the feasibility of this process and the
number of countries involved will be determined by
the capacity of the political leadership to persuade
their populations· and their congresses to accept the
inevitable COSts attached to any free trade agreement.

Fiscal reform and the social agenda

Q. Turning to the social agenda. during their sessions
at our Washington Exchange. Minister Aspe,
Hausmann and Boloiia all talked about the impor
tance of addressing the issue of poveny. if for no
other reaso~. than to create suppon for economic
reform. Based upon your own experience in Chile
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with laX reform. are there particular lessons that you
think can be generalized to at least a number of other
Latin American countries?
A. Well. I am convinced that such fiscal reforms are
a key component of sound economic policies in the
region. and a key component of political legitimacy
for economic reform more generally. My advice
would always be to put this as a first step in the eco
nomic program.

Secondly. 1 think that collecting more tax rev
enues. while important. does not resolve the problem
of relative inefficiency of the state apparatus, and its
ability to handle a sudden increase iil resources to
devote to social programs. There is an absorption
problem and a lag between the moment when you
"rob" the revenues and when the people actually per
ceive the Impact of the new social programs. To
implement programs. particularly at the local level.
can take a very long time. So there is an important
need to modernize government structures and
improve the quality of civil servants in the different
ministries.

The most vulnerable aspect is the local govern
ment. Local governments in Latin America have his
torically been the last link in the patronage chain for
political parties. Locally. you find the fourth-level
politicians who flllally have a chance to get a slot in
the state apparatus and to aCI as power brokers,
where they can impede the implementation of effi
cient social policies in their tendency toward patron
age. clientelism, and populism. They are not
managers. and what we need are local government
managers.. 1 think it will be a very severe test for
democracy. if it is to really take root in Latin
America. whether we are able to make local govern
ments work efficiently.

Q Corruption was a common theme in the dis
cussions of Peru, Mexico and Venezuela at the
Washington Exchange meetings. Corruption is a
threat to democracy, and a threat to the continuity of
economic refonn. Minister Hausmann suggested that
if you reduce the role of government you reduce the
opportunities for corruption. Chile has always
enjoyed a relatively honest governmental system,
irrespective of the particular economic policies at the
time. What would you suggest other Latin American

governments and societies do to reduce both the real
ities as well as the perception of governmental cor·
ruption?
A. That's a tough one. I can say obvious thing'>:
transparency of information, the role of the media.

.the accountability of the congress and the political
elite. All these thmgs help, but it is extremely diffi
cult to get rid of a culture of corruption. I do agree
with the notion that if you reduce the number of bl~

enterprises in the hands of the state you certainly
decrease the possibility for corruption.

Technopols

Q. Last topic. You are a "technopol," correct? Do
you accept this definition?
A. I accept it.

Q. How would you define the tenn?
A. 1 would define it in two ways. First is the realiza- .
tion that to do a good technical job in managing the
economy you have to be a politician. If you do not
have the capacity to articulate your vision. to. pa
suade antagonists, to bring people around on some
unpopular measure. then you are going to be a tOlal
failure. . .

Q As an economist?
A. Right, exactly. Economists must not only kno\l.
their economic models, but also understand politics.
interests. connicts, passions-the essence of collec
tive life. For a brief period of time you could make
most changes by decree; but to let them persist. you
have to build coalitions and bring people around.
You have to be a politician.

This type of activity is perceived by others in a
somewhat disparaging way. When they look al these
ministers of finance or economics shaping events.
people say "Look, this guy is not a technocrat. this
guy is a politician! Look at what he's saying in the
media." That creates two reactions. The business
community, which distrusts politicians. says "He is
now a politician"; other people will say "Look.
maybe this guy could do a competent job." But what
counts at the end of the day are good results. The bet
ter those are, the more "technopols" are legitimized.
not only as economists, but also as political figures.

Q. But always with a sound technical base.
A. Yes. the technacal base is there to stay because
that's what makes for consistent policy.

Q. And it is precisely the combination of the eco
nomics and the politics that enables the technopols to
become leaders within the cabinet and to emerge. as I
believe they have in a number of countries, as virtual
pnme ministers.
A. The job is such that you must exert authority over
your colleagues. This might sound presumptuous. but
you are tested constantly by everybody around you
whether they can get more things out of you than you
are willing to give. So you are continually being
tested in your determination to pursue a certain pol
ICy trajectory. This forces one to develop leadership
skills. and I think that's good.

Finally, the nature of the job is such that you
always have to be looking at the whole. and it turns
you very quickly into an "hombre estado"-some
body who tends not to think along partisan lines or in
terms of partial interests, but always looks at the

Interrelationships for consistency.
Q. If you look at the reform policies being pursued in
Peru. Mexico. Venezuela, and Chile. they are all at
different stages. but they are all movmg along rather
similar trajectories. How do you account for thiS con
vergence in macroeconomic policy in Latin
America?
A. External factors. such as the international finan
cial agencies, have played a role in persuading coun
tries to open up to trade. Moreover, I think Latin
America for a long time felt it was out of the main
flow of events in the ~orld. Latin American coun
tries are much more willing to do the difficult things
they must to become full "members of the club."

Just a brief comment on the cases you mentioned.
I do not think that one should ever find an excuse
because you have to accomplish economic objec
tives-to think political democracy is expendable.
There is nothing that justifies getting rid of democ
racy. Furthermore, as the Argentine and Chilean
examples have shown, democracy can be effective
and efficient in producing change.
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Successful Latin Economies Show the Gain'Before. the Pain
President Clinton, Uoyd Bentsen. Rob·

ert Reich el al. take note: Latin politicians
who have raised rasollne and consumption
taxes and cut rovernment SUbsidies
merely to reduce their bodget deliclls

· have failed both politically and economl·
cally. However. when Latin leaders un·
leash the growth potential of all levels of
the economy through liberalized hscal
poliCies built on a solid currency, they get
publiC support and achieve tutlnr
change. .

Uke the Incomlnr admimstratlon,
· Latin Amerle.t Is seeking a swerplnr

dlanre In Its political economy. In I very
Ihort penod of lime, Lalln Amerie.t
idop(ed democracy as its preferred fonn of
IOvemment, and maltel'~ economiCS
as its prtferred economic system, In coon·
bies such as Mexico. A/1'enllna, EJ Salva'

The Americas
By David Malpass

dor aN! Chile, eovernments promoted poll·
des that led to an almost Immediate
Improvement In the growth potential oflhe
awrare citizen. However. In Venezuela,
IcUlldor, Bruil. NiCaragua and others. the
c:onlensus movement toward a market-QrI'
ented economy was slowed by leaders
who focused on deficit reduction without
fint declaring a program designed to
Improve the people's economic situation.

Most of Latin America's unsuccessful
attempts at economic change rely on aus·
tenty - the "no pain. no gatn" recipe. In
thb recipe, "courageous" politiCIans use.
up their political capll&1 gelting their pe0
ple 10 jlccept economIC slowdown, tax
Increases and public sector layorts. II's
hard enough to sell that mr-ssage In
developed countnes like the U,S.• but In

· poor Latin coontnes - Where mere sur·

vtvalls a challenge for IllOIt - \I an be a
poliliCiI death lenience: Leaders who pro
mote these policies are left with politIC&!
IlIItabillty, a deep receulon and hll:her,
not lower. ddicits. Nevertheless, many
economists Illud thIS policy of impoverISh·
ment, und urge Latin polltlcillns to "stay
the course" as their popularity erodes and
per capita !ncomes sink further.

The examples build a clur case that
deficit reduction must be kept in the con·
text 01 Improved liVing standards. While
deficits do impede growth and should be
redUCl'll. sound dellcll reduction programs
must be bUilt on creatlnr an envIronment

. lor private sector growth. Dellcit reduction
cannot be punued as an r-nd In Itself.

Wht'n' President carlos salinas let
about revolutionIZIng the MUlcan econ·
omy. he llrst promised, and achieved,
economic stability and the prosJlt"('t 01
rapid growth. Taxes on producllun, capital
lormatlon, International trade and inler·
nal commerce wert radie.tll)' reduced.
Almost immediately, the economy began

. to expand and tn revenues Increased rap
Idly. This gave government the revenue It
needed to pursue lar·reaching efforts at
moderniZing Mexico's Inlrastnlcture and
reachinK out to the mosl Impoverished
Imost notably throllfh the mulllbiUion-dol·
Jar Solidarity programl.

The expanding economy and Increased
social spending gave President salinas lhe
popularity he needed to enter Inlo a trade
liT~ment with the U.S., embark on &gTt
cultural relonn and sell off sta te enter'
prlses. Only after the fruits 01 thIS growth
stratr-gy were harvested was significant
revenue allocaled to retire Mexico's In
ternal and uternal debts. II Mexico's
orlgmal policy objective had been merely
deficit reduction, rather than improVed
living' standards. these radical changea
might never have occurred.

Similarly, Argentina's budget deficit
has tallen sharply not because the govern-

- ment impolied deficit reduction lind auster·
Ity on Its people but because it Imposed a
sound currency and very rllpld growth. Yet
conventional wisdom. increasingly allri
butes Its success to deficit reducllon. A
report In the· Financial Times earlier
thts month claimed that "VIrtual elimina
tion 01 the budget dellclt has already cut
Innallon to less than 20'1.. a year." Bul
A/1'enllna '5 budget·balanclng revenue
aurge beglln in April 1991. just alter it
embaited on Its growlh policy based on a
sound. Ir~ly exchanl:eable currency com
bined wtth dramatic fisca1 incentives lor
growth.tincome tax rates were lowered to
2O'Yr on incomes up to $60,000 wtth no
tax on capllal gains).

Argentinll's treasury Income rose lrom
under S400 million monthly between Janu-

Sound deficit reduction
programs must be built

on creating an environment
for private sector growth.

ary and March 1991 to 1618 mUlion In
-April and nearly SI billion per monlh In
J992. Berinning in June 1991. the budget
was practically In balance. In the mean·
time. Argentina's rapid growth began al·
most precisely In April 1991, the result 01 a
stabllizalion program reliant 011 growth,
not on economic contraction.

In contrilSt, Bruil has spent nearly
thret' years blindly punwng deficit reduc·
Uon while its economy continues to sink.
Brazil's January 1992 atandby arrange'
menl wtth the IMF a(Tftd on another
vteorous attack on the dellcit as the pn'
mary thrust of economic relonn. The Ec0
nomic Commission on Latin America noted
In its seplember 1992 report that "Brazil's
tederal eovernment cut back sharply on
upenc1l1ure in response to a decrease In Its

revenues, and managed to' gtnerate a
IWlllus as a result,·,

Of course. during thiS altack on the
delicll, the eovernment was pnntlng so
much money that innalion atayed above
m, a month. Yet the Jan. 6 editorial

-In the Flnlinclal Times claimed modestly
that "althougll he may not realise II. fiscal
reform should be IBrazil's new President
ltamarl Franco's pnorily. Onl)' lhrough
such refonn will the bOOget deficit be
closed, innation subdued, interest rales
lowered and confidence restored." No
mention 01 the Importance of monet!:ry
policy In fueling innatlon or of reducing
subsidized credit to lanners, states and
stale enterprISes.

In Venezuela. Peru and Ecuador, gov·
ernmenl-lt'd austerity programs - the
blind punult 01 deticlt reduction With little
regard to growth - has brought falling p0
litical fortunes, economic hardships on
the people. and a faltenng desire to ron·
Unue with economic change. Pena's real
GOP may have lallen as much as 3'1c In 1992
wtth Innatlon stili above 40", in spile of a
"successlul" deficit reduCllon ertort.

Ecuador's new president entered otrice
Iut August with 9O'7c public approval. He
Immediately sel bout tiuting on hiS gov.
ernment's too-hirh deficit b)' lncreasinr
psollne taxes and devalwng the currency.
His popularity plummeted. much,needed
economic relonn plans were shelved, and
crowth rtmalned stagnant.

Before the new U.S. administrauon
turns the helm point btank at defiCit reduc·
tlon, it should tell the average Amencan
euctly what the benellt WIll be. Abovr- all,
counlries end up with smaller deficits
when their economIes expand, nol When
they contract, 50 deficit reductlon meas
ures should promole growth.

Mr. Malpass u-as dl'Plily Cls.mlanl S.f"lTl'

wry 01 slMe lor Lalln ArnL'I1cCI dlinng
1M &.sh Adrrunlslral107l.
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TUESDAY" APRIL 20. 1993 ASSISTING REFORM IN RUSSIA' FROM VANCOUVER TO TOKYO

Mr. Chairman:

Mr. Chairman, the last few weeks have witnessed important

developments in Russia'S relations with the United States and

the West. The Vancouver Summit between, Presidents Clinton and

It is ~ pleasure to appear again before you and this

Committee. Three months have passed since our first official

meeting at my confirmation hearing. Much has transpired in

that time. We have conducted an activist, internationalist,

Yeltsin marked a milestone. It was the first truly post-Cold

War summit, where talk about economic reform and democracy

played as central a role as negotiations over nuclear weapons

did in the past.

in each of 'these areas.

management strategy.

democracy-oriented foreign policy.

the Administration's foreign affairs budget requests and

The centerpiece of the summit was the commitment on ,the

part of the two presidents to build a true strategic

partnership between our countries. And the first priority of

that partnership is supporting the historic and heroic struggle

of the Russian people to make the transition from communism to

democracy and free markets.

as high priority. This ,includes a resumption of U.S. food

The presidents agreed on a new package of bilateral

programs designed to address Russia's immediate human needs and

contribute to the building of a market economy. The American

core package was developed in close cooperation with Russian

reformers. It will target areas that we have both identified

exports to Russia; support for privatization and new

businesses; help in dismantling nuclear weapons; a housing

program for demobilized soldiers to speed Russia's withdrawal

from the Baltic countries and ,parts of the former Soviet

Empire; funding for programs to enhance nuclear safety; help in

want to update youformal remarks to two key issues. ~.

on our single most important foreign policy priority: the

effort to help reform succeed inRussi~. ~. 'I will review

In our meeting this morning. I look forward to exploring

the full range of challenges. we confront. I will limit my

In my confirma~ion hearing, I set out in some detail the

three pillars that would guide this Administration's approach

to foreign affairs: ~, enhancing America's economic

growth. ~, updating our,military forces to meet new

challenges. And thiId, promoting democracy, human rights, and

free markets. I believe that the policies we are now putting

into place will position us well to make significant progress
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resurrecting Russia's dilapidated energy sector; and an

- 4 -

legislative barriers to trade with Russia. Where appropriate;

increase in people-to-people exchanges.

These programs were designed to ensure that our investments

in Russian r'eform meet certain basic goals. £i..I.ll,. they must

deliver quick and tangible benefits to average Russians who

have been reform's unintentional victims. ~, our help

must support Russia's long-term transformation to the market,

by equipping Russians with the tools they need to make their

economic revolution self-sustaining. IhiId, our programs must

be part 'of a long-term strategy of engagement that supports

reformers wherever they are found across Russia's eleven time

zones. In this connection. three quarters,of the initiatives

announced at Vancouver will be targetted at regions outside of

Moscow and St. Petersburg. Finally, and most importantly, our

investments in Russian reform must serve the direct interests

of the American people -- by reducing the former Soviet nuclear

arsenal, and opening up promising new markets for American

farmers, workers, and businesses.

At, Vancouver, Presidents Clinton and Yeltsin also agreed

that, ultimately, the long-term success of Russian reform would

depend more on Russia's full integration into the world economy

than on outside assistance. Toward that end, they expressed

their determination ~o promote access to each other's markets

and to remove impediments to bilateral trade and investment.

Here, President Clinton assured President Yeltsin that he would

work closely with the Congress to review our r~maining

and after careful consideration, we sho~ld act to repeal Cold

War legislation that was designed to isolate a totalitarian

Soviet Union, but which riow only serves to punish a free Russia.

Mi. Chairman, while a new U.S.-Russian partnership will be

critical for promoting reform, it cannot succeed unless it is

part of a much lar~er partnership between Russia and the '

international community. Building that broader cooperative

effort was precisely the purpose behind last week's

extraordinary meeting in Tokyo between foreign and finance

ministers of the G-7 countries and Russia.

At that meeting, Russia's Deputy Prime Minister Fyodorov

outlined a bold new plan to control Russia's money supply,

reduce its budget deficits, and achieve macroeconomic

stabilization. In response, we and our G-7 partners -- working

through the international financial institutions -- announced a

major new multilateral initiative to support reform. In

addition to the Paris Club's recent rescheduling of $15 billion

of Russia's foreign debt, the $28 billion Tokyo package will

include helping Russia to stabilize its currency, to finance

critical imports, to restructure key sectors of its economy,

and to reduce the threat of {ts deadly nuclear legacy.

The strategy pursued in Tokyo reflected two key lessons

learned from efforts to aid Russian reform over the past year.
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'~' Russia'S effort to impose fiscal and monetary discipline

cannot remain mere words on paper. Practical steps must be

initiated to combat the threat of hyperinflation. This means

limiting the printing of rubles and the granting of easy credit-to inefficient state-run enterprises. President Yeltsin's

determination to make the Central Bank more responsive to the

policies of his government gives us reason for cautious

optimism~ But now we need to see some results~

The~ lesson guiding the Tokyo discussions concerned

the disbursement of multilateral support. Everyone was agreed

that the West cannot afford to repeat las~ year's experience.

In retrospect, it was not sensible to promise help for economic

stabilization, and then withhold most of it on the grounds that

the Russian economy is not yet stabilized. To break this

frustrating circle, a two-stage strategy was agreed on. Stage

one calls for simultaneous'steps on the part of Russia and the

'international community. As Russia launches its initial

macroeconomic reforms, the international community will re~pond

up front with a significant injection of resources., Stage two

will then link ad~itional assistance to Russia's ~ontinued

progress on stabilization.

Mr. Chairman, the vast,majority of this new support for

- 6 -

Here, America must be willing to pay its fair share.

That's the right thing to do because it directly serves our

national interests. But our leadership is also essential to

catalyze the large-scale international ef~ortthat Russian

reform requires: We cannot do it alone, but without us, it

will not get done at all.

Let me briefly outline our thinking 8S concerns the U.S.

share 01 these efforts. As Pre~ident Clinton stated in

Vancouver, our strategy consists of three steps. The~ is

the $1.6 billion package of bilateral programs announced at the

U.S.-Russian Summit. As you know, the monies for this package'

have already been appropriated by the Congress.

The~ step is the new multilateral support program

announced in Tokyo. One of the most important and innovative

parts of that program could be the creation of a G-7

privatization fund. This fund is designed to help Russia cope

with the economic and political consequences of privatizing the

huge -- and hugely waste~ul -- state-owned enterprisestha~ are

bleeding its budget dry and fueling inflation. Our share of

this effort would amount to some $500 million, and would take

the form of a ·challenge grant". That is, it would be

contingent on ourG-7 partners contributing another $1.5

Russian reform will come from the international financial
billion. We would then look'to the international financial

institutions. But it is also going to require contributions

from'G-7'members, as well as other countries in Asia, the

Middle East, and Europe that are capable of participating.

institutions to commit an additional $2 billion in

co-financing, bringing the fund's total resources to $4 billion

in grants and loans.
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The~ step in the President·s plan to support Russian

reform is to work intensively with the Congress to develop

further bilateral assistance efforts. A starting point will be

the assistance request in our FY-94 budget to continue current

programs to dismantle nuclear weapons, deliver humanitarian

help, and promote democracy and privatization.

In recent talks with the Russians. our G-7 partners. and

the Congress. we have reached the conclusion. Mr. Chairman,

that even more must be done. As I announced last week in

Tokyo, the President has decided to seek an expanded package of

u.s. bilateral programs, to build upon the ones announced at

Vancouver, and in addition to the requests contained in our

FY-94 budget. This package would focus on those areas where

Russia's reformers have told us they urgently need more help,

and 'where members of Congress have suggested our efforts should

be aimed. This includes energy and the environment,

privatization, housing for demobilized soldiers, medicines,

trade and investment, and exchange programs.

This expanded package of bilateral steps, together with our

$500 million contribution to the prospective G-7 privatization

fund, would require an additional appropriation of

approximately $1.8 billion. We are now consulting with this

Committee and others in Congress to determine how best to

structure such a request.

- 8 -

Mr. Chairman, I realize this is a difficult proposal at a

time when so many Americans face hardships here at home. But

President Clinton and I are convinced that this investment in

Russia's democratic future is an essential investment in

America's future. By making this investment, we can help turn

our most dangerous enemy into an enduring partner. That,

believe, is a critical -- indeed, a noble -- mission.

The President and I will continue to make the case to the

American people that a focused program to assist Russian

democracy is in our deepest self-interest. We are counting on

the members of this Committee to join us in this effort.

THE INTERNATIONAL AFFAIRS BUDGET

Mr. Chairman, let me now turn briefly to a discussion of

our FY-94 international affairs bUdget. It is a budget that

accurately reflects the times we live in. In its funding

requests, it recognizes the tight fiscal constraints

confronting our government today. And in its priorities and

objectives, it marks a first but important step toward

addressing the new challenges of the post-Cold War era.

Let me highlight several of those priorities for you. The

first is promoting democracy and human rights. I have already

described the especially high stake America has in helping

freedom triumph in Russia, Ukraine, and the other new states of
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the former Soviet Union. But our efforts must be worldwide.

Eastern Europe's democratic revolutions must be consolidated.

And the rising tide of democratic aspirations stretching from

East Asia to Central America must be carefully nurtured. The

lesson of this tragic century is clear: the best check against

international aggression is the emergence of governments that

encourage tolerance, pluralism, and respect for the dignity of

the individual.

Our budget also places a new emphasis on promoting

multinational peacekeeping and peacemaking. The end of the

Cold War has unleashed long-suppressed conflicts in Eastern

Europe, the former Soviet Union, and elsewhere. But it has

also opened up new possibilities for international

cooperation. Our task is to harness that cooperation to

contain, and far more importantly, to prevent conflict. The

tragedies of the Balkans and Somalia bear grim witness to the

price of international delay. International peacekeeping

especially by the UN -- can and must playa critical role.

Capabilities must be enhanced to permit prompt, effective,

preventive action.

And the United States must be prepared to do its part. At

a time when we are calling on the United Nations to do more, we

simply cannot support it less. That is why funding for

multilateral affairs has received a significant increase in our

budget. The President and I are convinced that millions spent

now on preventi~e diplomacy and peacekeeping can save hundreds
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of millions of dollars in defense and international relief

later.

Another priority will be our new global agenda. By moving

actively to counter environmental degradation, we can improve

the quality of life in poor and rich countries alike. And by

combatting terrorism and narcotics trafficking, we make America

and the world a safer place.

These priorities, as well as others highlighted in our

budget, represent an important effort to re-orient our scarce

resources to the realities of the post-Cold War era. The

budget reflects a commitment to using the taxpayers' dollars

wisely and efficiently, in full support of the President's

economic and deficit-reduction programs. Here, I think it is

always worth providing some perspective. In its entirety,

spending under the 150 Account has historically represented

just over 1 percent of total federal expenditures. Used

responsibly, this indeed is a modest investment in pursuit of

our nation's most vital international objectives.

REFORMING OUR INSTITUTIONS

As important as ~ ~ we spend on foreign policy,

however, is ~ we spend it. I'm convinced that the Department

of State cannot hope to respond effectively to post-Cold War

challenges unless we improve the way we deal with complex
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problems that cut across traditional bureaucratic boundaries.

A stifling bureaucracy, an obsolete division of labor, or

cumbersome decision-making are luxuries we cannot afford.

As a first step in remaking the State Department, I

announced a broad-based reorganization plan in February. The

plan shifts portfolios and creates new positions to mirror

post-Cold War missions. It will reduce excessive layering

within the Department and streamline the policy process. Our

objective is simple: quicker policy-making, more open

policy-making, and, most importantly, better policy-making.

Reform of the State Department will be an ongoing process.

have asked Deputy Secretary Wharton to direct it. In

addition to overseeing our reorganization plan, Dr. Wharton

will be working with our management team to modernize the

Department for the twenty-first century. We need to ensure

clearer financial accountability for our operations. We must

invest in better training for our personnel. And we must work

unceasingly to ensure that the face the Department shows to the

world is an American face in all our diversity.

We also need to refocus our foreign assistance priorities

and programs. AID should be overhauled. Its purposes must be

concentrated to more directly serve our national interests.

Its focus must be sharpened. And its programs must be less

bureaucratic and more efficient. I have asked Deputy Secretary
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Wharton to examine the role of AlDin the post-Cold War era and

report his recommendations to me by the end of this month.

The reform agenda for our foreign policy institutions is an

ambitious one. In addition to State and AID, it also must

include rethinking and renewing the roles of ACDA, USIA, and

the Board for International Broadcasting. We look forward to

working closely with this Committee and the full Congress in

all of these efforts.

CONCLUSION

Mr. Chairman, together we and the American people face a

daunting challenge. To succeed in this new era will require a

real partnership -- between Democrats and Republicans, between

the Executive Branch and the Congress, and, above all, between

the American people and their government. Today, I want to

reaffirm with you my commitment to that partnership.

Thank you.
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WHAT mE UNITED STATES SHOULD DO
TO PROMOTE DEMOCRACY

Chainnan Hamilton. Distinguished Members:

Foreign Aid and Democratic Assistance

1. Total U.S. spending for democracy assistance should be increased
significantly over the coming years. A reasonable goal would be to double
current expenditures for aiding development of the .political and .societal"
infrastructures of democracy from roughly $200 million to $400 million in the
foreign aid and democracy assistance budgets. These additional funds can come
from redirecting a small share of existing expenditures in development assistance,
economic support, and military assistance.

2. USIA should increase the proportion of its total expenditures that is
devoted to advancing the ideas and institutions of democracy. Democracy
promotion should also continue to receive growing emphasis in such existing
USIA programs as scholarly exchanges, foreign visitors' programs, lecture tours,
and publications support. More emphasis should be put on promoting exchanges
among democratic political and civic .leaders in various developing and post
communist countries, and somewhat less on expensive tours of the United States.

3. AID and USIA should seek to encourage and support development of
. regional centers of democratic training, assistance, defense, and institution
building, like those which exist within the Western Hemisphere (e.g. the Inter
American Court and Commission on Human Rights, the Center for Electoral
Assistance (CAPEL), and the OAS Unit for Democracy). Comparable structures
could be particularly valuable within the framework of existing regional
organizations such as ASEAN and theOAU. .

4. Funding for non-governmental organizations that promote democracy
abroad should be sharply increased, and, as much as possible, institutionalized in
direct Congressional budget allocations like NED's allocation in the USIA budget
and The Asia Foundation's in the State Department Budget. Current AID
program funding of these organizations should be substantially consolidated in the
increased Congressional allocations. .Congress should approve the
Administration's request for an increase in the NED budget from $30 million to
$50 million in FY94, and comparable increases should be planned for each of the
next several years. The Asia Foundation's Congressional allocation should be
increased from $16.693 in FY93 to roughly $30 million in FY94, and program
grants from AID should in turn be phased out or greatly reduced. Congress

.should search for or encourage creation of a comparable non-governmental donor
that can perform in Africa many of the cutting edge democracy promotion
activities that The Asia Foundation has been conducting in Asia. One possible
candidate for such a Congressional allocation would be the African-American
Institute. . - ~\\



5. AID should continue with. its "Democracy Initiative" but should focus
primarily on assisting development of the governmental institutions of democracy
and the social and economic foundations of democracy: independent universities.
and policy think tanks, grassroots development organizations, strong private
business sectors, and government policies and institutions that promote market
oriented economic growth with social justice. AID should thus be a strong
partiCipant but not the leading actor in U.S. democracy promotion efforts.
Internally, AID should appoint a highly·placed official, either a strong coordinator
or an assistant administrator, to coordinate all of its activities for democracy
promotion and liaise with other public and private agencies.

6. Govemment-to~government foreign aid should be conditioned on
respect for basic civil liberties, organizational pluralism in civic life, and a
reasonably free press, or demonstrable progress toward these goals. These three
conditions do not mandate any particular set o(political institutions and are not
specific to Western cultural norms. Rather, they encompass pan-human
aspirations for protection of the dignity of each individual, freedom from
discrimination, torture, and fear, and the ability to organize around group
interests, express· those interests, and obtain independent information. These
conditions are necessary both for human dignity and for accountable governance.
Institutional measures to ensure accountability - such as an independent auditor
general and anti-corruption board -should also be a condition for receiving U.S.
foreign assistance. Governments that refuse to institute effective procedures for
accountability should face termination of official assistance.

7. The U.S. should work with its G-7 allies and multilateral institutions
to suspend debt repayment for those low-income countries (particularly in Africa)
that meet international standards with respect to democracy, accountability, and
economic reform. While this moratorium is in place, each country's debt should
be permanently written down at a rate of perhaps 10 percent a year-for each year
the above conditions are met.

8. Where broad popular pressures for genuine democratization coalesce
to demand a democratic transition, the U.S. and its allies should support these
efforts. In such transition situations, we should suspend foreign assistance to
those govemments- as in Kenya and Cameroon - that fail to implement free and
fair elections and other democratizing reforms.

9. Congress should amend the foreign assistance act to perinit the
provision of democratic· and economic assistance to non-governmental actors even
where conditions call for the termination of govemment-to-government aid.

10. Countries that demonstrate strong commitments to democratic. reform
and)nstitution-building should receive higher priority for U.S. foreign assistance.
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Small countries like Nepal and -Zambia 'should not be neglected; every new
democracy can be an important source of innovation and diffusion.

11. The U.S. should coordinate with its allies in the DEeD more closely
, to forge, as much, as possible, a common set of conditions for international

a.ssistance to governments and a common set of strategies for dealing with
individual governments in the developing world.

12. A fund should be created to support social science and policy research
on the political, social, economic, cultural, and institutional factors that facilitate
or obstruct the development of democracy. This research support fund, at an
initial level of perhaps $2 t9 3 million, could be administered as a grant-making
program within NED. It would help significantly to enhance our understanding

, of developments in the recently established democracies, and of the kinds of
institutions and policies that are most conducive to democracy under'different
types of conditions (such as ethnic divisions, economic reform, or low levels of

, economic development).

Global Institutions

1. The United Nations must be strengthenedinstitutionally. The United
'States should rally its democratic allies to demand comprehensive reforms that
improve efficiency,' reduce waste, fraud ,and abuse, and institutionalize more

, rigorous procedures for accountability and effective management.

2. The democracy assistance functions of the United Nations, including
prominently its capacities for election monitoring, electoral administration, and
conflict mediation, should be enhanced. More financial and human resources
should be invested in these functions and close coordination should be established
with comparable regional, national, and nongovernmental organizations.

3. U.N. peacekeeping and peace enforcement capacities should be
significantly enhanced. U.N. peace forces should be given clear authority by the
Security Council to enforce the peace, and to engage in offensive operations if
necessary to do so. This will require much greater commitments of troops and
weapons and much more effective command ,and control, including: clear
authority for the U.N commander to command and discipline troops and units of
every nationality; more effective discipline,coordination, and accountability for
U.N. administrative personnel as well; a common operational language, so that
all officers of all nations can communicate with one another; a common doctrine
and operating system throughout the entire U.N. force; common training for both
administrative and military operations; an effective and coherent intelligence
component;' adequate transportation, communications, and medical support. The
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U.N. security council should have available to it Jor global peace enforcement a
substantial array of predesignated forces within a number of countries, ready to
be. deployed within 48 hours, trained in \ common procedures, and utilizing
standardized equipment.

4. The U.S. should· join with its GEeD allies to encourage the
international financial institutions, particularly the World Bank and the IMF, to
take into more explicit consideration the political challenges and requirements of
effective economic development and macroeconomic management. Effective
governance and particularly accountability should be made stronger criteria for
concessional lending from these institutions. At the same time, both institutions,
and particularly the IMF, should approach with somewhat greater flexibility the
economic conditions for assistance, appreciating that timing can be everything in
politics and that reform policies that impose massive economic dislocaticn without
having the resources to cushion the resulting suffering may threaten 'the viability
of reformist governments.

Strategic Priorities

1. U.S. economic and technical assistance to Russia should be accelerated
as rapidly as possible. Particular priority should be given to implementing the
$24 billion assistance package announced last year to help stabilize the ruble and
facilitate economic reform. Procedures for accountabilityshould be required, but
other strict terms of conventional IMF conditionality should be relaxed to allow
the aid to precede rather than follow further radical reforms. The U.S. and its
Western allies should also agree to reschedule Russia's $84 billion foreign debt
on the condition that it adhere to the course of economic and political reform, and
should offer a sizeable fund or "safety net" to support pensioners, unemployed
workers, and displaced soldiers; maintain the real value of police and military·
incomes; and otherwise cushion the pain of radical economic reform.

2. U.S. and Western technical assistance to Russia ·should be substantially
increased, but volunteers and experts should be trained in Russian culture and
language, and should be expected to treat their Russian counterparts respectfully
as partners. Democratic assistance programs should also be increased, and the

. Democracy Corps should be implemented as rapidly as possible.

3. Additional funds should be established to provide seed loans to
emerging Russian entrepreneurs and to encourage foreign investment in Russia.

4. Economic and political assistance should be accelerated to other post
. Soviet states, particularly Ukraine, Kazakhstan, Belarus, and the Baltic states.
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5. The U.S. and its democ~aticallies-should press China to improve its
human rights record, respect the political reform process in Hong' Kong,
terminate its support for the repressive military dictatorship in Burma, and
negotiate a settlement of the decades-long Tibetan conflict. While we should be
realistic in recognizing the limits to which we can use our 'trade with China as a
lever for democratic progress, China mu.st be held accountable by the global
democratic community to certain basic, internationally recognized human rights
standards. MFN status for China should be conditioned on monitorable human
rights conditions, including therelease of political prisoners, access to prisons by_
the International Committee of the Red Cross, and reversal of the population
transfer from Tibet. Greater funding from U.S. nongovernmental programs
should be devoted in the coming years to supporting Chinese NGOs and
autonomous or semi-autonomous think tanks and professional. associations;
strengthening the capacity of China's media to provide a forum for public opinion
and policy debate; assisting private business associations; and otherwise advancing
China's transitions to a market economy and a more ph.iralistic society. If these
transitions are successful, China will experience irresistible pressure in the
coming years for democratic political change.

6. Similar work with NGOs, private business groups, and economic
reform programs· should be undertaken in Vietnam, but the U.S. should not
restore diplomatic relations until Vietnam meets certain basic conditions with
respect to human rights, including the release of political prisoners.

7. The U. S. should mobilize comprehensive diplomatic and economic
pressures to force the military junta in Burma, the SLORC, to hand over power
to the legitimately elected national assembly and the coalition government that
represents it in exile. If the SLORC has not complied with U.N. resolutions to .
release politi.cal prisoners, cease human rights violations, and restore democracy
to Burma, the U.S. should mobilize an international coalition to remove the
SLORC from Burma's seat in the U.N. General Assembly when it reconvenes in
September. Failing such compliance, we should also organize an immediate
global embargo of weapons transfers and all military and security assistance to
the SLORC, andcomprehensive economic sanctions on the regime, including a
complete ban on aid, trade, and investments. These embargos should be codified
in U.N. resolutions and the democratic powers should endeavor to obtain the
compliance of relevant nations, especially China and Thailand.

8. In exchange for Thailand's cooperation in halting trade with the
Burmese regime and the Khmer Rouge, the U.S. should should offer Thailand
tangible improvements in our bilateral relationship, including trade concessions
and increased diplomatic and security cooperation.
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9. The U.S. should strengthen its economic and political ties with
Turkey, encourage investment inits economy, and encourage the European

-Community to admit Turkey as a full member. At the same time, the lJ .5. and
E.C. should press Turkey to improve its human rights record, particularly with
respect to the treatment of minority groups.

lO.NAFfA should be ratified and then extended to other countries in
latin America and the Caribbean, but ratification should not be completed until
Mexico provides sttongguarantees for workers' rights, including the right to
organize and operate fully independent trade unions.

Conclusion

Advancing the cause of democracy in the world -will be a formidable
challenge in the coming years. In the midst of spreading conflict and instability,
it will not be easy to maintain the democracies that have recently come into
being, and it will be harder still to increase their number. The keys to progress
will be patience, steadfastness, institutional innovation, and increasing cooperation
on the part of the established democracies around the world. The United States
must lead, but our democratic allies - Europe, Japan, Canada, Australia, and
others - must also commit their resources and prestige to the protection and
expansion of demO<?racy and human rights. And increasingly, we will need to
work through the United Nations and regional bodies to promote democracy and
collective security. Promoting democracy cannot be our only foreign policy goal;
but neither can it be effective as a partial and piecemeal-strategy. The Cold War
is over, but we remain the only country that -can catalyze the world to move in
new directions. Now more than ever, we must continue to think and act globally . -
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tl cui 1Ir1)' Ilece VletDnm whore mMllve
lnfulllonl ot I\ld were un.'\ble to nchleve
our oLher gol'J1 of 'economic develop
ment IUld the Ipread or democrac)', dJe·
IIlulllonment ILbout· rOTell:n I\ld hAa
Itcndlly !:'ro....n.

WIth tho wanJn~ or tho n:\llonAI BOCU
rl ty juatUlcl\tlon tor rorel~n I\ld, I\nd 1
nm auro t.he dlltln~ulllhod Proeldlnlr or.
ncer Ileus. MJ do, people IncrcMIDgly
ukln, boYo' those hundreds of billion'
or dollul helped poor people I\broad7
Where. the)' IUIk. II the eUltll.lDel1 eco
nomIc developmcnt.7 Where -ue Lhe
Democratic IDltitutlonl7 Wherl are tbe
open. plurllolllltic aocletloe where bMlc
humnn rlghll r.re rellpected7 Wh)' II dl'·
tTadlng povert.)· stIlI 10 porvll.lll ve7

ThUll lore m:Ln~' rCll.llon, ""hr the
complox proccell or poll t.lcll.la.nd eco·
nomic devllonmlnt In the Third World
II mo\'lnb 10110wl)', Butlt Ie ,now clol\J'
that 10m. or our blUllc U'l'umptlons
about tho Itnl[cl oC economic and poll t
Ical devolopment. In m:\n)' ne"" n:a.tlonl
were wrons:.

WI.' expected torol!:n nJd t(l work Ie
poor, Third V,/orld countrlcll the way It
h:\l1 work or! In \\'o~tr.rn Fourn:>", WI' II.rfl

ellli dl&co\'erllll: ju:-t h(lw WTO:l1: our II..~,

lumpllonll 'fcre In nppl~' /II:\r"ilnll plnn

John M
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Lhlnklnt 1.0 t.ho developlnt world. Onl:l
In t.he luL lew yet.n hAve we come 1.0
reCOrnlz,o ho,. enormouZlly dJCClcult .It
II 1.0 crea.t.l'-wbore nODe ex.1I:..-t.hc
ba.slc Inlltltutlonll neeellMrY t.o BUlllAin
economic iTowLh a.nd pollt.lcrU plur:a.l.

I!~~ wha.t. ICllllonll ha.vo ~c lea.rnet.l?
Flrllt.. by plAelnC' P1uch a. hllrh prlorlLy

on Jlollt.lcn.1 ltAblllty and ant.I·Corn·
munl5t credent.la.IB. wo fa.l1od to Inlllllt
on the eltAbUlhnll,oL or Democratic
formll Ilnd Inlltltutlons. Too much a.ld
wenL 1.0 lupnort COrnlpt ..cd reJlre6llive
!='overnment.e Lnd not eDoul:h t.o (o,Ler·
Inl:' t.he lllulic ma.cbJnery or DemocrAt.lc
roocletlell. These are the very t.blr:1'II
Lha.t. mAke democra.cy 50 aLronso In Lhe
I;,.ce of poll~lc:o.I, economJc, or mlJlt.lI.r)'
cha.llens:c,

Second, by p:tylnlr t.oo Utt.le at.len~
tlon 1.0 how Third World Iio\'srnmenu
t.homllelvell lunctloned. we .,outed hun·
dredl of millions oC dollus or American
IAxpayeu' monsy, We IHd not. demll.nd
t.hi\t our de\'elopment ;o.Jd be wed wI6e-
Iy, nor did we pen!.ll:e recipient. gov.
ernmenLe th:a.t dJd cot produco bet.t.er
lIvell for their O\'7n people. PolHlc1.l
1It.."blll ty cll.mo· Ca.r Ilhe:u] or dem:i..nur.
for JT:lprovct.l lroVernmeeL' cHlclenr.;y
:l.nd ~ccoun~"\bl\It.}'.

I\r. Jus: one o:'tl\.mple, Ie Alrlc..'\ t.h~

four I:H~OO~ roclLllflntll oC Unltod St.:l.LC!l
ald dur1nl;' t.he 1970's ..nd 1990's ...·ere So·
malia., Sudnn, 2.aJre, &%Id LlbeniL. Eve~y
one or thoeo nll.t!onll h:u lR.Jn under tne
boot oC dJctn.t.orll who Jlll12,{led t.he
t:euuM~1l n.nd murdered. their own pee-·
ple.AIl U.S, Illd dollzn nowea III. pollt.
Ica.1 opposItions wero cl"\1.!lhed. corruro
tlon nourillhod, mlllt.&rj IUld pollt.IC::l.1
elites blod lhe ec~nomlell whHc. Tou:\\'
LhoFe couo~rloe ILTO dovutaLod b:,. civil
~a:. a.nlU'chy. and Ca.mlne.

TItJr~, .... hlle our aJd to Europe U"2.S
received with ns:'precll\.tlon IUld a. rea!l-·
tic r.hc:IOI; or our nl\.t.lonc.l eecurlty In·
l.eres:.s. Ir. tho Third World It hlUl often
toeen met wlt.h sueplclCln a.bou:. Ol.:~me-·

tlve! ant: crlt.lclem oC. ou: cOl.:ntr::.
Third World peoplell ue not loola. Thtlr
knew ""h: '. ou~ prlorltlee "'ere. Thc.!!
.....~: .•nlJ 1It.11I ll'-mu:h reeeDtme~,t

that \"'It~. ou: mouLhe we J)r'eI\.C3ed Dt··
moc:-a..::;; p"nd 1':)!I tl cll.l pluriLl1em whl:e
·... It.h ou..- ooll~, ... nd wea.pOee 'IDe &\;~

porlee clt.LIl.lOl"'! aDd a.u~horJt.a:'lan r~·

~lme!. 700. of teD our d~ede die not.
~.;;'''ch our \IIorde.

~rr,:o.t \Ill' h::.\'e III no~ a. t.wofold dl~·

JllUlIlonmt>nt. /It homc, lho Ame:-Ic;\n
P':lopl~ !He letl up wlt.h lln ~Ulc.:\t.ed lo~·

el{:"'n.Lld flro~n.m thll.t co lonl\er llor'J~'

..... hl\t. mo~t U"oulu nsree n.re Inul,;·
pu:.a.ble AmerlcLo n~lIoeaJ lDterost.!l.
Even ou: n:a.~lonD.l ~I)Deroslt:r leeme Lo
have belln ~:"Vert.ed. elnce ~e e!!e "0
little l:':"lpro vement Ie lbe llvell oCthe
poor :e eou~ht--or··claJmed ....·e
1I0u~h:-t.o help. lD f/l.c:'. In mILD;) WI!.)'S,

pa.rtlcuJa:ly ID the area or beeJth. rea.l
a.dvlLDcee \IIeremLGe. But ac~ou the
boa.rc. pro~euWUl ver,r Wleven.

Abroad. ther~ Ie Ilnljor t.ha.t eo much
mone':' and so much LIme blUl been
·oI:ut.'!·c ~Ith eo little result In the de·
velot::':"leot of functloIlJne; economl!!e.
;'!:lll t.1CA.1 pluralllm, Lnd locla.) juetlce.
Decl'\ces or lI.8ellltAoce have ml.de IltLle
~:ference t.o mOIlt. people In }.!:1CI'... 0:
to r:u,nJ mill lone or the noor In LAt.::}
JI.merlca. aod PlU't8 of AIlI2.. }kclple:1:'
i"o\le~rnent.8 have mlsha.ndJed hWl'
t:rede or blllJone of dolla.n oC forel~n

F.ld v;hlch Ilhoultl hnve Improved lhe
1I\1e~0! lhel~ peoplee.

The COosoQuoncoe oC \.hls dlslli:.:slon·
~en: 0:'1 tilt' ;lolltlc;,.l consenl'ue ~erc I\~

.":omE' :r. ~enNn. or lore!j::r, I!.Jd hs','c
:-p~;: ;~o/ouod. As t.he n:l.t.lonzJ ~!!curl::,'

"E.:lc:,u.l'! fo:' forel~o :\ld h8.l' ~c'~n e'J'!r

"""::liE' ~:~al:J'!d anc unCoo\'ln:loo:, Con.
~:-~~p ~.~ be~:-: FTor-ln;: ~o lind a ne'"
.:'r:rc;.:~. tt::I: ...... oulc ree~:ablleh 1\ rcl;.·
.,on5:-":;- b':~ ...·c~~ fo~c:rr. l'.!el~:r.:'Ice

_..I ~~.:"':;~t,iC' j\r:"'lt:'ri:r.r," ~:'\~JC'n('.l l;.l-::.

To be bluet, we Ie Contreu muat be
~I\'en an explanat.lon w. c ..n bDlieva
why continued Coroll:n Illd 18 In Lhe nA~
tlon:!.1 Intorest. And we,mult. be ablo to
~rsuade tho AmorlcD.n poople tba.t t.hlR
n:lotlonn.1 Int.erest III rea.l and w1ll be ad.
v:l.nced by lorellrn aiel.

Since the helf:ht or the IIlnrr.hllol\ pla.n
when In A .1111:'10 yenr .,00 gl\ve S43 bll~

lion t.o WeI tern Europe, tho lorcltn IUd
uuullet. hll.ll decr.clUloc1. Tho recent. hlE'h
polnL WILll 120 bllllon In 198.5. Since
t.hon, tho trend ID InrClgTl Aid III dOtr;"n·
"'IUd. 'rouny, tbe tOOlI !Olndll at IH llll·
lion aDd nccoueU for lelll than 1 per.
cent. of the t.0lA) Fede~l budlret.

10 f1llc",1 ycll.1"Il J992 a:'ld 1~9J, Conl:reu
IIlp.lohed the forolt::'n I\.Jd n,pprOl1rllltlon •
de!'fll)·. ·111 thl:1I0 2 )'enrs,l\cLulll I\JlPro·:
prll\tlonll rcll by 1\1Iout IU billion, n.nd
IILl' moro steepl)' Iromrrc!ldenL Duell's
reQuelltll.

ConlrcnLed by ,. growln!:' gllP bet.wec:n
ex~cLatlool II.nd reality, appnlled bt,
lack of lel\dcrahJp. ael:ered by aCCUT:lU'
la.tlnR' eVldcnce or aUbllt.lintSal m16'
·mLD&l:ement a.nd wut.o, IUld Iha.ken b)'
profoDnd ll?tolF;'n policy dlaa!'nemenLe,
Con~re511 IncreuID!:,t}' h;u tried 1.0 push
the forol~n nld prOlfr:\m Into more f101l1·
tlvo dlroct.lona. CoopernLlon with lotio
execuLlve brl\lIch hM hecome 1\ CM'

unIt ... oC Lhe I:JAn oC t.rullt ollF;'clldorel1 hy
t.he 'Vlolnnm wn.r nlld AccenLuat.fd b~'
cODtinulnr. IICllnc:a.lll. such Ul lra.nl
ContriL, ..cd wldenJnb dl"putee o\'er pol·
Icy. !UCh 11.8 tile wn.r In £1 SlJvl\dor.

R.efornt eClort8 ha.vo abounded In re-
. cent. YCl\rB, but with In:l.deQu~t.e polIti·

cal. bure~ucrat.lc. or InLellectun.l·prepa·
rlltlon, nil hAVO flliled. I\n ever growln!;'
1I,t. or theorlee h:ul "r'lrun~ un r.bout
..... hn.:. forelr;1l 1\111 IIhoulli i", u~ou for lUlU
how to mako I:' moro~fl~:tl·..e. All this
rcnecl.ll LlIe cJlslnto~r8.tlon o! the 1'01lt·
~A:' conpnnllU6 a.bou~ ... ha.t Int'!rellt.ll
rorc:I~:1 al~ Ie eunJ')()eoc to no\l' &~rve.

\''';e no ....· .confront. a.1I a.DIIOnc!! or aF;'ree
men:. :l.bo!:t why t.hr Unlt.cd St.a.t.ell
shoe!c t;"vr. Q forOIE:'r. ... it rrof:rnm Il.t
nil. nnd If we lU'C t.o cont.inuo t.o provld"
lorel~nll~. whA.l epe~:£\.:: nAlIoneJ Ie·
lc:rell\..l! H. I. Lo 8c:rVe,

M:. Presldlln:'. 1\.8 chllJ:m~ or the
rorel~n O~ratlof\!.Subeoml'l'lI Lt.u. r('~

Ilpon"lbio lo~ drllftln~ ....,d movln" tbe
MnuaJ fo~eJrn Alt: app~oprlAtlon

throuhh the 5en8.Le. I do no:. belle,;e :t.
~11j llc noeelble t.o enact anot.her bUill·
nes~·u·usual forel!:,n II.J~ bill. The 11Ul:'
Corol~n nld bill ~1\Jl er.rned :':-'rou;:h t.ho
ConhrClI1I Dilly \.I)' \.110 brMlI IOll.n r:::;;'.... ~

nutee prCf:r:\Ir..· It. .....~ Impo6!lbleLo
)'\lUll Po flllcn! 19!12 forolr:n I\.ld I\J'I~rcpr~;l.·

tlon nt nil: tho ent.l:-e Jlro~r~ .....1\3
Cuolled Lhrouch n ye~ Ions conllnulnl;
resolution.

Thnt. Illlrk rOll.lItj' expIA!:':~ "';1'::,' R. Lot'
to bntt.orr. rcoxamlnlLtlon oC our ent.lrc
forelhn n.le pr0rTJUn Is eefontlaJ, l~ Cl\,n·
no~ be delayed. 1. know tbe ClIntor. "d·
mlnJr.t.ratlon U"an:.s to focull 00 domee·
tic ISlluee, 8. rOCU! 1 "1)T~e wlt.h a.nd sup
no~t.- But.·1 Il.J'lO kno'ID t.be:'e m\:t" b~

m:lJor ch;,.nr;c6 In lorcl~ JUd fl1:':dln~

J)rlorltlell nnd 10 ·"be rationale Sor the
forel~n l'.lu prol;T'8m 11 we ue t.o enACt.
n~~ forcl~n OI'<.rI\,t.looslLpproprlat.lo~!I

bille wlt.hout t.helr beID&b"ltt.ed on the
Sool\Le noo:-,

1 A.m pleued b)' Deputy Sec:'~u.ry·

DellP'll'.t.e Whutoo'e 1Il.A~m6n~ In his
conIlrma.t.loo bea.rln~1l tba:. he 11:111 t-e
In charge or deve)oplnt a. pl~"l lo r~·

lorm Corol~n a.ld wIthIn &0 dB.)·II. H lbe
Clinton numlnlslrntlon h:l.d dccldeu lo
postpono the f"rclr::n 1\111 refonn 166ue.
Conr::rc~JI; \IIould h:wc lo LAkc rclornl up
Ile~lr. We clln IIfford no furth~l' del!)' III
thr comple.'( \..Uk of rr~e(j;)lnr;'!orel;-n
l'.1t1 r;:o:\lp :\~l'J r{'''truc~\l~I:i~ ..\I!) C:.H
6e)Vt'e

Even Ic-Ith flli!~c~jc e)l'!c'.Ju·,''! br:\nch
lep,.derllh!r. rt'oe!lr.lnr :'~e lundcml'r:teJ
I1u~.,o~e~ or forcl.., /Ul!!lfl:..>.nc:C' 10 th~

r"06~·COj~· ...·:\..'" worlcl ...·!ll L'c ll:::IC\:I~.

There a.ro rna.ny compeUnr poln~s or
Vie"". Mn.ny lnLera.t.1I ",111 hI!' ILffecLod
by chn.nrre. Snma lU1l'uo t.ha.L our ,\I·KIIL·
&nce .houhl Cocus munly 00 prunlOtln!:'
Amorlca.n commercl:L.1 In~crelLII O\·t'r·
IOU In tho W&j thn.t lIome of our com· .
J'lCLltorn, luch ll.II Lho Jllf\llJlC"C, clo. Oth.
o're ft:lY rorclr::-n DolcJ .houltl b\l L.'U'ReLCtl
",t. eolvlur. globrd Jlrolllem, which
Lhronton our .nl\tlolll\l "'ell·b~lnr:: And
tho luturo oC tho planet, such u over·
l'onulatlon nnd en·.. lron.rnec:.:u dCl:'T&d,,·
LIon. tho Int.crnatlona.1 dr-oJ&, trn~c, And
AIDS. .

St.l1J othcrs Inpls:. Lh:.~ c:n~ r:~ DO';
ert.y Illlould be the BoLl oC a.ll lorel~
n.ld nnd thi\t lIultnJnz.ble oconomlc oe·

. vcl~tlr:Jont, poll tica.l a t.&b III tl', relluc ...1
FKJPulntlon Il'rowt.h. Il.nd Jlrcllcr\· .. :'lolI oC
Lho cnvlronmcnt will follow nn.L\lrn.lly.
And t.hero nro thoso ....ho bcllevfl the
only· vn.lId reMon for pfovldlnt: Illrgo
8ca.le Corollie AJc1l11 1.0 ndv:\.Dce concrtL~

U.S. n..tlonlLl llecurlt}' lnt.eresLe In It."'!
cHic n.Teu oC t.he world.

Compllcl.t1nl) the wk, Congrf'108, r.::d
most oC t.ho ellt\cutlvll bra..nch, hu loat
conOdonce In the Atency lor l:lter
nn.tlon:\1 Dcvolopmont. It III Il
rudllerlollO 1Ilt0llCY IIi Do;,.rch oC n ml,
ilion. Torn In ovor}' direction by com'
J)OtlnF; Corc,," Within Lho oxocutlvo
brnllch, u.iuor unrelenLlnF:' preel'uro
rrorr. IlpOclnl IDtercDt. ~roup.... · JL.nd b,,·
aleF;cd b)' Con~rc:ee. AID hila becomo I\.
bureaucrll.t.lc stnpehlld.

Once AID IIhl\pcd U.S. (orel!:'n lI.I'pl~\.~

..nce J')()lIcy Ilnd i te key Jlror.:rp-:':'ll'.
TodR.y hID hN! beee reduced loO IIt~l~

more LhLO a.e lInplemonter or d~cllllor.s

expect·thllt our II.8l1lst.n.nco, while Il'lven
J'Irlmn.rll)' lor lIocurlty rO:ulonll, 'would
Mobllneflt the roclplont.e. b)' lIt1mul,,"l~

le~economlc developmont. Or, tu f1ut
1l anoLher WIl)', we llPoWno leconllillto
on~r. Md In r..cta. dIrect. connection.
botweon . det.er.-Ins communJlm ..nd
oconomle bnttermont, Looklns ..t our
o~n hlst.orlcl\l eXt'Orlence.·1\.8 "'ell II.!
tho Mnrllha.l; plnn In Euro~. we
Lhou;:ht oconomlc ~rowLh na.turl\.ll)' lod
1.0 domocracy lLnd polltlcnl IltAbIJlt.}'.
Tr&dlt1onl\l cuJt.ures wouJd. \Io'e bp·
lIeve~, .Ive wa.)· to rJl.pld pollt.lc,,"1 I\."nd
~onomlc modernl:lI.tlon In the coeLoxt
of Indue:'rlnll:.:a.tl on. W'bl\lllz,Atlon. n.nd
economIc &ro~t.l:.

As ml\n)' ·mor!! n"tlons Joined t.he
Inloero"tlonnl·com.mu:lltj·. ou~ nld p~o·

r:'1l.:ne e~p6.ndet1 vl\.l!lt.ly In IICOf'\<!,
thoul::h, 10 compnrleon ..... ILh t.ho Mnr·
Ihl\lI Illnn. not In lho 10\'01 or rOOOllrCD!\.
\\io IInrol\d our IImlt.ell n.;lllleLAl1co evor
mor~ thlnl)'. tr)'lnl:' 1.0 oUPllort. non·
Communlet ro~lmOll In InhoronLly un·
lIt.able count.rlell wIth vory wOl\k politi·
c~: :1M economic Inlltltutlonll. We cop·
tlnllod 1.0 ~Iv(' prlorlt.)' t.o our ~oll.ll' of
politIcal stAbility Ilnd i\nllcommunlllm
10 t.he fo.c~ of a revolution In mlLlle com·
munlcl\tlone ...nd related polltlc",1 a.nd
economIc lI.Yo'akenJnli of bllllons or 1m
poverlllhed p-;:oplc!ln t.ho developlns
world.

Ant1 mOl\.!ured In tormll of \IIhnt ""11

soubhl lo do. our 10roiSOn nldpro(;rl\ms
were euccc~ful. CommunIsm ..... 11.8 de·
te:-rlld a.od C1na.II)' dcloR.t.ed '1\'1 thou t
tlobal wa:. 10 deCens!! oC freedom a.Dd
1.0 cont.LID communIsm, lhe Amerlc~o

1'f'ople have been ~eoerou!. Since t.he
Ma.rshl\.ll plo.n. .....e have spent man:r
hundred6 of billions of dolllU"ll t.o IIUr-
port eeonomlc. development. and mill·
Olr}' prot;Tams In more thnn L hucdred
countrlclI.

Yet lhro~hout Lhoso YOn:D, n.lld pnr·
tlculn.rlj' slnct' Vlot.nnm whoro mllJllllvo
Infuslone of Aid were un::.bl(' Lo nchlovo
ou: other ~orJe oC oconomlc dr'volo~

Jn~nt nnd the Pflro:\d of domocrl\e)·. dip·
Illu"'IOllmt":1~ n.bou~ forol!=,n- I\I~ hM
lllendIJYj::'~ol~n.



Wltb the waninf; of the national secu
rity Justlflca.tloo (or forelgo -.ld, and I
am eure the dlstlni'Ulshed Presldlog Of
!Icer hca.ra, 8.8 I do, people lncrc8.810gly
uklnR' bow t.bose huodrods of bllUo~

of dollull helped poor people Lbroa.d7
Where, t.he)· ask, 111 the eust:l.lced eco
nomIc dcvelopment.? Where are tho
Democratic lnstl tutlons? Whers are the
open, plur:1.lIstlc eocletlcs where ba.slc
human rlgbta are respected? Why Is de
STadlog poverty st11l 80 pervul ve7

There are .m3.ny reuons why the
. complex process of political a.cd eco
nomic dcvelopment In the Third World
Is moving 80 slowly. But It 18.now clear
that Borne of our bn.slc a.aaumptlonB
about the st.D.ges oC ecooomic and pollt
lcal development In m:l.ny cew natlonll
were wronf;.

We expected forelS'n ~ld to work In
poor, Third World countrlest.he wa~' Jt
ha.d worked In Westero Euro::-e. We are
st1ll discovering J~t how wrO:J~ our a,a
lumptlon! were In apply Marsha.ll plan
rnA-de by cthU1l. The StALe Depn.rtme:1t
mICrOr:1LD&;'esA.ID'!l E.aJlt.OfO Europe
aDd New lDdependent StALes progn.me.
With. propoe.ed .tbe new Under Sec
ret.;.r~' of Stat.o posltloo for globaJ h
BUr-ft, St,nto 15 evidontly BoluE; to ta.ke
full control of enV1ronment, hca.l th n.nd
populatloo po 11e)' LCd J)rogrAm!~ A!to:
YCR.rs of rcelstlnf; pressures irom Con
(:'rcI's to t.:l.ke ler..dershJp roiee In all
theae arcA.!, AID ml&&edthe boat on
wn:\t nre sure to be tee dr1v1n: Sorce!

. of l~re:l:'o a.ld 10 the [uture.
1.n m)' m1nd, 80 lo~ bs.s AID fallen

tba.t 1t II an open Quuetloo whel.ber t.he
Agoenc,Y sbould· continue to e:t15t., nt
Ic:LS:' In 1~ preacnt'form, Tbe ce"" Ad
mlnlstrat.or w11l h.e.ve ,. hw:e anu dH
fJculL cballenge to redeuoe nnd resbape
th:lt As::oc)' 1n waYE that wUl justUj'
lts fut\:.J'e ex1stence. I lntcnd to :l.ddresB
t.hls Question In detall 1.D Il future
s:'3.te:nent. .

An, tterlou.e refo:ro of AID mU6:'
b~E:'ln wltb the QUe&tlon: WI til the cold
wil.r ove:, do we 6ven need a. b!la.tera.1
fOr'~!1n a.ld p:'o~~m anj" lon.er?

I nrn 8truck by· President John F~

l·:cr.nedy's rceponBe to tbat Qur.s~lon 1n
1!l61:

The an:wor 1.3 ~t there U DO ucaplCJr our
ObJtr;&LloDs: our moral obllrratlocs ..., a robe
leAder LDdrood DIlrhbor ID the lnlA'l'dePClod.
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EXPERTS URGE ADMINISTRATION TO ADOPT NEW STRATEGY AND
STRUCTURE FOR DEVELOPMENT COOPERATION

Washi!1gton, D.C. 'We applaud the Administration's ,intention, as announced by Deputy

Secretary of State Clifton Wharton last Friday, to review the mandate and organization of the

U.S. Agency for International Development," said John W. Sewell, member of The Independent

Group on the Future of U.S. Development Cooperation and President of the Overseas

n- l i C-"-Cl'l
.LICVCIUPUH:::UI. UUll 1. In a memo originally presented to President-elect Clinton and the

transition team after the election, the Independent Group urges the Administration to ado: ~"

a new foreign aid program to promote sustainable development. The new program, would

focus on three main objectives: investing in people, protecting the' earth, and strengthening

democratic institutions.

The report was prepared by a group of development experts, and endorsed by a larger.

group including three former USAID Administrators, former World Bank president. Robert

McNamara, Reverend Theodore M. Hesburgh, several individuals who served on transition

teams or are now in government, and others. The group cautions, "we are deeply concerned

that current development cooperation policies have run out of time and need to be replaced

with programs more responsive to American interests andglobal problems in the 1990s. If this

is not done, we" risk losing support in Congress and among the gerieral public for American



leadership in the global cooperative effort to 'address the great challenges of alleviating poverty,

sustaining the environment, and supporting transitions to democratic market-based societies,"

The "White Paper on U.S. Development Cooperation in a New Democratic Era"

advocates that sustainable development, defined as growth that leads to poverty alleviation

and environmental preservation for successive generations within the context of participation

and social justice, should be the core of a reformed and restructured development assistance

program. The 'program should utilize the strengths of both multilateral and bilateral

1'-,

~-.

assistance to meet the development" needs of the 1990s.

To implement the new sustainable development agenda, the White Paper recommends

that U.S.A.LD. be replaced with a new Sustainable Development Cooperation Agency (SDCA)

that would operate in a much more flexible manner than U.S.A.I.D., and would be freed from

short-term foreign policy concerns. Project funding would be implemented on a competitive

basis, open to all bidders in this country and abroad. The new agency would include a separate

division for Eastern Europe and the new states of the former Soviet Union. The Paper aiso

recommends the creation <?f a Development Coordination Group in the Office of the President

to ensure cross-agency coherence .of policy and coordination particularly involving the

multilateral development agencies.

Whether closely linked to the Department of State as AID is now, or independent, the

Group urges President-elect Clinton to elevate development to a principal goal of U.S. foreign

policy and aid, divorcing the program from short-term political and strategic concerns that

dominated the program in'the Cold War era.

•••
Preparation of the -"White Paper on U.S. Development Cooperation in a New Democratic Era"
was facilitated by the Overseas Development Council, which acted as the Group's informal
secretariat, and The Rockefeller Foundation, which provided financial support. The White
Paper does not necessarily reflect the views of the Board, Council, or staff of the ODe or The
Rockefeller, Foundation and is solely the responsibility of the individuals involved.

John M
Text Box
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Rethink, and Cut, Aid to Developing.Nations
Communism is no longer a threat, and much of the aid 'money is spent among American interest group... all)'il'fly

There is another American interest looming I'll th.,
horizon of the third world - humanitarian rplil;r II j,..

hard to argue against this. given the hl·art·\\Tenl"hillg
pictures of hunger and other human slIffering. Bllt 11i('
problem might also be recognized a<; a bOIl(lJllII'l'~ pit
The need for relief is most apparpnt in Africa. In pan, il
results from the natural disa..<;ter of drought. In pan. It
results from civil strife. BUI overwhplmingly. il r'·~lJlt ..
from rapid population gro\\th..

Unless short·term relipf is accompanipd by 1I11lg-lt'rlll

measures to improve production (which may Illl',mlll Ill·

crease politicaJstability) and to control !loJ!lllati lll'
growth. there "ill npver be an end to 11ll' l'hnrt·ll'rin rrl'
sis. This L'i a taU order for foreign('rs, b{'('all~(, il im'"h,'"
some of the most sensitive poinl~ of a pt'Opll"l' l'lI11 uri'
and personal lives.

Even befort' US population p()lic~' wa" blown ('Olli- •

pletely off ('oun;e bi' Rcagan-Bul'h adminislrallon id.,.,·
log\les, it wal' a matter of greal dpJica("y, Larg., ~l'glll'·l1t,..

of the third world were (some slilI' ar(') prt'dispnspd II'

believe the US interest stems from a fl'ar Illal 100 lllal1~'

Mexicans. or Africans. or whot'\'pr "ill thr('alen \ 's Iwgt'
mony. Amerkan initiativt's. esppdally if tlwy an' SP('11 iL"

prodding. are likely to bp coulllerprodllclin·. TIlt' 11(''''!

resulL<; come from responding to local intl'rpstin ptlpn·
lation programs, lr th('rp is nolo("al int('n'st - ill Jltlpll'
latinn grO\\1li, ('conomi<' r('form. or dpllloC'ra('y - tllt'I".,
is not much w(' ('Wl do.

It is falsely presented to the American people as a pro
gram to help the poor in other countries. In fact. it is de
signed to help a variety of American interest groups, not
the least of which is the bureaucracy that administers it.
The UN report on human rights abuses in El Salvador
lays out evidence of the ineffectiveness of the aid pro
gram in promoting democracy and human rights while
dispensing $6 billion.

T HE lesson in this for American foreign policy is
that our capacity to lnf1uence other countries Is
limited more than we would like to admit. As has

been amply demonstrated for almost half a century, for
eign aid does not enhance this capaCity. Neither
Congress nor the State Department have been able to re
sist using foreign aid as anall·purpose for('ign policy
tool to pursue unrelated objectives for which it is an in·
appropriate instrument.

So many different groups, not least the ethnic special
interestS, have an interest in foreign aid that it is unreal·
istic to talk of ending the' program. One wonders if it
would be more difficult than closing military bases. But
there Is strong opinion in Washington that it cannot be
done. The Israelis, who get more than anybody else,
would complain mightily. What the Egyptians get is re
lated to what the Israelis get. The Greeks would (.'om
plain: and what the 'lUrks get is related to what the
Greeks get. We cannot, it is argued. cut off the Paki·
stanis, because then we would not have any aid left to
cut off as a way to punish them for building a nud('ar • Pal M, Holl . .fm·/I/('1' dlir~r1!{sll(lTI!I' till" .....,'/1111.' Fill.
weapon. And so it goes. Maybe we can't end it, but surely ('iljll Relalions Cmil1niu('('. IITil('.., 1111 .Iilll';!/il ql!lti,',
we can cut it back. ,{/'()/11 WnsltingllJII.

By Pat M. Bolt

A MONG the other adjustments brought' on b)' the
. end ofthe cold war, there ought to be a reassess

ment of United Stales policy toward the third
world. This could bring \\1th it budgetary savings as well
as political benefits for our foreign policy.

For 50 years the US saw its primary interest in the
third world as keeping communism out. That is no
longer relerant; we ought to look at our other interests.

These include sizeable US investments and sub
slantial and profitable trade. Transit rights are important
for American aircraft and ships. The third world is the
souree of mineraL<; and other raw materials the US
neeel.., The third world remains politically important if
for no other reason than its governments vote in the
United Nations. We also have interests in third-world
p(.'onomk growth (it is good for business) and in sup
porting democracy and respect for human rights.

These are important interests, but they are humdrum
compared with the drama of fighting communism. They
are best served by the same policies that promote them
in non·third·world countries - enlightened trade and
economic policies. "ise diplomacY, and political policies
based on nonintervention and respect.

. One casualty of a third·world reassessment ought to
be foreign aid. Like members of Congress arguing
against closing a military base, foreign aid partisans will
fmd new reasons to keep it alive. But its time has pasSed.

BEST AVAILABLE COpy
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,Budget Highlights by Major Area

"Bringing Russia-one ofhistory1s most powe'rful na
tions-into the family ofpeaceful nations will serve our

highest securitYI economic1and'moral interests. For
America and the worldl the stakes arejust monumental.
If we succeedl we will have established the foundation

for our lasting security into the next,century."
-Secretary Christopher

Chicago Council on
Foreign Relations

March 23,1993

Building'Democracy
I3uilding democracy is a fundamental
long-term goal of US foreign' policy. By
promoting and protecting human rights
and basic freedoms, the United States
not only honors the values on which it
is founded, but also helps ensure the
prosperity and security ofits citizens.
Democracies are more representative
of their citizens and are less aggressive
abroad. They make better partners in
diplomacy, trade, arms control, and
'cooperation on global issues such as the
environment, narcotics, and terrorism.
Americans have a clear moral and
material stake in the expansion of
democratic values. And that stake is no
more vital than in Russia and the other
new independent states (NIS) of the
former Soviet Union. The long.;.term
security of the United States is inte
grally linked to the progress made in
.Russia and the other new independent
states toward demoeracy and the
establishment of a market e'conomy. A
successful transition also is important
to world economic growth and the· US .

. economic future.

New Independent States of
The Former Soviet Union'

Supporting reforms in the new indepen
dent states is vital to US interests,
because those reforms offer unique and
historic opportunities: '

.' E~hancingUS security, through
weapon's reductions agreements and

;' peaceful relations with new democratic
~, states;
... ' .,. Resolving glob;ll problems by

e~gaging the new states as partners,
rather th:ln as adversarie:; in foreign

, policy;
• Increasing US economic growth by

in vesting more at home while spending
less, on defense; and

• Strengthening US prosperity as
,' the new states move to becomeattrac

,tiv~ markets and prosperous trading
partners.

The FY 1994 budget requests $704
million for grant assistance for demo
cratic and economic reform in the new
independent states of the former
SovietUniC\n.1'his is an increase of
$311 million over last year's level. The
Administration intends to focus assis
tance on expediting delivery of emer
gency humanitarian relief and technical
assistance in support of democratic and
market economic reforms. Specifically,
the President requests $704 million to
provide technical assistance to create
and strengthen demor.ratic institutions;
to encourage private sector develop
ment; to strengthenkey human services
and to provide medical and food sup
plies; to promote sectoral reform
inthe areas of agriculture, energy,
environment, and housing; and to
support research and training.

Resources from other budget
functions also will provide support for
Russia. For example, the Department
of Defense (DOD) will be requesting
$400 million for dismantlement of
weapons. The FY 1994 request builds
on the President's commitment at the
Vancouver Summit to deliver concrete,
visible assistance in order to reinforce
democratic refonns in Russia and the

other new independent sL3tes at all
levels of their economies and sodetie:>.
The An ministration is reviewing
additional options for expanding these
efforts and will work with Congress to
identify additional support as part
of a broad internationally coordinated
effort.

central and Eastern Europe

The successful transformation of the
democracies in Central and Eastern 
Europe will provide the best proof to
reformers elsewhere that democracy, '
along with economic prosperity, can be
built on the ashes of failed communist
systems. Prosperous, democratic

'. countries in Central and Eastern
Europe provide more than hope and
example for the NIS: They also contrib
ute to Western security by providing
stability against the spread. of further
nationalist fighting or of retrenchment
further east.

The FY 1994 budget requests $409
million for assistance to Central and
Eastern Europe. The program provides
assistance to more than a dJzcn new
democracies, from Estonia to Albania,
with a population exceeding 135 million.



The program is designed to consoli- ,
date and strengthen the new democra
cies of Central and Eastern Europe with
three mutually reinforcing objectives:

• qeveloping and strengthening
democratic institutions, including
national parliaments, local governments,
independent media, and other key
institutions;

, • Developing a markdeconomy and
strong private sector through removing
constraints to entrepreneurship,
advancing pri\·ati7.ation andenterprise

,restructuring, providing cnpital and
assistance to new entrepreneurs, and
supporting the development of the'
financial sector; and

• Improving the basic quality ofHfe
in key areas through assistance to build
cost-efficient health care and housing
systems, labo'r retraining and unemploy
ment services, ,and regulations and
policies to promote responsible environ
mental management.

,A related objective which applies to
all major priorities above is the use of
US assistance resources whenever
possible as leverage to bring in US .
private sector capital, goods, services,
and expertise.' The in volvement of the
Western private sector iskey to the
s.uccessful transformation of these
countries, andthe US assistance
program can help the US private sector
take advantage of commercial opportu
nities in the region.

Information and Ex.chdnge

The free international exchange of
information and ideas is a critical, cost
effective, and integral part ofthe'
Administration's foreign policy strat
egy. Two agencies lead US public
diplo(Jlacy efforts-the United States
Information Agency (USIA) and the
Board for International Broadcasting
(BIB).

USIA increases international
u{lderstanding of American society and
foreign policy through personal con
tacts, academic and leadership ex
ch:inges, distribution of books and
pe riodicals, English-language teaching,
operation of cultural centers abroad,
and global satellite television and radio
broadcasting. USIA has found ready
audiences for its programs in democ
racy-building, rule of law, freedom of

6

.. the press, and free market institutions.
Proposed fu.r:tding for USIA is about $1.2
billion in FY 1994. The budget includes
increases for two key initiatives:

• $30 in ill ion is requested for the
creation of a new "Radio Free Asia"
operation under the USIA umbrella in
FY 1994 to provide surrogate broad
casting to China and other communist
countries in Asia; and

• $20 million is requested to increase
the budget of the National Endowment
for, Democracy (NED) to $50 million.
NED will provide "venture capital" to
help nascent democratic movements in
non-democratic societies overcome
social, cultural, political, and historical
obstacles and will support independent,
politically active organizations working
to broaden democratic participation in
newly democratic countries.

Through grants to Radio Free
EuropelRadio Liberty, BIB provides,
surrogate broadcasts to the people of
Central and Eastern Europe,the former
Soviet Union, and Afghanistan. Surro
gate broadcasting operates as a domes
tic radio service in the target countries,
providing local news and analysis of
regional developments where indepen
dent media are weak or do notexist at
all.

In light of both the dramatic changes
in the world and the need to increase
government efficiency, the Administra-

, tion plans to consolidate all US-funded,
non'-military international broadcasting
by the end of FY 1995. Consolidation
will eliminate administrative overlap
and save an estimated $243 million
between 1994 and 1997. Specific
measures to effect consolidation are the
subject of an Administration review.

Other Democracy Programs

USAID also will undertake democracy
building programs in Asia, Latin ,
America and the Caribbean, and Africa
using Economic Support Funds and
Development Assistance. More than
$100 million in Development Assistance
will be devoted to democratization and
governance projects, a $1S-million
increase over fY 1993. These longer
term investments are designed to
improve the institutional underpinnings
of democnlcy, from reform of judicial
systems to decentrali7.ed government
structures.

BEST AVAILABLE COpy

Promoting and
Maintaining Peace
For 40 years, containing the Soviet
threat defined US national security.
With the demise of the Soviet Union
and the Warsaw Pact, America entered
into a new more complicated and
unstable seCurity environment. Now,
more than ever, the UI~;ted. States must
be engaged in promotir.g' p<!<lce. The
lesson of this century and its two great
....;ars is clear: The cost of American
neglect is high, not just for the world,
but also for Americans.

The US approach must take into
account the complex post-Cold War
security environment. Americans must
work to adapt US military forces to new
challenges. The United States must
give su~tainedattention to advancing
peace processes in vital regions like the
Middle East. But above all, the United·
States must work coll<ctively with
other nations to solve conflicts and
crises, promote peace, and combat
proliferation ofdangerous weapons and
technologies. The FY 1994 budget
reflects these new realities.

The end of the Cold War has un
leashed long-suppressed ethnic,
religious, and regional conflict in the
former Soviet bloc and elsewhere. But
it also has opened up new possibilities
for international cooperation. Our task
is to harness that cooperation to contain.
and, far more importantlY,to prevent
conflict. '

'The FY 1994 budget shifts more than
$200 million of resources from tradi
tional security programs to peace
keeping and non-proliferation.

Peace-keeping
And Related Programs

The President's FY 1994 federal budget
will request more than $1 billion in
State and Defense Department accounts
to support international peace-keeping.'
Significant increases are requested to
support assessed UN peace-keeping .
operations and other regional peace- ~

keeping efforts that are funded on a
voluntary basis. Some securityassis
tance funding supports the goals of
peace-keeping. The President's budget
also funds peace-keeping in a new,
separate, DOD account of $300 million.



About $700 million is requested in
thl! International Affairs function of
the budget foras~essedand voluntary
contributions for peace-keeping activi
ties. This includes:

- $445 million for the Contributions
for rnternational Peace~keepingActivi
ties (CIPA) account to pay the US share
of UN assessed peace-keepingcosls in
FY 1994, including large UN operations
in Somalia and the former Yugoslavia.·
About $22 million will be used to pay
arrears to the United Nations.

• $175 million in "no-year contin
gency funds" requested in the r·"y 1994
CrPA account for unanticipated peace
keeping activities (assessed and volun
tary) and related activities of the United
Nations and other multinational organi- .
zations.

• $77 million for the peace-keeping
operations account to make voluntary
contributions to multinational peac~
keeping efforts, such as the Conference
on Security and Cooperation in Europe
(CSCE) in the former Soviet Union and
th~ UN/Organization of American
Slates (OAS) observer mission in Haiti.
This is $50 million above FY 1993
enacted i~vels. Voluntary contributions
can bea cost-effective alternative to
paying 30.4% of UN peace-keeping
costs, because the Administration can
determine the extent of its financial
involvem~nton a case-by-case basis.

In addition, security assistance
. programs will provide bilateral support
to peace-related efforts in Africa,
Southeast Al)ia, ElSalvador, and
Cyprus.

(tNever before in the history
of the United Nations have

so many nations and
peoples expected so much
from the UN systeml par
ticularly its peacekeeping
., operations. .. . /7

,.
.~~ -Madeleine K. Albright

. US Ambassador to the UN
March 12, 1993

Non-Proliferation and Anns Control

One of the main security problems of the
post-Cold War era is the risk of prolif
eration of deadly weapons-nuclear,
chemical, biological, and enhanced
conventional weapons-as we)) as their
ddivery systems. This Administration
gives high priority to preventing
proliferation. Our task is to fulfill
President Clinton's promise to
the American people in his campaign
Ie••• to clamp down on countries and
companies th:\t sell proscribed tech nolo-

.gies, punish violators, ;md workur
gently with all countries for tough,
enforceable, non-proliferation agree.:.
ments."
. To help achieve this, the FY 1994
federal budget request includes almost
$600 million to support non-proliferation .
programs; $441 million of this amount
will be requested by DOD, and $3
million will be a part of the Department
of Energy's budget request. Within the
International Affairs function of the
budget,. the State Department and the
Arms Control and Disarmament Agency
(ACDA) will request $197 million for
these purp..1ses. including the US
contribution to the International
Atomic Energy Agency and a new
Non-Proliferation and Disarmament
Fund. ACDA requests an incremental
$16 million for expenses related to .
implementation of the Chemical We~p
ons Convention Preparatory Commls
sion in The Hague, which commenced in
F.ebruary 1993. These costs include
both the US shared contribution and the
administrative support costs for the US
delegation.

Together, these programs are
designed to:

• Support weapons reductions
agreements with Ukraine, Belarus, and
Kazakhstan during the 7-year imple
mentation period of the Strategic Arms
Reduction Treaties (START), or sooner
if possible, and to reduce and restruc
ture the Russian strategic nuclear force
into a smaller and less destabilizing
force;

. • Support and enhance US bi1a~lal

and multilateral efforts to establish
effective controls on destabilizing
weapons systems and materials;
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-Dismantle existingsystems and
create effedive export controls on·
related te<:hnologies and materials; and

• Increase the effectiveness of
existing non-proliferation and arms
control agreements, particularly in the
states of the former Soviet Union and in
Centr.il and Eastern Europe.

The fu:lds will support four primary
program areas:

Education and training programs
to fund education of foreign government
officials about non-proliferation issues
and instruction in the creation and
implementation of eff~ctive exporl
control mechanisms in areas of high
proliferation concern;

Destruction/conversion program s
aimed at eliminating activities of
"proliferation concern" as well as.
implementation of global conventions
and treaties. such as !h~.Qhemical
W~aponsConvention and START;

Enforcement and Interdiction
programs to help curb illicit trade in
materials related to weapons of mass
destruction; and

Safeguards and verification
programs to assist international
agencies in application of Non- .
Proliferation Treaty safeguards and In

the verification of international non
proliferation regimes.

Middle East Peace

The search for peace in the Middle East
has challenged every US Administra
tion since 1948. This is one of the
Clinton Administration's highest fureign
policy priorities. The more than $5
billion requested for Middle East peace
supports the long-standing foreign
policy goal of seeking a just, lasting, and
comprehensive peace between Israel
and its Arab neighbors, including the
Palestinians. Secretary of State
Christopher, in his confirmation hear
ings, reaffirmed this commitment and
promised to "build upon the consider
able accomplishments" of previous
Administrations in theques~.forMidd\e

East peace. .. . .
To this end, this budget reflects the

Administration's unshakahle commit
ment to Israel's security and to prel'oCrv

. ing its qualitative edge over any likt'ly

"l
\

\) .

7 .



combination of aggressors and to
support Egypt's vital role in regional
stability, security, and the promotion or
peace. For the past several years,
roughly $3 billion in security assistance
has been provided to Israel and $2.1
billion to Egypt annually. Because of 
declining overall levels, these programs
have grown from 70% of total US
security assistance in the late 1980s to
almost 85% in FY 1993 arid 87% in the
FY 1994 budget. A new request for
$5 million to support the multilateral
working groups ofthe peace process' will
help fund activities agreed upon in the
groups and augment progress in the

. bilateral talks.
Middle East peace assistance will

support economic growth and stability
while helping these countries meet their
legitimate defense needs. Over time,
economic reforms being undertaken will
strengthen their economies so that they
can meet their own economic and
security needs.

Defense Cooperation
And Regional Security

About $260 million is requested to
support key countries which- have close
cooperative defense relations with the
United States and provide access by US
forces to important military facilities
which are essential to US power
projection capabilities. Signi~cant

economic assistance will be requested
for Turkey, an imPortant ally which
plays a constructive role in several
areasof strategic importance, such as

.the Middle East, the Balkans, the
Caucasus, and Central Asia. Most of the
Foreign Military' Financing is for loan
programs for'Greece, 1Urkey, and
Portugal which finance the purchase of
defellse equipment and services from
US sources, bolstering the security of
the recipient countries.

The FY 1994 International Affairs
function requests about $50 million in

. ~oreign Military 'Financing and Eco
nomic Support Funds to promote
regional stability and to assist key
friends and allies in meeting their
critical defense and economic needs. In
recognition of generally reduced levels
of tension throughout the world and the
need to invest greater resources in
promoting sustainable economic growth,
the amounts requested for military
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a~sistance represent a substantial
rE:duction fr-om the levels requested in
prior years. A savings of$266 "Illlion
also is realized by a proposal to termi
nate the Special Defense ,Acquisition
Fund beginning in FY 1994.

Promoting Economic
Growth and Sustainable
Development
Crowing global economic interdepen
dence has brought down forever the
wall between foreign and domestic
economic policy. US policy goals and
mech:.misms are being redesigned to
keep the US secure and competitive in a
global economy.

Prompt congressional passage of the
President's economic renewal program
is but the first, most critical step toward
improving America's competitive
position in the international economy.
His program challenges American firms
and workers to win in world markets,
while it seeks to support these efforts
by reducing barriers....:...t,hose of trade, of
poverty, and the waste of underdevelop
ment-and by engaging in cooperative
activities with other nations to support
international growth and stability.

This budget signals the President's
commitmentto a comprehensive
approach to the global economy that
promotes:

.• Macroeconomic policy coordination
among industrial nations;

• Hemispheric trade and investment
through implementation of the North
American Free Trade Agreement
and the Enterprise for the Americas
Initiative (EAO;

• Successful conclusion of a new
multilateral trade agreement under
the General Agreement on Tariffs and
Trade (GATT) accord; .

• Vigorous promotion ofUS trade
opportunities, including funding efforts
by existing programs to identify
markets for and finance US exports (e.g.
Export-Import Bank (Eximbank), the
Overseas Private Investment C-orpora
tion (OPIC), the Trade Development
Agency (fDA), and the Commodity
Credit Corporation-a program in the
domestic budget; .
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• Targeted provision of funds to
support economic development; :tnd

• Support for international institu
tions, b-oth those which help strengthen
the international financial system and
also generate development and trade.
benefits (the International Monelary
Fund and multilateral development
banks) and those with a s~ific focus or
economic development issues (e.g., the
UN Development. Program).

Bilateral Economic
Development Programs.

The FY 1994 budget requests about
$1.7 billion for human capital
development, building markets and
income opportunities, and expanding
science and technology efforts in
developing countries. This includes
funding from a number of accounts,
including development assistance,
Economic Support Funds, PIA80
Title III food aid, OPIC, the Peace 
Corps, and debt restructuring under
the EAI (see Appendix A).

Human Capital Development. To
contribute to a dynamic and growing
world economy, countries must have a
strong human capital base. Countries
lacking this resource have fallen furthel
behind in efforts to achieve strong
economic growth and to increase the
standard of living for their citizens.
Without basic health and nutrition,
competence in both literacyand
numeracy, aswell as a set of productiVE
skills, it is nearly impossible for people
to createandlor to take advantage=of
opportunities to better their own lives.
Technical skills and professional
competencies in management. research
and science also are of growing impor
tance in today's dynamic global .
economy. Thus, US programs will
include efforts to enhance these human
resources by "investing in people."

Building Markets and Income
Opportunities. Some of the fastest
growing markets forUS goods are the
emerging economies of developing
countries. Programs in the FY 1994
budget will encourage policies that
provide incentives for investment
(public and private) and production,
while protecting the natural anti social
environment. Programs will help
transfer the know-how and mall'n:lI:, fl



technological improvements and
increase the flow of and broad access to '
financhl c-4lpita1.The Adrriinistration
r~ogmzes the need to use resources
more effectively to eliminate the
bottlenecks to individual initiative and
to allow "spontaneous" and "demand-

, driven~' change to take place from the
grassroots to the national level. '

Expanding Science and Technol
ogy. If developing countries areto
contribute to global prosperity in the
21st century, greater access to and
better management of science and
technology will be essential. US
programs aim to uncover ways to
identify and adapt new and existing
knowledge to increase economic produc
tivity in specific sectors such as agricul
ture (where there have been many
breakthrough successes), health care,
environmental conservation and
protection, manufacturing, telecommu
nications and other key utilities, and
transportation throughout the world.
The advancemen~ of technology and'
science, along with development of,
human and other economic capital,
is a critical element in creating the
resources to improve people's standard
of living. '

BUilding Institutions. Funding also
will support the development and
strengthening of those key economic,
political, and social institutions-both
micro and macro-which are vital
contributors to achieving sustainable
economic development. Institutions
that promote market-driven growth are
particularly critical. Examples include
credit unions, chambersofcommerce,
research institutes, and other non
governmental community organizations. ,

Multilateral Develol?ment Programs

In an'~l=a of tight government budget
constraints and heavy demands on
world capital markets, multilateral
institutior.~are key to the continuing
qbilityof t;.einternational financial
system to ::upport and encourage _
economic reform and development in a

, fast-chang:ng world. Each taxpayer
- dollar invt:::»ted in the multilateral

development banks (MOBs) generates
more than $20 in the same year. The
US economy also benefits from the long
term growth and stability that MOB

lending and advice foster. More imme
diately, U$ .companies receive a larger
share of MOB procurement contracts
than any other donor country.

The need for international resources
and cooperation and the US stake in
the success of these efforts, also have
increased as a result of the economic
transformations being undertaken in
the countries of ~"entral and Eastern
Europe and the former Soviet Union.

Multilateral Development Banks.
The FY 1994 budget requests $1.9
billion for contributions to the MOBs.
About $1.2 billion of the request is for
the US contribution to the recently
negutiated 10th replenishment of the
International Development Association.
Resources will be targeted on poverty
alleviation and the enhancement of good
governance and sustainable develop
ment in the world's poorest countries.

UN Development Program (UNDP).
The FY 1994 request also includes about
$127 million for the UNDP. It provides
technical assistance with an emphasis on
building recipipnt country capacities to
manage their own development, policy
planning, human resource development,
and environmental protection. Public
and private follow-up investment
exceed UNDP contributions.

Trade Promotion

Trade promotion aims to create new
markets for US goods and services, thus
generating new jobs. In addition, it
enables the United States to forge

, market ties to facilitate developing new
product lines and processes, thus
,speeding US technological and commer
cial advanCement. Many federal
programs contribute to enhancement
of US trade, but targeted efforts are
being made in large part through the

, programs described below.

US Export·lmport Bank. Eximbank
,finances US exports to developing
country and emerging markets through
direct loans, loan lrJarantees, and
insur.lnce prograrr.s. Eximbank pro
grams assist US f.:xporters by absorbing
reasonable credit risks that are beyond
the current reach of the private sector

. and by matching officially supported
foreign credit competition. The
Administration's FY 1994 request of

, $752 million will support an increase of
more than $1 bil.lion in expor:t financing
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to support a significant expansion of US
exports, stimulating economic growth
and job creation.

'Through Eximbank and other federal
agencies, developed cou'ntries have
agreed to reduce suhsidies for "tied aid"
credits (export credits offered in
combination with direct foreign aid
grants). By reducing trade-distorting
tied aid, this agreement helps US .,
exporters compete in expanding global
markets.

Trade and Development Agency.
TDA funds feasibility studies and other
project planning' services on major
infrastructure and industrial projects in
developing- and middle-income coun
tries. By positioning a US firm at the
initial planning stages of a project, TDA
increases the likelihood that US equip
ment and services will be used in the
implementation of the project. Through
this process, TOA leverages it;s funds
for the benefit of both the recipient
country and the US private sector. The
Administration's request of $60 million
will enable TDAto provide greater
assistance to developing and middle
income countries, while at the same
time increasirig US exports and jobs.

Overseas Private Investment
Corporation. or :'C supports. finances,
and insures sound business projects that
positively affect US employment, US
global competitiveness, and the host
countries' economy and development.
OPIC participation promotes
privatization and market-oriented
economic reforms in Central ani!
Eastern Europe; it is expected to p'by a
similar role as US investors seek .
participation in the emerging market
economies of the former Soviet Union.

ForFY 1994, the Administration
requests $17.9 million!for OPIC, $8.1
million for credit, related administrative
expenses, and $9.8 million of subsidy
budget authority to support loans and
guarant~s. These funds will support
$20.7 million of direct loans and $375
million of loan guaran~~s.

Addressing Global
,Problems,
The FY 1994 budget also reflects the
Administration's strong commitment lo
demonstrating US leadership on



pressing global concerns. Protecting
the environment, reducing rapid
population growth, sup'jJressing narcot
ics trafficking, and combatting terror
ism are essential to US domestic and
international future. Addressing these
problems today will be of fundamental
importance to the well-being of all
Americans as the United States pre-

. pares for the 21st century.
Budget increases are proposed for

. population and environment programs.

Population Programs

The Administration proposes a
SI00-million funding increase for
population programs over lc'Y 1993
enacted levels. Enhanced funding will
help position the United States to
broaden the scope of its efforts to
address population growth and to exert
strong i~adership for the 1994 Interna
tional Conference on Population and
Development. This includes a State
Department request for a $50 million
contribution to the UN Population Fund
(UNFPA) and a $50 million i,ncrease,
over the FY 1993 level of $420 million, .
for population programs funded from
USAID's Development Assistance and
Development Fund for Africa programs.

Global Environment

The Administration request includes
enhanced funding to address global
environmental concerns such as global
warming, ozone depletion, ocean
pollution, and biodiversity conservation.
Key multilateral initiatives include a
proposed $31 millioncontribution for
the Global Environmental Facility,
which provides grants to developing
cour.tries for projects that benefit the
glo}jal environment. Funding also is
requested for international funding
mechanisms designed to combat ozone
depletion and strengthen environmental
capabilities in developing nations. A
$25 million contribution is requested for
t~e UN Environment Program.

Bilateral initiatives include a $10 .
million request for the Department of
State's environmental and scientific
grants program and increased funding
for USAID's environmental assistance
efforts. USAID environmental funding
will increase to $304 million, from the
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FY 1993 level of $279 million, to support
ongoing inter.national forestry, pol!u-

. tion, and soil and water conservatIOn
initiatives, as well as new efforts to
preserve biodiversity and stem deserti
fication abroad.

Combatting AIDS, Narcotics,
Terrorism, and Crime

International affairs resources also will
be devoted to other priority global
issues, such as fighting the spread of
AIDS and combatting international
crime, terrorism, and narcotics produc-
tion and trafficking. -

Strengthening Institutions

In addition to the resources being
devoted to these global problems, the
Administration is committed to making
US institutii'ns more effective in dealing
with global problems. The Administra
tion has proposed creating an Under
Secretary for Global Affairs in the
Department of State to give greater
voice to these priority issues.

·p~oviding Humanitarian
Assistance
America's conscience always has been a
fundamental part ofAmerica's charac
ter. During FY 1993, US Government
foreign humanitarian assistance pro- .
grams will provide relief to refugees and
victims of poverty, natural disasters,
and crises, such as war, famine, and
drought in Africa, Asia, Europe, and
Latin America and the Caribbean.
Large amou~tsof humanitarian assis
tance will be directed to the Horn of
Africa and Southeastern Europe in .
response to events in Somalia and the .
former Yugoslavia. Alleviating human
suffering remains a high priority in the
FY 1994 budget, and the Administration
is committed to continuing the high

.funding levels that Congress has' .
provided for these activities in FY 1993..
At the same time, achievements in other
programs designed to promote peace,
economic growth, and the spread of
democracy abroad (addres~edabove)
should work to reduce the need for
humanitarian assistance in the future.
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Refugee Programs

The Administration's FY 1994 budget
request includes nearly $641 million for
Migration and Refugee Assistance
(MRA) and $49 million to replenishthe
US Emergen~y Refugee and Migration
Assist:mce Fund. MRA includes $353
million to support international efforts
to provide protection, care and mainte
nance, local resettlement, and repatria
tion assistance to refugees and conflict
victims abroad. It also includes $221
million to support the admission of
about 120,000 refugees for resettlement
in this country; $55 million is requested
to support the resettlement of Tl'fugees
in IsraeL

. Disaster Assistance

The Administration requests $149
million for USAID's Disaster Assistance
Program. This level continues the FY
1993 combined funding level for the
worldwide program and the separate
appropriation for disaster assistance to
Sub-Saharan Africa. The FY 1994
request con~olidatesdisaster assistance
into one account to allow for its use
where the need is greatest worldwide.

Food Aid

Title II of the PL-480 Food Aid pro
gram administered by USAID supports
emergency and humanitarian food aid
programs sponsored by private volun
tary organizations, the UN's World
Food Program, and foreign govern
ments in emerr;·.:mcy situations. The
Title II request, by the US Department
of Agriculture, will total $832 million, a
$22 million increase over the. FY 1993
enacted level reflecting the continuing

. need for significant levels of emergency
feeding in AmC'a and elsewhere..

Development Assistance

USAID's Development Assistance
program funds humanitarian assistance
in the form of child survival interven
tions (aimed at reducing child mortality
through immunizations, oral:
rehydration treatment for diarrht:'al
diseases, and improvements in child
nutrition) through related health efforts
to deal with the spread of tropical.
diseases such as malaria, to increase the
capacity of health care systems. and tIl
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improve women's health and nutrition.
Funding for this program will be
maintaine.d at roughly last year's level.

Advancing Diplomacy
The effective use of diplomacy and
international org-anizationis critical to
success in achieving all US goals. This
budget is based on the need for timely
prevention, rather than costly cure, in
US foreign policy. The tragedies of
Somalia and the Balkans bear gTim
witness to the price of international
deluy-:-a human price paid Ilaity by their
inhabitants in pain, privation, and death.
But Americans, too, pay a price if US
diplomacy is reactive, rather than
active. By spending millions on peace
keeping today, we may save hundreds of
millions in humanitarian relief tomor
row. By combatting proliferation now,
we can avoid rising defense expendi
tures later. And by aggressively
moving to arrest environmental degra
dation, we can dispense with heavy
clean-up costs during the years to come.

In short, assertive, preventive
American diplomacy, especially in the
multilateral realm, constitutes an '
investment in America's future..

State Department

The State Department provides the
diplomatic and operational support to
advance US foreign policy leadership.
Its people and missions are crucial
components of US efforts to promote
peace, prosperity, and democracy in a
changing world. The Department
understands that it must change with
changihgtimes abroad and at home. It
is moving forward aggressively witha
broad':'based reform 0 f its organization
and 'operations. Streamlining, more
efficient. decision-making, and a division
oflabor that reflects post-C~ldWar "
realities and our new global agenda are
key elements of this reform. Within the
cQntext of a constrained operating'
budget, the Department will reprogram
resources when necessary to reflect new'
priorities and reallocate: resources from
lower priorities to accomplish these
tasks. Above all, howp.ver, the
Department's ability to operate effec~

tively abroad must be preserved. '
In this context, the FY 1994'reauest

of $2.2 billion for the Department'~
saiaries and expenses account reflects

increased attention onemerwng
diplomatic a'rid economic opportunities
in the post-Cold War period. The
Department's operating budJ~t is
frozen at FY1993 funding levels and is
consistent with the President's directive
to cut the federal work force by 4% over
the next 3 years and reduce operating
eXJX;nses by 14% by FY 1997. In
additiun, the FY 1994 request reflects
,the closing of a number of posts where it
is no longer economically feasible or
practical for the United States to
maintain an on-site diplomatic presence.
Finally, the FY 1994 request includes ,
modest systems investments to promote
less personnel intensive operations. '

The FY 1994 budget requests $420
million for the third J'ear ofprojccts
and activities programmed for the
Department's initial5-year plan for the
overseas facilities program ("Foreign
Buildings"). The funds will be used for
the acquisition, construction, mainte
nance, and repair of diplomatic facilities
abroad in support of State Department
and other agencies' overseas operations.

International Organizations

In the wake of the Cold War, the United
Nations and othe:- multilateral bodies
are taking on the most intractable
problems of the new era, such as ethnic
confHcts, aggressio~, genocide, famine,
,epidemics, refugees, population growth,
proliferating weapons of mass destruc
tion, global warming, grinding poverty,
and the survival of democracy in the

,face of tyranny. With strong US
support, t.he UN can take the lead in
responding to these international crises.

The Pre:~ident'sbudget includes $959
million for the US share of assessed

, contributions to international and
regional organizations. The request
meets our treaty obligations for annual
payments to the regul~budget of the
United Nations and such international
bodies as the International Atomic
Energ)' Agency, International Civil
Aviatit1n Organization, and GATT.
Other treaty obligations include annual
assessments for regional bodies like the
Organization'of American States, Asia
Pacific Economic Cooperation, and
North Atlantic Treaty O~ganization~

The request also recognizes the ,
President's commitment to restoring
the financial swbility of the United
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Nalions and other multilateral organiza
tions.and includes a plan to payoff US'
arrears over the next 2 years. 'The '
budget includes $98 million for a FY
1994 arrearage payment and appropria- '
tion language seeking $163 million in
advance budget authority for complet'
ing arrears paymentsin FY 1995.
Payment of arrears will be dir~ted

toward activities that are mutually
agreed upon by the United Slates and
respective multilateral institutions.

The budget also includes a $65
million increase over FY 19~:3 enacted
budget levels for voluntary contribu
tions to international organizations that
serve US interests through their
support of development, humanitarian,
scientific, and environmental activities;
Increases for specific programs have
been discussed above.

US Agency for International
Development Operating Expenses

USAIDoperating expenses finance
salaries and support costS of personnel
responsible for administering Develop
ment Assistance, the Development
Fund for Africa, the Economic Support
Fund, Special Assistance Initiatives,
and the new Humanitarian Assistance
Program in the former Soviet Union.
Because of the initiation of programs in
Central and Eastern Europe and the
former Soviet Union, USAID has
experienced a dramatic increase in the
number of countries with operational
aid programs. The FY 1994 request for
operating expenses is at the same level
as the FY 1993 enacted level of $5"1-2
million. The Administration is working
to restructure USAID to enable it to
achieve maximum development results
using the resoUrces available.

Presentation of Request by
Appropriation Account

This presentation of the FY 1994 budget
is intended to begin the process of ' '
redefining US international affairs

,programs and institutions. The Admin.
,istration views this as a dynu'mic and .
cooperatiVe process with Congress and
public and private groups.

With 'a' few exceptions, the actual
appropriation requests will be within,
last year's appropriation account
structure. Tables 2 and 3 show the
Function 150 request by subr\lnctinn
and by appropriation bill. •
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[from the Los Angeles Times. March 11. 1993]

Jeane J. Kirkpatrick is senior fellow at the Arnencan
Enterprise Institute. Her latest book is The Wither·
ing Away of the Tolaliuuian SlQle...and Other
Surprises (AEI Press. 1990).
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Governments rely for management of their
military forces on defense depanments. Sec
retary generals have very different qualifi.
cations and jobs. They do not have armies.
define military missions. and map military
strategies.

The UN Charter is not the ~aastricht

Treaty or tbe U.S. Constitution. The Cnited
Nations is an organization of sovereign states
that join together for limited purposes. The
collective security provided in the chaner en
tails no loss of sovereignty or control. But the
secretary general advocates transferring com·
mand of armed forces to someone outside a
national chain of command and
responsibility.

An American president has no authority
to assign forces to some other command for
some undefined mission. 9n this. it matters
not at all whether the secretary general is
advised by Americans or Mongolians.

retary general, even as he accepted then
President Bush's offer of U.S. forces to de·
liver food. And he continued a determined
effort to define the mission of U.S. forces.
That mission. he insisted, was not only to de·
liver food to the starving, but also to disarm
Somali. warlords. This was a larger task than
that which Bush thOUght American forces
were. committed to.

In his report to the Security Council two
weeks ago, the secretary general was still ob
liquely insisting that U.S. forces bad not com
pleted their job-as he defined it. While
some weapons had been confiscated. he said,
"The operations so far have only scratched
the surface of the problem."

If the Security Council follows the secre·
tary general's latest recommendation it will
establish a new force with a new mandate and
a new mission to create order. a viable gov·
ernment, and an effective police force in So
malia This mission would take the UN more
deeply than it has ever been into the internal
affairs of a nation.

In making these unprecedented claims to
expand the role both of the United Nations
and of its secretary general, Boutros·Ghaii
pursues a vision not in the UN Chaner and
never agreed to by member states.

The UN Chaner bars the United Nations
from interfering in the internal affairs of na·
tions and specifically vests in the Security
Council decisions about international peace
and security. Should the Security Council find
force necessary. the chaner provides, "The
action ·required to carry out the decisions of

UN Secretary General Boutros Boutros
Ghali continues his drive to make himself the
world's commander in chief.

Last month. he proposed the creation of a
new force for Somalia (UNOSOM II) and
a new mandate that "deployment will be at
the discretion of the secretary general, his
special representative, and the force com·
mander acting under the authority of the
Security Council."

Now, he has suggested that U.S. and
NATO forces be put at the service of the
United Nations and under the secretary gen
eral to drive Serbian troops out of areas of
Bosnia.

The Clinton Administration, which has
.experienced some difficulty in extracting
U.S. troops from Somalia, wisely rejected
the suggestion that American forces become
involved in a land war in Bosnia.

These unprecedented efforts by a secre
tary general to create broad military powers
should be firmly rebuffed because that office
has neither the authority nor the competence
to fight wars.

. But Boutros-Ghali is apparently very seri
ous in the claim that he should command any
military forces that act with the authorization
of the Security Council. In his first report to
the Security Council (Jan. 31, 1992) he rec
ommended "peace enforcement"-volunteer
units from member states trained by their
national forces to be "available on call...un
der tbe command of the secretary general."

For Somalia. Boutros~Ghali made clear
his view that forces should be under the sec·
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the Security Council for the maintenance of
international peace and security shall be
taken by all the members of the United Na
tions or by some of them, as the Security

. Council may determine."
Military requirements and plans shall be

made by the Security Council with the assis
tance of the military staff committee. "which
shall consist of the chiefs of staff of the per
manent members.of the Security Council"
and "shall be responsible under the Security
Council for the strategic direction of any
armed forces."

The UN Chaner is not ambiguous about
when military force may be used, nor why,
nor under whose command.

Member states acting through the Security
Council should define the mission, provide
the forces. and determine the strategy. The
secretary general has no role in these matters.
!'Jor should he.

Modern armies are complex, sophisticated,
and dangerous. Their management is not a
matter for ad hoc arrangements. Military
commanders are not interchangeable pans.
Tactics must be adapted to forces and
weapons.

. Boutros-Ghali,Gunslinger of the World
By Jeane J. Kirkpatrick
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Peacekeeping Task Demands Strong Hand

YOU would think that after American-led forces
risked their necks and got the Somalia relief op
eration moving again, the United Nations could

move in and finish the job. Yet weeks drag by, tensions
rise, tempers flare, more marines get hurt, and depar
ture dates get pushed back again and again.

Why the delay? Now that the hard part has been done,
wh)' are UN officials dragging their feet?

The answer lies not in Mogadishu, but at UN head
quarters in New York, where officials are carefully ham
mering out tenns and conditions for transferring re
spoMibility from the United States to UN military
commanders and political authorities. The outcome of
the New York negotiations could radically clwlge the
character of UN peacekeeping operations, not only in
Somalia but in a dozen other nation-state crises from An
gola and Bosnia w Zaire.

Precedents set in Somalia could be far-reaching. In
shaping ground rules for the handoff there, negotiators
are redefming the concept of national sovereignty in
post-cold-war temlS, redrawing its limits to reflect the
world community's growing concern for the innocent
victims of civil disorder and its frustration over g1aring
weaknesses in UN peacekeeping. Up to now, effective
UN action in trouble spots like Somalia has been hand
cuffed by Charter provisions that prevent the or
ganization from applying armed force to curb conflicts
that are essentially internal in character. This has made
UN attempts at peacekeeping appear half-hearted and
weak·willed.

However, if Secretary-General Boutros Boutros-Ghali
has his way, Somalia could tum out to be different, and
UN peaCekeeping activity could become a lot more mus
cular and intrusive.

The present tug-of-war between Washington and the
secretary-general's staff aver when and how to transfer
responsibilities in Somalia looks like another example of
can-do Americans frustrated by international bureau-

crats. But the Security Council has already saddled the
secretary-general's meager peacekeeping staff with
more than a do~en similar crises around the world, and
Mr. Boutros-Ghali is keenly aware. that present UN
peacekeeping machinery and finances are unequal to the
task. With no taste for another costly embarrassment, he
is using the Mogadishu hand-over to test just how seri
ous the US and its coalition allies are about preventing
80ciaJ collapse in places like Somalia.

To Washington's credit, the ClinUln administration
seems to be buying into the bolder option, one that
would give the secretary-general and UN cortUlUlflders
unprecedented authority to impose order and. enforce
Security Council resolutions in Somalia, notwithstanding
doubts about whether such authority squares with prin·
ciples of nonintervention enshrined in the UN Charter.

AMERlCAN officials here share Boutros-Ghali's
blunt awareness that without tougher enforce
ment authorit)', UN commanders will be unable to

keep the peace after US combat troops leave.
It was this kind of authority that was embarrassingly

laclcing when UN security forces from Pakistan first are
rived in Mogadishu last September and found them
selves unable even to ensure their own safety, never
mind that of Red Cross and other relief workers. As a
conventional peacekeeping mission, UNOSOM was· a
failure from the start, partly because there was no peace
to be kept and no chance the warring factions woUld vol
untarily lay down their arms, but also because the Pak·
istanis lacked the mandate they needed to impose order,

Mercifully, the UN operation was overshadowed by
Operation Restore Hope, politicaJl)' as well as militariJy,
as soon as the Marines waded ashore Dec. 9.

UNOSOM D is now shaping up to be avery different
operation. If all goes according to pian, 1t will look and
act more like Operation Restore Hope itself than a con·
ventional UN peacekeeping mission.. On the ground,
there should be almost no sudden change. An overall UN
military corrunander, a Turkish general whom Boutros·
Ghali chose with Washington's concurrence, will take
charge gradually over the next three to six months. His
deputy will be an American officer.
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'fumover of military command and control at the re
gional level will occur in stages, as a semblance of nor
malcy is achieved in each region according to bench
marks now being negotiated.

As US combat forces withdraw, their positions \\iIJ
mostly be taken by troopS from other countries alread)'
in place as participants in the US-led Unified Task Force.
A maJor contingent of noncombat US forces; probably
some 5,000 troop..;, will remain in Sorruilia to provide )0
gistical support and crucial financial underwriting to the
UN command.

But the key difference will lie in the tough nev.· man
date UNOSOM D is expected to receive from the Securit)·.
Council. Both Washington and the UN recognize that~
mal.ia is far from "pacified- after bareI)' three months·
occupation by American-led forces. Renewed clan fight.
ing and suffering of the innocent are very real possibil·
ities as the American troops leave.

With US support, Boutros-Ghali will therefore insist
on a Security Council resolution that, for the first time,
instructs UN commanders not mere!)' to keep the peace
but to impose order as necessary. Such a mandate would
give UNOSOM D the same UN Charter authority Opera
tion Restore Hope had, allowing it to intervene preemp
tively whenever it appeared that violence or vandalism
might occur.

Instead of watching passively or issuing hand·wring
Jng reports while Somalia slides back into chaos, LTt\
forces would be expected to confiscate weapons, patrol
the countryside, and organize civilian police forces to
keep order. .

UNOSOM D could thus give Somalis the kind of p0

litical breathing space they will need as they sort out
their differences and rebuild their country. If the experi
ment works, the same sort of beneficial but iron·f1stE'd
UN intervention could be the right antidote to chaotic
conditions and human suffering in other faltering nation·
states.

• Fronk engler, a consuJJ.a711 on int.enul1 ional C01I·

fli.ct, was us ambassador to SO'mal.ia from 198; 10
1990. He visited Samalia privwely in ·Dec.erllhPT
1992 as a consul.ta1ll teABe NigfUli7ll' Nett's.
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Give the United Nations Its Dues
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By P.UIL VOLCUI
Every day. sober1ng Den from Yu

roslavia, Somalia and Cambodia assaults
our consciousness. 1bere are Incesunt
demands on the United Nations to "do
lOITIethlng." In SIW other places, some
with Itrangt JWDeI In unfamiliar ~
gioos-Tajikistan, Myanmar, Nagomo
Karabakh-anclent antagonISms and new
eoonlcts m1older, threaleruni: peaceful
development. We bear less these days
from older trouble spots lille EI Salvador,
Namibia and the Golan Heli:hts. In sub
stantial pan. that·1s because U.N. peace
keeping forces have been on the spot, "d0-
Ing something." •

In most such Instancu we have come
to look to the U.N. for an appropnale reo
5JlOnse. That response has been largely ef
fective, in a way that no purely nauonal,
or even regional. rnponse COUld be. Far
from the exaggerated image of an Impo- _
lent "talkini: shop" prevalent when the
Cold War frustratf'<! decision-making, the
U.N. now finds Itself In an in~aslng\y

operational role. Plainly, alter nearl)' flO
yean. the organization has come much
closer to the potenllal its founders envi
Iioned at the end of World Will' U.

But the U.N:slbility to rnpond to new
challenges, espedaJly In peacekeeping, is
being undercut by the precanous and ex'
ceedingly rwrow financial bast it Inher·
lted from an earlier era.

This is the finding of the Ford Founda
lion's International Advlsory Group.
which I ha.d the honor of ro-chairUli: with

Shljuro Oi:alll, former president of the
Japan Development Bank. The 11 memo
bers, all widely exper1enced In interna·
Uonal affairs and finance and broadly
representallVE' of dilferenl pans or the
world, agreed on mE'asures thai C&ll and
abould ~ tallen to Itreng1hen the U.N.'.
financial base. The premise of these pro
posals IS thai the Secunt)· Council and
the secretary'general must have assur~

ancE' thai funds will be available when
they are requIred. At present. that Is sim
ply nOl the case.

The recurrent, re&'U!ilI' expenses of the
U.N.-for the General Assembly, the Sec
retanat, the international Court and the
like-have been covered only by depleting
reserves and by unonhodox borrowlni:
from, other accounts. These expedients
have now been exhausted. A mort' dUfi' .
cult and dangerous situation exists With
respeetto the U.N;'s peacekeeping forces,
the demands for which are unpredicl.\ble
and. when they do appear, urgent.

The start-up phase of a peacekeeplni:
mission is usually the most costly. and de
lays only cnpple chanct'S for success. The
amyIII of forces on the ground is aI.so the
time or greatest danger for the men and
women Involved, when the need for tramed
personnel and new supplies IS most urgent.

As thin~ stand. each mission has to~
staned from scratch. The secretal)"gen
era! has only limited funds at his disposal
for airlifts and essential equipment. For
the rest, he must walt until the U.N:s
lengthy budgetary deliberations are com-

p1ete. national govemmE'nts are assessed
for funds, and those assessments are
paid. There Is no continuing training pro
rram. bue of IDglStical suppon, or ade
quate stock of equipment to draw upon.
Each operation berlns catch as catch can.
011en natiooal forces must fill tht gaps,
Impalnng eIflCltnc)' and risking confu
sion about the U.N.'s role.

The advisory group's proposals do nOl
require striking new dE'panures from the
U.N. charter. or any loss of financial diS
cipline. They do reqUIJ'e that mem~r

stales respeet thell' treaty oblli:atlon to
suppon budgetary decisions of the Gen
eral Assembly. Those decisions. it should
be emphasized. are now reached by con
sensus. Thus the Interests of the larger
countries, which are inevitably called
upon for the great bulk of resources. are
fully renecled.

The adVISOry group calls upon govern·
ments to pay thell' assessments on time.
to malle up for past $honfaUs, and to re
plenish and enl8Ji'e the U.N.'s reserves.

Itls in these areas that the U.S.• while
not alone, has been the single largt'St lag
gant Although substantial progres has
been made In cleanng U.S. arrears, more
needs to be done. Quite apan from the
size of thE' S240 million U.S. shonfall. U.S.
acuon is critical: It can 5et an example of
fiscal responSibility for other counlnes.

Another set of recommendations ad·
dTe$Se5 the need for more rapid and ellec
bye deploymenl of peacekeeping forces
when new operations are approved. The-

if'OUp recommendi stltlng up an adequatE'
reserve ,lund from Which the secretary,
general can draw to Initiate missions when
they are author1zed by the Securlly Coun·
cil, and it recommends annual appropria
tions for trainlni: and logistical suppon.

The advisory group was acutely aware
that adequate U.N. finanCing Is dependent
on confidence that funds will be well spen!.
We have been encouraged by dE'ar eVI'
dence that the current secretary-general
fully understands the need to improve the
U.N:s management. The group also em
phasized the key role that member stales
themselves have in supponing thIS ellon.

In the end, we cannot escape the fact
that the operations of the U.N. do cost
mooey. Butthuie requirements need to ~
kept In perspeetlve. All the current peacf'oo
keeping expenditures of the U.N., spread
over 13 operations, tOlllled S\.4 billion 10

. 1992, about a 10th of I':', of the total de
fense budgets of mem~r states, and less
than the annual cost of the police forte in
the U.N. 's home city of New York. The en
tire regular budget of the U.N. was Sl.2
bUllon, It'5S than the averai:e cost of one
Stealth bomber.

SuccesSfUl diplomacy Is an enormous
bal'tain In financial as well as hwnan
terms. And when diplomacy net'lls to ~
reinforced by a military presence. there 15
DO alternative as economical as the U.N:·s
blue helmets. for their cost is sharf'<! by
every government In the world. No coun
try has more at stake In successful peace'
keeping than the U.S. -whether the custiS
measured In dollars or the ns~ to the men
Ind women In ils armed forces.

It Is such Simple proposItions that jUs'
tlly and require thai the nations of the
world turn their attention to repainng the
finances of their U.N.

Mr. lOicleruw cltamnall of lite Fed:
trol RRserl't' from 197910 1987.
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lSSing Hot Potatoesto the U.N.
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sed to be that the dirty work 01 American
n policy was .ssigneod to the CIA-the ,
f business, like anti·Soviet covert opera·
that was thought to be essential but that
vemment didn't wish to iake on up front.
he passing of the Cold War, there is less
: to be done, but other hard C8geS linger,
Iich Yugoslavia is currently the most
cuous. Now, bowever, they are more
lo be brought out into the light ci day and
ed to the United Natioos.
important American purpose is being
I by this odd institutional progression:
ead the burden and avoid sole responsi·
President Clinton's show 01 hedged

m is following this pattern. There is
• too, an intention to make a virtue out
very process of international diploma·

ome enthusiasts-not Clinton-INY
>e more interested. in the example of
tation in Bosnia than in the outcome the
s is producing there. .
the outcome is central. Designeraol

N. lo-province~ plan see in it the
lhe only hope, to stop the war and the
and to keep the war from spreading.
regard this as a goal that needs no
y. With no little pride in their handi
they challenge critics to aay what

ltive policy might have been aeated .

out of the poor INterials.the nations 01 the
world brought to them. The world body was
not handt"d the case until disintegration was
far advanced, for instance. And no force was
made available to help Muslims even the odda

There are costs ofusing
the world body as a
dumping groundfor its
members'political
mistakes.
against preponderant Serb and Croat arms.

But surely it is not sheer sentimentality to
think that the United Nations was meant for
better than carrying the can for the evaaiooa
01 sovereign states.
. Much is said, and in sorne rapture, to the
effect that finally the United Nations is dolog
these days what its high·minded founders had in
mind in establishing a body to keep the intema·
tiOOaJ ~ce. You can say the United Nationa
had the truly difficult double task not ooIy of

uvini Muslims in Bosnia but-this is otten lost
light ci-of providing an acceptable political
pbce foe &orb minorities there and in Croatia.

Still, in Bosnia the U.N,'. name and prestige
adorn a rank political deal. It leaves much Serb

. aggression unreversed and unpunished and
much Muslim agony unrequited. It appears to
confound the prospect of effective poliCing by
the· means most likely to be available. It may
even seed the next Balkan war as Muslims
gath~r over time for justice and revenge.

The U.N.'s connection to Bosnia's M:Jslims
is painful. The Muslims are the party nlost in
need of the U.N.'s rescue. Yet aeeing t~.at the
United Nations has been unable to keep them
from being butchered and uprooted. they
display little loyalty in return. On th~ con
trary, they feel betrayed. To the U.N.'s
horror, desperate and cynical Muslim units
have fired mortars from a hospital, provoking
a typial1y merciless Serb response that Mus·
hms then denounced as Serb degeneracy.
Muslims have sought to enlist the U.N. to
police Serb units but not their own. This
angers U.N. officials, whose focus on their
own neutral mediator's role visibly shrinks
their empathy (or what Muslims see as a
mortal struggle for their very survival.

It is not some abstract disembodied MU.N:
that has brought the organization to this

tortured pus. Nor is it its secretary general.
who has ambitions for the institution but not
independent authority. It is· the collective
decisions of the U.N. membership, especially
the top dogs. This makes it idle to thmlc that
the United Nations. to avoid tarnish. could
have stayed out of Yugoslavia; The members
for their own reasons engaged it-and en
gaged it in the pinched way we see today.

I happen to think Germany is more respon
aibIe for the fonn engagement took than any
other outside state. The Germans, attentive to
Yugoalavia's Catholic voices,· .lit the fuse by
granting recognition to sorne constituent re
publics, notably Croatia, before fair provision
had been made to protect the rights of the
resident Serb minorities. Thence flowed the
subsequent horrors, including the Serbs' own
continuing disproportionate and monstrous acts.

The United Nations is doing a mean job
the job its masters bid it to do. This is the way
it used to be with the CIA. Only when the
regular agencies had failed-in deahng with
Fidel Castro, for example-was it allt"d in. It
wiU take time to tote up the costs of using th~

U.N. as a dumping ground for its members'
political mistakes. What number of smaU and
not-~small nations are going to redouble their
detennination not to have to depend on the
United Nations for their ultimate secunty?

BEST AVAILABLE COpy
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Jim Hoagland

Getting Out Gracefully
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When elephants clash, the grass gets tram·
pkod: Africans used that adaRe in the l1mt' oi t~
Cold War to describe their role as objects of
modem hislory. Now, WIth tht- elephants on the
SIdelines, the grass tramples itsdi,

Civil war rages agam in Angola, this tune
without the Americans, Cubans, SoVIets and
South Afri.:ans, who engaged in a decade of
ideological warfare and then abruptly left WIthout
resolVUlg anytJung.

In SomalJa, Africa's other signiflCaIlt Cold War
baUlegrOWld, American troops have had to inter·
vene to keep Somali clans from starVing and
annihiIalUlg each other with leftover superpower-

. provided weapons.
It is tempting to mark down the anarchy and

the corifliet that plague these two fonner client
countries as the delayed costs the locals pay for
getting swept up in superpower zerlrswn compe
tition-to keep on b1anung the dephants· and
absolve the grass.

But the tragedies of Samaha and Angola are
the result ,of mutual mampWat100, with local
leaders pursuing their own ends through the
arms. economic help and pohce-state eqwpment
and trairung they solJcited in the name 01 Ideology
and global competitive ad..-anlil~e.

The crucial dJiterence was that the foreigners
could and did leave when the game got too
complex or costly. When the Uniled Statl'S
refused to back up Somaij'I's invasion of the
Ogaden temtory in 1979, after initiaUy encourag·
ing it, Somali dictator Mohanlmed Siad Harre was
mortaDy embarrassed before his own people. He
had to resort to warfare against them and the
nation's institutions to stay in power for another
decade. Anarchy took over when Barre was
dnven from power two years ago.

That history is worth pondering as the first
American expeditionary force to fight in sub-Sa
hara Afnea reaches the beginning 01 the end of
its mission. '

How America extricates itself from Somalia
will determine whether Operation Restore Hope
becomes an odd footnote in Africa's long history
of foreign interventions or a chapter heading for
things to come for the international conunWUly.

As they grope their way toward the exlI in
Somalia, American diplomats and soldiers see a
positive initial balance sheet for Operation Re
store Hope, the humanitanan anned ultervenllon
IaWlChtd by the Bush administration in De<-~m

btr. Lives have been saved. warlords have betn
reigned in.

But the long-term outlook is wlCerlain: Amen
ca has disdamlt'd any intenllOll of fixUl~ ~lJa

or accepting responsibility for rebwldJJI~ il as a
nation. That is the job 0( the Uruled Nations,

which authorized the American humanitarian in·
terventlon and promised to take ove.r once U.S.
fJIepower cleared the way.

The moment of exit is ttie poIitica1Jy dertning
moment of this wlUsual military operatIOn. Fixlng
the date and method of departure of Amencan
troops IS not a detad to be detennined after
strategic Rlldls are met. Departure is the strate- .
gic goal of the Pentagon, which wants to end
Operation Restore Hope in another month, or
perhaps two. Amenca went into Somalia with the
overriding goal of getting out qwckly. .

The United States is m effect negotiating ·ils
withdrawal (roni Somalia with the Uruted Na
tions, which had indicated that it wanted the '
diVJ!Iklrl-~ force dispatched by Bush to stay on
in Somalia at ~t for another four to six months.
nne Anlt'rican force is far more effective than
anything the United Nations could field. More-'
over, Washington foots most 01 the btU for the
current opt'ration.)

But that extended commitment is unacceptable
to U.S. offICials who have begun to criticize U.N.
Secretary General Boutros Boutros-Ghali for
"foot dragging." Within the Pentagon's wuformed
Services, the Egyptian diplomat has become a
symbol of international duplJcity.

After meeting' with Boutros-Ghali on Monday,
Secretary of State Warren Christopher described
the U.N. secretary general as moving. toward
acceptance of a speedy U.S. departure and accel
erated deployment of the U.N. successor force.

This IS promising. A nasty quarrel with the
Uruted NatJOllS over Somalia is the last Uwlg the
Clinton administration needs. That would pooon
the atmosphere for crucial decisions to come 00
sending more U.N. forces into Bosnia and else
where.

Instead, the United States should grasp the
opportwuly to shape the U.N. successor force m
Somalia through the discussions with Boutros;
GhalJ. which constitute informal negotiations
about the tenns of the American exit.

The future U.N. force should not be ham·
strung WIth the passive rules of engagement that
have caused many other U.N. peace-keeping
missions to fail. A more active U.N. approach to
the use of troops operatinR wlder its flag is
needed for the Ioca1 conflicts that bedevil the
post-Cold War world.

Achieving and contnbuting to that· kmd of
~r force-and not sunply Stltmg a with
drawJI date-should be the U.S. ob./t'ClI\'e in
Somalia now. It is a chance to show how much
thinRs have challRed since the Cold War, when
Washington was capable of treatm~ Afnca as a
COllct:tlOl1 of marginal plilces and peoples Wl.Ie~

they rttlJ\lo a superpower striltegy.

BEST AVAILABLE COpy
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iow the West Can Aid Former Soviet Union

• WWam D. Jadsan is a pro
fessor of polil ical science oJ
Miami UniveTsily, Oxford,
Ohio. .

By W'&Wam D. JacksOli

pendence have been 'Widel)' rec· Yeltsin's government and the in· cal proportions, The· power.; of economic ties.
ognized by the international com· dependent republics as the illegit·· the branches. of government are What should and can Western
munity. On the surface this seems imate products of 8 coup by Pres- vague. Political stalemate and. governments do to improve the
to be a relatively neat tidying up ident Yeltsin and republic chaos in Moscow threaten the situation, if establishing effective
following the collapse of the nationalists against the USSR. adoption of badly needed refonn government is a task that can b<.'

~
S the Commonwealth. of world's last and largest empire. Exacerbating the situation, the legislation as well as a new consti· accomplished onl)' b)' the peoplt:'
Independent States begins The realities are otherwise. Russian military shows signs of tution. The legaJ system is 8 of the fonner SO\;et Union?
its second year of eJriS· The empire has yet to stop col· internal anarchy. Corruption and shambles - a situation that suits First, discourage unwarranted.

ce, its future is unclear. The lapsing, and it is either wishful the freelance sale of weapons the increasingly powerful mafias premature international recogni·
ISpects for stAbilit)'across the thinking or self-deception to ig. have become extensive. The and old·style bosses. tion of cIaims to independent sta·
ire territory of the fonner So- nore the anarchic conditions that quantity of military weapons Moscow's authority in the rest tus by -micro-nations- in the for·
l Union are poor. The expanse now exist and threaten to worsen. "lost- these days is substantial of Russia is very weak. It is strug. mer Soviet Union.
1 was the USSR has become a Consider the following: The and does not augur well for the gling to control rebellions in the . Second, offer more substantial
t zone of political uncertainty war between Azerbaijan and AI- future, especially in the Caucasus Russian Caucasus and has been technical and financial aid rei·
which civil wars Dare, eco- menia over Nagomo-Karabakh is region. In the first 10 months of reduced to negotiating 'With a evant to increasing the efTt"ctiw
nk crises deepen, and order!)' entering its sixth year, the bel· 1992 in the Transcaucasus Mili· . growing list of regional leaders as ness of government in the repul>
llian and military authority is ligerents equipped by weapons Wy District, nearly 4,000 artil· equals. Administrative machinery lies. This should include not onlv
eatened by anarchy. stolen from or sold by a demoral· lery pieces, 1300 military vehi· to fill the vacuum left by the col- technical aid in impro\ing pUbli~'
The West behaves, however, as . ized Russian Army beyond the des, and at least 600 train-car 1apse of the Communist Party has administration, but regional de
he old Soviet empire has at control of Moscow. loads of munitions were reported yet to appear. Ironically, L"'I re- velopment grants that republic
!rt found new governmental Civil wars or militarized seces- missing or stolen. These weapons publics such as Kazakhstan, governments· could use to pro
thing in the fonn of 15 republi- sion struggles are underway in have found their wa)' to factions where a limited democratization mote development and as incen
l governments and a common· Georgia, Moldova, TaJiJcistan, and on all sides of the conflicts in the is occurring even though the old lives to restore regional peacl'
ilth in which two-thirds of in the Caucasus region in Russia.. region. party machinery· remains intact, and reintegrate alienated regions
se governments participate. . Independence movements government appears more effec· into the republic. .
~ryone acknowledges that have developed in many of the au- I N Moldova, local Russian live than in Russia. Finally, Western governments
se governments face enor· tOnomous republics within Rus- military units continue to Finally, the commonwealth re- should use their collective inTIu·
us problems and that many of sia, from Tat.am.an to Yakutia. transfer weapons to. ethnic mains a ·project- of limited im- ence in the capitals of the original
m lack the will to implement Some, such as the one in Russian secessionists in the portance. It has provided a frame- member.; of the commonwealth to
~essary reforms. But there's Tatarstan have begun to attract Trans-Dniester region and to pur- work for the transitional location support transforming the com
re or, rather, less to it than international support. In the sue a local foreign policy dis- of command over the strategic monwealth into a more meaning
1. Narva region in Estonia, in the tinctly at odds 'With Yeltsin's ef- forces of the fonner Soviet Union ful and effective instnunent for
What's lacking to a very serio Crimea in the Ukraine, and in forts to negotiate. with the located in Russia, Ukraine, Be- economic coordination. Without
; degree is government itself. northern Ka.zakhstait, secession- Moldovan government. 1a.r'w;, and Ka.zakhstait. such an instrument, the economic
e the emperor in the old fairy ist movements stir among ethnic The state. of government in The commonwealth is a sym- crises in the republics will con·
!, much of the fonner empire is Russian residents. Russia itself is poor. In an impas- bol of a commitment of some re- tinue to deepen.
not naked - far less clothed in In RusSia many politicians and sioned address to the Congress of publics - the Baltic states and

'ernment than is admitted. at least a part of the militar)· and People's Deputies in December, Georgia have never joined, and
Officially, the Soviet Union has security establishment do not ac· Valery Zorkin, the chairman of the Moldova and Azerbaijan· have
~n reorganized into 15 sover· cept the borders of the new Rus- Constitutional Court, warned that since ~ectedfull membership 
n states whose claims to inde- sian state. They regard Boris "legal nihilism" had reached criti- to maintain special political·and

Use of Force to Settle Global Disputes Has Its Limits

DAYfD1!O.

I N his inaugural address, President doubts still exist about the capacity of the
Clinton stated: ·When our vital inter- UN to mobilize forces to replace· the
ests are challenged or the will and Americans or to restructure the Somali

:onscience of the international commu· government. The outgoing US adminis
tity are defied, we will act - with peaceful tration appeared to be moving toward the
liplomac)' wherever possible, with force use of aerial bombing to enforce a no-fly
"hen necessai-y.- In his reference to the zone in Bosnia, but refrained, primarily
1Se. of force, Mr. Clinton undoubtedly because of the opposition of its principal
vished to appear no Jess resolute than his European allies,the British
)redecessor. and the French..

The experience of the last few months In each of these cases,
)f the Bush era, however, whether in Iraq, strong pressures for the lim·
;amalia, or Bosnia, casts considerable iied use of force by those un·
loubt on the readiness of publics in the . derstandably sympathetic
Jnited States arid Western Europe to use with the victims have been
'orce at levels likely to achievesubstantiaJ accompanied by proponents'
'esults. Peaceful diplomacy may become assurances that the action
he only option. would achieve proclaimed.

Air raids against Iraq were designed to objectives: Somali gunmen
'orce Saddam Hussein to pennit the unre- would fade away in the face
ltrieted inspection of weapons facilities of the Marines; Saddam
Uld to cease deterrent actions against pa- would be cowed if not overthrown; only a
rols in the no-fly zones. Reports from the few bombs on Serb positions would be
Jnited Nations and Baghdad indicate that needed to bring the Serbian leaders to
11least the first objective may have been their senses.
achieved. Other reports suggest that the The threat of force Can be an effective
-aids JTUly have temporarily enhanced tactic in negotiations, but if not carried
)addarn's position in Iraq and reduced out or, if carried out ineffectively, the taco
rupport for US actions among European tic backflres. And increasingly, US threats
md Middle Eastern allies. to use force in interna1ional crises are be-

In Somalia, the US forces have, for the coming hollow.
noment, stabilized the situation. But· . The hard fact is that Western publics

are not prepared to support effective lev·
els of force under present international
circumst.ances. In the Gulf war, as in other
wars, maJor objectives could not be
achieved 'Without extensive use of ground
(orces, and ground forces mean a greater
risk of casualties. A deep reluctance ex
ists in the US and its principal Western al

lies to undertake any action
that will risk large casualties
unless the individual nationS
appear to be under direct
threat. Proponents of mili·
tary action, nevertheless, in·
sist that desired results can
be accomplished with mini··
mum casualties through the
use of air power. In so doing,
they seriously overestimate
the accuracy and effective
ness of air power, underesti·

mate the political impact - on populations
and on allies, and give misleading encour·
agement of support to victims..

Proponents of aerial action against the
Bosnian Serbs, for example, insist that ar·
tillery positions Can be destroyed from
the air, but they do not acknowledge the
difficuity air forces have experienced in
attempting to take out mobile anti-air·
craft positions in Iraq. Gen. Colin Powell
has rightly claimed that substantial forces

may be needed to bring an end to threats
and conflict in unsettled regions. He also
stresses that if partial measures are to be

. taken, the question must be squarely
faced: What will be done if those meas
ures fail? Proponents of limited actions
have seldom ventured an answer.

If the estimate is correct that the pe0

ple of the US and other Western countries
are not prepared to use sufficient force to
achieve substantial objectives in areas of
conflict, the world community has few a1.
ternatives to diploniatic efforts to resolve
crises.

Fonner US Secretary of State Cyrus
Vance and fonner British Foreign Secre
tary Lord Owen have been severely criti
cized for continuing to negotiate 'With the
leader.; of Serbia and the Bosnian Serbs.
But, in the face of broad reluctance to use
major force and unrealistic prophecies re
garding the utility of partial milltary mea
sures, do the organizations they represent
have any choice but to continue the gru.
eling, frustrating efforts to use the pres
sures of economic sanctions and global
isolation to end the bloodshed?

• David D. Newsom, farmRT under·
secretary of stale, is Cummi71g Memo·
rial Professor of International Affairs,
.University of Virginia. .
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FOREIGN AID

Lawmakers Think Globally
After Threat to Yeltsin

Members say plan for Russian assistance
must provide quick, concrete results

Beyond the Dollars
Administration officials han' 'i1ld

Clinton will seek about $i'Oll milll.,I] 111

direct economic and technical ald. iI -;;",

percent increase. over thl~ \'l'i1r
amount, and some increase i~ al:-I/ ('\
pected in the $800 million n()\~ ,('I

aside to help dismantle nuclear weill'
ons in the former SO\'iel "lillt· ...

(Weekly Report, p. 6()~)

But the questions about aid go "tr
bevond dollar amounb. Admllll,...! r;1
tia"n official's working on th(~ packag(·
are trying to craft proposals t hal will

As events linl. ddt'li.
Clinton deliverl,d 11/1 <I

p'romise to (oll-.ult
closely with (·()n~r,·,-.

altho~gh th(:' admllll,..
tration did not ofll~r (1(,·

tails of the aid pacbgl
it was preparing lur tlll'
Vancouver summit.

The president In
vited groups of Housl'
and Senate leader~ tu
the White House on
March 25-26 to solicit
their suggestiuns. and
Christopher cond ucted
close'd-door meet i ng:-.
inviting all Hou;-;e and
Senate memher:- T;th
ing the tack urgf.'Cl 1)\

congressional lead e f-.

Clinton and other .;HI·

REUTERS ministration official,... re·
peatedly strb;-;(,d thaI
providing aid 1(1 fllJ\c.;t(·r
Russian democrat It and

economic reforms was as much ;n thE'
United States' interest as In HUS~I{l',

"It will save the American Ill"lpl,·
billions of dollars in money Wt' don't
have to spend maintaining <l nucll';H
arsenal," Clinton told reportt'r- \Llrl I:
24. "It will make the American Ill" ,pit
billions of dollars in futurf' trdllt
opportunities. And it will ·nlilkl· t hI
world a safer place."

additional aid. They're getting a lot of
questions from constituents."

Events in Moscow compelled the
administration and Congress, which
had been equally determined to con
centrate on the domestic economy
rather than international affairs, to
shift their focus.

On March 20, Yeltsin made the
startling announcement that he
planned to assume emergency presi-'
dentialpowers. Members of the Con
gress of People's Deputies, many of
them Communist holdovers, threat
ened to oust him from office.

By March 26, the crisis appeared to
have been defused but not resolved.
The emergency decree Yeltsin issued
did not include his threatened assertion
of "special 'powers" that effectively
would have stripped the Congress of
authority, And, despite . hours of
speeches denouncing Yeltsin, the Con
gress did not move to oust him, appar
ently lacking the. votes to do so..

One of about 200 Communistswho gathered outside the parliament building
in Moscow to protest Veltsin's special rule.

By Pamela Fessler

The turbulent
• power struggle in

Russia has jolted
U.S. lawmakers, until
now preoccupied with
the domestic economy.

The dispute be
tween Russia's Presi
dent Boris N. Yeltsin
and its conservative
parliament has demon
strated the fragility of
the nuclear-armed na
tIOn's fledgling democ
racy and the potential
threat to U.S. national
and economic security.
. But it has also under
scored the uncertainty
over how much differ-'
ence the United States
can make in influencing
the outcome.

For now, most mem
bers of Congress app~ar

willing to defer to the ad·
ministration as it tries to pull together a
package of financial and technical assis
tance. President Clinton has said he will
present the package to Yeltsin when the
two meet in Vancouver. Canada, on
April 3-4.

But many members- especially
those who have been closely tracking
developments in the former Soviet
Union for the past year and a half 
say Clinton must make sure his aid
plan will produce quick, concrete re
sults for both the Russian and the
American people.

Lee H. Hamilton, D-Ind., chair
man of the House Foreign Affairs
Committee, said many of the 100
House members who met privately
with Secretary of State Warren M.
Christopher on March 24 requested
that he and the president "make clear
what U.S. intentions are in Russia,
what are the stakes and why we need
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.What They're Saying About Russia
From Moscow...

"Today I signed a
decree on special rule
until the overcoming of
the crisis of power. In
accordance with the de
cree, on 25 April 1993
there will be a vote of
confidence in the presi- .
dent· and vice president
of the Russian federa-
tion. REUTERS

"Until the new elec- Yeltsln In TV appearance.
tions the Congress and
Supreme Soviet will not be dispersed, and their work will not be
suspended. The powers of the people's deputies of the Rus
sian federation are maintained, but in accordance with my com
mand, no decisions of organs and officials which aim to change
or suspend commands and instructions of the president or
resolutions of the government have any legal force....

"I especially want to stress that my order guarantees the
observation of human rights in its full measure...."

-President Boris N. Yeltsin, March 20 address

"A direct threat of the return to the worst times of neo
totalitarianism is looming over the country..;. The situation dic
tates an unequiVOcal solution, the repeal of all unconstitutional
decisions and return to the path of search for concord."

-Ruslan I. Khasbulatov, Speaker of Parliament,
as reported by The New York Times

From the Administration...

"The United States
supports the historic
movement toward de
mocracy and free mar
kets in Russia. Russian
President Boris Yeltsin is
the leader of that pre
cess, and as Russia's
only democratically
elected national leader,
he has our support, as do REUTERS

his reform government Clinton at news conference.
and all reformers
throughout the Russian federation."

-Statement by President Clinton. March 20

"This in my judgment is the greatest strategic challenge of our
times. Bringing Russia ... into the family of peaceful nations. Will

serve our highest security, economic and moral interests.... But
if Russia falls into anarchy or lurches back to despotism, the pnce
that we pay could be frightening. Nothing less is involved than the
possibility of renewed nuclear threat, higher defense budgets.
spreading instability, the loss of new markets and adevastattng
setback for the worldwide democratic movement."
-Secretary of State Warren M. Christopher, Chicago. March 22

"Boris Yeltsin is the elected president of Russia,. and he has
shown a great deal of courage in sticking up for democracy and
civil liberties and market reforms, and I'm going to support that

-Clinton, news conference, March· 23

I
"1

From Capitol Hill...

"We have to state the national interests of the United States in
terms of encouraging the move toward democracy and market
reform. NowYeltsin happens to bathe leader of that reform. and so
we support him. But there are many other reformers; there are
many other democrats in Russia, and we must be prepared to
support them and let them know that the national interests of the
United States is the direction toward democracy and reform."

-:-Rep. Lee H. Hamilton, D-Ind., March 21, CNN

"The worst case is that the army takes sides or splits apart,
that security forces split apart. And while all of this is going on
- a contest between the parliament and Yeltsin and impeach-

"As a practical matter, right today, we
do not have a· plan. the West as such, to
deliver [assistance to Russia]. We cobbled
together right here in the United States a
form of foreign aid,which is fast breaking
down.... The biggest challenge to Presi
dent Clinton is to have some consensus
right herein the United States what we
are willing to do. and then be able to bring
that to the rest of the West and Japan and
say, 'Now here's what you're going to
have to do to add to it.' ':

-Sen. Patrick J. Leahy, D-Vt.,
March 20, CNN .

Hamilton

ment and so forth - the regions start
splitting apart, and we end up haVing a
disassembly of the Russian empire. That
could happen. If that happens, what's go
ing on in Yugoslavia now might look
calm."

-Senate Armed Services Commirtee
Chairman Sam Nunn. D-Ga.

March 21. NBC

"One thing that the president might
consider, instead of having the summit In
Canada, he might have it in Moscow. If he

wants to try and give Boris Yeltsin a boost, I think that would be
a dramatic indication of where the West is....

"We better go back and take a look at what Clinton wants to
do on the defense budget. He wants to cut it far too much. ThiS
is just an example of what could happen. We better go slow on
·defense cuts."
-Senate Minority Leader Bob Dole, R-Kan., March 21. CNN

"It's clear that Boris Yeltsin had to move as he did.... If he
had' not moved, it's clear that his economic reforms could not
have continued: in fact the parliament clearly is opposed to
private property as a general proposition, and privatization was
clearly required to get the economy moving.";

-Sen. Richard G. Lugar, R-Ind., March 22. CNN
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REUTERS

A democratic supporter waves a photograph of Yeltsin during a rally outside
the city government offices in his support.

send a clear message to Russians that
the West wants to see their free-market
and democratic reforms succeed, while
not appearing to intrude in their na
tion's tumultuous internal affairs.

Perhaps even more important, aid
advocates say, the United States and
other leading nations must convince
the Russian people ..:..- who appear in
creasingly cynical toward the West af
ter $24 billion in promised aid last
year failed to materialize - that new
assistance pledges are real.

In an appearance before the House
Foreign Opera-tions ApDropriations
Subcommittee on March
25, Christopher de
scribed previous aid ef
forts as "halting and in
adequate." He said the
new package would in
clude "practical, tangi
ble, down-to-earth, non
ideological programs for
prompt assistance to the
Russian people."

Clinton and Christo
pher indicated that
much of the aid would be
technical assistance for
fledgling private enter
prises and for Russia's
energy sector, which has
the largest potential to
draw hard currency.

Also under consider~

ation is housing aid for
the Russian military,
people-to-people ex
change programs· and a
range of aid to ease im
mediate hardships, such
as high unemployment and high infla
tion, as the Russian people endure the
difficult transition to a market economy.

Clinton is also working closely with
Western allies to put together a wide
ranging multilateral aid package to sta
bilize the Russian economy. High on the
list is a proposal to relieve some of the
burden of Russia's $80 billion foreign
debt, much of which the' former Soviet
regime incurred. Also under' consider
ation is loosening stringent lending con
ditions that have blocked multilateral
institutions from doing more over the
past year to stabilize Russia's economy.

The Japanese government an
nounced March 26 that the foreign min
isters and finance ministers of the
Group of Seven (G-7) industrial nations
would meet in Tokyo on April 14-15 to
work on a multilateral aid package. It
also said Yeltsin would be invited to a
G-7 summit in Tokyo in July.

Members of Congress say that

while they .recognize the necessity to
support Yeltsin and his reform move
ment, Clinton must help U.S. voters
understand the urgency of such aid
when. he is asking Congress to raise
taxes and cut domestic spending.

Rep. Sonny Callahan, R, told
.Christopher during the Foreign Oper
ations Subcommittee hearing that he
needed something to tell his Alabama
constituents "who have financial
needs of their own" and wonder why
Russia needs more aid. "I've not been
able to come up with a suitable ex
planation for them," Callahan said.

'An Unfinished Story
It is no wonder that many Ameri

cans doubt the need to send more of
their tax dollars to Moscow. The latest
test of wills was the first indication for
many Americans that the end of the
Cold War might not be a fait accompli.

The instability within Russia,
which still has more than 25,000 nu
clear warheads, was' especially sober
ing because of continued ethnic and
regional conflicts throughout the for
mer Soviet Union.

The political impasse in Moscow
came a week after the Russian Congress
had voted to strip Yeltsin of many of his
presidential powers and to cancel a.
planned April 11 referendum on the
government's structure.

But it was also the culmination of a
yearlong struggle between forces in
Russia pushing forward free-market
economic reforms and conservatives
who said Yeltsin's "shock therapy"
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was destroying a country demoralized
by shortages, runaway inflation and
unemployment. .

When Yeltsin finally published his
promised decree March 24, it made no 
mention of turning to "special pow
ers" but only of his call for a referen
dum on April 25 on a new constitution
and a vote of confidence in his rule.

The next day, Ruslan I. Khasbula
tov, speaker of the Russian parliament
and leader of the effort to unseat
Yeltsin, 'told reporters that he did not
favor impeachment, although he had
previously said it was justified hecause

of a ruling by Russia's
Constitutional Court
that Yeltsin's act ions
were unconstitutional.

By week's end, it ap
peared that. the 1,033
member Congress did
not have the two-thirds
vote necessary to unsea t
Yeltsin. Valer\' D. Zor
kin, chairma~ of the
Constitutional Court.
proposed a compromise
that included new elec
tions for both the presi
dency and a new· bicam
era� parliament. (Ke....·
players, p. 766)

Throughout the
week of crisis, the Clin
ton administration ex
pressed support for
Yeltsin as the first pop
ularly elected Russian
president in 1,000 years
and as the leader of its
reform effurts. - But

Clinton also emphasized that only the
Russian people could resolve the po
litical struggle.

Administration officials c1earl~'

wanted to do as much as possible to
bolster Yeltsin in the dispute without
feeding anti-American sentiment.

. Yeltsin's rivals have accused him of
selling out to the West. .

"Too much official kibitzing from
the United States government won't
help," Strobe Talbott, Clinton's nomi
nee as ambassador-at-large to oversee
U.S. policy toward. the former Soviet
Union, told the Senate .Foreign Rela
tions Committee at his confirmation
hearing March 23. The panel favorably
reported his nomination March ~5;

Suggestions by some in Congress
that the summit be moved from Van
couver to Moscow so thatYeltsin would
not have to leave his country were con·
sidered but ultimately dropped.

As usual during times of interna-
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tional crisis, members of Congress ral·
lied· behind the· U.S. position, saying
Clinton had expressed the proper. bal· .
ance between backing Yeltsin and the
reform movement. Some foreign· policy
experts, most notably former President
Gerald R. Ford·and former Secretary of
State Henry A. Kissinger, warned that
the administration could alienate other
factions in the Russian government by
aligning too closely with Yeltsin.

Rep. Howard L. Berman, D-Calif.,
said most members recognized that
Yeltsin needed· to be supported as the
leader of the reform movement. But, he
added, "There's also a recognition
that this is not about individuals,
but ideas."

Foreign Affairs Committee
Chairman Hamilton said a group
of House members planned to go
to Moscow the week after the
April summit to assess reaction
but also to "diversify our contacts
within Russia."

Immediate Impact
Despite broad congressional

support for helping Yeltsin; it was
unclear how members· would respond
to the package Clinton is expected to .
unveiL

Some lawmakers have warned that
they are not willing to spend much
more money unless they are convinced
the aid programs will have some im
mediate, tangible impact.

Many are frustrated that so little has
been spent of the $417 million in eco
nomic and technical aid and the $800
million in demilitarization assistance
that Congress approved last year for the
former Soviet republics. Most of those
funds have been stuck in· the pipeline
due to upheaval in Russia and bureau
cratic obstacles in Washington.
(Weekly Report, p. 614)

Sen. Nancy Landon Kassebaum,
R-Kan., said she thought members
were unlikely to approve more bilat
eral assistance unless they got a better
accounting of what had· been accom
plished .with last year's funds.

"I .think more money would be
wasted until we know what's happen
ing there politically," she said.

Sen.· Richard G. Lugar, R-Ind., a
leader in the effort to provide Western
assistance to the former Soviet Union,
said that disbursement of funds has
been slowed considerably because Con
gress attached so many conditions to
the aid. Saying that he fears the same
thing will happen again, Lugar sug
gested that the administration focus its
efforts on .. multilateral assistance.

"On paper, the Russians will think
they're going to get $700 million, but
at the end of the year, they will have
gotten $25 million," Lugar said.

But former. U.S. ambassador to
Russia Robert S. Strauss told· two
House Foreign Affairs subcommittees
March 24 that aid should go forward
despite what he. called the Catch-22
that has hindered the effort so far.

"There's a desperate need for the
Russians to get themselves in shape· to
receive the kind of assistance we'd like to
give them," he said, noting that they lack
the financial, legal and political struc-

R MICHAEL JENKINS

At .top, Speaker Thomas S. Foley and
Russian Foreign Minister Andrei V.

Kozyrev meet. Above is Strobe Talbott,
Clinton's nominee to oversee U.S. policy

toward the former Soviets.

tures that attract outside investment.
But, he said, they cannot get into

shape without help. "It's going to take
real creative thinking,"said Strauss.

The administration's proposal is
expected to include some programs
similar to those approved last year in
the Freedom Support Act, including
technical assistance to promote joint
U.S.-Russian private ventures.

In a speech March 22 to the Chicago
Council on Foreign Relations, Christo-
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. pher said U.S. assistance to help Russia
repair thousands of aging oil wells 'and
pipelines could provide "a lucrative
source offoreign exchange that could do
a great deal to stabilize their economy."
(Text, p. 778)

He also endorsed an idea promoted
by Sen. Bill Bradley, D-N ..J.. and several'
other members to bring thousands of'
Russian students and others to th(·
United. States in exchange programs.

Christopher has also said that thr:
administration will supply technical
assistance to provide housing for the
Russian military. The lack of housing

has slowed the withdrawal of Rus
sian troops from the Saltics and
other former Soviet republics. in·
creasing tensions.

The administration has· also
said it will try to speed the expen
diture of funds to help Russia and
its neighbors dismantle the Soviet
nuclear arsenal. Those efforts
have been stymied partly by
Ukraine's failure to ratif\' the
START I treaty because of ~neasy

J relations with Russia, and by Rus
sia's reluctance to disarm until

Ukraine ratifies the pact.
Potentially most controversial -:

especially in light of the ongoing de
bate over cutting ·U.S. domestic
spending - is a proposal to provide
direct "social safety net" assistance.
such as. jobless benefits, t9 help Rus
sians weather their economic storm.

"Teaching Russians how to spend
more of someone else's money is pure
folly for everybody, especially for the.
taxpayers of the United States." Sen.
Jesse Helms, R-N.C., told Talhott. .

To a large extent, the prospects fur
additional direct aid will depend on
developments in Congress' budget de
bate, as demands are made on a limited
pool of federal funds. While Russia's
unrest has contributed to members' de
sire to help, it also has made some
lawmakers uneasy about Clinton's pro
posed defense budget cuts.

"He wants to cut it far too much,"
Senate Minority Leader Sob Dole, R
Kan., said on CNN on March 21. "I
think we just have to be alert. After all.
there are troubles around the world l and
we can't act as if everything's going to be
at peace for the next 30. 40, 50 years."

But others thought the impact on
the defense budget will be marginal, in
large part because there is virtually no
prospect that the massive Soviet
threat could be quickly reconstructed.

"I think we have still presented a
responsible defense budget." Clinton
said March 23. •
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By Bill Bradley

WASHINGTON

T
Mo nee'd 10 darlfy us.
policy loward Russia
has been helKhlrMd

. . by lhe poIillcal. crisis
In Moscow. Our Ionl
I~rm Inle~s.. there

can bfo IlromOlN by practical aMi and
peoopk- ·10-pr-opIe Pl"08rams.

Burls Yellsln's solullon 10 lhe Im
passe bt1Weftl a popularly elKled
Presldenl and a Parllamenl Ihal. un
drr lhe Can.lllutton. is lhe sup~me

oratan of lhe saate show. he bel'""
lIMo answer 10 the problem. of emer..
In« democracy I. mo~ democracy.
He has CBlt hll late an lhe IftS of hi.
own w...... but IIlII .....llkanl popu-
larily. '

In an almosphere In which Indlvld
ual. reaularly swllm opin..... and
.klrs. tlMo U.S. should not try 10 Inter
vene, In R......·.day-tCHlay polltk
~ma such a.: Should the Parlia
ment Impeadl Mr. YellSln In l!&ht of
lhe ConICituUunal Court'. rulln8 yes
If'rday thai hi. .lIRClUIM:emernof
emerlef'CY powen violated lhe Ca.
slliullan? Should conces.lan. be
m.de lor the support of VkePre.l
dent Aleksandr Ruallol?Ruul.....
nOt Americans, will dec.. ttae.e
problems. But W.shlnll... auaht to
krer open the lines of com munlcatlan
10.11 sides.

Ik'yond lhe poIltk.1 dram. are the
larRe issue. that Russl.n MlClety II
dPballna: whether Illhould Rek lnte
Ir.lton wilh the West or elitist .part
lrom the West. Whether II will IOCUI
lnward on ils larpnluan economk,
eravlronmeralal .nd ethnic problem.
ur look Imperi.lly tow.rd the lormer
republica of the Soviet Unlon and
beyond.

WMolhcr free eraterprlee .nd prJ
val~ property will be actively pro- ,
muted or ba~ly toleraled.' Whether
mort' power should be dAspened to
lhe obIaltl,.nd .utonomous republlc:a
of Ihf' RUisian Fect.r.lloo or exer
cised ellcluslvely from MOICOw.

Whether Ruula should .dopt a
. rnodI-l of ecanomk: dev~lopmenl lhal
is Konomlc.lly.nd polillcally liberal
or one In whkh, like China. II would
arek Weslern capll.l. technoloaY .nd
murkf!ts hul deny Individual freedom
while preaervlna collecllvisl controls.

If Russi. opes 'or Ihf' Oilllf~ 11101..:

el. America .nd EuruPr could rnd up
espouslnK open track'. frf!e markels
lind drmocrRcy bul ~ unahle. In lhe'
2ls1 cenlury. to .dv.nce our valUt's
and com'~e freely In a vaSI .re.
h'om KahnmRr.d 10 ShanKhai Ihlll
pillys hv lhU~renl rul~s and st.rls
rlllm l.hUf'rl'nl cullurlll pnnnplf'S.

I,... K".·.",,,,,.,

I hope P....... Clanton Ihlnks
ahoul lhe IonI tfl"m. 56nc'e AUKust
1991. Americ. hal moved .. a dan·
Rerously slow pace, Itvlne !tussl.ns
whn w.nl 10 ret.rd relorm an oppor
tunlly 10 bl.me us for our empty
rroml5es. '

Tn rl.y • more conllructlve role.
we n~ to see Americ.·s rel.lion
shiP wllh Russi. beyond lomorrow's
tw.adhnes and wllh emphasiS on 1m·
provml lhe IIvn of Amerlc.n and
RUSSian cllizen. '

wlln Itte ~Ieal of Communism,
lher~ I. no IdeoIOgIc.1 conflici be
Iwf'Cll our n.lions. We should make II
.lJsolulely c1r.r th.t we supporl bolh
Russi. and our own v.lue'.Thls
melimi respecllnl lhe hum.n rllhll
of lhe 25 million Russians who live as
minnrllies In Ibr former Sovlel re
(lUbllc's, aVOIdinR encour.Rem~nl to
Ihf' muY~mronls lor sell-delermlna·
linn 1ft Ihe :lO aulonomous rt'(lUhllcs of
Ihr RUSSian Ft"derallnn such as Che
Chc·nll·lnt:ush IIlld Tal arslan, and Riv
1Il~ RUSSian hislClry lind cullure lhe
Irsllc'l'l Iht·y dl'srryl'

Surh acllon. will IIIUe car 10 all
RUSSians Ihal we lire nol anll·Rus·
sian. II was Ihc' C'lCP<IIlSIOOlsl Commu
nisi syslem.nol Russl.n cuhure, Ihal
we opflOsl'd
Am~nra'5 vallWs lind inler~ls are

servPd by hf'lring RUsSl1I hl'romro, a
ckmocr.cy wllh • markl'l·onenll'd
economy Ihal ral~s liS hVlnR sllmd
ards. wllh II small~r cklense eslab
IIshmenl. wllh a firm commltmenl 10
Iuaranlrot' Indlvldu.1 human nghls
.nd with lhe .ccepClmce 01 Iree·flow
InK capllal, Irade and kIe.s.

I
n olher words. OUI' ohJf'Clive
should ~ 10 normalile ~Ia

. . lions wilh R. ussla .nd Ihl' oth
er lor mer Sovle't reJM.Ihllrs
and 10 brlnl lhem Inlo lhe
Inlernallon.1 syslem as full

mc~mbers

Russl.'s m.ln worry lin to lhe
e.sl, wher~.n f'mrorRlftR ("hilleSf' co
lossus wllh. booming C("onumy .nd a
moderniZing milililry malntain~ lis
terrilorl.1 c1.ims on Russia. and 10
the soulh, where Ihe peoples of Islam.
full of reliRious lervor and r.pld birlh
rales, yearn for arealMss. A strong
U.S.·Russian ~Iatlonshlp clln re
assure Russi. .nd Modge .atalnst
changes Ihat would Injure U.S. Inler
eSI" In Europr and Asia,

The Clinic. Mt"'lntalr.Uon should
udflpl i1lan,ublf'.oo nuubClll'OIIIl r;lIic'
pWleram IhRI 11I1!! II permllll('l1l ('Hl'c·t
lind nnl only hf'IJI! RUIIIII hUI illso
UkrulIlr. ItIro BaliK'S. K.z.khsilln und
lhe Cllhrl lorrner republl..... un lhe
road 10 rdorm.

Wllh U.S. lP.ckr~hlp. Iht' WI'SI
should redlK'f' Ihf' burcl!'n of fllll'llen
dC'hl nn Ihro c'cunumy IIITlIinlll.....d'
durlllle Ihl' Cnmmlllll~1 VC',lIs !ly 1'1"

Slhrdllhll~ il ;11111 plllm"llII~ ,Io'hl·c'q.
lilly SW'll". I "IIIOI"c' Ihc' 171'111'1 nllhyl
IYIIl' 11',11111I'., Ih.,1 ai" 11111I' IMlllllo..
1I11c'al"IIII1~ 1-1I11lpc." ,11111 Ihc' ~'1II1t1

wllh rAdlOM'lIW' e",I••IIlfta. and IerId
far lOur~ hum arNtfl .K.I (medl-
rlne. lood. lnf twmulM, synnKl's)
lor suHer....~u and chll·
drc'n

III il'lohllnn. Ihf' World Bllllk ~hntlld

IIlUVldl' lll!lUraoct' C'UY"IIiItC' (Sllllllar,
III Ihal uHf'rt'd by Ihf' '·NNW'I' Pri·
Vlllt· Invc,nmrftt Cormnllll",) 10 prl
VIIII' If1vrllor. In ,tIP fannlllK ancJ
~nC'r~V Sf'rlon. WI' nM"l.IlU push mul·
1I1.lIrral hnaoclng fur Iracl!' 10 11I1 and
KA~ l'tllllllmf'n1. And pravldl' ilcJdlllun·
III il~sISlan('('llI nlldl'ar l.t'irnllsIS and
S('U'lIlih(' In~lnUll's 10 C'C"'Vl'rI rrum
mllliarv 10 f1vlhan ptlr!lulI'I.

WI' shouldtwolp HII'iStilll rrhlKC'("S
Irolll lhe rCII mror SoY"'1 It:flClblirs lerol
rl'wllied and slnrled in pnvall' 'arm·
lOR hy Rivinle IhI' ftrN"ll hl:hl 10 lend·
lOt: hy Ihe World Dank. and shCJuld
cllmhllM' help fur. scx:1iI1 !;i1rl'ly ocl
wllh radical monrlary· rl'rorm Ihal
rould slsbih11' the nibil'. providl'd
Ihal Russia nil's Ill' mon('y sUJlPly

...nd c·unlrol. inllallun
In addlliun 10 lis ~lIl'purl fur Inlrr

nallonal hnandal inslllllllUflS. Ihls
pru~ram would cosllhf' U S SJ 11IIhoo
IU $5 hliliun a year: bf'lwl'f"n I and 2
prr("f'nl or our dto'('f15(' huelKI'I.

The moSI Imf'Orlllnl looK'lerm ron·
slder.lion is 10 1IIl1lllln"e Ihf' person·
alll(,s "' RUSSians, UkralmAns. Ualls.
Kazakhs and olhl'l'S Willi Aml'nc'ans.
A RUSSian 'nl'nd 10 MII~nlwsaid: "In
ItN· 1930·s. when Ihl' Suvipi UllIon was
blllldlOK SllIhmsi CUnllllllnl'm. Ihou·
!Ntllds uf Amencalls l amI' III HlIssla
lu hc'lll, Now. wlll.'nwc··rc IrYIOK 10
build II mnrkel~,""f'd dl'mlMrac'y,
fl'w Aml'rlc.n. oI'er 10 hf'lp. Why·.'''.l
did nOI have. IlUOd answrr.

Wc' should betln • lItlae,s,",Ile ell·
change Jlrocram brlnllll1ll Ictls of

Ihousands of Ru....ns M~ annually.
l.as' y('ar, Ihcr~ we~ .arly 50.000
Chlocsc In our·coI..... ttle'rr has
tM-rn rora d«adP. and 127.000 slU
denls 'rom 1.lwlln, Japlln. India .nd
SinKallOre. There were only I,ZOO Ru.- .
sians.

NOlhlnR shorl 0' a largf'-srale shar
inR u. Idells, Jlf'OPle and Ir.lnlnl will
aC'romplish our Koals ,·01 economic
prUslM'rily and rollilcal H'CurllY for
RUSSia, ils nrolRhbors .nd our~lves.

I hupe Ihal Pres"nt Cllnlon era
ruuraKes Amencans 10 rf'.rh out
Ken('rously lowilrd lhe IIf'OPles of
RUsSIIl. Ukralnl' and Ihf'Olher reJM.Ib
hI'S Thl'rl' should he 30.000 Russian
hlflh srhuul sludenls hvlnR wllh
Amc'l'inlO fanHhl's for a yr.r. 10.000
RII'Slans III ~mall businl'ss in luwns
IInuss Am,·l'Ic II. 10.000 rCJII('lee Slu
dl'lIIs III ull'r IIn1Vl'rSnII'S and Ihou·
S,lIhJs IIr rllllllC'r nllillory urhn'rs
h·.... IlII1~ IIIllclc'l'lI hanklll~. 1111.\1)("('
,lIltl ;111'\1111I111I.: 1II'lhl' WI's!.

~:
/I

I

I
Reschedule debt, :
replace reactors,
invite students.

Wro can tN'lp yuung people le.rn
whal life In n m.rIlet-orlel1lf'd ckmoc·
rRl'V wllh • hearl I••11 .boul. Thf'y
will !1M" AmerK'.·sopellrM'l!. acnrnlS
i1y and prkll' al worll Throlr (,IlIINI
C'IK'I' wClUld III InK our propk-s IlIgc'lh·
('1' III 'olllllk'~s ways. crr.llIlI: hund!!
IlIill wcalld I.. ~I a 1i1~t1me. As 1M
HlIsSI"n, W'I n'udy 10 dN'idt' Ih('lr
rulu .... millo' sll'C'C'ls ur, pn'erahly, al
Ih.' h"lIuc hllll. we' shlluld Slrop furward

_ ~lllIany fmull' wllh IIOIId hf'tr 'or
111/1 Brodlry, lWmocral. II ",.;or SftI
alur from NrM' Jrrsey.

r
f
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Buying a Costly Peace in Russia
What price Boris Yeltsin? It's a billion-dollar
insurance policy, a policy against nuclear blackmail.
Like it or not, America is still paying for the Cold
War. It may be over everywhere else on the globe,
but here in the United States we will be fighting it
for several years more.

By WILLIAM NEIKIRK
WASHINGTON - President Chn

ton's billion-dollar aid package for
Russia is going to be a hard sell. To
many people, the man elected to
take care of the domestic economy
is sounding more and more like
George Bush every day.

The new wrinkle is that, if Mr.
Clinton has. bis way, the United
S~tes is going to pay for housing for
Russian troops, ratber than baving
them live in tents and becoming sur
ly supporters of the old hard-liners.

And if Boris Yeltsin can prevail
and bring inflation under control by
halting the printing of 10 many ru
bies, then American and other allied
assis~nce will flow to farmers, en
trepreneurs and others wbo support
democracy and a market economy.

Why is it that the new president
is taking such a keen interest in the
economic revival of Russia? It's not
because Western firms lee a mas
sive market there any time soon,
given tbe political aDd economic un
certainty that will be around for a
long time..

A. lenior administration official
put it in terms' of our own money,
laying that it will enable Mr. Clin
ton to reduce the defense. budget
with confidence.

-If you can let the Russian sol
diers out of the Balties peacefUlly, if
you can reduce the Dumber of pa
trols by submarines by 80% because

the Russians have reduced their pa
trols, you don't need all the re
sources for the defense budget and
that money comes bome,~ he said.

But U.S troops will be coming
home, too, and there will not be a
lovernment-financed bouse waiting
for every one of them, much less a
job.

Mr. Clinton's defense conversion
plan sounds ambitious when he talks
about it, but when it's stripped to its
bare essentials, there's not mucb
there. It looks grand only by com
parison to George Bush's plan, which
was zero.

What price Boris Yeluin? It's a
billion-dollar insurance policy, a pol
icy against nuclear blackmail. All
this stuff about democracy and free
'markets in Russia is nothing but a
smokescreen. Economisu know that
it wiU take years, perhaps decades,
for capitalism to emerge in Russia.

Like it or not, America is still
paying for the Cold War. It may be
over everywbere else on the Ilobe,

but here in the United States we will
be fighting it for several years
more. That's because the adminis
tration fears the hard-liners wilJ try'
to use their nuclear weapons to push
their weight around again.

Our sole warrior against a re
prise of the Cold War is Mr. Yeltsin.
If be can ensure a stable Russia, the
administration argues. tbe aid will
flow like milk and holley from the
West, and so will new economic op
portunities for both countries. And
be will be a good guy with the DUkes,
which is the real reuon for our open
pocketbook.

The striking thing about the sum
mit with Russia is that Mr. Clinton
seems to be making this depressed,
inefficient, unworkable country the
No 1 focus of U.S. foreign policy.
Tbis was true during tbe Cold War,
for sure, but not any more.

When Mr. Clinton ran for tbe
presidency, he spoke of the econom
ic challenge being the nation's key
concern domestically and interna-

tionally. He stressed making the na·
tion competitive again and haVing
free but fair trade.

Now, in an apparent 'effort to try
to prove his manhood as command
er-in-ehief, be has fallen back into
the same old syndrome that Mr.
Bush did have a summit with the
Russians and use our tall dollars to
try to revitalize an economy that is
still in the dark ages.

This is not to say that the Rus
sians aren't important, but surely
they are not the No. 1 foreign policy
challenge for the United States in
this new era. Our security lies in our
own economic strength. And that de
pends on how we trade and invest.

There's something ironic about
the fact that we would consider
building bousing for Russian troops
when so many Americans are home
less in our cities. Everyone knows
wby. these unfortunate people are
not high profile in this adminatra
tion. They have no runs. Tbey can
not threaten rulers.

If Bill Clinton saves Boris Yeltsin
and Russia, that would be a nice
foreign policy accomplisbment - .
but sort of old-fashioned and ulti
mately DOt lbe most important tlung
on America's ageDda.

Wl1Jiam R. Neikirk is a senior writ
er for tbe Chicago Tribune, based
in Washington.
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Mission Accomplished in Somalia

March 3, 1993

The leadership of the international effort to
save Somaba is passing from the United States to
the Uruted Nations. Although tlus country contin
ues to pro\1de unusually strong military, political
and humanitanan support to avoid any loss 0(
momentum from the progress made under the
Ieadt'r~lup 0( U.S.-led forces (UNITAF), a new
structure is now betng put Bt place.

The. U.N.Secunty CooooI finaDy has begun
conslderaoon at a resoIuuon creating a new, much
mort' muscular peace-keepuJg force for Somaha
(UNllSOM If) with a toogher mandate for di:;.v
mament and maintaining security, and calling OIl the
secretary general and Ius special representallve to
c.1lTY out a num~r of natioo-buildIIlg acll~'lJes.

The new spectal U.S. representative, retired
Admiral Jonathan Howe. arrived last week in
Mo~adJshu to -assume Ius duties, as did the UNO
SOM II Commander, Ll. Gen. CeVit Bif 0( Turkey
and Bir's American deputy. MWlwtUle. a U.N.
sponsored conference on Somalian poIiticaJ reeoo
cW.atJon is taking p1ice in Addis Ababa.

President Bush announced early last December
the U.S. intenuon to protect hwnanitarian activi
ties and stop mass death in Somalia with an
internatIOnal military coalition-a goal that the
U.N. Security Council endorsed. Former Defense
Secretary Dick Cheney and Gen. Colin Powell
explained that the United States would deploy
substantial military forces for this initial task,
which they expected to be completed within two
to three months. and then turned over to a U.N_
force for broader. more conventional peaee-keep
ing purposes-with continued U.S. participation.

This original limited mission for the United
States has been accomplished on lIChedule. The
paroxysm of Soma~s killing Somalis by the tens,
even hW'ldreds 01 thousands. in a aeenungly Wl
stoppable conflagration at dan hatred. naked per
sonal power grabs. rapacious looting, famine and
di:.ease has been ended.

The Uruted States applied what cOuld be likened
to, a heavy. smothering blanket of military and
po~tical power, drawing upon its military might
proven in Desert Storm-its aura as a superpower
and its marufest determination to atop the killing.
In retrospect. the original. more traditional U.N.
peace-kt!eping mission b Samaha might be c0m
pared to a garden hofie-ineffectual for the situa
tion on the ground. The concept, mandate and
arooWlt of forces wder the U.S. plan have dearly
proven effective for the mission.

In the UNITAF area 01 operations, key ports
and hWldreds 01 miles of roads have been repaired,
reopened and protected. Large quanlitieli 01 rood

and~I supp~ have been 'movin~, with only
minor intenuption. deep into the interior for
distribution by III international community of high
ly committed relief workers. One million people a
week are visiting feedinR centers in MURadJshu
run by Somali women. Death rates fwm war,
d1st'age and malnutrition haw l>t'cn drastllally
reduced; in many area:l farmers and herdsmen
have resumed nearly normal activltlt's.

Dozens ,of schools and c~nirs havt' been re
opened by Somalis with help from forell{T1 non~ov

emmental organiLations, and more are conung.

Death rates from u'ar,
disease and malnutrition
have been much reduced.
There is thriving, albeit srnaU-~ale,commerce in
MogadJshu and regional centers. And some sport
ing events have resumed, particularly soccer: The
Somali-UNITAF champlOnstUIJ In February drew a
happy, peaceful crowd of 30.000. The cooperation
between the dedicated. dis<'lphned military forces
of the United States plus a duzen different COWl
tries and the international relief corrunwuty has
been Wlprecedented. .

SUw:e the Marines landed on Del'. 9. there have
been a few attempts to resume Somati-style ClvU
war,notably in the Kismayu regIOn. They were
easily put down and the majOr forces responsible
disarmed and consigned to remote areas to await
demobiliz.atxm. Despite continued deep-seated
hostility among rival clans and mmtl<ls, there has '
been no other selioos conflict. There h.we been
some attempts at politl(,:al intimidation of Somalis
and anti-UNITAF agitation by leaders of mihtlas
who see thelf power and perquisites erodulg. But
these have not stopped the steady pro~res::. by
UNITAF in coUecting heavy weapons and keepUig
all arms off the streets.

Nor have they stopped tht' combined dfllrt by
UNITAF military forct's and ultenldtiollal It'hd
workers to end an era Ul whIch pohtlcal po\\<er was
exercISed at gunpoUIt. The gOdI has been to
gradually empower Sonta~ women's groups and
nongovenullent4l1 organ1Zatlolls, dan eklers and
religJOOS leaders, inteUt<:tu;)ls and others by ill
volving them in conunwUty devt'lopment (e..:. food
distribution, reopening school:-, and dutil'S l'IL)

-, while stopping forceful Intinudalllln. This double-

BEST AVAILA8{E COpy

barn-led approach has already aclueved enou~h

success that the poUtlCal conference meetU1~ In
AddJs includes as many representatives from the!>t'
"new" civil IOC\ety groups as from the old "filC
tions." (Two months ago, at the previous po~tlC4J

conference, the factions had the only representa
tJve~.l Tlus is a source of real hope for the future.
~ United States, its partners in UNITAF and

the InternatlOllal re~ef commwuty have set tht'
sta!':e for a more structured U.N: program. of
nallOll building led by Special Repre~ntatl\'f'

Howe. backed up by UNOSOM n.· However,
before it can advance, there must be urgent
efforts during the transition-while UNITAF is
alongside UNOSOM II-to complete the coUec
tion of heavy weapons, to develop and start
implementing a plan for demobilization and dJsar
mament 01 the various militias, to strengthen the
intenm seCUI1ty forces already established by the
fonner poliCe with UNITAF help in several cilies
(inrludtng 3,500 in Mogadishu) and to build up the
f1edJ/ltng court system.

The combination of demobilization. disarma
ment, and new security forces· and courts is
~nual to deal with the sharp upsurge in small
scale armed banditry. As militias have been Wtable
to fJ~ht or loot. their sources of sustenance have
dned up. and many of their members have become
armed bandJts. partly because of the lack of plans
for demobilization and the absence of jobs. HelJcf
workers and JOurnalists are obvious targets, ~
cause they have more of value to steal.

The internallonal corrunwuty has been maktng
clear to Somali representatives that fur Iarge-~'ale

help to continue the nauon must develop adder
mmed consensus to put violence and the settle
ment of Wsputes by force behind it and to emb,uk
on a practical, cooperatn;e program of rebuildul~

tht' cowltry.
Progress has bt-en ntade. and we hope thert: will

be concrell: results from the Addis confen·IICt· on
the crealton of meaningful, repre:.entatlYe pll~tlCal

and adnwlIstratlve strurlures. A rea~~tll' outCOIllt'
at tlus time would ~ the estabh~hmt'lItll( It'Kloual
adnunistrations, perhaps modeled on the clan/re
gional po~tical iyS!em that eXI~ted ht-fort' th..
til(ht. strongly centralUt'd go\'emfllt'nt IfllPO'>t'd br
Sldd li'lrTe. In wluch one ~U1glt' clanlp.1it~· duminat
ed aU. The next step l.'Ould be somt' S()rt uf looSt·
national authority.

Tite wriler, a forma ambasStldor 10 Sowul;u,
was recenlly U.s. specwl envoy 10 Ihllt
coutllry.
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the Serbs air superiority would take on
military significance.

If. and only if. the Bosnians were able 10

hold their own militarily against the Serbs.
then a genuine compromise mighl be
reached. Itwould rest not on diplomatic
anistry nor on UN peacekeepers but on the
firmer ground of military stalemate. That is
the only kind of agreement imaginable in this
sit'uation that would be to some degree self·
enforcing. Sure. it sounds risky to supply arms ..
and exert U.S. air power. but that is a pru
dent. self-restrained alternative to sending
U.S. troops to police an unstable agreement.
That is what Vance and Owen would have us
do. and Christopher. for all his demurrals. is
headed down the same path.
[from the WlUhington Post. February 15. 19931

joshua Muravchik is resident scholar at the
American Enterprise Institute.

would divide Bosnia are heterogeneous. the
Serbs surely would proceed to ethnically
cleanse the ones in which they predominate
(as indeed they commenced to do as soon as
the design was unveiled). Other groups might
do likewise where they predominate. It is
hard to imagine that the Serb and Croat
provinces of this mutilated state would re
frain from trying to link up with Serbia and .
Croatia or from seizing vulnerable pieces of
neighboring cantons.

No wonder Christopher rejected this plan.
It would make the Bosnian Muslims, and
perhaps other Bosnians too, wards of the
American military. And it would put Ameri
can troops in harm's way on the most awk
ward terms: under the UN flag and in the
role of policemen rather than soldiers..

Christopher's alternative is to seek a set
tlement different from the one proposed by
Vance and Owen. one that satisfies all par·
ties to the point where they will want it to
hold. Although Christopher stated his readi
ness to contribute U.S. troops as peace·
keepers. the hean of his approach is to find
an agreement that is largely self· enforcing
because none of the sides will want to sub-'
vert it. That is why he disavows any "Ameri·
can plan" and emphasizes the need for an
agreement hammered out by the parties
themselves.

Alas. this is a chimera No such common
ground exists. The Muslims and others loyal
to the government of Bosnia want to pre
serve their state. and the Serbs want to dis
mantle it. Both sides cannot be satisfied.

Vance and Owen split the difference by tilt·
ing strongly toward the Serbs because the
Serbs hold most of the. cards-or rather. the
guns. And even this the Bosnian Serb forces
have not accepted. although their rejection
has been less categorical than that of the
Bosnian government.

There is no way to square this circle. ex
cept by creating a balance of power in Bosnia.
To do this requires armingthe Bosnians and
bringing Western air power to bear against
the guns that rain terror on civilians. Christo
pher has ruled out these options on the
grounds that UN peacekeepers would be
endangered. But is tbe role of peacekeepers
to protect themselves? The foreign minister
of Bosnia has said that if forced to choose
between arms and the peacekeepers, he
would forgo the peacekeepers. The only mili
tary action Christopher contemplates is to' .
enforce t,he no-fly zone. This, in itself, would
be only a symbolic gesture. If the Bosnians
were better armed. however, then denying

Balance of Power in Bosnia
By Joshua Muravchik

American Enterprise Institute [or Public Policy Research

Secretary of State Warren Christopher has
stated eloquently America's interests and
goals' in the conflagration in Bosnia, but the
actions he has announced are not commen
surate. He was right to reject the Vance
Owen plan. which so clearly favored theag
gressors that its authors wanted Washington
to force it down the throats of the Bosnian
victims. But the imbalance in the Vance
Owen plan was not the resultof bias or some
kind cf diplomatic error; rather it reflected
faithfully the realities on tbe ground. The
heavily armed Serbs enjoy a decisive advan
tage over the Bosnians. who have been kept
disarmed by virtue of a misguided UN
weapons embargo.

The Vance-Owen calculation was easy to
understand. A deal that satisfies the stronger
pany more than the weaker stands a chance
of success. The stronger pany has a stake in

. the deal. and if the weaker party violates the
agreement it is more easily put down. Hence.
Vance·Owen's proposed force of 20.000 or
40.000 eN peacekeepers might suffice to
police compliance by the Bosnians. But it
could scarcely suffice to police compliance
by the Serbs. We have been told that for out
siders to handle the Serbs in Bosnia would
reqUire hundreds of thousands of troops.

The flaw in the Vance-Owen approach is
the assumption that the Serbs. unchecked
militarily. would rest content with half (or
two-thirds) of a loaf. The Serb gunmen of
Bosnia are not just out for autonomy, they
are out to build a "greater Serbia." Since the
ten cantons into which Vance and Owen .
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The Other Clinton Test: Intervention in Bosnia
By GIIIOIICE 1U~'jNn'

Many prople wrongly tell Prt'Sident
ainlon thaI Bosnia would nun his pml'
~ncy If hI' wl're to initiate military Intpr'
vention for pollIleal ends, just as Vietnam
ruined Lyndon Johnson's. According to
that v1l'w. no mattl'r how hombll' the war
in the forml'r Yugoslavia b!!'coml'S, II will
remain confined to the Balun region. No
U.S. Inlerests, are at stake. Not a smgle
Anl..rican life should be sacrthtt'd for
Balkan peace. If we'intt'rvt'ne anyway.
the custs are prohibitively high, So there
Is no a1tl'rnalive to a negotiated sellle
ment.

YI'S. Bosnia could indeed ruin Mr. Chn·
ton's presidency. But it is far more 1I1t'ly
to do so If Mr. Clinton does nOl nse to thl'
challengt' and exercise It'adershlp on Ihe
world stage. So far, he ts orr 10 a mIxed
start. On tht' poslllve sldt'. he and Se(re
tar)' of Stale WllTpn Chttslopher have
dearly Identified most of the stakl'S-thal
Is far mort' lhan Mr. Bush and Mr. Baker
ever did. On the negative lide, he d~s not
have even the semblance of. plan. He has
given us "Bush·plus." Mr, Clmton will
ma.Il.e Dt'KollaUons his maID pnOrlty yet
he Is DOl prepared to use force to back
them up. Thus he continul'S to It'ave the
Initiallve to Serbian stroneman Slabodan
Milosevic.

The U.S. should lit' concerned to try to
rnolvt' this crtsis now. Much is at slalte
apart from worthy humanitarian can'
cerns. 11It' war threat!'ns the survival of
multilatt'ra: lfCurily arrangements, per·
haps world peace. U the war SpinS out 01
control into the wider region-and soon It
will without U.S. leadership to manage
it-the disease of nationalism will spread
throughout the continent. European coun'

Irles will discover Ihal they have to lend
for themselves as Kurope returns to the
poIiUcs 01 race. We expenenctd that phe
nomenon In two world wars: WI' would be
foohsh to allow history to repeat Itself
again. Especially SO, when a breakdown
of mullllateral systems would also facill·
tatt' the proliferation or nuclt'ar weapons
and the technology to tnake them. It Is nOl
oullandish to ttunl that Mr. Milosevlc
could one day aatuire weapons of mass
~51ruction,

The West lias tended to seriously un'
deresUmate another issut' at stale, name
ly that c1tiuru. of Islamic countr1es are '
enrolged by the Western failure to stop
Serbian aggression directed pnmanly 11
Muslims. Many In the islamiC world are
(tUiCIL to pomt out the double standard
wh~n the We5l, bombs SAddam Hussein
hut ignores Bosnla's plight. On a prag·
malic level thaI may mean an end 10 the
cooperation or Mideast states regardlng
Iraq. In tum, thaI could Jeopardlu our en·
eI1'Y secUTlt}'.

Unfortunately, the Vance-{)wen plan.
the only plan under senous discussion
now, is likt'ly to result in an Unmllil[ated
disaster. Its m05t slgnlhcant aspect is ilJ
IlbollllOn of the Bosman government, to be
replaced with a counCil of nme-Ihret!
Croat. three Serb, three Muslim-haVing
a rotaUng preSidency under some form of
Unlied NII\lons su~rvlslOn. In lh1s
mangemrnt. Bosnia would be but a shon
step from haVing the war criminal
Rilduvan Karadzic as president! WI' have
been rortunate up to now to have had mod·
erate Bosman leaders whom we could
help; without them, 1\ would be Infinltel)'
more dlrtJcult to assist the VICtims or Ser·
bian aggression. .

To beat a plan. you need a plan. One'
reason Mr. Clinton has had trouble com'
Ing up with one is that he has relied h~av,

ily for his "complete policy review" on the
peoplt- who producf'd Mr. Bush's ap
proach. These orricials-al the National
Stcurlty Couni'II, the Slate Department
and the Penlagon-are chW1ling out the
&amI' paper, with the same recommenda'
Uoru.. At Slate, in particular. caret'r diplo
mats have tended to exaggerate the dllh·
culty of gelling European allies to bad
Itronger action.

The Europt'an powers musl have our
help, and tht'y know It. Mr. Clinton's first
Iask should be to tell them in nnging
terms that St'rblan thuggery is a threat
we cannot irnore, and thr U.S. will en·
gage In a solullon. but onl)' on our
terms-whJch include lhe use of force to
confront Serbia-or Europe will have to
10 It alone.

We should try t-I:et the U.N. or NATO
to approve intervention, but If they won't
we must fonn an ad hoc coa!iliOll around
American leadership, including a11l1'S out·
side Europe. Our strategic goals should be
simple: RoU bacl Serbian lortes in Bosnia
and Croatia: recogTllz~ Macedonia and'
provide economic and security assistance:
and be prepared to contain serbian ago
gression 'Indefinilt-I)', while pressing
strongly for democracy and human rtghlJ
In Kusovo.

To do this we should ann the Bosnians.
use lIir striles against Serbian POSitiOns
In Bosma. give Croatia suppoJ1 10 oust
Serbian occupiers, and send limitE'<! Wl'St·
pm forces lno more than !lO,OOOJ lor mis·
slons such as lifting the siege of Sarajevo,
Uberlting concentration camps and seal·
lng otf Serbian resupply. We must be

ready to attacl cenlers of gravity within
Serbia if W operallon esulatl'S to war.
ThiS 15 a moderately dilhcult and posSibly
costl}' operalloD that we could be assured

,of winning.
To undertalle &ny errort in Bosnla

diplomatic or milital')'-Mr. Clinton could
do worse than turn to the Congress for
help. A surprising bipartisan CQIlSensus IS
emergmg that the U.S. should uphold fun·
damental pnnciplt's In tht' Yugoslav war,
despitt' the cost. Several resolullons are
Circulating in the House and the Senate
calling for inlervention. /I Is possible thaI
the Senate Foreign Relations Commltll't'
wIJllnlroduce a resolution authorizing lhe
use 01 foree, just as it did before the Gulf '
War.

PoIil1ca1ly. American calculations may
be more Byz.anline than the Balkans, CI'1t
Ics of Intervenl10n claim the Amencan
people would never support It: Tht'y
wouldn't understand or wouldn't care.
And intervention could not work WIthout a
Jlrong consensus behind it.

The last statement Is troe. But such
critics may go too far in second·guessing
the pubhc. Some opinion polls sholl' that
an unusually large proportIOn of Ameri·
cans are concernE'<! and Informed and
would support stronger IC1l0n. This jour'
nailSt, in an unscientific survt'y of thou'
sands of people across the nation, has
found a majority favoring intervention.
Indeed a favorable climate tikel)' eXIsts
for the president to lead the WI)' in shap
Ing a consensus 10 act. Over the nexl sev·
eral weeks we shall see, whether Mr. Chn·
Ion has whal II WI'S 10 be a world
lelUler.

Mr. Kenrwv is a cortslLl/lW to thr
(hmeglf E)adou'1ftl'1ll fur 1IlI/'l'nllI/lJ1UlI
Proo' Hr reSlglU'f1 as r~slal' tUsk l\flinT
at tile Stalf Departmt711 '" .41<gUS1 I~t, UJ
protest/lie Bush adI7lIJUSlrotW1l'S polll'WS,



Last
Chance
In Bosnia

Even by the vile standard" of the
War in Bosma-now a year old
IOfIlethang extraordinary. is happenlllg

, there now. The Serb forces have bt.-en
closing in on Ihe towns or eastern
Bosnia. one after another. The:ie are
towns that tuve been beSieged for
almost a year and weakelled by hun
ger and shelling. They are in tht'
Muslim lOIles, of the Vance·Owtll
map-Ibit is, deslgnaled ,a~ Muslim
areas for Ihe futurt. But unless the
Serbs are SlOpped, Ihere wo1l'1 be any
Mushm-eonlrolled lowns left to pro,
tect under Ihe peace agreemt'nt.

The Serbs, appear determined to
clean oul eastern Bosma before they
iign Ihe agreement. Onl~' .Ihree lowlls
remalO-Zepa, Gorazda and Srebrenl'
ca. The U.N. Securily Council's deci'
sion to impose'the no-fly ban WillI
force is at least a symbohc step 10 th~

righl dlrectlOIl.
The fact thai Srebremca h.IS not

iurrendered to Ihe Serbs IS larjo!t'ly
because of the U.S. air drops of food,
which have been surprasingly effec·
tive. and to one man's willtngness 10
take a stand wllh the vtctlms on the
Iround there. '

U.N. force commander Philippe
Morillon-in an act of smgular cour
age-went to Srebremca and vowed
to stay lhere until the relief convoys
were allowed through by the Serbs.
Gen. Morillon, by putting himself 10

harm's way, fanaUy promplt:d the
Serbs to permit a reltef ('onvoy With
food and medicint> to reach Civilians
who had reporledly begun to die ill
the streels.

The lowns are In very fragile conti,·
tion Lual reSKienl~ but' "lSI conll
dem:e in the· Unated NallOlb, and
understandably the eupply Iruc:h
~vlng Srebremca blve ~n moblJtod
by clvllans Irylng 10 fkofo tht- effe("l~

01 a yearloog Ue'ge. Man¥ are refu
tees rrom other towns thai havt' fall
en, and Ihey tuve no propt'r sheller.
The Serb!. prevented Ihe U.N. hlllh
commlSliiont:r for reful(ee~ from
brlngang In lenls for Ihe:.t" displaced
pe<l9Ie, 1OfI.r 01 whom havt' been
I6eePlOg an the &now. 1115 nol surpriS
ing lhal manr pe'ople art- trYln1l 10
bo.iIrd the U.N. trucks III a desperale
rUsh 10 leave. Some have died In tht·
cfUih, but thiS is sllghl comp.ut'd Wll h
the Io&s of Iafe thai Will ensue from
renewed Serb...n atLlt.:ks.

II It-e lowns of e.lslt:ru &',,11I.1 and
tht'tr capital clly of Sara)t'vo art" 10
surVive, tbe internallonal (omrnulllly
must ilCt now. The United States
should lead the way wilh several ur·
genl actions:
• Musler all availabledlplurnatic and
economic pressure allalnSI Ihe Serb"
to sign the peace agreement anti Jkr·
mil Ihe Unlled NatIOns 10 send ittl .. ·
quale convoys In by land. Unle"s thl"
occurs, olher measures are immedl'
ately necessary,
• Expand U.S. air drops of rellt'f sup'
plies and move Ihem lower In da¥hjo!hl
hours If Ihis would Improve accuraq',
They should be escorted by U.S. or
NATO aircraft empowered 10 sup
press hostile ground flrt·.
• Resume the U.N. alrllfl anto S.uaje·
vo-now suspended because of the
threat of anllalrcralt fire-wllh U.S.'
NATO air COver.
• Bnng relief supplies in by helicop
ter (again wilh tacllcal air cover) 10
SrebrenJca and other besieged towns
in eastern Bosnia.
• Carry oul the badly woundt'd by
helicopter. There are almost no surgl'
cal faclhlles. aneslhetlcs or drugs 111
the area.

BEST AVAILABLE COPY-

• Air strikes should bt- u'>ed 10 lUunl·
er artillery and ground fire .llm..d at
civll1<tn populallons If theM' nlt'oure"
do nOI demonslrale to Ihe SerlJ~ Ihe
world's commltmenl to proted the
remaining Mushm towns In tht' east

None of Ihese trlt"asures would put
U.S: or NATO &Oldlers at risk ,on the
ground. Ther~ II> a risk of alr(raft
being shot down. but Ihe Serb" are
nor likely to fire on foreign aircraft,

With Ihousands of IIv('s .II Slake ..
Ihls humanllarlan miSSion demand"
that we lake some risks, Thl" b Gen
Monllon's daring and desperate call
from Srebremca.

It is said Ihat the United Stalt" and
the inlernallonal communI!) art'dl.··
lermined to draw the line 10 J\o-.(H'O
There will be no credIbility III J\u"...
vo-or for the Unated NatlollS to
oversee a peace agreement 10 Bo~·

OIa-lf we leave the towns of ehlerli
Bosma to be slarved .Iud shelled IOtu

obliVIOn' after almosl a year of valiant
resistance.

We are at a turnmg pullll that
histOrians will call a fdtetul lost oppor
tunity if the world fails to .1<1. l! r-i
Secretary General Boutro" Bout roy
Ghali. Presldt'nl Cllnlon and NATO
heads of state should heed Cell Mur
ilion's message and act nuw to end
Ihe sleRe of clvlhans in eastern &:ima
and Saraje~u. '

ThiS is the lasl chanre It I :iho"" th.ll
human dt'renc)· ran pre~'lIl o\.-r lJ,lr
barK chaos. HeSitation Cuuld re"ult III

a wurld lorri asullder rt'Pt:t1ledj~' .I.l;
war lord",

The u1n·trr 1.1 /JU\'Idf'lt'O! j,,"!uj!. ••.,

I,.t~rnationu/. Ht rtl"'1tly utWrlltJ

frOM tight wteh an &HIIU UIIJ

Croatia worlwig lor tlu- Soras
Hwmanltanan Fw"d for
BosnJQ.Htrugo·lIillu.
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Launching of "The State of World Rural Poverty" in New York. 23 November, 1992,

rl1wrTY - IlnrrO\'lIlg thl: li\l:s of nil\;' hilhon lltllllT

fellt'\\, human heings - IS a moral and rolillL:al

llllrerall\'C The Ne.... York meellng was

t()lIl1\~ed hy a sellllllar In Washinglnn [)t' \\ ith

rerrescntatl\ L's of thl' World Hank ()n Il)

N(1\'elllher. a rrt'-Iaunching seminar 10 dlSl'IIS,"- Ihl'

rt'rort's findings was organi7t:d In conJuncllon

wIth FINN IDA ill Helslllki (FlIlland ['lfo\'ldl:d

SllhSlallllal finanCial SUrrOJ1 for the Snldy I. whlll'

a meeting on the study was held In London 20

1\o\'emher, anended hy Parliamentarians, N( iOs.

jnumallsts and de\'elopment experts, A third

semlllar hnnglllg together de\'cIofll1lent experts

from around the world. was hosted hy thl'

f\1lnlstry of Lncal Cim'emment and Rural

[)e\t~lopll1enl with the Ministry nf Finance.

(im emrnent of Pak istan on h Decelllher in

Islamahad

The follOWing IS a list of expens who gathered

from dinerem regions along with two of thl'

authors ofthl' Study. Mr ldnss .Iaz31r;.'. Presldenl

of IF,-\D and Mr. MohiuddlJ) Alamglr. Dilwlnr.

of the PoliCY and Plannlllg [)1\lsion oflF:\D. 111

dlscu<;s the findings of the study and what it

ad\lKall'S

In Helsinki:
Prof'. Jacques ChOlldllll. Ass\lclatl' Prokss\lr alld DIlTt:!ll( \IfIll\..' Instltllk Lil" ! I.llI:"

Etudes d'Amerlquc LalJnl'. LJrm'ersltL' til.' Pans 111
Mr. Solon Barraclough. Consultant for UN organllatllllb,
Prof. Azizur Rahman Khan. Prol~ssor at thl' IkrartJl1ent of h':llnlll11k"- ,It till'
University of ('alilllmia.
Prof. Vijay Shankar Vyas. Director of the Instltlill.' of De\l.'lllpll1l.'llt StUllll· ... III ,1;III)l:1
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Prof. Paul Strt:etcil. Fonner Director ofthc World De\c!ormcnt Instltllll':lt H."'II'1i

Univt:rsity. and fom1er Srecial Ad\'lsor to the Policy PI;.}nn1l1~ and [>ru~L:nlllll'

Review Department ofthc World Bank,
Prof. Rehman Soohan. fonllcr Ad\'iscr to the President of till' (j(l\lTllllll'll: III
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Dr. (Jodtrt:y Glinatiliekc. Vice Chainnan and Director llftlll' \brt!:t Ill ... rJllllL', tilL' ""I
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February 18, 1993

World Bank Steps Up Lending for Social Sectors
As Part of Attack on Poverty

T1u World Bank h4s been the main source ollitumdnglorprojects desigrud to improve education systems in the developingworld
and has contributed heavily to the development 01many other social services in borrowing countries. In an address to the United
Nations on February 17, Anneane Choksi, World Bank Vice Presidentlor Human Resources Development and Operations Policy,
describes how the Bank h4s in many cases tripled its lendinglor the development 01 social services.

-Armeane Choksi

Forty'percent of Bonk human development oS$istonce includes ·women in development· progro\7.5\

Nutrition lending has mul
tiplied eighteen-fold since 1987:
from $50 million in total
project costs for fisca11987-89
to $900 million in fiscal 1990-

92. I
Within three years after

health lending was ap
proved, the Bank became the
largest lender for develop
ing country heal th projects.
Bank lending for health has
tripled since 1986 to more than
$1.5 billion.

Preventing the tragedy of maternal
death is the goal of the Safe Motherhood
Initiative, which the World Bank
staunchly supports and sponsors.

And, World Bank lending for AIDS
prevention and control now totals more
than $200 million in 40 projects.

Poverty reduction is a unifying theme
for the entire development co mmuni ty.
The closer we work to gether by mak
ing best use of our comparative
strengths, the more the poor will ben
efit. 0

Within three years
after health lending
was approved, the
Bank became the
largest lender for de
veloping country
health projects.

education for the developing countries.
Average annual lending is now almost
$2 billion a year.

The Bank has made a special effort to
integrate "women in development" pro
grams in all the socials sectors: educa
tion, family planning, health, nutri
tion...and agriculture and rural develop
ment.

For the past two years, about 40 per
centofapproved projects havecontained
significant"womenin development" ac
tions.

P
overty reduction is now
at the top of the World
Bank's agenda.

Although the proportion of
the worldwide population liv
ing inpoverty has fallenslightly
since 1985, the absolute number
of poor people has risen.

The World Bank has been
studying the complex, interre
lated problem of poverty for a
long time. In the World Bank's
World Development Report 1990,
the Bank's present approach,
based on earlier experience and recent
findings, is best developed. The report
proposes a two-part poverty-reduction
strategy.

First, the strategy recommends that
countries put in place macroeconomic
policies that encourage a pattern of eco
nomic growth that uses labor-labor be
ing poor people's only asset.

Second, countries should provide ba
sic social services for the poor, namely
basic health care, primaI)' education,
family planning, and nutrition pro
grams-not only for human reasons, but
to make it possible for the poor to in
crease their share in the fruit ofeconomic
growth.

The history of human development
assistance at theWorld Bankbegan mod
estly 30 years ago and has been over
shadowed by investment loans in
more traditional Bank sectors, such
as infrastructure, energy and agri
culture.

Current investment lending for human
resource development has quintupled
since the early 1980s-from 5 percent of
total Bank lending about a decade ago to
14 perce.nt today.

Over the past two decades, the bulk of
human resource development has been
for education, which tripled during the
past decade.. The Bank has long been the
largest source of external funding for
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The State of the World's Children 1993

The necessary task of drawing attention to human needs has unfortunately given rise to the popular
Impression that the developing world is a stage upon which no light falls and only' tragedy is
enacted. But the fact Is that, for all the set-backs, more progress has been made In the last 50 years
than In the previous 2,000. Since the end of the Second World War, average real Incomes In the
developing world have more than doubled; Infant and child deatl' rates have been more than halved;
average life expectancy has Increased by about a third; the proportion of the developing world's
children starting school has risen to more than three-quarters; and the percentage of rural families
with access to safe water has increased from less t/Jan 10% to almost 60%.

Ove,. that same time, much of the world has also freed itself from colonialism, brought apartheid in
all its forms to the edge of extinction, and largely freed Itself from the Iron grip of fascist and
totalitarian regimes.

In the decade ahead, a clear opportunity. exists to make the breakthrough against what might be
called the last great obscenity - the needless malnutrition, disease, and illiteracy that still casts a
shadow over the lives, and the futures, of the poorest quarter of the world's children.

Amid all the problems of a world bleeding from continuing wars and environmental wounds. it is none
tlleless becoming clear that one of the greatest of all human aspirations is now within reac.h. Wilhin a
decade, it should be possible to bring to rm end the age-old evils of child malnutrition, preventable dis
ease, and widespread illiteracy.

As an indication of how close that goal might be. the financial cost can be put at about $25 billion a year.
That is UNICEF's estimate of the extra resources required to put into practice today's low-c05t strCltE~gies

for protecting the world's children. Specifically, it is an estimate of the cost of controlling the major
cllildhood diseases, halving the rate of child malnutritioll, bringing clean water and safe sanitation fo all
communities, making family planning serviens universally availllble, and providinn almost every child
with at least a basic education.

In practice. financial resources are a necessary but not sufficient prerequisite for meeting these basic
needs. Sustained political commitment and a great deal of managerial competence are even more im
portant. Yet it is necessary to reduce this challenge to the denominator of dollars in order to dislodge
the idea that abolishing the worst aspects of poverty is a task too VHst to be attempted or too expensive
to be afforded.

To put the figure of $25 billion in perspective, it is considerably less than the amount the Japanese
Government has allocated to the building of a new highway from Tokyo to Kobe; it i5 two to three times
as much as the cost of the tunnel soon to b(! opened between the United Kingdom and France; it is less
than the cost of the Ataturk Dam complex now being constructed in eaBtern Turkey; it is a' little more than
Hong Kong proposes to spend on a new airport; it is about the sallie as the support package that the
Group of Seven has agreed on in 1992 for Russia alone; and it is significantly less than Europeans will
spend this year on wine or Americans on bE!er.

Whatever the other difficulties may be. the time has therefore come to banish in shame the nolion thaI
the world cdnnot afford to meet the basic needs of almosl every man, woman, and child for adeouate
food, safe water, primary health care, family planning. and a basic education.

If so much could be achieved for so many at so little cost. then the pUblic in both industrialized anrl de
veloping countries might legitimately ask why it is not being done.

In part. the answer is the predictable one: meeting the needs of the poorest and the least politically in
nuential has ran~ly been a priority of governmenls. Yet the extent of present neglect in the far.e of
present opportunity is a scandal of which the public is largely ullaware. On average. the governments
of the developing world are today devoting little more than 10C'/o of their hUdgets to directly meeting thn
basic needs of their people. More i~ still being spent on rnilitary capacity CJnd on debt servicing than on
health and education.



Perhaps more surprising still, less than 10°/0 of all international aid for development is devoted to directly
meeting those most obvious human needs. According to one study, for example, '~s'little as 1.5% of all
bilateral aid go~!=: to primary health care, 1.9% to family planning, 3.2% to "other health care". and only
0.5°/0 to primary education. Because national aid programmes are not broken down into common or
comparable categories, such figures can only be approximate; but 10°10 is probably a generous overall
estimate of the proportion of bilateral aid allocated to such purposes. And as total bilateral aid from the
Western industrialized nations is approximately $40 billion a year, this means the amount given for nu
trition., primary health care, water and sanitation. primary education. and family planning comes to about
$4 billion a year. This is less than half as much as the aid-giving nations spend each year on sports
shoes. .

It could fairly be said, therefore, that the problem today is not that overcoming the worst aspects of world
poverty is too vast or too expensive a task, it is that it has not seriously been tried.

With the beginning of th.e 1990s has come new hope thatthe age of neglect may be giving way to the age
<;>f concern. The evidence for this new hope, amid all the seismic shifts in the political and economic
landscape of recent years, is a series of qUieter changes which have not made the nightly news but which
have affected the daily lives of millions of people.

The first of these changes is the entirely new priority that has been given to the task of immunizing the
world's children. For a decade, national health services, UNICEF, the World Health O,'ganization (WHO)

.and many thousands of individuals and organizations have struggled towards the goal of 80%
immunization coverage in the developing world. In 1990, that goal was reached. The result is the saving
of over three million children's lives each year, and the protection of many millions more from disease.
malnutrition, blindness, deafness and polio. Second, the number of child deaths from diarrhoeal disease
has been reduced by over one million a year by empowering one third of the developing world's families
to use the technique of oral rehydration therapy.

The significance of these achievements goes beyond even the extraordinary numbers of lives saved and
illnesses prevented. Eighty percent immunization means that approximately 100 million children are
being reached by a modern medical technique on four or five separate occasions during their first year
of life. .

Other advances in knowledge and technique are now lining up outside the door that immunization has
unlocked ...

These advances, and the extraordinary potential they have revealed were the principal concern of the
World Summit for Children, held at the United Nations in September 1990. The Summit Vias attended by
approximately half the world's Presidents and Prime Ministers and resulted in a set of specific commit
ments which. if implemented, would indeed mark the beginning of a new era of concern.

These commitments, designed to renect the potential of the new knowledge and the new technologies
now available, were expressed as a series of specific goals to be achieved by the end of the present
century, These goals include: control of the major childhood diseases; a halving of child malnutrition;
a one-third reduction in under-five death rates; a halving 'of maternal mortality rates; safe water and
sanitation for all communities; universally available family planning services; and basicedlJcation for
all children.

To give these· commitments a more permanent purchase on political priority, all the countries rer>rps-'
ented at the Summit, and many more who have subsequently signed the Declaration and Plan of Action.
also agreed to draw up national programmes for reaching the agreed goals. As of September 1992, such
plans have'been completed in over 50 countries and are nearing completion in more than 80 others.

It is clear that these promises made to the world's children have now established themselves on the
international political agenda. Over the leat two years virtually every major summit meeting of the
world's leaders - the Ibero-American, the Islamic States, the francophone countries, the non--aligned
movement, the Commonwealth, the Organization of African Unity, the South Asian Association 'for Re
gional Cooperation, the League of Arab States, and finally the UN Conference on Environment and De
velopment - has formally confirmed the commitment to achieving' the basic social goals that were agreed
at the World Summit for Children".

Februnry 1993

This Go-Between Special Insert has been extracted from lhe introductory sections of The State of the
World's Children 1993, rec:ently pUblished by UNICEF. The 90-page report is available from Oxford Uni
versity Press, at the price of £4 net in the UI< and $7.50 in the USA.
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Local Capacity Building in htterna~ional Health Research
JAMES TROSTLE
James Trostle. Introduction: "RESEARCH CAPACITY BUILDING IN INTERNATIONAL HEALTH: DEFINITIONS, EVALUATIONS, A~[)

STRATEGIES FOR SUCCESS"
James Trostle and Jonathan Simon. "BUILDING APPLIED HEALTH RESEARCH CAPACITY IN LESS-DEVELOPED COUNTRIES: PROBLP..,\\S
ENCOUNTERED BY THE ADDR PROJECT"
-In James Trostle, guest ed., BUILDING RESEARCH CAPACITY FOR HEALTH SOCIAL SCIENCES IN DEVELOPING COUNTRIES
Special issue of SOCIAL SCIENCE AND MEDICINE, Vol. 35. No. 11, Dec. 1992.
(Other ADDR consultants who authored papers in this special issue include: Robert Black, MarY-JoDe! Vecchio Good, lulio
Frenk, Patricia Rosenfield and Bonita Stanton.)

A
ny sustainable development effort, whether in agri

. culture, education, or health, must bUil.d local capac
ity if it is going to succeed. Capacity building in
research is one important component of successful

development in the health sector. Capable health researchers
and supportive research institutions must have the ability to
identify problems and predict new ones. They also must have
the skills to assess or propose local and international solutions.
As programs to build research capacity focused on health have
proliferated, interest iri knowing their methods and outcomes
has increased. A special issue of Social Science & Medicine,
entitIed "BuildingResearch Capacity for Health Social Sciences
in Developing Countries," was edited by James Trostle to
review such programs.

The impetus for this publication comes from HIID's Applied
Diarrheal Disease Research Project (ADDRJ, a USAID-funded
project to build research capacity in developing countries. Since
1985 ADDR has provided financial and technical assistance to
about 140 research projects designed and run by developing
country scientists in 14 countries. To better understand and
evaluate its own experimental approaches to assisting these
projects, ADDR chose to join with other health research capac
ity-building programs to examine the process of supporting
research, rather than reporting research results. The findings of
this effort are reported in this special journal issue.

Projects designed to buildresearch capac
itymust also address whether they seek to
create independent leaders of scientific
projects orresponsive implementors ofthe
designs ofothers.

In the introduction to the issue, Trostle points out that
capacity building is difficult to define and evaluate. "Capacity"
itself is a subjective and context-sensitive attribute. In part this
is because capable researchers are mobile, and institutional
quality is dependent on the local political and economic envi
ronment. Capacity in developing countries, therefore, can be
short-lived and fragi1~.

In an attempt to over~omethis issue, evaluators must review
and analyze patterns related to numbers of degrees granted,
persons trained, institutions built, or, in the case of research,
publications produced. But they must go beyond this and study
more difficult capaCity-building measures such as career dura
tion, research quality, career trajectories, and local research
incentives or disincentives. For example, their reviews should
specify whether a researcher's conversion to management is
defined as a loss or an extension of capacity.

Trostle's introduction makes three imponant points. First,
projects designed to build research capacity must also address
whether they seek to create independent leaders of scientific
projects or responsive implementors of the designs of others.
Second, if that independence is a major goal ofcapacity building,
it is more likely to emerge if additional emphasis is placed on
how to formulate problems, do applied research, and dissemi
nate results. Finally, the discussions of research capacity build
ingin developingcountries can provide important lessons about
the structure of research in industrialized countries.

Trostle's own contribution to this specialissue is coauthored
with HIID's Jonathan Simon. Their article, entitled "Building
Applied Health Research Capacity in Less-Developed Coun
tries: Problems Encountered by the ADDR Project", argues that
research capacity building is a development goal subject to
structural constraints and cultural impediments among both
donor and recipient communities. Three levels of constraints
(those of donors, recipient institutions, and recipient individu
alsl are identified. These help focus attention on the causes of
recurrent problems in capacity building and help funding agen
cies and governments recognize the limits faced by single
initiatives. Most important, understanding the impact of these
constraints helps identify which problems are inherent in the
present structure of development assistance and which arc
limited to particular goals, projects, and personalities.

Trostle and Simon identify a number of constraints that
affect the success rate of donor-funded capacity building
projects. These typically include an imposed seasonality of
disbursements,a preference for large grants, and a need to spend
funds rapidly. Such constraints make management of such
projects more difficult for research institutions. Success rates
are also affected when donors change topics of research too
quickly, seek to show results within politically meaningful
time periods, or compete too aggressively for the services of
science research talents. If too many donors try to fund too few
researchers, reputations and costs are likely to become inflated,
with increasing likelihood of damages to projects and to scien
tific reputations.

The article also demonstrates how recipient institutions are
constrained by rigid and overburdened financial management
systems. The fact that these institutions are often required to

budget in foreign currencies allows them to escape local finan
cial obstacles. But it also makes it more difficult for their
projects tobe sustained by local institutions afterward. Many

(continued 01J Pil,~l' H I
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donors do not provide significant overhead funds, thus limiting
local institutions' abilities to develop self-administered funds
and to increase local autonomy, control, and flexibility. Just as
in industrial countries, communication between health sector
research institutions and implementing organizations is often
poor in developing countries. Poor communicationlimits the
applicability· and perceived relevance of scientific research to
policymakers and program planners.

Trostle and Simon demonstrate the multiple constraints
faced by individual grant recipients seeking to carry out quality
research. Those reviewed include low salaries and multiple job
commitments, limited local technical support to maint¥ri,
their research equipment, absence of institutional incentives or
resources to publish their work, and promotion to administra
tive positions that make carrying out research difficult. In
addition, uncertainties about receiving future funding often
prompt them to create unnecessarily complex designs, as
though a lifetime ofresearch questions must beanswered in one
project.

ADDR has experimented with a number of strategies to
confront these constraints. They include developing and pro
moting a phased model of research support, running 10 to 14day
proposal development and data analysis workshops, promoting
local and regional networking by sending investigators to
conferences and meetings, using funded investigators and local
scientists as consultants, providing extensive bibliographic and
editorial assistance, and distributing materials to explain how
to publish scientific materials and communicate with policy
makers. These strategies are spelled out in the article.•



FRICA
Positive steps to combat AIDS

ECOVERY
United Nations Vol. 6 No.4 December 1992 - February 1993

By Nii K. Bentsi-Enchill

In an African continent that "already has the
international image of disaster and hope
lessness," the slogan "Living positively

with AIDS" is a strong and necessary message
for individuals and communities, argues Ms.
Noerine Kaleeba. She brought this message of
hope as an invited speaker at World AIDS Day
at the UN in New York on 1December, 1992,
relating the efforts of The
AIDS Support Organization
(TASO) to prevent and con
trol the spread of the disease
in Uganda.

Ms. Kaleeba is a found
ing director ofTASO, an or
ganization established in
late 1987 in response to per
sonal experience - many
of the 16 founding members
had AIDS (including Ms. Noerine Kaleeba
Kaleeba's late husband) or
were HIV-positive - and
developed with a deep commitment to over
coming limited resources, low public aware
ness, and shattered health services in acountry
emerging from 20 years of war. A 1988 survey
recorded 1.5 million Ugandans with HIV and
35,000 with AIDS, a figure that could be mul
tiplied by six, says Ms. Kaleeba.

While acknowledging the importance of
malaria as an old and persistent scourge, she
notes the still more alanning fact that AIDS
has struck five times as many women as men
in the crucial 15-25 year-old age group, with
recorded HIV incidence anlong pre-natal
mothers rising from 6 per cent in 1987 to 30
percent in 1992. These figures, she told Africa
Recovery, strengthen her belief that women
must assert their right to say no to sex, and that
"the power to control AIDS is within us."

Networks of care
TASO has managed to mobilize 15,000
families and build a network of educators,
counselling centres and support systems that
have helped AIDS victims live 8-10 years
without anti-viral medication, and carry
people through personal devastations to regain
self-respect. TASO's counselling, day-care,
vocational training and community education
work has changed the attitudes of health
workers and community leaders, and helped
reduce the stigma of AIDS, which often
threatens the basic supportive role of the

family unit. Ms. Kaleeba stresses the impor
tance of individuals with HIV taking respon
sibility for protecting others, which itself
feeds the mutual concern and caring about
each other's lives. Such community support
must also stretch to Uganda's estimated
100,000 orphans, as AIDS has overtaken war
as the major cause and orphanages "produce
troubled citizens."

She admits passing through the top
down approach, but noticed villagers focus

ing more on her city
clothes and.style than on the
AIDS-prevention message.
TASO is a facilitator, she
says, working with
grassroots training· groups
of locally selected and
respected figures (healers,
birth attendants, etc.) who
spread the factual message
of prevention and support in
order to overcome myths
and misperceptions.

The urgency of AIDS
prevention and control has led TASO to stress
abstinence, then monogamy and fidelity, and
the targeted promotion of condom use
(especially among single and HIV-positive
people). Its main offices in Kampala,
Masaka. Mbarara, Tororo, Mbale, Jinja and
Entebbe offer counselling, especially to
young people, and constantly face the problems
of limited supplies and the mounting recur
rent costs of condoms which make for less
than-optimum conditions for promoting their
constant use: a worker may afford enough for
the week, but what about the weekend?

Spreading the message
TASO, part of the African Council of AIDS
Service Organizations, works closely with
non-governmental organizations in Kenya,
Tanzania, Zambia and Zimbabwe. Ms.
Kaleeba has herself visited Ghana and Gam
bia, where she says people are some six years
behind Uganda on AIDS issues. She makes a
point of praising Ugandan government ef
forts towards AIDS prevention - she sits on
Uganda's AIDS Control Commission - as
well as support from external official and
NGO donors. She also insists that "one big
reason for the spread of AIDS is people not
telling the truth." Individuals and com
munities must not wait. she says, before
declaring that "we have a problem," and
dealing with it positively and together. •
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The statistics agree: all over the world men hold the
highest management positions. Regardless of regional.
particularities or scale of responsibilities, two other
factors are also clear: the inequalities between men and
women are greater, the closer they get to the top of the
hierarchy; but the inequalities have also begun to lessen
in recent years.

Unequal race
to the top

February 1993

managers declined only in Paraguay and
Greece. .

Statistics available to the ILO from other
sources* make it possible to comp.lete the
general picture, with specific observations
on regional and national tendencies.

Taking the industrial ized countries
together. the percentage of women man
agers is highest in North Americu and
Northern Europe. and lowest in Australia.
Japan, New Zealand and Southern and
Western Europe. In addition. the higher
up the career ladder of management
positions, the fewer are the numbers of
women to be found.

In the United States, forexample. women
make up nearly 41 per cent of directors
and managers of all categories. but rep
resent only 11 percent of high-level directors
and managers and no more than 3 per cent
at the "top level" of management of large
companies in the private sector. In the
German F~deral Republic in ;1986. only
1.5 per cent of the "top brass" of industry
were women. In Spain, where the number
of worrien workers has increased very
rapidly, they now make up 39 per cent
of all public service employees. but only
8 per cent· of high-level managers.

The large regions ofthe developing world
show similar tendencies. with of course
regional and national particularities.

Note, for example, Table 1: how is it
that women represent more than 40 per
cent of managers in Australia, Canada and
the United States, and less than 15 per
cent in Denmark?

The fact is, everything depends on the
definition of the terms "management" and
"manager". While many countries include
only the directors of large companies and
high-ranking officials in this category, other
countries include directors of small and
medium-sized enterprises as well as middle
managers. A large proportion of women
at the head of small and medium enter
prises - which tends to be more and more
frequent, in the United States for example
- can thus give the impression of a relative

equality between men and
women managers.

If, bearing this in mind, the
figures in Table I must nec
essarily be viewed in a rela
tive way, it is nonetheless.
clear that this Table also
reveals an obvious gap be
tween the level of women's
participation in the workforce
and their numbers in man
agement positions (whatever
the definition) in countries
as different as Japan, Tur
key, the Republic of Korea,
Malawi and Bangladesh.

Another obvious point is
illustrated in Table 2: between
1985 and 1991 there was an
increase nearly everywhere
in the percentage of women
managers. More precisely, of
41 countries for which fig
ures were available, 39 re-
flected this trend. The num
ber of women directors and

Table 1: Percentage who are women in
• in management • in total employment

A
- ccording to ILO estimates, women

represented 36 percent of the working
population of the world in 1990:
41.4 per cent in the industrialized

nations and 34.3 per cent in the developing
world. In the majority ofcountries, women
hold only a small proportion (between 10
and 30 per cent) of management positions,
and even fewer (less than 5 per cent) of
the very highest posts.

The statistics generally confirm what is
obvious to almost everyone: women are
clearly under-represented at the highest
levels of the occupational hierarchy.

From this point on, however, in more
detailed analysis or in international com
parisons, a large degree ofcaution is required.
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Table 2: From 1985 to 1991, change (%) In proportion of women:

_In total employment .In management
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Netherlands n In In
Puerto Rico I

Canada

Singapore n -'

I -'l-' n
Spain

Chile I
USA Pi 0.8

Hong Kong ••..PIi' 0.7

Malaysia -' n n .-••P.i 0.7

Israel n (1'AI I ~.30.,::::In II ~ ~~:..::
Denmark . -' -' .,. 0.2

Greece -' -' -0.8 .--- 0.3

Paraguay -' -1.5 .4iiii'•••
-2 -U5 -, -0.5

and thatlhcre will he more women middle
managers in the long term.

The LC//ill America emel CC/rihheClII rcl.! ion
had the highest proportion of womc~ in
administrative and managerial jobs during

. the 19XOs. some 20 per cent. a good many
of them in the public sector. In Argentina.
they aCl'ount for 2H per l:ent of publk

In Afi·iC'll. where the agricultural and
informal sectors predominate. few women
arc to b, found in positions of rcsponsi
bi! ity and fewer sti II among decision-makers.
In the rublil: seClUr. Afric•.II1 women occupied
only 13 per cent of administrative and
managerial jobs during the last dccade.
And this figure is double the number of
African women managers in thc public
services sector during the 1970s.

In 1\'01'/11 A.lricCl women hold even fewer
management positions. In the Sudan. where
the vast majority of women work in
agriculture. they represent only I() per cent
of all publk sector employees. In Egypt
the situation is much the same.

Women's access to management posi
tions in Asia alld /l1e' PC/cUi" varies ac
cording to the vastly complex e~onomic.

political and social conditions of the region.
In 14X7 women reportedly held some 10
per cent of administrative and managerial
positions in southern and western Asia
(another figure which had doubled since
the 1970s).

In Thailand. figures for the 19XOs show
that women held 6 per cent of top execu
tive positions and :!6 per cent of admin
istrative and management jobs in the civil
service. The trend in Thailand suggests
that women govcrnment officers \l.:ill
eventually outnumber their male colleagues.

BARRIERS TO WOMEN IN THE USA

"....

As the 21 st Century grows nearer,
women f1re playing increasingly more
important roles in the U.S. workplace,
but a disproportionate share are still
locked in lower-paying jobs. Black
women, who are more than twice as
likely to be unemployed than white
women, face even greater obstacles.

A U.S. women's advocacy group
estimates that it will be as much as
a hundred years before women gain
equity in the nation's labor force.
According to The American Woman
1990-1991: A Status Report, of the
Women's Research and Education
Institute (WREI), "It is estimated that
at the current rates of change, it will
take women from 75 to 100 years to
achieve complete occupational inte
gration in the workforce."

There are signs of progress. though
virtually every close observer of the
status of American working women
sees a long road toward equality. While
a little more than half the workers in
professional specialty occupations and
40.6 per cent of workers in managerial
jobs in the US are women. they also
account for fo.ur of every five employ
ees in administrative-supportjobs (cler
ical. secretarial), according to the Labor
Department's Bureau of Labor Statis
tics (BLS) .

Women made "important gains" in
managerial and professional occupa-

tions between 1972 and 1991. with
the proportion in executive, adminis
trative or managerial occupations rising
to 11 per cent in 1991 from 5 per cent
in 1972, the BLS reports. Over this
19-yea r period the proportion of women
lawyers rose from only 4 per cent to
19 per cent. while a little more than
20 per cent of doctors were women
in 1991, nearly double the 1972 pro·
portion, according to the BLS.

The data also show that the pay gap
between men and women is narrow
ing, In 1991, full-time women in wage
and salary jobs had average earnings
that were 74 per cent of men's, up
from 63 per cent in 1979. However,
the WREI survey reported that. among
full-time workers. the average woman
college graduate still earns less than
the average male with no more than
a high school diploma. The average
black woman· college graduate in a
full-time position receives less than
90 per cent of IIlH white counterpart's
salary. WREI points out.

"The most significant change in the
U. S. workforce over the past 40 years, ..
the AFL-CIO states, "has been the
tremendous increase in the number
of working women. Despite this
growth... working women do not enjoy
a similar growth in economic status.
Women continue to face pervasive
economic and social discrimination."
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GUEST ARTICLE

The Economic Woman in Africa
An African commentary from a sociologicalperspective

Ali A. Mazrui
Albert Schweitzer Professor in the HumtJnitils. State Unit't1'sity ojNew York at Bi7lghamton

In many traditional African cultures there is
a belief that God made woman the custodian
of fire, water, and earth. God Himself took
charge of the fourth element of the uni·
verse-the omnipresent air.

Custody of fire entailed responsibility for
making energy available. The greatest source
of energy in rural Africa is firewood. The
African woman became disproportionately
responsible for finding and carrying huge
bundles of firewood, though quite often it was
the man who chopped down the big trees.

Custody of water involved a liquid that
was a symbol of both survival and cleanli
ness. The African woman trekked long dis
tances to fetch water. But where a well
needed to be dug, it was often the man who
did thedigging.

The custody of earth has been part of a
doctrine of dual fertility. The woman ensures
the survival of this generation by maintaining
a central role in cultivation-and preserving
the fertility of the soil. She ensures the arrival
of the next generation in her role as mother.
This is quite apart from the more universal
role of women as homemakers and as child
rearers.

These responsibilities have weighed heav
ily on African women, and perhaps on

Professor Mazrui, from Kenya, is currently
Director, Institute ofGlobal Cultural Studies at
SUNY, Binghamton. He is also Albert LuthuJi
Professor-at·Large at the University ofJos
(Nigeria). and the Andrew D. White Professor-at
Large at CorneD University (United States). He was
the host ofan acclaimed television series "The
Afriams: A Triple Heritage" (BBC and PBS,
1986).

women in other traditional societies. Yet, men
have played a disproportionate, though by no
means exclusive, role in running societal or·
ganizations and economies. As African econo
mies ran into difficulties, attention has fo
cused on the participation of African women
in these economies.

Changes in role

What has happened to the doctrine of triple
custody in the period since the colonial days?

Among the factors that increased woman's
role. on the land was wage labor for men.
Faced with an African population reluctant to
work for low wages, colonial rulers had al
ready experimented with both· forced labor,
"vagrancy" laws, and taxation as a way of in·
ducing Africans (especially men) to join the
colonial workforce. After. the Great Depres
sion and World War n, migrant labor and
conscription of males, compounded by the
growth of Inining industries, left a relatively
small proportion of men working on the land.

In southern Africa, the number of men mi·
grating to the mines increased dramatically
over time. From the 19305 onward, women,
left to manage the fanns, became more deeply
involved as "custodians of earth." By the
19505, a remarkable bifurcation was taking
place in some southern African societies-a
division between a male proletariat (indus
trial working class) and a female peasantry.
South Africa's regulations against families
joining their husbands at the mines exacer·
bated this tendency toward gender-apartheid,
the segregation of the sexes. Many women in
the "Front Line States" (bordering South
Africa) had to fulfill their triple custodial role
of fire, water, and earth in greater. isolation
than ever.

The wars of liberation in southern .-\i:·ica
from the 1960s took their own toll on fal~lily

stability and the traditional sexual divisic ,n .of
labor. Some of the fighters did have their
wives with them. Indeed, liberation arrnil"' In

southern Africa often included signifll.mt
numbers of women soldiers, some of them
high ranking. But on the whole, these l'on·
flicts disrupted family life and the tradit ;'lnal
sexual division of labor.

After independence. there were "COU::ler·
revolutionary wars" in some of the Front !.me
States. In addition to the usual disruptl\'{: ,on,
sequences of war for the family. these ~'vn·

flicts damaged the transport and commu~lica·

tions systems, so that many migrant worj.;ers
never got home to their families between \beir
contracts with the South African mines.

It is not completely clear how this siru,:llOn
has affected the doctrine of "dual fertilil\'" of
African women. One possibility is that thl' ex·
tra long absences of the husbands ha\'v reo
duced fertility rates in parts of some (.JUn·

tries, for example, Mozambique. The other
scenario is that the pattern of migrant bbor
in southern Africa generally has initia:tiJ a
tendency toward de facto polyandry, If the
more widespread pattern is that of dedming
fertility, the woman's involvement in matters
pertaining to the fertility of the soilma~' have
been increased.

Impact of technology

Other changes in Africa during thi:- pl'rioc
that affected relationships between ml'lj anc
women included the impact of new technolo·
gies on gender roles.

Mechanization of agriculture in AfrIL'(j ha~

tended to marginalize women, TheIr rule a~

"custodians of Earth" is threatened br unwar
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nomic production. Highly westernized African
women farmers are almost unknown in 'many
African countries-though there are excep
tions in Kenya, Nigeria, and more recently
Zimbabwe. Nonwesternized women farmers
are the rule all over rural Africa. A balance
has to be struck between the two categories of
women in relation to both access to credit and
role in production. Preventing technology
from marginalizing women is yet another im·
perative. Mechanization is no excuse for sex·
ism. Special programs for women in technical
training-from driving tractors to repairing a
lorry engine--should be inaUgUrated.

Women as custodians of fire are the great·
est users of firewood in the continent. But
shouldn't women also be centrally involved in
forest management and reforestation? Wood
should increasingly be approached as an mte·
grated industry, bearing in mind the needs of
environmental protection and ecological bal·
ance. Women as the greatest users of firewood
should also become among the leading
planters of trees for reforestation.

Carpentry and furniture making are crafts
that cry out for much greater female involve·
ment than has been achieved so far. CuI·
turally, women are often the selectors of furni·

ture and the trustees of the
domestic infrastructure of the fam
ily. Yet, it is an anomaly that
African women have played such a
limited role in designing furniture
or making it.

As traditional custodians of wa·
ter, do women have any special role
in this era of faucets and dams?

Africa's women, as we indicated, still trek
long distances in some rural areas for their
water. But water-related industries are sur
prisingly still male dominated. This includes
the whole infrastructure of water supply in ur·
ban areas. Even commercial laundry and dry
cleaning for the elite and for foreigners in
African towns is still usually owned and man·
aged by men, even when women do most of
the washing and ironing.

The future of the continent depends upon a
new sexual equation in the whole economic
process, involving a cultural rather than a
purely economic structural adjustment. On
the gender question, Africa needs a .cultural
reformation-"Seek ye first the cultural king
dom, and all else will be added unto it."

But classical privatization and laissez faire
would simply permit worsening conditions of
marginalization for women. Progress toward
female entrepreneurialization would be
aborted or retarded. This is a major reason
why Africa needs an activist and enlightened
state role in support of gender economic
equality. •

food cultivation. Their greater involvement in
the production of cash crops for export could
be one way of linking tradition to moder
nity-and preventing Africa's economic inter·
nationalization from resulting in the marginal·
ization of African women. The export trade
need not be so male dominated.

But support for traditional market women
in food production and local trade need not
suffer as a result of this approach. Credit fa
cilities should be made available in such a
manner that there is equity, not only between
men and women but also between western·
ized and nonwesternized females. Currently,
traditionalist nonwesternized women are of·
ten at a disadvantage when assessed for credo
itworthiness, often because they are also non·
literate. Peer-lending schemes in Nigeria are a
step in the right direction.

A higher proportion of nonwesternized
women are involved in agricultural produc·
tion than are their westernized sisters. Indeed,
cultural westernization of women-though
improving .their· creditworthiness-tends to
decrease women's direct involvement in eco·

ized, the African woman had a decisive role in
local markets and as a trader. But the colonial
and post-colonial tendencies toward enlarge
ment of economic scale have increasingly
pushed the women to the side in international
decisionmaking. It is true that Nigerian women
especially have refused to be completely
marginalized, even in international trade. But
on the whole, the Africans who deal with inter
national markets and sit on the boards of
transnational corporations are overwhelmingly
men. At the meetings of the Organization of
Petroleum Exporting Countries· (OPEC}
where Muslims predominate-there are addi
tional cultural inhibitions about having even
Nigeria represented by a female delegate.

Policy implications

While Africa does need tv modernize and
mechanize rural production, it must find ways
of doing this without adversely affecting
women. The triple custodial role of women
needs to find modem equivalents in the pro·
ductive sector. What can be done to build on
the African woman's traditional roles and re
sponsibilities so that she may play a greater
role in economic activities? Women as custodi
ans of earth have traditionally emphasized

Guest Articles represent the views of
the authors and not necessarily the
views of the 1MF or the World Bank.
We invite readers' comments-Editor.

ranted male prerogatives in new and more ad
vanced technologies. It is true that greater
male involvement in agriculture could help reo
duce the heavy burdens of work undertaken
by women on the land. On the other hand,
there is no reason why this relief in workload
for women should not come through better
technology. Cultivation with the hoe left the
African woman centrally involved in agricul·
ture. But cultivation with the tractor was of·
ten a prescription for male dominance, as men
received financing· to purchase tractors and
only men operated them. In brief, new tech·
nology produced new threats to the role of
women in economies.

Another threat to the central role of
African women in the economy has come
from the nature of western education. The
westernized African woman in the second half
of the 20th century has tended to be more free
but less important for African economies than
the traditional woman in rural areas. We de·
fine a westernized African woman as one who
has successfully completed western·style sec·
ondary education plus· at least two years of
post·secondary training or education in a
western·style institution (as distinct from
Islamic or indigenous forms of education).
More highly westernized African
women are usually those who have
completfd Wliversity education or
professional training in the western
tradition.

The great. majority of African
women who have successfully com·
pleted secondary education neither
return to the land nor enter compa-
rably productive professions in cities. They
settle for jobs as. clerks, telephone operators,
secretaries, and teachers. The balance of the
female role shifts into the services sector.
Nevertheless, it may be worth· noting that
Liberia has had a woman president of the uni·
versity, while Uganda has had a woman for
eign minister-jobs that are still not com
monly held by women even in' developed
economies.

It is true that the westernized African
woman is usually more mobile and has more
freedom for her own interests than her tradi·
tional sister. But a transition from custodian
of fire. water, and earth to keeper of the type
writer is definitely a form of marginalization
for African womanhood. This is not necessar
ily a case against western education for
women. The imperative is to ensure that fe
male westernization does not result in func
tional marginalization.

The third threat to the role of the African
woman in this period has come with the inter
nationalization of African economies. When
economic activity in Africa was more local.
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State of the World 1993
by Lester R. Brown

The ZPG Reporter. February 1993

Many people have long understood. at least intu
itively, that continuing envirorunental degradation would
eventually fX<ICt a heavy economic toll. Unfortunately,
no global economic models incorporate the depletion
and destruction of the earth's natural support systems.
Only now can we begin to piece together information
from several recent independent studies to get a sense of
the worldwide economic effects of envirorunental degra
dation. Among the most revealing of these are studies on
the effects of air pollution and acid rain on forests in
Europe, of land degradation on livestock and crop pro
duction in the world'~ dryland regions, of global warm
ing on the U.S. economy. and of pollution on health in
Russia.

These reports and other data show that the fivefold
growth in the world economy since 1950 and the in
crease in population from 2.6 billion to 5.5 billion have
begun to outstnp the carrying capacity of biological sup
port systems and the ability of natural systems to absorb
waste without being damaged. 1n country after country,
demands for crops and for the products of grasslands,
forests. and fisheries are exceeding the sustainable yield
of these systems. Once this happens, the resource itself
begins to shrink as natural capital is consumed. Over
stocking grasslands, overcutting forests. overplowing. and
overfishing are now commonplace. Every country is prac
ticing the environmental equivalent of deficit financing
in one form or another.

Perhaps the most visible envirorunental deficit is
deforestation, the result of tree cutting and forest clear
ing that exceeds natural regrowth and tree planting.
Each year this imbalance now costs the world some 17
million hectares of tropical forests alone. Over a decade.

.the destruction of tropical forests clears an area the size
of Malaysia, the Philippines. Ghana. the Congo. Ecuador,
EI Salvador, and Nicaragua. Once tropical forests are
burned off or clear-cut, the land rapidly loses its fertility,
since most of the nutrients in these ecosystems are stored
in the vegetation. Although these soils can be farmed for
3-5 years before fertility drops and can be grazed for 5-10
years before becoming wasteland, they typically will not
sustain productivity over the long term. Clearing tropi
C4\ forests is, in effect. the conversion ofa highly produc
tive ecosystem into wasteland in exchange for a short
term economic gain...

Land degradation is also taking a heavy economic
toll, particularly in the drylands that account for 41 per
cent of the earth's land area. In the early stages the costs
shO\'.· up as lower land producti\ity. But if the process
continues unarrested. it eventually creates wasteland,
destroying the soil as well as the vegetation. Using data
for 1990. a U.N. assessment of the earth's dryland re
gions estimated that the degradation of irrigated crop
land. rainfed cropland, and rangeland now costs the world
more than $42 billion a year in lost crop and livestock
output. a sum that approximates the value of the U.S.
grain harvest...

Excessive demand directly threatens the productiv
ity of oceanic fisheries as well. The U.N. Food and Agri

'culture Organization (FAO) ,which monitors oceanic fish
eries. indiC4tes that 4 out of 17 of the world's fishing
zones are now overfished.1t also reports that most tradi
tional marine fish stocks have reached full exploitation.
Atlantic stocks of the heavily fished bluefin tuna have
been cut by a staggering 94 percent. It will take years for
such species to recover. even if fishing were to stop alto
gether...

As overfishing of the North Atlantic by U.S., Cana
dian, and European fleets decimated stocks there during
the seventies, the ships turned to the South Atlantic,
particularly to the fisheries off the African coast Unable
to control fishing in the 200-mile Exclusive Economic
Zones granted by the 1979 Law of the Sea Treaty, some
African countries saw their fisheries decimated. Namibia.
for instance, watched the catch in its zone fall from
nearly 2 million tons in 1980 to less than 100,000 tons a
decade later. After banning European ships from its wa
ters in 1990. stocks started to recover.
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Lester R. Brown. presidsnt ancf founcfer of the
Wor!dwatc:h Institute.

1nland fisheries are also suffering from environmen
tal misrnanagement-water diversion. acidification. and
pollution... In the United States. pollution has severely
affected the Chesapeake Bay, one of the world's richest
estuaries. 1ts fabulously productive oyster beds, which
yielded 8 million bushels per year a century ago, now
produce scarcely a million bushels. Elsewhere, fish have
survived. such as in the U.S. Great Lakes and New York's
Hudson River, but many species are unsafe for human
consumption because of pollution with PCBs and other
toxic chemicals. Half the shellfish-growing areas off Nova
Scotia in eastern Canada have been closed because of
contamination.

The rising atmospheric concentration of greenhouse
gases is potentially the most economically disruptive and
costly change that has been set in motion by our modem
industrial society. William Cline, an economist with the
Washington-based Institute for International Econom·
ics, has looked at the long-term economic effects of glo
bal warming. As part of this study he analyzed the effect
of a doubling of greenhouse gases on the U.S. economy,
which could come as early as 2025. He estimates that
heat stress and drought ·....ould cost U.S. farmers S18
billion in output. that increased electricity for air condi
tioning would require an additional $11 billion, and that
dealing with sea level rise would cost an estimated $7
billion per year. 1n total. Cline estimates the cost at
nearly $60 billion, roughly 1 percent of the 1990 U.S.
GNP... .

Every society is paying a price for environmental
pollution. Contamination of air. water, and soil by toxic
chemicals and radioactivity. along "..ith increased ultra
violet radiation, is damaging human health. running up
health care costs. An assessment of urban air quality
jointly undertaken by the World Health Organization
and the United Nations Environment Programme re
ports that 625 million people are exposed to unhealthy
levels of sulfur dioxide from fossil fuel burning. More
than a billion people, a fifth of the planet's population,
are exposed to potentially health-damaging levels of air
pollutants of all kinds. One study for the United States
estimates that air pollution may cost the nation as much
as $40 billion annually in health care and lost produc
tivity...

New data from Russia. Europe's largest country,
show all too well the devastating effect of pollution by
chemical and organic toxins on human health. At an
October 1992 news conference, V1adimirPokrovsky, head
of the Russian Academy of Medical Sciences, shocked
the world with his frankness, "We have already doomed
ourselves for the next 25 years." He added: 'The new
generation is entering adult life unhealthy. The Soviet
economy was developed at the expense of the population's
health." Data released by the Academy show 11 percent
of Russian infants suffering from birth defects. With half
the drinking water and a tenth of the food supply con·
taminated. 55 percent ofschool-age children suffer health
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problems. The Academy reported that the !naea" ",
illness and early death among those aged 2S,~,· ~",

particularly distressing. The bottom line is that Hu",",
life expectancy is now falling.

Another source of higher future health CiHc C,)~L. "
stratospheric ozone depletion. Epidemiolog,;ts a~ th,
U.S. Environmental Protection Agency (EPA, estilT;"lc
that the upward revision in early 199 J of the r"t e ,-"
ozone loss could mean an additional 200.0W' skin c"n
cer fatalities in the United States over the next ti\-c d,
cades. Worldwide. this translates into million; uf ded'..
The number of people with cataracts would al;'. in
crease dramatically in a world where peorle are exp'""J
to greater doses of ultra,iolet radiation than ever r'.
corded. Other associated health care COSlS Includc il rr',
jected higher incidence of infectiOUs diseases as;,)mte~

with the suppression of immune systems. th~ econ,·"",
costs ofwhich are difticult to e"en estimate.

In addition to the environmental defiCits the "",rlJ
is now experiencing, huge environmental cleanup hi:,
are accumulating. For example. the estimated COSL- ie"~

cleaning up hazardous waste sites in the United StAlc'
center on $750 billion. roughl~' three fourths the I~'

U.S. federal budget. And a national survey in t\or;o.·a~ has
discovered some 7,000 hazardou~ waste sites. the prc)~,

uct of decades of irresponsible dumping. Cleanup is CSI:·
mated to cost tiny Norway $3-6 billion.

There is no reason to believe that these bills fur the
United States and Norway are very different from those
of other industrial countries. In a world generating me,,,,
than a million tons of hazardous waste a da". much f,r' iI
carelessly disposed of, the costs of cleanup are en"r·
mous. The alternative to cleaning up these ~ites is Ie
ignore them and let toxic wastes eventually leak inte,
underground aquifers. One way or another. society "'iI'
pa}'--i:ither in cleanup bills or in rising health care cos IS

In addition to tOXIC chemical wastes. damagln;
nuclear waste is also a threat to hUlll.1n health. ~3t,,).,a:

governments in countries with nuclear power r1an:.
have failed to design a system for safely disposing c:
their wastes. At present, radiated fuel at most rlan:; "
stored in pools of cooling water at the site itseli V, on<
has yet put a price tag on saiely dispOSing of nu.:ie",
waste and decommissioning the nuclear pO"'er pI3~~'

that generate it. Coping with the health rroblems ;,;;..
ciated with nuclear waste is being left to futurc ger,r"
tions. a part of the nuclear legacy.

Several military powers face the related t~.r~at "
radiation wastes generated at nuclear wearons rr..:lI1UI"~·

turing facilities. which are released into the surrounJI~.

areas. In the United States. the c\eanur bill i,'r a! tr,";,
sites. including some of the more rubliclzeJ on<; ,":1'
as Rock" Flats in Colorado and thc Sa,'annab R,. e'- »:_
in South Carolina. is estimated at 5200 billion. F,,,· ~~l
former Soviet Union. where the management e,: nd,,)a,'
tive waste has been ewn more Irresponsiblc. the .:,1;:;

are likely to be far greater. Agam. th~ Qu~sll(1n IS n· "
whether society will ray the bill for nuclear wa~tei ~,,:

whether it will be in the form oi cleanur or in nSll~;

health care costs in exposed communities.
The environmental deficits and debts that the \'M!~

has incurred in recent decades are enormous. often dwa:~·

ing the economic debts of nations. Perhaps more imr·,':-
tant is the often overlooked difference between econ0l11':
deficits and environmental ones. Economic debL< a",'
something we owe each other. For every borrower the"..
is a lender: resources simply change hands. But ~nI'l

ronmental debts, especially those that lead to iml'm
ible damage or losses of natural capital. can oft~n br
repaid only in the deprivation and ill health of futur(
generations.

Excerpted wl~h permission from State of th~ \l'Mld
1993, the tenth anniversary report from the l1'orldu'llrd:
Institute, published by WH: Norton &: Compcmy. Stale
of the World 1993 is avaz1able to ZPG membt-rs u'h('
renew at agill of$30 or more.
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creases the value of
women's time in· eco
nomic activities by
raising labor produc
tivity and wages, with
a consequential rise in
household incomes
and a reduction in pov
erty," the study says.
"Femaleeducationalso
produces social gains,
by improving health
(the woman's own
health and the health
of her children), in
creasing child school
ing and reducing fer
tility." 0

AnewWorld Bankstudyconfums
earlier research showing a link
betweeneducating girlsand low

ering fertility rates in developing coun
tries.

According to Social Gains from Female
Education: A Cross National Study, fertil
ity rates decline in countries that have
higher enrollments of girls in secondary
schools.,Fertility falls even further when
actions to increase educational opportu
nities for girls are combined with mea
sures to improve family-planning and
health services.

"Expansion in female education re
duces fertility substantially, and even
more when family planning seIVices ac
company it," say authors Kalanidhi
Subbarao and lawa Raney. SubbaIao is a
senioreconomistintheWorldBank'sEduca
tionandSocial Policy Department. Raney
is a consultant to the same department.

"Incountries where the female second
ary education base is low, this research
suggests that the expansion offemale sec
ondary education may be the best single
policy lever for achieVing substantial re
ductions in fertility," the study says.

The authors say that for a sample of 65
developing countries covered in the
study, a doubling of female secondary
school enrollments in 1975-from an av
erage of19 percent to 38 percent-would
have reduced the average fertility rate .
from 5.3 births to 3.9 births.

Increasing girls' access to education
has other benefits too, the study con
cludes, draWing from previous research
carried out by the World Bank and other
organizations. "Female· education in-
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conu-dceptive usc". The government has abo made gICI1 strides
in improving at:cess to basic health care and education and in
Ib'Cngthening women's legal rights. all or which wOlk with family
planning services to bring down birthrates.

Access to contraception in this predominantly rural counb'y

depends on the outreach efforts of conununity-based distribWon
agents, I1105Ily Ioca1 women, backed by stationary health clinics.
These outreach workers, selected by meir ronununitics for training•
are responsible for educ2ling other vilbge women about family
planning, distributing condoms and pills (following appropriate
StTeefling). and referring clients to health facilities for other
methods.

, Innovation has been key 10 Zimbabwe's success, including
groundhre.1king pro;eets to cowu.er CQOSefV2tive male aa.itudes
toward family planning. One such effort featured a r.tdio show
-Akaruma Nec.:hekuchera· (-You reap what you sow·). that high
lighted the trials ofJonas. a poor villager with two wives and 15
children. In combination with workshops and printed materials,
me educational arnpaigns have had impressive results, raising
~els of awareness and public support for &rniJy planning:,

Since me appoinUnenl ol a new health minister in 1990,
Zimbabwe has also led me WOIy on AIDS education in Africa,
cnxiaJ given that an estimated fIVe percmt of me popub~ may
he infected with me HIV virus. The campaign focuses on promol
ing -muwaUy faithful. lifelong partnerships· and curbing AIDS
transmission among high risk groups by vastly multiplying me
disuibution of condoms-frorn just half a million in 1986 10 a
proiected 65 million in 1992.

In recent years. the govemmenI has funded over half the ZNFPCs
budget, with international dononi contributing me rest. However.
the c.Jev.c;uting effects of me 1992 drouatw on an already struggling
economy mean thaI Zimlx.tbwc tIM Ia«e IaOUKes for family
punning and will require signM1andy more donor assistance to
maintain its record of rapid prqpm~.

MOrt:'Over, Zimbabwe still faces massive population growth ahead.
At the current ratt= or growth, Zimbabwe's popubtion would double
in le1iS lhan 25 years. To achieve popubtion suhilization some time
in the next ct=nlUry will require subsuntially increased efforts 10

en("()ur.l~ later age at marriage and flr.tl childbirth and 10 make
women more t"l:Jual partners in the counll)"s econonUc deve~
menl The Zimhabwt= govenunent will also have to improve further
the quality of he-dbh and family planning services, in particubr, by
t=xp.lndlllH the r.mge of l·omr.Kepcivt= options beyond me currenl

l'IlIP'U~L'ion or..1contraccplives and condoms, and by deaJinB
wnll Ihe: pmhlcm of unsafe ahortion.

...-
~1Ilf(<Pi~ 1.~·:.I'Il.,II.'h· .. 11I...I, .... III'lllIoJ.'

sbwrf~ npIaIDr.' S*mtDt~toUIy MiWe,
~ legal ithc.d~ imt,crsmaldh~blhe
mmncrfeu

'UPll'UU,," HUO,," l\rllll.,UOllU 'IC'"
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. AtriCUI P'dCl"Sl'ltl'I· ...ripks ftUlll,arl'pli\c lsl'
inu'ss than "Ul'\.'iWC, Clm.lll'H14~s l.ull~-:o.l;ulLJin~

Pessimism ~lboUl Fmnilll'huUlill~ ill Ali'ka
With strong and V0C31 poIitic2l support, Zimbabwe haS emerged
as one ol Africa's paceseuers in expanding access to f.uniIy plan
ning services. Slowing population growth and strengthening
preventive healrh services have been top priorities for Zimbabwe's
leadeJs--1ncIuding Presidenl Robert Mugabe---6ince gaining inde
pendence in 1~. Use ol contraceptive methods (bo(h modem
and b3diliona1) has men dramaticalJy, from jusl14 percenl ol
married women In 1979 to 38 percenl in 1984 and 43 percenl in
1988. A very Jarae jwnp in me use ol modem COIllJ'aCeption be
tween 1964 and 1968, from ]J percenllO 36 percenl ol married
women, reflects in pan a decrease in me proportion ol rouples
using less effective traditional methods in favor ol effective
methods like me pill.

While f2miJy size has not yeI faDen as swiftly as oonuacepcive
use has risen, me average family in Zimbabwe has five or six
children, compared wiIh seven in rnosl sub-Sahar.m African
countries. Moreover, this initial dccllne in fertiliry appears 10 be
~g.The rapid expansion ol family planning services OVet'

me pasl decade under me Zimbabwe National Family Planning
Council (ZNFPC) has played the most imoonant role in expanding

7bPM~fIM rid/ON
'iN/irlttlifNlk4/'
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The 1990s represenlme aiticll decade for making progress
toward a SlabIe wodd population. CwTenl1y, more than 90
million people are added to the world's population each
year-a number that will continue 10 rise throughout this
decade as record numbers ol women .and men enIet' their
reproductive years. While family pbnning services continue
10 expand. more than 300 million rouples still lacka~
10 safe and effeaive conuaception.

In 1990, Population Aaion International <fonnerly me
Population Crisis CornmiD.ee) bunched irs Repoo Card series
on world progress lOWilId popuIalion st3biliz2Iion. Recogniz
ing that universal access to voIunwy, high qualiry f2miJy
planning programs is a oiticaI eIemen1 in reaching this goal,
Population Action lnlemationaI is again highlighting the
success or failure olIO rountries in irs 1992 Populalion
Picks & Pans.

Together, the 10 countries being recognized as me 1992
Popu/aIio,. Picks & PaIlS contribute one out ol every seven
people added to the wOOd popuIalion each year, more than
13 million people. Their progress--or lack ol~
prOviding access to f.unily planning will help detennine the
quality ollife and environmental susuinability or our planet
for future generations. Also importanl are the individual
experiences ol these 10 countries: each provides valuable
information on what makes for success or failure in providing
f2miJy planning and reproduaive health care services.

'ndoocsfa, BangJadcsb k-. Pau, and ZI.mbabwe are
the five rountries bdns recognized for Iheir reCent progress
to\\~.lnJ univer.wl aCCOllIO f.uniIy planning and population
stahilization. 1kse me countrit:s olfer proof that family
planning services can be provilbJ---wld will be used---
in very diverse social. economic, and cultur.l1 settings.

The five countries selected for their Jack or prowess (or
regression) on reproductive health are Russia. PakJstan,
Poland. Iraq, and Irdand. All repre:;ent tr.lgic examples
or <.'OUIUries unresponsive or actively opposed to the
desires or women and men for greater control over their
reproducrive lives.



in hiring and wages rl'l'nlt:f};ej 70 percent of the newly
unemployed are women.

Russian women have little <:hoice hut to rely on alxlnion as lhelr
primal)' Inc:thod of hirth umtrol. At least I(jur million ahonions arc
pcrtilmlcd evel)' year, rouHhly twu ahoniuns for evel)' live binh.
AlxlI1ions arc typically perfomled under primitive wnditions,
usually without anesthesia. Although leHal ahonions in mo...t
industrialized l'Ounlries are associated with few complicalions,
ahonions in Russia Ie-dd to a myriad of reprodUl.1ive hl"..IIth proh
fern.;, somelimes including infenility. and are the primal)' causc of
relatively high maternal monality rdtes (an estimated 55 maternal
de-dths per 100.000 live births).

family planninR in Russia has been hampered hy a cuhur,!!
reticence to dbl."Uss sexual issues. Many physicians lack trdining
iti family planninH and are misinfonned ahout the specific risks
and benefits of modem cOnlr.lceptive melhods, fgnordnce ahout
contrdception among the generdl population is widespread. The
pill, caUed Mthe honnone,· is often associatl'<.1 in lhe puhlic mind
with male honnones and is bdievl'<.1 10 have many dangemus side
effrt1S. Widespread fe-drs ahoot the pill exisl in pan ht:cause the
fonner Soviet Union trdditionally imponed high·<:strogen pills fmm
Eastern Europe, brdnds which do indeed have more serious side
effects than low d<N: brdnds markell'<.1 in the West. The unpopu
larity of condoms l'3n also he hlamed in pan on p<x,r quality.
Crudely-made Russian l'Ondomo; were so thick and loose filling
that they were nicknamed Mgaloshes."

Despite the appalling condilion of reproductive heallh Cdre in
Russia, there an: rdYs of hope, In Dt:<.:emhcr of 1991, a national
Russian Family Planning Association was estahlished 10 campaign
for improved access 10 contraceptives, a nalional prugrdm of sex
edul..uion. and safer ahonion, The volunlccr association is sup
poned hy the lnlemalional Planned Parenthood Fedcrdtion in
London, Wilh which it is affrJiated.

Family Planning International Assislance, the international division
of the Planned Parenthood Federalion of Americd, isalso providing
assistance through fal.'"tory anduniversity-ba.sed he-dlth clinics in
Moscow and pan of Siberia. Other family planning organizations
from the Uniled States and Europe have also started small progmm'i
in Russia. Finally, the Russian government itself has devised a plan
to deliver family planning servicel along with existing maternal and
child he-dlth services. And family planning is now (at Ie-dst nomi
nally) included in the medical curricula. But these efTons arc still a
drop in the bucket given the huge unmet need throughoul Russia
for qualiry reproductive he-dlth care, including the need to lotaUy
reeducate the puhlic and many he-dlth care proViders aboul modem
family planning methods.

POPULATION ACTION INT •• NATIONAL PAN
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Lack ofContraceptives Reinforces Reliance
on Abortion; Women's Health Needs Ignored
falllily rlanning and rcrnxluclive hcahh care. hislllrically
l11L'dio(:n..·. han' sulferl'd cnonllOllsly dllrin~ Ihe pasl SL'vcr.1I yl'afS
in Russia's lr.m:-.ilion 10 a frel' markcl economy. Belea~lIen:d wilh
economic anu soda I prohlems. thl' Russian govemmcnl has nol
l'onsidcrt'd bmily rbnl1ln~ or womcn's hcahh a hi~h priorily.

Russians have vil1ually no acl"t,'S.'i 10 modem contr.ll:eplin:s,
Fal'lories rcn:lllly slopped pnxludng conuoms and intr.IUlerine
deviccs (Il IDs) h(:cause Ihe wlInlry IaCkl'tJ h:m.lcurTcnq' 10

impol1 lalex and hecause Ihe IUDs wcre of such poor quality.
Thc govcmmcnI has imrx'lI1ed no l'ontrdcl'ptives from Ihe WCSI
sinl'c 1990. and rcpol1s from Russia indit'alc Ihat in the few placc.'i
whcrc wntran'plivcs arc slill availahle. commercial prin's make
lhemllnall(lrdahk for most peoplc, 111crefore. ahhol\~h 22 pcrn'nt
or married 'women were recently eSlim.lIed to he using m(xlcm
cOnlral'erliws. Ihis figure is now prohahly 100 high.

Dl'.'ipilC Ihe lal'k of access to contr.lceptivcs. fCl1ility r.ltes have
hecn dedining-from :In cstimated 2,2 children per woman in
19H7lO I.l) dtildren or lessal prcscnl. Popul:l\ion cxpc:ns hc:lieve
lhal cwnt lillie hardship in Russia has neen a major factor in
dcdining ft-l1ilily. Housing is cfl>wded and lllos1 familic.s nced two
IIrL'auwinner.'i 10 make end.s Illcel. Day care cosl.S are pfl>hibilivl'
lor I11mt LUllilil'S. In many respc:cls. womcn SL'em to hc hearing
lltl' hrunl of tltl' l'l'onomic rl·l'cs.sion. as pallems of discrimination
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Sustainable Development Concepts

An Economic Analysis Abstract John Pezzey

This paper attempts to analyze sustainability
concepts, such as sustainable growth, sustainable
development and sustainable resource use, in
terms of the conventional neoclassical theory of
economics. It then tries to analyze why free
market forces may not achieve sustainability,
and how policy intervention may help or hinder
sustainability.

Several different definitions ofsustainability
are reviewed. Most require that the -quality of
life" should not decline over the long-term
future. Many can also be interpreted in terms of
maintaining an economy's capital st~ck.

However, a relevant definition of capital stock
still has to be chosen, and this means judging
how significant, essential or substitutable are the
various natural and man-made resource inputs to
the economy's production processes.

A number of simple models of the economy
and the environment are used to explore these
issues. One model uses comparative static
analysis to explain why different tradeoffs may
be made between consumption and'
environmental quality at different stages of
economic growth. Other models use optimal
control theory to examine sustainability. over
time in the context of both non-renewable' and
renewable resources. Such models may not
achieve much realism, but they should help to
clarify conceptual thinking about sustainable
development.

The main results suggested by these simple
models are that, if non-renewable resource
inputs are essential, then inadequate technical
progress and open access to environmental
resources may be the key factors that cause
unsustainability. Government intervention, in the
form of resource conservation subsidies or
depletion taxes, is shown both to correct the
open access problem and. to improve
sustainability; ~onversely, government subsidies
for resource depletion aimed at encouraging
development will harm sustainability. But
improving sustainability by slowing down
resource depletion also may mean lower initial
levels of consumption and· utility.

into project rules in the simple way that syst~m
optimality can be disaggregated into cost-benefit
rules for project appraisal. Many writers suggest
that sustainability will be assured, if
-intergenerational compensation" projects are
required for any group of projects that has a

The suggested implications for policy are
that conventional environmental policies may
also improve sustainability, making a separate
sustainability criterion redundant in practice; and
that politically difficult short-term sacrifices may
be needed to reach optimal and sustainable
growth paths. "Conventional environmental
policies" need not always mean making the
polluter pay for externalities. More important is
that property rights over the environment are
first defined and enforced, if this is possible.

A simple model with renewable resources
shows how population growth can threaten
sustainability, and how poverty and
environmental degradation can be linked,
establishing the case for development assistance.
The role of a more equal income distribution as
part of sustainable development is briefly
discussed. Giving environmental property rights
to the poor may both reduce poverty and
improve the environment. This is true whether
the poor are the polluters (by being so poor that
they degrade their own land and cause floods,
siltation, etc elsewhere), or the pollutees (by
suffering air and water pollution in cities).

If improved environmental policy alone is
not enough to achieve sustainability, so that a
separate explicit sustainability policy is
necessary, one must ask how it can be applied at
both the system and project level. At the system
level it is fairly clear, at least in theory:
aggregate constraints (either economic or
regulatory) must be imposed to control the
depletion of whatever resources have been
determined to be important for sustainability.
Such constraints should drive up the price of
such resources to whatever level is necessary to
induce the required conservation efforts
throughout the system. Such efforts are
equivalent to intergenerational compensation
investments. An example of this kind of process
is already under way with international
agreements to reduce the use of CFCs.

Making sustainability operational at the
project level is much harder, even conceptually.
System sustainability cannot be disaggregated

harmful overall effect on environmental
resources. This is an attractive and fairly
operational concept, but it is not clear how
groups of projects should be defined, how
compensation should be paid, and who should
pay it, particularly in the private sector.



Population, Agriculture, and the
Environment in Africa

Tlwse elEments interact in vital ways for sustainablE development
Kevin Cleaver and Gotz Schreiber
Division Ori.!f Principal Economist

A/riaJ Region, The World Bank

Over the past 30 years, most of Sub
Saharan Africa has seen very rapid popula
tion growth, poor agricultural performance,
and increasing environmental degradation.
Why do these problems seem so intractable?
Are they connected? Do they reinforce each
other? If so, what are the critical links? These
are the questions a recently completed study
in the World Bank sought to answer. The ap
proach was to review the literature and avail
able country data to test the hypothesis that
there are strong interrelationships between
population, agriculture, and the environment.
The findings suggest that this nexus is very
much at work in Sub-Saharan Africa and that
development efforts would be far more effec
tive if their design reflected this.

The nexus

Key links are found in traditional crop and
livestock production methods, land tenure
systems, women's responsibilities, and meth·
ods of forest resource utilization. The tradi
tional systems and practices were well suited
to people's survival needs when population
densities were low. As populations grew
slowly, they evolved in response. But with the
acceleration of population growth in the
19505, these traditional ways came under in
creasing strain~ventually to the,point of be·
ing overwhelmed. The result has been the
triad of problems noted at the outset.

Shifting cultivation and pastoral
ism. Shifting or long·fallow cultivation and
pastoralism were appropriate responses to
abundant land and limited capital. The key

This arlide is based on afort~oming World Bank
Monograph by the authors.

was mobility: people moved when crop yields
declined or forage was depleted, allowing soil
fertility to be restored through natural vegeta
tive growth and decay. Where population
density increased slowly, land use systems
gradually became more intensive-as in the
East African highlands. Where. land was
abundant, more could be gradually brought
into the farming cycle. But with rapid popula·
tion growth, people are increasingly com
pelled to remain in place-yet their farming
techniques have not evolved sufficiently to
pennit sustainable permanent farming. As a
result, soil fertility and structure deteriorate,
crop yields decline, and soils erode. Extreme
cases can be observed in Rwanda, the Central
Plateau in Burkina Faso, andparts of Nigeria.

Although one of the conditions that led
Asian farmers to adopt "green revolution"
technology-abundant labor relative to cul
tivable land-is emerging in parts of Africa,
technological innovation has been very slow.
Ineffective agricultural research and exten
sion is only part of the reason. Poor transport
infrastructure severely blunts farmers' incen
tives to switch from subsistence to market
production, and from extensive to intensive
fanning. Inappropriate price, exchange rate,
and fiscal policies have reduced the profitabil
ity of market-oriented agriculture, prevented
significant productivity gains, and con·
tributed to the persistence of rural poverty
and increasingly destructive traditional land
use practices.

Women's responsibilities and time.
The multiple roles of women in rural produc
tion and household maintenance systems and
the heavy demands on their time are key as
pects of the nexus. In addition to bearing and
rearing children, most African women have
heavy responsibilities for foodcrop produc
tion, working on men's fields, post·harvest

processing, fuelwood and water pronslOn.
commodity porterage, and household mainte
nance. In Zambia, farm women contribute
more hours daily than men to fann work (8.5
hours versus 7.4 hours) and to nonagricul
tural tasks (5 hours versus 1.1 hours).
Moreover, the burdens on rural women are in·
creasing. Growing numbers of men leave the
farms for urban and industrial jobs-in the
Congo, for example, 70 percent of fann house·
hold heads are now women. With increasing
environmental degradation. women must
walk further to fetch fuelwood and water.
They also face severe constraints on access to
extension advice, institutional credit. and im·
proved production, processing: and transport
technology.

Demand for children. Underlying the
persistence of very high fertility rates is low
demand for fewer children. Environmental
degradation, food insecurity, land tenure sys
tems, and cultural traditions all help stimu
late demand for children. So do the heavy
work loads and severe time pressure faced by
women, as they increase the need for child la
bor. In the short tenn, children can produce
more than they consume. But the cycle is a \·i
cious one. Women's time constraints and wa
ter and fuelwood scarcity negatively affect
infant health and mortality and. hence, atti
tudes toward family planning. Girls kept out
of school to help with domestic tasks tend to
marry young and have many children during
their adult life. Where survey data are avail
able, the percentage of married women who
demand contraception to limit family size
ranged from a low of 6.4 percent in Mali to a
high of 33.9 percent in Kenya, compared with
30-50 percent in North Africa, 36-55 percent
in Asia, and 40-60 percent in South America.

Land tenure systems. Traditional teo
nure systems, with communal land owner·
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ship, provide considerable tenurial security
on land farmed by community members.
With slow population growth, these systems
were able to accommodate the emerging need
to move toward ck facto Pennanence of land
rights assignments. Problems have arisen,
however. Rights to trees are often separate
from other land use rights; the development
of valley bottoms for farming constrains the
mobility of herders who have traditionally
dePended on this land; and increasing rural·
rural migration is causing conflicts over land
ownership and use.

Many governments have responded by na·
tionalizing- land, and then allowing custom
ary rules to guide the use of some land, while
allocating other land to private investors and
public projects. Some, such as Kenya, have is
sued individual land titles, generally ignoring
the prior existence of customary tenure ar
rangements. In most cases, the results have
differed considerably from the stated intent.
Often, the well-connected have succeeded in
wresting land from its customary owner-oc
cupants. Governmental interference has al
most always reduced tenurial security, accel
erated the breakdown of customary land
management systems, and, especially in for
est and range areas, spurred the emergence of
ck facto oPen-access conditions that are inim
ical to private investment in land improve
ment or resource conservation. In COte
d'Ivoire, for example, nationalization of most
land, combined with some land titling, ck
facto recognition of traditional, tenure ar
rangements except when it suits government
interests not to do so, and massive immigra
tion from the Sahel, has created an 0Pen·ac
cess situation in forest areas where anyone
can exploit the land but no one can claim
ownership. This has contributed to the de·
struction of the forests.

Forest and woodland exploitation.
The heavy dePendency on woodfuels has
combined with rapid population growth to

, contribute to accelerating forest and wood·
land destruction, especially around major ur·
ban centers. Since fuelwood is generaIly con
sidered a free good, taken largely from land to
which everyone has access, efficient markets
for fuelwood have not, developed, despite its
increasing scarcity. Commercial logging has
been directly responsible for only 10 to 20 Per
cent of forest destruction in Sub-Saharan
Africa, but it usually leads to a second phase
of destruction: logging roads provide, access
for settlers who continue the deforestation the
loggers have begun. The degradation and de
struction of forests and woodlands accelerates
soil degradation and erosion and harms local
and regional climates and hydrological
regimes, which in turn negatively affects agri-

culture. The worsening fuelwood and water
supply situation also forces women and chil
dren to SPend more time collecting these ne
cessities.

What is to be done?

Clearly, new approaches are, needed. But
what fonn should they take? The study
strongly suggests that future efforts must
build on, the crucial cross-sectoral links and
synergies of the population-agriculture-envi
ronment nexus. They should also place far
more emphasis on promoting effective de
mand for environmentally benign intensive
farming, family planning, and resource con
servation. Simply put, successful agricultural
development necessitates adequate attention
to demographic and environmental con
cerns-just as preventing further environ
mental degradation requires intensifying agri·
culture and lowering fertility rates and
population growth.

If the nexus synergies are harnessed, it
should be possible to meet a number of key
demographic, agricultural, food security, and
environmental objectives within the next 30
years. Indicative targets for Sub-Saharan
Africa as a whole illustrate the magnitude of
the effort required. Agricultural production
needs to grow at about 4 Percent Per annum.
By the year 2010, daily Per capita calorie in
take should be raised from the present aver
age of 2,095 to about 2,400. Deforestation
needs to be slowed and the area of forests,
woodlands, and wilderness gradually stabi
lized. This will require that the further expan
sion of cropped land be limited-necessitating
rapid agricultural intensification. And the av
erage total fertility rate needs to be lowered
by 50 Percent o,ver the next 30 years, so as to
reduce Population growth to 2.2 Percent Per
annum.

Fertility rates. It is essential to increase'
demand for family planning. Boosting girls'
school enrollment rates is critical. Easing
women's work loads wiIl reduce the need for
child labor. Better health care and access to
safe water will improve child survival rates.
So will dynamic agricultural development and
improved food security. Where demand for re
ducing fertility rises, it must be met with ef
fective family planning services.

Women's time. Work is needed in many
fields to ease women's time constraints and
improye their productivity/Much can be
learned from nongoverntnental organiza·
tions-in establishing w~ter supply systems,
developing locaIly appropriate fuel- and time·
saving stoves, providing better tools and tech
niques, facilitating access to land and credit,
improving local transport infrastructure, and
providing suitable transport aids.

Environmentally sustainable agri
culture. Research and extension service~

need to focus on environmentally benign and
economically viable agricultural techniques
(e.g., contour farming, intercropping and crop
rotation systems, and water harvestin~).

along with the promotion of increased fertil·
izer use and farm mechanization. Creating de·
mand for intensive and resource-conserving
agriculture requires appropriate marketing.
price, tax, and exchange rate policies, as well
as investments in rural infrastructure, health,
and education facilities. Creating conservation
areas and protecting these against encroach·
ment will be important. If know-how and in·
puts are available, land scarcity induces
agricultural intensification. Tenurial security
stimulates land conservation and tree
planting.

Resource ownership. Eliminating open
access systems is of utmost urgency. Where
traditional tenure systems are evolving to·
ward explicit recognition of individual owner
ship and transfer rights, they should be pro·
tected by law and supported by appropriate
administrative arrangements. State ov.'I1er·
ship of farm land should be eliminated. Where
possible, forest and range lands should
be assigned to traditional users or local
conununities, with use rights linked to the re
sponsibility for conservation. Where tradi
tional systems have collapsed, individual
titling is likely to be needed, but it should be
provided only on demand and to the custom·
ary owners. Women need the same rights to
land and tenurial security as men.

The (uelwood problem. Effective agro
forestry activities can have a major impact on
the environment, farming, the rural energy
economy, and women's time. Woodfuel mar
kets will develop more rapidly if open access
to fuelwood is eliminated, people can freely
market wood from their own land, and com·
munities and farmers have uncontested ov·:n·
ership of local forests and woodlands.

Environmental resource conserva·
tion. Protecting forests and other consen·a·
tion areas stabilizes local and regional climate
and hydrology, stimulates agricultural.inten·
sification, and ensures the provision of forest
products and environmental services.
Appropriate targeting of urban and infras·
tructure development can be a powerful tool
to guide settlers into environmentally resilient
areas with agricultural potential and keep
them out of fragile areas. Regional and local
land use plans can go far in reconciling objec·
tives of natural resource management, popula
tion and settlement policy, and agricultural
and infrastructure development. The local
people need to be directly involved in formu
lating and implementing such plans. •
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A
Erica is the region with the sparsest overall popula
tion, but to infer that the con.tinent has no problems
of land shonage would be quite wrong. Mitzi
Goheen of Amherst College and Parker Shipton of

HllD have edited an issue of the journal Africa. The anicles in
this issue focus on disputes and negotiations over land south of
the Sahara - not just about panicuJar tracts or holdings, but
about the uses and the very meaningsofland itself, thechanging
customs by which humans relate to it, and the implications for
policy.

With the belief that private land tides
should help enable AfriClJ's small-scale
farmers toborrowbyprovidinganewform
ofcollateral, several African governments
have begun trying to tide farm land as
privateproperty. Shipton 'sreseorch shows
how inappropriate the freehold-mortgage
approach proves to be for one particular
Africansetting.

Shipton's and Goheen's introductory anicle summarizes
classic and contemporary theories about propeny in Africa,
proposing a new framework in which social groups, networks,
and categories all come into play along with individuals. The
collection's anicles show people using land for many purposes:
not just to produce the material conditions of survival and
enrichment, but also to gain control over others, and to define
personal and social identities. Individual rights do not simply
solidify with social "evolution": rather, they become aligned
and realigned with some kinds of social grouping (for instance
lineage, ethnic group, district, or nationI against other kinds.
Policies must consider the rights of subordinate, conditional, or
paniallandholders and users, as well as those of some supposed
family head or senior rightholder.

In an anicle entitled "Debts and Trespasses: Land, Mon
gages, and the Ancestors in Western Kenya", Shipton addresst:s

an urgent policy issue in a case study. Often believing that
customary African landholdings were collectively held and
organized, economic development planners have long held a
theory about how to advance African agricultural production.
This is that Africa's small-scale fanners need credit to adopt
new crops, inputs, and techniques, and that private land titles
should help enable them to borrow by providing a new form of
collateral for mongages. With this belief as a central rationale,
and with foreign advice and funding, several African govern·
ments have begun trying to title farm land as private propeny,
and others are gearing up to join their number. But their zeal is
increasingly coming under question. Shipton's aniele, hased on
intensive field research in western Kenya in 1980-3 and 1991-2,
shows how inappropriate the freehold-mongage approach
proves to be for one panicular tropical African setting.

Kenya's land titling program, launched under British rull' in
the mid-1950s and stiJI continuing under the independent

. government, has been the bellwether for land titling in Africa
south of the Sahara. The first of nationwide scope, this attempt
to transfonn complex systems of interlocking individual and
group rights into alienable individual propeny on a European
model has been closely watched. A mounting body of evidence
shows that the program has failed to achieve most of its
economic and agronomic goals and in some ways yidd~'d

results opposite to those intended. The experience of nearly
three million Luo-speaking fanning people and other large
neighboring fanning groups of the Lake Victoria basin, as
documented by Shipton, illustrates why the titling process is so
difficult and why tying credit to liens on land creates c.liHicult,
ohen unexpected prohlems.

With a Ph.D. in Anthropolog}' from Harvard Unl\'crsirr. Mitzi
Goheen is an Associate Professor of Anthrol'u]lIi:f ar AmbcT\r
College. She also heads the Five·College Council on Airil',llI
Studies.

Parker Shipton, who holds a Ph.D. in Amhwl'u]ug.l' fwm
Cambridge Universit}', is an Institute As.mciarc ar Hill) 11IIt!

Lecturer in Harvard's Department ofAnthrupo]u~f.

Tht:rt:asonsar~cultural, economic, polit ical, and sometimes
agronomic. Like most peoples south of th~' Sahara, western
Kenyans wer~' never truly communalistic or individualistic in
landholding. With a system based on patrilineal kinship, host
ingof in-laws, and other principles, Luo men tend to live among
relatives, and women move to live with their hushands after
marriage. Farnlers iustify land claims mainly hy lah<lr, hy th~'

presenceof ancestral graves, and by the kinwoup mcmhcrship
these represent. Individually held farmland revens to commu
nity use for grazing aher harvests. Titling rural land as indi
vidual propeny, even where it has hccume SCCIrcc, renders
landholding allocation !Loss flexible. Adjudicating competing
claims to a plot can take years and open up old disputes while
potentially preventing others.

Kenya's land registration places legal ownership almost
exclusively in the hands of men farmers. As a result, women,
herdowners, ~nd dependents tend to lose impunant riWits.
Despite new paper titles and a new government land register,
farmers continue to rely on local Witnesses to suppon their
claims. They almost never repun to the government their
inheritances, subdivisions, loans, swaps, or sales of land as the
draftsmen of the titling legislation and program imagined. This
is panly because the process is costly and time·consu ming and
thc trust in central government almost non-existent. Shipton's
research shows that thc rcgisterquickJy ohsolesces. The market
in paper ti tles becomes detached from real rights and obligations
in land. Double deal ing proliferates.

Bccause western Kenyan farmers tend to live surrounded hy
kin, lenders who take land as security have found it nearly
impossible to foreclosc on defaulters. Relatives of the dis
possessed have man}' ways to prevent lust anyone from taking
over the land to fann. Sometimes it happens violently, even
right at the auction.

Shipton's research also identifies a numhcr o(other prohlcms
in conventional exogenous finance. Credit means deht.1t also
means patronage - whether at international, national. or local
levels. Neither public nor private financial institutions have
overcome the great cultural, political, or praj.,'rnatic difficulties
of lending to small farmersforstaple f(xll1 croppingor most (Ither
farm activities. These people have imponant dehts and ohliga
tions of their own already, some quite suhtle and long-term.
Rainfcd agriculture south of the Sahara, and In the drier zones in
panicular, tends to be «Xl risky to allow rcliahle repayment of
institutional loans and inteR'st. Lenders shy away from
smallholders. The promise of credit proves largely illusory. Aid
strategies based on saving and investment, and on nonfinancial
interventions, hold more promis~·.

In summary, Shipton's contrihuuon to th~' journal issu~' h,l:
and Goheen edited suggests that farm credit is not the answer til
rural povcny, and that land titles arc not th~' k~'y 10 (ann credit.
The dream of a mongage system for rural USI Alric;ms. an
imponed mudd with lurl.. 1111':11 h:... i .. 1I,.:,ifi••" n .... I"'•• h ..
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THE SHADOW
S0maIiai s now a universal symb0I 0fan Afric an bas ketcase. In fact,
despite official statistics showing the country to be in a state of chronic
disaster throughout the 1980s, the economy was thriving. But it was not
th e easily measu rable economy. Instead, it was a hi dd en eco nom y
comprising black marketeering, smuggling, corruption, stolen food aid,
most of it in-the hands ofvarious elites-and it is prospering today as
the political and social structures of Somalia continue to disintegrate.
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IA decade ago, a group of international con
~ sultants studying the Somali economy

wrote that the common perception of
Somalia was that it uis widely regarded as a

hopeless case...The formal economy has been in crisis
since at least 1978, the Somali indigenous private sector
is generally regarded as inefficient and static...Agricul
ture in Som'alia is generally considered to be inefficient,
environmentally destructive and more or less perma
nently in a state of crisis."

Such prophets of doom may believe they have· been
vindicated by Somalia's recent catastrophic famine and
political collapse. They would be utterly wrong. For a
start-as acknowledged by the group ofconsultants
brought together by Boston University-the lCdoomed
economy" scenario was false. In fact, Somalia's econo
my was dynamic and relatively wealthy-but largely'
outside the formal sector. The cause of the current dis
aster was not the poverty of the country, but instead the
way in which economic dynamism was forced under
ground. An alternative economy grew up, centered on a
small elite group with close connections to the presi
dent. operating like a mafia, relying on secret and non
legal dealings, family connections, and the sanctions of
violence. Deeply intermeshed with the abusive and dic
tatorial regime of former President Siad Barre, this
shadow economy prospered while the country disinte
grated. It continues to thrive. remarkably unchanged
and intact.

The evidence for a vibrant economy was on display in
Mogadishu and the other main towns throughout the
1980s. New Toyotas jammed the streets. The shops were
full of consumer goods, such as Western clothes and
household electronic appliances. Salaried officials whose'

ECONOMY
official pay packets would scarcely cover a month's staple
food could be seen living in relative affluence, apparently
enjoying the fruits of a full-scale if somewhat erratic eco
nomic boom.

In the rural areas, official statistics pointed to a chron
ic disaster: a life expectancy of 41 years, an infant mortal
ity rate of 177 per 1,000, and calorie consumption grossly
inadequate for healthy living. The nomadic pastoralists,
who comprise the majority of the population, were char
acterized as particularly badly off: lacking housing,
schooling (education expenditure averaged a miserable
$2 per head), and facing starvation if the rains failed.
However. again, visible appearances indicated that the
pastoralists were well-nourished and even prosperous.
Rather than the dejected and desperate people one would
have imagined from the picture implicit in the statistics,

Alex de Waal is co-director ofAfrican Rights, a newly established human
nghts organization. .

rural Somalis were enterprising and hopeful, busy with a
range of productive, and trading activities.

The answer to this paradox is now well-documented.
The official statistics failed to capture the most important
and dynamic elements in the Somali economy.

. The income figures for pastoralists were particularly
low, often below $100 per annum per head. As the
economist Vali Jamal pointed out, usome of the figures
advanced are so bizarre that a sizable percentage of the
population fails even to obtain sufficient calories to sus
tain basal metabolic rate." Jamal revised these figures by
the simple expedient of adjusting the official figures for
milk production by animal herders to bring them into
line with the amounts known to be consumed by those
herders. Milk production estimates instantly rose six and
a half times, .and pastoral incomes more than doubled.
Total gross domestic product rose 68 percent.

This was only a beginning. A second revision required
taking into account the earnings of the estimated 200,000
to 250,000 Somali migrants in the Arabian peninsula. The
importance of the remittances of these people, and the
consumer goods they imported into Somalia on the fran
co valuta system (whereby traders were given the free
dom to import consumer goods using their own foreign

exchange) had long been recogni?ed, though not incor
porated into official statistics. Vali Jamal, using very con
servative estimates, calculated that two-thirds of urban
Somali income originated from remittances from abroad,
amounting to about 40 percent of GNP.

The multiplier effect of these unrecorded transactions
also needs to be taken into account. The income from
remittances and lCillicit" trade was a major source of
employment. The Boston University group estimated
that the value of wage labor in the Somali economy was
underestimated by between four and 20 times.

The aggregate impact of revising our picture of the
Somali economy to take account of these mismeasure-
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The food lleeds

of tbe destitute

sbollid be met by

buyillgfood

inside Somalia

ments is quite staggering. lama's calculations
suggested that the 1982 GNP per head was over
~:i400-higher than the official figure for Kenya,
which isoften pointed to as an economic success
story in Africa.

Another important facet was foreign aid. After
Siad Barre was abandoned by the Soviet Union in 1977
and decamped to the Western bloc, Somalia became the
largest recipient of foreign aid per capita in sub-Saharan
Africa. Much of this consisted of exceptionally generous
food aid. intended for refugees from Ethiopia. The Soma
li government put the refugee numbers at 1.3 million-in
fact. half that number would have been a more realistic
estimate. However, full rations were provided for the
intlated number for most of the 1980s. The extra went
into the pockets ofgovernment officials, traders, the mili
tary. and the guerrillas of the Western Somali Liberation
Front. The WSLF was fighting the Ethiopian government
until 1983 and thereafter acted largely asa counter-insur
gency militia on behalf of Siad Barre. A report by the
U.S. General Accounting Office in 1986 estimated that
under 20 percent of the food was actually consumed by
the refugees. Other assistance was provided for ambi
tious development projects. most of them located in the
main cities and the southwest. At its peak. this aid
matched the amount of the entire formal economy. When
included in the calculations for national income, it is pos
sible that Somalia would have then broken the 8500 per
head barrier and count as a "middle income country."

This wealth should have ensured the country's pros
perity. Unfortunately, it contributed to disaster. A small

elite benefitted hugely from this booming hid·
den economy, while others did not. This elite
engaged in non-legal and unsustainablt· COIll

mercial activities. When harder tilllt'~ L'amt',
with recession, drought, and a cut-off in foreign
aid, they could only preserve their inl'<>l11eS by

resorting to corrupt and violent practices.
One of the most important illicit activitic~ \\'a~ L'attle

smuggling to Kenya. This became particularly important
after Saudi Arabia banned the import of cattle from
Somalia in 1983 because of (unfounded) fear~ 01 l'inder
pest. During 1987 and 1988. it is estimated that unofficial
cattle exports to Kenya ran at a level six time~ as high a~

official exports through Kismayo port. a[l}(lLllllill.~ to
about 50,000 head of cattle. Moreover. the retllrl1~ to mid
dlemen for the illicit export of cattle were abullt t\vice
those for official exports, and also well abovt· e;lrlling-s
for sale to Mogadishu. As in all (arms of illegal UI' sl'mi
legal trade, organization was founded UpOIl till' t\\'in prin
ciples of family membership and the ability tu l'nforct·
contracts through force of arms, Competitiun bvt\Vt'l'n
the Maxamad Zubeer subclan of the Ogaden c1all alld tilt,
Harte of Kismayo was particularly intense. laying tilt,
basis for the violence between these groups in 1~l~)~-:-L As
the profits in the cattle trade slumped after EIS:-I, <11.:quir
ing and maintaining monopolistic control llver cattlt~

exports became increasingly essential. and competition
b~came harsher.

Other forms of smuggling were also extremely prof
itable, especially after restrictions were impo~t'd Oil ttw
franco valuta system in the early 1980s. The~l' L'(ln~l~tl-'ci
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of both bringing in consumer goods and exporting or
transiting ivory and gems. .

Throughout the 1980s, there was fast-growing
demand for food, especially vegetables, in Somalia's
urban centers. The best land for cultivation was occupied
by the Rahanweyn, Digil, and Bantu-traditionally disad
vantaged and often despised groups, who had little
access to state power. Though farming incomes certainly
increased substantially during the late 1970s and early
1980s, with the economic crisis of 1983-84, more power
ful groups were eager to take advantage of the opportuni
ties for profit provided by farming, especially in irrigated
areas. This was a time of large-scale land grabbing.
According to the 1975 land reform, all land had to be reg
istered with the central government for ownership to be
proved. This was an extremely expensive and time-con
suming business with no guarantees of success, unless
one happened to be wealth~T or well~onnectedin the min
istry of agriculture.

The Rahanweyn, Digil, and Bantu faced great difficul
ties in registering the land they had cultivated for genera
tions; Marehan kinsmen of Siad Barre and other power
ful groups were able to register large tracts of land with
ease. If these lands were already cultivated, then the
existing farmers were frequently forced off at gunpoint.
For example, 43' families inhabiting the village of Hufey
in the upper Juba valley were dispossessed of about 150
hectares of land by a group of armed Marehan in July
1983, and forced to cultivate amere nine hectares nearby.
The new Marehan owners established a cooperative
farm, registered in their name as "Nasibwant," which
translates as "lucky break."

Violent tactics and trickery were also used to ensure
that the marketing of vegetables and other produce from
farms was kept in a few hands. The supply of essential
inputs-irrigation, pumps, trucks-was controlled by a
relatively small number of urban-based merchants, most
of them from the Marehan, Hawiye, or Harte, who pro
tected their oligarchy vigorously. The non-legal import of
the stimulant khat was also a source of profit.

The authority to issue trade licenses.and other conces
sions-including the printing of money-was an impor
tant source of income for those in government.

Control of foreign- aid was another route to self-enrich
ment. The massive diversion of food aid has already been
mentioned. Development aid was no different.

An excellent example is the Baardheere dam. This
was envisioned as the centerpiece of Somalia's economic
development, to irrigate up to 200,000 hectares and sup
ply electricity to Mogadishu and other cities. No matter
that soil scientists warned that the irrigated farmland
would rapidly become saline and useless, and that
economists calculated that the electricity generated
would be far in excess of Somalia's total national demand,
with no prospect of exporting to neighboring countries,
while substantial areas of fertile farmland would be flood
ed. The dam's contribution to national development was

almost certain to be negative. The real value of the pro
ject lay in its cost-over $750 million-to be borne b)X for
eign donors, who would thereby provide lucrative con
tracts to Somali, Italian, and other companies, and
ma~sive payoffs to government officials. World Bank
objections to the scale and cost of the project were over
ridden in March 1986 when the Italian prime minister.
Bettino Craxi, visited Mogadishu and the relevant gov
ernmentdepartment was upgraded to become the min
istry of Juba Valley development The monumental envi
ronmental, economic, and social disaster that would have
been the Baardheere dam was prevented only by the war.

Similar practices operated to broker deals for factories
in Mogadishu, plantations in the lower Juba Valley, etc.
Even these centr~l elements of the formal, measured
economy were, for the Somali government and business
men, essentially facets of the shadow economy.

The economic policies forced upon Somalia by the
Western donors aggravated the situation. The IMF analy
sis of the economy was based upon the official figures,
which were grossly misleading. IMF analysis implied
that the central problems were excessive government
expenditure and regulation, an imbalance on the current
trade account, and inflation caused by a fast-increasing
money supply. This is a typical diagnosis of the ills of an
African economy. The medicine prescribed was famil
iar-a structural adjustment program, with severe detla
tionary consequences for the formal economy, and
repeated devaluations of the Somali shilling.

This remedy was harmful. Given that the majority of
the foreign exchange transactions involving the Somali
shilling were carried out by expatriate Somalis and cur
rency dealers, any attempt by the government to reestab
lish control over the value of the currency was doomed to
failure. Moreover, deflating the formal economy merely
drove entrepreneurs into the informal economy. Ordi
nary people were also driven to engage in illegal or semi
legal activities. While prices rose by a factor of 35
between 1970 and 1986, government salaries hardly rose
at all-a recipe for forcing employees to look elsewhere
for income.

A more realistic set of economic policies would have
been based on legalizing-and taxing-the profitable
sectors of the economy. In fact, the reverse occurred.
The late 1970s and 1980s saw most of the profitable busi
ness in Somalia removed from a public, legal, and
accountable arena to a shadowy realm where mafia-like
cartels operated, using governmental connections, fami
ly loyalties, and the sanction of violence, to make large
amounts of money. The beneficiaries of this process were
largely those with access to government offices and for
eign currency.

The losers were the politically marginal. Important
groups of losers were the Rahanweyn, Digil, and Bantu.
These groups are farmers living in the fertile area
between the Juba and Shebele rivers. Between 1980 and
1985, they succeeded in doubling grain production, and
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putting the country on the road to self-sufficiency in ' of state power intensified. Government office is a license to
food. This, however, merely made them prey for. better. : print ,inoney. It is no accident that two of the main clashes
connected and better-armed commercial predators. between interim President Ali Mahdi Mohamed and Gen.

By the late 1980s, the state and the commercial elites Aidid were sparked by incidents in which Ali Mahdi tried
associated with it were obtaining their wealth, not to· bring in planeloads of bank notes. Ali Mahdi's huge
through production, but by expropriation. This ranged number of ministerial appointments (over 80) owes as
from price gouging by controlling trading licenses to out- much to the need to offer the prospect of future economic
right forcible dispossession of assets. Commentators rewards to his allies as the need to build clan alliances.
quipped that Somalia was no longer a state-it was a pro- This degeneration of the Somali economy into com-
cess of commercial predation. mercial predation has profound implications for the

When Siad Barre was driven from power in january future rehabilitation of the country.
1991, little changed except that the main government- It is now widely understood that the politics of war
centered options for obtaining wealth were unavailable. lordism in Somalia is no more than a logical extension of
The smuggling of cattle and other goods has continued. Siad Barre's methods of wielding power. There is a press
The extortion of money and food from aid agencies has ing need for a process of national reconciliation, but a
continued. Protection rackets have continued. The most top-down process based upon reconciling warlord politi
extreme form of forcible asset transfer-looting-has dans who are widely reviled as war criminals risks
also intensified. reestablishing the same sort of authoritarian clientistic

Looting is not a random occurrence, though its perpe- . rule as existed before.
trators plan to be asunpredictable as possible, to make . _ Similarly, the economics of looting, smuggling,and
defenseas difficult as possible. Looting is organized. In extortion are no more than a continuation of what has
the cities, looting takes the form of systematic commercial gone before. The process of a shrinking formal economy
acquisition of goods with a resale value-starting with and an expanding hidden economy has reached its logi
electronic consumer goods, moving on to furniture, light cal conclusion-Somalia has no national accounts and no
industrial goods, then metals (for instance copper wiring official gross national income at all, but the markets are
and aluminum). Much of this has gone for export, to well-stocked, most people can obtain the essentials of
Kenya, Sudan, and the Arabian peninsula. The most com- life, and some are continuing to prosper-while the weak
prehensive and profitable looting was carried out immedi- starve.
ately after the flight of Siad Barre, with subsequent bouts There is an urgent need for economic reconstruction.
whenever there has been a new round of fighting, as each But most donors envisioned this as awarding big aid con
militia loots property belonging to the others. tracts to rehabilitate the' physical infrastructure of the

The option of small-scale freelance banditry means country, to restart the large "development" projects
that militia commanders and financiers do not need to together with token aid to smallholder farmers and poor
pay their gunmen when they do not need them for mili- pastoralists, and to continue shiploads of free food.
tary action or commercial looting. Ironically, banditry Everyone will doubtless call for "more aid." But Somalia
often decreases when organized fighting takes place. is no aid virgin: quite the reverse. Aid to Somalia has

In the rural areas, looting has consisted chiefly of been part of the problem, notpart of the solution.
armed roadblocks for extorting payment from mer- The reconstruction of Somalia calls for a degree of
chants, and organized night-time attacks on villages. imaginative thinking that is rarely found in the aid world.
Most looting is carried out when there is no armed com- Certainly, the foundations for a new economic system
bat between militias-it is not an offshoot of fighting, but should be sought from the bottom up. Regulation of trade

, how the militias and their leaders sustain themselves., should not be placed in the hands of a central govern
The juba Valley and the Bay Region have suffered the ment, but in local, accountable leadership. Planning
most from looting by militias. This has been due to the development projects should also be decentralized. The
numerous waves of occupying forces that have crossed process of building a national economy can proceed from
the area, including Siad Barre's Somali National Front, there. This may make it difficult for aid agencies-but
several fac'tions of the Somali Patriotic Movement, and the exercise is not designed for their benefit.
Gen. Aidid's United Somali Congress. None of the local It is important that free food aid be stopped as quickly
groups has been well-enough armed to resist The mas- as possible. The famine-stricken areas are almost exclu
sive systematic looting carried out by Siad Barre's forces sively the farming areas, where people rely on selling
in March-April 1992, on the eve of their military defeat by food for an income. The moment there is a prospect of a
Aidid, was' the final factor in creating the famine that has harvest-and experience of 'other famines suggests that
ravaged the area. this will come much sooner than anticipated-food relief

just as in the 1980s, the diversion of food aid remains should be reduced as much as possible. The food needs
an important source of income for armed groups-only· of the displaced and destitute should then be met by buy
this time withoufthe tacit consent of the donors. ing food inside Somalia, helping the farmers rehabilitate

Meanwhile, competition for the possible future benefits themselves. 0
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Africa focuses on ·internal.weaknesses

~RICAN CENTRE FO

and political revival, a theme pressed by th
eininent historian Mr. Basil Davidson in an ir
augurallecture. There was severe criticism i
this regard of much of the continent's pos
colonial leadership, which on the whole ha
continued with colonially-imposed politic;
institutions holding little meaning for mo:
Africans. For example, the tradition of rule b
consensus was ignored by the new leaders.

Another theme that ran through the discu:
sions was the impact of donor policies, i
particular of the World Bank and IMF, 0

Africa's efforts to overcome its prolonge
economic crisis. There was agreement th:
economic reforms were essential, that finar
cial discipline and management had to b
strengthened. But most speakers oppose
other aspects of donor policies, arguing thi

they were formulated by 0

ficials unfamiliar with d
political and social realities I

the countries over who:
policies they had so much il
fluence. There was pa
ticularly sharp criticism (
the donor emphasis on e:
ports, since it was acknov
ledged that the demand ar
prices of the commoditil
Africa exported would COl
tinue to be poor. Lack of a
tion on Africa's debt, whi(
now consumed $26 bn a ye
to service, was also criticize
as was the proliferation
conditionalities, which no
went well beyond ha

macro-economic demands.
Senior officials from the United Natio

were, on the whole, not in agreement with it
critique, contending that while structural a
justment programmes had many weaknesst
they were indispensable to· the continen!
economic recovery and to obtaining extern
resources for development.

The bulk of the discussion revolved, hOl
ever, around what Africa itself needed to do
it was to reverse the impoverishment of
people as well as its marginalization. All p:
ticipants agreed that only a human-centr
development strategy would succeed in doi
this. Hence, governments must reverse thl
sharp cutbacks in expenditures on heal!
education and other vital human needs.

Reflecting the candid nature of the disCl
'sions, Dr. Nthato Motlana of South Africa;
gued that the salaries of many African workt

Participants at the ACDESS

conference included, from

left: Mr. Louis Emmerij,

Director, OECD Develop

ment Centre; Mr. Pascal

Gayama, Assistant

Secretary-General of the

OAU; and Mwalimu Julius

Nyerere, ACDESS

President.

cern about Africa was rooted in the
continent's own weaknesses, he said, and as
such began much earlier than the end of the
Cold War, an event which merely accelerated
the region's "involuntary delinking" from the
international mainstream. There was no alter
native to self-reliance, Mr. Nyerere asserted,
contending that additional external resources
were not in any event available. He em-'
phasized that self-reliance should not be con
fused with self-sufficiency, since no nation
could achieve the latter.

He went on to say, however, that while
developing countries should stop looking to
the outside world for assistance, they should
continue to demand a system which does not
transfer money from the poor to the rich.

A number of speakers pointed to the need
to study carefully the continent's history as a
source of sustainable strategies for economic

Africa could hope to become a respected
player on the world stage; the importance of
Africa's precolonial heritage in the search for
durable strategies for democratization and for
political renewal; the impact on Africa of the
rapid changes in the world following the end of
the Cold War; and an assessment ofthe impact of
the Bretton Woods institutions' policies and con
dItionalities in the areas ofdebt and trade, and on
human well-being generally.

5eIf-reilance
The tone for the three-day conference was set
by Mr. Nyerere, who stressed that Africa's 600
million could not be marginalized if they were
self-reliant. "Can anyone imagine a con
ference on the marginalization of Asia?" he
asked. The lack of serious international con-

By Salim Lone in Dakar

A
rica's marginalization in world af

fairs is primarily a result of its
proliferating internal conflicts and
diminishing capacity to manage its

wn affairs, a conference of African
leaders, scholars and senior UN officials con
cluded. Almost all participants asserted that as
long as Africa remained heavily dependent on
the outside world and was unable to put an end
to the suife which was claiming the lives of
tens of thousands and threatening the survival
of nations, it could not hope to expect the world
to pay it more attention.

There also was agreement among the par-

ticipants that Africa needed to look to its own
I'traditional mechanisms for answers to its mul
tiple challenges.

Despite the conference's focus on Africa's
internal factors and responsibilities in the
continent's renewal, the role of the World
Bank and the International Monetary Fund
(IMF), were the subject ofcontentious debate.

The conference was convened in Dakar,
Senegal in November by the African Centre
for Development and Strategic Studies (AC
DESS), a major new African "think tank"
founded by Professor Adebayo Adedeji,
fonner Executive Secretary of the UN
Economic Commission for Africa (ECA), and
presided over by Mwalimu Julius Nyerere, the
fonner President of Tanzania who is now
Chairman of the South Commission.

The themes the participants focused on in
cluded self-reliance as the only basis on which

22AAucAREcOVERY DECEMBER 1992 - FEBRUARY 1993
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Prof. Adebayo Adedejl. AGDESS ExecutIve

Director. speaking at the conference To hIS left

are Mr. Layashi Yaker. Executive Secretary of the

EGA and Ms. Ellen Johnson Sirleaf. Assistant

Administrator(Afnca). UNDP

Cooperation and Development. Referring to
theWest's "immobility" in the face of the
changes taking place around the world. he said
Africa and other developing regions were bet
ter at practising (perhaps overzealously) what
the North preached on privatization. open
trade. etc. Yet. action promised to Africa on
debt had still not transpired. and no one even

mentioned the issues of A number of participants condemned thL'
deteriorating terms of trade attempts. partly fuelled from outside. to abort
and falling commodity prices. peaceful democratic change in Angola.

Effective integration at Professor Adedeji in his statement said
regional and sub-regional that Africa's mar~inalizalion had heL'Tl
leveb was clearly recognized brought about by "our diminishin~ (aral"it~

as bein~ essential to Africa's to do thinp for oursehe~. We ha\(' onl~

revival. Many states were too ourselve!l to blame for a situation in v. hi~'h

small to be economically vi- policy-making is gradually bein~ l"edt'd tll
able and economic integration outsiders ... We need a new national Ordt'l

would help resolve border disputes as \\ell. which will not. as at present. be a mirror of
There wa!l recognition thal many current foreign values."'

economic and development policies wen: In conclusion. it was agreed that ~u:--

dangerous for the environment. and a more tainable development would Cllnle onl~

explicit ecological model for African develop- from within: and thal the goal of all poli~'ie,

ment needed to be formulated. should be to improve the human cundililln
Finally. the theme of and develop the continent's human re~our-

security permeated all dis- ces. It was meeting the need~ of each nat inn
cussions. Speakers em- that would provide the engine of growth in
phasized repeatedly that the Afril:a. rather that export-oriented
notion of security had to en- strategies. As Mwalimu Julius r\yerere
compass political security. said. "Societies are living things. they
democratic freedoms and grow from the inside."
development. Each one of The conference concluded with stron~ e\-
these needed the other two pressions of support for ACDESS. with many
elements to be sustainable. panicipants saying that it was ideally placed
An urgent solution to the to contribute to the process of African renewal
growing number of inter- through deeper study of the causes of social.
and intra-state conflicts economic and political malaise as well as of
was therefore paramount. the means to reverse it. To achieve this. A('-
and the OAU needed to DESS was urged to forge links with. and
playa much greater role in strengthen. networks among people's or-
preventing and resolving ganizations and the academic. research and
conflicts in Africa. policy-making communities. •

DECEMBER 1992. FEBRUARY 1993 ,AF1ucARECo\'ERY ~

UPoilcy-making Is being

ceded to outsiders because
of OW' diminishing capacity

to do things for ourselves."

Adebayo Adedejl

South Afrtea's Impact on Afriea
As partd itsoverallconc:em abouteoonomicoooperationand
Regration n Africa. ACDESS is stuc¥ng 1he irT1lad ~
post-aper1heidSouIh Afri::a on the restd theoontinent. While
there has been widespread interest in. haN post-apartheid
SaAh Africa wi rtuence developments in Sou1hem Africa,
nomajorsllJdy t&;boJsedon its~cton Afrl::aas awhole.

ACCESS wli worK with the ECA, DAU, the Swedish
International Development Agerct (SIDA) and four South
African Institutes which will be represented at the farst
project meetilg in March in ljebu Ode, Nigeria: the Centre
for Southern African Studies at the University of the
Western Cape (Prof. Robert Davies); the Africa Institute of
South Africa (Dr. Stet. Coetzee); the .Institute for African
AJtematives (IFAA) (Mr. Ben Turok); and the Institute for
Democratic Alternatives for South Africa (IDASA) (Dr.
Nthato MoUana).

were unrealistically high.
In stressing the need for human-resources

development as the key to Africa's economic
recovery and transformation, many par
ticipants pointed to the continued need to edu
cate policy-maker!l about the multiple roles
women play within the household and com
munity. particularly in agriculture. The best
way to meet the priority continental aim of
food security was to strengthen women's
productive potential.

Popular pdcIpatIon

Popular participation by communities in local
and in national decisions was an essential first
step in ensuring the adoption ofhuman-centred
policies. But democratization was not possible
without education. without meeting a pop
ulation's basic needs. and without an inde
pendent media. Many participants referred to
the African Charter for Popular Panicipation.
adopted in Arusha in February 1990. a!l a
watershed in its time. which
had brought democratization
into the mainstream of official
African thinking.

At the same time. it was
pointed out that the
democratization and account-

. ability which donors frequent
ly demanded of African states.
must also be practised at the
international level. including at the United
Nations and particularly the Bank and Fund.

Such views were put forth not only by
Africans but also most energetically by Mr.
Louis Emmerij. the head of the Development
Centre of the Organization for Economic
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Developing the Chinese Rural Economy: Experience of the
1980s and Prospects for the Future
LV MAl and C. PETER TIMMER
HlID Development Discussion Pap,er No. 42B·AFP, August, 1992,

T
he Chinese rural economy expanded more rapidly in
the 19805 than any other in the world. It probably had
the fastest sustained increase of any poor rural
economy in history. 11tis paperexamines the reforms

in policies toward the rural sector that began in 1978 and
accelerated in the early 1980s. These reforms have transformed
rural institutions, improved financial incentives for farm
households, stimulated a unique boom in rural indusmes, and
ultimately produced an extraordinary record of economic
growth and reduced poverty. ,/

The Chinese rural reforms emerged tentatively as experi·
ments by small groups of fanners, sometimes encouraged by
local officials, but often in direct violation of existing directives
from Beijing. When the central government gave the green light
for this process of experimentation in the early 1980s, the rural
reforms~edmomentum in several directions. The Office of
Experimental Zones was established to study the types of
reforms that seemed to work best and eventually carried out
experiments on its own. Many of the policy recommendAtions
set fOM in this paper emerged from the results of these
endeavors.

The dual price system that pennits the
government to buy substantial quantities
of grain at prices below which peasants
could sell it for in the market also acts as
a significant disincentive to increase
production.

Establishing a system of land ownership is perhaps the most
difficult and controversial area of reform. Although private land
ownership is often thought to maximize the efficiency of land
use, many peasants feel that eqUitable redistribution of land
assets is necessary as the roral population continues to increase, .
Complex leasingarrangements with various fonns of tenure are
being tried in several areas to determine their acceptability to
peasants and to assess the impact on land productivity. What·
ever forms of land ownership are ultimately implemented,
providing a solid legal foundation to the rights of peasants is
essential.

Reform of grain price policy also poses difficult problems. In
the early 1990s, China had an irrational system for settinggrain
prices. Procurement of grain by the government in rural mar·
kets to supply urban ration shops often destabilizes price
formation. The dual price system that pennits the government
to buy substantial quantities of grain at prices below what
peasants could sell it for in the market also acts as a significant
disincentive to increase production. A major reform of grain
pricingpolicyand programs is necessary, with specific attention
being given to wholesale channels controlled entirely by gov·
ernment agencies. The Chinese case suggests that the goal
should be a competitive market structure anda single price that
follows the trend in world markets.

Lu Mai, a Research Associate at HllD, is the former director of
the Experimental Zones Office in the Research Center for Rurlll
Development. of the Chinese stare council.

C.PeterTimmer,a Faculty FeJJowat HIID. is Harvard's Thom
as D, Cabot Professor of Development Studies, At-Large, HIS
Ph.D. is from Harvard Universiry.

If a single market price is established for grain, the system IIi
collecting agricultwal taxes could be reformed. Thc author<
research suggests that the taXation of land is regarded a~ uniall,
in that grain farmers pay 80 percent of the tax hut producc onl\
27 percent of agricultural output, It is reasonable for thl: gOWn1·

ment to collect grain taxes in kind to procure supplies neclkJ If '

stabilize urban markets. But the reforms of land owner~hlr

grain pricing, and the agricultural tax system should he impk·
mented gradually in a coordinated fashion.

The last two areas for policy refonn reviewed in the paper arlo
the institutional framework for supponingrural enterpnsc~and
the role of rural cooperative organizations. In China thl.
ownership of rural enterprises is ncarly always amhlgtJt,U"
These irregular financial relationships between ~nterrri~I.·"anJ
local governments reduce the funding for investment, confu,,1.
cost structures and legal statUS, and offer many opponunitk"lt J!

conuption. A series of steps to clarify this confused situatIOn I!

outlined by the authors. the most imponant of which is to
establish legal propeny rights in the form of shares for ownt'r.. ,
They suggest that such rights should also spell out economIc
relationships and managerial responsibilities,

The role· of rural cooperative organizations has become
unclear since the demiseofthe People's Communes. Yet man\
resowces that belonged to the communes or their units remain
under the control of local authorities because these resourcl.'''
were difficult to divide up among households as pan of thl.'
responsibility system, In addition, fann households need man\'
services that can best be provided on a collective or comnWI1
basis, such as construction of rural infrastructure, irrigation
management, local schools, and clinics. LOcal governments Jl)
not yet have the authority or responsibility for managing thl.' .. I.'

tasks, nor do they have the financial resources to carTy them Ollt

Significantreform of local government is needed to sol \'I: thl ..
problem, and recommendations are spelled out in the l1apl.'r.

The degree of suppon from the central government In thl.
fonn of public investments, the policy for develorn1l'nt \'1

agricultural technology, and effons to reach poor and backw.n,i
areas by advancing production are identified by Lu and Tim 1111.'1

as key elements of the broader context for rural moderni.:atlllll
Perhaps not so obvious, but equally imponant in the longl..'r run,
are policies toward reform of state enterprises and the roil.- pI

rural migration in supplying wban labor markets. Huge h)~ ..I.'"
by state enterprises threaten the positive macroeconomic \:n\'I'
ronment on which the rural economy depends, But openin~ 1I1'
the fonnal urban economy to rural workers might make thl.'
task of restructuring even more difficult.

China's step·by·step approach, as reviewed in thi .. 1',1]'1.'1 1

known as "crossing the river by touching th\.' stunl.'!oo," It 1.'.111 I"
contrasted with the more radical effons to mm'c ImmeJlall.,h
to a privatized, market economy in Easu:rn EUroPl' and till.' Clio,
states, In contrast to the economic collaps\: witnessl..'J in Ellil I·

pean socialist countries, the Chinese succes!' in stimubtll1).:
rapid economic growth oecaus(' of th~ reform process sh\llIJd
alen economists to the imponance of "tim\.''' in thl' n:I\lI'lll
process. Time is needed for institutional reforms to hI.' JI.'slp1l.,d
and implemented, Equally imponant, timl' is needed lor !'lll.'ia J,
ist governments to learn how to managl' a mOT\.' mar ~ '-'I

oriented economy. Tht: explicitly expcrimt:ntal approal'i', 111

China provides this learning experience with a minimul1 II
disruption to th~ economy.•
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sEHINAR ON JUSTICE IN LATIN AMERICA AND THE CARIBSEAN OPENS

Forup examines the role of low in the process of econogic development

SAN JOSE, Costa Rica --The ,law must be an instrument of development and a
vehicle of justice, today declared Costa Rican President Rafael Angel
Calderon Fournier at the opening of the first international seminar on
ju~tice, and law in the process of economic development and the solution
of social problems in Latin America and the Caribbean.

The forum. -Justice in Latin America and the Caribbean in the
19905. Challenges and Opportunities-, is organized by the Inter-American
Development Sank in this country's capital, San Jose, from February 4-6.
It brings together ministers of justice, supreme court chief justices.
magistrates. public prosecutors, attorneys general and other
representatives from 25 member countries of the Sank.

IDS President Enrique V. Iglesias also spoke at the event's opening
session. Edgar Cervantes Villalta, Chief Justice of the Costa Rican
Supreme Court; Elizabeth Odio Senito, Costa Rica's Minister of Justice;
and Adrian Vargas Benavides, Costa Rica's Attorney Ceneral, also attended
in representation of the host country.

President Calderon noted: -00 the path to development, the law must
serve as both an instrument of change and a vehicle of justice. It must
be used not to defend the status quo, but rather to open the door to a
new century in which societies are more just and more humane. In short,
the law must promote development, not hinder it.-

-We have left behind the era of the Cold War and conflict between
opposite ideological blocs. Despite the obstacles and problems that
persist, throughout the world a new era is being ushered that is
characterized by a tendency towards the globalization of economics,
politics and culture, the creation of economic zones and the
consolidation of more democratic, more developed and more just societies.
This new era has now reached our hemisphere --more specifically Latin
America,- added Calderon.

IDS President Iglesias observed that this forum represents, for all
intents and purposes, the first time that the Sank has organized a
program about the law and the development process: -But we have not
undertaken this endeavor in a haphazard manner nor with 'little
consideration. 00 the contrary, more than 30 years of experience and the
recent evolution of the countries of Latin America and the Caribbean. in
particular. have shown us more clearly than ever before, that development
does not take place in an institutional vacuum, but that it is closely
connected to the nature of the State, how its institutions are organized,
and, in a broad sense, to the process of government.-

The IDS President added that, in that context, modernization of the
law and the administration of justice are vitally important. This
seminar, he declared, provides an opportunity to review the main
challenges faced by law and justice in Latin America and the Caribbean
within a changing social and economic environment, challenges that are
immensely varied and highly complex. They include the need to make the
operation of the legal system -more compatible with the new conditions of
development. the culture of our society and the education of the
citizens,- he said.

Iglesias added: -The law cannot be dissociated from the emerging
trend towards globalization and worldwide interdependence; Latin
America's growing openness to the rest of the world; the increasingly
active presence of various transnational forces In society and within the
economic sphere; the scope and speed of international financial
transactions; direct foreign investment; the processes of privatization
and deregulation currently underway; the problems posed in turning women
and young people into modern society's full partners; and the challenge
of enabling vast marginalized populations in Latin America to participate
fully as productive citizens.-

The IDB President emphasized that another important function of the
law in the development process is to help alleviate poverty.
-In effect, the latter Is largely due to problems that should be
regulated by labor law, family law. criminal law, and the rehabilitation
of delinquents,- he noted.

-Nor must we forget that the law has been instrumental in making
integration processes possible throughout the world, particularly in
Latin America,- he added.

-The majesty of the law, whether through jurisprudence or the
courts, requires that it and the institutions that formulate or enforce
it have the necessary authority and independence. However, this cannot
be taken as an invitation to actin disregard of society. In our present
age. citizens make their presence felt throughout the process of
modernization, reshaping and flexibilization of the law. It is our hope
that this seminar will contribute to creating an awareness and that it
will act as a forum for sharing solutions to this challenge,- Iglesias
declared.

President Iglesias concluded by stressing that the IDB has decided
to work more actively in the area of law and justice.

The main topics of the forum will include the administration of
justice in Latin America and the Caribbean; legal training and the legal
profession; justice and new approaches to economic development; justice
and the globalization of law, and international cooperation in the
administration of justice.
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A Brief Opportunity for Peace in Guatemala

• Michael Manley is thefarmer
prime minister ofJamaica.

T HERE are thousands of
Haitians living in the US,
Canada. and France - a

reservoir of skill and patriotism.
Some will return to help build
their country if they feel their own
investment in the future is part of
a coherent program of develop
ment going beyond ordinary eco
nomic aid.

Though less dramatic than the
horrors·of Yugoslavia and Soma
lia, Haiti's problem can and
should be solved. Its solution
might provide new models for in
ternational cooperation.

Above all, in cases like Haiti
the international community
needs to conunit itself to the
"long haulw rather than the "quick
fix." In Haiti's case a short-term
approach guarantees that the
"boat people" will be around for a
long time. Now is the time to help
a small but proud nation embark
upon a path of institutional devel·
opment without which no democ·
racy can survive indefmitely.

quate institutional foundation for
civil society in the modem world.
Generations of dictatorship and
coups culminated in the extended
brutality of Duvalierism.

As a result, it has never been
possible to maintain any sem
blance of stability, without which
it is impossible to develop the in-

stitutions which fonn the basis 0

a viable social organization sup
ported by appropriate politicai in
stitutions.

The crisis of Aristide's remova
and the possibility of his restora·
tion represent a challenge and ar
attendant opportunity which ma~

not quickly come again.
An international assist.anc~

program should be directed to
ward the restructuring, reorganiz.

ing, and modernizing of Hai·
ti's institutions. Civil service

Th h I d • h th personnel need training.oug ess ramallc t an e Haiti has High Court judges
horrors of Yugoslavia and of great ability but not the
Somalia, Haiti's problem can wider body of judges
and should be solved. Its soluti needed. The customs serv-on ice need:; modernization;
might provide new models for extension officers are
international cooperation. needed to· stan educating

the small farmers and the
rural poor before th~ hill
sides are fmally destroyed.

The army needs a training pro
gram aimed at making it profes
sional, including reorientation
away from its traditional role of
"king maker~ in politics. There is
an urgent need for a program
aimed at training of a separate
police force under civilian con
trol. At present, a wing of the
army carries out police functions
with all that implies for the abuse
of civil rights. And the list goes
on.

If a program of institution
building is not mobilized and
brought to bear there is· a real
danger that Haitian democracy
will prove as fragile and vulner
able in the future as it has in the
past. If, in addition to traditional
aid, such a program of institu
tional development is begun, con
fidence in Haiti's future might
emerge.

• Rachel McCleary, PhD., and Blair Ew
ing wurk on Latin American issues at the
United Stales Institute ofPeace.

face continued harassment.
As the most populous country in Central

America with the largest armed forces and
the most modem economy, Guatemala is an
important and timely test case for the Clin·
ton administration's promotion of de
mocracy and the protection of human
rights. In conjunction with the UN, the US
should support the peace process that Ser
rano is reviving. By openly supporting Ser
rano's efforts and providing economic as·
slstance not just to the refugees but to the
Guatemalan population living in the region
where the civil war has primarily been
fought, there may be hope for a lasting
peace.

Social reform in such a politically polar
ized society will naturally take time and pa~

tience. US policy toward Guatemala should
be primarily designed to strengthen the
Guatemalan president, the Congress, theju
diciary, as well as other groups vis-a-vis the
military. A necessary first step is to appoint
a new attomey general who will prosecute
human rights abuses no matter who com·
mits them. We should also continue to sup
port economic development coupled with
conditioned aid. While recognizing that Ser
rano is to be applauded for his efforts to re
form and professionalize the military, the
US should insist that even stronger steps be
taken to reduce political interference by the
military. These fonTIS of support should not
cost the US very much. The key is mutual
political will.

clear that he will not recognize the election which put Aristide in
any political arrangement in Haiti power and in the speed with
that does not include Aristide as which he was toppled; Neither
president. For his part, Aristide was an example of some histori
has shown a willingness to com- cal aberration. They were symp
promise in the interest of a settle- tomatic of a deeper Haitian prob
ment, and given assurances that lem. Nor is it enough to view this
he will work for peace and hare crisis as a product simply of the
mony if and when he returns. Of agonizing reality of Haiti's inade
immediate importance to the ne- quate economy and its poverty.
gotiating process he has agreed At the heart of the Haiti's diffi
to accept a prim~ minister from culties lies the absence of an ade
the ranks of the political par
ties that have opposed him.

On .the other hand, the
Haitian Army has still to be
prevailed upon to accept the
prospect of Aristide's return
and the presence of a sub
stantial UN observer force.
Even if this happens, the
danger will remain that the
international community will
seek a political settlement, . Af.':i.~.,~:~:lJ~~·1·.{of~,,:~1~??ir~~~
restore Aristide, and then
pass on to other items on the
world agenda. It is even likely that
substantial humanitarian aid
might be forthcoming after Aris
tide's restoration. However, it
would. be a tragedy if the effort
were to stop there.

The crisis in Haiti is reflected
in both the difficulty of securing

military and the guerrillas, and protection
from the forceable recruitment into the civil
militias. The first two issues were key nego
tiating J)<?ints for the URNG during the
peace negotiations that are now stalled. In
addition, Serrano has called for the URNG's
participation in a 9O-day negotiation at the
UN to find a diplomatic solution to the civil
war. Serrano further requested UN verifica
tion of a cease-fire if no settlement is forth
coming in those 90 days. The military,
which believes the refugees are guerrilla
sympathizers if not their active supporters,
has opposed the repatriation. Last month,
the Guatemalan Defense Minister, Brig.
Gen. Jose Domingo Garcia Samayoa,
threatened to arrest some of the refugees as
rebel sympathizers.

Building Democracy for Haitians
By Michael Mcmley

WlTIi the advent of a new
United States adminis
tration and the entry of

the United Nations into the nego
tiating process, it appeared likely
that a basis for the return of Hai
ti's President Jean-Bertrand Aris
tide would shortly be found.

However, recent events in
Haiti have underlined the diffi
culty in achieving a restoration of
constitutional government. The
UN special envoy was virtually
nul out of the country by the de
facto government and army.
Clearly, it is going to take a lot
more pressure than the present,
leaking embargo to persuade the
powers in place to negotiate seri
ously.

Furthermore, let us assume
that there is the will on the part of
the Clinton administration and
the UN to exert the necessary
pressure to restore President
Aristide. There will still be the
problem of how to create a viable
democracy.

President Clinton has made it

By Rachel McCleary
cmci Blair Ewmg

T HE recent repatriati.. 'on of 2,500
Guatemalan refugees from Mexico
signals a willingness on the part of

President Jorge Serrano Elias's g6vernment
to begin to address seriously the problems
wrought by 30 years of civil war. An effec
tive policy to assist in reform of the military
and support democratic development in the
tough case of Guatemala could provide the
Clinton administration with an early suc
cess in promoting its new foreign policy on
democracy and hwnan rights.

External pressure from the United Na
tions Commission on Human Rights is, in GUATEMALA is a hard case for the
part, motivating President Serrano to revive United States because it is a nomi-
the peace process. Last year, the com- nal democracy. Although it has a
mission threatened to place Guatemala on freely elected president and congress, the
its "gross human rights violators" list unless society remains in the grip of a strong mil
it took direct steps to address the abuses. itary that controls IlWly essential political
Next month, the commission will be meet- processes. Yet a fleeting opportunity exists
ing in Geneva to reassess Guatemala's to promote peace and human rights. Unless
progress. In addition to external pressure, the US works expeditiously with the UN and
Serrano has domestic political reasons for the Serrano government to find a political
repatriating the refugees. By allowing them solution to the civil war, the moment of op
to return, Serrano indirectly made conces- portunity will be lost. Refugees are moving
sions to the guerrilla group, Guatemalan back into areas of the Guatemalan country
National Revolutionary Unity (URNG), side where the Serrano government does
without directly confronting the not have the means to guarantee their
Guatemalan military. safety. The refugees will be living in tempo-

The Serrano govenunent has agreed to rary settlements until they can either pur
international human rights verification, the chase or regain title to their land. Without
allocation of land to the refugees upon their m~ria\ ~upport.and ;protectIon by the in
return, protection of the refugees fror1V~e)'~n1atiohal c·ornmumty,.Ithe - refugees may

OPn.."lOH
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Family emergency at heart of the UN

~
There II a cr1ala In

.
. .. the International.ystem for re.pond·

Ina to humanltarian
emerl8nd.e•. To put
It bluntly, when
famine. .trlke.,

• when conflict cre·
PERSONAL atea cata.trophe,

VIEW when refuleea nee
In larle numbers,

the Internatlonal communlty can·
not cope. .

From the lraql KurdI, to the lor·
mer YU(OI1avta, to Somalla, human·
Itarian crl.e. have provoked an
Important ~bate about the role an4
development of the United NaUolll.
Yet that debate baa covered every
area except the one moat nlevant
to human1tartan emerrene:lea - the
role of the UN'. Internal "camUy" of
teehnlcal qencleB.

AU too often, the respon.e of
these alenelea ha. been .Iow,
bureaucraUc and lacldna In c:o-ordl·
naUon. In the wont-case., they
have been fatefully nGillaent. 'I1Ie
recent hiatory of the Hom of Alrtca
provides .everal example•• When
famine hit Ethiopia In 1984, for
In.tance, then were hardly any

contln&ency food .tocka In place,
becau.e the UN alenele. had
lInored the previoUi year'. wam·
Inp of lmpend!nl.hortap.
·In 1888, when refugees from Slad

Barre'. brutal bombIna of northem
SomaUa arrived In Ethlopla, their
~nce went undJ.sc:losed by local
UN ot!lc1all. Many died belon, In
the wake of donor prouure, the UN
bepn to live l1d. Then, In 11l91. the
al&ht of the iraqi Kurdl pertah1nl
00 mountain aides, and the delay.
and mistake. that characterised
that relief operaUon, flnally moved

. the UN and Ita Dlenlber .tates to
make cautloUi reform. However,
foUowlnK the dealhs of hWldreds of
thouaanda In the Somallau lam1ne,
these meuure••tand. exposed u
woetully Inelrectlve,

lt II the UN qenc:lel' lnabWty to
dellver that II at the heart of U1e1r
faUurea, not a lack 01 re.ource••
Unicef, the chlldren's lund, baa a
f756m budiet. UNHCR, which dea1a
with refugeea, had around SMOm In
1990. UNDP, which baa a brlel of
development but which onen I1Dda
ltaell Involved In em8flllncy rellel,
had $1.4bn lut year; and the World
I'ood ProIramme (WFP) can d1apoae

of the aame amoUDl In • two-year
period.

It II th1I acale of raourc:ea, cou·
pled with U1e1r .tatua In the tnw.
national .y.tem, that makea the UN
aaencleB the pivotal element In the
reaponae to emerpnclea. Wben an
emerpncy hlta a developlnK coun·
try, the lint llne of defence II that

. country'. on akilled workerl - Ita
doctors, nunea, eI\i1Deers and pub-.

It Is the UN agencies'
, Inability to denver .
that Is at the heart of
their fallures, not a

lack of resources

llc admlnlstrators. But II the COUJ1o
try or the affected region II a1read1
poor, they may be overwhelmed.

Internatlonal non'lovemmeotal
orlanlaatlons can play a part In
".uppol1in8" them, but cannot step
In to Mve whole countries or
reIIolll from dlauter. In a tarp.'
acale emerpncy It II normal to look
to the UN qend.elfor the requlalte
1Ca1, of rel,1el luppUe., loll.tlcal

capacity aDd upertlae. Third, accountalllllty mu.tbe
The member .tatel of tha UN 'Introduced. All too oRen, Calhue8

have a rliht to uk wl¥lther ~y are covered over, while those who
are IttUna value for the 1I1OD81. voice cnUclam to try to lmprove

Save The Children, which wu thtnaa are diaclp1lned or d1scarded.
cloeely Involvlllin the emerpndet Fourth. noDe of the above mea·
cUac:uaaed above, belleves that a .ures will have an effect unless the
thoroUlblo1Dl review of the fImc· practlul performance of the agen·
Uoua of the UN techn.\cal~ cle. In emerlencle. can be
II urpnUy required. Improved and con11dence restored
..~~_theuldmanbe'=:~ed.~y' to the donors. Thl. meanl, for
...... ..... .... • example, ensurlDl that Important
were drafted, In many cases, more po.l. are filled with people of
than .a yean alO, to cover the proper competence as leaders and
needI of the cold war era. 'I1Iey managen. It also means allowing
Deed updat!nr both to Incorporate much more autonomy to the lood
Increued undentandlng of the com· and 8lperlenced .ta(f on the
plex cauaea and d)'1lllD1Cl of emer' IrDwuI.
KellCles, and to cope with an era FInally, UN member .tates mUlt
that, lor many part.a of the develop-' recognise their OWn responsibility,
Ina world, will brinl Insecurity, not only to instlpte reform. but to
lnatablllty and dwlnd11nl reaouri:ea. push It Ilona through any obsta·

Second, co-ordinatlon mUit be des, and to oversee the continuing
made paramount. The clutter of performance of the technlcal &gJ!II
overlapPInK responslbilit1el within cIeI.
the UN .y.tem mu.t be cleared

:~~~ ~h~ea-r~:d.h:c:t: ~ Nicholas Hinton
em8rlenc1ea, and the UN. enabled
to act u an e(fectlve umbrella

. for the etrona of all workers Th, alllhor iJ director, IImnal 01
Involved. Scwe /hi ChUdrm Fund
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IMF ACTIVITIES

Catndessus Outlines Global Econotnic Probletns
And Opportunities in 1993 and Beyond

Camdessus: the seeds of opportunity
h.ve lNHIn sown.

--- Jlhl l4'in.f! arc c:wcr;m from all address gillell by I.\fF AJallF a.~ill.C:. DirarM .\1ichel Camdcs.H4S at the Grallde COI!(bctlcc
___ Carlll1liql/f, Brussels. BC~\!'l/m. Oil March 4, 1993:

Before I begm Illy n.·I11.lrk~. I would like to a!'k your per
miSSIon to pay homage to one: of your enunent compatriots

who has just passed away. Baron Triflin.

first within the In~ernation.ll Monetary

Fund and subsequently throughout his

entire career. was one of the mdi\'iduals

who contributed the most to our un

derstanding of the international mone

tary system: moreover. he had a pro

found influence on the evolution of the

systt'm in the post-war period.

He was a true European. and. more

than this. he was a true "citizen of the

world." I am com'inced that the empha

sis I wish to place this evening on the

need for renewed international coopera

tion would have met with his approval.

I propose to examine with you this

evening a strategy for world growth ap

propriate now, in the early part of 1993.
Let us examine for a moment the

range of problem!'> and opportunities be
fore us: perhaps we shall be able then to
identify better the paths toward progress: namely, coopera

tion and solidarity.

Problems and opportunities: the first, it must be ac

knowledged, are more obvious than the second. The prob

lems are with us here and now, and perhaps tomorrow as

well if we fail to attend to them; the opportunities, on the

other hand, are for tomorrow, but the seeds of oppor

tunity have already been sown and we need only nurture

them to maturity. Problems? Let. us examine five major

problems, which together create a sixth, because they un

dermine confidence.

The first. obviously, is weak growth in tht' industrial

countries. It is true that in the United States thert" have been

increasingly encouraging sit-'Tl!' of a strengthened rt'(owry:

but even there. doubts persist about the sustainabihry of tl1l'

expansion and the prospect.. for J reduction in ullemploy
ment to more: tole:r.lhlt: le\'l.."k Mc.Hlwhih:. rt'l"t'"illil I' Ill'"

striking Japan and Europe. with unemployment 111 EuruI't'

continumg to increJse rapidly..!\ct"ord

ing to our projections. output in the il1

dustrial countries will grow by l' : to ~

percent in 1993. After several y~ar<,' dl~

mal perforn1anc~. growth in Eurore

will b~ barely positive: belo\\" 1 per

cent. It is hoped. of cour~e. that thert'

will be a turnaround in 19Y4. but we;>

know full well that from now on.

growth alone will create tt-w~r jobs than

it once did.

Second. the re;>cent turbulence in ~x

change markets and destabilization of

the European Monetary System (EMS).

The exchange mark~t crises of the P.lq

six months have disrupted the;> EMS.

raised doubts about pr0gTt'ss tow.lrd

monetary union in Europe. and ¢vel1
rise to broader uncertainties. In recent
weeks. t~nsjom within tht' ex\.·h.lIl~t'

rate mechanism have eased (()lhidcr

ably. but there are still large interest rate ditTaentiak indi

cating that confidence is far from fully restored.

The third object of concern is increased tensions in intt'r

national trade. The Uruguay Round remains deadlocke;>d.

and while everyone is repeatedly stressing good intentiol1'.

the only real news is of countervailing and antidumrin~

measures and voluntary export restraint agreemt'nts. At b~st

these art:' but palliatives. and in some cast's an: tantamount w
out-and-out protectionism.

Fourth, Russia and the oth~r formerly centrally plJlll1t'J

economies face problems in their transformation drort~. I JIll

happy to say that several Eastern Europ~all cOl1ntrie~ h.l\"t·

been showing early sib'Tls of succ~s!'. and that ill E.lstt'rn E \1-

March 22. 1993
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rope as a whole (excluding the fonner Soviet Union). mod

erate growth is expected in 19'J3. for the first time in tlve

years. But because they started their transition later and in

herited problems of unprecedented scope and seriousness.

most countries of the fonner Soviet Union still face

fonnidable difficulties. In RUSSIa in particular. hyperinflation

and its customary companion in anns. capital flight. are mak

in~ it particularly urgent to. adopt wide-ranging macroeco

nomic stabilization measures and structural refonns. which

are difficult to introduce in the midst of unrelenting institu

tional debate. Will Russia manage 'to do what is required.

and will the West. severely hampere'd by its own problems.

manage to provide the resources necessary to improve the

odds in favor of democracy and peace?

Fifth. the situation in the developing countries is mixed. A

number of countries have registered notable successes.

Growth in the developing world as a whole picked up last

year in spite of the slowdown in the industrial countries. and

our projections indicate that developing countries' growth in

1993, again at almost 6 percent. will exceed that of the in

dustrial countries for the fifth straight year. Howl·ver. this

overall perfonnance is attributable in large measure til the vi
brant economies of Asia and to the successes of thll't' coun

tries. in Latin America in particular. that have steadfastly pur

sued structural adjustment programs with the support of the

international community. While such successful perfor

mances have characterized roughly half of the developing

world in tenns of GDP. the other half represents what I shill

Currency Units per SDR

FEBURAAY MARCH
CurTMcy D 24 25 21 1 2 3 4 S •
o.ut.::he nwtt 2.25128 2.24051 2.2S038 2.26093 2.28966 2.28188 2.26648 2.27329 2.27451 2.28754
Frenehhnc: 7.66438 7.82147 7.85876 7.69102 7.89605 7.66071 7.6n96 7.67339 .7.7115 7.75968
Japanese Y'I" 181.578 182.368 162.32 181.967 183.1 163.098 181.743 181.312 160.748 181.52
PO\6ld -..rIng 0.963486 0.ge1705 0.964902 0.964872 0.956659 0.954267 0.950443 0.953337 0.94901 0.951051
U.S. dobr 1.38634 1.38774 1.38145 1.3761 1.37405 1.37834 1.38242 1.3811 1.381 1.37522

Argentine~ 1.38234 1.37893
AuatraI*l 00IIIlr 2.0028 1.99781 1.99085 1.97801 1.95782 1.95336 1.95533 1.95153 1.9407 1.94958
AustNn lChiIing 15.8528 15.7883 15.8176 15.9132 15.9678 15.9174 15.9421 16.0042 15.9947 16.0804
BahI1lin dinar 0.521264 0.52179 0.519425 0.517414 0.516643 0.517504 0.51979 0.519294 0.519256 0.517083
~tIlka 54.0673 54.1219 53.8788 53.8679 53.588 53.6773 53.9144 53.8829 53.859 53.8336
Belgtanhnc 46.4944 46.2673 46.282 46.5259 46.8001 46.5444 46.5564 46.8&42 46.8539 47.08
BrazIian auz.eIro 26169.3 28751. 2e9&4.8 27284.5 27812. 28017.9 28278.4 28560.9 28729.
CM8dIan doW 1.7'3944 1.75181 1.73179 1.71971 1.71888 1.7174 1.72346 1.71574 1.72286 1.70981
Co6ornbiwl~ 1146.~ 1146.83 1143.96 1139.01 1141.47 1147.01 1146.4 1146.81 1142.51
DaniIh krone 8.88811 8.82203 8.60989 8.87012 8.71fJ1i17 8.88857 8.87399 8.72855 8.72999 8.7663"

Finnish rnar1cka 8.1331 8.18907 8.18537 8.18835 8.22108 8.2023 8.19823 8.24669 825327 8.27594
GreeK Q-.::tvna 304.ese 304.054 304.789 305.859 305.823 305.584 307.233 307.238 308.760&
IncMnNPM 36.3221 36.3588 36.194 36.0538 36.0001 44.1255 43.9746 44.0295 43.7777
Indonelian n.-.. 2864.18 2885.68 2854.08 2844.4 2841.54 2848.27 2857.46 2850'.73 2854.53 2843.95
Irw'lian rial 92.3 92.3 92.3 92.3 92.3 92.3 92.3 92.3 92.3 92.3

Ir~ dinar 0.430954 0.431388 0.429434 0.427771 0.427133 0.427845 0.429735 0.429325 0.429294 0.427497
IrtItI pound 0.928125 0.82479 0.929018 0.932001 0.932508 0.928579 0.930985 0.931728 0.934814 0.940707
II.a.n Ira 2191.69 2209.07 2174.73 2187.59 2188.28 2158.53 2183.47 2160.01 2160.22 2189.27
Kor.."won 1103.94 1103.~ 1088.87 1(»4.88 1082.23 1<54.05 1096.19 1097.28 1095.69 1090.27
KuwaItI dIrw 0.423887 0.424315 ... ... 0.420803 0.421256 0.421845 0.421443 ... 0.419923
l.ibyw'I dINr 0.414286 0.414288 0.414286 0.414288 0.414288 0.414286 0.414286 0.414286 0.414288 0.414286
~rtnggIt 3.84389 3.64668 3.83114 3.82398 3.81866 3.82253 3.82374 3.6171 3.61477 3.801al......... 0.524384 0.528838 0.528487 0.528173 0.527131 0.526156 0.528085 0.526637
.....NPM 88.4872 89.5874 88.2521 ee.0114 88.963e 89.0785 ee.3837 89.3174 89.3124 890223
NIiIheMndI~ 2.54282 2.52783 2.53852 2.54889 2.55051 2.53907 2.5449 2.54233 2.S5402 2.5729
~ ZMI8nd doII8r 2.85277 2.84432 2.62715 2.61973 2.80819 2.6202 2.81622 2.60222 2.61002
Norwegian krone 8.82e05 8.S8275 9.58003 9.83683 9.86713 9.81305 9.61542 9.87046 9.86079 9.8953
Omani ri8l 0.533048 0.533586 0.531168 0.52911 0.528322 0.529203 0.53154 0.531033 0.530995 0.528772
P8ldItIn rupee 36.4125 36.51a3 38.3638 36.213 36.1591 36.2883 36.5179 36.463 36.4804 36.3277
POttugUe8e eecudo ... 208.947 208.875 207.864 207.901 207.575 207.652 209.039 210.01 210.035
Qatar rtyIll 5.04e28 5.05137 5.02848 5.009 5'()o154 5.00988 5.03201 5.0272 5.02884 5.0058
SaudI Ar.-n rtyaI 5.19184 5.19708 5.17353 5.15349 5.14582 5.15438 5.17718 5.17222 5.17185 5.1502
Slng8pore dc*r 2.27471 2.27859. 2.28655 2.26382 2.28237 2.2838 2.28924 2.2697 2.28987 . 2.26581
South African rand 4.33301 4.34154 4.32877 4.32371 4.33307 4.33818 4.3587 4.3822 4.37156 4.38214
Spaniah peeela 183.325 183.228 162.196 182.724 162.55 181.981 162.6 182.5 163.068 162.771
Sr1 L.wQ rupee 84.4648 84.8687 84.4448 84.2839 84.23e8 84.3439 84.8281 84.8355 84.5618 60& 4291
Swedieh krona 10.8079 10.7331 10.8232 10.7074 10.7499 10.8123 10.8433 10.8365 10.5881 10.5844
Swiuhnc 2.07258 2.08815 2.08518 2.09635 2.10288 2.09623 2.09755 2.10549 2.10948 2.11674
Thai baht 35.1853 35.2347 35.1185 34.9942 34.9971 35.0418 36.1411 35.0799 35.0836
Tmtct.d Md Tobego doII8r 5.~ 5.81284 5.88584 5.86305 5.85431 5.1&407 5.88&87 5.88435 5.88392 5.8593
U.A.E. dirham 5.1&25 5.0SM38 5.0713 5.05186 5.04414 5.05254 5.07486 5.07002 5.06D65 5.04843
Venezuelan bolivar ... 114.211 113.831 113.587 113.634 113.882 114.803 114.831 114.781 114.556

NaIM: 1. The YIlM 01 U.S. dclk in '-TnI 01 the SDA it Iht~ 0I1ht un 0I1ht daIIar V81uee. beNd on mMlM exchInge r8lM. 01 specItIed quantIUeI of Iht tIr1t 1M~
Ihown. The exenang. ..... UMd far \his pufJlOM .... noon ..... in \he London fore91 exctlange market. wtWIlhe London rnattlet ia doMd. noon ..... in \he New Vor1l: mar1tet ant UNd.
Fnanklurt Ibdng ,... are UNd when \he New Vor1l: rnMc« it doMd. 2. The value In IMma of the SDR of 8lICh of the OCher currenclu shown abov. la demoted from Itl8t cunwnc:y'l
r~ ud'llnge raw egainIt \he U.S. doII8r ..~ by \he iaauing eentrel bank lind \he SDA v8Iue of the U.S. doIar. except for \he Iranian NIl and the Ubylwl dinar. \he vu.
of wtlic:h .. oftIciaIIy .xpteIMd d1redly int~ of \he domMtic: currency units per SOA. Om: IMF Tr.-urw'.~
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There has been an increasin{'
understandinf.· ... that the time, fc
fiscal irresponsitili(...· has psssc,-'

call the continent of woe. where too many countries. partic

ularly in Atiica. remain in critical shape. rooted in poverty.

and beset by the consequences of poor economic pohcies.

These are five immense problems. so it should come as no

surprise that their combined effect has. in most parts of the

world. led to a deep crisis of confidence that is sometimes

compounded by a crisis in respect of the credibility of our

institutiom and our strategies. This. then. is the dark side of

the picture. which we know too well.

And the opportunities? Well. if we can turn away fron)

the litanv of our misfortunes. and lift our eves to the outlook

for the ~ledium term. the contrast is striki~g. Whilt I \~'ould
not be so bold as to say straightaway that the opP9rtunitie'i

will win out over the risks. five factors can be identified that

point to recovery.
1. First. and of course

there is room for debate

on this score. there has

been an increasing under

standing on the part of

our leaders that the time

for fiscal irresponsibility

has passed. and also that if

we really want growth and job creation. we ha\"e to get back

to the drawing board to work out a number of structural re

forms in respect of sa\'ing and the labor market that in the

past have been mOle or less taboo. While this emerging

awareness is an opportunity that has grown out ofcrisis. it is

an opportunity not to be missed.

2. In support of strategies to put government finance back

on a sound fooring. the opportunities to reduce military

spending. and to reduce it everywhere. should make it possi

ble for sound budgetary practices to be restored 'W;thout.

among other things. a negative impact on social priorities. but

instead in a manner consisten; with correcting the other deficit
that was characteristic of th~ 198Us in many countries. the so

cial deficit and the inadequacy of investment in human re

sources. (Obviously. I a~ not overlooking the fact that. in the

short term. reducing the size of the military-industrial complex

always starts with significant budgetary costs of conversion.)

3. I have mentioned the perils in the area of world trade.

but let m not forget the promises held out by the Uruguay

Round. The experience of the postwar boom years remindc;

us that every phase of world trade liberalization has brought

with it gains in producti\·ity. growth. and employment

throughout the world. and particularly in countries that arc

. extensively involved in international trade.

4. And why would we Europeans forget that the single

market. strengthened by economic and monetary union.

holds out another set of promises. which I would hope can

be repeated in the regional integration etTortc; now undl'!

way in other parts of the world.

5. And. finally. there are what I will call the growth op

portunities arising from the practi(e II( .'ll/ldJrit}'. in t\\'O areJ';:

• first. in the developing world: tltl' end of the deht cric;i ....

which has resulted from debt-rl"liuction operation... and

courageous stabilization and reform programs. is of comida

able signiticance. Thanks to these operatlom and prO~'Tam"

and to the wisdom aild courage of the leaderc; who haY\.'

backed them. half the developing world is registering satic;f.1C

tory growth and is already serving as an engine of ~'TO\\·th for

neighbors. a process that will strengthen O\'er tillle:

• second. there is the great potential for medium- and lon~-

tenn growth in the countries of Eastern Europe and the fonner

Sm'let Union. provided \\l'
are ablt, to heir them in[t'

gratt" successfuLJy into the

world economy. The stake,

involved here. stJrtin~ in

the unified Gernlany. an'

extraordinarily high. and ~(1

well beyond eCOl1onuc

growth alone. Should not

this prospect alone help lift the gloorllY spirits of our cqntinent.

despite the unavoidabl~ difficulties of transition that thel\t'

countries. and we oursehoes. face?

Thus. there are fiw opportunitles~ \l/hJt ('an be done. the-n.

to O\'ercome our problems and seize these opportunities?

With regard to (()('l'cratiL1IJ ill a tl'rrldll'idc l'frspcail'c, I Sh.1J)

indicate only two major areas of arplication:

• the multilateral trade negotiations of the Uruguay RounJ:

• a G-7 [Group of 7] initiative for sustainable grO\~·th.

From the standpoint of the world economy a, J wholt"--

and particularly. whether this is recognized or not. for Europe.

the world's largest trading partner-the number one lmrerJ

tive today IS the successful cOinpletion of the Uru!--~\I;lY Rl'lIllli
without further delay. It is here. in the area of 1ll1lItJl.ltl'r.ll

trade negotiations. that I see the most urgent need tor deCISI\'l'

international cooperation efforts. Governments cannot allo\\'

themselves either to miss this opportunity or to c.ede to thl'

protectionist pressures which. as always. arise from weak

growth or trade imbalances. Certainly no country. no interest

group. can get everything it wants. But we haw to look bt'

yond individual interests and see what the world as a whole

stands to gain. or to lose in the evellt of a failure. hnpro\'c

ment in the economic climatc:--reduced uncertain~'. greater

confidence. and clear signals for II1vestors. producers. and

traders---depends on the successful conclusion of these negoti

ations. Whil~ one can always view such aggregam'e stlldil· ...

with skepticism. one study by the OECD /OrganizJtion fl)r
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The number one imperative
is the successful completion

of the Uruguay Round.

Economic Cooperation and Development] estimates the po

tential gain in world ~conomic activity and efficiency at close

to 1 percenuge point of GDP. One can quibble about this

figure, and conunentators have hardly refrained from doin~ so.

but that there would be a significant positive effect is undeni

able. Vital issues are at stake, including opponunities for struc

tural refonn in the developin~ countries and the economies in

transition. Finally. let us think of the cost in tenm of confi

dence. and delayed economic stimulation. of the hairsplitting

and other fonus of foot-dragging that have sometimes held up

- or paralyzed these negotiations. If the negotiations were to fail,

there would be an a\'alanche of trade disputes, repnsals, and

counterreprisals. and the

inexorable re'turn to pro-

tectionism. No one wants

to contemplate this possi

bility, and all are bracing

themselves instead for a

last hard push. One phrase

we often hear is "better

no agreement than a bad

agreement"; now. however. we should instead say "better 'an

early agreement than a perfect agreement." If there is no

agreement in die offing. I must confess that I fail to see what

possible credibility there would be to any agreement among

the major industrial countries on the concened revitalization

of the world economy .. Any "grand design" for the world we

live in requires a successful Uruguay Round.

Cooperation for the resumption of lasting growth. and

hence growth with stability. at the initiative of the G-7. This

is, of course. the topic of the day. Let us note that the idea

of such an initiative is singular in three respects. First. its key

components are quite well known. even though they han'

yet to be debated explicitly. Commentators rattle them off

every morning. These necessary elements of cooperation
have the remarkable characteristic of being essential both for

ensuring steady growth in the medium term and for facilitat

ing the reversal of the economic cycle in the short term.

There are five such elements.

1. In Europe, shon- and medium-term interest rates. the

major obstacle to growth. must come down. We all know of

Germany's crucial role here. Monetary conditions in Germany

have been eased somewhat in recent months, and I consider

this to be fully justified by the waning of domestic inflationary

pressures. Although price increases in Germany have remained

large, the pronounced slowdown in activity, early indications

of a sharp decline in monetary growth, and favorable develop

ments on the wage front-most notably the 3 percent public

sector pay deal-should soon be reflected in a moderation of

inflation. There should therefore be scope for a further signif-

icant reduction in interest rates in the near future. Apart from

being appropriate to Gernlany's domestic requirements. thi,

should contribute to a funher easing of tensiom within the

EMS and to an easing of monetary policies throughout the

continent. where. as in most other mdustrial countnes, I

might add. inflation has now been brought down to histori

cally low levels, 'We shall have to learn to keep it there.

But we should aim for more than a slow and limited re

duction in interest rates in Germany. Late last year. I VOICed

my desire for a decline in real interest rates on the order of

2 percentage points. For this to be possible there is a net'd

for more effective fiscal consolidation in Genllany. Pro~'Tes,

m this regard. together

with the other element' in

the proposed solidJrJ ry

pact. would both con-·

tribute to the lo\\'erin~ of

interest rate~ and impwn'

medi ulll-tenll growth

prospects. Elsewhere in Eu-

rope. lower interest r,Hl"

call for stronger fiscal policies in countries where excessi\'ely

large public sector deficits have been allowed to develop_ and

for other policies specifically directed at boostin~ saving and

investment. Let me mention in. particular tht" major chJlleJ)~l'

of deficit reduction being faced by the Italian GO\·emmem. .1'

well as the need to cut back the lar~e budget ddil"it that h,l~

recently emerged in the United K.ingdoill. For the~e and Other

member countries of the EMS. fiscal consolidation 1~ ot cour~t'

part of the convergence of economic policies and perfOnll.1IKt'

that is essential if credibility is to be restored to the system. and

which is required by tht" Maastricht Treaty.

2. I tum now to the second component ot a concerted re

covery strategy. In the countries to which I ha\"e just referred.

and everywhere else that public sector deficits ha\"e been al
lowed to develop--deficits which, owing to the impact on

. long-term interest rates and the costs of refinancin~ the public

debt. absorb too much saving and stifle growth-it is neces~ary

without delay. and without being haunted by the t~Jr or

shOrt-ternl contractionary effects. to convince the markets ot

governments' resolve to attack the problem by takin~ vi~l)r

OUSt immediate measures. In this regard there is an ob"iolh

and striking contrast bern'een the United States and Eurol't'.

The United States has the good fonune to be able to emb.lrk

on its fiscal c6nsolidati~n effort during a period ot cyclical re

covel)'" while the European countries art" obli~t'd to sho\\"

their resolve at a time when the cycle is less in their tJ\'l)r.

Nevertheless. they cannot delay initiating the correction. For

the United States. the program has been announced, Since tht'

U.S. administration has been urged for so long to come W
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tical impact. these measures can have considerable confidence

raising effects. I am well aware that many taboos are involved

here, but were not tax hikes a taboo in the United States? Is

_ it not one of the objectives of international cooperation to

help each country abandon its own sacred cows while other

countrit's. with a common purpose, do the same?

5. FinaIJy, here in Europe: strengthen the EMS. Speaking

here in Brussels, I think I can be brief The ~uropeanJ

Community recently took an important growth initiative in

Edinburgh. but it must also strengthen the EMS. The

September crisis was serious. and it taught us a lot. First. that

there is still a lot of ground to be covered between the first

and the third stages of Economic

and Monetary Union and-a use

ful reminder-that exchangt' rate~

cannot be fixt'd without a

strengthening of the convergence

process. Second, it showed us that

in globalized markets. where

more than a trillion dollars are

traded every day. four nornlS of

economic and financial good

conduct are vitally important:

• strict macroeconomic POIJCIt'S

that support exchange rate parities:

• the overall strengthenin~ of

structural policy efforts aimed at

greater flexibility. for if unemploy

ment rates cannot be made to con

verge at lower levels. econonl1C

union \...iU always be vulnerable;

• close coordination among

monetary authorities; and

• last. timely exchange rate re

alignments that. are carried out

quietly and smoothly. to the ex

tent possible, when parities have

become too far out of line with the fundamentals.

After this list of essential measures. which are hardly sur

prising. let us note tht' other two key features of any pro

posed growth initiative today:

• One is that. we know that in any event, the measures I

have just indicated will be taken sooner or later because the

need for them is clear. However. we have everything to lose

by taking them too late and as isolated, disorganized initiati\·es.

• These measures, which are obligatory and which will be

tak~n. must all be implemented without delay in an intense.

concerted effort. It is striking how different the impact of fast

and highly coordinated action can be in tenns of its re~ults

and its effects on confidence.

March 22, 1~93

grips \\-;th the fact. that the only solution to its most urgent

problem-the lack of saving and investment-Is to reduce its

fiscal deficit and, to the extent necessary, to rai~e taxes. it

would be inappropriate to mince worde; now. The economic

program presented by President Clinton represents a consider

able effort in this direction. Additional measures will be

needed in due course in order to bring about the true fiscal

consolidation that is required in the medium tenn. But by ad

dressing its problems head on. the United States is making an

inunediateand not insignificant contribution to a global re

covery strategy.

3. In japan, as in the United Statt's. short-ternl interest

rates have been reduced to histori-

cally low levels to support de

mand. But in contrast with the

United States, growth in japan has

recently weakened more than ex

pected, and thert' are. no signs of

an upturn. Also in contrast with

the United States. and indeed most

other industrial countrit's. japan's

successful fiscal consolidation in

the period of expansion in the late

1980s has put it in a position to be

able to take stimulative fiscal mea

sures. Indeed. a major fiscal pack

age was introduced last August.

and some of the stimulus from it is

stiU in the pipeline, owing to de

lays in implementation. In these

circumstances, it is clear that the

japanese contribution to a joint

initiative must consist in urgently

examining additional fiscal mea

sures that would enable the Gov

emme,nt to tackle persistent signs

of weakness without delay. Let mt'

add that current plans to recycle a portion of japan's balance

of payments surpluses to the developing countries. particu

larly the poorest African and Asian countries, should be espe

cially encouraged.

4. Fiscal consolidation, lower interest rates, and stronger

growth are not sufficient to create the conditions needed for

a substantial and lasting reduction in unemployment. partic

ularlyin Europe. All 5lruCtllral n:~jdjt;e5. which so seriously

weaken the potential of growth to create jobs. must be mort'

vigorously tackled. Bold steps must be taken to initiate far

reaching reforms, to make labor markets more flexible. and

to eliminate the large number of regulatory obstaclt's to frt't'

enterprise. Though they might not have any immediate prac-
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T il,' clllllmucd ,Iuggishncss of economic activity
In Ihc mdu\lrlal world has glv~n rise 10 concerns

Ih.lt thc medlUm·t~rm strategy pursued \ince the
c.ul\ I'/Sll' I'i nut living up Illih promIses and that a
dllkr,'nl .Ipproach IS warranted. As pOinted out In
/,"'1 ,,,ue' <II thl: World Econo""r OUI/ook. how·
.:\ cr. ,t IS lI1appropriate to conclude that th~ strategy
IM,lalled The prol"llem. rather. IS that key aspects of
Ihe '1r,lle~~ ha\'e not b~en Implemented. In the fiscal
MC", the: nllss~d opportunity to consolidate budget·
aI\ PIl'lllllOS 10 Norah America and many European
c,luntflcs dUring th~ long expansion of the 19KI)S
,t,101h \lut a.. a particularly striking policy failure.
I""l!rc" In the \tructural area has also been far from
.lde4uate, ThiS IS especially evident 10 Europ~.
\\ hcrr CllntlOu~d high levels of unemployment point
1\1 the url!ent need tllr labor market reforms. For
1lI,IIIy cou'ntries there remams a need to change the
'tructurc III IncclIlI\es le~peClally tall preferences)
lh.11 ma\' Jiscoura~e savlOg and encourage excessive
IlIdd"leJnc,' by th~ privat~ s~ctor. There has been
L..orrc,n:h,nl! hherahlallun of linanclal markets, but
l.ulur.: tll :lJlust macroeconomic poliCIes and the
1.1'1-. III "Jc4Uitle pruJenllal oversight contributed to'
,1,,,,1 pm:e 11111;111011 anJ th~ sul"lsequcnl. unaVOidable
p'"l'l'" '" I"lalance sheet ad,ustmenl. Fmally. there:
h,I'" hcen Imp\lrtant \ctb,u:ks in the area of trade.
m,lIn" III the fllrm of qUitnlltallve restrlCllons ami
III h, r IIl1nt.lII11 \h..hHllons The unfinrshed ,lgend,l 1I1 •
III,' 1'/,'\1 " remall1' a valuable gUlJe for tackling both
"'kill', pml'lleln\ and the challenges facing indlviJ·
1I.11 ,,'unllI1"

SY"Ircmic "'''Iues

\1I1(e 1111/0. In adJitl(ln to the advcrse con·
"''1ueIKC\ that large structural budget delicits have
h.IJ lor linanc"ll conditions and confiJence. the
IndU'"lill c\luntru:s have heen affected by two major
,'llln,lmn; forces that have led to protracted sluggish·
Ill'" III actl\'lIy 10 most countries anJ have contrib·
uk" .11 Ihe recent turl'lulence In foreign ellchange
1lI,1I1-.,'!- I he 111\1 and Illll~t Important IS the alllust·
lI1enl' Illadc nc(t'\ ..ary by Increases in private sector
II1dd"lcllnc\\ III \Ollle: countries during the 19H1ls and
b\ thc cr"'"1I) 'If h.llance sheets stemming from the
,',lrInll\ln \IllOflatt·J ;I\\et prices, Thl' second is the
1l'1l'1l11l' r;lI1\cll 11\ JI\ergences In pohcles anJ per·

formances across Europe. which hav.: I'lcen 1·\.II:CI
hated by the Iiscal ellpanslon thill accllmp.lIl1l:\l (,~'r,

man UOllicatlon. The: policy measure' Ihat h.l\C heen
'adopted to deal with the resultlOg d.lliwltlc' h;I\I'
had some. alheit limited. success "In conl.lInm\!
adverse domestic repercussion, The lack III 1""I1JI
nallon of the appropnale policy re:spons~\, h(,\\ 1'1 el,
has resulted 10 a senous mismatch III Ill.Klll'
economIC policies across countnes. elopcCI;,lh In
Europe.

It is dIfficult 10 judge how much adjustmcnt ., '11/1
reqUIred to reduce private sector indd"ledncs, III
sustainable levels and to overcome the: ,l\soClatcll
finanCial sector problems, IMF-and most OIh.'r
analysts have so far underestlmaled the eXle", (,I
this problem. and the risk remains thai c\en Ihl.'
revised growlh projections for the countn~, Ill,,, I
affecteJ may prove llpllmisllc. Moreover. 10 Ih,"e
countnes where the I"lalance sheet adjuslm"nl proh.
lems have been less acute. Ihere are IOCrCa'ln\! 'I\!nl
of economic weakness: in parllcular. there aie /l'.,,,
signs of a significant slowdown of gro.... th In (ie,·
many Only North America seems pOised fm rCUl\ .
ery. even though economic slack Ihere mOi\ I'll'
ah,orl"lcJ only, slowly,

Thc weak short·term prospects lor rna", InJU\'
trial countries raise the quesllon 01 .... hlch llle;"urc'
if any. might be taken to strengthen ewnllmu: p,'r·
formance, Very few countrle:s haSt: room ", Plll\ Ilk

discretIOnary liscal slImulus. The perslstenrc (.1 rd.l·
tively large: structural budget defICit, 10 Norlh A 1111.' 1 '

ica and in Europe nlliitate\ strongl~ "!!'II 11 'I

expansIOnary Iiscal action because of the dan!!1:r Ih.\I
thIS would put additional pressure on IlInl!·lcrlll
IIltere\1 rales. destal"l,llle Iinanclal marl.. cl~, .111.1
exacerbate medlUm·term budgetar~ aJlu'lmelll JII'
ficulties, Higher interest rates would cllmphcatc Ih~'

private sector's adjustment efforts and lurther nnllc
confidence. Rather than short·term Iiscal ,"mulu,
there is an urgent need In many countrres to rl'Jurc
uncertainty through the adoption of credible huJl!t:I·
consoliJation programs to eliminate un\u,t;lIn,;l'lk
strurtural defiCits over the medium tcrm

In contrast to Ihe constraints facing f1\cal p\llIn,
there appears to be a stronger case for further rcJu"
tlOns In official interest rates in milny III Ihe IIlJu'
trial cllu/ltries-paralcularlv 10 Europe. \, ha,' Ih,'
tightness 01 monel<lry conditions IS LIn IInp", 1.1111



SystemIC ISSLl8S III POLICY CONSIDERATIONS

I'-II.III1II1~ 1IIIIu':IK':~ In iluultion 10 facllitilling the
.1,IIU-IIIl.:1I1 plllce~s 10 the pnvate sector hy casing
':.1-11 Ih." fHIlblems as~oclated with large debt bur·
d~·lh..1 l:lIlmhnated reduction of interest rates in
':IIunln.:, \\ here thiS is warranted would undoubt·
I.'JI\ hdp to mengthellconlidence hy demonstrating
Ihl.' ~"'lltmued commitment to international policy
,.It'p.:rilllun. A 10lAtenng of official interest rates
""uIJ hil\'l: th..: added advantage over fiscal mea·
-lIIe- of hClIlg more easily reversible as activity
f,,:,'\':I' M if ml1ationary pressures threaten to
1~··l.'lIll·lce.

III \I~\\ uf thc reduction of short·term interest
1.111." .Ihill hilS already occurred in some countries
.'11.1 Ih.: concerns ahout inllation in Germany. it is
lIupon.lllt 10 tlt:termine whether a further easing of
1\l111l~'I,II~ condillons would he compatible with the
~1 •• t1 ..I ,ustam..:d numnflationary growth underlying
lilt: IIIt:Jlum·term strategy. A relatively easy stance
,'I 1111 In.:lary policy under current circumstances of
,Iu~!!"h ~rowth and receding inflationary pressures
.11K" appear 10 he fully consistent with the medium·
kllll IIh)..:etl\ e 01 pnce stability. Interest rates have
.IIr..:",1\ heen reduced significantly in the United
St.lt..:~ ,lOd Japan. but there is no evidence to suggest
Ih.11 thIS has given rise to increasing inflationary
ple",~ules (sce the Annex). In Germany, ahhough
current inllation IS still tOO high. the restrictive
-I.,IIC": III monetary policy that has been pursued for
,,'me Illne is clearly beginning to show its effective·
n..:" Thu~. together with the impact of the recent
.IPIHC',itlIOn of the deutsche mark within the ERM•.
Ih,' \\e"kenmg of the economy that is now under
\\,,~ eiln he expected 10 result in a significant easing
III co,1 pressures and inflation during 1993. In the
(1I1\~'J KIOt.:dum. the recent reductions in interest
folk' h."1.' ;mprovcd the outlook for growth some
\\ h.ll. hUI the high level of indebtedness remains a
11.'-1I,1I1111l!!- IOflucnce. and the large margin of slack
,houlJ cillltinue to contribute to a further reduction
"I ulIJcrlylOg IOllallon. For most other European
~·ounlrl,,·~. th..:re IS nu doubt that monetary coradi·
tlll(h .11": ..:xtrcmdy IIghl at present. in view of the
,1II1.:nt "nd projecled weakness of aCllvity and the
J':I·lln.: 10 IOllatiun Nevertheless. to safeguard the
':"INJa"hle decline 10 inflation during the past
dcc.ll.k .lIId hi ensure further progress whe~e prices
.tI.: ,till rising 100 rapidly. the scope for lower inter·
.:,1 rate... 111 milOY countries depends on efforts to
ICJUC,,' .:xcesslve liscal deficits. Moreover. it will be
,,,.:nllal tu remam vigilant for any indications that
IlIlbtll.nillY pressures may again be building.

In Ih..: EC. in addition to any policy changes that
1Il.IY oc appropriate In light of the current economic
JIIII~UItI":S. the EMS will need to be strengthened to
I~JUC': til..: rISk of a recurrence of the recent ten·
'IOn.... There I~ also a need tor a cooperative effort to
rC-":'lilhll~h conditions Ihat will permit the return of

thc pound slcrllng and the 11101 10 Ih..: I'I{\\ '1 til
exchallge rate adjustmcnts Ihal "llil pi ill": In lllll·
nection with Ihe Septemh..:, and NO~":l\Ih":l 1.'11'':'
have reduced tensions for now. hut thc unJ ...." III\!
problems arc far fHlm hell1g Iullv r..:solv..:J. :\ l..".~
objective IS to ensure greater pHlgre~~ "l\\ ard ":':0

nomic convcrgence. Despite Suhstilntlill plogre.".
however.il is unlikely that convergen.:e "III hc
achieved immediately for all EC memh..:r countll":S.
and currencies may therefore ..gam hecoll\~' 1111'
aligned. This suggests that il Illil\' he nec..:~,ar\ III

. undertake small adjustmellls 01 palllles on il lIfll":"
basis to ,Ivoid the huildup of the preo;~urc, ,..:.:n
recently.

More fundamentally. It IS ImpOrl,lIlt lor E(' Ill.: Ill·
bers to consider adaptations of the EMS to Chilll~llI!!

circumstances and to prepare for the transition to "
single currency. The recent expellence I);I~ d":I11I,n
strated the crUCial imporlance. lor exehang..: ral..: ,til'
bility. of close coordination of fiscal and monelar~

policies. and of convergence in economic PCrllH
mance. In current circumstances. effeclI\'e COMUlllil'
tion of monetary policy III estahhsh mon.:l <II \

condilions that are appropriate for most II not all "I
the participating countries would. 01 course. r":4ulr,·
greater reliance on fiscal consolidation III wnll,,1
inflationary pressures in Germany. in aCl:Urdalle~'

with the successful experience of other ERM ClIun·
tries that have already aChieved a high de~rel' III
inflation convergence. In addition III a strcnglh":lllll!!
of policy coordinalion. there IS also a ne<:d to rc·
inforce mechanisms to defend the ERM whcn Ih.:
fundamentals do not warrant panly chan!!c~--Ill'

example. through greater usc 01 parlially S\mm":lIll.
nonsterilized intervention. such as wao; appllcd 11\
the Bundeshanl.: and the Uanlju,,: de Franc..: II. l,.III

bat the recent speculal/on agamst the Frellch lr .. nL
To promote greater monetary couperatlOn. II "ould
be useful to complement natIOnal indicators 01 n1ll1l·
etary conditions and inllalionary pressurc~ \\ Ith
ERM·wide indicators in order to cllsure thai (·ur·
rency substitution effects are correctly IOtcIIH..:h:d
and that monetary conditions .He compatlhl.: "Ith
sustained nomnflatlonary growth 111, the ar,'" .I~ .1

whole.
Greater dforls arc also reljulred in Ihc ,tfUI.'IUI.t1

area to Increase the henclits hum ":I:OnIlIllIL .lfld
monetary II1tegrallon in Europe and til p'"IIIIIh:
adjustment wilhout parity chilOges. 10 pr,,:pilf,.llllll
for the IIltroducllon 01 a single currelll·~. "hll:h
would eliminate the exchange rale i1~ a polll:\ In~tru

menl. The complclion of the "single rnark..:I" PIli'
gram of structural reforms COnslltutes a major slCP
in this direction. Progress in enhanclOg the lIl:xlhlllt~

of European labor markels has heen disilppomllng.
however. and struc'lural unemployment remillllS i1t
record levels throughout Europe. A failure to tilek!.:
Europe's lahor market prohlems would suhstanililll~'

..:r"J..: th..: henclits of economic and mone:tary union
I E....1l.!); It "'ould also mcrease the need for govern·
lIIelll ~uh~ldles and transfers 10 economiCillly weaker
rcglon~. which could jeopardize fiscal consolidation
dltlI\S ~I

Alllong. the many risks in Ihe outlook. the recent
"'Cillallon of trade tensions between the United
SI.lles and Ihe EC is a sobering reminder ollhe fra·
~lIlty lit th..: glohal economy. What is at stake IS not
11111\ Ill..: success of the Uruguay Round of multi·
lalcr.1I trade ncgoliations-the failure of which
woulJ 111 Itsell he a serious sethack-hut the cooper·
all\..: Ir;lding ..:nvironmenl Ihat has underpmned
"wlJ growlh over Ihe past forty years. It is clear
Ihill appreciation of Ihe possible consequences of a
':Ilnlractllln of Irade helped to forge the compro·
nus..:s reached in late November. Ahhough only a
'l11all share 01 trade would have been directly
.lllccted. the threal of a spiral of relaliatlon and
cllunterretallallon would have: incre:ased tensions
"orIJwide. therehy harming business confidence and
unJermmmg prospects for growth. With some prog
ress m thc resolution of the difficulties between the
world's major trading partners, decisive further
dlorts are now needed to complete the global pack.
ag.: and bring the Uruguay Round to a successful
I.'oncluslon.

Policy RCljuircmcnts in Individual
Counlrics

III Ih.: VI/I/ed SIllIes. notwithstanding a pickup in
~rll\\ Ih 10 ahout ]'/~ percent (annual rate) in the
lhlrl! 4uillier 01 IYY2 and other positive signs. includ·
ing Improved husmess and consumer conlidence:. the
pusslhility of a relatively hesitant recovery remains.
In particular. it is not yet clear thai Ihe process of
halance sheet adjustment has come to an end. and
export growth seems likely to slow as a resuh of the
weakness 01 activity in other industrial countries.
The substantial easing of monetary conditions that

'ITh~ h.~h ral~s 01 slruclural unemploymenl n"w pre.'alhng in
ilia II , EUrlll'ean Cllunlrie, can be,1 be ..ddrc,,,,,d by mea,ure, Ihal
oner~J,e Inecnll\C, 10 hnd and keep employmenl and Ihal pm
mllic b~lIcr malch,ng belween worker, and jobs. Reducing mlRl'
mum " ..ge\ (especially lor young. inexperaenced workers).
',".cron~ hlln,' co,ts 01 hiring lind relalmng workcrs. and hmlling
Ih,' gcneru\lly and duralion 01 unemptoymenl benefits would
<n~uurall" Ih" uncmployed lO.eck work. and firms 10 hire Ihem
ACII\c labor markel pollcie, Ihal promole Irainin~ and panlClpa·
I",n IR Ihe job markc:l would increase opponunilie, for employ'
rn~nl In ,,,mc counme,. Ihe SlruClure of colleclive bargaining
111.1\ ha'·c lu be modIfied 10 raise Ihe responsiveneu 01 wages 10
1\I.ILllI~C.lIIl1m,e e.lndllions. panicularly whcre 1R,lilullunal
.. rri"l,,~mellis ha'·e elCesslvcly timiled Ihe markel innuencc ul
lIul",i~r,. The n",xl I5\U': of Ihe WorM EI'OI\O,n/c 0",/",,4 will
J,,,:u,, on more dclaillhe imponance of tabor market policie, lor
Ih,,- 'Ul\:C" 01 EMU

has. taken p\il(e should ensull: mudclat.: ~IO" Ih III

abuut 3 percent in IIJY3. hut the p;l(e i1t \\ht-Ii ,.,,,.
nomic slack IS likely to he ahsllrhed 111;1\ -lill hI'
unsatlslactory. The new admmistratlOn t.,l;II1~ 0111"
In January could therefore he under Stroll~ pi ~·""1.
to stimulate economic activil}

The room 10 maneuver is ,,:xlremcl\" 11I\l1\~,-t. hi 1\' .

ever. In view uf the large lisc..1 imbai..n.:..: .1Il.! 11I~h
level of real long·term interest rates. ..:arl~ ill.'llIIn III
ensure suhstantial budgetary consolidation Ill"" Ilk
medium t.:rm IS an ovcrndmg pnunl~ :\.:1 "lib!.
medium·term dclicit·rcductllln pro~I.11\I ".,uIJ
strengthen conlidence and eilse pr..:ssur.:, 1111 I,.n~·

term mlerest rates. evcn in the ncar t..:rm ..IIIJ ""ul.l
substantially enhance medium-term !!ro" Iii pl' ,,
pects.!! Fiscal stimulus could provide ~holl'krl\l

support for aggregate demand. hut it mi~hl .&1_,.
jeopardize the achievement of medium·t..:rOl hUl.l!!d·
ary objectives. Indeed. to Ihe extent th;11 .1 11-,.&1
expansion might push up long·term IOla.:,1 I.tl~·

and increase uncertainty ahout future policlc,. Ih..:r.:
is a conSiderable risk that it would h..: ':1)Ullkl
productive. Because of this danger. admcitte., 01 Ii,·
cal stimulus emphasize that any shorl·term IIseili
stimulus should be accompanied by le!!-Isliltion til
ensure a rapid return to a path of medium·l.:rrll ellll
solidation as economic activity picks up. SlIIu'
repeatcd allempts during the past seve:r;t1 \ ....11' I"
legislate deficit control have tailed. h",'':\ ,,·r. Ih~
credihility of any new consolidation plan Will l>~' Lhl·
ficuh 10 establish. especially if the lar~c ,trueIUI.1I
budget delicit is allowed to widen further 10 th~' 11t:,11
term. .,

For U.S. monetary policy. it CaUll(\u~ ..llllIll.!'
IOward further reduction 10 o(Jjcialll1ter~·~I. 1;11.:_ h,l
heen appropriate hecause of Ihe suhst,lOtlill 1111 '11':

lary stimulus alrcildy in the pipeline and h':l:.lu,,,, .,1
the risk of adve:rse eHects on exchanlt": 1\1,111.,'1
Recenl data suggest that Ihe: decline: I~ ,hon-l..:rm
interest rates is beglOning to contrihuk' hI 1111'1,

robust growth. If the recovery proves SIIllIl;!CI Ih;1I1
currently expected. appropriate adjustmenh 01 mOil·

:!In Ii) Arln.:k IV c:on\ullatu,)n, \"\llh the t "~ .IUllldlllh.:' ill...

IMF ha, IIlllCd Ihal lIIeallll\[l.lul IISt:al adju,III1':'" ",II """1\.
...\:lIon on a hroad fronl and hi'~ lormul"h:d .1 '~I 1..)1 1I1'Ih)Il'" I"
illuSirale Ihc range lind Iyl'" III measurcs Ihal ,,"uIJ 1>.: "."1""'"
The growlh In mandalory eAp",mhlures h.1S lJ,:,," p.III,,"I.III'
rapid. e,pc:cially oUllllys on Medicare and Med•.:aIJ. 'U~~,·,",,,"

Ihe n",cd lor lundllmenlal rdllrlll 01 Ih~ ~\~Iem III h,·.IIlIl·.:.II'
linallclng. ·tn addilion. a lunh.:r compres~llIn "I J'''''I'''iI ... '
expc:ndilures In Ihe arCll' or delcn..: IIUlla)·, anJ ,uth,J"• .:.'Ul~

alw t:unlnbulc S1gmlicamly 10 dc:liclI redu""11\ 01'11"'" .. ;, '''', .
nue cnhancemenl include an enern lax (lur .:.amllk .• c.I""""
IU). Lhe inlroduclion ul .. Icderal con,umpll"" la. ,'u,1l .1' .1

valu':'add",d IU).lhc ehminalilln "lla. deducllll"lI\ .'1 "'''''C.le.
IRh:r':~1 p..ymellh. and Ihe IRclu~1l11\ III emplll)cr,p'll\ ,u".t II.... ,. 11

.n~urClnt.:c hcnchh in ta~ahk im:umc. In ~ddllhll1 hi llllUllnUIIII.:

III ddic., eumro!. such med,ur.:, would ~UPP"rt .," "",,,,,,,,m,i11
111 liverall ..IIO(allv,: cllicll:ncy dnd ~ruwlh prll'll,L1'
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..:1.11 \ ':llndltlOn~ will be essenlial 10 prevenl an
Illd~';I~~ 10 mllallollary expeclalion~.

III (W/l/,III. Ihe d~ep and prolonged recession has
l"du.:.:J price IIIcreases 10 Ihe poml where Ihere can
Ik' ,uh~tanllal conlidence Ihal Ihl: official inllalion
It:du(\Ion largel will be achieved. A relurn 10 a pro
~1.':'SI\e relaxallon of money markel condilions is
iheh:lure approprlale:. allhough pressures on
c\changc markels could be a constraint. Fiscal policy
has Il:mame:d light. given Ihe recession. bUI Ihe
,uu':lUral dehclI (despile some progress in tackling
Ihl' long-slanding problem) should again be
addressed as soon as economic aClivily begins 10
pld. up.

In .lIIPIII/. Ihe sllmulalive policy aClions already
.mllount:ed should help 10 re:verse Ihe recenl weak·
ne" III economic activilY and 10 revilalize growlh
llulln>! IYlJ3 Howevc:r. Ihere IS reason for concern
Ihiit ihe pallern of weak recove:ry experienced by
oIlh ... r countries Ihat have been affe:cled by assel
pra.:e deflalion and associaled financial problems
1\l.1~ alsu huld for Japan. If Ihe expecled recovery
d'lt:' not matenalize. there would be scope for an
.Iddllionill easlOg of shorHerm inlereSI rales. Fol
1.1\\ IIlg the Impleme:OIalion of Ihe announced Slim
ulll~ pilt:kage In Ihe latter pari of 1992 and in e:arly
IlJlJJ. fiscal policy should be adjusled in lighl of
.1~·lUill and e:xpecle:d economic developme:nls. and
the hudge:t posilion should converge gradually
"'\\ilrd its deSired medium-Ierm palh so as 10 avoid a
'lIdJl'1I laree wllhdrawal of slimulus before eco
nomic reco'Very is firmly established. Neverlheless.
turrher fiscal consolidation will be necessary over Ihe

. Junec:r lerm.
I~ Galll/IIIV. Ihere IS conlinued concern aboullhe

rilpld gro..... th 'of MJ and an inflalion rale that is slill
III \:\ce~.. ,)1 Ihe authorilies' objeclive. Indicators of
Iulure mllallon sugg.esl. however. Ihal condilions for
.1 prog.resslve easmg of monetary condilions may
"'1111 he in place. Indeed. receOl decline:s in shorl
kiln minkel inldesl raleshave be:en appropriate in
IIl!hl of Ihe weakness of aClivily. the apprecialion of
IIi ... deut~che mark wllhin Ihe ERM. and Ihe sque:eze
011 nrohlS. all of which should help to ensure: a mod
... rille wage round in IlJ93. As wage and demand
pr..."ure.. ahale. further declines in inieresl rales will
1>" i1ppropraale: Ihls would facililale growlh across
Europe and reduce Ihe risk of a further deepening of
th~ r':l'eSSlon in Germany. An early. moderale cui in
olliclal German mleresl rales 10 line wilh Ihe recenl
d.:dlll': In markel rales would send a signal Ihal
W!luld boosl confidence Ihroughoul Europe and in
the r.:st of Ihl: world.

To permit more significanl and suslainable reduc
IllIlh ill German interest rales. fiscal policy will need
10 plil~ a grealer roll: in controlling inflalionary pres
~ures. II clearly would have been preferable if
..Ironger sleps 10 contain Ihe budgel deficit had

already been laken. Althuu~h Ih.: sp.:.:d 01 Illlple
menial ion may now need 10 lak.: a(Cuum olth.:
weakne~s of Ihe economy. Ihere Is an ur!!.:lIt Ileed
lor eUecllve measures 10 COlllal1l Ihe aggregal.: IbCill
imbalance al all levels of government (and lor off
bUdget agencies) Ihrough reduclH.ns in puhlic
expendilure. parlicularly subSidies. However. II .. ulli·
cient progress cannot be achieved on Ihe e:xpendl'
ture side. lax increases may also be required EUor"
are also needed 10 ensure wage moderallon 10 we:st
Germany-for example. by contalOtIlg puhllc sc:Clor
wage awards-and 10 ensure Ihat wages 10 e:asl Ge:r·
many develop more c10sdy in line wilh producllvlI~.

since Ihe large divergences Ihal have emerged will
delay reslrucluring of Ihe easl German econumy and
increase demands for public transfers .

In France. although Ihe calming of exchilOg.t: nHlI'
ket lensions in OClober allowed inleresl rales \0 1.111
again close 10 German levels. Ihe pressures experl·
enced in November and early December led \0 iI

renewed widening of Ihe inle:resl diUcrenllah
vis-a-vis Germany. Despile a low inflallon rale: and
a slrong eXlernal position. II IS Iikdy 10 remain
difficult-al leasl for some lime-for French mOIle:·
lary policy 10 push interesl rales below Ihose 10 Ger
many wilhoUI threalening Ihe exchange rale. Thus. a
significanl decline of inleresl rales 10 promole mur.:
vigorous growlh depends on parallel IIllerest rale
reduClions in Germany. As regards liscal policy. II
has been appropriale 10 allow the aulomallc sta·
bilizers to operale on revenue while contamlng th.:
growlh of public expendilure. This policy will ne:e:d
10 be implemented symmetrically when activit>
picks up .

In IIU(v. the:re is no alternallve 10 cumpre:hensl\e
and credible measures 10 remforcc Ihe process 01
budgelary consolidalion. wllh Ihe goal of reducmg
Ihe deficit by al leasl 2 percenl of GDP annuall~

durlOg the next Ihree 10 lour years. Despite: recC:nt
progress. furlher measures should be idenlitied as a
mailer of urgency 10 oUset any shorll'alls In 1y'.n~
addilional major adjuslmenls will be reqUired 10
meel Ihe government's IYlJ4-lJ5 largets. Large-scale
privalizalion of slale enterprises wuld make a valu·
able conlribulion 10 reducing Ihe level 01" govern·
menl indebledness and would enhance ':ClllllllnK

efficiency. Also of special imp0rlance 10 Italy I' "II

incomes policy Ihal will i1ppropriately re~lralll nOIllI'
nal wages: Ihe exisling agreement for l'JlJ3 mu~1 be
mainlained. and agreemenl should be reached for
subsequenl years. Limils on public s~clor wag~~ and
on pensions. togelher wilh dfecllve lTIeilsures tll
combal lax evasion. arc essential fealures 01 bOlh
fiscal and incomes policy. Meanwhile. monetary pol
icy needs 10 mainlain a firm stance in order lu cun·
lain dOlOeslic inflalionary pressures and 10 Jimlt Ihe
deprecialion of Ihe lira. The high risk premiums on
halian inleresl rales relalive 10 Ihose prevailing

d,.:where m Europe are unlikely 10 fall unlil furlher
ddiclt-reduclion measures have been adopled and
Ihell elkcls have become visible. Furlher reduclions
III lIallilll mterest rates. which would direclly reduce
Ih~ co~1 01 serVicing Ihe huge Italian public deb!.
would the:n be conlingenl on reduclions in Ihe gen
er.11 le\e1 uf Europcan mlereSI rales.

Ital~ Int.:nds 10 rejoin the ERM al Ihc earliesl
1c;'S1hk dill':. This requires-in addilion 10 eXlernal
supporl. adequale reserves. and Ihe mainlenance of
il nWllclary policy geared 10 inflation reslraint-Ihat
the ll~cal sllualllln begins 10 Improve and thai cosI
.wd price developments are consisleOl wilh condi
IIUlh 10 Ihe ERM counlries. Markels musl· have con
lid.:ncl· thai a suslainable budgetary and debt
posillon will be: achieved and Ihal compeliliveness
\\111 he Improved on a durable basis. Wilh ils
reser\'.:s de:pleled. ils credibilily impaired. and ils
lIl"lIeuv.:rahihly constrained by a large public debl.
Italy cannol aUord 10 lei Ihe lira rejoin Ihe ERM al
an .:x.:hange rale thai is likely soon 10 be challenged
m Ihe markel. or Ihal is held up only by a subslanlial
and uilimalely unsuslainable iOleresl rale premium.

In Ihe UnJlrd K/IIgdom. Ihere are as yel no con
vincing signs of recovery, bUI Ihe recent deprecialion
01 sterling and reduclions in inlerest rates should
~lImulille bOlh e:xporl growlh and domeslic demand.
Recent gams in inlernalional compelitiveness from
lhe: deprec,allon of Ihe pound will prove ephemeral.
huwever. unless inflallonary pressures are conlained.
The easmg of monelary condilions since Ihe exil of
Ih.: pound from Ihe: ERM has been appropriate in
lIl!hl uf Jomesllc condilions. bUI furl her declines in
IOter.:~t rale, should probably awail evidence over
Ihe commg monlhs of Ihe economy's response 10 Ihe
casing 01 pulicie:s Ihal has alrcady occurred, A pos
,.hl.: further reduclion of inieresl rales will also
Jepe:nd un a lowering of interesl rales in Ihe ERM
.:uuntrre~ in orde:r 10 prevent an excessive deprecia
lIun 01 Ihe ex.:hange rale. For Iiscal policy. Ihe dele
lIorallon in Ihe budgel balance since 1989 has
c:xhau~le:d any scope Ihere may have been for sup
porlmg aCllvily Ihrough fiscal aClion. Allhough Ihere
clearly are Iimils 10 Ihe pace of fiscal consolidalion in
Ihe midsl of a relalively deep recession. il will be
n.:c:essary 10 begin Ihe process of consolidalion in
IYLJ3 III order 10 contain pOlential innalionary pres
sures lollowm& the depreciation of the pound and
the easier slance of monelary policy. Success in con
Iilining Ihe mflalionary impaci of Ihe deprecialion
Will be e~senllal for rejoining Ihe ERM and for
choosmg Ihe appropriale re-entry exchange rale and
lis margm of fluclualion wilhin Ihe mechanism.

In Spllln. Ihe recenl Iwo-slep devalualion of Ihe
t:e:nlral rale has offsel much of Ihe real apprecialion
Llilhe pc:sela since Spain joined Ihe EMS in 19li9 and
proVides a needed boosl 10 exporls and growlh over
Ihe medium lerm. NOlwilhslanding increaslOg con·

cerns aboul Ihe near·le:rm oUllook. Ihere I' lillie
scope 10 slimulale Ihe: cconomy. and the prllllll\
should be 10 reduce inllalion in order 10 slahlil/.: Ih.:
pesela wilhin Ihe ERM. This will re:quire iI II!!hl.:lI·
ing 01 Iiscal and monelary policy 10 defend Ihe l1e\\
central rale. The 1993 budgel Sl:1S approprr;lld\
ambilious largels. bUI achieving Ihem Will he dililcull
because of rising social securilY payments. mCl': •• ,.:,
in Iransfers 10 lower levds of government. 'IOLI Ihe
cyclical slowdown of economic aClivily. which' \\111
increase: outlays and reduce the growlh III re\ ':I1U':

Monelary condilions. meanwhile. Will ne.:d 1,1

remain lighl uOlil Ihere arc clcar signs Ih,1l mllilllOll
is abaling. Inadequale progress in lackhn~ the
rigidilies in Ihe labor markel has been a prim.: faoLlr
behind Ihe persislence of inflalion. Hence. 100.:n·
sificalion of labor markel reform is indispe:nsablc: h'
rebuilding Spain's compeliliveness Ihrou~h \la\!.:
moderalion and an improvemenl In prolil margllh
The silualion is similar in Portugal. where Ihe mila·
lion rale remains 100 high 10 prevenl furtha losses
in compeliliveness. Since monelary condilions arc
already quite lighl. Ihe burden of macroeconomic
reslrainl should fall on fiscal policy. The liscal
relrenchmenl planned for 1993--lhe deficil·GDP
ralio is expecled 10 fall by 1 percenlage poinl. to lu..1
over 4 th percenl-is probably Ihe minimum thai IS

required.
The differenl slralegies of Ihe Finnish and Swc:d·

ish aUlhorilies in response 10 Ihe buildup 01 te:n~lon~

in foreign exchange markels in Seplember illuslrill':
Ihe imporlance bOlh of cyclical condilions and uf Ihc
relaliunship between exchange rale uhje:cti\',:~ "nd
fundamenlal policy changes. In Fin/lin/I. which hi"
been t:xperiencing a prolracled slump stemnllllg.
from Ihe collapse of exports 10 Ihe forme:r Soviet
Union and from a severe financial criSIS. III..:
aUlhorilies decided in Seplember 10 floallhe markka
following a deprecialion vis·a-vis Ihe EeL; 10

November 1991. This was an appropriale deClSlII1l
given the high economic COSIS Ihal would Iikc:l\ hil\'e
been associaled wilh defending Ihe peg 10 Ihc'ECU.
Neverlheless, Ihe Finnish aUlhorities will slill ne.:d
10 lake vigorous measures 10 reduce Ihe Iiseal deliclt
(eslimaled al almosl 9 perct:nl of GOP in 1'N211l1 it

suslainable level. Clear evidence thai Ihe adjuslmenl
efforls are successful will also be necessary 10 pe:r·
mil Ihe currency again to be pegged againsl ERM
currencies.

In Sweden. during Ihe Seplember crisis Ihe
aUlhorilies decide:d 10 dcfe:nd Ihe krona hy sharply
IOcreasing the rale on overdraft facililies wllh Ihe
cenlral bank. The decision mel wilh broad polillcal
approval and helped 10 forge an essential compro
mise on fiscal policy. NOlwilhslanding Ihe successful
defense of Ihe krona in Seplember. Ihe prmpe:cl 01 a
sharp delerioralion in Ihe budgelary posilion. a
likely furlher increase in unemployment. and severe
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Economic Confidence and the Need to Strengthen International CooperatlOO III POLICY CONSIDERATIONS

. dillicultics in the· financial sector led to renewed
pn:,sures against the krona in November. In view of
thl' ,uh,eljuent failure to achieve a consensus on
,Idditlonal comprehensive measures to reduce the
hudget deficit. on November 19 the authorities
decided to float the currency until solutions can be
lound III the country's economic and financial crisis.

In contrast to the markka and the krona. there
\\ as lillie speculative pressure against the Norwtgian
krone In September. perhaps because of the rela
lively strong external position of the Norwegian
economy. largely due to strong oil revenues. How
ever. following Sweden's decision to float on
No\emher 19. the Norwegian central bank was
forced to take strong measures to defend the cur
rl·ncy. and nearly a month later. on December 10. it
\\ a' decided to allow the krone to noat. resulting in a
dl'prel'liltion against the deutsche mark of about
:' percent. Although oil revenues have bolstered
hoth the current account and government revenues
and financial assets. the mainland economy (that is.
excluding oil and shipping) is still characterized by
high costs and structural impediments. including a
weak linancial sector.

Economir Confidence and the Need
til Strengthen International Cooperation

For all of the industrial countries. restoration of
wnlidence IS a critical requirement for returning to
I he path of sustainable. noninnationary growth.
En:n\\here In the industrial world. confidence has
heen' undermined not only by the slowdown of
actIvity or recession. but also by the disarray in
Iinanclal markets and by the apparent collapse of
cO(lperative efforts to address common problems by
the governments of leading nations. As previously
dl'Cusscd, individual efforts by national govern·
ments \\111 he required to correct the imhalances in
national economies and thereby contribute to the
re'lOratllln of confidence that is essential for a
rl'nl'\\al 01 growth. But the potential for enhancing
wnll(!.:nce directly through demonstrations of a new
'plfll III economic coordination and cooperation
amllne the Industrial countries should not be
ncelc~ted.

it \\ill IiIke time to unwind the financial im·
hal.IIKe, that have impaired growth and undermined
conlidence in manv countries, and it will take time
to e,tahlish the crcdihility of eHorts to correct the
Iitree liseal deficits of a number of countries with
po;'r recllrds of fiscal prudence. In contrast. a suc·
ces,lul conclUSIon to the Uruguay Round-with its
"lll'pecti\e longer-term benefits for world trade and
II' ,horler-term benefits for confldence--can be
achle\ cd almost immediately. All that is required is

the political will to reach a mutually heneficial agree
ment that is now within the grasp of the negollatm!!
parties.

Similarly. it should be possihle-and would he
highly desirable-for the industrial nations to dem
onstrate a new spirit of cooperation in eHorts \(I

coordinate their macroeconomic and exchange rate
policies for the common good. If. as now expected.
the economies of North Ameriw hegin 10 show more
robust growth without resort to large-scale fiscal
stimulus. this positive development for the world
economy should be recognized and applauded
Along the same lines. Japan's notahle efforts to
stimulate activity by exploiting the flexihility In fiscal
policy it possesses deserve endorsement as an impor
tant element of the global strategy to enhance pro,·
pects for growth. This support should not be muted
if. despite the government's hcst efforts. g.rowth
turns out to be somewhat weaker than IS now
expected.

For Gtrmany. in accordance with recent market
developments. the authorities could implement an
early. moderate reduction of short-term Interest
rates. This would no doubt contribute to strengthen
ing confidence (and thus growth) in Germany and In

the rest of Europe. The German authorities could
also recognize that the present recessionary tenden·
cies throughout Europe call for larger interest rille
reductions during the period ahead. and that lisc<ll
policy adjustments together with wage moderatIon
wiD be needed to permit such interest rate reduc
tions without jeopardizing the outlook for inflation.
Symmetrically. for other European governments. It i..
relevant to recognize both the special challenge that
German unification continues to present for German
economic policy and the importance. for all of
Europe. of a convincing reversal of the recent
upsurge of inflationary pressures In Germany. More
over. in the future. greater realism ahout the nt:t:d
for timely adjustments of exchange rate p<lnties 10

correct accumulating disequilihna. as well a, mort:
cooperative efforts to defend mutually agreed par
ities, could avoid some of the damage to confidence
that inevitably accompanies the disarray <lnd tur·
bulence associated with sharp. markel-lnduced
changes in exchange rate poliCies.

Finally. the challenge of supporting the econOllllC
transformation of the former Ct'lIfraU,' plalllled t'( II/l·

omits. while continuing to assist the ,uccesslul
development of many of the world's poorer naillms.
remains a vital area for cooperative endea\IH' h~

the industrial nations. Of course. for such support 10

he effective. it must be complemented h~ dell:'
mined adjustment erforts and hold and sus!;lIned
reform initiatives in these countries. The malnte·
nance of open and expanding markets for the
exports of all countries is clearly critical to meetl/\!;!
this challenge. and it is essential that the indu,tnal
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nations jointly undertake the burden of resisting
domestic protectionist pressures. Provision of ade
quate financial assistance. including debt relief for
the poorest nations. is another key element of this
challenge. In this context it needs to be widely
understood that the industrial nations have a com
mon Interest in this regard. with each nation playing
ItS fair and appropriate role. Successful transforma
tIOn of the former centrally planned economies to

market-oriented economies will clearly pay enor
mous dividends for the entire world econom\. and
for many important reasons beyond purel~' eco·
nomic ones. At the present time. there l'i prohahh
no public sector investment for which the prospec
tive rate of return is as high as in well-structured.
coordinated financial and t~chnical assIstance hi

countries facing the truly daunting tasks of economic
stabilization and adjustment.
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Mr. Chairman, distinguished members of the Senate Finance
Committee, ladies and gentlemen:

I welcome the opportunity to appear before you today as President
Clinton's nominee to be Under Secretary of the Treasury for
International Affairs.

If confirmed for the position of Under Secretary, I will look
forward to serving President Clinton and Secretary Bentsen, and
to working with you and your colleagues in the Congress to
promote and defend the economic well-being of the United States.

President Clinton- has co~itted his Administration to a policy of
engaged, enlightened, and hard-headed economic internationalism
to go along with his program of domestic renewal. We are living
in an era of increasing global economic. interdependence, where
national economies are interconnected as never before, and
domestic and foreign policies are inextricably linked. We have
the chance to free up billions spent on national defense, to
promote free elections and free economies from Poland to Peru,
and to realize the vast potential of global economic integration.
The nations of the world have the opportunity to grow and prosper
together _~ or stagnate and scapegoat apart.

The Under Secretary of the Treasury for International Affairs is
charged with helping the President and the Secretary design and
implement American international economic strategy. The Under
Secretary's responsibilities include the development and
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There are many aspects to the job, but what I would like to do
this morning, Mr. Chairman and Members of the committee, is
outline for you~ critical policy areas that will be at the
top of my agenda if I am confirmed.

First, we must improve macroeconomic coordination between the
United States and its G-7 partners. The U.S. economy is likely
to grow far more rapidly than the economies of Europe and Japan
over the next year or two. While we can take satisfaction from
our recovery, slow growth abroad means slower growth for U.S.
exports and rising trade imbalances.

secretary Bentsen has taken the initiative to revive the policy
coordination process -- which is important to the restoration of
global growth and employment. The President's economic program
has brought us new respect in the international economic arena.
And it will strengthen our hand in encouraging our major trading
partners to take complementary actions.to strengthen growth in
their own countries. The Secretary began this effort in London.
Both he and the President have made it clear that they hope to
see real progress by the time of the Economic Summit in Tokyo.

Second, we must work to promote international economic
integration and to insure that its benefits are shared fairly
among nations. There is no alternative to economic integration.
As President Clinton said at American University, the United
States must compete -- not retreat.

This means we must promote exports, because exports are the path
to economic growth and to the creation of better jobs in the
United States. For America to expand exports, foreign markets
must be open. Good Uruguay Round and NAFTA agreements will make
a major contribution to the health of our economy and to that of
our trading partners.

But concluding trade treaties is not enough. Where serious
barriers to U.S. exports remain, we must vigorously enforce
existing trade law to remove them. The trading practices of
those nations that run chronic and increasing surpluses with most
regions of the world are obviously of partiCUlar concern.



If confirmed, I will place particular emphasis on promoting
financial market liberalization in Asia, Latin America, and
Europe: Our financial institutions are world class innovators.
They w1ll succeed where they are given the opportunity to
compete. I will also work to ensure that American firms are not
victimized by exchange rate manipulation. .And Treasury will .
insist on ensuring that just as our market is generally open to
foreign friends that wish to invest here, foreign markets will be
open to American investment.

Third, we must do what we can to ensure the success of Russia's
democratic and economic reform effort. Political scientists
offer this critical lesson of history: democracies do not make
war on each other. To this important political science maxim, an
economist would attach a critical corollary: democracies cannot
survive hyperinflation. These twin truths are overriding
considerations when we confront American interests in securing
the success of the embattled reform effort underway in Russia.
Russia is perilously. close to hyperinflation, and unless Russia's
leaders can reassert macroeconomic discipline, the country could
go the way of weimar Germany or the Junta's Argentina.

The Clinton Administration is already fully engaged .in devising
and implementing, in cooperation with our allies, an effective
economic assistance package for Russia and the other states of
the former Soviet union. The Treasury department brings crucial
economic perspectives to the table on matters concerning
stabilization policy, debt, technical assistance, and economic
restructuring. The task of rebuilding the Russian economy is the
greatest economic restructuring job since the Marshall Plan. If
confirmed, I will work, under Secretary Bentsen's leadership,
with the rest of the Administration and Congress to ensure that
the United States does all that it possibly can to support the
political and economic transition in Russia at this historic
moment.

Fourth, we must worK to support sustainable and environmentally
responsible development in the developing world. with 1 billion
people trying to survive on less than $1 a day, this is a moral
imperative. It is also an economic imperative as the developing
world represents the fastest-growing market for U.S. exports.
And it is a security imperative because prosperous nations are
most likely to be peaceful ones.

The Secretary of the Treasury is the U.S. Governor of the
International Financial Institutions -- the IMF, the world Bank,
and the regional development banks. These institutions afford
the United States extraordinary leverage. . The world Bank, for
example, has committed over $220 billion to the less developed
world over the last 40 years, While U.S. contributions to the
Bank have cost the taxpayers less than $2.0 billion over the same
period.
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If these institutions are to serve u.s. interests in the Third
World, they must be much more than financial institutions. They
must make a real, as well as a rhetorical commitment to helping
t~e poor and protecting the environment. The Treasury Department
w1ll break with tradition to ensure that the u.s. representatives
to these institutions draw on the expertise of environment and
development communities, as well as the financial community.

In his welcoming address to the employees of the Treasury
Department, Secretary Bentsen said that as the Departments of
state and Defense were the guarantors of military security during
the Cold war, the Treasury Department must be the guarantor of
~er~ca's economic security in the post-Cold War world. It is a
d1st1nct pri~ilege and honor to have been asked by Secretary
Bentsen and nominated by the President to serve at Treasury
during this critical time. Mr. Chairman and members if
confirmed, I look forward to working with you. Thank you.
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Clinton's Realistic Economic Vision
BY BRUCE K. MACLAURY

Finally the American pt'oplt: arc
being tn:ated as intelligent citi
zens by their presidt'nt. In his
February 17 economic m<:ssagt'
to Congrt'ss, President ClilHon
laid out forthrightly what we
must do to restorl' sclf-rl'spl'ct
at homl' and our claim to Il'ad
l'rship abroad.

Al11t'ricans art' not fools. It
had become obvious that thl'
rhetoric of divided government
in Washington was, if not to
tall\' c\'nical. at least increas
ingiy ;emovcd from realiry.
Promises of deficit reduction
were appropriately discounted
so long as no credible program
backed them up. And for any
one who had l'\'cn a vague
sense ofbudgt,t realities, th<:re
could be no credible program
wirhout sizable tax increases as
well as spending cuts.

Policy wonks, including
those at Brookinb'S, had been
trying to drive this point homt'
for \'ears. But their call to
con~ume less and invest more
fdl on dt'af ears. Whv? Man\'
Americans, .especiall~: those .
with limited education, wen:
already consuming less as their
wages fell. In any case, why pay
more taxes \vhen government
programs were portrayed as ci
tht'r wasteful or ineffectivt· or
both? Finally, by definition the
benefits ofinvestment (and
deficit reduction, or saving)
are mostly in the future (that
is, beyond the next election).

Indet'd, candidaw Clinton
placed more emphasis during
his campaign on the social
deficit of American families
trapped in welfare, lacking
medical insurance, disserved by
an overburdened education svs
tern, and facing job losses, th;n
he did on remedies for the eco
nomic deficit. It fell to Ross
Perot, that high-tech guru with
his low-tech charts, to drama
tize what many instinctively
understood: that piling debts on
debts was stealing the birthright
of his grandchildren-and ours.
Atld to tell us we couldn't get

out of this mess without a big
tax hike-in his case, a gas tax.

Journalists have a lot of fun
pointing out how many cam
paign promises succt'ssful
candidates break. And to be
fair, that's part of their job.
The public dest'rves to know
whether a candidate was eh.'cted
on the basis of dreams and talst'
hoods. There's no denying that
candidate Clinton hcld OUt
the hopl' that middle-income
Americans could look forward
to tax rclid~ when'as as presi
dent, he is now telling them
that tht'v too must contribuCt'
to deficit reduction.·1 ascribl'
this brokl'n promise more to
a belated acceptance of reality
than to premeditatt'd hypocrisy.
But however that may be. the
economic program that the na
tion is now debating would
simply not add up without
broad-based revenue increases.

Arc there worries about
what tht' presidt,nt has pro
post'd? Perhaps the biggt'st is
that his program. or something
like it, is picked apart by thost'
who dislike this or that detail.
and thus fails to pass Congn:ss.
That would indeed be a trag
edy, not because the nation
would quickly reach a crisis,
but bl.'cause we would continut'
to mortgage our future. And
future politicians, remembering
both Mondak' and Clinton,
would have even !t'ss incentive
to try to stop tht' rot.

A second worry is that far
from creating jobs, the drag of
fiscal restraint will cut short thl'
expansion that only now St'ems
to be picking up steam. Yet,
this risk to cyclical recovery
seems small compart'd with thl.'
much greater risk of failing to
deal with the economy's struc
tural fatigue, In any case, the
short-term stimulus package of
investment incentives and jobs
programs is a reasonable hedgt'
against this risk.

A third worry is that the
president's economic proposals
will become hostage to health
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care reform in a debatc that
could derail both. He is ccr
tain!v correct to warn the
Am~rican public that without
dft'ctiVl' curbs on hl'alth cart'
costs, thl'rc is no hopt' of kel'p
ing futurl' budget ddicits undt'r
control. And budgl.'t rl'ality rt'
quires it to bt' said now that the
eventually large costs of provid
ing mt'dical cO\'t'ragt' for the
millions now uninsured will
necessitate vet more tax in
creases, apa~t from any pro
jected cost savings. Hut tht'
complexity of the health carl.'
issue, and the lack of comcnsus
on its solution, argues for dt'
laying congressional consid
eration of health cart' until tht'
rest of the economic package
has had its day in court.

Finally, the presidt,J1t is still
talking only about redllcillg the
deficit, not eliminating it. If his
program were passt'd as pro
posed, and if health care reform
added no net costs, the 1997
deficit would still be about
S200 billion, or 2~ percent of
GDP. That's a big accomplish-

ment but tar from totJI \'icwr,.
especially since \\"t' will .;rill be
relying on Social Sl.'ClInty mr
pluses to hold down till' o\'l'r.dl
deficit nUl11bl'rs.

Deficit reduction is Ilot jll~t

sacrifice, it is SJllit\·, A nat(IH]
that saVt'S only 2 p'l'rcl'm nr" it,
incoml.' cannot n:malll a world
leader. howl'\'l..'r loft\, ib r1l1:t
oric and cOl11pdlin~'lts Idl',d~ .
ECOllomic ~rowth and sl)(i,11
t'quity dt'm~1J1d iIlH'SCI1ll'Ilt.
mostly in thl.' pri\,;ltl' St·rmr. bllt

some in the public sector .I~

well. Investllll'nt is not ill,! .1
new word for sp\.'lldinl;~ It IS ,111

agl'-old conrt'pt that focusl's Ull

how \\'l' spend and how \\'1' p.l\

for it. Presidellt Clintoll h.l~

provided a \'ision Jnd .1 PW
gram that gives that 1l1'W fOClls

reality. It is possibk to h,n'l'
otht'r visions, but thl'\' tlh)
must add up to n:alit):. •

Bruce 1\...\1.UL.U/I')' if Jl"(,~ld(l/[ ,'I

lilt, Brllllkill.I!.\ /II.\liI1/111'/I .1/1.1 iI,l.'

.\crr'cd il/ thut (I1]'.uil)' .."".!' l(j--.
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u.s. Alone
Can't Pull
World Train
• Economic cooperation is the
best route out ofstagnation.

W halthe world Caces althe momenl is
nOllhe Greal Depression, bUl some

thing thal mighl be called lhe Greal
Stagnalion: a period of slow growth thal Is
already very long and threalens lO go on
for much longer.

Think of the Uniled Kingdom with nine
consecutive quarters of negative growth.
Or America with fewer people on private
payrolls than four years ago. Neither has
happened since the Greal Depression.

The world Is nol recovering from just
another recession; IOmelhing much more
proCound Is under way. Historians looking
back on the 19808 will see the decade as yer.
another speculative bubble.

Such bubbles have always ended with
financial crashes, and lhia bubble is no
exceplion. Properly prices have crashed in
much of the world and in the process have
pulled banking down with them. The
banking syslems of the United Slates,
Scandinavia and Japan have essentially
losl all of their equity. Withoul govern
menl support, lens of millions oC depositors
would have lost their money. If they had
IOSl their deposits, we would now be
talking aboul another Greal Depression.

The difficullies of cleaning up the mea
at the end of a speculalive bubble Intersect
with another problem. Put bluntly, the
speed al which the American locomotive
can pull the world's economic train. is
gelling slower and slower as the train's
weighl grows in relation lO lhe size of the
American engine. In the 19605, the world's
economy grew at 1.9% per year after
correcling for inflalion. In the 19708,
groWlh fell lO 3.8% per year. With a
reversal of the oil-price shocks, growth
was expected lO accelerate, but It Curlher
declined lO 2.7% per year in the 1980s. In
the first three yean of the 19908, yel
anolher decline occurred, lO an average of
less than 1% per year. .

Take any product. add up the world's
capacity to produce that product, estimate
how much the world will buy of that
product. and there will be at least 30%
excess produclion capacily. While no one
bu yel reached lhe leveis of unemploy
ment recorded in the Unlle<! Slates In the
1930s (27% >, a number of countries
(Spain,Ireland>, aren't far away.

In normal recessions, there are lIOIl1e
booming IndUitries that can serve as
en~ines of RJ'Owth. In 1981 and 1982.

compulers and consumer eleclronics
boomed righl lhrough the recession. No

-'Trade surplUses on the Pacific
Rim. • • threaten to

extinguish any recovery.'-new, large, rapidly growing Industries
have emerged to take their place.

Quickly rising trade surpluses on the
Pacific Rim, especially In Japan, threalen
1.0 extinguish any recovery elsewhere In
the world. Japan's lrade surplus reached
$110 billion in 1992 and is headed for at
leasl $150 billion in 1993. Al American
productivily levels, every $45 billion rep
resents a million jobs IOSl elsewhere In the
world. How does one restart a world
economy il the world's second-largest
economy is siphoning 3 million jobs away
from the rest oC the world?

The answer to kick-starting the world
economy can only be found in coordinated
fiscal policies where governments stimu
lale their economies with social invest
ments-lnCrastruclure, research and de
velopment. work skUla and education.
Culting business taxes won't work because
oC all that excess production capacity.
Culling personal taxes shouldn't be done
since, once cut, they are impossible lO
raise.

The United Slates cannot be the world's
economic locomolive all by ilsell. BUl if
CisCal.Umuli were coordinated among the
big three-Germany, Japan and America
and interest rates were CUl on the cerlainty
oC tax increue. or expenditure cuts when
growth is restored, there is no reason why
rapid growth could not be restored. Il
IOmething isn't done lO contain Pacilic Rim
trade surpluses, however, the world Caces a
decade of 1% lO 2% growth.
~ I would predict lhal Clinton wll1 work
very hard Cor six lO 12 monlhl to get
Germany and Japan to cooperate in coordi
nating fiscal and monetary policies and
controlling trade surpluses lO generale a
4% growth rale Cor America and the world.
U they reCuse to cooperale, Clinton will
have lO go It alone iC he wishes lO Improve
l'rospects for the average American family.

To go it alone, he will be Corced lO
"decouple" the American locomotive Crom
the world train. That does nol mean no
trade. It simply means keeping lhe U.S.
trade deficil from gelling so large thal it
prevenlS the economy from 4% growth.
The only counlries that need be affected by
"decoupling" are those allempling lO cure
.low growth by generating large trade
.urplusealn the American marktl.

Al the momenl, the world Is like the
Beckett play "Walling for Godol." Il Is
waiting for the American locomotive. But
just as Godot never arrives In the play, so
the American locomotive is never going lO
arrive. The world will build a cooperative
locomotive or It won't have a locomolive.

Leater Thurow u dlan 0/ tM Sloan School
0/ Ma~t at the Jlwad"ueUl lruti
tule o/'l'echnologJl.
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ALLEN SINAI

What's Wrong With the Economy?

The combination ofcyclical recession with a slowdown in long-term
pptential growth has led to economic gridlock unprecedented in the
period since World War II. First we must deal with growth. Then we
can tackle the deficit.

The economies of the United States and the world are
in trouble: that is not debatable. In the United States,
real economic growth has been only 0.7 percent per
annum since the first quaner of 1989. The unem
ployment rate is far above a iow S percent in March
1989. Job creation has been woefully inadequate,
with a net increase of 563,000 persons since the first
quaner of 1989. Job losses of 1.7 million have oc
curred since the peak of the business expansion in
July 1990. The federal budget deficit remains ex
tremely high, at levels near $300 billion, due to a
large extent to the weak economy itself. No single
sector of the United States economy, except health
care, has recovered in the traditional sense. Expendi
tures on health care, however, reduce the income or
cash flow available for discretionary spending and
place a burden on the government. And despite re
peated actions by the Federal Reserve to ease mone
tary policy-some twenty-four instances between

June 1989 and September 1992~e economy has
failed to show meaningful revival.

In fifteen quaners since early 1989, only three have
shown a bona fide recovery, real economic growth in
excess of the growth in potential output of2 percent to
2.5 percent. Three quarters-the third quarter of 1990
to the first quaner of 1991-were characterized by a
full-fledged recession. The other nine quarters have
exhibited growth inbetween, ranging from zero percent
to only 1.7 percent.

Indeed, the currentbusiness cycleepisode is the most
unusual in the era since World War D, aberrant and
perhaps different from all others in U.S. economic
history. Most unusual is the jobs pattern, still showing
net declines in most sectors as businesses try to cope
with the prolonged stagnation by holding down head
count, squeezing wages, reducing fringe benefits. push
ing health care payments back onto labor. and getting
tough on suppliers.

AlLEN SINAI iJ Preaidezu and CEO. The Bolten Canpany Ecatomic Advison. Inc.; aDd AdjunClProfessorof Bc:ooomic. and Finance, LembeIJ Program
for InternationalEconomica.Brandeil Univcnity. 1'bilanic1e iJ huedoahiJ teltimonies before thc Houlc Bud&et Commince, U.s. HOUIc ofRcpruc:ntativCl,
Hcaring. em the Econcmic Outlook aDd Policie.1O Pranote Growth, Wuhin&ton. D.C.. September 18, 1992 and the 10int Bc:ooomic Canmiuee, Hearings
em the State ottbe Economy and Policies UDder a New Adminiltratiem, November 6.1992.
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Economic gridlock

As both a cause and effect of the unusual business
situation, a new business strategy has emerged, a kind
of new wave management. The only way to increase
profits in a weak economy with only single-digit reve
nue growth is to control costs. The biggest source of
costs is labor. As a consequence, few new jobs are
generated and keeping headcount down is the religion.
In a slack labor market with intense competition for
existing jobs, wage compensation is pressed lower.
Little growth in wage and salary income occurs, hurting
spending, and consumers are gloomy because of job
insecurity.

The weak economyproduces lowerinflation and low
interest rates. Those low interest rates in tum also
depress the incomes ofan aging populationincreasingly
dependent upon interest earnings. Businesses spend
weakly, keep a tight rein on prOduction, attempt to keep
inventories lean relative to sales, and stay cautious on
employment. This again results in less income and thus
less spending.

This "positive feedback loop" has been in place now
for several years as a kind of gridlock and internal
mechanism ofthe economy. Wi~ othereconomies also
weak or in recession and little external stimulus from
any source, policy or elsewhere, the economy simply
cannot lift off.

The gridlock in the economy has produced a pro
longed period of stagnation, with no self-regulating
mechanism to breakthe interactions thatlimit economic
activity. In fact, the United States economy has never
"self-combusted" out of a downturn or period of stag
nation. External stimulus or impulses ofsome sort have
always been necessary to lift the economy. Only then
has the internal mechanism of self-sustaining growth
taken over.

No wonder Americans have felt so bad about the
economy. Few have seen such prolonged weakness and
so tough a jobs climate for so long. For business, a
similar situation exists, and the climate has changed
management practices in apermanent way.

Global recession

Elsewhere around the world, all is not well either. The
industrialized countries have exhibited an extended pe
riod ofweak growth and some are suffering full-fledged
recession. The United Kingdom is in its fourth year of
recession or no recovery. Switzerland has been in re-

cession. France and Italy are growing, although slowly.
Real economic growth in the OECO counOies was only
0.9 percent in 1991 and about 1.5 percent in 1992. Lately,
the German economy has shown a decline in Gross Do
mestic Product (GDP). And now, Japan is showing only
anemic growth, just one to two percent By historical
Japanese standards, that is a recession.

At the heart ofthe matter for Europe is the "Gennan
Problem"-recession associated with a sliding Ger
man economy and high inflation engendered by the
shockofunification. Heavy governmentspending, high
federal deficits, high costs ofintegration, and cost-push
inflation are all consequences of the political and eco
nomic unification of Western and Eastern Germany.
Inflation, at 3.5 to 4 percent, has resulted far in excess
of the 2 percent German target.

In order to restrain inflation, the Bundesbank has
followed a policy of keeping interest rates very high.
Since the defense of currencies in the Exchange Rate
Mechanism (ERM) has linked the currencies ofEurope
and until recently the United Kingdom and Italy, the
high German rates have forced higherrates than domes
tically necessary in France, the United Kingdom, the
Netherlands, Spain, and elsewhere, dragging down
these economies. As the spending boom from German
reunification has receded, the reduced pace of outlays
has been felt throughout Europe. The German stagfla
tion shows no signs of ending soon, although a reduc
tion of inflation to near 3.5 percent and widespread
economic weakness have brought some interest rate
reductions in Germany and in other countries as well.

Unfortunately, the negative economiceffects ofGer
man unification, a one-time but permanent shock, have
been exported to other countries, prolonging European
and United Kingdom economic weakness, limiting U.S.
exports, raising U.S. interest rates and, in tum, main
taining worldwide stagnation.

Japan's boom unravels

Yet another reason for world economic weakness is the
"Japanese Thing"-the unraveling ofaboom orbubble
economy in Japan and the emergence of a Westem
style recession-like pattern. Japan's financial economy
is fragile-a tenn previously applied only to the United
States-suggesting a situation of overleveraged and
overextended fmancial institutions, a weak real econ
omy, and policy actions too little or too late to reverse
themomentum ofthe fmanciaI and economic problems.
Japanese financial institutions are exposed to heavy
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loan losses, regulatory requirements on capital ade
quacy, and the depressed Nikkei Stock Markel

The collapse of real estate and stock prices, the
deceleration of the real economy, and the liquidity
squeeze onfinancial institutions are new to Japan. The
recognition lag by Japanese policymakers has been
long because they are unfamiliar with these economic
and financial problems. Their reactions have been too
slow to offset the slide in real and financial activities.
Fears ofreviving abubble economy, ofreigniting infla
tion, or worsening a politically troublesome trade sur
plus with the West have helped to prevent action. The
result is an economic slowdown fraught with risks of a
full downturn and potential international credit crunch
as Japan cuts back on spending, lending, investment,
production, and employment.

With the three major economies of the world-the
United States, Gennany and Japan-all having eco
nomic difficulties, the United States and world econo
mies cannot easily mount a solid recovery. The
problems of the major industrial countries appear
unique to each and are interactive. Thus no easy com
mon solution exists. The risk ofcontinuing recession or
stagnation is significant, with the current episode in
many ways more like the 1930s than typical post-World
War II behavior. With so much economic weakness in
so many parts of the world and little public sector
stimulus, the risk of continuing stagnation and even
full-fledged world recession is high.

Source ofu.s. expansion

For 1993 the best thatcan be expected is weak, positive,
and minimal growth in the United States and major
industrialized countries, with subdued inflation and
high unemployment, sticky in moving down.

What will be the source ofeconomic expansion? For
the United States, the main source is trend growth in
consumptionand othercategories ofspending. Overthe
postwar period, consumers have almost always in
creased spending; in real tenns, at 1percentperannum.
It is rare for consumer spending to decline. So long as
no other sector of the economy is caving in, consumer
spending alone, which is two-thirds of aggregate out
lays, should carry the economy up.

Spendingonnecessities such as services, food, cloth
ing, and shelter should produce some lift, since popu
lation is generally rising. Residential construction
should continue to move ahead. Some inventory build
ing will be necessary. And, should the economy falter

C:hGdlenge/~ove~er-l)ece~er 1992

or keep underperfonning, monetary and fiscal policy
probably will be used to help raise growth. .

Meanwhile, by-products ofeconomic weakness are
sustained low inflation and a low profile of interest
rates, distinctpluses for the long run. Continuingchron
ically high budget deficits are also likely, due in part to
the poorly perfonning economy. Nevertheless, profits
can still rise, mainly because ofmuch lowerbreak-even
points achieved by American business.

An unusual period ofweakness

The United States has gone through other downturns
since World War II, but in these episodes the principal
problem has been cyclical. The current period of weak
ness has been unusually long because of the combina
tion ofasecularorlong-run slowing ofpotential growth
and a cyclical recession (see Chart 1).

Chart 1 Potential and Actual Real Economic Growth:
Trend and Cycle

(1962 to 1995, BIllions of 1987 S's)
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SOUTe,: Bureau of Ecooomic Analysil and The BOlton Canpany Economic
Advisors.

The Chart shows how the cunent situation differs
from prior episodes. This time, aslowdown in the trend
rate ofgrowth andcyclical downturn togetherproduced
the cunent stagnation.

The trend of potential growth can be seen to have
fallen over the postwar era, the result of secular or
long-run changes in the economy. There is also acycli
cal component, with actual growth fluctuating about a
trend that has moved down. The trend and cyclical
factors do interact, with cyclical changes in the econ
omy affecting the potential rate of growth through



SOIUCt: Bureau of Labor Statistics and The Boston Company Economic
Advisors.

Chart 2 Employment In Defense-Related Industries
(Seasonally Adjusted In Millions, 1985-92)
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Large reductions in United States military spending
now underway are causing related large cutbacks in
employment (see Chart 2). Between 1976 and 1990,
defense spending, in real terms, rose 3.3 percent a year.
Currently, a 5 percent reduction has been programmed
for each year and is being achieved. And there may be
further reductions in anew Qinton Administration. The
swing in federal government purchases from previous
levels amounts to approximately $20 billion to $30
billion a year, a sizable dose of fiscal restraint at a time
of economic stagnation. The Budget Enforcement Act
of 1990 also limited the growth offederal expenditures.
No new stimulus is pennitted without offsening reduc
tions in spending or higher taxes elsewhere. State and
local government spending is being held down because
of state balanced budget laws. Tax increases occurred
at the federal level in 1990-91 as a consequence ofthe

1.3S

derstanding of the specific causes can help detennine
the appropriate policy responses.

1) The shift from a "wartime" to a "peacetime"
footing is a structural change; the resulting fiscal re
straint has depressed the economy cyclically.

The end ofthe Cold War and the shift from a wartime
to a peacetime footing constitute a sea change in the
structure of the economy. For the entire era following
World War II, the economy essentially has been on a
wartime footing, receiving support from increases in
defense spending, more or less depending on United
States military involvement-in Korea, Vie01am, and
Iraq, for example.

1.2

1.2S

1.3

1.4

I.S

Both structural and cyclical factors have depressed the
economy and delayed a meaningful recovery. An un-

What delayed recovery?

effects on labor and capital formation, R&D, en~pre
neurship, and productivity growth. A lower rate of
growth in potential output, or in the supply side of the
economy, can limit actual growth through higher infla
tion and higher interest rates than otheIWise would have
occurred. This, in tum, can limit potential economic
growth itself. Both the trend and cyclical fluctuations
have been tending, on average,to produce lowergrowth
for some time.

The up-cycle ofthe 1980s did not, as usually occurs,
produce a pickup in potential output growth. Much of
the expansion in the 1980s was consumption-oriented
or involved debt-fmanced transactions in the business
sector, with little saving or provision for an increase in
the quality of labor, capital, and productivity. The shift
of the U.S. economy from goods-producing to lower
prod'uctivity, services-producing activities may have
been one reason for the declining growth in potential.
Growing debt and debt service burdens made the prob
lem worse, limiting funds available for productive cap
ital outlays, R&D, education, and new business. A lack
of infrastructure spending may have been another ad
verse factor. Slowing labor force growth could be yet
another. Economists have not yet fully explained the
decline in potential growth that began around 1973.

A true economic revival depends both on achieving
a cyclical uptum and also on raising the long-run po
tential rate of growth.

Measures that are designed to raise cyclical growth
will not fully deal with the U.S. stagnation. Measures
that do "double duty," that is, affect both the short-run
cyclical behavior of the economy and the long-run
potential, are needed. The efficiency ofmacro policies,
in this sense, is a new consideration. Moreover, because
of high budget deficits, the "bang-for-a-bucktt of any
policy instrumentmust be calibrated. Highproductivity
policy measures are necessary. If economic weakness
is due to structural causes, policies designed to have a
largely cyclical effect would be inappropriate and vice
versa.

The structural impediments in place are numerous,
with some cyclical difficulties still remaining. Appar
ently, the negatives have more than offset the lift to the
economy from the many positives that are slowly
emerging.
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Table 1 Financial Instability In th~ U.S. Economy: Some Key Measures
(Percent or Percent Change)

Sector Latest 91:4 90:4 1989 1988 1987 1980 1970 1960

Household
Mtg. & Auto Loan Repayments 31.8 32.3 34.3 37.3 35.3 34.8 38.6

(% of Disp. Income)
8.7 8.6 8.8 7.3InterestPa~ents on Mtg. & Auto Loans 8.3 8.5 8.6 5.2

(% of Disp. ncome)
4.7 -46.6 3.3Real Net Worth (% Chg.) -1.6 . -1.3 0.2 4.6 3.2

Nonfinancial Corporate
34.4 34.8 46.6 40.5 32.0 23.3Short- to Long-Term Debt (%) 30.0 30.2 46.1

Debt Service as Percent of Internal Funds 64.2 70.2 73.6 65.2 62.5 61.2 59.8 47.2 21.8
Debt to Net Worth (%) 60.5 61.9 49.3 46.1 45.8 47.8 30.5 45.9 35.2

SOllTCU: Federal Reserve Flow-oC-Fundl; The Boaum Company Eca1cmic AdviJon.

Budget Enforcement Act and at the state and local
government level in 1991-92. Never before has gov
ernment spending dropped as the economy emerged
from recession. The last time taxes were raised in a
recession or in ajledgling upturn was-during the Great
Depression years.

2) Debt and debt service burdens (structural and
cyclical).

As the economy entered the 1990-91 recession, debt
and debt seIVice as proportions of income, cash flow
or-in the case ofgovernment-revenues, were at un
precedented levels. The U.S. economy was extremely
leveraged, after experiencing a decade of rising asset
prices and borrowing secured by inflated asset values.

The overhang of debt and debt selVice from the
inflationary and expansionary decades ofthe 1970s and
1980s is without parallel in American economic his
tory. More important for the economy than outstanding
debt, which can be secured by the asset value ofcollat
eral, are the interestcharges on debt thatconstituteprior
claims on cashflows orincomes. These have turned out
to be a major impediment to spending by households,
business, and the government sector. Considerable im
provement has occurred over the past year-and-a- half,
but debt and debt seIVice burdens remain well above
historical trends and higher than typical inotherperiods
when inflation was low.

The "good news" is that these burdens· have not
produced a great depression. The "bad news" is that it
is notpossible to detennine how long the debtoverhang
will continue to restrain spending and the economy. For
the long run. deficits, debt. and debt seIVice burdens
have to be wolked down, a process that limits both
near-term growth and long-run potential output until
much later.
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3) Financial instability and balance sheet shock
(structural and cyclical).

The overextended financial positions ofhouseholds,
business, and fmancial institutions and the slowdown
in the economy have combined to produce substantial
financial risk and balance sheet instability in the U.S.
economy. This is a typical cyclical characteristi~, but it
is more prono~ced now because ofstroctural changes
in the prices ofreal assets, inflation. and the tax system.

Asset price deflation, particularly in real estate, has
resulted in insufficient asset value collateral in the
household, business, and financial sectors, leading to
bankruptcies. failures, lower levels ofeconomic activ
ity, and for a time a credit crunch in banking.

The fmancial ratios ofthe private sectordeteriorated
greatly over the decade ofthe 1980s, reflecting.aggres
sive spending and borrowing. and rising debt and debt
seIVice. So long as the assets were secured by the
market values of asset collateral. no problem existed
and active spending could occur. But once real estate
and stock prices fell, loan losses to the banking system
mounted and the economy weakened, balance sheets
deteriorated further. and the resulting balance sheet
shock limited spending.

Financial instability limits the funds allocated to
capital fonnation and diminishes the potential rate of
growth in the economy. In the extreme. during a credit
crunch. productivity-enhancing expenditures may be
completely rationed out.

The restructuring of balance sheets. or reliquefica
tion. is a characteristic ofthe U.S~ business cycle and is
yet another factor preventing the economy from growing
more rapidly. The process ofrepairing financial positions
appears to havebegun in 1989. as is shown inTable 1, but
will continue well into and perhaps through 1993.



Table 2 The Diminution of Firat-Time Homebuyers and Aging of the Population

Households by- Age-of-Head Disbibution of Households by Age-of-Head
(Mils. of Units) (In percent)

1970 1975 1980 1985 1990 1995p ·1970 1975 1980 1985 1990 1995p

All 63.4 71.1 80.9 86.8 93.3 100.0 100.0 100.0 100.0 100.0 100.0 100.0
15-24 4.4 5.8 6.6 5.4 5.1 4.9 6.9 8.2 8.2 6.2 5.6 4.9
25-29 6.1 7.8 9.3 9.6 9.4 8.4 9.6 11.0 11.5 11.1 10.1 8.4
30-34 5.6 7.1 9.3 10.4 11.0 11.1 8.8 10.0 11.5 12.0 11.8 11.1
35-44 11.8 11.9 14.0 17.5 20.6 23.2 18.6 16.7 17.3 20.2 22.0 23.2
45-54 12.2 12.9 12.7 12.6 14.5 18.0 19.2 18.1 15.7 14.5 15.5 18.0
55-84 10.8 11.3 12.5 13.1 12.5 12.6 17.0 15.9 15.5 15.1 13.4 12.6
65-74 7.7 8.9 10.1 10.9 11.7 12.3 12.1 12.5 12.5 12.6 12.6 12.3
75+ 4.8 5.4 6.4 7.3 8.4 9.5 7.6 7.6 7.9' 8.4 9.0 9.5

p-projected
SOUTCt: Bureau 01 the Census

4) Demographics and big-ticket item purchases, es
pecially housing (structural).

Significant demographic changes are now working
to limit household purchases ofbig-ticket items, espe
cially homes. The proportion of families in the prime
first-time homebuying age of25-t0-34 years is falling
and will continue to do so throughout the 1990s. Table
2 shows the changing demographic composition of the
population for the last twenty-five years, indicating a
diminishing rate of increase for the 25-t0-34 year age
group and a smaller proportionoffamilies in this cate
gory than at any time in the last twenty-five years. The
diminished number limits the pent-up demand for new
and existing homes that usually occurs with easier .
money and lower interest rates. Many of the potential
first-time homebuyers are liquidity- or jobs-con
strained, with considerable concern about the future.
The result is a softer upturn in housing and residential
construction than typically occurs in the aftermath of a
recession.

The same story holds for automobile sales, another
big-ticket item. The aging of the baby boomers that is
principally responsible for the change in demographics
represents a significantstructural change in the economy.

5) Global competition (structural).
Compared with ten years ago, competition in the

global economy is greater and more intense now. Over
the past decade, companies based overseas-Japanese,
German, otherEuropean, and particulady those of the
newly industrialized countries (NICs) such as Taiwan
and Korea-have become prominentinmarkets around
the world. This makes it more difficult for U.S.-based
finns to capture share in world markets and has made
it harder for the economy to revive. The globalenviron
ment is immensely different today from any previous

time in the postwar era. American businesses are just
beginning to figure out how to compete better in the
new environment.

6) Commercial real estate depression (structural
and cyclical).

This factor is both structural and cyclical, with the
Tax Refonn Act of 1986 playing a significant role in
depressing the demand for, and funding of, commer
cial real estate. Commercial real estate is depressed
in almost every major urban center of the world,
ranging from California to New York to Chicago,
London, and Tokyo. The glut ofspace will take a long
time to be sopped up, especially in Slow-growing econ
omies; this feeds into the cyclical side ofthe real estate
difficulties.

7) New wave business strategies (structural).
The new strategies of business-cost-cutting, pro

ductivity enhancement, quality improvement, and bet
ter service-clearly are a plus for the economy in the
longer run. However, near-term, the cost-cutting wave
means fewer jobs, downward pressure on wages, and
less growth in incomes and benefits for individual
workers. As profits improve, business will increase
spending and create more pennanent jobs. But the
'propensity of business to spend out of profits is lower
and has longer lags than the propensity ofconsumers to
spend out of incomes generated by new jobs. The lack
of job creation will probably continue to plague the
economy for some time. Jobs that have been lost will
be slow to return, if indeed they ever do, with workers
having to be reabsorbed in new activities.

8) Consumer behavior (structural and cyclical) and
sennment(~cUcaij.

Consumer behavior now is radically different·from
that in the 1980s, when spending and borrowing were
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the rage and saving and paying offdebt were eschewed.
Just the opposite is the case for the 1990s: spendingand

.borrowing are OU4 and saving and paying off debt are
in. Consumers are· bargain-hunting, downsizing and
downscaling, being cautious, and refusing to buy. With
jobs hard to get, slow growth in real income, insecurity
over the funlTe in terms ofhealth care, pensions and the
like, the retrenchmentin the pace ofconsumerspending
that started in 1989 is likely to continue.

Part of the gloomy and pessimistic consumer senti
ment is· due to the lack of new jobs and meaningful
economic·recovery. A new factor in consumer pessi
mism has been the perceived inability ofgovernment to
diagnose and deal with current U.S. economic prob
lems.

9) Financial system disarray (structural and cycli
cal).

For some time, the collapse ofthe thrifts and implo
sion of the commercial banking system crunched the
economy and helped to prevent economic revival.
More recently, because yield curves are sloping up
ward and financial institutionshaveworked outmuchloss
and risk exposure, the U.S. financial system is in better
shape. Weakness in credit outstanding is more a con
sequence of lack of demand than of an inability of
banks to lend.

The financial intennediaries do remain reluctant to
lend except for well-structured projects with high and
competitive returns. But there is neither the lack of
funds nor the nonprice rationing that existed before.

The structural change that remains is how financial
intennediaries do business. They are more inclined to
do business thatearns fees and involves less risk-taking.
They are more efficient. They are keeping the number
of employees down. Lending is more costly and risky
than investing in U.S. Treasury securities; as a result,
commercial banks are building up huge holdings of
securities in their portfolios. The near-collapse of the
depository intennediaries in recent years is a structural
change that has impeded the credit channels of the
economy from operating efficiently.

10) Overseas economic problems and risks (struc
tural and cyclical).

Most troublesome to the U.S. economy at the current
time is the continuing stagflation in GelDlany, stagna
tion on the Continent and in the United Kingdom, the
recent slide in Japanese economic activity, and potential
for an international credit crunch emanating from Japan.

Eachofthese areas has its ownstructuraland cyclical
impediments to economic revival, different in origin
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and across countries, but a bottom-line risk to ~e

United States on exports. Europe, the United Kingdom
and Japan account for 37.7 percent of total U.S.
exports. The problems of Germany and the Continent
will take some time to work out. The same is true·of
Japan. This means less U.S. economic growth. At
worst, an international credit crunch· and worldwide
recession are possible.

11)A "speed limit" for the economy because ofslow
growth in potential output (structural and cyclical).

The downtrend in the rate of growtlJ for potential
output, in place since 1973, has not yet been reversed.
It is not yet clear why and how productivity growth and
potential output have diminished. Butthe actual perfor
mance ofthe economy is limited by potential growth at
just 2 percent. Policy cannot revive the economy too
rapidly norpush the economy to rates ofgrowth typical
of past expansions for very long without runniI)g into .
reinflation from demand pressing against supply.

Why has monetary policy not revived the
economy?

One ofthe puzzles ofthis episode has been the inability
of the economy to revive after so many instances of
monetary ease. Lags between the time of easier mone
tary policy and economic recovery had been thought to
be from six to twelve months. The lags now have
stretched to over three years, longer than for. any other
postwar situation.

Monetary policy stimulates the economy by reduc
ing marginal borrowing costs, lowering debt service,
reducing break-even costs for business, improving fi
nancialpositions, liquefyingbanks and establishing abase
for credit expansion, diminishing the cost of capital, and
boosting the stock market and consumer confidence.

But with so many structural impediments in the
economy, the stimulative effects ofeasier money have
been overwhelmed. There have been massive declines
indefensespending, overwhelmingburdens ofdebt and
debt service, atax increase in 1990, fmancial institution
fragility and a credit crunch, changes in demographics
to limit big-ticket item buying, a glut in real estate,
deflation in asset prices and deteriorating balance
sheets, and economic weakness abroad.

Because ofthese factors, the demand for money and
credit has been shifting down faster than the supply has
been expanding, driving interest rates lower, but not
enough to reverse the weakness in spending and in the
demand for money. A similar situation may have oc-
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curred· in the 1930s: factors affecting the demand side
of the economy, including sentiment, were so negative
that even when the Federal. Reserve pushed interest
rates significantly lower, the economy did not revive.
This has been reflected in extraordinarily weak money
and credit aggregates which, in real terms, have ~ctually

declined. Thus, yet another factor holding the economy
down has been the lack of money and credit.

The Federal Reserve has probably erred in pegging
the federal funds· rate, essentially "fixing" a market
price. The Fed set shon-term interest rates too high
for equilibrium between a sinking demand for funds
and the supply offunds. The slow and cautious reduc
tions in the federal funds rhte, and thus in other
short-term interest rates, probably have kept interest
rates higher than equilibrium, limiting the quantity of
funds and credit demanded, and preventing the econ
omy from rebounding faster. The by-products ofa weak
economy-deflation in many instances and higher un
employment-represent prima facie evidence that
short-term interest rates are being set too high. The
surplus offunds in the financial system has gone toward
invesnnents in U.S. Treasury securities. This in tum has
brought less economic growth and reduced the demand
for money and credit, impairing.economic perfonnance
and slowing the growth of the monetary aggregates.

U.S. monetary policy must continue to sustain a low
profile of interest rates, perhaps the key ingredient for
lasting improvement in long-runpotential output Even
more desirable would be a freeing up of interest rates
to whatever levels the demand and supply of fund's
would bring. The U.S. central bank should target bank
reserves to achieve monetary growth targets, letting the
demand and supplyoffunds determine the federal. funds
rate and other short-term interest rates. If the demand
for funds is weak, then the federal funds rate would
quickly drop tolower levels. Significantly lower short
tenn interest rates would then actmore quickly to revive
economic growth and the demand for funds.

Simulations with the Sinai-Boston Macroeconomet
ric Model of the U.S: economy have long indicated
that a quick reduction in the federal funds rate to
around 2 percent woul~ be required to achieve 2.S
percent real economic growth, give~ the structural
impediments that exist. A reignition of inflation
would not occur even if the federal funds anddiscount
rates were lowered by anotherpercentage point. Plenty
of slack exists in an economy with a high unemploy
ment rate and lowinflation. Such apolicy would resem
ble that ofthe central bank in 1979-82 under Chairman

Volcker, where interest rates were freed to seek higher
levels to restrain growth and inflation. Just the opposite
problem exists now. Such a change in the operation of
Federal Reserve policy, given the unique set of im
pediments at this time, could help reverse the economic
stagnation.

What role/or/iscalpolicy?

The failure of the United States and world economies
to perfonn as expected indicates that policies should be
altered to bring about improvement. Varying doses of
fiscal and monetary stimulus are needed in the United '
States, Germany, and Japan. The United States can
relax its deficit modestly with up to $50 billion of net
fiscal stimulus without fear of reigniting an unwanted
inflation. Further deficit reduction can come after
growth is revived or a trigger growth rate can be estab
lished legislatively for fiscal restraint in advance. Ger
many need not run such high interest rates, when its rate
of inflation runs at about 3.7 percent and its economy
is declining. All countries can reduce interest rates,
given relatively low inflation in each. Japan has room
for even more fiscal stimulus and some more monetary
easing, given its budget and trade surpluses.

Fiscal policy can help simultaneously to engineer a
faster cyclical expansion and raise ihe potential growth
of the economy. With high structural budget deficits
and the Budget Enforcement Act of 1990, any relax
ation of the deficit with fiscal stimulus is difficult,
however. Higher deficits add to debt and debt service
burdens, one of the major structural problems of the
economy. Interest rates can rise, limiting the positive
effects of the stimulus. Butit is clear that the combina
tion ofmonetary ease and fiscal restraint that has been
in place, along with the other negative factors, has not
produced the desired results for the economy. There
fore, a temporary relaxation of the deficit restraint set
by the Budget Enforcement Act is now necessary.

A moderate dose ofnetfiscal stimulus on the order
of $30 billion to $50 billion is necessary, set at the

. higher end ofthe range in the near term and lower in
the second year, so long as the measures involved do
"double duty"-serving simultaneously to lift near
term economic growth and to enhance long-run pro
ductivity and the potential output of the economy. A
fiscal stimulus of this size would be minimal in a near
$6 trillion economy, far less than any employed in the
past. The new Congress and administration would be
well-advised to pass some "double-duty" fiscal mea-
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sures that would enhance growth and long-run produc
tiyity: (a) investment tax credits targeted on uproduc
tive" invest,ment; (b) nondefense infrastructure
spending and repair; (c) capital gains tax reduction, at
least indexing to inflation; (d) well-thought-out expen
ditures to improve education, especially K-12; and (e)
edu:ation and retrainingprograms. Legislators and pol
icymakers should avoid any measures that do not do
"double duty," for example, reducing personal income
taxes, spending on public works of the 19308 variety,
and government outlays that are not targeted or tracked
in accountability. Calibration of the results obtained in
te.nns ofOUtpU4 the unemployment rate, and inflation per
dollar oflost revenue or extra spending is another way to
j\ldge. the relative efficiency of any fiscal measure.

Conflict and choice

In 1992-93, the United States economy is confronted
with several economic problems-growth and jobs,
large budget deficits, and stagnant overseas economies.
In 1988-89, the only major problem was the deficit.
Unfortunately, the problems of growth and deficits
cannot generally be solved at the same time. Reduc
ing federal budget deficits through fiscal policy is in
compatible wit.l} increasing economic activity and
creating jobs. Increasing economic activity with fiscal
policy can be incompatible with cutting the deficit.

If budget deficits fell of their own accord, then the
resulting lower interest rates could increase economic
activity in interest-sensitive spending, raising growth
and lowering deficits together. But this generally can
happen only through reductions of interest rates by the
FederalReserve. Changes in budgetdeficits oftencome
from changes in government spending or taxation.

Reducing deficits by cutting government spending
and/or raising taxes 'Yould only lower economic activ
ity and decrease jobs. Those steps do not produce as
much deficit relief as planned because of lost tax re
ceipts from lower economic activity. Interest rates do
decline in such a situation, somewhat softening the
effects on the economy. But mainstream thinking in
macroeconomics and virtually all econometric models
indicate that the gains to the economy and jobs from
lower interest rates are more than offset by the losses
from reductions in government spending and higher
taxes.

The time to reduce spending and/or impose higher
taxes in order to bring down the deficit is when the
economy is at or near full employment, with rising
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inflation. Such is not the case now, after three-and-a
halfyears ofprolonged weakness, growth below trend,
the lowest inflation rates in thirty years, an unemploy
ment,rate near 7.5 percen4 and stagnation in much of
the industrialized world.

Enough relaxation of the budget deficit to permit a
modest dose of fiscal stimulus would tend to raise
economic activity without noticeable costs of higher
inflation and interest rates. In any case, some dose of
fiscal stimulus has always been used to lift the economy
out of slack, whether before or after World War II.
Fiscal stimulus can generate jobs and new economic
activity, perhaps jump-starting a chronically stagnant
economy.

While such a policy shift would pennit the deficit to
rise in the short run, the government should hold to the
goal of eliminating the deficit in the long run. The
deficit to be balanced, it should be noted, is the struc
tural orfull-employment budget deficit, not the overall
federal budget deficit which has ballooned because of
economic weakness.

At the same time that an increase in the budget
deficit is established, measures to reduce the deficit
in later years can be chosen and legislated. Once the
target rate of economic growth is achieved and the
internal mechanisms of the economy are driving
growth, eliminating the structural budget deficit can
take top priority. For example, real growth ofGDP at
3.5 percent per year might then trigger measures such
as higher gasoline taxes, caps on the growth of some
entitlements, higher taxes on social security benefits to
the affluent, or an even greater acceleration ofdefense
spending reductions, ifwarranted by international con
ditions.

Modest and gradual doses of fiscal restraint would
not severely curtail economic activity. If chosen care
fully to preselVe those fiscal policies aimed at raising
productivity and potential OUtpU4 such restraints could
sustain the gains achieved in raising the trend growth
rate of the economy. Later on, the fiscal instruments
chosen should be cyclical in impact and least subject to
interaction ofnear-term growth with long-run potential
output

The lifting of growth should be from below and
cautious, using a small to modest dose of fiscal stimu-

.Ius, unlike the typical applications of fiscal stimulus in
the past. In this way, especially with large budget defi
cits, the effects on financial markets would be limited,
and if the stimulus was not enough, more could be
applied later. Also, the economy does tend to relieve
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excesses over time, setting up for expansionlater~ T~, . '.
much stimulus might end up superimposed on ail econ-
omy that was already doing better, leading to overshoot
or too much growth relative to potential supply and a
potential reignition of inflation.

Inorderto both raise growth and lowerdeficits, other
factors should be in place as well: easier monetary
policy, increased bank lending, improved economic
activity abroad, greater efficiency and productivity in
the private and public sectors, lower-cost provision of
health.care, and yet-to-be-detennined new sources of
growth or cost-savings.

Standard policies are not enough

What's wrong with the economy? The problem is
largely structural and somewhat cyclical. Potential or
trend economic growth is down considerably, to 2
percent a year instead of the 3 percent plus of earlier
post-World War IT years. The lower track of long-run
potential is beingsuperimposed oncyclicallydepressed
growth.

The structural weakness stems from factors such as
heavy debt loads and large debt service burdens that
over many years have limited the productive input of
labor amI capital, reduced R&D and technological in
novations, allowed infrastructure and education to run
down, hampered the operation of the fmancial system,
limited business entrepreneurship, and led to a new
wave business management that destroys jobs rather
than creates them.

In such a situation, the most unusual in modem U.S.
history, the standard macroeconomic policy prescrip
tions are not sufficient to achieve sustained noninfla
tionary growth high en01.~.gh to raise the standard. of
living to previous levels.

The nation needs measures thathelp somewhat to lift
the economy near-tenn but, more importantly, raise
the potential for growth long-term. For the two major
problems-growth and deficits-there is a sequenc
ing choice. To solve the complicated macroeconomic
problems now facing the United States, we must first
raise growth, then balance the structural budget def
icit. In doing so, we must repair and rebuild the

;foundations of productive potential which have suf
fered long-tenn decay. This means strengthening the
basic building blocks of any nation: the education sys
tem, the productive capacity of the public and private
sectors, and the incentives for business enterprise and
innovations.
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Let's Work With Clinton's Plan

By Herbert Stein

-WASHINGTON

E
ll Clinton's economic
program is probably
the most far-reaching
effort ever made by a
President to control the
Federal budget deUclt.

In light or the challenge and opportu
nity racing him and the country, It Is
disappointing.

Still, the plan Is the only place we
have to start, and It needs support.
For lhose seriously concerned about
the deficit, the responsibility now Is
not 10 dereat the plan but to try to
strengthen and IlaProve iL Here are
some suggestlons;ond observations.

• The deficit reduction proposed la
much too small. Even by the Admin
Istration's own eSlimate the plan
would leave a large deficit in 1997
and, more Important, It would rise
therearter. The budget targel for 1997
Is arbitrary. It prOVides no basis on
which to resist the Inevitable tempta
lions to try to scale back the deflc.lt
reductions.

The President's program would
have been more defensible If Its loal
had been to reduce the deficit to zero,
even If this had to be accomplished
over a period of six or eight years_

• The program does not take ad
vantage or reasonable opllons for
substantially reducing the deflclL
These include cutting the Federal
subsidy ror Medicare, limiting or.
eliminating the exclusion or fringe
benefits from taxable Income and
CUlling spending more sharply for the
space stallon, supercollider and farm
price supports.

The energy tax, chosen al the
broad-based levy that most people
would pay, could have been Imposed
at a higher rate without a severe
burden on anyone.

• The proposed rate Increase In the
corporate profits tax, from 34 to 36

. percent, only worsens the current
"double taxation" IneqUity and would
be an obstacle to the growth of invest
ment that Is one of the program's
main goals. proms are already taxed
at the corporate level and at the Indi-

o vidual level, In the form of dividends
or capital gains.

• Applying a proposed tax to the
use of energy by businesses would
deter Investment, because production
that uses much capital also tends to
use much energy. In addition, taxing
energy used by business would drive
energy-intensive Proc1uctlo~, like aha
mlnum smelling, out or the country.

• The proposed Investment credit
for· businesses would be highly dla-

It has f1aws~But
rejecting itwill
dash efforts to
cut the deficit.

criminatory. It would reward busi
nesses that Invested little last year;
that Invest In physical capital rather
than In research and training; that
Invest In short-lived assets, and that
Invest In equipment rather than
structures. This Is as likely to result
In a loss of efficiency as It Is In a gain.

.The Administration program \S
dOlled with little glve-aways, like tax
breaks and soft loans for small busi
ness and supports ror particular ven
tures such as high-speed trains.
These give-aways, which would add
up to tens or billions of dollars a year,
would undermine a comprehensive
effort to deal with the deficit.

Most of them could properly· be
described as Investments - which Is
how the President describes them.
But many are unlikely to be as pro- ,
ducllve as the private Investment
that would result If the same amount
of money were devoted to deficit re
duction; which helps the overall econ
omy. In general, the Administration'.
strategy shows an unjustified prefer
ence for government, or government
directed, Investment over market-de
termlned private Investment.

• The selling of the program to the
public relies heavily on the argument
that the more progressive the tax
system Is, the fairer It Is. That Is not
only a simple-minded view of fair
ness. 11 Is also a dead end for budget
policy. It means that when the eco
nomic limits of taxing the rich are
reached there Is no possibility of get
ting more revenue from the middle
class, because that would reduce
progrelslvlty.

D
SPite these criticisms,

the Clinton plan Is the
only deficit-reductlon
plan with a chance of
being adopted. Some
people, Including•

leading Republicans, will say that
they have an alternative plan to cut
spending much more sharply than
Mr. Clinton proposes to do.

But their plan Is always described
In general terms - "across-the
board cuts," "a freeze on total spend
Ing" or some such formula - never
specifying what exactly Is to be cuL

Herbert Stein. senior fellow at the
American Enterprise 'nsUlute, was
chairman Of the President's Council
of Economic Advisers under Richard
Nixon and Gerald R. Ford. This is
excerpted from an article to ap~ar

In the March-April J993 issue of The
At"erican Enterprise.

The proponents of such "plans" have
no more stomach than Mr. Clinlon
does for attacking the large middle
class beneflls lhat are lhe essence of
the budget problem.

This judgment may be too pessl·
mlslic. Some Republican leadership
in Congress may arise to push strong
ly ror signHicant specHic cuts. H lhat
happens, the President, given politi
cal cover by Republican support,
may accept and possibly even wel
come the reductions. In lhat case we
could get a beller program than ,he
one the President has proposed.

BUI there Is no sign of such a devel·
opment and thererore llllie chance of
getting a better deUeit reduction
package than Mr. Clinton's. More
over, the President's package has ev
ery chance of being defeate<l. Ele
ments of the program that save the
most money will be vulnerable to
opposition, because they are the most
painful to thQ most people.

Advocates for the elderly will resist
higher taxation of Social Security
benerus. All kinds of users and suppll·
ers will resist the energy tax. Unless
some forces In the country and Con~

gress are sutrlcienlly concerned
about the deficit to support the Presi
dent's proposals - however much
they dlsllke other parts of the pack
age - the whole dericil·reducing ef
fort could collapse.

If this effort falls we will probably
not see another one for some time.
The lesson will be that the system
rejects even a cautious attempt by
the President to exercise fiscal re
lponsibility and to make a few tough
decisions..And the public will once
again see that no one really cares and
that all the talk about the national
Interest In reducing the deficit Is only
a CClver for the struggle of everyone
to get his.

I
f the present .effort succeeds,

I however. lhere will have been
a demonstrallon or the will
Ingness or Congress and the .
public to accept some sacri-.
flce. Some budget unlouch·

abh:s will be seen to have been not so
untlluchable. .

Discussion of the steps needed to
reduce the deUclt rurther can reo
sume, one may hope, in a less dema
gogic and emotionally charged at
mosphere than today. In that case we
may yet say that 1993 was a turning
point away Irom the disintegration of
budget policy that has been golng'on
for the past 25 years. 0
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New Clinton. New Era. Taxes vs. Growth

products. Open trade forces governments to
compete to lower taxes and reduce regulations
to make their economies more competitive.

Unfortunately, the Admlnlstrallon seems in
tent on a protecllonlst path of higher tariffs
matched by retaliation by our trading part
ners. Tariffs averaging 27 percent on imported
steel and restrictions on U.S. purchases of

European communications
equipment have already been
proposed. While Mr. Clinton
has endorsed the North
American Free Trade Agree·
ment, our goal should be
nothing less than globalll'ade
liberalization.

Mr. Clinton has outlined
some laudable goals: : creat
Ing new jobs, ending welfare
as we know ii, reducing the
delicH, encouraging the pri
vate sector as the engine of
growth, Unfortunately, his
tax increases directly con-

flict with these goals. While at times he sound·
ed like John Kennedy and Ronald Reagan,
tragically his policies are closer to those of
Herbert Hoover and Jimmy Carter.

Jack Kemp was PreSident Bush's Secrelary of

'Sacrifice' is not
an economic plan.

the, Clinton plan of higher Income taxes, sur
taxes, new energy taxes and taxes on Social
security recipients. Instead, we must build a
strong foundation of incentives for entrepre
neurship and producllvity.

• Taxes. In his campaign, Bill Clinton ac·
cepted the principle that culling capital gains
taxes spurs growth. Our unIndexed gains tax Is
a huge barrier to capital formation and Job
creation. We should eliminate this tax or at
least reduce and Index it for Inflallon. We must
'also reverse the trend toward higher income
taxes with a f1aller, fairer and simpler tax
code, one that rewards, not punishes, success.

• Government spending. Government at all
levels spends too much, consuming nearly 40
percent of G.N.P., up from 26 percent in 1960. If
the private sector Is the engine of economic

, growth, then we must restore the balance
between the public and private sectors. One
proposal would be freeze spending and limit
the growth rate of entitlements, except. Social
security, to Inflation plus population growth.
This would still allow a 5 to 6 percent annual
Increase, permilling us to meet social obliga
tions while producing substantial savings.

• Trade. Restricted trade forces companies
to compete for special treatment from govern
ment instead of competing to develop better

By Jack Kemp

WASHiNGTON

T
he Clinton campaign that prom
ised a plan for economic growth
has suddenly turned into an Ad·

, ministration demanding across
the-board sacrifice from the

. American people. Indeed, the
myth that Americans are undertaxed has be
come the defining principle behind President
Clinton's economic policy. The truth is that
Americans are overtaxed, not undertaxed.

Sacrifice Is not an economic policy and ii's
certainly not a goal for which the nation should
be striving. Besides, it's not the people who
need to sacrifice, ii's the bloated Government.

More important, raising tax rates will not
reduce the deficil but weaken our fragile econ
omy. The faulty premise behind the 1990 budg·
et agreement was that higher taxes would lead
to more revenue, lower. deficits and growth.
Instead, the deficit increased from 3.1 percent
of G.N.P.ln 1990 to 5 percent by 1992 because
the anticipated tax revenue failed to material
Ize, as It always does when taxes rise.

According to some estimates, the slo~down

In growth after the budget agreement cost the
Treasury $183 billion, six limes the amount of
Mr. Clinton's $31 billion "stimulus" package.
Expanding growth and opportunity for every
one, not redistribution of wealth. must be the
highest goal of economic policy. In fact, we
should set a goal of doubling the size of our
economy, to $10 trillion from the present $5
trillion, in no more than 12 years.

Achieving the needed 4 to 6 percent growth
rates requires a radically different pa~ than

-::

people-first investments and $60 billion in in
vestment tax incentives. This results in about
$300 billion In deficit reduction plus $24 billion
In interest payments that will not have to be
paid - $324 billion less debt. Not bad.

The danger is that a package will pass
without some of the tougher measures and
deficit reduction will fade to a low·impact
number. Instead of the fiscal 1997 deficit going
from $346 billion to $206 billion, II could end up
at $260 billion. After all the agony and tax
Increases, the public will feel deceived.

As for the fourth option, a growing consen·
sus says that the deficit reduction bellom line
has to be raised. The original hope expressed
by Leon Panella, director of the Office of
Management and Budget, of a 2 to 1 ratio of
spending cuts to new taxes Is now seen as less
than 1 to I. Congress could add new cuts here
and there and reduce the level of Investment
and stimulus spending just enough to cause the
fiscal 1997 deficit to drop below $200 billion - ,
to, say, $180 billion. Thus, the mystical goal of
reducing the deficit In half in four years would:
be realized (close enough), and we would enjoy:
business confidence. The public would feel it is
on the path to fiscal solvency and Bill Clinton
would sweep to re-elecllon. .

A caveaL If a $30 billion to $90 billion health
care proposal Is dropped on the table, In the
middle of all this, II will disrupt everything.
Fast-tracking a health care proposal that re
quires extensive deliberations and vast new
revenue sources is to undertake an iniliative
that will compete with the economic package
in a way that will harm both. We need a health
care package, but it must delay its debut untIl
after the economic plan has been passed, taken
root and begun to bear fruiL 0

By Paul E. Tsongas

Delay health reform. It
would be disruptive.

BOSTON

T
he Bill Clinton you saw on TV
was not the BII1 Clinton I ran
against. I am pleased the evolu

, tion has taken place. Finally, a
President who talks about the

. . , deficit, competitiveness, long·
term growth and gMeralional responsibility.
A new era. A hard look at hard choices.

Does the economic package go as far as I,
Warren Rudman and my Concord Coalillon
colleagues would go? Not really. We're more
focused on deficit reduction. Are the savings as
real as claimed, and will they survive the
Congressional Journey? I don't know.

We're on a new path,led by a very Intel1lgent
President who can absorb data and the reali
lies they represent In a way his immediate
predecessors could not or would not.

What are the true options? I believe there
are four. First. steady as she goes, status quo.
If Bill Clinton did nothing else, he awakened
America to the stark consequences of doing
nothing. Doing nothing means catastrophe.
Status quo Is not an option. Second, follow the
'Congression~1 altemaUve. Hal What alterna·

Paul E. 'fsongas. former Senalor from Massa·
r"".,,". "n"..'" ,h.. n..mtlrralic Presidential

live? You will hear the cries of outraged
R~publlcans. No new taxesl We need a strong
defense I These poslUons and deficit reduction
are Incompatible I Listen to the Democrallc
commillee chaIrmen and CtlUCUS actlvlslS.
You will hear pleas for expanded enlltlements
and Increased domesllc appropriations. You
will never see a specific Congressional alter·
native. And certainly not one
that comt;s close to the Presi
dent's deficit reducllon pack
age. Remember, these are
the same people who lay dor·
mant as Ronald Reagan and
George Bush racked up $3
trillion of debt. They are inca
pable 'of a true balanced

budget proposal. ~~ :~:"'gThird, the Clinton plan. To
use very rough numbers, the li~I-II1••II•••iI•••••q.
package breaks down as fol-
lows: a lillIe over $202 billion
in savings (from th!! 1994 to
1997 fiscal years) and $267
billion In new taxes in that same period; thaI's
$469 billion In possible deficit reduction. From
'that total, subtract $109 billion In stimulus and



THE JOURNAL OF COMMERCE, Wednesday, January 20,1093

The Fed: Politician's ,Scapegoat
By GARY GALLES

Our politicians' most valuable assets are their
index fingers: They Vigorously point them at
themselves when something good happens, but
just as Vigorously point them at IOmeooe else
when something bad happens.

Nowhere bas thil finger-pointing approach
been honed to as fine a point as with our elected
officials' relationships to the Federal Reserve
System, an Independent agency of the govern
ment charged with control over monetary policy.

When the Fed accelerates money growth, our
representatives point the finger of credit at
themselves; they say, "Haven't we done a good
job of stimulating the economy.·

But later they point the finger of blame at the
Fed for causing InDation, which 11 just the de
layed effect of the same policy.

When the Fed slows a too-rapid rate of infla
tionary money growth, they blame the Fed for
the resulting recession. But later they claim
credit for bringing Inflation under control - alao
the delayed effect of the same policy, .

No matter what the Fed does, politicians
claim credit for the good effects and blame the
Fed for the bad ones, or fault the Fed for pre
venting their own wonderful plans from working.
That makes an independent Fed a great scape- .
goat.

The only problem ia that the same politicians
would like to exercise more power over the Fed,
particularly In the direction of more monetary
stimulus to the economy (to claim credit for
growth), while maintaining enough political diI
tance to preserve the Fed's role as scapegoat for
any unpleasant results.

The' pressures for increasing political control
over the Fed have been Intensified by an incom
ing Democratic administration that w11l share
credit with Congress (but little blame) for the
results. They have taken form in a proposal by
House Banking Committee Cbairman Henry Gon
zalez. D-Texas.

Rep. Gonzalez' proposal would end long-term
practice, in which each of the Fed'i 12 regional
bank presidents 11 selected directly by its board
of directon and thea confirmed by the Fed's

Board of Govemon. That practice was estab
llshed largely to inhibit political manipulation of
monetary policy.

Instead, under Rep. Gonzalez' proposal, each
regional board would give a list of potential
oominees to the president, who would pick "no
more than a limple majority fr~m the adminis
tration's own party. to be nominated as heads of
the banks, with those nominees then subject to
Senate confirmation bearings. TbiJ would give
both Congress and the Incoming president more
power over the Fed's membership, and thus its
policies.

This seemingly minor cbange ia important
because five regional bank presidents sit on the
Fed's 12-member Open Market Committee (on a
rotating baaia~, which II respoDsible for

day-t.o-day Federal Reserve policy - with its
implications for monetary growth, interest rates,
inflation, unemployment and output.

These regional bank presidents have emerged
as a strong anti-lnDation block on the Open Mar
ket Committee, limiting the Fed's willingness to
use expansionary monetary policy to slimulate
the economy if it wouid likely lead to future
inflationary consequences.

Rep. Gonzalez' proposal (whose logic, for his
tory buffs, reflects similar populiat pressures for
an inflationary "free silver" monetary policy
near the tum of thia century) would achieve its
goal. Extensive hearings would allow the Fed to
be set up to take the blame for any economic
difficulties during this administration If it didn't
go along with Democratic initiatives to "get the
economy moving."

It would give Congress more power over mono
etary policy, adding its confirmation control over
the regional Federal Reserve Bank presidents to
the Fed's Board of Governors, which comprises
the rest of the Open Market Committee. (And we
all remember the fine job Senate Banking Com·
mittee memben such as Alan Cranston bave
done witb banking matten).

Combined with public Ignorance of monetary
policy, it would keep the Fed at enough of an
arm's length that it stlll fulfills its scapegoat
function. 1ts party restrictions would rrovide the
Clinton administration with plenty 0 leeway in
its appointments, given its current makeup, but it
would constrain any future RepUblican adminis
tration.

Rep. Gonzalez' dangerous proposal would
transfer more power over monetary policy to
both Congress and the president but ailow them
to continue to dodge political blame. It would
abandon long-established buffen between politics
and monetary policy, designed to insure against
the political temptation toward inDation, and
hand control of monetary policy to those who
have run fiscal policy into the ground and con·
tributed greatly to the banking crisis.

The last thing we need is "politically correct"
monetary policy.

Gary Galles is a professor of economics at
Pepperdine University in Malibu, Calif.
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The Trouble Ahead

If the White House leans on the Fed to paper OVe1'

the effect~ of its policies, the lase two years of Clinton could
wok like the last two years of Carter.

By ALAN IlcYNOLll8

After a brief spell of bond market
nervousness around election time. lonr'
tenn Interest rates have remained surprls'
Inrly low despite two quarters of about
3.5'7'. ecoilomic rrowth. This Is obviously
rood news for the new administration.
while It lasts. But It Is unlikely to last
very Ionr If any of the proposed tax and
spendlnr policies are enacted.

The most fashionable explanation for
the calm bond marlcet Is that rood ec0
nomic news reduced the need for "fiscal
stimulus" (a meaningless euphemism for
bluer budget deflcltsl. A typical neWi
story (In this paper. as It happens) tbua
reported that "bond Investon became
more convinced that new slgnl of economic
strenrth In the fourth quarter melln that
any spendlnr packare will be modest. .••
Such a spendlnr package could enlarge the
de!lclt and spark hlrher Innation, both of
which would reduce the vaJue of bondl."

That story never made much sense.
Despite many vaJlant efforts. nobody has
convlncinr1y demonstrated any clear con'
nectlon between Interest rates and even
hllie chanres In budret deficits. much less
the minor alterations the Cllntoll'ldmlnls'
tration may contemplate. In the late
19801. Britain, Sweden and Australia all
ran bUl!ret sUfllluses yet had much hlrher
Interest rates than the U.S. The U.S. has
experienced large and r1slnr budret detl·
clts ever since the Infamous budret "cure"
of 1990. yet both Innatlon aDd Interest
rates feU.
BIamlng the Deftdt

It Is nonetheless not surprlalng that
every wiggle in Interest rates Is attributed
to chan&'!nr hunches about the budret
deficit. or even about how It Is financed.
After aJl. every problem. real and Ima&'!·
nary, has been blamed on the deficit In the
past decade. The detlclt wu aupposed to
"absorb savinrs" and abort the recovery
In 1983. Then the deficit wu said to be the
cause of "overtleatlng" In 1984. In subse
quent yean. the deficit was said to be the
cause of both the rising dollar and the
falllnr dollar. thua belnr both denatlonary
and Innatlonary.

The truth Is that economists are not at
all sure how to properly measure deficits.
much less what their effects are. Indeed,
the repeated failure of forecasts based on
the budret is one thlnr that led to renewed
study of the more complicated mlcroeco
nomic details of public finance. under the
banner of supplY'slde economics. And It Is
In these delalls where the Clinton ec0
nomic plans. whatever their other merits.
look troublesome for Interest rata.

President Clinton hu proposed an In'
crease In mar&1nal tax rates on hl&'her
Incomes, and a lax credit for purchases of
bualness equipment. SUch policies have a
direct Impact on Interest rates. rerardless
of their effects on the detlclt. The explana·
tIon has to do with what economists call
"Intertemporal subatltutlon"-whlch slm·
ply means people are clever enourh to
adjust the timlnr of their activities to
minimize taxes and maximize deductlOl\l
and tax credits.

In the very short r:un. the "Inter'
temporal" effects of expected tax chanres
have helped to keep Interest rates down.
Unfortunately, the same Incentives must
have the opposite effect In the near fU'
ture.

Flnt. every accountlnr tlnn and tlnan'

dal publication told afnuent couples to ret
their bonus checks, commissions and stock
options paid In December 1m, to avoid
IlO'slbly hlrher tax rates In 1993. Most of
these Iwnp-sum payments were parked In
banks and mutual funds, holdlnr Interest
rates down. If and when It becomes
clear that tax rates are really rolnr up.
though. there will be an irresistible Incen
tive to move funds Into tax·free munldpal
bonds. Taxable securities. Indudlng mort·
raaes, wlU then have to after blfher yields
to remain competitive. U tax rates on
Interest Income go from 31% to 36'1., for
example. a 7.•". bond has to rise to 8'JO to
yield the same after·tax return.

Second, the expectallon of an Invest·
ment tax credit (lte) In 1993 provided II
Incentive to postpone purchases of busl·
ness equipment until the new tax rules
become dear. to ensure that such pur
clwies wUl be ell(1ble for the tax break.
TreILSury Secretary lJoyd Bentsen's re
cent comments about raising energy taxes
and ellmlnatlnr corporate' deductions
should likewise put capital spendlnr plans
on hold. temporarily depreaslnr Interest
rates. AI stronr 15 December capital
roodJ orden were, they will be even
Itronrer Uthe ITC becomes a sure thlnr.
Moreover, payment for such orden comes
later, and that 11 when tbe scramble for
credit will occur.

If enacted. thourh, the ITC will cause
Investments that would have been made In
later yean to be brourht forwanllnto 1993.
because thll subsidy has alwaya been
temporary. Such bunchlnr of equipment

spendlnr Into 1993 muatlncreue rorporate
demand for credit and reduce Its sensltlv·
Ity to Interest rates. Interest rates can
therefore 10 up without curblnr bualness
borrowlnr. thourh not without causlnr
damare to Interest'sensltlve constructl.on.
Inventories and coDiumer durable roodJ.

Prices of tax'favored equipment will
a1Io rise with the added demand. further
dIIutinr the Intended effect. U Conrress
Instead reduced or Indexed the capital
pins tax. the effects would be quite dUfer·
ent. Unlike the ITC. a lower tax rate on
capital raJns would help keep bond yields
low. because part of UR Incentive for
holdInr bonds or stoeka 11 the hope of
capital raJn.

What about President Clinton's pro
posed S50 billion annuallncreue In public

works spendln&,? AI Harvard ecooomIst
Robert Bano notealn bIs maaoeconomIcs
text. there 11 no credible evldence that
bUl!ret detldts per Ie raise Interest rates,
but some studies do find thai Increased
government PllrcJuua (15 opposed to
transfer payments) raise Interest rates.
capital. which Is not unlimited. would thua
be diverted from uses determined by mar
kets to uses detennlned by politics. One
rationing mechanism by whldl this dubl'
ous reallocation of capital 11 accompllshed
Is hlrher Interest rates.

A more subtle r1sIt of hlrher Interest
rates could arlse from hidden taxes In the
Clinton arenda. such as mandatlnr that
businesses devote a percentare of payroll
to health benefits and traJnlnr. Mandated
Increases In labor COlts have the same
effect as an Increase In payroU taxes - real
wares or employment, or both. have to be
lower. Iimltlnr economic rrowth.

The Investment tax credit would fur
ther weaken employment rrowth. since II
(J) provides an incentive to subat1lute
machines for worken and (2) diverts capl'
tal from new entefllrlaes (which can't use
the credit because they are not Immedl·
ately profitable) and labor-Intensive Indus,
trtes (there Is no tax credit for real estate.
or for retalilnventorles). Since the result·
Inr weak rrOwth of Jobs and wares will
contradict President Clinton's campalm
promise. the administration may soon be
come Impatient with the absence of pro
rress In labor markets.

ThIs Is where the risk of Innatlon
cornea In, since II could become tempting

to try a monetary quick fix - talklnr the
dollar down, or appointing Innallonlsts to
the Federal Reserve Board. Some memo
bers of the Clinton team lean toward
Innatlonary, banana-republic monelal'}'
policies anyway. Laura Tyson. the ne'¥
head of the Council of Economic Advisers,
has written that "at the flnt slm the credR
cn,lnch Is wonenlnr. the Fed should pur
chase rovemment bonds ... to keep inter·
est rates low." .

President Clinton has stated that he
would not like to see the Fed raise Interest
rates unless there wu "clear evidence" at
acceleratlnr Innalion. But politicians are
the last to see such evidence. while bond
and commodity traden are the flnt. The
Inflation risk Is not Imminent. any mo~

than It was when President carter took
office In 1977, because the recession In
Japan and Europe Is helpinr to hold dowJl
world Innatlon and Interest rates.

But this Is a temporary reprieve. Fa!"
elm recessions will not last forever. If the
White House leans on the Fed to paper over
two quite predictable effecLS of Its own polI
cies - hlrher Interest rates and slower job
rrowth - the last two years of the Clinton
administration could end up looking a lot
like the last two yean of the carter
administration. The Keynesian "policy
mix" of rlslnr tax and labor costs plus an
"easy money" policy alwaya adds up to
sta&1lallon.
CUrta111Dg the Robin Hood Impulse

If recent rood news on the economy
were to result In dllutlnr or scrapping the
public worts schemes or the Investment
tax credit. that would be directly beneflciaJ
to bonds, because II would constrain the
competing claims of business and govern·
ment on real' resources. Bad news on lhe
deficit Is already provldinr a handy excuse
for backinr away from the nebulous prom.
Ise of middle-class lax relief. This could
curtail the political Impulse to play Robin
Hood with the lax code. Without the facade
of a middle-class tax cut, soak-the·rlch
policies lose their constituency. All that
remains Is a purely punitive "envy tax" on
extraordinary elfort and success.

Ifa coalition of enlightened Democratlc
and Republican conrressmen can block
the unwise Increase in marginal laX rates,
that would not only preserve Incentives lor
hlrhly producllve people. but also help
keep Interest rates down.

Mr. Reynolds is director of economIc.
research at the Hudson hutitllu in India.:
napoli.s.
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PERSPECTIVE ON CUNTON'S MESSAGE

Barking Up the Wrong Tax Tree

WEDNESDAY, FERIWARY 17,1993

Tax incentives add up to
new tax breaks; the real
savinp lie in cutting old
tax breaks, such as full
interest on home loans.
Iy IOBOT J. SAMUELSON

Every so often, the President and
Congreu do the right thing. They
did just that when they passed the

1986 tax reform. It lowered the top
income tax rate for Individuals from 50%
to 28% and broadened the tax base by
reducing the number of deductions and
credits. The Idea was that government
should stop diapenallll tax breaks as
political favors and economic "incen
tives." President Clinton II about to gut
the reform.

His major Income tax propoaall, to be
outlined in tonight's ad
dress to Congreaa, repudiate
the 1986 law. By all reports,
Clinton would ralse the top
tax rate from 31% to 36~

for Individuals (It was in
creased from 28% In 1990)
and from 34% to 36% for
corporations. At the same
time, Clinton wants Con
gress to pass new tax Incen
tives.a tax credit for busi
ness Investment: a cut in
the tax on "capital gains"
(stock profits) on invest
ments In small companies.

Rhetorically, Clinton's
program sounda fine. It's
one part populiam (aoak the
rich) and one part economic
engineering (reward thole,
mainly the rich, who do government's
bidding). But the second part of this
formula i.s precisely the expanCve tax
philosophy that wu rejected-correct
ly-in 1986, because It II preawnp~
in theory and corrupt in practice.

Presidents and governments don't
know enoUBh (nor does anyone) to
orchestrate economic growth throUBh
customized tax breaka. Every Incentive
invokes a worthy cause, but almost all
have unintended conaequence$-often
undesirable. The busineu investment
incentives of the 1981 tax law helped
create a glut of office buildings. Clinton's
capital gains break, modeled on a pro
posal by Sen. DaleBwnpera (D-Ark.),
aims to steer money to amall companies
In Industries such as electronla and
biotechnology. But these Industries
aren't uniquely deIerving, and even If
they were, they are doing OK without
special help.

It i.s naive to think Clinton's propoaala

constitute only a limited un
raveling of the 1986 reform.
By embracing high rates and
selective preferences, he
sanctions a new quat for tax.
breakl. The proeeu is cor·
rupt, because one person's
justifiable Incentive II another
person's UBly loophole. The
more lOme groups get brew,
the more all groups want

them. Tax brealta spread, creating pres
sure to raise top tax rates. All this feeds
cynicism and unproductive works tax
avoidance and lobbying for new breaka.
It's a boon for lawyers, accountants and
lobbyists.

What's at iaaue II how government
taxes-not the need for new taxes or
Clinton's commitment to tax the rich.
Budget del1cits can't be cut without
higher taxes. The wealthy can afford to
pay (in the campaign, Clinton said the
higher tax rates would apply to couples

with incomes over 1200,000), and poli
tic. demand that they be seen to pay.
Otherwise, the "aacri~e" demanded of
othen (higher taxes, lower benefits)
will seem "unfair."

The pracUcal question II whether
these ends could be met without raiaInB
tax rates. They could. Consider lOme
propoula on the Congressional Budget
Office's 1993 Uat of policies that would
reduce the deficltla
. • Tax capital gains at death. Profits on
Itoe:ka or other invesunents escape taxes
when an investor dies. Heirs get Invest
menta. at current market value, not
original purchase price. Taxing profits
when the investor dies would raise
about'rr billion annually. The impact
would. fall mainly on the wealthy. The
richest 0.5~ of Americana own roughly
ball01 all individually held stoet.

• Curb the mortI88e interest-rate
deduction.· Llm1Ung this deduction to
112.000 for a lingle taxpayer and 120,000

for a couple would raiAe about $4 billion
annually. Again, the burden would fall
on upper-income tupayers. A $20,000
deduction at today'sintereat rates would
finance a $310,000 home, assuming a
20" down payment.

• Umit tax-exempt state and local
bonds. ~ese bonda are intended to
finance public projects. such as achooll
and roads. But the bonda are also used to
finance everything from local Industrial
development to ports. Wealthy inves
ton cut taxea by buying the bonda.
UmIting the tax exemption to bonda
used for true government projects would
raise about $1 billion annually.

Clinton reportedly will endone lOme
propoaala like these. But he obViously
hasn't adopted enough of them to avoid
higher rates. There wu also another
way to prevent a big rate Increase. He
could have proposed broadening the tax
base for everyone-for wunple, by
1Im1Ung the value of all Itemized deduc

tions-and then lowering
tax rates for all but the
richest. This, too, would
have concentrated the tax
increase on the Y!wthy.

It', euy to see why Clin
ton Isn't defending the 1986
law. It was never popular
among congressional Dem
ocrats, even though a few
(notably Sen. Bill Bradley
of New Jersey) were
among Its main architects.
The symbolism of raising
top tax rates-an oft-made
campaign pledge-is more
compel1lng than ending
many obscure tax breaks.
Moreover, each of these tax
breaks baa powerful pro
tective lobbies. Clinton's

plan to cut the deficit will arouse much
opposition. Why pick more fights? The
answer II aimple: because It's good
lovernment.

After the 1986 law, taxpayer compli
ance n»e. When tax rates drop, the
rewards of cheating or of sheltering
income drop. Fewer deductions mean
fewer opportunities to overstate deduc
tions. Between 1984 and 1988, the com
pliance rate for Individuals (the share of
taxes owed paid voluntarily) rose from
80% to 82.5%, says the Internal Rev
enue Service. That's more than $10
billion.

Clinton complains that the wealthy
see "the tax code as a table game to be
won." Actually, this game was slowing
down. Now, be's speeding It up. The biB
winners are the accountant.s; lawyen
and lobbyists.

B.cJbm J. S4muellon writu about «0
tumUc iu1UI fNm ,wCJI1aington.
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Inequality and Its Charms
By RoBERT J. BAJlIlO

During the presidential campaign a
number of writers arrued that the share of
the rich In IOtallncome had &TOWn rapidly.
whlle lhat ollhe poor had declined. These
outcomes were usumed 10 be bad and
were usually blamed. at least implicitly. on
the policies 01 the Reagan and Bush admln'
Istratlons.

Recent research bas brought out two
Imporlant developments that Wlderlle the
change~ In Income distribution. The IIrst.
which began well before a Reagan admin
Istration even looked probable in the
early 1910$, II an Increase In the spread
between the wages of skilled and unskUled
workers. In the 198Os. for example. the
wages of highly educated worken rose
sharply relative 10 those 01 less educated
workers. This changing wage pattern reo
Dects technological advances. Includlnr
the prolileratlon 01 computers. thaI make
worker skill more Important In the produc
tion process.

In other words. economic lorces are at
work that governments cannot and should
not seek 10 control. Auselui governmental
role In this area might Involve Improved
access 10 education and lralnlnr. not ef·
forts 10 redistribute Income or policies like
trade protection that would retard the
spread 01 new technologies.

The second developmenl Is a sharp
Increase In the share 01 Income received by
the richest IndividualS. Recent research
Indicates that changes al the top 01 the
Income distribution are justillably tied 10
the Reagan period. specilically to the tax
relorms 01 1981 and 1986, but that the
outcomes should be viewed as desirable.

For the richest taxpayers. wbal mat·
ters Is the marginal tax rate at lhe lOp.
This rate was lowered on unearned Income
by the 1981 law and on earned and un
earned Income (other than capital gainsI
by the 1986 law. The response was a
dramatic Increase In non-wage Income re
poned by the rich afler the 19811&wand In
wage and non-wage income reported· by
them alter the 19861&w.
Supply·Slder Dreama

These reactions. which have been
stronr enough 10 raise the nwnber ol tax
dollars paid by the very rich. are the stufl
of supply-sider dreams. Bul the results
have somehow been twisted InlO the view
thai supply-side economics did not work
because. u a matter of artthmetlc. the
dramatic rise In the Income reported by the
rich had 10 show up u an increase In the
Ibare of Income receiued by the rich.

Most researchen have relied on Infor
mation llbout Income distribution lrom
Ihe Congressional Budrel Olllce (CBO).
but some shorlcomlngs in their procedures
have conlused matters. The CBO adjusts
the underlying Income data In ways thai.
remain mysterious 10 outside observers.
and their corrections lor changes In lam'
lIy-slze composition are Indefensible. (The
calculations Imply that a lamlly with a
given total Income Is worse 0111111 chooses
to have another child. This Is like saying

that a lamUy 11 wone 011 11 It buys a
TV sel because lamlly Income net 01
expendllures on TV sets Is thereby re
duced. SlmUarly. the computations as·
sume that Iwo single adults - who have
chosen 10 live separately - would be beller
011 If tbe rovernment lorced them 10 co
habltate.) We can "Iso learn more aboul
changes In lIvlnr standards lrom the dis·
Irlbutlon of consumer expenditure. which
renects long'run levels 01 Income. Ihan
lrom the distribution of Income In a single
year.

David Cutier and Lawrence Katz -two
Harvard economlsls who have unlorlu-
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nalely accepted government employ·
menl - have calculated the changing dis·
trlbutlon 01 consumer spendlnr lor six
lamlly types (one or two adults and zero.
one. or two children). They compute lor
each type how much of the IOtal pie of
spendinr Is accounled lor by Ihe 20'1. with
the least spendinr. the next 2O'f•• and so
on.

For averages over the lamlly types. the
share of the lowesI 20'1. In IOtaI spending
fell lrom 8.:rr. In 1972-13 10 1.90/. In 1980
and 7.~ In 1988. while thai 01 the hlghesl
20'10 rose lrom 36.90/. to 39.2'l'o and 41.1'-.
Thus. In the 19801. the share of the richest
one-fiflb rrJ!w by about two percentage
points.

By COlltrul. if one looks al Income.
then Ihe poorest one-fifth appears much
worse off. with only 4.6~ 01 IOtaI Income In
1989. In addition. the Increase In the share
of the hirbest qulntile In the 19801 becomes
rreater. about three percentage points.
compared with the even larger value 01
4'" percentage points' reported by the CBO.
Thus. In relation 10 the more reasonable
values computed by Messrs. Cutier and
Katz. the CBO procedure more than dou
bled the estimate 01 the gain by the lop
qulntile in the 19805. Moreover. all the
estimates agree that. allhe broad level of
quintlles. the movement IOward a less
equal distribution began in the early
1910s.

Much 01 the media excitement has
centered on the notion that more and more
01 the Income pie Is belnr cornered by the
very rich. The lacts have been clarllled by

Daniel Feenberg and James Poterba ("In
come Inequality and the Incomes of Very
High Income Taxpayers: EvIdence lrom
Tax Relurns." National Bureau 01 Ea>
nomic Research work.lng paper no. 4229,
December 1992). who sludled the behavior
01 Ihe O.S.,. 01 taxpayers with the highest
adjusted gross Incomes. In 1990. this group
consIsted of Ihe 564.000 lax relurns with
Incomes In excess 01 S2S8.000.

The chart shows the share of this rich
group lrom 1951 10 1990 In the nation's
IOtals 01 wage Income and 01 a broader
Income measure, the agrregale 01 ad
justed gross Incomes from the tax returns.
For wages. the share rose lrom Its low
point 012.5'. In 191010 4.3% In 1986. jumped
10 6.2'l'o In 1988. and then changed little
Ihrough 1990. For rross Income. Ihe share
rrew lrom a lrough 015.3'7. In 1913 10 6.~
In 1981, 7.8~ In 1985. 9.2'l'o In 1986. and 12.~

In 1988. before falling 10 10.90/0 In 1990.
One conclusion Is that the recenl In

crease In the share ollhe very rlcb shows
up In wage Income. u well u In other
forms of Income. such u Interesl. dIvi
dends and capital gaIns. The key nndlnr.
however. II tbe response 10 changes In tax
policy.

The dramatic Increase In the rich
group's share 01 wages from 1986 to 1988
appears 10 be a response 10 the Igsl: tax
law. which sharply lowered Ihe lop mar
ginal tax rate on earned InCQme. The rich
reported a lot more Income In the lorm 01
taxable wages. although It Is not yet clear
how the extra amount diVIded up between
reduced tax avoIdance and more work.
Either way. the response has 10 be viewed
u desirable.
SUccessful Tax Cuts

The share 01 the rich In other forms 01
taxable Income also rrew lrom 198510 1988.
(The limIng Is complicated by the shifts 01
capital-gain realizations lrom 1986 10 1985
due 10 the rise in the capital-gains tax rate
In 1986.) Similarly. the Increase In the
share 01 gross income lrom 1981 10 1985
reDects Ihe cut In Ihe lOp tax rate on
unearned Income in the 1981 law.

The strong responses 01 Incomes re
porled by the rich to tax'rate changes
accord with supply-side predicllons and
Indicate that the cuts In the top marginal
tax rates were a success. The evidence also
Implies that the reslOration 01 higher tax
rates al Ihe lOp. as urged by President
ClinlOn, would be a mistake. The higher
tax rates would Induce the rich 10 report
enough less Income so that the taxes
paid by this group would fall. Although
measured Inequality would decline. this
soaking of the rI':h would not benellt the
poor - unless the poor would reel better
simply because the rich were worse 011. I
presume, however. that one group's enjoy
ment 01 anolher group's misery Is not what
underlies Mr. ClInlOn's vision 01 shared
sacrilices.

Mr. Barra. a Wall Slreet Joumal rontri/)
utill{1 editor, i$ an economics professor lit
Haroanl.
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Why We Need Oil Import Fees
By EUGENE L AMES Jr.

Oil is grabbing headlines agaiD
this week.

The new secretary of the treas
ury, Lloyd Bentsen, used his first
post-inaugural appearance on na
tional television to discuss an energy
tax, one that would encourage
Americans to "cut back on consump
tion and encourage Investment for
the creation of jobs"

Iraq continues testing allled reo
solVl! in the petroleum-rich Persian
Gulf. As the European Community
discusses ways to prevent a repeat
of the Shetland Island 011 spill disas
ter, another leaking tanker i.
spreading a huge slick over the wa
ters near Sumatra. And our balance
of trade deficit - new figures will
be out soon - means America con
tinues to be the world's largest debt
or nation.

Each of these problems stems di
rectly or indirectly from this coun
try's dependence on imported oil

In 1993, the UnJted States will
Import 8 million barrels of 011 a day,
more than 50% of the nation's daily
thirst for petroleum. (In 1982, It was
28%.)

The Annual Energy Outlook pub
lished by the Energy Inlormation
Agency projects that U.s. depend
ence on imported oil could more
than double by the time today's two
year-olds start college in 2010. "

Dependence on imported oil cre
ates a dirt:.oct environmental threat.
Importing 8 million barrels of 011

means more than S,OOO tankers will domestic supply that moves from
call at U.s. ports this year. More wells to homes to automobile serv
imported oll on more tankers means lee stations by pipeline.
a greater chance of oil spills in An oil import fee would also en
American waterways and on Ameri- courage conservation. Too much of
can beaches. America's energy continues to be

Imported oll also means an eco- wasted. An 011 Import fee wlll help
nomic threat. As Mr. Bentsen said, Americans wake up to the cost of
"At the present time. we're import- energy inefficient homes, offices and
ing almost a blllion dollars a week factories.
of oil, and that certainly adds to our The economic arguments for an
trade deficit, and (1t's) often being oil Import levy are equally persua
collected from unstable political slve, since such a fee will have both
areas." short- and long-term economic bene-

Americans can only Import oil if fits.
they export dollars to pay for It. For starters, an oU import fee
Last year, paying for those imports would help the Clinton adm1D1stra
accounted for more than 60% of our
balance of trade deficit, or about 155 tlon reduce the federal deficit. A flO
billion. (The much smaller trade def- a barrel 011 import fee, for example,
Icit with Japan receives more atten- could generate no b1l110n in new
tion from the press and public than revenue each year, and It ls equita
thls enormous deficit with the 011- . ble deficit reduction. It would push
producing countries.) up prices at the pump much less

Th d II Id d sh I" than an increase In the federal guo-
ose 0 ars cou an ou '4 line tax and it would reach non-

.tay at home to help revitalize the transport uses such as manufactur
economy.

In his learch for policies to re- ing, home heating and electric utili-
duce the nation'. budget deficit, ties.
President Clinton wlll fiDd that an An oil import fee can be imposed
oil import fee is the only way to also without a wrenching "oil shock," and
begin weaning America from its oil without drilling In environmentally
dependence. sensitive areas.

An oil Import fee would discour- There are petroleum reserves
age imports while encouraging a and vast Datural gas deposits in the
shift to energy sources free of the lower 48 states, outside envlronmen
environmental peri1'1nherent in ship- tally threatened areas, waiting to be
ping oil by tanker. Natural aas, for developed. In fact, thousands of
example, is environmentally friend- wells that could supply our domestic
ly because It burna more cleanly needs are in danger of being capped
than oil. And we have an eDOI"moua forever. They are being closed be-

cause domestic producers simply
cannot meet the artificially low
prices the oil importers se~ to create
the illusion of "cheap" Imported oil.

At a time when the country needs
a domestic petroleum Industry and
the energy It can supply, it is near
ing a state of collapse. More than
400,000 jobs have been lost in the
domestic petroleum industry in the
past 10 years, more than the total
jobs lost In the textile and automo

.bile industries combined. Production
from existing fields has shrunk to
the lowest level in 30 years. In the
South and Southwest, production is
at its lowest level in more than 50
years.

The United States ls losing the
ability to produce the energy that
fuels the economy. As that happens,
this nation puts Its economy and its
future In the hands of others.

President Clinton and Congress
should support an oil import lee to
encourage domestic production and
discourage foreign imports. This
country needs public policies that
say the price of Imported oil - envi
ronmental disasters, the lives of
service men and women at risk in
international conflicts, scarce dol
lars expended on what could be pro
duced at home - is too high. The
United States needs policies that
recognize that securing our energy
future must begin at home.

Eugene L. Ames Jr. is president 01
the Independent Petroleum Associ
ation 01 America.
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Robert]. Samuelson

Energy lax: AGood Idea? Probably.

March 25, 1993

I have advocaled some type of energy tax for
15 years. Presidenl Clinlon's proposal strikes
me as desirable for all the reasons lhe White
House cites. 11 would trim the budget deficit
by 1997, the tax would raise about $22 billion
of revenues. It would also prod Americans to
use energy more efficiently. This would reduce
our dependence on imported oil and cut pollu
tion. And yel, lhere is somelhing disturbing
about the debate over the energy tax: It hasn't
happened.

Adopting an energy lax would be a major
change in our tax system. We shouldn't do it
casually. By itself. the Clinton tax is modest.
Overall energy prices would rise about 3 per
cent to 8 percent after a three-year phase-in.
But once enacted. this tax would probably go in
only one direction: up. It would have to be at
least doubled or tripled to have a big impact on
energy use. And pressures for higher taxes to
cut the budget deficits would be unrelenting.
Do we really want an energy tax as our next
big tax?

As I said, my view is yes. Energy use
imposes social costs, like greenhouse gases,
not reflected in market prices. I also think that
investments in energy efficiency would ulti
mately save businesses and consumers money.
But there's a legitimate debate here. An alter
native to an energy tax is a "value-added tax,"
or VAT, which resembles a national sales tax.
Companies would pay a tax as a share of the
value of their own production. Most of the tax
would be passed along to conswners in higher
prices. Many economists argue that a VAT
would encourage more conswner saving (pea-

pIe wouldn't pay any VAT on money they
saved).

Congress should critically examine these
rival proposals. The Clinton tax is imposed on
British Thermal Units: a BTU is the amount of
energy needed to raise one pound of water one
degree. After the phase-in, the BTU tax would
increase the price of oil by $3.50 a barrel, or
about 18 percent of today's price. Aton of coal
would increase $5.60, a 26 percent jump. A
thousand cubiC feet of natural gas would rise
about 13 percent. But the price increases to
conswners would be smaller, because fuel costs
account for onJy a part of fmal energy prices.
The administration figures the final increases
as follows: 5 percent for gasoline (7.5 cents a
gallon), 3 percent for electricity, 4 percent for
residential natural gaa and 8 percent for home
heating oil.

Because the tax increase is so mild, both the
claims for it and objections to it are exaggerat
ed. Yes, it would depress oil imports-but not
by much. In 1991 imports totaled 6.6 million
barrels a day, or 40 percent of our oil use. By
the year 2000, the Department of Energy
estimates imports to rise to 10.8 million bar
rels daily, or 56 percent of conswnption.
Against that, the administration says the tax
might cut imports by 3 percent (350,000
barrels daily). The Congressional Budget Office
puts savings at half that. Indeed, no tax could
end our dependence on imports. We simply
don't produce enough oil to meet our needs.
Likewise, the tax wouldn't reduce pollution or
greenhouse gases because it doesn't cut overall
energy use. Economic and population growth
will raise energy conawnption an estimated 15

percent in the 1990s; the tax might shave the
total by 2 percent, says the administration.

If the energy tax isn't stiff enough to do
much good, neither can it do much harm. The
wails of manufacturers that it may make them
uncompetitive are overblown. On average, en
ergy accounts for about 4 percent to 6 percent
of manufacturing costs. At most, the Clinton
plan might raise that by 0.5 percentage points.
Such tiny changes are overwhelmed by slight
shifts in exchange rates (which make U.S.
products more or less expensive on world
markets). But the same might not be true 01 a
much higher tax. The CBO has estimated how
big a tax would be required to stabilize emis
sions of carbon dioxide, the main greenhouse
gas and a byproduct of fossil fuels. Compared
with the Clinton proposal, the overall tax would
have to be twice as high and the tax on coal
three times as high. Other estimates indicate
even higher taxes would be needed.

At that point, a VAT might be appealing. A5
percent VAT might raise about $125 billion
annually. AVAT could be used both to increase
revenue and to reduce the income tax. Income
tax rates could be cut, and some of the sys
tem's complexity could be eliminated, Former
Treasury secretary Nicholas Brady proposed
such a plan; the harsh impact of a VAT on
low-income families would be offset by exempt
ing more of them from the income tax. Finally,
a VAT would not penalize energy-intensive
sectors like manufacturing. A stiff energy tax
could cause industrieli that use huge amounts
of energy (paper, aluminum, oil refining) to
locate new plants elsewhere.

My reservations about a VAT are many. In

practice, it could be riddled with exceptions.
Congress might try to distinguish belween luxu
ries and necessities. A hopeleSl:ily complex tax
could become a honeypot for lobbyists, lawyers
and accountants. The CBO estimates that a
VAT similar to those in Europe would involve
compliance costs of $5 billion to $8 billion
annually. But the VAT's biggest defect would be
its invisibility. Because the tax would be absorb
ed in everyday prices, it would fade into the
background. Big taxes should not be unoblnJ
sive. People should feel the taxes they pay.
Otherwise, taxes don't discipline government
spending. I also doubt that a VAT would much
increase saving; economists routinely exagger
ate the power of taxes to change behavior.

Perhaps Clinton ultimately wants both a
VAT and an energy tax. But for now, he's
simply trying to stampede his program through
Congress. He envisions a one-time spasm of
deficit reduction. By fall, all the political dirty
work would be done. This means that Congress
won't consider the full implications of an ener
ID' tax or compare it with a VAT. It also means
accepting a Clinton package that has too many
taxes and too few spending cuts.

These problems have a solution. Congress
should separate the energy tax from the Clin
ton package and deliver a firm message: We
won't pass this tax-or its equivalent-until
you propose more spending cuts. This would
give Congress more time to evaluate the ener
gy tax and put more pressure on the White
House to cut spending. Unfortunately, Con
gress shows no interest in asserting itself. It
prefers to be stampeded.

()1~3. N k Inc.
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Clinton Energy Tax-Worse Than It Seems
By Ti:aENcl L. BAIlNlc"

President Clinton's energy tax pro
posal Is fundamentally dlscr1m1natory
aDd grants a nuwlve anlfldal advantage
for natural gas.

Mr. Clinton has proposed a BTU·based
tax of nearly 60 cents for every million
BTUs of energy content contained In oil
and about 26 cents for the comparable en
ergy content In other raw fuels. Pulling
aside the more than double BTU tax rate
for all, the tax Imposes gross d1spropor·
lionallty In the tax burden on dlfferent en
ergy sources used for electric generation.
Because different fuels contain quite dlf·
ferent energy content relative to their
prices, the BTU tax amounts to about a
10'10 sales tax on natural gas, a 2{'1. sales
tax on coal and a 50% sales tax on ura·
nlum for nuclear power plants-thereby
anolnUne natural gas as the govern
ment's fuel of choice. The president has
even decided to Impose the tax, on an Im
puted BTU basis, on water used for pro
duction of hydroelectric power, even
though the cost of river water Dowlng
through electric turbines is zero.

Mr. Clinton's BTU-based tax must
have been consciously designed to push
the market toward gas and away from
coal. hydro and uranium. After all, his
slated reasons for advancing' the enel'iY
tax are so transparent and false.

The president first c1alml that energy
In America Is undertaxed relaUve to tax
levels In other developed countries. But
that simply Is not true, While rasollne Is
more heavily taxed In Europe and Japan,
the Europeans continue to provide mas
sive tax subsldles for energy and utility
fuels. The European Industrial nations

tab full advantap of the Buropean Com'
munlty'l rules permlttlnr them to lubsl·
d1ze their energy sector by up to m of
cost. In Britain, for Instance. coal .. the
annual beneficiary of nearly S2 bWlon In
explicit price supports, and the govern·
ment applies Its EC subsidy allocation to
prop up the British nucleulndustry, Most
EC countrlel mandate coal purchases by
utilities, an Indirect fuel subsidy.

By contrast, In the U.S. lwI1ly any
thing Is more heavily taxed than energy
utility service. In Chicago, for example,
about 25% of the total monthly residential
electric and gas bill Is accounted for by a
variety of federal taxes, state taxes and
local utility taxes and franchise fees.

The supporters of the energy tax have
also drarged out that tired old dog of
American poUtlcal debate-the threat of
Imported all. But the tax wll1 be the same
on both Imported and domestic all and,
therefore. will not make domestic sources
any more economically attractive. Nor Is
the energy Independence lU'f\IIIlent but·

.tressed In the least by the claim that the
energy tax wUl result In conservation,
BTU-tax-Induced conservation will have
little effect on Imported aU. since (as of
19911 Imported all represents only 17.5'1. of
total raw energy sources used In the U.S.

That leaves environmental prolecllon
41 the Cllnton-Gore trump card for Justify·
Ine the lax. But II the greenhouse effect Is
the greatest challenge faclnr hwnanlty.
as Vice President Gore tells us In "Earth
In the Balance," why Is the heaviest pro
portional tax. relative to delivered fuel
petce, placed on the two fuels that produce
DO greenllouse rases-nuclear and hydro?

Perhaps there II a more Itreet-wlse,

Wlllated, poI1t1ca1 explanation for the
"tilt" toward ru, It Is no secret natural
ru Is a favorite of the president. WhIte
House chlef of staff Mack McCllrty. of
course, Is only one month out of his job as
CEO of one of the country's prominent
naturalgu pipeline and local utility com
panies.

So far, the Clinton adm1nlstraUon bas
followed the old rule that the best way to
make sure the hounds don't follow you Is
for another fox to cross your path. The
Treasury Department has tried 10 focllS
the discussion solely on the direct effects
of the tax, telllnr middle-class Americans
that the BTU tax wlU cost roughly S2.25 a
month on a $65 monthly household utility
bill and U cents per gallon of gasoline,
leavin~ the avera~e American family only
worse off by Sl7 a month. The promise Is
that much more value will magtcally Dow
back to American consumers in the form
of a reduced defldt or the satisfaction for
havinr "contributed," If nothing else.

In addltlon to the misrepresentation of
the BTU laX as fair and evenllanded. the
numbers belnl dribbled out by Treasury,
explaining the effect on consumers. focus
only on the direct costs to energy end·
usen. But household direct energy costs
are but a Imall fraction of the Impact of
the energy laX. A new tax thai Increases
underlylnr natural ras costs by 10%. coal
by 2{%, Duclear fuel by rm., and hydro by
heaven knows what amount will dramati
cally echo throughout the economy. If this
Is the president's Idea of the courare to
chanre, then call me "chicken."

Mr. Barnirh is a public lI.lilitll commis·
sioner ill RlillOis.
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N ever Mind Energy, Tax Consumption
By RoaaT M. CIOIU1ANO

II looks like the Clinton admlnlstra·
Uon's flnt bll ertort at deficit reduction
may be an enel1Y tax. Unfortunately, an
enel1Y tax Is unlikely to do the job,
however desirable It m1g11t be on envlroo·
mental or national seclll1ty (1'OWlds. Its
revenues will be Insufficient, A quadru
piliii' of tile federal las tax, for eUlllple,
would raise leu Ulan SSG bWlon a year.

But UIe deficit slill has to be addressed.
T1Ie best way would be to cut speDdln&'. of
course. but achIevlnl a consenslll on cut·
Unr eDUUement spendlnl- by far tbe bli'
pat chunk of tile bud(et - will take yean.
eveD In the case of bealtll care. GIven the
tenacity of spectal Interests. It may not be
pou1ble at all - In the absence of a real
economic crisis. Thill, there Is no letUllI
around the need for IDcreulnl revenue.

Atax on consumption Is the best way of
meeUnI this need. II Is the only tax that
can raise ellOlllh revenue to make a sen·
0llI denl In tbe deficit and do so with a
minimum of economic distortion. Ralalnl
lDc:ome taxes on the nch Ia not the answer:
There are simply not enough rich folD
around. Only about S~ of all tax returns.
and~ of tax lIabl1l11es, are accounted for
by people wltll Incomes Il'eater than $200,
000. Besides. taxlllI Income undermines
wort effort and Ia most prone to result In a
mIsallocallon of resources.

By conlrast. several key benefits of a
consumption tax readlly come to mlDd.
FIrst. such a tax would remove the fear ofa
further deficit explosion. and thlll Induce
lOme further decline In Interest rates. II
would also help restrain, If not reverse, a
rise In the dollar exchanle rate. Astable or
lower dollar, In tum, would help preserve
UIe competlllve advantale In export mar'
kets that Ia now 10 Important to tbe
economy.

Second, a consumpllon tax esaent1ally

cuarantees a reliable source of l&rIe reY~

nues down UIe road. In particular, II would
broaden tile tax base by ensnarlnllncome
earned In the underrround economy but
SpeDtln the measured one. Thla would be
real moDey, not some vli\le calculallon of
future revenue based on wlshed·for spend·
Inl cuts or counterproductive Incomt-tax
hlkes. Rou(h cakulatlons Suglest that a
consumplloD tax of only 5" to 1O're c:ouId
raise approximately Sl00 billion to mo
billion per year, dependlnr on the exact
tax base selected. By compar1son, con·
sumptlon tax rates In European COWllrles
are commonly 15'Jio to~.

Thlrd, taxlni COnsumpllOD could b0l
ster the economy's Ionl·term Il'llwlb. By
exemptIng capital goods, It would enc:our
&Ie producllve Inveslmenl. The tax wouJd
encourale more savinI, too, by ralslnlthe
cost of consumlnl today VI. tomorrow. ln
addillon, II would allow taxes on capital,
and marrtnallncome tax rates for low· and
mIddIt-lncome households, to be cut. In·
deed, I consumption tax Ia tile only
pracllcal way to fund Income tax relief for
people on UIe lower end of tbe Income
scaJe.

The two IDOIt forceful objections to UIe
consumpllon tax bave to do wltll Its
reeresslvlty and the fear that a consump
tion tax would attllke a Trojan horse for
more reckleu tax-and-spend policies.
These obJecllons are easily met.

Consumpllon levies do Indeed Impose
a Il'eater burden on c1l1zens wllh lower
Incomes. But the tax can be structured to
correct thla bias and stUi raise revenues.
Many staples, for example. could be ex·
empted, or a nelallve Income tax could be
Introduced for households with Incomes
below a certain level. Tbla would help
preserve the fundamentally proll'esslve
nature of tbe tax code.

WltIlout a doubt, a consumption tax

could be uaed as a blank cbecIl for more
spendllli'. Speclflc euldellnea and con
straints. however. could be written Into the
le(lslallon that would limit future tax
hikes. For example. a two-tIl1rdl majonty
vole of Con(J'ell could be required to
c:banle tile rate. Or perbapslhe size of aDY
individual rate bike could be limited to a
few points and allowed oDly at certaJD
Intervals.

All of lhls will take time, of course. But
It II well worlb doinl. Up to now, tbe
balIoonlnf federal budret deficit bas been
more of a problem for economllts Ulan the
economy. Output grew lbrollIboUt UIe
19l1Ol,lnfialloD remalDed low. and Interest
rates declined - all contrary to expecta
1l0lll. Tbe lilualloo. however.1a startlnr to
c:banle. and a more senOlll erfort mUit be
made to correct tile bud(et's Imbalancea.
U lell alone, the deficit and public debt
relative to &TOSS domesllc product wLU 10
notably hl(her In comlllI years. exposlnl
the economy to real danlers. MOlt nollCt
ablY,1t will Impair the Clinton admInlstra·
tIon's abllily to use fIJcal policy as A
sUmuius weapon.

Now Ia the llme to atart plannlnl for tbe
evenluallty of a broad-based tax on COIl'
sumptlon, before the budiet deficit be
comes a desperate problem. A biparllaao
study sponsored by sens. sam Nunn ID.,
Ga.) and Pete Domenlcl IR., N.M.) re
cenlly acknowledled as much when It
recommended that the U,s. adopt such a
levy as part of a reform of lhe tax sys
tem.

A consumpllon tax wlU certainly be
no panacea ror the nallon's fiscal Ills. II
will do more, however, Ulan any of the
other deficit reduction plans now under
conslderallon.

Mr. Giordano Is director 01 economic
reuarr:JJ at GoldnuuJ. Sociis.
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KEY ENVIRONMENTAL STRATEGIES SET FOR FOSTERINGEAST·WEST COLLABORATION

Market reform associated especially
with energy price increases, which tend
to lead to economic growth while also
improving the environment, is one of
the most important measures that have
the potential for improving environ
mental conditions. This is reported in a
new background study being issued
during preparations of the Environ
mental Action Programme for Central
and Eastern Europe. The study is in
tended as an interim product to indi
cate the direction of the work under
way.

Among other measures design
ed to help meet the key objective of the
Programme's goal--of achieving tangi
ble and immediate improvements in
the most serious environmental prob
lems in the region--are measures that
include economic and industrial re
stl=uct uring. This often involves a rela
tive shift to less polluting economic ac
tivities, and capital stock turnover.
which tends to be associated with envi
ronmentally more benign technologies.
and/or improved industrial manage
ment.

The main report of the Action
Programme will recommend measures
to strengthen the policy framework and
build institutional capacity which are
consistent with the severe resource and
institutional constraints in the CEE
countries. These measures will build on
the many environmental initiatives al
ready underway as part of domestic, bi
lateral and multilateral programs and,
at the same time, they are designed to
achieve the greatest short-to-medium
term environmental benefits at lowest
economic cost.

Approach

The Action Programme has been pro
posed for submission to governments
for the next ministerial conference "En
vironment for Europe" in April 1993.
The conference will be attended not

only by delegates from environment
ministries but also from finance, plan
ning, industry and economy ministries.
At a recent meeting in Switzerland, the
Swiss Government--as host of the Min
isterial conference--briefed senior rep
resentatives of these non-environment
al ministries from 12 CEE countries.

The discussion document on an
alytical approaches, entitled "Setting
Environmental Priorities in Central
and Eastern Europe," describes criteria
for ranking environmental priorities.
and proposes a balanced set of mea
sures to address (1) the most urgent
problems, especially from a human
health perspective, and (2) certain as
pects of longer term problems in water
and waste management as well as the
conservation of natural ecosystems.
The document is being discussed wilh
all participants in the process, including
NGOs.

Air Pollution

Most of the major environmental
health problems are linked to various
forms of air pollution. Among these,
em issions of lead and other heavy
metal dusts from non-ferrous metal
smellers are linked to impaired neuro
physiological development of children
in several affected regions. There are
also problems of excessiv~ exposure to
lead among children living close to
major urban arteries as a result of the

.reliance upon leaded fuel for vehicles.
Airborne dust--notably soot and par
ticulates from burning coal in house
hold grates, small boilers or even large
boilers with inadequate dust filters--is a
major contributor to acute and chronic
respiratory diseases and, in some cases,
to excess levels of cancer.

Water Quality

Issues of water quality revolve primar
ily around the availability and cost of
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safe drinking water. Most urban areas
have adequate treatment facilities but
the maintenance and effective oper,J
tion of treatment plants ;s critically
im portant. Excessive levels of nitrates
in rural drinking water drawn from
shallow wells is a problem throughout
the region. The other main problems of
water quality concern: (1) excessive sa·
linity caused by mining discharges in
Poland and Ukraine; and (2) deterio
ration of groundwater due to· the intru
sion of heavy metals, chemicals and
nutrients. The careless disposal of nu
clear, solid and hazardous wastes is a
particular problem in protecting the
quality of groundwater sources.

Actions

The analytical basis for the Act iun
Programme will be provided by a s~ril:s

of important studies now underway.
Many of these are being developed by
teams of local consultants. The studies
will permit the development of an ac
tion programme which should lead to
significant environmental gains in a
relatively short period.

Detailed work is heing carried
out to demonstrate that economic polio
cies such as raising energy prices to
world or European levels, restructurin~

industries to reOect a shift in doml:stic
demand from heavy industry towards
services and light industry, and priva
tization of enterprises to reinfmce mar
ket incentives should reduct: lcvels or
air pollution hy 50 percent or mort: hy
the end of the decade.

Initial findings arc expected in
early 1993.

For more in!omlation, contact Richard
Ackermann, EM TEN, H-9039, the
World Bank, 1818 H Street, N. W..
Washington, D.C. 20433.
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NE\V STRATEGY SEEKS TO"REDUCE INDUSTRIAL POLLUTION IN DEVELOPING COUNTRIES

Dl:velopment presents unavoidable
prnhkms of pollution intensity as well
as sc~k. This finding, one of two key
nhst.:rvations highlighting the impor
Lince of early environmental regula
tion, t.:vcn in very poor economies, is
revl'aled by a research program being
l'pnJucted by a four-member team in
tht.: Environment Department to help
p<,licymakers find the most cost-effec
tin: route to rapid reduction of indus
trial pollution in developing countries.

Pollution intensity grows rapidly
in the first phase of development. This
presents important implications for
pol icy, according to' David Wheeler,
Mainul Huq, Paul Martin and Sari
Soderstrom, whose program focuses on
identifiying and addressing the under
lying causes of environmental damage,
where possible.

The second key finding shows
that the sudden tightening of DEeD
environmental standards in the 1970s
was followed by a marked shift toward
a pollution-intensive product mix in de
vdoping countries with little or no en
vironmental protection.

A third major finding highlights
tht.: impOrlance of general economic
policy, The evolving product mix has
heen much more pollution-intensive in
countries with strongly protectionist
tradt.: policies. This complements the
fact that poor countries most easily
compete in labor-intensive product
lines, To accelerate the growth of more
capital- and technology intensive sec
tors, protection from import competi
tion must be granted. Since pollution
intensity is strongly correlated with
capilal- and technology-intensity, this
protection is also pollution-enhancing.

This correlation suggests the po
tential for an alliance between environ
mentalists and free trade advocates, at
least on the question of industrial pol
lutinn, recognize the researchers who
not I.: that industrial growth always pro
duces environmental damage, but its

severity differs greatly among societies
at similar levels of income per capita.

Empirical Approach

"Our approach is empirical. We want to
identify cost-effective policies for poor
countries," the four researchers say in a
current report. They do not question
the simple prescription of envirun
mental economics: ''The decisions were
inappropriate because incentives were
wrong:' They claim that this diagnosis
is not very helpful unless it can also
answer two questions: (1) Why were
the incentives "wrong?" (How do we
observe and grade the environmental
destructiveness of different activities?);
(2) Which incentives have been most
influential, and what does this suggest
about the most cost-effective strategies
for changing environmentally-destruc
tive decisions on products, processes,
recycling, and waste treatment?

Attem pting to address these
questions and to provide relatively
comprehensive answers during the next
two or three years, the researchers ob
serve that the Bank has begun to playa
major role in promoting and funding
the development of environmental ac
tion plans and national environmental
protection agencies in many client
countries.

Measuring Industrial Waste
Generation

Recognizing that industrial pollution
data are extremely poor in most of the
Bank's client countries, the researchers
are developing an information system
which can use manufacturing survey
data to estimate the severity of environ
mental damage from present and an
ticipated industrial activity. The know
ledge base combines complete emis
sions audits, economic data, and pollu
tant risk factors for approximately
40,000 manufacturing facilities in the
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United States. Cosponsored hy the
Center for Economic Studies of thl.:
U.S. Census Bureau, this project is
generating a unique resource fur ana
lyzing the economics of indutri~1 pollu
tion and is being extented to include
plant-level pollution and economic data
from several other industri~l ~nd dt.:
velopir.g econom ies.

Technolog)' Choice

Even in industries which are identified
as "heavily polluting," such as pulp and
steel, some available processes are seen
as generating very little pollution.
Analysis of clean technology adoption
in the pulp industry for approximately
60 countries during 1969-1991 shows
that very protectionist developing eco
nomies lagged 'behind their more open
counterparts by.. about 10 years in first
adoption of the new technology. Al
though countries with large pulp ca
pacity adopted the new technology
relatively quickly, the general levt.:1 of
economic development had apparenlly
no independent effect. India, for exam
ple, had first adoption of clean pulping
technology sooner than Belgium.

"This reality highlights the im
portance of going beyond gener~1 sec
toral studies," the researchers state.
"Industrial systems built on the same
activities can pollute at very different
rates because they use different tech·
nologies. We want to know how fast
these newer, cleaner technologies are
spreading in developing countries, and
what policies could accelerate th~

process. Inherently clean technologies
have one big advantage for gOVl.:rn
ments-·once installed, they present
little additional need for regulation:'

For more in/ormation, contact Du\'id
Wheeler, Environment Depanment, the
World Bank, 1818 H Street, N. W.
Washington, D.C. 20433.
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Environmentalists Against GATT
By Jagdish Bhagwati -2-
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Some of the Ointiest opposition to free trade
at tbe moment comes from environmen
talists. They are pressing for a watcbdog
paoel-anned with punitive powers-to pro·
tect the Nortb American Free Trade Agree
ment from environmental "wrongdoing."
They are also sbowing extJ1lordinary hostil
ity to the General Agreement on Tariffs and
Trade, and threaten to derail its latest nego
tiations with excessive and foolish demands.

The environmentalists' disenchantment
witb GAIT, and bence witb tbe Uruguay
Round that seeks to extend and strengthen
it, dates from 1991, wben the United States
lost the dolpbin.tuna case brought by Mex
ico before a GAlT dispute settlement panel.
The panel ruled that a GAIT member's trad
ing rights could not be suspended simply be·
cause one country objected to the process by
which another produced its products. At the
time, the United States was embargoing Mex
ico's tuna products because Mexico used
purse-seine nets that caught dolphins as well.
This embargo was disallowed.

The environmentalists' frustration witb
GAlT turned swiftly to anger. It was de
nounced as GATTzilla, evocative of the
Japanese monster GodziIla. A blitzkrieg of
conde~natoryads and anti-GAlT propa·
ganda followed, tbreatening retribution.

And yet tbe anger is misplaced. The
dolphin-tuna decision was entirely sensible.
If a nation's trading rights can be suspended
simply because it refuses to accept another
nation's idiosyncratic values, everyone could
insist on "morality.driven" trade restrictions
and tbe whole international trading system
would bead down a slippery slope. Thus, if

we have our dolphins, the Indians bave their
sacred cows. Animal rights activists might
object to the "cruelty" that fish endure as
they are caught-even in "approved" nets.

Environmentalists are bostile to GATT
for another reason. GAlT established pro
cedures for examining whether environmen
tal regulations are really protectionism in
disguise.

Economists bave long recognized tbe
problem of getting at tbe true intention be
hind regulations. A current·day example is
Ontario's 10 percent tax on beer cans but not
bottles. The grounds for such a law are sup
posedly environmental~ but U.S. autborities
rightly note that it discriminates against for
eign beer suppliers, who (unlike local rivals)
predominantly use cans. Tellingly, the use of
cans for soups and juices (wbere Ontario pro
ducers would bave been affected) was not
proscribed.

Among the most pernicious of tbe envir
onmentalists' recent demands, now rapidly
acquiring converts on Capitol Hill, is for du
ties against foreign nations for "social dump
ing." This supposed evil is said to happen
when a foreign country has less rigorous en
vironmental regulation in a particular indus
try tban does the U.S. and yet expons prod
ucts bere. Environmentalists argue tbat this
is tantamount to dumping exports at less than
full cost, since the foreign industry's "true"
costs should include (but do not) the same
regulatory costs as those faced by U.S.
industries.

Such objections, along with demands for
.social dumping legislation, are acts of folly.
They appear to address legitimate environ-

mental coocerns but in fact are illegitimate
demands that will barm trade. One suspects
that a protectionist agenda lies behind the so
cial dumping crusade, as GATT investigators
rnight well discover.

It is now well documented that antidump
ing laws bave been systematically misused by
protectionists to barass foreign rivals and to
force tbem into accepting "voluntary" export
restraints as the lesser evil. Thus tbe opening
up of yet anotber opportunity to charge for
eip competitors witb "Iess-tban-cost" pric
ing is not exactly a cause for celebration.

Unlike normal antidumping cases, the
charge of social dumping accuses otben not
with doing sometbing but with nOl doing
something. The so-called subsidy to a foreign
competitor is not given but only implied. Ac
cording to Senator David Boren (D., OkJa),
wbosupponed tbe failed 1991lntemational
PoUution Deference Act, the subsidy would
be calculated as "the cost wbicb would bave
to be incurred by the manufacturer or pro
ducer of tbe foreign articles of merchandise
to comply with environmental standards im
posed on U.S. producers of the same dass of
merchandise." You have to be naive to think
the Environmental Protection Agency,
cbarged witb calculating this cost, would do
anything except come up with the answer.it
wants, pusbed by political forces. In short,
tbe estimating procedure would be arbitrary.

The same problem arose wben the United
States had to assess dumping by the fonner
communist countries, wbicb bad no usable
price and cost data. In that case, we simply
invented some. The best example of the ab
surdity of the procedure, and its susceptibil
ity to political outcomes, was the case of
Poland's exporting golf cans to tbe United
States. The Poles were charged with dump-

ing a1tbough, since they did not even play
golf, tbere were no domestic prices, good or
bad, to compare with wbat they charged in
our markets. The witticism was that the Poles
had put the can before tbe course. A search
(guided by the 1974 Trade Act) had to be
undertaken for "comparable" countries
whose costs could be used to reconstruct
Polish costs, with Spain chosen as the ideal
candidate!

But the chiefobjection to the social dump
ing idea is simply tbat it Dies in the face of
economic logic. Given the same preference
for a better environment relative to income.
each country will make several environmental
cboices that reOect its own priorities. These,
in tum. will reOect its own evaluation of the
costs ofdifferent types of pollution control
and their benefits.

Thus if a cbemical plant in Brazil is dis
cbarging pollutants into a lake that no one
drinks from, pollutioo abatement there is of
a mucb lower priority than for, say, a paper
mill wbose discharge affects a lake that sup
plies drinking water. Thus, Brazil will prop
erly bave pollution-control in tbe paper in·
stead of the cbemical industry. But the effects
of various kinds of polhitioo, and the efforts
at its control, may be very different in the
United States.

It is only in rare cases that environmental
regulations within the same industry will har
monize across different countries. By assum
ing otberwise, tbe proponents of social
dumping legislation insult our good sense
wbile opening tbe floodgates yet wider to
protectionism.
[from 1M Wall SlI'rtfJoMlMl. Much 19. 19931

Jqdilb Bhapati is vilitiDI tcholar at the American
Enterprise Institute.
1993 - '12



The ZPG Reporter, February 1993

From the threat of global climate change to the
unprecedented nte of species extinction, from the
Chemoby! nuclear accident to the Valdez oil spill. and
from the slashing and burning of tropical rainforests to
the polluting and overfishing of the planet's oceans; it is
increasingly obYious that environmental degradation pays
no heed to national boundaries.

Indeed, with world population now standing at 5.5
billion and poised to reach between 8 and 19 billion
within the next century, with less developed nations
claiming their right to industrial advancement, and with
the continued exploitation of nature by people the world
over. the need for international cooperation in environ
mental protection could not be more clear.

Particularly in the latter part of this century. na
tional leaders have made efforts to reach agreement on
global environmental protection. Nonetheless, scientists
now warn that the magnitude of global environmental
degradation is greater than ever, and that dramatic ac
tion is needed now to restore a sustainable balance be
tween population. resource use and waste generation.

That warning is prompting experts from a variety
of fields to seriously consider the necessity and potential
implementation of global environmental governance.

From Stockholm to Rio
The United Nations Conference on the Human En·

vironment, held in Stockholm 21 years ago, is consid·
ered by most to be the first attempt by scientists and
leaders worldwide to acknowledge and address the wide
spread ddmoration of the planet's environment.

Out ci the Stockholm conference came a "Declara·
tion of Principles" and an "Action Plan" aimed at pro
tecting many facets of the global environment. as well
as the creation of the United Nations Environment Pro
gram (UNEP). Many still consider UNEP's environmen
tal assessment program, Earthwatch. its most effective
means ci prodding reticent governments into endorsing
trans-boundary environmental protection agreements.

Of course. other multinational negotiations have
addressed more specific environmental problems before
and since the Stockholm conference. They include agree
ments on the protection of whales. international trade
in endangered wildlife sPtCies and hazardous waste. long
range trans-boundary air pollution, ozone protection,
marine pollution from ships, and the dumping of wastes
and other materials at sea.

Most recently, the United Nations' 1992 Conference
on Environment and Development (\]NCED) called upon
leaders worldwide to reach consensus on balancing glo
bal environmental protection and economic develop
ment. Among the documents approved by those attend·
ing the Earth Summit was "Agenda 21"--a comprehen
sive action plan on sustainable development to guide
governmental policies into the next century. UNCED
also provided the occasion for the signing of two inter
national treaties, one on climate change and the other
on biological diversity. (The U.S. delegation, however,
refused to sign the latter.)

Unlortunately, the multinational environmental pro
tection measures agreed to during this century have
often been rendered less than effective by standards that
rellect th£ lowest common denominator of agreement.
And few, if any, include rules for monitoring and en
forcement.

Money, Money, Money...Money!
Many observers presume that only far-reaching in

stitutional restructuring at the international level can
meanir¢11y address the shortcomings of previous mul
tinational agreements.

But what many consider to lie behind the short·
comings of previous global environmental protection
efforts is precisely what they say is the major challenge
to the future ciglobal environmental governance: money.

Some countries in the highly industrialized world.
particularly the United States, have refused to enter into
agreements with specific greenhouse gas reduction tar
gets and timetables, for example. on the grounds that to
do so could translate into lost jobs and other painful
adjustments in the midst of an economic recession.

Those in less developed nations, on the other hand.
~~ been reluctant to endorse trans-boundary,
erMrcnmentai protection measures precisely because
they could threatm their immediate economic survival.

~ - .... .: '_ '. . :'§:~:.1
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Global
Governance:

The Politics of Protecting
the Planet's Environment

BEST AVAILABLE COpy

And even when rich and poor nations can agree in
theory to global environmental protection measures.
questions of who will finance them, and under what
conditions, can be extremely contentious.

"Any calls for strengthened global governance will
continue to be viewed warily so long as industrial coun
bies do not offer the things developing countries most
urgently need: financial and technological assistance to
combat environmental degradation directly, and help
with structural problems such as debt and deteriorating
terms of trade that exacerbate Third World poverty and
in turn only make the environmental problems worse,"
writes Hilary French in her Worldwatch reportAfler the
Earth Summit: The FUture of Erwironmental Gover
nance.

French notes that countries relatively rich in natu
ral resources, but poor financially, will be unwilling to
preserve the resources for the common good unless the
world's economy is restructured in such a way that it
becomes advantageous for them to do so.

For the Common Good
Nonetheless, many are hopeful that the combina

tion of widespread public concern generated by UNCED.
rapidly shifting world political dynamics, and the U.S.
election ofan environmentally astute president and vice
president may provide the momentum for both global
economic restructuring and effective global environmen·
tal protection.

Page 3

Most of those considering the future of global em'l'
ronmental protection agree, for example, that meam te) ,
eradicate poverty and stop overpopulation are fundi!' I

mental components of successful global environmental
governance. But again. that would require a shifting of
commitments, particularly from the one remaining suo
perpower, the United States.

"Once we Ithe United Statesl begin to act in a wa\' ~
that convinces others that we aim at the interesL~ or th~
planet rather than promoting an ideology. we will bt
able to engage in the new kind of politics that thE: SltUd'
tion demands," sa}'!i Nathan Keyfitz. head of the Populd'
tion Program of the International Institute for Applied
Systems Analysis in Laxanburg. Austrii1. ''We art onl\
slowly learning to separate thE: newly requirtd worlJ
environmental politics from our 0\\'T1 short·term tC().
nomic interests as well as from our own ideolo~y:'

But just what shape the ne-...· world en\'ironmenwl
politics should take is wide open to debate.

Some. like Gareth Porter of the Environmental dnd
Energy Study Institute and Janet Welsh 8ro\\'n of thE:
World Resources Institute, say it is crucial to rruskt tht:
"common heritage of mankind" and "interger.eratlr:Jndl
equity" legally guiding principles applicable to all globdi
environmental issues. The\' believe such a "revolution·
ary development" in international law will have to be
accompanied by the creation of a global environmenwl
authority. That authority would have the power to moni
tor and impose sanctions against those nations who \'io·
late the protection of the Earth's shared resource~ and
environment and/or those that threaten to compromise
the environmental health of the planet for future gen
erations.

Others. such as Vice President AI Gore. believe vol·
untary participation in international governance is the
only feasible alternative for the immediate future. He
suggests. however. that. nothing less than a Global
Marshall Plan is needed.

"The scope and complexity of this plan will far ex
ceed those of the original" writes Gore in his book.
Earth in the Balance. ''What's required now is a plan
that combines hirge.scale. long·term. carefully targeted
financial aid to developing nations, massive efforu to
design and then transfer to poor nations the ne\\' tech·
nologies needed for sustainable economic progress. a
worldwide program to stabilize world populatIOn, and
binding commitments by the industrial nations to ac·
celerate their own transition to an environmentall\' reo
sponsible pattern of life." .

Core suggests putting in place. now, a "policy frame
work" that will be ready to accommodate increased po
litical action as the magnitude of the global environ·
mental threat. and public insistence that it be addressed.
grow.

Perhaps the first step in that direction is the recent
formation of the U.N. Sustainable Development Com
mission, upon which both industrialized and developed
nations have agreed. The commission will hear evidence
from governments and private groups to monitor how
governments are living up to the agreements they made
at the Earth Summit. Though the commission as cur·
rently structured lacks enforcement power. it will rely
on publicity and international pressure to persuade go\,·
ernments to keep their promises.

"To some. the idea of global governance might seem
hopelessly idealistic or quixotic:' says Worldwatch
Institute's Hilary French. ''Yet few would judge it any
less conceivable than the astonishing events of the past
two years in Eastern Europe and the fonner Soviet Union.
These events demonstrate how quickly even the most
seemingly intransigent governments can be mo\'ed if
their citiuns feel passionate enough about their cau~e."

French is not alone in stressing that. as emiron·
mentalists from around the world work closely toward
shared goals, the nongovernmental movement may be·
come as adept at influencing international politics a.~ it
is at influencing the environmental politics of many
single nations.

'1'his issue," finally, write Gareth Porter and Janet
Welsh Brown in their book Global Erwironmental Poli
tics. "is not whether nation-states will move toward pro
gressively more effective cooperation on global environ
mental threats, but whether they will do so rapidly
enough:'

-JenniferMerrill
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An Environmental Impact Statement for Imrnigration
Tht Cllnlon(;orl' Jdnllnlslrall"n IS

Yltwtd b)' bolh fnrnd. and fo;os as far
mort tnYlronmtnlall)' fntndly lhan lis
predtcf'Ullr. Among II. Kual. IS .a/l'lrUard·
ing and p&iSlng along an tcolugll'ally
hullhy and ph)'slclilly alllllCIlYt tn\lllun·
menlo Ytl 10 dalt Ian admllltdly tarly
0Df1 nont ollis mtmbers has IInktd lhls
pal wllh ib lIKe.sary precondition, an
enYironmenllJ Impacl sllltmtnl for popu
lation rrowlh.

Lack1"1 such a refertnce map, Ihe
Clinton adminlslrallon may unwillingly
CXlmPJ'OOlise Amenca's dtlTlO(l'llphlc fu,
lure by rerardi"l populallon rrowlh, espe
ci&lly lbal dllt 10 Immigration. IS simply a
mailer 01 dollars and cenll. Earlitr lhls
year. wlltn Presldtnl Cllnlon lold Ihe

Counterpoint
By B. Meredilh Burke

C&1ltomla Economic Summillhal lilt fed
eraJ coYemrnenl shouJd IItlp SlIles bur
dened by immigrallon. lit c1urly had
financial aid In mind. Bul JUSI as unlll
December Iht Ctnsus Bureau dlscounled
JmmJgratlon's effecll on ftnUlly and popu
IaUOll growth, 10, 100. tltetiye and ap
pointed officla15 bave irnored bolh Iht
IocaJIzed and tbt quallllllve enecll of
immigration.

Realistically, lilt U.S. as a whole dots
not recelYt Immigrants. California, New
Yon. Tnu, Dllnols. FlorIda and New
Jtrvy do: lI2'l. 01 lilt 10111. Thtst IIIIts
blYe Ionr passed lilt polnl wlltre addl'
tionaJ popuIallon Is deslrabl~.

La.te OIltedlobee. Fklnda'i Iarrtsl
lakt and Iht lItan of Soulh ~da'a

nalURI flft-fIowJ"I dralnagt 1)'Ilem, Is
now tndn:1td by a dike. usaulled by morr
lban 1.500 mUts of canals and leYttS, and
tile dally reclpltnl 01 I.S IDnI 01 phosphorus
WIlle ~ atllt'-ralslng, hulenl"l III

bllolO\\'lcal dt'alh. Tht' EYt'rKladt's IS dY1n1:
frum boIh dralnlllel' and hUnian conslrUI'
lI"n. Thl' NlilIonlil Aj[Tlcuilural Lands
S1ud) prujt'('ls al lht' CUrTt'nl ralt 01 con·
yenwn of 1IICTIl'ullurallllnd W nonagncul·
lurlll lIM'S. Florida Will Imt' all Its pnmt
agncullurliliand by Iht ytar 2000.

In lilt 1950s Loi Angtles Counly led lht
nallon in lhe yailit of agricullural produc'
lion: Its four neighboring counlies were
I(Iicullurally bUtd. Today Ihll Irreplace
ablt fenllt land is asphall·coyered. WhUt
pollulants emilltd per car lIue bttn cuI in
half. Ihe doubling of lht populallon In Iht
pasl JO years has wiped oul Marly alllht
polenlial air qualily pins. III currtnl
resldtnl5 IooIl oul upon a degradtd nalural
selling unreeorn1l.ablt as Ihe beaullful
combinallon of beach and mounlaJns IlIaI
enchanled Ihe servicemen and faclDry
worters of World War U.

In lilt pasl four decadts lhe San Fran·
dsco Bay Area hu 1051 one-Ihird of Iht
total paslure and crop acreage IlIaI once
exialed. Tilt Greenbell Alliance predicts
Ihtre will be Yinually no fentle cropland
Itll in IIIIs area by Iht year 2000.

Ttxas IosI more IlIan 600,000 acres 01
prime fannland 10 pennantnl nonagrlcul
lural lIStS JUSI belWHn 1977 and 1982,

Yel fOtl of immigrauon conlrOland Iht
demorraphically lporanl enooeously al'
tribule high leyels 01 popular support for
IIghler immigrallOll IIml" 10 xenophobia
and ahon·ltnn talnOmlc InlereslJ. Tllty
dHm clOun concerns aboul lilt quallly of
We for lhtmstlyts and Ihtlr d1Udrtn self
lDdulgenl.
Cona~r Iht keynolt lpealltr al a rt

~nl Worid Affairs Council Immigrallon
confere~ In Plio AIID, Calif. An oIficial
In lilt SlIle Depanment's Bureau 01 Refu·
ret Alfairs. Ilt ifnored lhe disproportion
ale etftel of bolb ref\IIH and Immlgranl
admlallona upon C&1lfomla Ud Wurred
on audle~ concerns aboul Iht enYiron'
menl. I Uked. "What stu population

would you consldt'r 11., much fur Cdlll"r
nill7" Ill. 1910 !Alpulahon uf ~u million hdS
rrown W mort Ihan ](J mllhun.,

"Uh, 100 million or so." ht' rtpht"d
airily. "LooIr.." he Inslrucltd mt, "tytnlu
ally II Will gtl unpltuanl tnou~h lhal
peoplt WIll 11Ir! 10 moVt oul and lht
lilualion will resolyt ilatlf. TIUtI'S lilt fr~
mantI solution."

I deplore seyeral usumpltons tmbod·
led in hil reply. Ont is lht "slash and burn
urbanlllllon"ltntl: II il OK 10dl"spoll onl.'
area and jusl moye on. SlIylng pul and
fighling 10 prtstl'Vt ont'l IIabllal are
qutSlionable behavior.

Anolhtr fallacloua uaumplion IS IIIaI

The time has come for a
demographically mature
America to narrow if not
close its gates. .

Iht resourct probltm· is saIyed through
di1ptrsal 01 papWation. He faUs 10 see Iha I
inllablllnl5 of an lDdustrialiud country
nake demandl upon IUOW'tts and are
mponilble for polluUon (for produclllhty
coasumtlallocaJts far from Ihtlr homts.
The ICtiYiSI group PopulaUon·BIIYiron·
menl BaJance ddlntl "carrying capacily"
U Iht number of people who ClUI be
IUIlilnably supported In a liyen area
wlthoul dtgradlnglht nalural.lOtial. cul
lural and economic enYironmenl for prts
enl and fulure generallons. When migra
UOII btalmts Imperaliye, cltarly Iht but
population IIu exc:Hded thia capaclly.

H1a reply allO places a much lower
Yalut on Ia:tU 10 rural and wlldemess
areu Uw1 dots Iht American public.
Pertlaps an artlfact of a SOCIety IlIaI sa
recently enjoyed a "frontier," Americans
dlerlsh small IDWN and open apace and
stubbornly mlsl h1Ib-denslty housing.

!iul undl"vl"lol"'ll ,·oJslhnl" i1nd wlldt'ml'ss
drl"dS i1r~ rrurnlJllnK undtr plJIIulallon
prl"ssurl"~ Ir"nwillI). wrrl" II nol lor Ihl.'
posl·l~jU Im'nllCTallOn Inpul, populaUon an
California and Olhl'r' high growth sliln
would soon lit' Il.'vl.'lIng off

Wt' know from Immlgrallon and Nalu
rahulion SeI'VICI.' flgurts whtrt Imml
granls of dlffrrtnl on(lns IitlUe. If Vice
Presldenl AI Gore and Inttnor Stcrellry
Bruce Babblll art stnous aboul prott'Clanl:
Aml.'r1ca·s physical fabnc, IlIty should
work for It'gisiallon rtqulnng Conrrtss 10
eSlimllt' Ihr enYlrunmtnll1 and public
goods burdtn of prlljlOStd Immlgrallon
quolas. In no olher manner can we Impost
demographic acrounllblhl)' on our na·
lIonalltglSlalors. who sa far hul! found II
imposSible 10 Wllhstand lilt imponunUlIS
of Indlyidual pressure groups A 1tf\SlalDr
who can slralghlfacedly lell CalifomialU.
New YOIters. F10ndlans and sa fonh IlIaI
Iheir calTYang capacilles can indtfanlltl)
absorb lens or eyen hundreds of lhousandli
of ntw immigrants annually shouJd be
challtnged.

Results from Iht 1990 Latino National
Polilical Sul'Vty (which also SUl'Vtyed non·
Hispanic whiles I wtre rteenlly reltutd.
Three-quarters of bolh Anrto and Mui·
can-ArneriClUl citiztns I(Tftd lhtre were
100 many immigrants. as did 13'Jo of Cuban
llOnclliuns and &4<;, of MUlcan noncill·
zens. Only our popularly elecled Itpla·
tors resisl lilt people'sm~ IIIaI lht
time IIu ('Oint for a del/lOiTlphlwly ma
lure America 10 narrow It nol close Iii
pItS. If Messrs. Olnton and Gore can
aclr.nowled(e lhis reallly, lhty will both
reusurt Iht populace IlIaI "Washington
Ilsltns" and lib a gtanllltp toWard tht'
enYironmenllJ fulure 10 wtucb Amtncans
uplre.

Ms. BurkE', a C'tIpl'rt.1I0, C'alil.-bastd
"""ograpltl'T alld f'l'OJImII.sl, Iteu /rtqwIIlly
corrsllltPd 011 .IIImlqrlJ/.OII 'SSIlt'S.
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DENMARK'S WIND POWER LESSONS
by SHANE CAVE
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Wind is free, clean and readily
available. Denmark's wind
power industry, subsidized

into life by the government. now stands
on its own and leads the world in its
capacity to contribute to the electricity
supply as a whole.

Faced with the two sharp oil-price
rises of the 1970s, Denmark, with no
significant oil or hydro-electric
resources, embarked on the world's
most ambitious wind power pro
gramme. As a result, the country now
has a wind turbine generating capacity
of 70 watts per person. The next highest
in the world is the United States with 5
watts per person, most of which is con
centrated in California. (At the begin
ning of 1991 Denmark had wind tur
bines with the capacity to produce 343
megawatts (MW) of electricity, where
as the US could produce 1630 MW. See
Our Planet Volume 4, Number 3 for
California's wind-power story.)

Wind now produces 2.5-3 percent
of Denmark's electrici ty, and the
Danes hope to get this up to 10 percent.
This means not only a saving in oil and
coal, but a cut in pollution emissions.
In the Nordic countries this is an espe
cially sensitive subject, because acid
rain caused elsewhere i~ Europe by
sulphur dioxide emissions from the
burning of fossil fuels, especially coal,
is causing enonnous damage to Nordic
forests and lakes.

Denmark's leap ahead of the rest of
the world in wind energy capture start
ed in the early 1980s, with government
installation subsidies to individuals and
private groups who banded together to
erect wind turbines. This meant that 30
percent of the purchase and installation
costs of a wind turbine would be met by
the Danish government. About 300 tur
bines were installed every year during
the 1980s, even though the subsidy was
reduced several times. The subsidy was
abolished in 1989, but the rate of instal
lation has continued unaffected. Some

incentive remains, however. as the go\'
ernment obI iges electrici ty supp Iy
authorities to buy any excess power
generated by wind turbines. The price
paid to turbine owners for excess power
is favourable compared to the price at
which they buy back electricity when
the wind is low or their private demand
is low. A little more than 200 MW of
generating capacity is owned by private
groups and individuals. and slightly
more than 100 MW of capacity is
owned by utilities.

Individuals and groups are free to
erect wind turbines in Denmark. but
this cannot be more than 15' km from
where they live. and an individual or
family can only build or buy a share in
a turbine equal to the amount of energy
they will use. But. because of a dramat
ic jump in the generating capacity of
wind turbines, turbines are now cost
effective to build for the energy they
produce. This means that more people
are now required to own wind turbines
to comply with the ownership/capacity
rule. With the latest turbines capable of
generating 500 kW. up to 200 families
join together to build a plant.

Wind power is a cost-effective source of
energy in Denmark, and private groups
and individuals own some 200 MW of
generating capacity.



UNEP's Centre on Energy and Environment at Ris9

Wind farms are being installed offshore, as a result of pressures for land. aesthetic
considerations, problems with bird life and noise pol/ution. Offshore farms are up to
50 percent more efficient than those on land.

To refine the understanding of the links between energy use and the environment. and
to encourage more efficient and environmentally sustainable energy use, UNEP and
the Danish International Development Agency (DANIDA) established the UNEP Col
laborating Centre on Energy and Environment at the Ris0 National Laboratory at
Roskilde in Denmark. The centre was established in 1990.

The centre's projects include the establishment of a methodology for calculating
the costs of reducing greenhouse gas emissions, the funding of a forum to develop
sustainable energy use in Africa, and the prediction of energy consumption/pollution
scenarios, with the flI'St case study being of New Delhi.

But, as Sten Frandsen of the Riso
laboratory points out. if the same per
capita wind generating capacity were
applied to a developing country with far
lower consumption. up to 25 percent of
its electricity needs could be met by
wind power.

bears no relation to consumption pat
terns, and the energy cannot be stored
on a large scale, wind power will only
ever be a supplement to other sources
for a large grid. However, for small iso
lated communities and islands, dual
wind/diesel systems are being devel
oped by Denmark's Ris" National Lab
oratory. These systems wi)) use wind
whenever it is available, even charging
batteries when there is excess wind.
Only when there is insufficient wind
wiJI the diesel generator cut in.

Although wind power is consigned
to a supplementary role, Denmark's
national goal envisages that 10 percent
of its total power consumption wiJI come
from wind-generated electricity by 2000.

Aided by healthy returns from
domestic sales and exports to Califor
nia, Danish companies invested heavily
in research and development. This saw
the size of turbines rise from an aver~e

capacity 55 kW in 1980 to up 10- 500
kW in 1990. Improvements in efficien
cy, that is, the energy generated in rela
tion to the diameter of the rotors, have
also increased. This comes from
improved rotor design, which allows
better wind capture and also allows the
rotors to start turning at lower wind
speeds, so they generate electricity for
more time. The combined effect of big
ger and more efficient turbines has
meant that while the number of turbines
in Denmark increased by 580 percent
between 1983 and 1990, the country's
wind-genera"ted electricity capacity
increased by 1790 percent. (Wind tur
bines turn at a constant speed set
according to the cycle speed of the cir
cuit so that higher speeds do not mean
more electricity).

Reliability has also increased.' In
1980 there were serious accidents in
about half the turbines every year. By
1990. there was one serious accident
per 1000 turbines each year and a tur
bine's economic life expectancy stood
at 50 percent. The main improvement
has come with the fitting of aerodynam
ic brakes so that as the wind gusts and
the rotor speeds up, brakes come on to
slow the turbine so that it does not spin
out of control. The failure of early air
brakes was the most common cause of
early turbines self-destructing. Bigger
plants and improved efficiency and reli
ability have cut production costs dra
matically. Without costing pollution
savings, wind is now easily competitive
with natural gas, and the costs are
falling all the time. Using 1989 figures,
wind electricity in Denmark costs just
over five US cents per kilowatt hour.

Pressure for land, aesthetic consider
ations, problems with bird life and noise
from the turbines has meant that wind
fanns are now being installed offshore.
Although the costs are up to 100 percent
higher, the wind conditions are also bet
ter, making the fanns, on average; 50
percent more efficient. Denmark has
also produced a wind atlas to aHow for
the most efficient siting of turbines on
land and along the nearby coast.

Because the timing of the wind



NAnONAL JOURNAL 2/13193

AN ENERGY TAX? OK, IF IT'$ NOT ON US
IY VIVECA NOVAI

The turnout was impressive when the
American Petroleum Institute (API)
held an all-comers gathering on Feb.

4 for opponents of new energy taxes.
"There was a strong message of 'Let's not
fight each other,' " said Kenneth D.

_
Simonson, the chief

• I economist of the
American Trucking

Associations Inc. (ATA) and one of the
participants in the meeting of about 70
people.

Fat chance. Ever since late January,
when Treasury Secretary Uoyd Bentsen
said on national television that the Ad
ministration was considering broad-based
new energy taxes to help raise revenue,
hundreds of corporations and trade and
consumer groups have been scrambling
for position, holding press conferences
and signing on to myriad, often overlap
ping coalitions. Their arguments center
on tax regressiveness, environmental
impact, global competitiveness-and,
most of all, jobs.

Many, such as API, are sending the
message that energy taxes shouldn't be
raised, period. But for most groups,
there's an urgent subtext: If taxes have to
go up, gore the other guy's ox.

Take Michael Baly III, president of the
American Gas Association (AGA). "Cur
rently the AGA opposes across-the
board energy taxes," he said. "But we are
taking a look at the gasoline tax, and we'll
take a look at [oil] import fees and the
carbon tax."

Or note the comments of Robert Hur
ley, a lobbyist who represents the Nation
al Coal Association. "If President Clinton
wants to come out roaring with a strong
economic program, a carbon tax will
knock it flat on its back," said Hurley,
who's with the Washington lobby firm of
R. Duffy Wall and Associates. "From the
coal producers' perspective, a gasoline
tax would be best."

Denise A Bode, head of the Indepen
dent Petroleum Association of America,
has been offering interviews on how the
gasoline tax most hurts low and middle
income people. Instead, she said, the
United States should consider an oil
import fee.

"Certain groups would die with a par-

ticular tax," said- GaJY Klein, a partner in
the law firm of Verner, Liipfert, Bern
hard, McPherson and Hand who heads
the Energy Consumer Tax Coalition, a
group of large petroleum users formed in
1979. "The airlines cannot live with any
energy tax. The railroads can't live with a
coal tax. The truckers can't live with a
gasoline tax. Petrochemical [finns] can't
live with an oil import fee." And so on.

The ATA published an open letter to
Clinton in The Washington Post on Feb. 5
urging him not to propose a gasoline tax
and reminding him of his promise in the
final presidential debate that he wouldn't
"raise taxes on the middle class to pay for
my programs." Four days later-in the
politics-makes-strange-bedfellows cate
gory-the ATA helped engineer an anti
gasoline tax press conference featuring
such groups as the National-American
Wholesale Grocers Association, Citizens
for Tax Justice and the National Con
sumers League.· The Consumers League
is represented by Jack Blum, a former
Senate investigator who's now with the
Washington law firm of Lobel, Novins,
Lamont and Flug. But automakers
strongly support a gasoline tax hike, in
part because they hope to head off
tougher fuel-economy standards. -

The tax threat has given new life to the
Global Climate Coalition, a group of
energy producers and heavy energy
users, including API, the National Coal
Association and the Edison Electric
Institute. The coalition, which started in
1989 to fight calls for action on global
warming, is dusting off several reports
from last year showing that carbon taxes
will lead to job loss and other dire eco
nomic fallout. Its public relations finn, E.
Bruce Harrison Co., has been helping
with the press blitz.

Many of the same arguments are being
offered by the Alliance Against a Carbon
Tax, whose members include Illinois
Power Co.; the alliance is beingassem
bled by Jeffrey P. White of the Washing
ton law firm of Newman & Holtzinger
and is contracting out studies, grass-roots
organizing and lobbying work to other
firms. (See NJ, 1130/93, p. 292.)

On the flip side, a coalition of major
environmental groups, including the Nat
ural Resources Defense Council Inc. and
the National Wildlife Federation, have
written to Clinton urging him to impose
both a carbon tax and a gasoline tax-

and to make them both steep so they'll
force a change in people's behavior. Envi
ronmentalists have long wanted a tax on
fuels with high carbon content, saying
that carbon dioxide is the main culprit in
global warming.

Regional interest groups have been
getting into the act, too. Northeasterners
are concerned about oil import taxes,
western and southern interests are wor
ried about gasoline taxes and midwest
erners fret over a carbon tax. The North
east-Midwest Congressional Coalition is
urging its members to contact the White
House to oppose an oil import tax and
has recently done two studies showing the
impacts of such a levy.

Immediately after Bentsen's remarks
about a broad energy tax, a group of Sen
ators, including David L Boren, D-OkJa.,
John C. Danforth, R-Mo., Pete V.
Domenici, R-N.M., and Sam Nunn, D
Ga., called a news conference to oppose
it. Two letters asking Clinton to steer
away from a carbon tax went to the White
House from Capitol Hill. in early Febru
ary, one from a House group coordinated
by Robert E. Wise Jr., D-W.Va., and
Frederick C. Boucher, D-Va., and the
other from a cluster of Senators led by
Kent Conrad, D-N.D., and Alan K. Simp
son, R-Wyo. Meanwhile, Rep. Fortney H.
(Pete) Stark, D-Calif., has reintroduced
his bill to impose a carbon tax, and Sen. J.
Bennett Johnston, D-La., proposed a bill
that would require an oil import tax when
imported crude falls below $25 a barrel.

The chairmen of the congressional tax
committees, Rep. Dan Rostenkowski, D
Ill., and Sen. Daniel Patrick Moynihan,
D-N.Y., have shown support for a higher
gasoline tax, though Moynihan recently
said he also favors a broad-based energy
tax, which he said might be fairer.

A gasoline tax has the. appeal of being
easy to collect; because it's already in
place, it's just a matter of raising it. And a
broader energy sales tax would bring in
significant revenue: A 5 per cent energy
tax would raise $92.7 billion from 1994
98, according to a preliminary estimate by
Congress's Joint Committee on Taxation.
A carbon tax has the strongest environ
mental rationale. Some are suggesting
that Clinton should propose a mix. That
could be the best way to divide and con
quer the special interests.

"People are starting to dig in," a lobby
ist said. Still, despite all the activity,
everyone agrees that the really big guns
won't be drawn until Clinton puts a con
crete proposal on the table, probably in
his Feb. 17 speech to the nation. •
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Hyping the Dangers of Oil Spills
LONDON - EnvironmentaliJta

may not bave won u much of a
publicity coup u they had hoped for
after the Braer ran alround in the
Sbetland lJ1ands a month ago.

Despite all their dire claims that
Europe wu facing one of ita worst
ever pollution diJastera, tbe atro
ciC"oIS storms that were responsible
for the tanker crashing onto rocU

EUROPE VIEW

~
Janet

~~. Porter
"-f .

I' >
a1Io belped to cUspene the Ibip'J
earlO of crude 011.

Wben the bulTicaDe force wiDdl
finally subsided, the beacbes had
been virtually wubed clean aDd the
sea wu DO IoDler murky brown but
Ita natural blue.

For a week, u dramatic televi
lion pictures of the atricken tanker
were flashed around the world, the
creens bogged the beadlines with a
non-stop stream of accusations
against shipowners, oil companies.
flags of CODvenience and maritime
regulators.

Public opinion quickly swung
against the shipping Industry u en
vlronmentalista displayed grim pbo-

tograpbs of dead or dying seabirds
and seall smothered in thick black
011. They warned tbe food chain
would be contaminated for years to
come al fisb digested tbe tosic
crude that leaked from the ship.

But It became apparent that 01·
Ilare had taken care of itself to a
very Jarge extent, and had managed
the cleanup much better than the
chemicals sprayed onto the maajve
lUck, which may have caused mucb
more damage to the SbetlancSs' ecole
OIY than the sClUed 011. As that be
came Increaa ngly clear, opinion
started to shift against some of the
more extreme pressure groups.

-Have we been coDDed by hyster·
ial etIvironmentallsts," asked an ed·
itorial in The Independent neWlpa·
per u It became clear the green
reaction to the Braer accident wu
overdone. "Can nature protect IlieU
better than we thought?"

The editorial went on to wam the
lreen movement that It wu in dan
ger of .10000g IUpport if the more
fanatical element continued ita -ir·
responsible acaremongering."

A report in Tbe Times Dewspaper
also admitted the environmental die
IUter predicted u a result of the
Braer spill -had not happened" and
tbat "tbe ezperts wbo rusbed ta
judgment and pronounced the beau
ty of the Shetland Islands bad been
lost to the next generation of lJIud·
en had been proved wrong."

In fact, tbe Shellanden them
selves, wbile naturally concerned
aboul health hazards caused by the
cbemical dispersanta and the 011

blown ubore by burricane force never an "environmental cawtro
winds, made far leu fuss about the phe" or an "ecolO&!cal horror," tile
spill than the dozeaa of enviroomen- councU aaid.
talists who Dew in to coodemn the Reaearcb by pollution cleanup
oU and shipping IndUltries. experts, lCient.iJta and mar1.ne biolo-

Oil bas made tbe SbeUanden' gists shows that whUe the effects of
rich. However much they may re- spilled oil are likely to be fatal to
,ret the accident, the Shetland 11- lea creatures and bird life in the
laDders bave Uved with the threat of vicinity, Ita effects are almost cere
an environmental disaster for the tain to be lbort-Uved, according to
put 20 years and 10 far have es- tbe council.
caped very lightly. But for aU the eocouraging ne..

For tbe environmental lobby u far as the effecta of maritime oil
IfOUPS, though, a major tanker acci- spills are concerned, there is no
dent in British waters, involving a sense of complacency within the Eu
U.s.~ed ship Dying the Liberian ropean shiPPIDI community.
flag, classed in Norway and with a
Greek and FiUpino crew, .eemed the After three major shipping aed·
perfect opportunity to draw public denta In Europe within au weeD,
attention to the ecological vandal. the Braer and Aeaean Sea tanker
11m of the IbippiDIlndustry aDd the accidents and the Polish ferry diJu.
dangers of transporting oU around ler, the shipping lndustry undoubted
the world. Iy faca stricter contrall u Europe-

For the week it took the Braer to an politicians respond to public
break up, environmentalists be. concerns about tbe condition of
wailed the loss of bird, aal.mal and many of the ships aaWng In Europe
marine life. But wben Sl people cUed an waters.
after a Poltab ferry capsized in the The message the Industry Is try.
Baltic Sea two weeks ago, DOt a ing to hammer bome, though, Is the
word was beard from environmen- fact that sufficient regulations al
talista. ready exist. Drawing up yet more

According to the BaIUc and In· rules probably would do Uttle to im
ternational MariUme Council, whicb prove aafety at sea.
represents a wide range of shipping Instead. what lovernments
interests, researcb bas proved that sbould do Is make sure existing In.
011 pollution offers no long·term ternational Maritime Organization
threat. regulations are ratified, implement·

The rapid dispersion of the cargo ed and enforced.
from the Braer is a reminder that -----------
wbile 011 pollution is serious, un· Janet Porter is chiefEuropean COl'
pleasant and a disaster for those respondent for Tbe Journal of
personally C'Oncerned, it is almost Commerce.
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Making ~p}~~~'2~~y.M~E~~!~I~~~E~1~l~
By MARK BERNSTEIN ~ emts of future problema tae rest of the country, .they ltil~ would payen hard.

a ALEX FARRELL. carbon dioxide reductions. have to reduce theIr enualoDS by Since electric companies can do
On Monday. the worl~ WJ~ M promiJinc u this approach is. more than 1.1 mi~on toni in lees. virtually nothing without oversight

the lint ~ market, In envIron· however, it won't aucceed 11 ltate with further reductiooa later. by state utility commissiolU, re~la
mental quahty. The Chicago Board regulators ltep in aDd prevent the A Itudy recently completed by ton could interfere with sulfur dlos,
of Trade aucti~ of! ~ than emissions trading market from the Center for Ene~&y a~ the Envl' ide reduction plans to live local
27UOO JU!'ur diOXIde ~Ion aI- working, Likewise. the proeram is ronment at the Uru~erllty of.P~M- coal mining jobs or out of fear of
lowancel for the EnVIronmental doomed if timid utilities are reluc- Iylvania shows that if the emwloos advene environmental effect.. In
Protection Aleney. &ant to participate. market is aUowed to ope~a~ unen- our Itudy, bowever, we found that

'nUs auction marked .the beglo- Tbe main problem with sulfur di· cumbered. the bulk of emlIIlOns ~ such restrictions could cost the na-
Dine of a chanee In eu.vJ!Onmental OSIde is that large quantities of it ductiooa will come from the Mid- Lion more than ,U billion in UH,!
relulation from inefflcle.nt com- are emitted into the atmospbere by west. regardlell of what any fint five yean alone, with no enVI'
mand and control tecbnlq~el. tu Midwestern power plants, where it individual Northeast ltate does. romnental benefit. If regulators go
market-baed metbodl that ~Ill un- travell to the Nortbeast and Canada, Our wort clearly Ibowa t:Ut 11 even further aDd mandate lpecific
prove the ~viroDment. spur IDDOva- falling as acid rain. This damages individual states ban or restnct ai- compliance Itrategies, as some have
Lion aDd save money. . fClC'eSts and lakes. lowanee tradin&, the only real effect indicated they will, the COlts could

The emlJsions trading procram Some Easternen worry that Mid· will be to raise ~e COI~ of the be even areater.
developed UDder the Clean Air Act western plants rather than cutting proeram and to ralM! utility rates. fbi
Ameodments of lWO assigns poll~- tbeir emillio~s, will limply buy both in the Nortbeut and in the r~t Beyond Inter erenc~~g~b:~
tion -ailowances- to eacb electnc avanable allowances from utilities of the country. We es~t. the MI.d- to~ti ther~l1lsbea~~nt to rely on
utility powe~ plant; for every !-DD ~f in other parts of the country and go west to reduce sulfur di~s.lCie enua· u es w th because it is so
lulfur dios~de tbe plant emIts, It right on emitting juat as mucb sulfur lions by more than 1.4 rmlhon tons a the n:k~ bo of the difficult of
mUit tum m one allowance. Since dioslde as they do now. To prevent year between lees and 2005. repre- DeW ~. ause . ~_
each plant .is gi~en few~r allowancel that. lOme eDvironmentalilts and IeI1tin~ sa'll of the national total ~~~ct~gfa~lowa~c:e~~~~ di~~-
tban its hiItorlcal emisa!ons level, ovemment regulators in the Nortb- reduction. IC g e u u~, . • I
every plant muat either reduce pol· :Ut want to block their utility com- Despite tbe tbreatened trading ~t, f buttirrwuafll~ I~~~tt1
lution or buy aUowanees from an- paDies from selling allowances. restrictions by Northeastern ltates, . ~ on 0 a ~
otber plant, whlcb will have to re- Despite their fears a cklle look utilities In that part of the coontry This II wby leveral firms have .
dace its pollution even more. Plants at tbe numben Ibo~1 tbere just control only about S'll of the avail- lun to set up allo:~c:.Jr~tll~:
tUt can clean up cheaply will do 10 aren't enough allowances available able sulfur dioxide allowances. Sell- :r:~' Th~'timartoe shiftl the risk
aDd sell their escesa allowances. to for nle to let Midwelt utilitiel in& a portion of those will have litUe f -:..ve~ u 111 es 'ces to oth
plants with b.igber coats. lowenng avoid emissions reductions. Even if effect on the air quality In the re- 0 c nglng a owanee p~I.. seem
overall pol~ution ~ntrol coats. ~ll Midwest power plants could buy eVe lion, but tbe costs of preventlnl e~.: ~a~ bO:V~~~u~~:~':t add-
poUuten WIll have mcentives to m- re uc n en.r . • .
vent new, cheaper ways to clean up. . " . Ing to the potential that It may fall.

wtJb::~e::eu.:: ~~~~~o:o~~~ 'r:?: ~':!'}. r>~<·:··~;:',~?:_:;,~,'.·~.;.l. int~~nf:C:b::t~~r~t~~~:b~
for lUlfur dioxide wll1 prevent the , _. certainty by utilities could drive up
lWO clean air law from reducing , • ." ~ the cost of reducing acid rain by
acid rain, especially in. the North- .:,; ~.~ '.' more than '4 billion. This would
east. Tbe truth is that t£e errU:-ions ',' .",,(·:r. help DO one.
markets crea~.by the law wIll 1m- ..~~: .,!.: .:. Properly designed and applied to
prov~ the condition of lakes and for· ..... " .. the right pollutants, emissions t~ad.
ests m New EnglaDd .a~ Canada, ,':_~.<~'j.' ing will work. Environmentalists,
And the act can ~ve billloDl of dol- , '.~.~.!:'.~.".': ~:' economists, consumers and policy-
lan at the same lime. • makers should be encouraging the

Tbe three-year-old law ~r~a· , ~ J. \- t,.. proper use of markets to efficiently
nently red~ce~ IUlfu~ em~s~lonl . ,;.' ,,;:., . reduce acid rain, urban smog and
from the ~tion I electric utilities to ,.,~, .:", agricultural runoff. Self.interested

i~~~~~~ {:{·~\~;":'::\:<:'j..~7~1.;j:~~~7 ;~~:}~:.:~(:i: ~~~~:~:~:i:;:?:;~ ~;
~ win over • skeptical industry "'.' -, .• ~ ..... '., i ,',.1 .... J(,.~, .. ,.\.,~ r"(J1I;~'"r't~ '/0_..' I"',' Mark Bernstein is a professor ~
had =:~~~e~~d~ka~t :f~~ti~·.~.::~:2~'~~~/\!':~?:""~~~ '::~ \:-"'~;;:.('~_. ~~"::;-;_':t~·;.~'··".~,::~/; ~e :::;!imM:t'JI~:"7J~~v~:it~O~i

Tbe emissions trad~1 procram Is Pennsylvania. Alex Farrell is a
also a very viIlble test of a market- "Come In••nd get aome h..h air!" doctoral candidate there.
bued method of pollution control.
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NGOs MEET WITH GEF IN ABIDJAN BEFORE GEF PARTICIPANTS' ASSEMBLY
transparent and effective entity that serves its purpose
of integrating global environmental concerns Into the
development process ... • NGOs fully endorse this
objective. In order to enable the GEF to meet this goal,
however, NGOs recommend that an open and
Independent evaluation of the GEF pilOI phase be
conducted. This evaluation should analyze the GEF',
centralized governance process, as weD as examine the
on-thellround Impacts of GEF projects In consultaUon
with affected conununities. The results would asstst the
Participants In restructuring the GEF before final
decisions on expanding the iCale and scope of the
future GEF are taken.
Kor/nna Haria. an «onom/,' 01 Ihe Enulronmenla' De/ense
Fund fEDF) in ~hlnglon D.C.. USA, serued as a member 0/
'he GEF-NGD Tad: Force whIch prepared Ihe NGD
COIIsullallon In Abldpn EDF u a non·pro/II Or9On/solion wllh
200.000 member. ,hal _Ill '0 link SCience. economics and
low '0 creole 'nnoulllue so'urlon. '0 enulronmental prob'ems.

ConIact: Environmental De/ense Fund
1875 Conneclicul Ave. NW

~~t1~21'~ rer' USA;
Fax: 234 6049.

national wat.r. convenUon; Jnd : the IIgreed ficmenll of the restruc
work on operatlonaUJ!ng th.. btnO will~ be Implemented.
Montrul PraeOcoI~ on CPC' ·In terms of an Independent eva
~h".·out for th. E.stern UItion 01 the PIIct PhaIe, the secre
Euro Region, wtwr.. many WIaI wI1I~ a propolltion and

". and u.e,. of ozone terms pf ref••nee 'or the partJcI-
dIiag subItanceI are Inelisibl. PUa'~.

or funiUna.. from the Interim NegoUatlonI on the replenishment
NulttlatrraJ fund ~ ~ Nontreal of the Global Environment Facility
Protocol. . -101IIII start In .,ty 1993. They are to
Beyond this, the ma)of topic for be held ·In ,parallel with, but
discussion was on ttWI gO\lllrnance· teparale from the discussions on
and manaaement of the GEF, restructuring and decision-making
apedllily foloWlng the~ for • proc:eua, wtlk:h formed the mW
restructured FaclJUy thot IhouId be topic 0{~~~.

mor. transparent and democratic. The fifth regular Partlclpllnts'
The principle oJ W1I\IlIrsaI member- M-ting Is scheclJkId for May 1993
ship of the restructured GEF we, The tp,tlIIllI1leIl 01 am. has oIffI'.'
endorsed by the pllI1Idpants, but no eel teihoit ""~~ 8eQIrlI
final agreement was reached con-· .' .
cernlng the GEf's declllon-maldng
structures. A paper ba&ed on pMtI
dpants' wggestlonl wUl fie J)I'el*'ed
for a special on.-day meellng In
March 1993 that will discull
decision-making and prtorHles for
transll Ion.

The transilional phase of the GEF
will starl in May 1993 after ~hich

rrhe latest meeting of the Partid
1 pants to the Global EnwOlVll8llt

Facility took pl~e In December
when the fourth tranche of GEF
funding _ endoned. This IncbIed
US$64.2 million for global~
projects (56% of the =tranChe)
US~28 minion for biodMnlty (2
and US$18 million for In
waters (16%). Added to that was
US$6 mlUlon for targeted nlIArch
and US$8 million for support 01 the
objectives of the 'Biological DMnIty
Convention. Totlll pledge. to the
GEF lthe first four trancha) 5Iood at
approximately US$I,227 mIlIIgn by
September 30, 1992.

The Abidjan meeting also endorsed
the GEF work programme for the
next yellr. This Includes translallng
the cllma!e and blodlueBlty conllen
uons Into GEF prIor1tles, poIides and
procedures; a new programme
enlltled the Program for Incremental
Costs for the Envlrorunent (PRINCE)
which has received some bilateral
lundmg already; developing criterIa
for selling Inveslment priorities In
the abst!nce of an overarchlng Inter-

OUTCOME OF mE fOUR11l MEETING
OF THE PARTICIPANTS TO lIfE GLOBAL £NVIRONMENT

FACIUlY (GEF)'
AbIdjan,~ dtlvDlna., ~ • 5 o.c....11991;. .',

The validIty of NGO concerns alxJut the World I3dnk's
predominant role in the GEF received further
cOllflrlnation through a recellt internal World Bank
document, known as the Wapenhans report (after the
Hank's vice-president who headed the task force that
drafted the document). This report concludes that on
Ille-ground quality of World Bank projects has nul Into
serious problems and Ihat the situallon Is worsening.
The GEF, In Its current form, suffers from the same
problems Identified in the Wapenhans report as
responsible for the Bank's poor performance record,
namely a highly centralized managemenl structure
which Is more focused on rapid project processing than
on developing country needs and quality control of
projects. While these pervasive problems can be
addressed if projects are identified and designed In close
consultation with local communities so as to respond
directly to their needs and priorities, there Is lillie
evidence so far thai the World Bank Is equipped Illlld
willingl to do so.

Summarizing the views to the GEF Participants in
Abidjan, the GEF Chairman's report slates ·We must
make sure that the GEF matures to become a

Non E4uIIabIe Partnenhlp Needed
NGOs are advocating that the three implementing agt!n
des act on the basis of equal partnership in the managt!
ment of the GEF and that the Participants' Assembly
play an active role In ensuring GEF project quality.
Nevertheless. one of the key obstacles to projecl quallly
control In the GEF continues to be the World Bank's
pobcy of withholding project docwuents that are critical
for Irifonned decision-making, from the Participdnls, the
ScIentific and Tu:hnicdl Advisory Panel (STAP) and the
communities directly affected by the projects. In addition,
about 80 per cent of all World Bank sponsored GEF
pro)ects will be directly altached 10 regular World Bank
loans which frequently conlrlbute to environmental
degradation and are Inconslslent with global environ
mental goals. Yet the draft of a new information disclo
sure policy circulated in Abidjan confirms that Informa
tion on these loans IAIilI be kept strictly confidential within
the Bank. This draft does not respond 10 the Pari i
cipants' dnd NGOs' requests for transparency and public
avallabilily of documentation on GEF and associated
World Bank pro;ects throughout the project cycle.

NGOs are also concerned that the concept of having
the GEF fund the incremental costs of achieving global
environmental benefits Is being used to have the GEF
pay for environmental mitigation efforts of
unsustaillable development projects. Although Ihe
question of what "Incremental costs" really means i~ ~lill

being debdkd, the GEF will do lillie good if its serves as
an excuse lur developlllent proje(\s not to internalize
their environmental and social costs.

The flr.t Global Environment Facility (GEF) wallt to have a decisive voice in d~termilling how funds
Participant.' meeting after the Rio Earth will l>l? rdl~d and in earnldrking funds fur their specific
SwnmIt. took pJ.ce In Abidjan, Cote d"volre. proyramme areas.
on December 3 and 4. 1992. Government A draft legal framework paper on the GEf pre~lIted at
delegations from about 50 coun- the Participants' As~embly In
trle. came to Abidjan a. either I IAbidjan heiyhtened NGO concerns
participant. or ob.erver. at the ltv KorlftINf tiona about the predominant role that the
fourth bl-aanual meeting of the L.....-------------' World Bank plans to play In the
Partidpanu' AacmbIv of the GEF. restructured GEF. According to the proposed legal
A.Ide from approval of the work programme framework, the restructured GEF, including all
for the fourth tranche of GEf project•• the determinations on funding and organisational
putkipant. dlKusud the rabudurlag of the arrangements, would be legally established by a
GEF. This dlscuulon .. to be continued at four resolution of the World Bank's Board of Executive
planned Participant.' ...eetlag. throughout Directors, dominated by the G-7 countnes. The other
1993... no final reetrudurtII8 .......,...,.. two GEF implementing agencies, UNDP and UNEP,
....... In AbkQan. would simply be expected to endorse the restructured

GEF as approved by the World Bank's Board The
straightforwardneu of the legal framework paper not
only drops all pretenses 01 an equal partnership
between the GEF Implementing agencies, it also
demonstrates the Institutional difficulties thai both the
GEF Participants' Assembly and Ihe Parties to the
Conwntlons will have to struggle wilh. For example,
the Intention of the GEF Participants' Assembly to
promote wliversal membership to the GEF and establish
an equitable voting struclure in the Participants'
Assembly, a structure which takes into account bolh
donor and recipienl country agencies, connicts with Ihe
proposed GEF legal framework, unless Ihe Particlpanls'
Assembly accepts having only consultative status lllld a
very limited held of competence.

The restructuring of the GEF first became an agenda
J item at the special Participants' meeting on GEF

yUVt!rnance which took p!ace In Geneva In FebrualY of
1992, where particlpanls expressed the need to
"increase (the GEF'sltransparency and accountability,
without adding new structures·. In June. at the Rio
Earth Summil, Ihe Climate and Blodlverslly
Conventions adopted the GEF as an Interim financing
mechanism, provided that the GEF be fully restrudUred
10 ensure an equitable representation of aU parties and a
democratic and transparent II)It8m of gowrnanca.

As far as NGO participation Is roncemed, the meeting
of the GEf Participants In Abidjan once again took
place behind closed doors with NGOs being denied
observer status. HoweYa', 'or the third lime, the GEF
meeting was preceded by II two-day consultation
between the GEF implementing agencies (World Bank,
UNDP and UNEP) aid the NGO communlly. The fact
that members 01 R\¥lY gownwnent delegatk>ns amved
early in Abidjan to partlcipMa In this consultation and
expressed their appreciation 01 the NGO contribution to
the GEF restructuring debate,~ to IMIdng It •
useful consultation.

NGOs Wen Well Rapr....-d
More than 50 NGO representatives from about 30
developed and developing countries came to the
consultation. Despite the extraor<lnary variety And wide
spectrum of NGO Interests present In Abidjan, there
was a cleaJ NGO consensus about the Institutional and
operational characterlsUcs that the restructured GEF
must have if It Is to be an effective In,trument In
addressing the en\llronmental cri8I.

One distinct Wldercurrent at the NGO meeting was the
conviction that the CUmate Change and Biodiversity
Conventions are legally binding Instruments which
define the conditions with which the restructured GEf

~ will have to comply (and not the other way around). As
I:ld such, they will determine the governance, legalo framework and priorities of the GEF or any other

;

. mechamsm used to finance their programmes. In
addition to equitable participation lllld transparency, the
Conventions require that funding be provided in a
predlcu.b1e manner. This indicates Ihal the Parties 10

~ . the Convention will not only !oel Ihe priorities and
1= provide overall programmatic guidance, but will also
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WHY A CONVENTION ON DESERTIFICATION?
BV ~ M. Katerere

~ call for an international convention on combatting
1 drought and desertification gained momentum at the

Rio Summit in June 1992. The African countries
mobilised. the support of other developing countries.
partiOJ1ariy in South America. and eventually succeeded
In getting the Main Committee of UNCED to support i!s
proposal. A request to the UN General Assembly to
create an inter-governmental negotiating committee
(INC) on combatting desertification was approved, The
request went futher to recommend that such a treaty be
concluded by June 1994.

Opposition to the treaty came from the EC and United
States who tried hard to link a treaty on desertification to
an agreement on forests. The strategy of the North was
to 'trade' an agreement on desertification for an
agreement on forests. This was a last minute eHort by
the developed countries to save face following the
rejection by the developing countries of a legally binding
agreement on forests.

THE PROBLEM

Quite clearly the problem of drought and desertification
is not just a technical one. Africa's human and
environmental crisis is also about social. economic and
political factors. both internal and external, It is
influenced by the state of the world economy. commodity
prices, interest rates. energy imports and inappropriate
and misplaced aid. These external factors are
exacerbated by internal ones such as population growth
which leads to poor land management in the form of
over-cultivation, over-grazing. deforestation and poor
management of irrigated lands.

The above factors have widened the social and economic
gap between the people in the developed and developing
countries. The purpose of an international convention
has to be to narrow this gap against a background of
renewed commitment and action. The narrov.rjng of the
gap must rec'ognise the need for a more equitable flow of
social. economic. environmental and technological
resources. The debate around desertification is not simply
a question of human rights or social equity but is about
poverty alleviation. These issues can only be addressed
within the framework of an international convention on
drought and desertification. The international community
has to guarantee the minimum conditions for human
survival. be they material. social, technical or
technological. economic, skills. institutional capabilities,
information or cultural.

The convention on desertification is critical if the concept
of sustainable development is to become a reality. The
UNCED process cannot and should not be satisfied with
setting principles and targets for resources such as
forests. biodiversity and climate change without
addressing those factors that affect human survival. The
complex problem of desertification is due to the inability
of poor countries to gain control over physical and
financial resources. Lack of access to resources demands
adaptive behaviour resulting in negative externalities such
as over-grazing and deforestation. These are the issues
that an international convention will need to address.

ACTIONS BY AFRICAN COUNTRIES

1) African countries need to argue and agree on th~

principle of consensus on the responsibilities of an
nations to address poverty in order to aChIC\T
sustainable development. Poverty is an issue of glooo:
concern and its alleviation can bring about efficien:.
comprehensive and integrated resource utiJIsation.

2) The Nricans must establish the likely benefits of a CO:1'

vention. The causes of desertification can be linhec te
unequal trade terms and the dependence 0: AfriCi::l;)~

on exporting basic commodities into markets they hc·".
no control over. The benefits of natural reSOl'r..;0
endowments consequently do not accrue in tl.(
developing countries which have to bear all cos!~ c:
negative externalities. Furthermore. attempts to shi::
the focus of national economies from exporting ra'.',
materials towards national subsistence economie:s i~
being hampered by the imposition on Nrican count:·i.::;:.
of export driven structural adjustment programmes

3) The Africans must argue convincingl~1 that· "descr::
fication is neither drought. nor soil erosion. nor th..
destruction of vegetation cover, nor the CUlling of
trees, nor even the degradation of the living conditlC>:-;,,
alone. It is aU that and much more."1 Any attempt~ Ie
link the convention on desertification with forC';:.:
prindples should be rejected on this basis.

4) African countries must promote appropriatc inslr:.:
ments of good governance and display a commitrr.c-,:
to the principle of popular participation. This will a:~,

hinge. on flexible and appropriate policies tr.at ca:-,
address both macro and micro-level issues.

5) African countries threatened b~' desertification nee;:: t, '

take brave decisions about promoting alternall'.·
livelihoods for their people and in so doing mahl
commitments to long-term goals. These decision;, W:.
have to recognise the inter-linkage between pO\\;r; .•.
environment and development.

6) African countries wiU also need to reach consensu,,- on
the role of multilateral institutions and hov.' to rela:,' I,'
them. The multiplicity of institutions. decisions- an~:
programmes make it difficult for poor nationo:. al~'.~
people to achieve maximum benefits resulting i::
marginalisation.

7) African countries will need to organise a broad ba~,'\;
lobby by increasingly involving NGOs and the pri~'(l:,

sector in the process and activities leading to th,
negotioations. during the negotiations and pl.';:':
convention implementation.

8) African countries will need to assess the state of II'"
art on the process of desertification and the interaClic:
between desertification and climate change.

The period between the UN General Assembl)· ~
approval of a desertification convention and il;:.
conclusion in 1994 is not going to be an eas~' one fo:
the African countries. They will need to disp!a~ ,1
commitment towards achieving a common goal throug:,
collaboration and information exchange. Their approal':;
will have to be both holistic and dynamic.
Dr Yern; Katerer(' is CllallmorJ of the ZERO Rcgior1Cl' ,"','rtt,-'r;. \
Environmel1lo: EJrpt'rts oosl'd In Harare. Zlm~bu'c
Contact. ZERO Regi:..na: Nl'!WClr!, of En\1lvnmcma' l:..,~\.!:, 1'0 B.
5338. Harilro? Zimt>abw(·. Tcl·,2l,3 4 1 791333. Fa:-- 73~."';1:-
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SURVIVING THE CUT:
Natural Forest Management
in the Humid Tropics

I. INTRODUCTION

£-.

:., ..

r... '

synonymous with tropical forests will take on :I

bro:lder me:lnmg Even so, questions surroundanJ.:

tropic:ll forest m:lnagement are especially pre~.,in~

simply because their role in economic development

is so gre:lt and the resources available 10 mana~l'

them susuin:lbly so limited

ThiS bind is probably goin~ 10 get w(me befl,rl:

it gets beller Growm~ population!> and their coun

trle~' desperatc need~ for forei~n exchange earnulg'

will mC\'itably increase pre!>sures on humid tropil31

forests. Recent incre:lses in dC\'elopment aSslst;lOle

for forestry notwithst:lnding, only :I rTIinute fr:lcthlO

of the world's humid tropic:ll forests is sust:lm"hl~

managed for limber producllon

I

To most tropical countries, whetber to
exploit forests is scarcel)' el'en a questio1l,

Alrc;ldy. the role of timber m:ln..gcment I'

among the most controversi:ll in the internatillnJI Je

b:lte o\'er tropICal defore!>t:ltion. Faced wllh ~rl'Jt un

ceruinlle!> about how timber production C:ln be

practiced susumably, the \X'orld Bank, rSAlD, anJ

some other donor!> now avoid fin:lncing prolecb thJt

in\'ulvc commercial logging in prim:lry (orests Se\ n

al European donors h:l\'e decided not to fund :ln~

forestry projects in n:ltural forest!> Meanwhlle.:I

growing movement to boycon the use of tropiol

timbers has manifested itself p:lrtly in procurement

bans by local go\'ernments in ""eslcrn Europe "nd

the l'nited States However principled these deci·

sions, somc observers fear thai they could qU;l"h 111'

novative anempts to harvest timber and other n:lturJI

forest resources sustainabl~', makmg thc destruction

c:lused by :ld\'ancin~ :lgricultuul frontiers or "timhcr

mining" unslOpp:lble

To most tropic:l1 countries. whcther to exploit

forests ill scarcely e\'en a question. Consider, for Ill·

stance. the follOWing statement by Appanah :lnd

_____----'1 _

During the past decade. tropical forests have

been disappeanng at the rate of ten!> of thousands of

square kilometers per year. Over thl!> period. the

tropical deforestallon rate increased by more than SO

percent,· and thc world lost 10 percent of its tropl'

cal forests In many pans of the tropics. 10gglO~ is

being repeated in the same "cut and run" pallern~

that typified North America's expandin~ agricultural

fronllers a century earlier As the forests shrink, de·

velopmg countrlCS lose-irreversibly, in most cases

some of their most valuablc natural endowmcnts

Forest products are not the only casualties. Tropical

deforestation creates widespread social and economIC

turmoil, drives countless plant and animal specie!> to

extincllon, and contrlbutcs to the atmosphcrlc build

up of greenhouse gasses.

One of the principal challen~es facm~ tropical

countries today is fmdlOg productive investment!> 10

malntam their forests. Frcquently, expert!> advise bas

in~ such m\'estments on thc sustainable production

of timber from natural forest areas-so·called "natu·

ral forest man,,~ement ,. The ideas bchmd thiS ap

proach arc that tan~ihJc goods and sen'ices in humid

tropICal fore!>ts can compete with alternative land

u!>es th"t require forest clearing N"tural forc!>t man·

agement can also prescrve em'ironmcntal and conser·

vation benefits accordmg to its proponents. Yet, nat·

ural forest management's cmics question whcther

commerCial limber producllon can be compatible

with the preservation of biodiversit~'. indigenous cul

ture!>, and the wide range of environmental benefits

that healthy natural forest ecosystems prOVide To be

sure. most allempts at forest management in the hu

mid tropics have so br been largely unsustamable

The question now is whether experience affords in·

sights that could be used to re\'amp natural forest

management so that it can make thc use of humid

tropICal forests more sustainable.

Of course. forest managcment failures arc not

uniquclO the humid tropics. As morc people realize

that tempeute and boreal forests are also bein~

managed with lillie concern for lon~·term l'anse·

quences, international forestry issues that were once
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',X'einl:md (1991) "Th:1t people h:a\'e :a fight to ex,

plOit their n:atur:al re~ources (or purposes o( develop·

ment and a higher qUOIlity o( hk I~ :axium:atlC A COl"l'

to cite will be North America, where timher (rom

natural (orests (ueled much o( its early deVelopment

Many countries in southea~t A~i:a arc currently ex

plol\lng their timber'rlch dipterocarp (orest~ (or Ihl'

same purpo~e~ " On the other h:and, withoul su~

tainable natural (orest,man:agement pr:acllces, g:ain~

arc likely 10 be Iiml\ed and short-term and opportu

nit~' costs (or (uture generation,<, hIgh

The need (or a (irmer consensus on how n:alural

(orest m:an:agement can help maintam humid tropICal

(orests is urgent The Issue dominates currem diSCUS'

siom about the Imernation:al Tropical TImber Or,

R:lntutlon (ITTO), new multil:ateral dC\'elopmcm

bank pohCles on fore~t sector lending, and the TroPl'

cal Forestry ACllon Plan It figured cemrall~' in recent

negoti:allon~ al the l' K Conference on En\'IHlOment

and Development (l'~CED) o\'er "AgendOi 21" :and :a

statemem on global forest prinCIples, and it is hkel~

to emergl' 10 v:ariou~ tr:adt' inlll:ati\'es, mcludmg thl'

Gener:al Agreemem on Tanffs and Tr:ade (GATT) OInd

free trade agreemems

\X'h:at should the pi\'ot poims in such a con~ensu"

~;, For starters, governmem~ h:a\'t' 10 he commlltl"d

to ddendinp, a "perm:anem (orest t'statl'" hOised IIIl Sl'·

cure, long-term land tenurt' for commUnities, COnl'l'"

sian holders, and (orest agencies Once such OIn e~tall'

is est3blished, go\'ernmem!>, conservation orgJnlZ.J

tlon~ and donors must be able 10 recognize where

and 9.'hen natural foresl management projects are "p.

propri:ate, For thiS, they need cle.. r cmen... prder..hly

de\'eloped in consultation with those whll Will hl"

most direCtly affected. \'x'here primary (orests are cur

rently inaccessihle, hum:an populalion denSIties :arl'

low, :and deforestation is thus nOl :an immlOem threat,

03tural (orest management is prob..bly not the nght

conser\'ation technique. But where the fit is good and

natural furest managemem is embraced, it must be

come synonymous with ecosystem marugement

focUS5C'd on a \,ariety of products and en\'ironmenul

~f\'ICeS, not just timbcr. When pl:anning beglOs, ex

phcit m:anagement oblec\l\'es and expecled benehts

should be spelled out and the appropriate monllorlng

mdICators, idemifjt'd ~fore IOAAmg begin..

If production of a commodity is a prim:ary ohjec

ti\'e, it should be hnked (rom the start 10 second..ry

ecosystem m:an"genlent obwcIl\'cS To monllllr pfl I~

ress tow.. rd hllth primary and st'(lIndan IIhll'l tl\l"

"1e..dlOF." en\'lronmemal mdK"lor.. on, lor 1I)-IJlh I

the St:IIUS o( biodl\'ersJl~, w.. tl'r qualll~ .. nd ""11

nutrlems musl he developed til complt:ml'l1I 'Ul Il

tradltion:al "laAAmp," indICalOrs a~ tlmhl'f \'Ield. IflT

regener:atlon rates :and l-ompositlOn, and non,limh('f

forest product ~'ield (Mllre spt'Clhl .. II~, !l,..dlflJ,: IIHh

c:ators might Indude regener:lllon r:ates (or Imp, ,rtJ1l1

successlOn:a1 as well :a .. dominam tree "pnll" till'

st:atu~ o( key polhn:ators and secd dlspn'n,. lhant:l'

in mlCro-chm:ates, Ien'b o( mmer..1, or~anll m;IIl'f1

:als, :and mlcro(OIuna 10 soiJ... and the qualll\ /II \\ .lIn

"owmg from mOlnaF.ed are.... '

-------._--,-".
Natural forest management affords lW

guarantee that forest ecosystems u'ill
stay health)' and di,'erse, Ultimate~)'. the
institutions that manage forests de(er·

mine their fate,

I'
[\'t~n i( thesl' step.. are followeJ, I1Jlural II 'fl"1

m ..nOlgemenl OI{(ord, 11" F.uarantel' thai I"rl'" n"

sySlem.. will .,ta\' heOilthy ..nd dl\'er'l' \'llInlJll'h Ih~

institution', Ih..1 m..naF.l' forc::st"-lomnllJllllIl" 1"11

cession:alre!>, and go\'ernnll'nt ..~ennes-dl'tl'rmllll'

their (.. Ie Still, the chOinle th..1 the~' will 'Ull'n'd lolll

be strengtht'ned Til hUild l'ommunll\' "UPPllrl 11'1

.,u"t:alnahk (orest u"e, thl' kl'~:-' :Ul' rl'l'O~IlIlIllt: till'

bnd :and reSOUrll' lenurl' o( IIInF."undlllt: I"fl'"

communities, dn'e!oplnF. or~..mntlonal I (lhl"'1 III Jlld

manOigement !ikills, and hlendm~ IIIl'al kill l\\ kd~l

with technical a.... istance to promotl' morl' 'l"l.lIn

:able m:anagemc::nt pr..C1il'e, To ~el (Onl'l','h .n,url·' ."

buy into the proPOSI\UlO, gon'rnment' mu,. 'l" !"rlll

incen\l\'es, coupkd With en(orCt~ahk ~ulddll1l". I.,r

. sustain:ahk forestry and hUild thl' l':apJnt~ to m,t"l'

. sure thl'Y are re..perled Impoflant inl'l'ntl\l" /(1

practice sustalnahk forestn can he prm"lkd In

volunt.. ry and Independent IImher-l'ertilJl'alhll1 phI

gr:ams hacked hy :a scientifll'OIlIy ..nd sOClJII\ Cfl'lhhll

intern:atlon..1 stand:uds bo:ard (:o.uch :as thl' nJ:-'I'l'lll

Forest Stewardship Council) l>eSl~nl'l1 hy l'\pl'fll'lhl'll

foreslers, ecologi\ls, :and soci:al SCIentists, In con..uIrJ

tion wl\h Inlerested communllY :and commerciOiI (or'

esl producers, such certifll':allon progr:am.. would Oil

low pruducers of bOlh tropic:al and tempn:llefhoreJI

timher!> higher prices and other Incentive!> to mah

the system work

These recommend:atlons :are onl~ .. p.. rtl ..1 h"l.

and gettmg 10 thc ruot o( tropic:al ddore1-t:atloll will

require inill:ati\'es outside the (orestry sector Alon~

",'I\h natural (orest m:an..gement, the (.. te of humid

tropical (orests will depend dlrecrly (In morl' :ap

propri:ate and !iustOlin:abk :aF.rkultur..1 dnt'!opment.

mort' and ht'tter joh opportunitle.. for rur:al ..nd ur·

b:an poor, :and mort' effn'II\'e protC:l'lcd arl'a, nCI

work1- Indet'd, the sustam:ahle u!>e of (orests IS he

de\'iled b~ the s:ame prohkm.. th:at undermine all

:attempts :at sust:amahk de\'e1opment 10 troplCOII

countnt's-poverly, unempillymt'nt. r:apld populall,"j

growth. (orelgn deh!' p:arochl..1 allegi;mll' 10 ..el tOf'

wllhrn go\'ernments, under\':aluc::d n:alur..1 resourll"

inequit:ahk intern:ation:al tr:ade rel:ation ..hlp" :and

highly concentr:ated economIC and politlcOII re" IUIll'-

E\'en though :anr one of these {;;actors em 0\ Cl

whelm sust:am:ahk natural (ore'" m ..n':aF.l'ml'nt rill'

need 10 put thl' use and m:an:agement o( all I. 'rl',I,

on a more !>ust .. rn:ahk b..sl.. rem:lln.. Our be.. t hl'l'l

fur dOIng so still lIe1- wllh n:atur:al (ore.,t mOlna~l'nlllll

In thl' short term, the de!itructl\'e ImpOlct, o( 1"~~IIl:':

in humid troplC:a1 foresh could bl' redulc::d h\ .1l1. '1'1

109 simpk and well· known technlll0F.le, ..nd hl'l/lf

m:an:agement lechnlque!>. O\'er the lonF.l'f term 'lH I.

mech..OIstK ch:ange!> must be hnked 10 the SllllJI alhl

economil need.. o( Ihe loc:al people for whllm till'

forest me:am h\'ehhood or home:
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A Forest Rises From the Ashes, Privately

Aprill, 1993

By Din Lt:E RA\'
When President Clinton flies Inlo Port·

land, Ore.• for Frlday's Timber Summit,
he may, weather permittlnC, Iret a spero
tacular view' of Mount St. Helens: The
ItllI-slmmtrlnc volcano thllt erupttd with
explC51vt force on May lb. 19&0, Itvtltd
tneS as far as IS miles to the norlh and
over a 156-square·mlle area. Ten percent
of the mountain's mass dlssolvtd Into ash.
and more than one bUlIon board ftft of
lumber were downtd In a Itncle moment.
MOIl animal life wu wiped out. But 13
yean later. the area IJ a te5limony to Ihe
IUCCeU of a plll"Sull that this wtfkend's
lummI! Is likely to IJllore: prlvale-SKtor
foreal manaaement.

For WtfU aner the blr eruption. and
amid all that rray and lIleless landscape,
the queatlon penlJttd: Will this area ever
luppoM a forest acaln? MOlt people, In'
c1udlnr many blolorlsu, bellevtd lhal
yean would pus. decides, or maybe even
centuries, before the land could recover,
How wronc the)' were.

On the rovernment land. Conrress In
1982 e5tabllshtd a llO,DOO-acre National
Volcanic Monument, where nature hu
btfn allowed to take lis count. unper·
turbed and unallecttd by human aclloni.
BUI on nel(hborlna pri\'ate land. Weyer·
haeuser Co. and others set to work Immt·
dlalely, IIlvarlnc the downed trees and
plantlnr new seedllnrs. They savtd 850
million board feet of timber. enourh to
build 85,000 thrtf·bedroom homes,

The stale was Stl for a rrand dtmon·
Itrallon: On similar but stparate parctl5

Ilf land. Sldl' by side. ont could ob51'rve
and tlImparl' naturlll rtcoVt'f)' With mllll'
aCeo alld asslsll'd rt'l'uvel')·.

Within a yeu or two. the return of hfe.
both plant and anlmlll, wu remarkllblt.
Tadll). thl' dlllertncl'S between thl' "nat·
ural" and thl' manactd areas lire dra·
matlr. Bolh art rtcovtrlnC, but the UndIS'
lurbtd publiC IlIndJ laCfllr behind.

Nalurt proved to be far more rt'SlIIent
than most peoplt expecttd, On the private
land. wllhln weeks of the eruption, experl'

E
' mental plantlnrs of'H E- . . ~ese:::~n';;r~:

tht ability of younC
treel to Iun-Ive on
tht uh-<:overed
(T'OWId.1t WIS found

that, IS lonc u Iht seedllnp' roots could
reich the soU under the ash. the trHI
would survive. Uslnc this Information and
acraplnc away uh where necnaary, 18.4
million treel wtre planttd on 45,500 acres
by 1987, Today, tht number of new plant·
Inrs has rtachtd ntarly 16 billion,

Tht resull of thll tlfOM Is II lush fortst.
MC5t of the pre·1987 planllnp are betwetn
25 and 30 feet tall, Underrrowth carptts
thl' (rOund and wild11ft 15 abundant.
MeanwhUt on the public land. natural re
cuVtl')' hilS tattn piact at a considerably
slower pace. Tht same speclt'S of plllnts.
nower5 and rrasStS have occurred, as
havt a number of trtts, but tht (rOwth
has been lar slowtr lind tht treei more
sparsl' thlln on tht manaced land.

Moreover, tht rtfortsted rrowlh on PrJ'

vall' land 15 not slrnlflrantly dillerenl
frum lht orJglnal Ipre'IYbOI lore51 beluw
tht slopes of the volranu. Befure the erup·
tlon, thtre WIIS an almost unbruken ex'
panse of everrrl't'ns. includinc Douglas
Fir (some of these wtre giants of.OO years
In acel, Noble Fir, PaCifiC Silver Fir, and
Wt'Stern Rtd Ctdar. The undtrlC"lwth was
also exlenslve and dlverst'. Alour·square
mile rtmnant of this old rrowth was
Ihltldtd by a rldCe from the volcaniC blast
and rtmalns as a slrlkJnC example of vir'
rln NoMhwtst forest. It can be compartd
to tht public lind pnvatt rtfOrt5ted recov'
el')' areas cl05tr to tht mountain.

Who can 51}', exCtpt on a subjective,
emOClonal basis, which forest Is "bet·
ter" - the old untouched ont that evolved
llowly over mllny decade5 or the newly re
planted one~ Both have approximately the
same compltx of tree specltS and vaned
undtrrrowth, and the same Wildlife, birds
and InSKts Inhabit bolh, Dtclc1lnc, that
one foresl surpasst'S the ocher II a value
jud(mtnt heavily Innuenced by what one
belltves a fortstls "for."

It Is true that the hlstol')' of American
pnvatt fortSt manacemtnt has btfn
mlxtd; but on the whole It hu btfn ex·
Utmely succtssful. Of the 3.6 million
&quare miles that conltltutt the U.S. to
day. 1.13 million &quare miles, or 32'1'•• art
wooded.

From colonial days to the mid-19th cen
tul')·. there WIS conslderablt dtforesta·
tlon; most of the once expansive Eastern
hardwood forest WII cut before 1900 as tht
St'ltlers cleared land for agriculture. Up to

aboul 1920, the clas~lr rubber'bdr~n CUi
and run" phlllJsuphy dunllnal~d Hut lit'·
(lnnlnl early In thl~ Cenlur), fur~.II')·

staMed to chance. In 1909 Henl') E Hardt,
ner, owner of \.oulslana'i Crania Lumtkr
Co., admOnished hIS conttmporan~. til
"protect your remlltnlng fortsts and cum·
mtnct at once Ihe reforeslatlon 01 \uur
denudtd areas." Indeed. II \lia~ the fur~sl
Industry tlstlf that provldtd thl' Itader'
ship and capital to tstabhsh th~ refurestd'
tlon movemenl-a mo\'emtnt v.. h"se uul'
look now prevails throuahouttht Indusl!')

Toda}' the tvtrrrten,dominated fore.ts
of New EnCland and the Old South ha\'e
rerrown. In tht SoulhtlSt, man} man·
actd forests and trte plantations have ex·
ttnslvtly reforesttd tht land. Rtlortstd
tlon In Malnt makt'S that statt our must
heavily Wooded: ~ oflb surfllce area I~

covered wllh lorem.
II'I time to ctt rid of 10nC'ouldall'd

stereotypes about rapacIous tlmtll'r com·
panIt'S thai slash away at pmtlnt fortSls
without concern for their presen'atlon.

Prtsldtnt Clinton and VICt PreSIdent
land Envlronmtnt Curl AI Gore art In a
position to do just that. The Whitt Houst
says the purpost of the Fortst Summit 15
to learn how' the ftdtral rovtrnmtnt can
"provide leadership and encuurllce ntw,
Innovative and crtatlvt appruacht~" 10
addrt'Sslnc tht forest·manacement con
troversy. But l.he Mount St, Helens case
provtS that pnvalt companits, tmploying
state-ol-tht'iM reforesting It'chnlqul's,
are leadlnClhe way In forest mandgemtnt
Innovation-as the}' always ha\'e And
they. are dOlnc It wilhoul the govtrn'
menl'S help,

Ms. Ra.ll IfU. ~rl'n,ol of IIn,hlllyliil/
slall' from l!1n 1019111 and IS a 'Onlh" hl'fl"
0/ Iht Alomlc EnfTll.ll C'omm/H;OI/. TIlls n",
tirll' IS adllpll'd from h" booA "1:'1/1'//'01/'

mf'7llal 01'('1'1;-,11, " dul' oul Ih,s lIIunlh from
R~llnl'Ty Gall'lI'O'" .
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Environmental Policies in the Dominican
Republic Need Major Reform .

"Pressing environmental problems are closely
linked to a lack of effective natural resource policies

and inadequate support within the country
to develop improved cultivation practices."

R
educed farm yields in the
Dominican Republic caused
by rapid soil erosion could be

avoided with better cultivation
techniques and the development of
a national water resource manage
ment plan~ These are among the
findings of a recent APAP II natural
resource policy study led by Dr.
Ruben Nunez, of Abt Associates.

The Wide-ranging study, orga
nized in the form of
an inventory, pro
vides an important
overview of envi
ronmental poHcies
in the Dominican
Republic, focusing
on four key areas:
sustainable agriculture, water
resource management, forestry, and
wildlands and biodiversity. With
input from a team of seven special
ists, the inventory catalogues com
mon problems in these areas and
identifies major policies as well as
agencies responsible for policy
implementation. It also presents
qualitative assessment of policy
impacts and, most importantly,
offers guidance for policy reform.

For example, policy reform for
water resource management in the
Dominican Republic must center on
better delineation of institutional
authority, according to the study.
There must also be increased
involvement of non-governmental
organizations in water resource
protection activities, more public
education campaigns, and further
studies to determine efficient water
pricing.

Overall, t~e study found that
many of the Dominican Republic's
pressing environmental problems
are closely linked to a lack of effec
tive agricultural and natural
resource policies and inadequate
support within the country to
develop improved cultivation prac
tices. Without change, however,
environmental problems will only

multiply, with serious implications
throughout the country.

Other policy-related resource
problems identified as preeminent
in the Dominican Republic are:

• siltation causing erratic sup
plies of water for drinking purposes
and 1)ydroelectric generation;

• destruction of coastal habitats
due to tourism and urban develop
ment resulting in reduced fishery

output and diminished water
resources of recreational value;

• inadequate treatment of
sewage and chemical effluents that
deteriorate water quality; and

• a combination of poor refor
estation incentives and heavy
reliance on fuelwood for household

cooking needs, resulting in a net
depletion of forests.

These issues and others are dis
cussed in the study's four focus
areas, summarized below.

Sustainable Agriculture

Growing awareness of the
importance of sustainable agricul
ture has not been evident in the
Dominican Republic. Agricultural

research is in dis
array. What effec
tive extension
exists is provided
mostly by private
companies to lar
ger farmers and
by agribusinesses

to contract farmers. Liberalization
of the credit system has resulted in
more credit flowing to non-agricul
tural end-u~es. Cumbersome titling
procedures and non-transferable
titles for land reform beneficiaries

Continued 011 page 5
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Efforts to improve agricultural
policies must begin with a compre
hensive agricultural policy review.
New policy initiatives should focus
on sound agricultural investments,
including community conservation
programs and more active private
sector participation in the dissemi-

nation of integrated pest
management technologies.

Forestry policies can be
improved by clarifying
resource ownership rights
to enhance incentives for
prudent, long-term manage
ment and investment,

reviewing timber concessions, bol
stering environmental education
programs in primary and secondary
schools, and strengthening forestry
research and management capabili
ties, especially in native species.

New policies for wildlands a
biodiversity must be developed,
based on detailed scientific inven
tories of flora and fauna in critical
areas of the country. Likewise,
studies of the economic and social
value of specific wildlife species are
necessary, as well as the promotion
of better coordination among the
four agencies with jurisdictional
authority in wildlife areas. Finally,
expansion of two national park
areas is needed, and the develop
ment of integrated management
plans that will financially benefit
both neighbors of protected areas
and the implementing agency. •

been identified as threatened, and
despite extensive hunting, fishing,
and poaching laws, sale and export
of endangered species continues
unimpeded. Traditional wildlife
management practices have
emphasized protection and ignored
the economic needs of neighboring
communities, and there is no fun
damental understanding of the
value of ecotourism or the habitats
and optimal size of reserve. areas
for forming sustainable ecosystems.

,Recommendations

The main constraint to preser
vation of wildlands and biodiversi
ty has been a tardy conservation
policy regime. The wildlands base
is extremely small.and widely dis
persed in "pocket" enclaves. At
present, eighty-nine species have

estation have been policies and tra
ditional practices that allow slash
and burn agriculture, the harvest
ing of lumber for the local furniture
industry, and the harvesting of
fuelwood. Private reforestation
efforts are impeded by the reliance
of roughly two-thirds of the
Dominican population on charcoal
and firewood for energy needs, the
lack of readily available energy
substitutes, and negative reforest
ing incentives due to public control
of resource use through extensive
use of permit systems.

Wildlands and Biodiversity

shoreline construction, but several
appointed commissions remain
inactive and research shows that
prohibition of construction within
60 meters of the shoreline is not
widely enforced. A second major
policy impediment is the under
pricing of water both for irrigation
and human domestic uses. Charges
for irrigation water are based on
area while charges for domestic
water are on a fixed monthly basis
per household connection. In the
absence of volumetric pricing, there
is little incentive to conserve and
use water efficiently.

Forestry

In the last 35 years, there has
been a marked decline in total area
forested even though sixty percent
of the population is now urban
based. The main causes of defor-

"Without change, environmental
problems will only multiply,

with serious implications
throughout the country."

Water Resource Management

Institutional paralysis is cited
as the main reason for weak perfor
mance in water resource manage
ment. Institutions with overlapping
jurisdictions are poorlycoordinated
and crippled by limited enforce
ment capabilities due to scarce bud
getary and human resources. The
value of coastal resources, for
example, is better recognized
thanks to various decrees on fish
eries, mangrove protection, and

Environmental Policies in the Dominican
Republic Need Major Reform
Continued from page 3

further inhibit mralland and credit
markets. The adoption of new pro
duction techniques is impeded by a
lack of technical knowledge and
credit, and inappropriate cultiva
tion practices persist. The combina
tion of readily available pesticides,
unenforced regulations, and inef
fective quarantine measures has
contributed to high rates of
improper pesticide use. Ineffective
policies have also resulted in limit
ed use of hillside agroforestry and
integrated pest management as
well as skewed land distribution
patterns, the absence of land use
restrictions, and soil fertility loss
due to erosion.

Specific economic policies
which affect the sustainability of
agricultural production have
included foreign exchange policies,
trade restrictions, patterns
of public spending, taxes,
input subsidies, and
research and extension.
Changes in macroeconomic
policies, namely in the
exchange rate and trade lib
eralization, have increased the real
incomes of agricultural exporters,
but current infrastructure invest
ment does not include natural
resource management, the new tax
is environmentally counterproduc
tive, and fiscal austerity has
reduced expenditures in social and
environmental areas, hindering
education and enforcement efforts.
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Central ~ia's Looming Water Wars l

AFI'ER signing the historic Camp David peace ac
cord with Israel, the late Egyptian president, An
war Sadat, is reported to have said that the only

reason his country might go to war again with its neigh
bors would be a disagreement over shared waters.

In another part of the world, the break·up of the S0
viet Union into nwlY independent nations has created
an unprecedented potential for conflicts over the owner
ship and use of increasingly scarce and deteriorating
freshwater supplies - supplies earlier shared by some re
publics under the command of a central authority in
Moscow.

In arid Central Asia, shared waters could quickly be
come the eat.al}'St fot" armed contests within and among
five newly independent nations: Kazakhstan, Kyrgyzs
tan, TJjikistan, 'I\1rkmenistan, and Uzbekistan.

The two main rivers in Central Asia, the Syrdaria and
the Amudaria, each now now through four of the five in
dependent nations before entering the AraJ Sea. Agri
culture is still the main economic activity in all of these
countries, and waters of the two rivers are responsible
for as much as 75 percent of their combined agricultural
production. The rivers also provide most of the water for
drinking and sanitation for a combined popuIaiion of
nearly 52 million, which is fast multiplying. At present,
close to 90 percent of the population in much of Central
Asia does not have piped water supply.

The AraJ Sea, once the fourth largest body of fresh
water on earth, with a surface area of nearly 250,000

lIQuare miles, is now half that size. It is likely to com
pletely disappear by early next century. Twenty of the 24
species of fish in the Aral have already vanished; the
number of anima1 species in the surrounding areas has
fallen from 173 to 38, lOme of which are now endan·
gered.

By the early 19805, water flows into the Ara1 had
fallen to zero due to prolonged overexploitation and
wtthdnwal of the river waters upstream. Because of
rapid evaporation of the remaining water, the shore-line
has a1.read)' receded nearly 40 miles, leaving behind
abandoned fishing towns and a saline desert from which
high winds now deposit 75 tons of salt, dust, and toxins
on the surrounding fields every year, adversely affecting
global climate in the process.

M ANY environmentAlists agree there is no way to
save this dying body of water other.than by
stopping all upstream water withdrawals from

the two rivers for at least the next 30 years. This is
clearly Impossible, since all the Central Asian republics
are highly dependent on the rivers for the survival of
their economies.

To deal with impending water shortages in Central
Asia, schemes were proposed in the past to reverse the
south-north direction of some of the major Siberian
rivers in Russia with the help of a series of "controlled"
nuclear explosions, if necessary. Had they been imple
mented, such schemes would have produced global eco
logical disasters. But now, with the collapse of the Soviet
Union, the cash·starved Central Asian countries have no
ability to initiate any large-scale water projects in the re
gion. And that will remain the case for the foreseeable
future.

One solution lies in creating a new supra-national au
thority, backed by international financing, which can
manage and allocate the scarce waters of the S}Tdaria
and Amudaria in an effiCient, equitable, and environ
mentally sound manner. The problem is that the Central
Asian nations are very likely to resent and resist any di·
lution of their new·found national sovereignty, which the
mandate, given a new regional water authorit}·, would
necessarily imply. One has only to look at the Western
European nations, which are experiencing a host of
problems on the way to creating regional institutions
and legislation for collective action in the economic and
environmental arenas, to realize what a fonnidable task
such cooperation in Central Asia is likely to be.

In the meantime, Water scarcity is accelerating in aI.I
five countries even as their a:onomies deteriorate. de·
spite or because of attempt.; at economic refonns. If the
bitter historical legacies of unsettled boundary disputes
and ethnic conflicts lead to further fragmentation in
some of these countries - as is already happening in
TJjiJeistan - the prospect of wars over shared river wa
ters will increase.

Taking these tensions into consideration, the interna
tional community should watch out for the first signs of
water conflicts in Central Asia. And let's not forget that
Kazakhstan still has a huge stockpile of nuclear weapons
and missiles; other countries in the region are also well
armed.

.Arun P.Elha7U'.£' is a professor ofgeography oJ thR
University of lUirwis at Urbana-Champaign. His
book, -Hydropoluics in the Third World," is to be
published this year by the US InstuuJ.e of Peace in
Washington.
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PERSPECTIVES ON AN ENERGY TAX

Doing Good While Doing Well
energy costs that have not yet been
exploited. To avoid being inn;;tionary.
such taxes should be gradually Imposed.
Ultimately. the impact on inflation Will
be small.

What about the gasoline tu.? Even
though it is directed at only 13% of the
energy we use, this lax has merit
because transportation has ita own
budget gap, with users of the roads not
really paying their full social COStl. The
energy tax alone will only have a small
impact on the price of gasoline. In the
end. we probably need both.

Deciding the "right" level of environ
mental tax and revenue to be raised IS no
easy task. poUtically. Presidents Ford
and Carter tried and failed. Even Presi
dent Reagan struck out when his 1986
energy secunty study essentially rec
ommended either a gasoline tax or an oil
import fee.

Those who oppose enerBY taxes
should ask themselves: Should we tax
income or invesunent. both in short
supply? And tuing labor means taxing
jobs, another scarce resource. Avou1tng
any tax because we can't agree on the
exact level means forgoing a ripe oppor
tunity to close the budget gap. as well as
the environmental and effIciency gaps.
Let's buoy up the energy-tax idea
before it links. and keep our children's
future from being swamped by the
deficit and foul air.

Le~ Schipptr, 'tall maiM rcitntut at
1M Lawrmce BeTu~ Labof'atorJ/, if 1M
co-author, with SttwJl~tTl. Richard
Howarth tmd R\Ilh Skiner. 01 "Enerw
&flicimcJI and HUTfI4f1 Activitll: Post
flreftda. ht"rt p.,~' (CambTidQt
UtUwnit)'PrUl,l992):

Others fear that energy
taxes will affect our competi
tiveness. We found that U.S.
industry paid less. on balance.
for coal. oil and natural gas.
and nearly the lowest for
electricity. than industry in
Europe or Japan. This sug
gests that cheap energy is not
a VItal ingredient to industrial
success. In all. only about

one-third of all the energy wed in the
United States is for manufacturing of
products relevant to international com
petition.

In fact. energy taxes are common in
Europe. The Nordic countries t.aJl carbon
dioxide and other pollutants from all
fossil fuels and have various taxes on
electricity. Germany, France and Italy
have a variety of taxes on household
fuels and smaller taxes on industrial
fuels. And every country taxes both
gasoline and road diesel heaVily.

In the United States. we use far more
energy than Japanese and Europeans in
our overlit and overcooled buildings.
Although we have pulled even with
Europeans in the efficiency of heating
homes. we still use more money to heat
water. per person. and our appliances
use more electricity. We use one-third
more fuel per mile of car travel than
Europeans. drive about twice as far per
person and use signifIcantly less mass
transil Clearly, we have much more
energy fat to squeeze from our economy.

Are energy taxes inflationary? Ener
IY cOIla represent less than 10% of our
GNP. Energy iI more than 15% of cosu
in only a handful of industries, like
cement or certain chemicals. But there
are counUeu ways for us to reduce

As we cut the deficit,
we'd cut consumption
and poUution. And-a
bonus-we'd spur new

- conservation technology.
Iy LEE SCHIPPER

Taxing energy to raise revenue. as
proposed by President Clinton.

. would not only reduce the budget
gap, but would aJao have the bonuses of
encouraging of energy efficiency. ad
dressing environmental problems and
improving our energy security.

The size of the lax should be related to
the twin goals of stemmIng the deficit
and reducing the negative 'impact of
using energy. A $SO-billion initial wget
would mean t.aJles of 8 cen~ per gallon
of gasoline, 0.6 cents per kilowatt hour
of electncity or 60 cen~ for a thousand
cubic feet of natural gas. On average.•
prices would increase 12%, leading to
nearly a 10% decline in energy demand
over the pretax level, once users adjust
ed their technology and behavior.

The decline in energy use from an
energy tax would help mitigate such
problems as pollution, emiasions of car
bon dioxide from burning fossil fuels and
our heavy reliance on oil imports. Even
with modem pollution-control technol
ogy, energy production and use still
results in significant environmental
damage.

ls such a lax regreaive? While taxes
on the 40% of our energy UIe that
includes guoline. electricity and house
hold fuels are regressive. extending thiI
lax to the remaiN", 60% 01 energy that
iI used to make the ,ooda and aervicel
we buy compensates for IDCWt of the
problem. linc:e the wealthy buy eo

, much. Keep in mind. toO. that the hidden
COS~ of the budget defiCit (hi,h interest
ntel. cutl in aocial lervices) are paid
disproportionately by low- and mIddle
income households. And when we go to
war over oil. it is these householda that

. lend their children.
Will higher energy cos~ hurt the U.S.

economy? Our recent study shows that
energy-intensive industries (steel. ce
ment, chemicals. paper) actually pro
duce a small share of output with an
even smaller share of employment. and
have enormous potential to lave energy

. by adopting new technologies. Higher
energy prices wUl accelerate the move
to such improvemen~.which have been .
occurring on their own for the past 50
years but slowed when the pnce of oil
crashed in 1986.
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Environmental
Justice Is
SocialJustice
• The poor in America suffer
disproportionacely from
hazardous waste sites.

l.jwliu ..~e u • ~rlllll co lui'"
~e.WellTeaz"i•••~
uhuork 01 ",,,,II4latI/. ,aid ill • ..
flI""""I 01 datinl/..WMuwr G/lfiCU ..,
~,G/lldl aU iJada1'lCUll.

- Dr....rd. lAtMr &lq Jr.
Leaar 'N. alrabPaa JaJJ.11U

Dr. Kinl'1 warda reveal &.be moral truth
that we aU have. mutuaJ interat in

promoting puee. That we Ihare our
interdependent planet ultimately meana
thaL • threat to anyone'l environment it •
threat to everyone'l environm~nL

The convergence of bulc IW'V1Va! With
the ItruBgle for equaJity is reflected in the
inc:reuInI naLional demancI for environ
mental juallce. It it • movement that
c:onfronll the immorality oJ upper· and
middJe·c1ua people conswninB the molt
enerl1 and produciOi the moiL WUle,
wtuJe it it the bealth of the poor tha1 iI
moat affected by the reaultiOi pollution.

It tI fu~led by reau.rc:h Iuc:h u the
NationaJ Law Journal', fandmg. that the.
federal government', Superfund procram
&.akes 20% longer to plac~ aunority com
muniues on th~ prionty IIat for Superfund
cle&llup, and that the EPA coOl1llenUy
imposea c:onaid~rably weaker penaJues on
(hOse who polluLe minority neilhborhooda.
Our 1987 Itudy. '"Toxic Wute and Race in
&be United S~te,," a1Io identified nee to
be th~ most Ilgntlicant factor in delermin·
lnI the IitlOi of haz.a.rdouI wute facilibea.
Three out of flv~ African-Americana and
Latlnos live in communitla with one ClI"
more hazardous WUl.e lites.
Environm~nLaI ncilm ia araphically

represented In both urban and nara! com·
munitiet-place. like &be IO-mile IU1p
along the WiuLUlppi River between New
Orleana and IaLon Route dubbed "Cancer
Alley.- An area prtdominanUy Inhabited
by poor deK~ndanli oJllava. it tI a1Io
borne La 136 induatria. pell'OChemacal
'Ialaba and wute dumps thllt annually
rel~ut more than 900 million pouncb 01
kmnI into the &Ir,lJ'OUQd and waler. The
inhabltanll 01 that corridor luff~r aome ol
&be hilhat c:anc:er nta in the nauon.

~pov~ny does not provld~ •
aJueld from envU"ONDmLa1 cklraGiluon for
Afnc:an-AJnenc:ana. Take the aU-black,
1niddl~·c1as& Carver Terrace development
in Teurkana. Ta The developm~ntwu
built on land once a chemical dump .ll~ for
anerue and oOIer bfe·LbrealeOln, eonwn
IDanLL The commwuty wu placed on the

-'Three out offlve
Afrlcan·American. and latino.
Uve In communltie. with one 01

lnCHe hazardous wa.te lite•••-
Environmental Protection AlencY'1 na·
lionaJ pnontiel bal for cle&llup. and Con·
IJUI ordered re~tion of the fesldenll.
who are ltiU fllhtlOi the .ovemmenl to
pin fair value for their properuea. which
were appr~ by the .ovemment below
replacem~nt COIl. W~iIlIwhile, the blue
collar while Wounwn Vaew WobU~ Homes
communily to GAobe. Anz., faanglinular
beaJth risU, received sao.OOO to move from
the ubealOl·conl.am1nated IOU underneath
their homea.

East Uv~rpoo1. Ohio, proVlde:l yet an·
other eumpl~. The nation'l largest Loldc·
WUk tneinerator itllated to open near an
Afncan-Am~1ic:ancommunity. VICe Preti·
dent·elect AI Gore recenUy ClUed for
opcraUOna no& to proceed unUl ••Ludy II
conducted to enaure that the lncinentor
will cauae no adverse Impact on pub1Ic
bea1th.

Gore aent an important IiIn&l The beat
way for the new Admintltntion to meet
&be ctW.1eOle of aupponing environmental
juatic:e it by emphaswng the critical con·
necuon between. healthy economy and •
clean enYironmenL Thia job does not faU to
either the AdrrunlItration or the envi·
ronmental jultlce movement alone. CiVil
lighu, reJillOUl, labor and tndauonal envi·
ronmental groups have a vat.ed ltake in
cnlUOI an effective .tralegy.

Our nauon muat be proactive in aeUini
the 100l-lema ,oalJ of a ausLainable 1Od·
ely that II economica1Jy viable and envi·
ronmenLaJly aafe. Achievinl thal.oaJ can
offer hope and juatiee Lo the people and
communltles that have been mar~zed

• under 12 yean of tnekle-down economics.
It it no acCident that the ciVil-nghli

movement it redefaninl conventionaJ deli·
nitionl of the environment at the u.me
lime that many othera are relomaulatinl
concepll of naUorW economic pnontie•.

Ultim&tely, it will take the u.m~ type of
creatiVIty and passIOn oat three decade.
110 enabled th~ clvil-lighll mov~m~ntand
Ule Jobnaon Adminlltration to deaegregale
public acc:oaunodaUON. ruaranLee volin.
rilhll and forg~ a broad·baaed conaenaua
that prodded Am~nca to lave up to III
Conatituuon. So much of that work II lUU
unfllUlbed.. Th~ civU·n,hll movem~ntand
the enVU'OllJn~ntal mov~m~nt can no Ion·
ler afford to remain aeparat~.

Thit new reality presenll the new
Adminiltratlon with a preclOUI window 01
opportunity. We can only open it lDIether.

&ftjami" .,. eM"" Jr. u atC1diw
di,ector oliM COItlmiuion lor R.4atJlJvuw
of 1M u.iUd aumA of0"" ia QnldoftlL

TUESDAY, JANUARY.'
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We Need to Unearth Environmental Felons
IIlv1rDrllnental aIme II laubject U1at

teems to wort remartablt d1anres on
COClItI'VIU't poIltic1an1 and cocnJMnta·
ton alike. Mtnlioo envlr'ol1mtlltal crtlM
and ~nly OW' IDIIII determined anti·
crtme wanion becIlIJle WIIbubed alGId·
eoUOUS objecton.

Rec:enUy. the eclIlDrS 01 The Wall Street
Journal quesboned the very concept 01 an
enVll'OlUlltntal crilnt and WIl1Itd UIalthe
DtW administration &bOuld milt lIl1s
"movtmtnt" btfort "tlec:uUVts and
fanntn" II! charred with crtmmalacll.
It seems UIallbtl'! II! I1mIts to the wu on
crime. UDlOr1W11tely, lhtl'! II! no IUCh
Umlll to lbt Yict1ms 01 env1rDrllnentalc:runt.

In New yert. I crouP 01 t1gtlth"fl'lkn

Counterpoint
By Jonathan Turley

on I ntld b1p. CImt across nwntrous
broken YiaIs 01 blood Iyln( along I public
btlth. Ttst1nr later meaJtd U1atlOl1lt 01
tbew Y1a1s eonLllned blood Infected wtth
hepatitis B. an Infee:uous vtrus that WI
all5e Knous Ulnel.S and delth. The Y1aIS
wm laltr traced to Gtronlmo VWeru. lbt
m-owntr 011 blood latin( center. Prose
culed for lbt crtmt. Wr. VWtlU admitted
that be recututy cleared out Ills 1aborItor)'
by dwnpin( bWldrtdl of such Vials Into lbt
wlltrwlY ntxt to IIiI apanmtnl axnpltx.

Mr. VWegu is an enVironmtntal feloa.
IDd tbtre are thousands Ilkt him IClOII
the alWltry. Mr. VWeps Is difftl'!nl,
bowtvtr, In one respect: Ht wu call(bt.

The nwnbtr 01 tnvironmtntal proltCll
llons In lht pa$1 ftw yean ftU fu sbort 01
the Bush adminislralion's professed "eet
lOUIh on crtmt" policy. Despite lWO yean
of Intense collfl'l!SSiol\il criticism of III
failure to tnlorce thtse laws. the JIIIUce

Departmenl baa ktptthe nwnbtr 01 p1eu
and eonVicUDns to l'OII(tIIy 100 ptr yeu.
Tbl.s means thallht departmtnlls bll'!ly
IeCUI'1nr one p1e1 or conVicuon ptr U.S.
AttonltY'1 OUlce in Ulis countr)'. ObYi·
ousIy, thel'! II hopt U1a1 this rec:ord wW
dIanee with the ntw IllOmey eentral and
bet mmmitmtntto tnlorcemenl. Any shift
to tnforcemtnt wu made tuitr this w~k,
with the I'!Ieut for public commenl of new
sentenclnr ruIdeIlneI for envtronmental
criminals.

Whilt the eclIton 01 the Journal lnsllt
that they would support prosecutinr "Ilr'
D1fIWlt Ind conscIOUS" ICII 01 environ,
IIItntal dtVUlltion, Ihtlr IlItnce on palt
corporatt malfeuan<:f Is dtaltnlnr. Con·
aldtr the c:ast of PureGro Corp. PureGro
wu undtr Indictmtnt for Iht sprayjng of I
populated arel with I IwanIous IUb
stance. Jlck Downs. I local resident. may
bavt died from the exposure and 23 peopIt
ftl'! Injured. FlCinr major ftlony DmVlc'
Uons. the axnpany called senior offidals
in the Bush administrltion. Without In'
fonnlnr state officials, and againsl the
advict of their own pl'06eCUtors in the fitld.
lop JustiCt oIfidals cut I deal wtth Pure
Oro. Allhoug1lthe company IWlrepOr1eclly
oIftred to pltad I\llIly to I ftlony, Iht Bush
adminislrauon &ppal'!ntiy ftll that \his
wu Wlfair and Ittepted I pltlto I ana1I
III1Idtmeanor and I m.ooo nne.

The PureCiro cast ls only ont of u
many IS 30 cases. Idtntlfied by Congl'!SS.
that foUow I paltern oIl'!luctant prosecu·
tion by Iht JusUce Departmtnl. A recent
COIlfI'eSSional report confirmed lWO ear·
Uti' Invtsliptions that found. "culture"
among high-Inti Justice officials to treat
tnY1ronmtntal crtmes d1rrtl'!nUy from
other !}'peS of criminal moduct.

Whilt ntw sentencinr ruidtllnes are
100( OVtrdue. Inc::reued ptnalUts wW
mtan UIUt UDItsalhty II! IClu&1ly Ipplled
to criminals. Ally ftlon considers Iht like"'
bood of capture u ftII u &bt poCeGlia1

ptnalty for I crtmt. UDfortunately, Dat
tllYironmeotal cr1m!DW today acape In'
,esUgIUon. Itt alone prosec:ution. With
ftwtr Ulan 100 conYictJona or pltl blrp.inI
I year. tllvironmtntal crImt DOl OIl1y pap
but pays WtU for IIlOIit felons.

1be1'! Is an obVlOUllOlul.iorl: Incruae
the chances 01 ureal. Once 1ndJC1ed.~
01 tnVlronlntntal ftlonl pltad guilty and
lbt vut major1ly ollht l'!ma1ninr caaea
result In I\llIly venlJC\I. Increasing Iht
IlktUIlood 01 arrest Is Ilmply I malter 01
fully fundlnr the tnlorcemenl prorrams II
the Fedtral Burelu 01 inVtstipllon and
Iht IIlVironmtntal Protection A(tncy.
Both of Ihtse agencies bavt bttn reptlt·

Unfortunately, most
environmentalcrimstuJls to·
dDy escape snvestiiation,let
alone prosecution,

edly dtnled I'fSOlII'CeI to inftlUple eoyi·
roomtntal crtme.

Prosecuting tnvtronmtntal feloN baa
lClUI1Iy provtd I windfall for the 1OverD
IIItnl. CurrtIlUY. tvery II sptnt for proIf
eutioD resulll in I 124 I'!turn to lbt
ptrnmtnl. 11lIJ IDOIIty goes Into Iht
ceneral government COrrtn. DOl back to
the tnvironmtnl. ironIcally, thiS ltaves
lbt fedtral govtmmtnt u lbt primary
bentficlary 01 tnv1rollmental crl/Dt-after
lbt ftlon hirnstU.

The DnI( Enformntnt A.rency and
otbtr police IftneltS an allowed to retalD
I Lurt put 01 Ihtlr captured crtml'
DIJ assets to nnance further Investlptions
and prosecutions. KnYirorlmtntal crtmt
ahouId receive no Iowtr priority. By return'
ing more monty for Iht protection 01 &bt
envtronmtnt, the IUftI'MItnt could to·
lUI'! lbat tIIY1roomental ftlons help fund
~ res&oraUoa 01 tile natW'll I'fSOlII'CeI

IIld c:ommunlbeS they victimize.
WllhoutlUCh dwlees. UI1n( nature u

I ,ehicle for crime II IUU IIOUnd business
decision. In NlchIpn. for eumple. Law·
I'!DCe Wtlah ordered Ills tmployets to
Ultgally dwnp haurdous wUles II I nel
manti and along roadside dllchts. Two
mtims went to Iht Iapilal and the federal
I(IVemmenl aptnl tens 01 UIousands of
dollars deaninr Iht nrIous buardous
111ea. For these oIfenses. Mr. Welsh WIS
sentenced to fOW' IllOIlIIIs In prison lIargtly
luspended) and I SUllO fine. This is less

. than the average lentence for crtminal
traffic oIftnses.

IIlvironlMntal criminal ptnalties pun
IIh IndiViduals Ind COfllOI'Ilions by cor·
rectIy labtlinr them u crtmlnals. Some
cases dearly do not warranl incarcera
tion. bul mmlnal ptnallits II! Iht only.
deterrenl for aome environmental ftlons.
Moreover. nen Ihort Incarceration cannot
lit dismissed u I dtterreDI. Many co~
rate oIficen Yitw civil penalties u simply
"the price of dolnr busilltSS." Personal
1Dcan:eralion Is anolhtr mllttr tntil'!ly.
Nothinr serves to concentrate Iht business
m1Dd more than I pottnlia1 prison slint.
t'YtII I britf ont.

Expandtd cnmlnal ptnallies would add
MY ptrsooal COlli to lbt dtcision to \1St
DIture u I uhicle for crtmt. 1bey would
abo brini I nteded balance In OW' aiminal
jllllice system. Ftw vloItnl offtndtn could
do lbt dIJnage 01 an Exxon Valdtz. ¥tIl
person wW sptnd mol'! time In fedtral
prison today for wrltinr I slnglt bad check
than for seVtl'!llC damaging PrInce Wit·
111m Sound. Ntw crtminal ptnallits will
IIIlt tnd tnVironmental crime. but they wUl
eIld Iht false distinctions lIlal help susllln
It

Mr. 7'ia'Iey i$ CDl tlIWOIIlIlelltal law
professDr CDld director 0/UIt Dl~l"I1IIlIIeJlla.l

CtnlIa PrQjtd GI Otorgt WasllillQlOIl 1hU.
lImitv·



The Wall Street Journal April 1, 1993

'Frontline' Perpetuates Pesticide Myths
B\' OE:'\:'\I:I T. AI"Ell\ Inl: product'S t'xpen~lve fruits and veeela' 10 pestiCides, All have failed:

..Fronlllnt... Ihe Public Bruadcasllne ble~ becausl' Ihe ln~eCIS and dlseasl'~ eal Next, Mr, MO)'ers CUIS lu a 1fII11l·ndden
System's Investirall\'e joumall~m 5how. mo~1 of them before Ihey can be hllr· California fil1rmer wh06e IOn came down
Is famous for Its runtroverslal POlnl~ of vested Thl' few that survive look shabb). with leukemia 10 years aro, The farmer IS
view. But It's now ouldone 1t~1f. In an and ii's hard 10 ,ei kidS to eal shabby' afraid Ihat hiS use of pestiCides mleht
episode 1I1ied "In Our Children's Food." 100lonl produce On Ihat basl~, oreanlc have caused the leukemia. But farmers
which aired In most markels earlier IhlS farmlnl .....ould produce more cancer. nol and farm Iods have lower rates of
week. a well·meanlnl Bill Moyers and his less. leukemia and cancer Ihan nonfarm kids.
PBS collealflles made recommendallons Blulechnololl may evenluall)' help us Wherl' b the medical eVIdence 10 Ill' Ihe
that would Incruse our cancer and heart enl1nl'er Ihl' pest protection Inlo planh California farm boy's dlsease 10 farm
dl~ase rail's. Increase the risk of world and creature~ so we won't have to ~pra) chemicals? Thl' "Fronlllne" hoslS don't
huneer. and plow down millions of square anylhlnl anr·more. BUI most oflhe ardenl 11'11 us anythlnl except how "wolTled"
mill'S of wlldllfl' habitat. Apparently Ihe environmentalists sa)' the)' are alalnsl the) are.
"Fronliine" stall dldn', rullze ~blOleChnOIUlr.too. The pr0i!'am also ridicules a Public
that those calamities would be Ihe The worst IndlClment of an or· Heallh Service 101icoioeY Sludy Ihal reo
result of &1vlne up the farm chem' ranlc farmlnl: S)'slem IS thai It . ported: "There Is no eVIdence Ihal Ihe
Icals It warned us ala lOSt, could not prtlVlde enouitlfood to small dillies of pesticides thaI we do ret

The show Il'as prepared 10 cell" suppl)' even the current human arl' causlne any harm. The only eflKt
brate Ihe 30Ih annlversal')' of Rachel populallon oflhe world. Br 20jO. Ihal can be meuured , , . Is Ihe storaee of
Canon's book. "SlIenl Spring." Miss Ihere would br billion~ of orgaOl' one oflhem-DDT-In the IIssues of most
Carson blamed farm chemll'ills for call) inducl'd slan'allon dealhs. people. This sloraie has not call1ed an)
wildlife losses Ihal we now kno... ll'l're dut' (Thl' t;,S. I~ ont' oflhl' few counlries Ihal Injul')' which we can delect."
to losl habltal and 10 InduSlnal pollutanl~ could survt\'e organir farming withoul Then Mr. Moyers crows: "DDT would
like mercury and PCBs, In her IrnorllOcl'. nsking stan'ation, bUI we ha\'e more be banned 10 years laler. Just as Rachel
she also feared Ihal pesllcldes caused hu' farmland than almosl anybody' else.) Carson had predicted," This was In the
man cancer. Yes. the world could plow more land 10 earlYl9~lIS,

We now knOll' that farm pesticldr make up fllr the low Yields on orlanic BUI Mr. Moyers falls to tell us thai
residues conlain less cancer risk thiln farms. BUI already. the world Is culm'al' DDT was banned aralnst the rerommen·
mustard and pickles or eVl'n Ihan the en· Ing aboul 5.S million §quare miles Uhe dation of sclenllsts and the Environ,
"ironmentallsts' belo\'ed mushrooms. WI' land IIrl'a of South AmerICa) for food~ mental ProtKlIon Aernc)"s own
now know thai !I9.!r. of the cancer risks 10 With orianic fannlnl, by 2050 we hearinr examiner. The dozens of
our food supply' come In the foods them' would plol... down and ruillvale 30 expens who testified al the EPA
selves. So much for the cancer riSk,S In million 10 fU million ~quart' miles hearing overwhe,Iminily laid
pesllcldes, of land. ThaI's the combined area . DDT should keep Its EPA approval

Butlhe indlctmenl against "Fronillne" 01 Soulh AlIIl'rlCa, Nonh Amerlra. because 1\ wasn't danrerous to pea-
ts worse than an omiSSion of these facts. Eurupt' and mllst 01 ASIa: pie or birds The pollllcal appolnlee
Mrdlcal practitioners across the countl')' EI'l'n Rachel Carson mlKhl haw who headed EPA feared a public outcry II
11'11 us today thllt the best way' 10 reduce Ihuulhl that a siriingl' ....a~· 10 preserve he conrurrl'd 1l'lIh the hearlne examiner
both cancer and hean dlseast' Is to eal wlldllil'. bt'caust' so O1.ln)' people had read Miss -
Iwlce as man~' frulls and vegt'lablt's A~ l'\'idt'nn' uffarm chl'mllal dangt'rs, Ca~on's book.
Fruits and veeeilibies contalO powrrful "Frunillne" ulle~ ont' farm 109 IOIl'n In Is Iht' resI (I( PBS's ....idd)· nOled t'nvi·
chemicals thaI Inhibit rancl'r. They are California thai for Yl'a~ hilS had d/i un· ronmental rl'~rtIni' based on evidencl'
lOll' 10 fat and hllh In fiber: their con· explained high rille or cance~. Bul lhb Ihls ~haky'.·

sumptlon works lila lOst hear! dlsl'asl', lown IS filmuus In mt'dlc.lll'Irrlt's beraust'
But orlanic farmlOg -formlOK wllhoul its canrer pallt'rII IS unllk~ any olht'r ,\11'. AIl"'/i " 1/ Mill" nl Ih.. Hud.\ul' 1,,-

chemicals-ran't pruducl' 10\l'·rosl. all rill" 10Il'/I·~. Medical slLldIl'S havl' Int'd 'u III' ~lItul,', HI'/' .1'/1"'101'01 Hudson's CI'III..rfur
live fruits and vrl:l'lablrs. OrgllOir fum' Ihe famou~ "MrFarland Cilnrer Clu~ll'r" G/ulxll Fuue/I""n
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African employers urge
tripartite solutions

As the process of structural adjustment continues in Africa, employers will play an
increasingly important role, including helping to alleviate eventual negative conse
quences. Tripartism will be an integral element in adjustment strategies.

Negative effects

corporate fund was used to set up job
creation. training and recycling programs
for workers who had been laid off. Financial
deregulation measures included the free
floating of the Egyptian pound and the
removal of all Government controls on
interest rates. The results were spectacu
lar. Investment increased. hard currencies
become readily available and economic
growth returned.

ment personnel.
• Publication of a manual, as
well as courses on how to set up
and manage employers' organiza
tions.
• Special programs of assis
tance to African regional and sub
regional employers' organizations.
• A Job creation program: pro
motion of small enterprises by em
ployers' organizations, training In
the Informal sector, training of young
people, population programs.
• Informatlon on the labor mar
ket: research, collection and dis
semination of data, computerized
data banks, etc.

The symposium also recommend
ed that the ILO assign 8 still higher
priority to programs designed to
strengthen the social partners In a
balanced way In order to Improve
the effectiveness of trlpartite action.

Several participants cited examples where
privatization had brought very positive
results at national level. Dr. Abel Gazarin.
Egyptian Employers' Representative (see
hox. opposite page). spoke of the changes
that had come about in his country over
the past two years. including the partial
dismantling of trade barriers: administrat
ive reforms introduced in public enter
prises involving separation of ownership
and management: a guarantee of broad
freedom of action for the top management
of such enterprises: and withdrawal of the
State from participation in all joint ven
tures.

To alleviate the negative social effects
of this program. a corporate fund was es
tablished. financed by external donors. This

THE ROLE OF THE ILO

The ILO program
of aid to African em
ployers' organiza
tions should be

aimed principally at strengthening
their structure, permitting them In
this way to playa full role In bringing
about desired economic and social
changes.

ILO support was solicited partic
Ularly for the. following activities:
• Training In leadership as well
as In most-of the other fields In which
the ILO Is competent.
• Training In the setting up and
management of small enterprises,
with particular attention to the needs
of women, youth, refugees and
migrant workers.
• Basic asslstarlce for those or
ganlzatlons and enterprises which
are weakest economically.
• Training, advice and equip
ment for supervisory and manage-

Despite this positive note. the sym
posium did not present unlimited opti
mism. A number of speakers expressed
serious concern over the negative effects
of structural adjustment programs. Many
felt that the social aspects should be taken
into account from the beginning and. in
fact. be an integral part of development
strategy. In order to provide a beuer
guarantee of the social acceptability of
such programs. it would be necessary to
make sure that the social partners were
fully involved in program planning. for
mulation and execution.

According to Jean-Jacques Oeschlin.
President of the International Organiz
ation of Employers. "tripartism is an es
sential element in any strategy of struc
tural adjustment".

For the tripartite approach to be suc
cessful. it was agreed. all participants must
assume their responsibilities and speak
with authority. The social partners must
be strong. independent. open to compro
mise and empowered to commit themselves
fully. Only under these conditions would
it be possible to overcome the economic
crisis. It was generally agreed that there
could be no lasting improvement in the
economic situation without truly competi
tive enterprises. Likewise. without these
there could be no full employment. no
satisfactory economic development a~d

no real social progress. U
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T
hese are the main conclusions of
an [LO symposium held in Abidjan
last October and auended by del
egates and observers from 38 African

employers' organizations.
Invited to discuss the role of their or

ganizations in the economic and social
transformutionspresently taking place. the
employers ugreed that the structural ad
justment process was both inevitable and
irreversible. They also felt that the private
sector would be called upon to playa more
important role than in the past. According
to Mr. ~lamadou N' Diaye. of the Sene
galese National Employers' Council. "the
private seL'tor plays a determining role in
the promotion of economic growth and
in development".
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Rethinking Colonial Borders
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A s the drama of the tall of the Berlin Wall and
the breakup of the Soviet Union begins to re
cede into memory. overtaken by the Persian

Gulf War, the wars in Yugoslavia. and the landing of
u.s. troops in Somalia. the norion ofsovereignty within
national borders becomes an ever more pressing issue.

The world seems to be of two minds-and mov
ing in contradictory directions-regarding national
borders. On the one hand are moves. as in the Euro
pean Community. toward overriding national borders
in favor of enlarged unity. On the other hand are
moves toward fragmentation. whereby new and
sometimes deadly borders are erected witlli" old states.
as in the former Soviet Union and in the fonner Yu
goslavia. These two contradictory models would seem
to suggest that in this new world order. those who
have been oppressed by the concentrated power of the
centralized system of the nation state are asserting the
need for self-determination. while those already free
are choosing to modify sovereignty and move toward
larger cooperative frameworks.

Nowhere is the tension between the opposing
trends of unity and autonomy or independence as
pressing as it is in Africa. where the colonial borders
have been perceived as both artificial and sacrosanct.
The signal from the developments at the international
level is that old assumptions about borders and nation
hood are now under severe scrutiny. to say the least.
Ethiopia. which appears set to give its ethnic groups
the right of self-determination, may well prove to be
a test case for the future. The time seems ripe for re
visiting the colonial borders drawn on the map by Eu
ropean powers nearly one hundred years ago.

The Constraints of the Old Order
During the Cold War. the debate on conflicts around
the world. and especially in Africa. centered on
whether they were internally rooted or provoked by
the ideological rivalry between the superpowers. The
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question was critical to how those conflicts should be
addressed and managcd. If the causes were internal.
then remedies had to be sought internally. If they were
related to the superpowers' rivalry. thcn not only had
the solutions to be sought through them. but their sup
port for their allics was a given. The debate generally
dichotomized positions between those who welcomed
and even sought external intervention as necessary and
those who resisted it as an undesirable complication
and aggravation of internal or regional conflicts.

Now that the Cold War has ended. from the point
of view ofstrategic and ideological considerations. the
major powers have largely withdrawn from third world
concerns-bearing out early tears of Atiicans that the
end of the bipolar confrontation would result in what
is now popularly conceived in Africa as marginaliza
tion. External strategic and ideological considerations
thus having been removed. African problems now exist
in regional and national. but not international, con
texts. Causes and effects of conflicts are increasingl~

recognized as primarily internal, a development with
both positive and negative implications.

In the past Africa was tied into global structures ane
processes. tirst by colonial intervention and then b)
Cold War ideological linkages into a chain of interde
pendent dependency. Absent those tics. self-reliance
both in the resolution or management of conflicts an<
in development. is increasingly imperative. However
having been dislodged. by their colonial past. from thl
indigenous values and institutions that permit buildin!
from within. Africans are left hanging between the 10
cal and the global systems.

With the striking exception of recent develop
ments in Somalia. devastating conflicts in Africa n,
longer seem to draw world attention. The decolo
nization of Namibia. the dismantling of apartheid i
South Africa. and the peace process in Angola a
took place under the watchful eyes of the world"
large. The United States played a catalytic role in th
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transition
in Ethiopia fol
lowing the downfall
of Mengiscu Haile Miriam's government in
May 1991. In contrast. Liberia. Mozambique, and
the Sudan endure their crises, set in motion as central
governments lost control of the countryside. in vir
tual isolation. although recent proposals at the United
Nations for support of the peace process in Mozam-

. bique are encouraging if implemented.
The only areas in which the world still manifests

interest in Africa are South Africa and the drought
stricken and war-ravaged countries in desperate need
ofhumanitarian assistance. And ofcourse the Interna
tional Monetary Fund and the World Bank adjustment
programs keep the continent tied to the dictates of the
international financial and economic system.

Africans are reacting in a pragmatic way that points
at two seemingly contradictory. but in fact comple
mentary. lines ofaction. First. they are recognizing that
the world does not care much about them and that
they must take their destinies into their own hands. At
the same time. the imperatives of global interdepen
dence propel them to resist marginalization. Their aim
is to put their house in order and get back to the inter
national scene with a renewed sense oflegitimacy.

The moves are not sequential but concurrent. Re
cent years have witnessed a wave of earnest self-criti
cism in Africa among intellectuals and even incumbent
political leaders. Promoting democracy and human
rights has become a high priority in the African de
bate. The Organization of African Unity Charter on
Human and Peoples' Rights, the so-called Banjul
Charter. was a symbolic step in this process. The Con
ference on Security, Stability, Development, and Co
operation in Africa, Africa's so-caJJed Helsinki process.
was initiated by General Olusegun Obasanjo's African
Leadership Forum, endorsed by the Kampalla Confer-

... I'R I "c. Ill'} J

ence in 1991, and is now under consideration by the
OAU. Also envisaged is an African Council of Elders.
mostly former heads of state and government who
have retired respectably and can continue to offer
leadership, primarily in mediating between parties to
domestic and regional conflicts.

The OAU Secretary-General has also revived the
dormant Commission on Mediation, Arbitration,
and Conciliation and has established' a conflict reso
lution unit in the Secretariat. Current OAU involve
ment in mediating civil conflict in Rwanda suggests
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that thr organization m;lY tind a morr activist role.
[f thrsr movrs can succred. Africa \vill br in 3 bl:t

trr position to rrsist marginalization at thL' interna
timlal kvcl.

The Challenges of the New Order
Atrican problems. whether in conflict management or
dcvelOPIllL'Tlt. must be approached from the perspl:c
tive of their local. rrgional. and national contexts. Po
litically. thl: starting point. as in most mattrrs pl:rtain
ing to Alrica. Ius to be the colonial nation state. which
brought togethl:r diverse groups that it par3doxically
kept separate and unintrgratrd. R.rbrional rthnic b'TOlIPS
werr brokrn up and ;lffiliatrd with others within thr
artiticial borders of thr new st3trs. with coloni31 mas
trrs imposing a superstructure of law and ordrr to
maillt~lin relati\'L' peace and tranquility.

The illdepl'lldrnce movemrnt was 3 collective
qruggh: for .;df-detrrmination that rrinforced the
notion of unity within thc artiticial framrwork of thl:
IH.'Wh' cst,lblished lution state. Initially. indrprndl:llcr
camc as a L'olkctivc gain that did not disaggregatl:
who was to grr wll3t from the kgacy of cl:ntralizl:d
powrr and wraith. But brCluse colonial institutions
h,ld divcsted the local comlllunities and rthnic
groups of much of thrir indigenous autonomy and
susuinabk livelihood and rrplaced thrm with a de
gree of centralizl:d authority and drpendrncy on thl:
welt:m: statr systL'm, oncr control of these institu
tions passed on to thr nationals at indeprndrncr. the
strugglr for control brcJllle unavoidable. The out
comr was oftrn conflict -Over power, wealth. and
opportunities for development-that lrd to gross vi
olations ofhulllan rights, drnial of civillibrrtirs. dis
ruption of economic and SOCi;ll lifr. and consequent
trustration of development.

As thr Cold War raged. however. thrse conflicts
wrre seen not as domrstic struggles for po\ver and re
sources. but as extensions of the suprrpowrr ideolog
ical confrontation. R.ather than hdp rrsolve them
pe:ace:fully, the SlIPl:rpOWl:rs oftl:n worsenl:d thl:1ll by
pro\'iding military and l:conomic aid to thrir allies.

Although thr end of thr Cold War has removrd
this ag~,'Tavating cxtcrnal t;lCror. it has also rl:mowd the
modcrating rok of the superpowrrs, bot~ as third par
ties and as Illutually Ill:utralizing aHies. As Liberi3, So
malia, and Sudan illustrate, the results have be:rn un
mitigatl:d brutalitirs ,1Ild drvastations.

It cnn <.'rl:dibly bl: arb'1.1l:d that the gist of thesr in
trrnal conflicts is that the ethnic pieces put rogrther by
colonial glur and reintorcrd by the old world order
arl' now pulling apart and rrassrrting thrir autonomy.

Old idrnritil:s. underminrd and rl:ndrred dormant
by the structurl:S and valUl:s of thr nation-statr systrm,
arr rermrrging and reddining thr standards of partic
ipation, distriblltion. and Irbritimacy. In t:lL't, it may be
eVl'n morr Jccuratr to say that till' prOCl'SS has bel:n
going on in a varirty of ways and within the COlltl'Xt
of the constraints imposed by thr nation-state systrm.

From thl: dawn of African independence. such slo
gans as Senghor's Negritude, Nkrumah's Conscien
~ism, Kenyatta's Uhuru, Nyrrrrr's Ujamaa, Mobutu's
Authrnticitc. and Kaunda's Humanism have symbol-

ized African leaders' srarch fix ndturallegltill1ation of
thl:ir political and economic objecri\'l" .1Ild 'tratq.~ll·'.

Oftl:ll the slogans were rationalization, for prL'l"llll
crivrd ideas and practices adoptrd trolll t(Hel~ll pro
totypes and dressrd up in local garbs. but th~'y nOIll:
thc1ess rxprrssrd a genuinr yrarning for building on
thr culture of the prople.

With the end of the Cold War, this yearning is
gathrring strl:ngth. Endowrd with a dceper sense of
the: rral world that ml:rl: slogans can no longer man
age. Africans arc now called on to find workabll: so
Illtions to real problrms-and in the framework of the
nrw world ordl:r.

It is in this context that thr rrvivalist hLuTlIc tn:nd
in North Atiica should br undrrstood. [n thl: Sudan.
tor example. the movement sprang up in rl:acrion both
to colonialism, which promotrd Christianity .1Ild
We'itl:rn concepts of secular n;ltionhood, and to the
collaboration of traditional Muslim kJder'i with t()r
eign pmvrrs. which rrintorcrd consrn'atislll in .1 'iitu
ation that c111e:d tor radical tramtorlll<ltlon. A t\\"111
movemellt in this direction, inde:ed the tiN en be
born. was cOllllllunislll. Both were: tirst ;lIld t()re:lllost
rractiollS to domrstic conditions, ,1Ild both uscd idco
logical links to thrir inrrrn,1tiOlui dimcnsions only ,1S

tools of managl'ment in an intl:rconnecce:d world.
III thl' Sudan. with thr drmise of communislll. tim

locally aftl:r the abortive coup of 1971. which was uscd
to justit), a drbilitatillg blow to thr COl1lmUlllst party.
and the:n internationally with the collapse of thc Sovil:t
Union and Eastern Europe, Muslim fundamcntalists
rrmained thl: only crl:dible alternative 'to outmoded
traditional political torces. Tltr Muslim Brothers. who
politically transtormrd thcmselvl:s into thc Islamic
Charter Front and the National Islamic Front.
intiltratrd thr army Jnd \\"011 the support of the offic
rrs who took ovrr on Junl: 30. ]1)HlJ•. in the n,1llle of
the Rrvolution tor National Salvation. with 1·;I,unic
revivalism as their agrnda.

Islam in the Sudan has bren closely .lssociated with
Arabism as a composite racial. cultural. and rdigious
idrntiry. Srl:n in thr contrxt of pluralism. however. thl:
chaHl'ngl: that tacl:s the Muslim rL'V1\"di·;[S is how to
rl:concik' thrir rl:li~rious Ic:~ritinl.lcy .lIld baSIS of powcr
with divrrsity and conflicting valuc .;yst!-,ll1s within thl:
nation state and thr still inrerdeprndcnr world.

Wl'stern values Jnd imtitutions. includin~ thl' Sl'P

.lration of rL'ligion ,md the state, that havr thus f:1r
dominated thL' nation-statr SyStL'1l1 haw bel:n widc:Iy
adoptrd and intrrnalizcd evrn by much of thl: Mus
lim comlllunity. In the South of the Sudan. natiolul
idrntiry h3s evolvl:d along indigenous Atrican, Chris
ti3n Wrstern. and secular lines that contrast with thr
Arab-Islamic Illodrl of the North. Indcrd. thr two
;Ippcar to thrive on thrir lllutllal antagonism and
struggle for survi val.

Thrse complrxitil:s, however, do not invalidatr the
lJuest tor culturallet.ritimation and the need to undrr
takr nationbuilding and drvc10pmenr from within the
cultural context. The search tor workable tormlilas
must consider the conflicting drmands tor Jutonomy
;lI1d rquitable unity being madr by various groups
within the nation-state system. The oprrativc princi-
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pies in this n.'spect must be autonomy, equity, and jus
tIn'. 13m thl' observance of these principk's requirl's a
third party as mediator, modnator, peacemaker, and
lawgiver. While regional organizations have a role to
play, the most obvious institution called on to playa
pivotal role is the United Nations.

It must be admittl'd that onCl' the -colonial powers
accomplished the brmal task of conquest and pae
ification, thl')' rstablishl'd a systl'm of public order and
jusricl' that broll~ht pl'ace to intl'rethnic relations that
had been affiictl'd by chroni.c violence throu~hout

recorded history. While colonial intervention under
standJbly provoked nationalistic reactions that ulti
mately culminated in the in,dependence movement,
the postu!atl'd role for the United Nations-establish
ing pl'JCe. justice, stJbility. and prosperity-has J
mon: compel1ing and disarming justification. A polit
ical. economic. social. and cultural system that au
tonomously uscs local resources and rl'sourcefulness
within the fralllcwork of n:gional and global interac
tion Jnd intndepcndl'l1Cy' can bl' desiglll'd to reconcik
the lofty ideJls of unity with the imperatives of seg
ml'ntation and fra~mcntation.As units of participation
and social oril'IltJtion. the family. the clan. Jnd thl'
tribe can indl'l'd be complL-ml'lltary rather than antag
onistic to thl' nation Jnd thl' global order.

The United Nations in the New Order
Bl'forl' thl' Persian Gulf War, the Wl'St saw the United
Nations as a third world club and a forum for bashin~

the West. in particular the United Statcs. The Gulf
War Jnd ir, J(rcTIllJth mrnl,d rhe or!!:lIlizJrioll. in rhL'
percqJtlOn of thl' tlmd world. lIltO J 'Western, specit:'
Ically J U.S .. tool for global control.

Thl' Unitl'd State'i, or morl' appropriatl'ly (;eorgl'
Bush. did not shy away from the roIL- ofleadership that
the new \'iew of the UN places on the Wl'st. especially
thc United States. Despite resentment by many mem
ber states of the inequalities of a system that has hith
eTto paid lip service to the principle ofequality among
members. the real test is thc extent to which thl'
United Statl's lives up to the ideals of political, l'CO
nomic, and moral leadership, whether it operatl's in
dividually or through international institutiol1'i.

Although states arc usually assumed to be motivated
by national interests, the role of a world k'ader cer
tainly carries with it burdens that should transcend
thosl' intere'it... Thl're is obviously considerabk con
troversy in the United State.. about what George Uush
meant by a new world order, what responsibilitil's hl'
envisaged for the U.S. leadership in that ordl'r, and
what financial baggage that Ieadl'rship l'ntails. Gelll'r
ally speaking, not much has been read into Bush's
rhetoric, espl'cially its financial implications. When
that controversy is resolved. thl' United States \vill
have to be clearer on what the new order ml'ans,
whethl'r and how thl' United Statl's will assume thl'
leadership role, whac the guiding principles of that
leadership will be, and how it will translate itsl'1f in the
spl'cific regions of thl' world whl're international ac
[Jon is nceded to address urgent issues. Somalia already
has impoSl'd itself on thl' intl'rnational agenda, and thl'
IOTlm:r Yugoslavia is competing for attention, but

there arc many more candidates. and the ultimate ob
jective should be a comprehensively peaceful, just. and
orderly world.

A New Berlin Conference
If prob'1"l'SS is assumcd to be an integral part of human de
velopment, thl'n thl' emerging ne\\' \vorld order must
sibTJ1ify an improvl'ment on the way thinb"i haw been.
The central themes of this improvement must bl' real
izing seemingly contradictory trends, the gUl'st tor au
tonomy and the need tor broadening circles of coopl'r
ation rl'gionally and internationally. Ll'adership at the
international kvd must pursue thl' ideals of frl'l'dolll,
democracy. justice, and prosperity fqr all nations and
peoples worldwidl'. World leaders cannot discriminatl'
berWl'l'n their own favored nationals and the marg1nal
ized nationals of foreign nations. at k'ast not to a dl'~'Tec

of dispossession. Liberating Kuwait must be ddl'nded
only on universal principles, not in terms oflimited na
tional stratl'g1C objectives, if the role orthe United Statl"
as the dri\'ing force behind UN action is to bl' \'ie\\'l'd
as globallcadership, The same principk is more glaring
in thl' case of protection for
thl' Kurds in Iraq. This in

turn imposes an obligation World leaders cannot
on thl' Unitl'd Statl'S and the
Unitcd Nations to eXl'rcise

thl' saml' Tl'sponsibility in discriminate between
comrarable situations of
need for intemational actiolJ,

As thl' Somali case indi- their own favored
CJres. tr;]~jc 'iru.ainll' of
that magnitlldl' cannot bl'

left ro local actors when the nationals and the
extcnt of human sUtll.'ring
and destruction of life and

property far exceeds what marginalized natio11als
should be tolerabk' eVl'n by
minimum standards of hu-

man di~nity and global re- of foreign natiol1S.
sponsibility. If thl' interna-
tional community dOl'S nOt
extend thl' logic of action in Somali;l to other arl'as of
massive suffering, what we aTL' witncssing m;lY prove to

be a new world disordl'r. Nearly a Cl'ntury ago, in
1HH4:"S5. the major European powers met at the lkrlin
confl'rencl' and carvl'd thl' African contincnt into
pieces of rl'alestatl' over which tllL'y l'xtl'mlcd l"oloni,11
dominion. Pt.'rhaps thl' timl' ha' rOllle for anothn
Berlin conference. at least a metaphorical OIlL'. with a
different VL'nUl', participants, and guiding principle'i.

Rethinkin~ the bordl'rs docs not l1L'cl'ss;lrily imply
dismantling existin~ ones. What is rl'quired is a COlll

prehensive strateb''Y fi)r addressing rl'alistically thc prob
lems that thrl'aten those bordl'rs trom within. Only if
it proves impossible to find workablc solutiom within
unity can thl' rcvision ofbordcrS lx' justitied. 13m whcn
that conclusion isn:achl'd. borders should no longl'r be
regardl'd as lIntouchabk. If we are to rethink the colo':'
nial borders to giVl' 6'Te,lter ml'aning to sdt:'detl'nllin;l
tion and the princip1L's of dl'mocracy and human dig
nity, policy analysts must bl'gin to ckar thl' way in
what is now a tangkd thickl'c. •
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WASHINGTON, DC

Despite the end of the Cold War and the resulting reduction in
U.S. security interests in Sub-Saharan Africa, it still makes sense for the
United States to remain diplomatically engaged in the region. Although
U.S. economic interests in Africa are small and likely to remain so for the
foreseeable future, the values underlying U.S. foreign I?olicy-promoting
peace, development, and democracy abroad-argue for active diplomacy.
Ten percent of all Americans trace their ancestry to Africa and a growing
number of Americans are concerned with events in Africa. This reinforces
arguments for U.S. engagement in the region, despite demands on the
time and attention of U.S. policymakers that emanate from domestic
problems and crises in other parts of the world.

Three major issues' confront the United States in its .relations
with countries of Sub-Saharan Africa now. and for the remainder· of this
century: 1) how to help Africans avoid or resolve civil conflicts, 2) how
to assist them to extend and consolidate democracy, and 3) how to sup
port sustainable development in the region.

Civil conflicts have been spreading in Africa over recent years.
To help Africans resolve their internal conflicts, the United States should
take a two-track approach. In the short run, U.R action may be needed
to mediate conflicts or to intervene directly, as in the case of Somalia.
But the United States cannot become the policeman of Africa. It must
also persuade or prod the United Nations, the Organization of African
Unity, and other appropriate international and regional bodies to develop
guidelines for resolving internal conflicts-for example, the circumstances
under which external intervention should occur-and to create mecha
nisms for the resolution of those conflicts, possibly including African or
internationally based intervention forces for this purpose. The United
States should commit funds to help support peacekeeping forces· and
appoint a temporary ambassador-at-Iarge to promote international and
African action on developing the guidelines and mechanisms needep to
deal with these spreading conflicts.
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In allocating its resources in Sub-Saharan Africa, the United
States should most generously aid those governments implementing both
political and economic reforms. Those implementing only political or eco
nomic reforms should receive less assistance. And those governments
undertaking no reforms should ~eceive no U.S. aid, except for humani
tarian relief.

To support the extension and consolidation ofdemocracy in Africa,
the new administration should reiterate its commitment to supporting
democracy abroad, including in Africa. This commitment should include
specific programs such as financial help and training for democratic forces
and for newly established democratic governments. Public statements
and symbolic acts by the United States in support of democracy can still
greatly influence the actions of African leadersand opposition movements.
The administration, senior foreign policy officials, and U.S. ambassadors
must all act in accord and with a consistent policy in this area. The
administration must also ensure to the extent pessible that the policies
of European governments-above all, that of France whose influence in
Francophon~ Africa remains strong-are coordinated with U.S. policies.
Where the United States is alone in advocating democracy, its influence
will be greatly diminished. Finally, newly established democracies will
ultiJ:nately be judged by their people~ on their economic performance
how well they can· improve theIr standard of living. Economic reforms

are still urgently ,needed but must be shaped to avoid destabilizing the
new governments. Particularly sensitive policies involve reductions in
wages and employment of civil servants, usually organized in unions,
which often wield considerable influence with the new regimes.

Development in the region has been very disappointing, despite
the large amount of aid thus far provided to African governments. Some
of these failures must be attributed to forces beyond the control of Afri
cans, such as adverse trends in the international· economy or natural
disasters. However, much of the failure is a result of poor policies and
weak governance. Economic reforms have not yet led to the increase in
private investment that is necessary to drive future growth. The reforms,
however, must be maintained and continued if that investment is eventu
ally to come. Meanwhile, it is important that government austerity pro
grams do not result in declines in public investment-especially, in human
resource development and the maintenance and expansion of infrastruc
ture-that will be necessary to support healthy future growth. The United
States should concentrate its aid in these important areas in the future
rather than use its assistance to finance reform programs which, in any
case, are developed and negotiated largely by the World Bank and the
International Monetary Fund.
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Africa's Children,
Africa's Future

Human investment priorities
~ for the 1990s

Prepared by the Organization of African Unity
and the United Nations Children's Fund for the

OAU International Conference on Assistance to African Children
Dakar, Senegal, 25-27 November 1992

Executive summary

The world knows Africa primarily as a continent in crisis. In recent years, drought, famine and political
upheaval have dominated the news.

The reality is somew~t different. Few regions in the world so quickly made gains in improving the
lives of their children as Africa did in its fust two decades of independence, despite the fact that in 1960 it
was the world's most economically deprived continent. And even when Africa was overwhelmed by the
natural disasters and economic catastrophes of me 19805 and received special support from abroad, efforts
and sacrifices to adjust were made, indeed are still being made, on a scale far beyond that of most
countries in other continents. For instance, many African countries did make significant improvements in
several areas of child welfare, such as immunization, so that by the end of the decade, coverage levels
more than doubled, and 22 countries reached the target of immunizing 75 per cent of their infants.

Nevertheless, the fact remains that fully one third of the 40,000 children who die worldwide every
day are African, although they constitute little more than 10 per cent of the world's child population. More
children die every year in Mozambique than in all the countries of the former Soviet Union. Moreover, for
most African countries the 19805 were a lost decade for development. living standards declined, school
enrolment ratios feU, the quality of health care and basic setvices deteriorated - even while h~lth and
nutrition needs were rising. The stark reality is that unless urgent action is taken to reverse this
deterioration with a major new effort for child survival, protection and development, the human foundation
for Africa's progress in the 21st century will not exist.



But a neW"impetus for human development is available once again within Africa - and for Africa's
external panners. The impetus stems from Africa's determination to push ahead with tough policy reforms
even though the major powers, whose suppon is vital for the success of these reforms, are preoccupied
with other, more 'suategic' regions. It stems from the intensifying international consensus that the provision
of health, education and other basic social services is nO{ only a compelling moral concern, but also a
requisite for economic growth. And not least, it sterns from the national programmes of action (NPAS)
drawn up by African countries to implement the goals and specific objectives that were agreed to at the
World Summit for Children, held at the United Nations in New York in 1990.

The World Summit for Children adopted 7 major and 20 supporting goals for the survival,
protection and development of children - targets for progress over the decade in key socio-economic
sectors. Nowhere is the attainment of these goals as challenging, or as critical, as in Africa, if the basis for
the continent's sustainable development in the 21st century is to be assured.

NPAS uanslate World Summit goals into the realities of each country, with particular anention to the
phasing and prioritization of specific actions. In some cases, important additional targets or areas for
progress have been established, for example in the areas of gender disparity reduction and the control of
AIDS and malaria. NPAS also respond to the World Summit challenge of restructuring national budgets in
order to direct more resources towards children, and to seek ways to mobilize additional resources at both
the community and national levels while using existing ones more cost-effectively.

If the decline of so many countries in an entire continent· is to be arrested, the human basis for
revival must be rapidly established. Basic health, basic nutrition, basic education - and necessary
supporting services - are the core of this human foundation. The Surrunit goals proVide the practical
guidelines for establishing such a foundation.

The opportunity now exists for new approaches, and a number of countries already have clear
examples to show what is possible. Africa's detennination to tum the range of examples into a much more
Widespread process of social and economic progress needs a new compact of focused, long-term suppon
from donor countries.

Africa's children: today's tragedy, tomorrow's promise

In recognition of the urgency of the needs of Africa's children, the continent's leaders called for the
convening of an International Conference on Assistance to African Children in November 1992, to promote
dialogue with the international corrununity on ways to achieve the goals. Having been a strong impetus
behind the 1990 World Summit, African leaders have reaffirmed their commitment to the goals in various
international forums. Most significantly, they have adapted the goals to their own economic, social and
cultural conditions in NPAS for children, which have been completed by a score of countries, and are in the
prOCess of preparation in many others.

The African NPAS lend concrete expression to the growing corrunitment of Africa's leaders to give
'flfSt call' to children, and they prOVide a foundation for la\lOching pannerships at the natiorul and
subnationallevels that can stan and sustain a process for moving towards the goals for Africa's children
over the 1990s.

Context ofcrisis

The context for Africa's children, however, has become more and more difficult, making attainment of the
goals that much more challenging. African families and governments have struggled persistently to care for,
feed and educate their children, and have made advances in reducing infant mortality, raising life .
expectancy and increasing access to primary education, safe water and health care. But dUring the 1980s, a
worsening economic environment slowed social progress to a halt in most countries, with set-backs and
declines in others. The capacity to make essential investments in children has now been weakened to an
extreme by a critical shortage of resources, compounded by economic recession, the debt burden, civil
conflict, pandemic disease and natural calamities, among other factors. Africa's children are now being
born into a crisis of human development intensified by the struggle for economic revival. Africa is the only
continent where the status of children has deteriorated in recent years and is currently expected to worsen
in the 1990s, as the weight of economic stagnation and decline takes its toll.

An inadequate international response to Africa's crisis has resulted in the increasing marginalization
of the continent in the global sening, manifested by an insufficient inflow of resources, inadequate debt
relief and a continuing shortage of investment and loan capital. Domestically, inappropriate economic
policies, high levels of military spending in some countries, urbanization, population growth and



worsening environmental conditions have all exacerbated the present crisis.
But a new sense of realism is prevalent among African leaders, based on the hard lessons of the

past and a realistic appraisal of the present. There is 'now a Widespread demand that govemments must be
democratically elected and accountable to those who elect them. African leaders have increasingly
acknowledged their role in the current crisis. Nigerian President Ibrahim Babangida, in addressing the 1991
OAU Summit which he chaired, pointed out clearly that there was "no lasting substitute for a profound and
painful commitment at home to reconstitute our societies, to reform our political systems, and to restructure
our economies." He referred in particular"to the distance that had developed between the leaders and their
people, "leading to the exclusion of millions of citizens (fromI the process of governance."

In the earlier complex national and international circumstances, it was not surprising that the pros
pectS for children slipped back. As a condition for achieving the goals in the 1990s, all parties will need to
mobilize fully a priorily agenda of human development as the only effective basis for economic recovery.

Women.: key contributors

Inadequate anention has been given to improving the status of African women, the main caregivers and
decision makers regarding the welfare of children. African women fulfil multiple roles - supplying 70 per
cent of the labour for food production, and heading between 25 and 50 per cent of households in many
countries, but receiving onJy one tenth of the continent's income. These multiple roles impose severe
strains on their health, resulting in high maternal morulily and fertilily rates and poor nutritional status.
Furthermore, women are largely excluded from decision-making and lag behind men in access to
education. Increasing shared parental responsibility for children, proyision of safe water and labour-saving
technologies in food production and preparation wiJI reduce demands on women's time and labour,
liberating an underused resource for Africa's development. Furthermore, improving the health, access to
social services, and education of women will pay large dividends in child survival, growth and future
productivity.

Responses to crisis

At a time when governmental efforts have been hampered by an inadequate resource base, Africans have
nonetheless anempted to address manifestations of the development crisis through local and family
initiatives, including local development organizations and civic groups. These groups have increasingly
been called upon to shoulder the burden of the needs of children at a time when public service provision
has been inadequate due to reductions in real expenditures at the national level.

At the African intergovernmental level, various economic initiatives to address the causes of the
development aisis have been devised; however, these have not succeeded in making the desired impact.
Although over 30 countries have applied structural adjustment measures, total net resource flows to Africa
stagnated in the 1980s in real terms. At the same time, non-governmental financi31 and technical support
has been of growing importance, along with emerging grass-roms organizations and regional economic
groupings. Greater economic realism and more efficient resource use on the part of governments, together
with stronger civic and community initiatives, provide a basis for improved development partnerships with
a focus on children and women.

Hwnan development: fOWldation for 21st century

The World Summit for Children goals form part of ar1 increasing consensus that human development must
be the central objet1ive and focus of the development process, especially in Africa. The past decade has
shown that a focus on economic stabilization and aggregate growth has failed to achieve the nec:essary
structural transformation in African economies, let alone revive human development. The numi lef of least
developed countries in Africa has grown.

='WAs for children form a central element in the formulation of human development strategies,
which have as their ultimate objective the improved welfare of all people in society. This is especially
important for Africa. The World Bank has identified two immediate priorities in developing Africa's human
resources: improving educational standards and redirecting public resources towards basic education and
health care. But the basis tor implementation of a human development strategy in Africa, while key to the
future prosperity of the continent, has yet to be fully put in place.

Key elements and conditions

A growing consensus, however, starting from the 1980 Lagos Plan of Action and continuing up to the 1990
World Summit for Children Declaration, has identified some of the central elements of such a strategy for
Africa. Many of the elements relate directly to the seven major goals, but some are broader. Taken together,
their impact, along with the goals, within an overall human development strategy, will strongly promote
[UlulC paoouctivity and increased incomes.

Economic growth that enables poor people to participate is vital for providing the resources for an
increased investment in people. A variety of approaches, based on the context of each African country, is
needed to mobilize resources to achieve the goals. As a broad target, there is a need for an increase in
domestic expenditures on social priorities to levels equal to 8-10 per cent of gross national product (GNP)
and for donors to increase their expenditures on social priorities to over 20 per cent of official development
assistance (aDA), along with measures to improve aid effectiveness and programme delivery. Involvement
of women and community organizations, enhanced political freedom, attainment of peace and support for
the relief and recovery of victims of natural disasters are key enabling conditions for people<entred
development in Africa. .



Agenda for 1990s

The need to invest in Africa's children stems from a convergence of three arguments. First. it is a moral and
humanitarian imperative, as embodied in the Convention on the Rights of the Child and the African Chaner
on the Rights and Welfare of the Child. Second, a high rate of economic return can be obtained from the
improved health, education and nutrition of children and women: And third, the futures of the children of
Africa and the children of more privileged regions of the world are inevitably and inextricably linked.

Programme strategies

African countries are already putting into practice a range of relatively low-cost and cost-effective pro
gramme strategies to attain the goals. For example, during the 1980s almost all countries mobilized re-

sources to increase the level of child immunization in Africa. Additional resources are now needed to ex
lend these achievements. as well as others such as breastfeeding and or-.ll rehydration therapy (ORT).

Health and nutrition

The drive towards immunization. by strengthening the delivery of basic health systems. provides an
opportUni£y for additional actions to pursue the goals in health and nutrition. including improving dccess to
family planning, launching safe motherhood initiatives. prOViding vitamin A supplementation for children,
controlIing iodine deficrency disease and iron deficiency anaemia. and enhancing health education and
awareness. Efforts to increase primary school anendance rates offer another opportUnity to inform children
and adolescents about healthy lifestyles. family plarining and prevention of HIV/AJDS, and to monitor their
nutritional status.

Health systems in Africa are being strengthened at the district level by decentralized approaches
drawing on the Bamako Initiative. In a similar manner. during the past decade community-based nutrition
and child survival programmes in the Uniled Republic of Tanzania have reduced malnutrition among
children and proVided day-care facilities which promote improved child feeding and adult education.

Water and sanitation

Advances have also been made in the provision of low-cost safe water and sanitation systems - a key to
disease reduction. including control of diarrhoea and elimination of dracunculiasis (guinea worm disease).
Stand:udi7.3tion of technology is a critical factor, as well as hygiene education and demonstration of
available technologies. The role of government as facilitator is pivotal, but so is a decentralized approach
and the participation of the community in maintenance and 'ownership' of the system used.

Basic education

Not only does the coverage of primary education need to be extended, but children. especially girls, lIlust
stay longer in school. Constraints on educational achievement, such as inadequate skills among teachers.
shortages of classroom materials, lack of teaching assistants and the low level of teachers' salaries. must be
addressed - ultimately through the achievement of sustained economic growth. Reforms in the
educational system can reduce the costs of providing universal primary enrolment and· obtaining improved
quality. These can include: reducing teacher/pupil ratios through double shifts; increasing private and
community contributions to recurrent and consuuction costs; and freezing higher education subsidies.

Basic and adult education. early childhood education and day care can be enhanced by forging
links to the wider community. The strengthening of community organizations - with the strong
participation of women - is key to the implementation of cost-effective programme strategies for African
children, in particular the millions in especially difficult circumstances.

Requirements for achieving goals

It is estimated that total financial resources of around 05$12.7 billion will be needed each year during the
1990s in addition to current spending if the goals for children in Africa are to be achieved. About [Wo thirds

of Lhis amount - USS8.8 billion - is required for major sectoral programmes in the areas of health.
education. nutrition, and water supply and sanitation. Almost USS4 billion more is needed per year for
supporting programmes to improve the situation of the poorest households. especially in countries
recovering from war, drought or other disasters.

However. it is not only more resources that will solve the problems or meet the goals. A strategic
framework and the political commitment to implement it are needed. along with assessments at the
country level of real resource needs and possibilities for reallocations and enhanced domestic. flows.
Governments and external agencies must give priority at the highest level to ilchievingnational goals for
children, building concern for children and human development into activities I\dch as the budgetary
process, aid negotiations, planning and service delivery. Puning a priority on v.-omen and children must go
beyond traditional social sector institutions and programmes to all ministries.

Moreover, children's welfare is not solely a governmental responsibility; a new level of commitment
will be needed from families, communities and civic groups. Decision-making and action for children
should be decentralized to the voluntary, community and household sectors. The growing democracy
movement has increased the potential for mass participation in Africa's development, and this needs to be
reflected in the design and delivery of priority programmes for children. At the programme implementation
level, the education of households is important. as is ensuring women a greater role in the development
process. The objective of strengthening personnel and institutional capacity may be the most difficult to
achieve. Thousands of trained staff will be needed throughout Africa to ensure that programmes in the
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carried out.
Although the exact amounts of additic'1al

fmancial resources required for achieving the goals
can onJy be detennined country by country, global
estimates can be useful in providing illustrative or
ders of magnitude, as shown in the adjacent table.

As described earlier, the major social sector
needs fall in several key areas. Perhaps 50 per cent
of Africans lack effective access to basic health
care. Family planning and prevention of HIV/ AIDS
are also reqUired, introducing additional costs.
Many children in many counUies have no access to
basic education. Action to achieve the goal of !

education for all - at least four years of primary
schooling and a reduction in adult illiteracy - will
require an improvement in and expansion of basic
education programmes. Community-based
nutrition programmes to reduce the numbers of
malnourished children and improve household
food security are required, as weU as programmes

to eliminate deficiencies of iodine and vitamin A. Watersupply and satli/aJion will entail the most ~ubstantial

e>.1r.l ro;r", over the dt..'Clde, induding increased costs per year for the rural and peri-uIban populations. TIle total
additional support for the above key SL"'CtOrai programmes to meet the goaJs over the 19'.X)s will thus amount to
approximately USSB.B biUionpet'year.

Beyond the social sectors,further efforts will be needed to establish the conditions at household
and communi£}' levels for achieving the goals. Focused fXJverly allelliation programmes indl!de actions to
promote the growth of incomes among poor households, along with provision of a minimum social safe£}'
net for those households without opportunities to eam adequate incomes. Focusing on means of livelihood
wiU help address the needs of children in especially difficult circumstances, who often come from very
poor homes that lack income to feed, dothe and house them. Key to enhancing the income-eaming
potential of the poor will be the implementation of a people-centred development strategy. Suppon will
also be needed for environmentalpreservation and improvementprogrammes of relevance to increased
production among poor families, such as locally based agroforestry. The total additional support for
targeted cross-sectoral actions addressing poverty and environmental preservation will amount to
approximately usn.! billionperyear. .

Some 7.S-lO million households in Africa have had their livelihoods Wiped out by war, and an
additional 5 million have been devastated by drought or impoverished by apartheid. Rehabilitation of
livelihoods after war is a first priority. Advance planning for coping with natural disasters, such as drought,
is needed, and suppon during calamities should ensure adequate provision for children, as health services
and education are often disrupted. The total additional costs of special suppon for those affected by war
and naniral disasters could represent some USS2. 7 billionperyear.

Mobilizing domestic and international resources

In order to implement NPAs for children, additional funding from both domestic and intemational sources
is required. Although Africa as a whole suffered economic set-backs in the 198Os, there are wide variations
in national per capita incomes, as well as in the domestic resources available for social priorities. However,
in many COWltries, resourres can be freed up to achieve the goals by reaJ10caling existing domestic spending to
seaOl''S and aaivities based on their contribution to the achievement of human development objectives. In
addition, poverty alleviation and social goals can be introduced into structural adjustment programmes.

Other domestic savings can be achieved by effective debt relief: peace dividends and reduction of.
subsidies to unprofitable state enterprises. But the availability of additional domestic revenue for social
priori£}' spending will depend on overall budget growth and economic performance. If the UN target of an
annual 6 per cent growth rate is achieved, government resources to be allocated through the budget could
therefore be increased by at least the same percentage. Increasing expenditures in some categories by less
than the average budget increase would aUow for expansion in priority sectors by 7-8 per cent or more.

There is further, although limited, scope for enhancement of domestic revenue through lax reform.
In addition, user charges, including fees and other mechanisms, particularly in the education, health and
water supply sectors, can make a positive conUibution to the social sectors. Outside the framework of
government fmancing, the most important means of resource generation is mobilization ofadditional,
locally managed resources from beneficiary households and communities. Decentralized approaches, such
as commUnity-based nuUition programmes and the Bamako Initiative for health care, help to promote.



expansion of me resource base for activities at me local level.
Potential flIlancing from national sources over me current decade is in me range of 45-55 per cem

of the additional costs for secroral progranunes, or roughlyUS$4.4 billion. This leaves approximately me
same amount remaining to be obtained from external sources. The US$3.8 billion for targeted cross-secroral
actions and specialpost-disaster support will also need to be funded from national and international
sources, according to each country's situation and capacity.

Prioritiesfor international cooperation must merefore be refonnulated to address the immediate
needs of children and the conditions of poveny faced by their families. In 1990, less than US$2 billion of
total ODA actually went to social priorities in Africa, compared to me annual additional resource needs of
US.)4.4 billion estimated for key secroral progranunes.

If the additional resources for human development in Africa are to be found, donor policies will
need to give increasing attention to social priorities, through targeted assistance to me least developed
countries and to the poor within better-off countries.

Exacr aid allocations can best be decided at the country level. However, assistance for social
priorities currently averages only about 6.5 per cent of total aid. There is a particular need to move steadily
from this low proportion to me target level set by me United Nations Development Progranune (UNDP) of
20 per cent of total bilateral and multilateral aid for social priorities. An essential facet of this shift will
involve reaJlocalion ofinterseetoral assistance. Major donors could agree on standards for untied aid similar
to those for grant elements, allowing for better balancing of aid with national priorities, such as poveny
alleviation and human development.

A reduction in expatriate personnel is one way in which cost savings and national capacity-building
can be achieved if it is combined with reallocation of aid resources and increased employment of national
staff. Another way is mo~ private foreign investment in the productive secrors, leaving aid previously
alJocated for those purposes to be spent on human development priorities. Non-QDA credit and loans for
military purchases could also be converted to social sector aid flows.

There is room for shifts in intrasectoral aid allocations in favour of social priorities, through greater
efficiency in the use of aid resources in the health and water supply sectors, for example. FurLhennore,
intersectoral allocation in favour of poverty alleviation can be applied in non-social sectors, such as labour
intensive construction and civil engineering projects.

However, reallocation and refocusing of existing levels of external funding are not sufficient to
meet the resource gap for essential investments in Africa's children. To increase ODA to Africa, donors and
some African countries might also consider direaing part of their peace dividend to international
development. ODA could double if only 10 per cent of military expenditures were reallocated for this
purpose. Increasing me access of developing countries to developed country markets and mobilizing
private resources would be additional sources of funding for Africa's children.

These various measures, nationalJy and internationally, would pave the way for mobilizing me
additional resources required to meet the goals.

New modalities for international cooperation

Beyond additional funding, achievement of the goals will require a strong and sustained conunitment to
human development, a renewed dynamic for African economic growth, an intensified assault on poveny,

and more effecrive economic management, on the part of both African governments and international
cooperating partners.

New modalities for cooperarion would also be helpful in moving towards the goals for children.
These might include national compactsforchildren, wim the main objective of developing a relationship
between a core of donors and a recipient country committed to steady progress towards me achievement
of national goals for children, and to ensure adequate resources for this pmpose. The national compact
would support AIDS implementation and could take various forms: bilateral, multi-bilater.1l, or a mixture of
bilateral and multilateral assistance.

As a follow-up to the International Conference on Assistance to .4J'rican Children, a possible
framework for action might be the establishment, under OAU auspices, of:l ForumjiJr African Children to
monitor overall formulation and implementation of NPAs and compacts. Appropriate monitoring and
coordinating mechanisms would be promoted by the Forum and established under the auspices of various
re~ional bodies.

Concerning the Conference itself, Africa's international governmental and non-governmental
partners are invited to indicate new approaches, commitments or contributions, planned or under review,
for achieving the goals for Africa's children. Donors are also urged to support me forthcoming International
Development Association replenishment as a major source of semi-concessional furiding for the least
developed African countries. African governments should also examine possibilities for resUlJeturing and
reallocation of national budgets to address the goals for children.

The impact ofachievement - and the price of failure

It is not in the world's interest to have most of a whole continent continue to suffer from malnutrition,
poveny, illiteracy, disease and deam. A sustained, joint effort among African communities, their
governments and the continent's international partners is necessary to promote and increase inve~lJ11ent· in
human development and the welfare of Africa's children and women. 111is is urgently needed to provide a
way out of the current development crisis and lead towards sustained economic growth. Greater inflows of
international resources .and a solution to the debt crisis are priorities.

Significant improvements in child survival and the status of women can spark a 'vinuous cycle':
falling population growth, rising incomes, furLher gains in child survival and more resources for investment
in the growth and development of each child. The returns on investments in Africa's children will include
an estimated 21 million young lives saved and many more spared debilitating childhood diseases. For the
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Debt, drought, socia-economic problems, and wars-Africa's four plagues-have taken a
heavy toll on the continent's people, especially its most vulnerable, the children, Meeting in

Dakar recently, Organization of African Unity members forged an agreement with donor
nations and multilateral institutions to spend more money on children's health, food security,

and related issues in an effort to save amillion young lives annually.

~
embers of the Organization of African
Unity (DAU) have entered into an
ambitious contract with international
financial institutions and donors
aimed at improving the depressing lot

of Africa's children. in line with the development goals
set by the 1990 New York World Summit for Children. .

At a conference held in Senegal's capital Dakar
hailed as the largest and most important gathering on
the plight of children since New York-ministerial dele
gations from 44 OAU member states agreed with repre-

Pe/Cr da Costa is a /ret/alICe jOllnralisl based ill Balljlll, the Gambia.

sentatives of 18 donor countries and officials of interna
tional financial institutions on specific targets to be met
by the year 2000 which could help save a million young
lives annually.

The H)·page ~Consensus of Dakar" sets a two·fold
challenge. Africans are to implement major policy
reform-including restructuring of government budgets
and mass social mobilization so as to directly target child·
beneficial programs. This internal action is to be
matched by donors, who are expected to more than dou·
ble current levels of official development assistance
(ODA) earmarked for children.

UNICEF-which assisted the DAU in organizing the

conference-estimates Africa will need an estimated
512.7 billion annually in the 1990s, in addition to current
spending. to achieve World Summit targets. Of this fig.
ure, $8.8 billion a year is needed for disasters like war
and drought

OAU secretary·general Salim Ahmed Salim described
the commitment as ~a compact for a human development
strategy on the part of African governments and their
development partners with the emphasis on first call for
children" and made much of the fact that Africa is the
first continent to respond to the New York summit call.
B~hind the concern and urgency demonstraled by the
impressive array of delegations is the fact that Africa's
children are at greater risk and distress than any other.

The statistics make for bleak reading and put into per·
sp.:ctive the mammoth challenge facing the continent.
Although they constitute little more than one-tenth of the
world's child population. Africa's young make up one·
third .,f the almost 13 million who die worldwide every

year, This disproportion, say experts. is on the rise
despite continuing strides in reducing child mortality in
recent years.

Africa brings up the rear in key development indica·
tors. It has the worst under·five mortality rate, lowesl life
expectancy and worst rate of primary school enrollment.
and is second only to south Asia in under·five malnutri·
tion. Ufe expectancy of babies born in Africa between
1990 and 1995 is still 20 years behind the West with mal·
nutrition currently affecting a quarter of under·fives and
39 million stunted by lack of proper nutrition. With the
average African poorer now than a decade a~o when
there was more food per person than today, urban unem·
ployment as high as 60 percent and a sole doctor for
every 24,000 people, it is small wonder children are so
vulnerable.

Salim identifies the culprits behind the figures as debt.
drought, socio-economic problems. and wars. Conflict.
particularly internal, Salim told participants. was the



most tragic conspirator against the child. "One common
characteristic of all conflicts-from Liberia to Somalia,
from Angola to Sudan, and from Rwanda to Mozambique
and South Africa-is that it is the most vulnerable groups
which are most affected, and the most vulnerable of
them are the innocent children who get caught in the
cro!'>s-fire."

These conflicts have ensured one out of every five
world migrants and one of every two refugees is African.
Africa now has six miJIion refugee and 12 million dis·
placed persons, the majority women and children. Partic
ipants responded by backing OAU efforts to institutional
ize conflict management They reiterated that principles
of the Convention of the Rights of the Child-among
them the prevention of conscription of under· ISs-be
observed. Dakar also called on African countries to step
up commitment to safeguarding civilians and humanitari
an assistance during war through special mechanisms
such as "corridors of peace" and "days of tranquility."

111ere are also medium-term targets, to be achieved
by 1995: A rise in Africa's immunization coverage level
from 75 to 80 percent against diphtheria, whooping
cough, tetanus, polio, and tuberculosis; 90 perct:nt cover·
age against measles and, for women, 90 percent against
tetanus toxoid; 80 percent usage of oral rehydration ther
apy (ORT) to prevent dehydration caused by diarrhea;
virtual elimination of iodine deficiency and its conse
quences; and exclusive breast·feeding for four to six
months and sustained breast·feeding for at least two
years.

The Consensus says these are low-cost goals mostly
achievable with modest levels of additional external sup
port if there is strong political commitment and
widespread social mobilization. James Grant, Unicefs
executive director, told Africa Report measures like
immunization, which were "8D-90 percent political mobi
lization", and ORT promotion (the salt/sugar solution
saves 500,000 lives a year) would be in line with the New
York emphasis on "what it is that countries themselves
can do."

Evidence of self·reliance in Africa would, said Grant.
mobilize public opinion support in the industrialized
world. "When you tell the audience in the U.S. today that
immunization levels in sub-Saharan Africa are equal to
al1d better than in most American states, they ,can't
believe it But it demonstrates what could be done." It is
this support (the Consensus sets a target for donors of 20
percent of ODA for child·specific programs) that will help
achieve costlier longer·term goals.

These targets for the year 2000 include: slashing
severe pl'otein-energy malnutrition by half and achieving
household food security, universal access to clean water
and safe waste disposal; reducing infant mortality by one
third and maternal mortality by half; and lowering the
number of children in especially difficult circumstances.

'While a continental follow·up mechanism to the Dakar
Consensus is envisaged, to be supported by UN agencies
and NGOs-allowed for the first time to join bilateral dis-

cussions between donors and governments-implemen
tation at country level will be through national programs
of action (NPAs). Organizers say nearly 40 completed
NPAs were presented in Dakar with several more in the
pipeline. Many will be re-drafted as a result of the confer·
ence and will eventually be incorporated into bilateral
and multilateral consultative processes and development
programs.

Participants say the conference's success will be evi·
dent in the extent to which countries will prioritize the
concerns of their children in the coming months. As
Kenyan educationalist Eddah Gachukia told Africa
Report: "You only have to look at the increase in NGOs
flocking to help Nairobi's street children after the World
Summit on Children in 1990 to realize the tremendous
interest this conference will generate." Be that as it may.
skepticism will dog the implementation process. with
donor commitments a subject of much speculation.

Immediate effects of the Dakar conference have how.
ever raised hopes that commitments will be met on both
sides. Norwegian Development Cooperation Minister
Karl Norheim lMsen announced her country would be
giving an additional $1.4 million to Unicef over the next
year for the implementation of NPAs in Africa. With 1.09
percent of its GNP devoted to ODA Nor ....ay is the
world's leading development donor. D.ANIDA chief Birte
Poulsen also announced Denmark would pump an extra
$2.5 million to Unicef for sub-Saharan children in espe
cially difficult circumstances. Others are expected to fol
low the lead of the Scandinllvians.

In mid-conference the African Development Bank
(ADB) signed a landmark agreement with Unicef to
make available funds for NPAs. Between now and 1996.
the ADB says it will spend $2.5 billion on the social sec
tor, an amount predicted to increase to $7 billion by the
year 2001. Some 100 NGOs-a significant constituency
since 30 percent of development aid to Africa is either
channeled through or generated by them-participated
in Dakar, in addition to 40 mayors from Canada. Nigeria.
Italy, and Senegal who pledged the commitment of
municipalities in implementing child-friendly programs.

Zimbabwean leader Robert Mugabe-apart from host
president Abdou Diouf the only head of state in evidence
-gave participants food for thought when he listed as
part of a five-point proposal the freeing of aid for children
from political conditionality. Mugabe, whose country is
among Africa's most progressive in child survival. pro
tection, and development, said the majority of Africa's
$280 billion foreign debt should be cancelled and urged
that cost recovery requirements should be removed or
softened where primary health care and education were
concerned. He also categorized as special categories
child refugees and AIDS orphans.

The Dakar Consensus reflected'some of Mugabe's
concerns, especially giving the nod to "debt-for-children"
swaps-the conversion into local currency by creditors
of monies owed by an individual country which would be
used to support NPAs and other child·related actions. 0
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Senegal Brings More Rural ·Girls into Classrooms

Senegal Boosts Girls' Enrollments

R
ural girls in many developing
countries often face barriers to
attending primaIy school. Eco

nomic needs, social expectations and
culturalnormskeep girls outwhile school
systems often do not reach into rural
areas.

In Senegal, less than one-half of all
girls attend primaIy school while more
than two of every three boys are en
rolled. In the country's rural areas, the
female attendance rate is evenlower. But
thousands of rural Senegalese girls will
enter the classroom with the help of an
innovative project supported by a credit
of SDR 29.1 million ($40 million) from
the Internation.a.1 Development Associa
tion.

The project aims to improve overall
primaIy education in Senegal and boost
national primaIy ~hool enrollment of
both boys and girls by 7 percent by 1998.
The plan focuses on building new class
rooms and repairing old ones in rural
schools butwill also launch a handful of

. education.a.1 initiatives designed to en
roll more girls in school.

"The idea is to improve primaIy edu
cation but also to prOVide incentives for
girls to enroll, allowing them to take
advantage of the increased education.a.1
opportunities," says Rosemary Bellew,
education planner in the World Bank's
Africa Sahelian Department.

Aiding Development

To bring more girls into school, the
project will launch programs targeted
toward the home, school and commu
nity in regions where girls make up less
than 41 percent of enrollment, which is
the national average.

Programswill include a nationa! infor
mation campaign aimed at advertising
the benefits ofeducating girls, studies of
baniersto girls' enrollmentandanevalu
ation of school policies and textbooks to
remove those baniers. Educating girls
helps developmentefforts in many ways,
says Bellew. Fertility rates fall, child
mortality rates decline and maternal and

child health improves when more girls
attend school.

Senegal's overall primaIy school en
rollment is slated to rise from 58 percent
to 65 percent under the new project. By
building 1,310 new classrooms and re
pairing 1,080 rooms, the plan will help
create 65,000 new openings for primaIy
school students.

Bellew says the construction will be
carried out by Senegal's innovative non-

SENEGAL,from page j

available in schools by contracting out to
private bookpublishers. The planwould
increase the distribution of books and
cut prices throughout the country. In an
ongoing project, the plan has reduced
average book prices by some 70 percent,
says Bellew.

"Books you find in the bookstores in
Senegal are published by French pub
lishers and arevery expensive, so priceis
one main problem. The other problem is
that distributionisvery limited. The only
place you could find a textbook was in
the main libraries in the big towns," she
says. "If the plan works, the' textbook
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governmental contract management
agency set up under previous World
Bank-supported projects, the Agence
d'Execution des Travaux d'Interet Public
(AGlITIP). By tapping AGETIP, school
construction will be much cheaper and
faster than if the government had done
the work.

One part of the project aims to greatly
increase the limited amount of textbooks

Su SENEGAL, page 6

shortage will no longer exist in a few
years."

Anexperimental "SchoolDevelopment
Fund" is another big innovation under
the project. The fund would help decen
tralize the school system by awarding
money to schools which develop innova
tive plans that improve primaIy educa
tion and raise female enrollment.

The project will also improve the qual
ity and efficiency ofsecondaryand higher
education by funding studies for a long
term development program for general
secondary education.

The project is part of the government's
education reform strategy adopted in
1985. 0



· Global information and early warning system on food and agriculture

FOOD SUPPLY SITUATION
AND-CROP PROSPECTS IN

SUB-SAHARAN AFRICA

Special report

·1·

PART I: OVERVIEW

In re~ent months there have been promising developments In a number of the food insecure countries
of sub-Saharan Africa. In famine-devastated Somalia. the distribution of relief assistance is gradually expanding
as the security situation improves Peace in Mozambique brings with it a marked Improvement in internal food
distribution and some alleviation to the suffering. Above-average to record harvests gathered or forecast for
Ethiopia. Eritrea. Sudan and most of the Sahelian countries of western Africa point to a substantial reduction
in the import and food aid needs of these countries in 1993. Despite these developments, sub-Saharan Africa
will require extensive emergency assistance throughout 1993 to cover the needs of large numbers of refugees,
.:lisplaced and drought-aHected people and demobilized soldiers. A crucial faeto~ In coming months will be the
development of the 1992/93 coarse grains crop in southern Africa; prospects are already unfavourable in
Angola and Mozambique, and shortages of seeds and draught oxen have reduced plante<j area in several
countries.

N04 December 1992 DISTRIBUTION OF RELIEF ASSISTANCE GRADUAUY EXPANDING fN FAMliIE-DEVASTA~O SOMAUA
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In Somalia, more th~m 300 000 persons are estimated to have died from hunger-relat.:;-d causes so far
in 1992 and some 1 million people remain at grave risk of starvation and will c.)ntinue to be reliant on fC'\Od aid
at It::ast through 1993. However. the recent arrival of 1 800 United States m<l,"nes backed by use-of-force
p'ovisions of the UN Char:er and the prospects of the deployment of some 30 :x>o troops from more than a
duzen UN member states in the next few weeks are expected to Improve the security situation and to allow an
expansion in the scale of relief operations.

This massive international eHort follows the launch in October 1992 of the UN l00-Day Action Programme
for Accelerated Humanitarian Assistance which was further reviewed during a follow-up conference in Addis
Ababa in early December 1992. The Action Programme stresses the need to protect key installations and
gateways. internal distribution routes and national and international relief workers and also calls for an
immediate cease-fire in all parts of the country. Nevertheless, security conditions remain precarious in many
up-country locations, several of which can so far only be supplied through air lift operations.

As a result of the collapse of the agricultural Infrastructure and a livestock population sharply-reduced
by drought and war, only a slow recovery of the agricultural sector can be expected. The output of the der
(secondary season) crop to be harvested In El:irly 1993 will I)~ w~1I b~t0w pr~-war '!:'vt'ls rj~spit~ favourable
precipitation and will have no significant Impact on the overall food situation. To support food production,
programmes have been developed by FAO, ICRG and a number of NGOs to provide seeds, handtools and
other farming inputs by March 1993 in time for planting of the gu (main season) crops. Con:;iderable effolt.; will
also be required for the clean-up and rehabilitation of Irrigation canals and the repaIr or replacement of water
pumps, as well as support to the important livestock sector. The food supply prospects over the next two to
three years remain a cause for serious concern and substantial relief assistance will continue to be required.

ELSEWHERE IN EASTERN AFRICA LARGE SECTIONS OF THE POPULATION REMAfN AT RISK DESPITE
GOOD HARVESTS

Despite bumper to record harvests In Eritrea, Ethiopia and Sudan (see Box on page 3), huge n~mbers
of drought-aHected and displaced persons, refugees. returnees and demobilized soldiers will continue to require
relief assistance in 1993.

/

In Ethiopia, while the recent meher (main season) harvest points to a marked Improvement in the overall
food situation, pockets of food insecurity will persIst In 1993. Food assistance will be required by some 1.1
million returnees from settlement areas and persons displaced by ethnic conflict, and a total of 840 000
demobilized soldiers and their deper..1ants. A further 2.4 million persons are estimated to have been aHected
by crop and livestock losses. This number includes much of the pastoral population of Borena and Ogaden,
affected by prolonged drought and civil strife, and people living In the areas of Tigray, WoIlo, Gondar and
Eastern Hararghe. which have suffered severe localized crop losses. In Eritrea. the much Improved security
condition is e;(pected to lead to an increase Ii I the numbers of returnees requiring relief assistance in 1993 to
a luiCii oi 2iiO CiCiO persons Despite the good rainy season, livestock numbers will take at least another year to
recover. some 160 000 pastoralists and agropastoralists will require food rations for a period of at least 6
months.
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In Sudan, despite an above-average cereal harvest. an estim<lted 2.78 million displaced and drought
affected people will require 324 000 tons of food assistance In 1993. Some 1.7 million displaced persons 
Including 1.23 million in the north and in Government-held areas of the south, and 0.47 million In non
Govemment held areas of the south· require an estimated 184 000 tons of food. About 14 000 tons of -'
supplementary food are needed for 395 000 displaced people In vulnerable groups, mostly children under fIVe.
An estimated 1.08 million persons living In food deficit areas will require 126000 tons of food assistance. While
most of these areas are drought-affected, some had crops which suffered from severe Infestation from Insects
and rats late In the growing season.

Drought ear1ier In the year In northern and east"em areas of Kenya has threatened thE; livelIhoods of
pastoral communities. Widespread malnutrition Is reported and livestock losses have been severe. An estimated
1.7 drought·affected people will be reliant on relief assistance at least until the next main season harvest from
August 1993 and there are some 400 000 refugees encamped In the country. Slmilar1y in Tanzania acute local
food shortages persist, notably In the drought-affected central and lake areas. Relief operations are targeting
some 600 000 persons, but efforts to transport grain from surplus areas continue to be hampered by financial
constraints. In Uganda localized drought affected 1992 crops In Masaka, Mplgl and Rakal distr1cts, whOe a
combination of drought and clvO disturbances led to food problems in Soroll. Some 350 000 displaced persons
In Rwanda w~1 continue to require food assistance well Into 1993.

FOOD SUPPUES HAVE IMPROVED IN MUCH OF SOUTHERN AFRICA BUT EARLY PROSPECTS FOR
1992/93 COARSE GRAINS ARE UNCERTAIN

The food Sl'Pply situation across much of soulhem Africa has Improved somewhat, following substantial _
commercial and food aid imports. The signing of the Mozambique peace treaty has allowed relief assistance
to be targeted to areas which, until recently, have been Inaccesible to agencies: food convoys are moving with
much greater freedom and up-country stock levels have Improved. Emergency food aid needs for 1992/93 have
been increased by large numbers of retumees and demobilized soldiers and their dependants. A major
catastrophe has been temporarily averted In Malawi by an Increase In the c..ereal import delivery rate. livestock
and crop losses from the 1991/92 drought have necessitated large scale emergency programmes in all the
countries of the sub-region. However,ln Angola. the recent renewal of hostilities has hampered relief distribution
efforts to drought affected rural populations In the south and Is likely to lead to acute shortages In rural food
deficit areas.

Although.land preparation and planting of the 1992/93 coarse grains crop has commenced In most parts
of southern Africa, rains were generally late and have been below normal In several areas. Shortages of seeds
are reported, partlcular1y In Angola. Mozambique and Zimbabwe. In all the developIng countries of the sub
region the number and quality of livestock was reduced by the 1991/92 drought. Consequently, draught oxen
have been In very short supply and recent Improvements In pasture conditions came too late to Improve the
situation significantly. Reductions In planted area are reported from Lesotho and are anticipated in several other
countries. Prospects are bleak for cereal production in Mozambique and Angola. In the former, the peace treaty
will allow a gradual return to the land, but labour supplies will remain Inadequate for this season. Seed
distribution has fallen well short of requirements, draught oxen are scarce and the rains were late in southem
and central areas. In the latter, the recent renewal of hostilities has lead to further population displacement and
has disrupted seed supplies. Despite good rains to date, cereal production is expected to be below the 1991/92
level. Growing conditions In South Africa have been generally satisfactory following ample rains In the main
maize areas In November and ear1y December, •

FOOD SITUATION SATISFACTORY IN MOST SAHELIAN COUNTRIES BUT LOCALIZED DIFFICULTIES
PERSIST

Following generally good harvests. the food supply situation In most of the Sahelian countries Is
expected to be satisfactory in the 1992/93 marketing year, except in north-western parts of the Sahel. In
Mauritania, following successive poor harvests, the situation will be tight for drought-affected populations and
pastoralists. In addition, Tuareg refugees In the eastern regions are pUlling pressure on the available supplies.
Food distribution programmes are underway. In the cities, the food supply situation is better, following
substantial commercial cereal Imports In 1992 but the recent devaluation of the national currency resulted In
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RECENT CROP AND FOOD SUPPLY ASSESSMENT
MISSIONS TO SUB-SAHARAN AFRICA

FAO and WFP mounted joint Crop and Food Supply Assessment Missions to Sudan, Eritrea and
Ethiopia between November and December 1992. The Missions conducted extensive visits to the main
growing regions and consultations with the relevant government departments, donors, U.N. Agencies and
NGOs.ln October, a series of Joint FAO/C1LSS in-country Crop Assessment Missions evaluated the 1992
cereal harvests In all the Sahelian countries of westem Afr1ca. The findings of these Missions are
summarized below.

. Eritrea: 1M Mission reported that an excellent cereals and pulses crop of some 260 000 tUns had been
gathered, compared to 70 000 tons in 1991/92, following abundant and reaSO'l8b1y well distributed rainfall
from June. Nevertheless. substantial cereal Imports of some 190 000 ton.; wUl be required of which
140 000 tons will be food aid. Some 56 000 tons of food aid wUI be required for emergency assistance
to target groups.

Ethiopia: The Mission provided preliminary forecasts of production from ~;le 1992 meher crop, and
national import requirements (induding food aid .needs) for the 1993 marketing year. The Mission
esti;r,atoo. a record meher crop of some 7.15 million tor.s, well up on the average level of around 6.5
million tons. Planted area increased as cereal prices were favourable, security conditions have generally
Improved and the retum to the land of displaced persons and demobDizad soldiers boosted the labour
supply. Despite Insect Infestations, belated rains and poor belg (short) rains. yields were marginally
higher, mainly reflecting increased fertilizer availability and generally abundant and well-distributed meher
rains. nle total 1993 food import requirement Is provisionally estimated at 580 000 tons, well down on
last year's. Food aid needs amount to some 530 000 tons. of which 380 000 tons will be for emergency
relief assistance. ' . .

Sudan: The Mission E'stimated the 1992/93 harvest at 5.5 million tons, some 16 percent higher than last
year and 63 percent above the average for the period 1985/86 to 1989/90, mainly reflecting generally
favourable rainfall. This estimate Includes 4.32 million tons of sorghum and 0.42 million tons of millet plus
an ear1y forecast of 0.76 million tons of wheat, currently being planted and to be harvested In April 1993.
Production Is higher In all states. but particularly In Eastern State and Central State, the areas.wh· ,.h
normally generate a surplus for use in the deficit areas, In Kordofan, Darfur and the south. Despite this
bumper harvest an estimated 2.78 million displaced and drought-affected persons In the west and south
will require 324 000 tons of cereal and non-cereal food assistance In 1993. Food aid carryover stocks of
juG coo tons will meet part of this requirement while the Government 0: Sudan has decided to donate
a total of 158 000 tons of cereals to the 1993 Sudan Emergency Programme. Non-cereal food aid will
cover the balance of 60 000 tons.

Sahellan countries: The Missions, comprisIng staff or consultants of the GIEWS and the Comlt~
Permanent Inter Etats de Lutte contre la Secheresse dans Ie Sahel (CILSS), estimated the aggregate
output of the nine CILSS countries of western Africa at 8.8 million tons. This Is 4 percent less than the
1991 record crop but well above the 1986-91 average. Above·average to record crops were gathered In
Burkina Faso. Chad. the Gambia, Mali and Niger. Despite unfavourable growing conditions in the north,
production remained close to last year's average level In Senegal, but late and below-normal rains
resulted in another poor harvest in Mauritania. In Cape Verde, production Increased substantially from
1991 's poor level but remained t.C!low normal.
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significant price Increases of food Items and will severely affect the poor segments of the population, notably
slum dwellers around Nouakchott. In northern Senegal, the situation Is also difficult following another poor
harvest and the transfer of cereals from surplus areas in the south are required. In Cape Verde. a below-average
harvest is anticipated but the country has already planned substantial commercial imports or food aid deliveries
in 1993. In the other Sahelian countries, following two successive above average or record crops, farmers'
stocks will be replenished. Localized deficits In some areas can be covered by transfers from surplus areas.
Exportable surpluses are also available, and triangular transactions can be organized, notably from Mall to
Mauritania.

BELOW·AVERAGE HARVESTS GATHERED IN SEVERAL OTHER COUNTRIES OF WEST AFRICA

Following unfavourable growing conditions, below-average harvests have been reaped In several
countries along the Gulf of Guinea. As a result, their aggregate cereal production Is likely to decline
substantially and the Import requirements, mostly wheat and ~lce, wDI Increase sharply. In ellte d'ivoire, an
exceptionally long dry spell between mld.June and early September seriously affected staple food crops. In
Nigeria, most areas had poor rains and the production of cereals In 1992 Is estimated at 3 percent less than
last year and below average. In Uberla. the harvesting of the paddy crop has been hampered by the recent
hea'.-y fighting. Following massive displacement of people from rural areas, and shortages of seeds and farming
implements. plantings were below normal. As a result, the 1992 cereal harvest is estimated at 100 000 tons,
similar to last year's poor outtum and some 50 percent below the average of the past fIVe years. With this poor
cereal harvest, the food supply situation In 1993 will remain serious. The food aid requirement In 1993 will
remain substantial given the large number of displaced people and other vulnerable groups whose needs will
not be met thrc.ugh commercial imports. In Sierra Leone. weather conditions were generally favourable for the
1992 cereal crops. However. plantings were again below normal due to the displacement of a large number
of people following the civil strife, shortages of seeds and farming Implements and flood damage to swamp rice
In some areas. Consequently, production of cereals In 1992 Is estimated to be below·average. As a result of
this poor harvest and the country's reduced capacity to finance Imports, the food supply situation in 1993 will
remain serious. By contrast, following favourable growing conditions. above·average crops have been gathered
In Benin and central and northem parts of Togo, while a record harvest Is In prospect In Guinea.

SUBSTANTIAL PLEDGES FOR 1992/93, BUT DELIVERIES HAVE BEEN SLOW

Aggregate cereal production In 1992, for the 26 countries that are in their 1992/93 marketing years, is
estimated at 37.4 million tons. some 12 percent lower than in 1991. The food aid requirements for these
countries in 1992/93, estimated at 5.2 million tons, are substantially higher than in 1991/92. mainly reflecting
the sharp increase in the needs of the drought affected countries of southern Africa.

Food aid pledges for 1992/93 cover some BO percent of the estimated requirements. At the
corresponding time last year a significantly smaller proportion of the needs had been covered. However, less
than half of the pledges have actually been delivered and there Is an urgent need for donors to expedite
shipments. particularly to Kenya, Malawi, Mozambique and Somalia.

GIEWS estimates of the 1993 needs of the 20 countries which are still in their 1992 marketing years
(January/December) will be available early in 1993. Initial indications are that. while remaining high, food aid
requirements for these countries in 1993 will fall from the 1992 levels, mainly on account of increased cereal
production in Ethiopia and Eritrea.
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Food Security and U.S. Aid to Africa.

u.s. Food Aid. Is Only a Short-Term Response to the More Serious
Problems ofPoverty and Decreased Agricultural Production in Africa

by Winston J. Allen

T
aday, in a continent plagued with extreme poverty,
more and more Africans are finding it difficult to
satisfy their basic human needs. including food

consumption. The Food and Agricultural Organization
estimates that 44 percent of all Africans do not consume
enough calories to sustain an active working life. including
25 percent who do not have enough food to prevent
malnutrition and stunted growth among children.

The World Bank estimates that 25 percent of the popula
tion of sub-Saharan Africa in both urban and rural house
holds is "food insecure" where the "a~cess hy all people at
all times to enough food for an active,-healthy life" is
insufficient. The World Bank and the United Nations
World Food Program have reported that the need for food
aid to Africa wil.1 become critical in the 19905. Citing
Africa's limited ability to finance the commercial importa
tion of food. the organizations have stated that without
further aid the number of undernourished people in suh
Saharan Africa will increase from 142 million in 1983-85 to
200 million by the year 2000.

The fundamental cause of hunger on the continent is
poverty-the poor simply do not have access to land or
employment. The numher of poor in Africa was estimated
in 1991 by the United Nations Development Program to he
about 360 million people. Their poverty is exacerhated by
their countries' inabili[y [0 either produce or import
adequate stocks of food for their populations. Rapid
population growth. drought, civil wars, and misguided
economic policies have resulted in stagnating or declining
agricultural output in sub-Saharan Africa where per-capita
production has dropped during the last decade. And few
African nations can provide rehahilitation support or safety
nets during or after catastrophic events such as drought
and war.

Responding to Crisis

The drought of 1968-1974 in the Sahel region of West
Africa dramatized sub-Saharan Africa's poverty to Ameri
cans. Established private relief organizations were flooded
with donations and new organizations were formed to
both encourage and channel the flow of funds to drought
stricken areas. In general, however, sub-Saharan Africa has
not received a high priority in the development assistance
policy of the United States. In 1992, the entire region
received 5878 million in U.S. foreign aid obligations,

Dr. Allen is a research associate allhe Joint Center.
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compared to $815 million received by Egypt and S1.2
billion received hy Israel. By contrast. France. Germ;tny.
and Japan contrihuted a much larger proportion 01" their
development assistance to African countries.

Moreover, foreign aid from the United States oVl'r till'
years has heen tied to diverse and sometimes conflicting
objectives, including oppcsition'to Marxist or leftist go\'t:r
rtlents. However, now that Soviet expansionism is no
longer a threat in Africa, U.S. foreign aid should once ag;1
focus on basic human needs. Attention need no longer I~

limited to political allies, as it was during much of the Co
War era. If the U.S. were to reduce support for Africa. it
would be unwise strategically as well as morally. As .lohr
W. Sewell, president of the Overseas De\"t'lopment Coun
cil, pointed out, "The continuation of pm'erty in the
developing world is not only a humanitarian concern. Ihu
also poses a serious threat to the long-term economic :llll
physical security of the post-cold war world."

Over the years, the U.S. government has respondl..'d t<)
Africa's food 'crisis through the "Food for Pl..'ace" program
Public Law 480 (PL-480), enacted in 195-1. America's largl
foreign food assistance program. The progr:.lm is :Idmini'
tered by the U.S. Agency for International De\·e!opml.:nt
which channels assistance [0 needy countries through
seveml private voluntary organizations hased in the t" ,S.
1990, out of $916 million these organizations recei\'ed fn 1

the agency, 27 percent was from Food for Peace.
While this program may alleviate the short-term ro< III

crises, a long-term solution must be achie\'ed through
other means. Sharon Pauling, policy an~llyst for I3n:ad fo
the World,a private food assistance program hased in
Washington, D.C., says. "In the long run. Afric;l neL'lb to
base food security much more on the resources of thL'
continent itself, and much less on imports and food aid."
Several U.S. voluntary organizations provide de\'elopllll'l1
aid to suh-Saharan Africa, hu[ their efforts are likely to h,.:

more effective if they work in partnership with indigl'nm
African voluntary groups toward the goal of sustainahk
human-centered development.

Responding to the need to redirect Amerkan policy.
President Bill Clinton said in a speech during his election
campaign that he "will reorganize and redirect [U.S.]
foreign assistance programs...stressling] not only sustain
ahle development hut also the development of skills. of
values, and the institutions of free societies." Fulfilling
these ohjectives could he a prescription for improved foo
security in suh-Saharan Africa, and for achieving the goal
of sustained development. -
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From school to jobs:
Africa's dilemma

Mixed results.
operating problems

FOR MORE
INFORMA TION

depends on comple~ econumil' and social
mechanisms. This is' all Ihe more true
in a period of crisis .....·hich is why man}'
African counlries have slarled \0 explorc
new ways of pUllinj; Iheir younj; people
to work.

Seneial. for exa~ple. has laken some
spectacular measures which. since 19X7,
have resulled in the creation of :!llO small
enlerprises providinS 1'iOO jobs for second.
ary school·leavers in baking. commerce,
Iransporl. market j;ardeninj; and small.
scale fishini. A network of small relail
shops has been set up for technical Irain.
ins sraduates. A similar endeavor in the
informal seClor has ienerated nearl)' on.:
thousand new' jobs.

ParticularlyL'Emploi ella formation
dans un contexte de crise
economique: Ie cas de I'Afrique
d'expression fran~aise, by Jean.
Bernard Celestin. ILO, ISBN 92.
2206528·X(available in French only).
This work deals with an ILO region.
al project designed to improve
employment market inlormation
systems.

Unforlunately. after some years of
operation. Ihe resulls from lhis prOj;ram
arc miJled. In the transport sector alone.
~:'I small tlusinesses are in difficulls.
Operatini prol1lems of one '-ind or anOlh~r
developed over lime: lad of company
spi!it. insufficient le~al tlading. inapprn.
priale inslilutional support structures.
Banks. IIC1ing as financial inlermediaries.
did nOI respond very well 10 !!ove:rnmenl
encouraj;emenl. II ..... ould seem that
youn(!S1ers stand a beller diann: of sue:·
cess if they work wilh adulls who alread}
have business e~pericnce as small·scale
entrepreneurs.

In lhe liihl of such varicd e~perienc:es.

the ILO recommends lhe cstablishment of
a .....ell·orj;anized nalional employment and
traininj; pro(!ram eo·ordination slructure.
involvin(! representalive's of sovernmenl.
employers and workers. and more parlicu.
larl}' of enlerprises ...... hll l:of1lrihUIC \0

importanll)' to the crealion of jobs.

Madeleine Moulin.Acevedu .J

training leading to future job opportunities
lind aClivities. The programs should also
include orientation cycles :Ind recycling
possibilities from gen.:r:ll education 10
vocation:lI training.

As the vocational training centers do
not cover the full r:lnge of occupations.
on·site tr:lining could form a key el.:ment
of the programs, A reform currently under
way inTogo aims at reinforcing the praclical
content of technic:ll tr:lining and encour·
:lging on-site training. II also provides
Tor en:lbling tr:lining c.:nters to analyse
the're:ll manpower requirements of th.:
markel.ln addition. an apprenticeship :lnd
basic :lnd advanced vocational Iraining
budget isto be estllblished for direct funding
of projects evolving from the results of
regular labor·market evaluations,

A similar solution is :llso generating
incre:lsirig interest in African counlries.
This is all.:rnatinltraining. whereby train
ees divide their time between c1:1ssroom
and shop 1100r.

The fact is. there is no direct relationship
between tr:lining and emploYlllent: much

Targetting jobs for
young people.

ILO. to sIan reforming their vocational
training programs in order to make them
more f1eJlible and more e:asHy adaptable
to economic re:alities lind the requirements
of busine:sse:s.

In practice. it is not easy to carry out
improvements with this background of
unemployment and economic crisis. The
diversity ofconditions between one country
and another calls for clISe·by·case solu
tions. An ILO survey conducted in Burkina
Faso. for example. sUllllested that what
that country needed to start with was
polyvalent initial training. sO youngsters

, could find employment in craft trades.
modern sector companies and. more
particul:lrly. in the informal urban and rural
sectors. which offer the greatest employ
ment :lnd sc:lf·employment opportunities.

In general the ILO feels that young
p.:opl.: should be guided tow:lrds quality

The result is an unprecedented level of
unemplo)'ment among young sl:hool.lc:avers.
"-hlle at the same time there is a shortage
III ,killed labor If1 other ol:cupations.

ThiS situation has led a number of
-\frican countries. with the help of the:

The population explosion
and persistent economic
crisis mean that thousands
ofyoung men and women all
over Africa join the ranks
of the unemployed upon
leaving school instead 0;
going off to work. Now, ac
tion is being taken to tailor
training to employment, In
order to put an end to this
waste of financial and hu
man resources

Unprecedented
unemployment

B
etween 1'I7x and 19X7 lh.:re was a
60 per ,'enl r.:oul:lIon in th.: number
or' ,luOenh .n te,hnil:al .:ducation in
Burkina FaM,.loreumplc:. while num·

b.:r' In ,el:undan educalion more than
tripled. In \1au~llania. primary school
pupils re,enlly ,,,'I:ounted for nearly 60
per ,ent or "hunl·leav.:rs. whi!.: barely
j per cent "umpleled technil:al and vo·
,alional lrainln~.

In most ,oun-Irl':' in French·speaking
•"h·S",haran .~fril:a. instrul:lIon atthe gen.:ral
k\ ,I ha, benerilteU most from the progress
In '<.Iucation. BUI It IS not at this lev.:1
that an~ form ur vocational' training is
pros'ldeo 10 help young p.:ople find work.
The Iralf1lf1l:! pr0l:!rams that do .:xist are
aimed lar2els' al lhe modern s.:ctor. where
Jlready li-mli~d openings have been even
lurther reduced in rel:ent vears be:cause
1ll,eCllnOmll: I:ri"s and slr~ctural adjust.
ment.
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Viewpoint

Edward V.X. Jaycox is viet prrsidniJ. A/rictllUgion.
WorldBan1.

Ow:ralI. die bIak CID c:Iaim 1 DUmber 0( IlCbieve
mmts in ptJIIIOtin& ecoooaac ft:form in 'Ub-Sa

t.1m Africa. b bas IDCCeeded ill aeabng a group of eco
aomic maoagen aD abe~ who~know~e
m:S cxmfideDIlIba.- wbII t. FDC wroog IDi wba1 is re
tPred to fix it; if bas eocouraged a ~wiza1ion of eco
aomic activity; adomesbc ICtDI'I in the econom) ha\e
~ to new mft'e't oppcmnties; III:! throu~ the
Jefmn dJcrt. it bas been insttume:maI in ~juvenatin& the
dooor coomanem to Africa. msuriDg Ihal African coon·
ries~ emugh external furxiinglO sustain~~ •

Notwi!bstaDding tbese achievemenu.there are a
oumber of~t lessons whicb the bank. the donor
community and Africall governments must consider if
1be ~form effort is to be successfully consolidated and
dcepeoed. The most imponalt of abese is the realization
dw chlr:lging the SIiUCIUre of aD ec:ooomy is a IonS-term
process. Many of the mistakes made by governmenl'i
md dooors over the last 30 years were c:aJscd b)' an un·
realistic view of the time requim1 to aeae the necessar:
c:ooditioos for develc:JpDJ::m in Africa. resulting in~
pm wbich were CMriy 1IIDtious. This is wh)' il is obso
IMlefy critiaJJ in rN'aJming~for dono~ and Afriam
fCNemmt1i'tS ro mainIai1i rN c:onwrrilmenI and IN szamjna
jJr rrprm. nen wlterr progress is onl)' trtOdLrt

ADotbez importantle:ssoo is tba1 OWDer'Sbip of re
furms. DOC oo)y by ibe IOvemmcot.. bul by the iDcipienl
ec:ooomic acton in tbe country. is auciaJ to their suc
cess. No amount ofexlema11y imposed cooditiooaIities.
bowever benign IDd beneficial, willlUm an ecooom)
8'OUDd. The bank is actively seeJcing to iDcrcase the
DUmber orpriVale sector. ooo-govemmenw.labor and
ocher groups in its projects and programs.

The J~ will be a aiticaI decade fa che region. 1ln.e
CXU'fI"ies thaf have tm:Mm1 um1 do so funy in crder 10 Sll'·

lain~ iDle Ibe Dellt c:emJr)·.1nd those thai have 00(

rmst n:ccver in m:ier to IVoid ecooomic ;n:I social~
While the cballenges R eoonnou~.lhis IS nOl an

insunnouotable task. 'The dialogue amons and between
governments., mtemlltiooal organizations and beneficia·
ries has vastly ifI¥Oved.1be lessons of experience have
been powerful. The 5IBlegic aaenda bas b)' and wI:e
been set. And the mechanisms for achieving Afnca' s
dieveJopmeot objectives are in place. The task 00....· is to
IIJmgt.hen what~ been iICCOO1plished am to ensure thaI
6Jbn~ wak wiJh maximJm efficierxy. •

The overriding mission
ofthe World Bank is
to alleviate poverty.

tim. In NigIcria, Gbma. Guinea. Mali IDi B4riiDaFBl. b
~ prJ' Cllitl food ptdJaiCII is rmcb bigber today
_ ill me~ period. while me vokmE 0I1gri-
adIinI expons bas I"ism • me SImI: 1iJ:Jz.

Africa', urban poor. who DUmber berNeen four per
CCOi .ad 20 perc:eot of tbe poOl' in counties in the rqioo,
have suffemf in some c:ases. especially as a~t of
higher food prices. In ibe medium to loog ieml. bow
ever. !he urt.n poor will benefit from 8CCe1enled growth
spurred by adjustment. because IDOSI of the demIDd for
aoock md Ief'Vices they prtdJa: IDf trade ariginII£S &om
die nnI pocI' wbose int:Om:s rise LI'ldl:J Idjustmcnt It is no
accidIU.b~. dill where Idjustment bas been coo
IiSleDlly punued md growth is being resu:nd.as in
Ghana. urbBn wages have begun to recover as well

ADOCher clear indicatioo of the benefits of adjust
menl far me poor is dW. wilh ooJy a few excqxions. rul
IeYeb of lovemment eltpCnditures for edue:atioo 8nd
health iDcreued in adjusting counoies.1o recent yean
me t.k bas been paying inausing anention to such
1IJeOding.1o 1989-90,1 third of adjustmeDtloans man
daIr.d soci.aJ sector spending. up shaJply from IeveD per
ceot in the tim half of abe 1980s.The resttue:bIIing of
IOC'ial expendilUJ'eS to favor prilnll'Y educaboo md .
beaJlh services.• weU IS safety nets. otJers substamill
ICOpe bocb for mitigating the sbQn-tmn c:osu of Idjust
meot md fer iqxoviDg!he poor', human c:apitaJ and
eamin& potential in !he 100& nm. 1be bd: is also inmsi-

StructuralAdjustment
SpursAfrican Development

janym.unc.. wIlD 1M ill IIlject powrty. "I1Icft is DO fyq its C:oI1IbcnIioo wid! lOYdwi9S "design aod sup-
.......owa' timc.1d:Irm IIISanS wi] u:::czed ill JUt soriaLCm ptlCr1Im limed •~ ttr pocI'
.......... eaJDDIDc~ lad !be pocr will pm from who migtt ada'wiIe be .tYcady aft!:arxf by IINCIUraI
~ c:wa1Liiiitits IVa1ItI6e ill IIIXft vbmI eaJDOIDy. ~ papas.

1Iowew:r, C'\"eD ill abe Ibon 1"1I1. moll of Africa' 5

JIOCf bIYe brIdad from rtloms. Eipry pr.rcaJIlID 90
JICI'CICIIl 01 abe COIJIiDeot' 5 poor Ire IIDIlJ-boIder fInDers
no Ire Del pub:en 01 bWiIbIe aoods. AdjUltmeot
policies - wbic:b usually iDclude elinmIboo of agricul
lin!~ monopolies. higher aop pices md
IoM2'~ of Igric:uhure - have ioc:reued abe in
am: of Ibis group. 1bi.s. in bII1l. bas led " peate" food
produc:tioo, greMer production of elpor1 a:cps md
\ugher rural ~oymmt.

CaDIrary to some daims. abe~ in me pnxb:tioo
01 c:asb CJ'OP' bas DOC c:ane • me expeme d food procb:-

"~Y.I.--

SClimes from 1 CXft grwp 01 J5 CUMUJy adjusIing
countries thai comprise me bulk of Africa's popuJa-

bon and income show tbe following results:
- Movemeats in real producer prices have been fa.

vorab~ for fmners. despite the declint in inlemational
pices of primary export commodities.

-The Gross Domestic Product (GOP) growth rile

increased considerably. avenging almost four percent
from J986 to 1990 and three pcrceot in 1991 -and !he
positive response is tik.ely rmch greater than demon
SIr.lled by conventional GDPdIra. wbidll£:nd toeugger
R che relative~o(~ oIIicial. p.ibbc ecmcmy
III:!~ thai 01 che unofficial. piVIle economy.

In 23 currently Idjusting countries. avenge inflllion
raleS halved. deficiu declined. mili.-y expeDCtirures
have been slashed Ind exports Ire up.

T he overriding missioo of abe Worid Bank is to
alleviate pow::ny. md its adjustment propms aim

first and foremolllO~ me cpUy r:A life for !be m.

w~oc

T be S- .. )an could be described • die .. 01
srnx:anI adjustDall ill IUb-SabInIl Africa.

Under SIIUC:tWIIldju",""", JlI'OP'IDI5. abe c::ouaries 01
abe ~gion baft ar::tIieYed sipific:ml prop:a. 0rvwG
bas resumed. EDwrmies baYe bccomr mare ieipOilii we
10 maR.et sips. 8ooIIiD& agrialltural produdiYily 
reoccupied c::cmIeI' 1lIge. ADd rbebic bas beca IIneid
into policy aD aiticaJ issues such 15 popalaboo. die ClIIV1

ronment md Ibe ro1le of WOIIJCn in development.
The process bepn in respaDIe to me economic ai

sis facing Africa • me tq:imiDg 0I1be 198Js. The 00
shocks dche~ dcc:U had placed a Iavy tuden
ofdebt on AfJ"aI c:ourmies. wbose ea:mornic IIrUC2lft5
IDd caplcities were already weak. The region tmd DO

industrial base; its management capcity was 1biIl; its
infrastructure was meager Ind aging; Ind it was rapidly
losing competitiveness 10 ocher developing COUDIries.

These conditions would not nec:essarily baYe pre
tented Africa wiml aisis bad !hey DOC beeo c0m

pounded by misguided poljcies OIl abe pan of African
,ovei'11rDelllS: exchange.-es were IJ'OSSly overwlued;
exportS were excessively laUd; pril:% CODIJ"Ols md subsi
.cites were~t; me stale ioa.erfered in~ Ind
au; md ~vc::nues from e.tier couallodity price booms
were pooriy managed.

In May J986. • me Uni1ed~cm SpcciaI Semoo em
Africa. Afrian k:aicn look n::sponsibility fer Ihcir pclicy
mstakes aod CDrmliaed 10 IKldertake che aecesslK)'~ .

Today ibe rd'anueffun t.i~~~
1D128 aJlII1iries t.Ye~ policies in place.

BEST AVAILABLE COpy
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World Bank Remedies Cause
Misery In Africa

Structural adjustment
programs have little

success in Africa.

IfVlctDrtI.-.ln
INSIGlITtUuIntiaD News Scnioe I...cBbl

I n. aious c:haIIeDge to the pime poGtioo ~Ibe
WcxId Baok IDd the 1DICmIbooII MODd.Cy Pabd

(IMF) in Africao policy.mati.og, two DeW boots exam.
iDe the cootineDt's drmJaric decliDe pver _ dozal yean

Ed cba1lenge the onbodoxies of tbese, the two most
powerfu1 institutioos on the cootioent

Altemariw Dewlopment Strategies ill SIIb-SaltDrrm
Africo., edited by Fnnces Stewart, SlDjaya LallIDd
SamJel Waogwe. and A/rlaJ 's Ret:overy ill the J9SIOs,
ediled by GiovlDDi AJ:Dea CarDia. Rolf VII] del' Hoeven
IDd 1baodika MkaodIwtre, both are published by
Msc:mill.ao in Britain. The studies are published apiDSt
the £.ckgrouod of Africa's deep c:cooomic qisis, which
worsened in the 19805 IDd bas
continued iota the 19905 with
little er DO sign of improwmcnt

Richard Jolly, deputy euar
live direc:tm' of the United Nllioas
c:biIdreo's ageocy, UDicef, IlI)'S

Africa remains the bigbcst prior
iIy fer Unicers aid becauae it is
me one cootinent wbere the beaIth
Ed education stanIS ofc:biJdreo
bas deterionued in recent years IDd is pl)jecIed 10

wcneo further in the 19905. However, ocher doDors are
bec:omiog more ioc:lioed to cut their Ioaes and tIrFt
their aid to places widJ less record of failure.

The grim ecooomic si1DlEioo in tfree-quanm m
African countries is disputed by DO one, but • biller imeJ.
Iec:cuaJ battle rages over the m=ipes for iJJ¥ovemeot.
Some long-tmn goals such as iDdustrial.iz.loo have di5
tppeared almost eotireJy from aurcut 1bioIdng. p1'OCCU

pied IS it is widJ crisis~

Fer over • dec:.me. SIJ'UdUrIl Adjustmmt Programs
(SAPs) dnIwo up by the WOOd Bad: IDd the IMF

have been the key policies for Africa. Tbey have focused
on the stabilization of mac:rocc:ooomic imbstllf'C'e' re
moval of sttueturaI bcuJcnecks. IDd ecooomic growth.

Although SAPs have been judged SDCXeSSfu.I in
Oille and Iodooesia. the pograms have bad little success
in Africa beyood middle-iDcome COUDtries such as
Cameroon and Mauritius. ADd. while bm* officials
claim at least fragile acbievemeuts KrOSS the coobneot,
ocher analysts -}Wticularly Afriaa - blame the barsb
~gime of SAPs for cuts in ~oymeutIDd in beIItb
IDd education budgets, wbidl have put the eutft social
fabric at risk..

10 the~ few years, uodez~ from Uoicef,
SAPs have been modified 10 iDcIude the social di.mm-

lion - plllic:alldy abe poeectioo of the poort*...
wbaIbIe P'CJlIIIJL Ballbe dedioe in per CIpiaa GroG
DaaaIic ProdDcl (GDP) COIIIiDues.Ed IOciaIIenice
~ IBeIm DeW ........~_~ lea beaItby
em- Cor*'BeX1~.

-nr:re ii_ JR*r comeasus .... 1be~
oIlbe IOCiII tfimrmion. bat toCIII CODICDIUI crmioIy t
Id beeo 1lChiewd," layS Dr. GioYmDi Aarfta Cornia.
• ecaoomist • Uaic:efEd one of the ediIon of the opti
-.aDy tided A/rictl's~lit. J9SIOs.

"PImces SIe'nrt iDtrocb:es Abmtatiw I:Jn.e~

- SlrtItegiD by look:io& • the coottadictioo between
cmmt policies IDd long-term ot;ectives. She cites three
loaI.-mobjectiVC5 for Africa: iodustrial deveIopmeot,
iDc:z'e.ing food production IDd human resources devel
opmcu. Sbc dICIJ asks bow the well-known etIects of

c:um:ot policy - faIliog em
pklyment figures, dedioing
IICboo1 rolls md Ebrinking in
~ in io.frasuuc:ture 
CII1 be~ wiIb those
abjcctives.

The t.Jk IDd the fund are
mspoosible fer !be policy Id
"rice tbat '- trougbllbout
tbeIe efi:cts.

III adcIitioo. die SlIDe Idvisen eocouraged iDcreaed
podoctioo of the pimary products IbIlIDIke up 90 per
ceat of Africa's exports, SO thai dx:ir piers ha\"C fallen
disasIrousIy. Coffee.~ IDd ooaoo all have~
by aboul2S pe'm!d OYer the~ 30 )'em. Ten of the
c:oabDeot's J3 m.,iorexpon commodities fell ailI further
1M( yeBr.~~ of lICo pcn:=t to 30 pm:eot or
IDDI'efrom I9911eYds far cocoa, coffee, lXJUDa md pea
IIIIt oil.

These pice trmds _ DOt going to be ~w:ned.

What could be, Stewart says, is the structure ofeltpOlU.
Her book sbows cba1.~ with South Asia 
wtae between 1965 Ed 1987 primary pududs feU
from 63 pcrta1l ofexportS 10 36 perceot - in iow-iD
came African countries the p-oportioo J'OiC from 92 per
°c:erJllO 94 perceat

AJmog ocher maP pobIems SIewII't identifies is
the redua:d local ccotroI that is • resolt 0( the
priv.az..boo cocouraged by SAPs. mit the exasive
h1Jera1izaboo of imports, which bas led, ill em- fa
iDstance. 10 de-iDdustrialilaio • Ibe lCXtiIe irnJstry b8s
cdlaped lmdcr cbc~ 0(irqxx1ed~ c»ocbes
fnxn Ea.ope. •AJiiaD cxumes t.icIIty loA COIII'Ol of
Ibcirpolicies ill tile 19Mk." Ibe a:JImEdS.

Bocb boob~ new stt'IIIegies m. the IUIbor's
- wbo iadude distioguisbed Africao t.cooomisu 

1IeIieYe could wort. 'Ibese iocJude:
•~ of iodigeoous food aops by suc:b=as subsidies on fe:rtiliz.ers IDd other inputs. while

. lending to 1rIditiooaI export -.1UCh • coffee;
• coomodity price support 1Cbemes;
.. IIIIpIOt for nnJ DOQ.agricultural deveJopmeo~
• _1Crious bid fer iDdustriIlizIIt; IDd
•booItio& IJamm resources by inaeasiDg the JX'O"

portioo cliid 10 edocIIion Ed laIth.
MOIl imponDIy, dae IU'IIqists propclIC ouuigbt

canceJlIrion~a led~~Africa's ckk. 85 well IS

c:oaverDoo ofwbIl AIric:a owes &be Wartd a-k1Dd the
IMF imolow-il*relt.loo&-am ac... TIJiI ooaId Ie

dDce sucb IDOIDI1ies 85 die fICllbIt poor AfDc:aD CCJUD.
bies p8f neaty S200 miIlioD more iD 10m JqJa)1DCOIS

10 the IMF...~ rblalbeJ recaved iD 1lISiDx.e.
"Ibe meGRI could be me.: rbIa SI billion for

AfriaD dew:IopmrDl cell ,...
MIlly~ IbeIe u. hive been put forwIrd Iqat

cdy by Uaicef. the Uaited NIDoas DevelqxDe:al Pro
pw:o Ed the Economic CommissioD for Africa. But this
IpIX'OKb bas -100& way to 10 bebc beio& ICCqJCCd as
_real abemltive to the unsuocesdul Wodd BankIIMF

JESaiptioos for Afiica's despcnte situaDon. •

V"lCUna Brittain is an ediJoroftlJe LondonMWs~r
flw Guardian.
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Integrating African regions economically may be the only way. that small and weak
countries can compete in aworld market increasingly made up of powerful economic

blocs, such as those in Europe and the Paci'fic Rim. But there is doubt on how to do

it in southern Africa-whether to support the newly created Southern Africa
Development Community with the imminen,t membership of the region's economic
giant, South Africa, or achieve growth through the Preferential Trade Area or Cus

toms Union agreement, or perhaps acombination of all options.

BUILDING A BLOC
" .

~
0 one said so In 80 rruiny words, but
when 10 southern African countries
signed a treaty in August to work
toward a cornmon market, they also
dashed hopes of a more rational
approach to integration efforts on the
su1H:ontinent.

At their heads of state summit in Wmdhoek. Namibia,
members of the Southern African Development Coordi
nation Conference (SADCC) , citing the likelihood of
South Africa becoming a member, conunitted themselves
to becoming the "Southern Africa Development Conunu-
nity" (SADC). .

Above, lb•.

limpopo

ratlwayUu

I. Mozam·

blqu~



Treaty for an African common market by 2025.
Ironically, the l~memberEast and Southern Africa

Preferential Trade'Area (PTA), to which eight SADC
members (excluding Botswana and Namibia) belong,
has cast itself in the same role.

At its summit in Lusaka, Zambia, in January, heads of
state of this larger organization resolved that "the PTA
and SADCC be merged into a single common market for
Eastern and southern Africa, within the context of the
Abuja Treaty for the African Economic Community."

Meeting in Dakar, Senegal, in June, heads of state of
the Organization ofAfrican Unity welcomed the PTA res
olution to fonn a Common Market for Eastern and South
ern Africa (COMESA), They urged other regions which

A.,., 5JIqh,rd is a LoIUlo,,-&utd jOll1'luuW IlIU "OJ trall,U,d wid,ry ill
A/rit4 alld writt,,, a1tlCSilllly 011 Mica" ,""o",i, alld POlitical julia.

had not yet "adopted similar decisions" to do so in order
"to avoid wasteful duplication of efforts in the economic
integration process."

Despite the fact that eight SADC heads of state signed
the PTA communique, when they got to Windhoek, they
had apparently changed their minds. The SADC commu
nique, while acknowledging the PTA "proposal," reaf
finns the "consensus of member-states that SADCC and
the PTA had distinct objectives and mandates and must
therefore continue to exist as autonomous, but comple
mentary entities."

SADe officials claim that those of their members who
belong to the PTA misunderstood the PTA resolution
they signed and later distanced themselves from it How
ever, Zambia, which hosts the PTA. openly campaigned
for the merger, and is understood to have signed the

Windhoek treaty only under considerable
peer pressure. In contrast, Botswana.
which has gained international notoriety
by hosting SADCC, canvassed against the
PTA move, supported-naturally enough
-by the SADCC secretariat

Publicly, SADC says it will continue to
coordinate with the PTA to avoid duplica
tion. The Windhoek communique directs
that a study be undertaken on "how best to
harmonize relations between SADC and the
PTA in the context of the process toward

the establishment of the African Economic Community."
But, as the SADC th~mp. document for this year.

"Towards Economic Integration," concedes: "At the high
est point of integration.•.it will not be practicable for
counbies to belong to more than one regional communi
ty." This also implies Ii choice for four SADC members
presently also belonging to the Southern African Cus
toms Union (SACU) revolving around South Africa.

SADC officials admit that by pursuing the Windhoek
Treaty rather than the alternative course of a merger
with the PTA, the swords are now drawn. Theyjustify the
duel as healthy competition. Economists, on the other
hand, fear that instead of having one winner, the whole
region might end up the loser.

On the face of it, there are strong forces gravitating in
favor of stronger integration in southern Africa, and the
continent more generally. Domestic economic reforms,
coupled with the prospective emergence of powerful
regional blocs in Europe, North America, and the Pacific
Rim are sending home the message that small and eco
nomically weak counbies cannot afford to go it alone.

The promise-albeit tentative--of a democratic South
Africa emerging has sharpened the focus on regional
,integration for a variety of reasons. As this year's SADC
theme document concedes, in the past, "a significant
component of the international political and material sup
port for SADCC and its member-states was predicated on
the anti-apartheid struggle; and was justified in tenns of
supporting the countries of the region in the face of
South Africa's destabilization and military aggression."

60

With the Mpassing of apartheid." the document contino
ues. Msome cooperating partners will, in apparently good
conscience, look elsewhere to give their assistance.
where they believe they can derive greater political divi.
dends."

Political change in South Africa, the document points
out, is also likely to lead to new investment being attract.
edback to the region's economic giant. Unless struc.
tures are in place for a broader regional market. the argu·
ment runs. inequitable development will simply be
perpetuated.

In effect. the region has now experimented with two
broad approaches to regional integration. The first is the
classic market-driven approach, beginning "ith the liber·
alization of trade. then factors of production. between a
group of countries. such that they progressively tran·
scend being a preferential trade area, to a common mar·
ket

Thus in the case of the PTA. members charge each
other lower tariffs than those applicable to non·members.
but customs duties are still levied on imports from other
countries. In the next stage-a free trade area-which

the: VIA IS dsplnng to-no duties are: applied un gOOdS

from other members. though each still determines its
O\l/Tl tariff policy in relation to goods imported from out·
side the area

The phase after this-represented in southern Africa
by the Southern African Customs Union that revolves
around Pretoria-is a customs union. in which trade with
non·members is governed by a common external tariff.
With the free movement of labor. in addition to capital
(which flows freely between the five), SACU would
become a common market

Indeed. four countries-South Africa. Namibia.
Lesotho, and Swaziland-share the same currency,
which virtually makes them an economic union. The
"hir.hest.- and most difficult. stage of integration in this
ml:d,~l is a political union. in which-in addition to eco
nomic integration-the political institutions of member
countr!i:S are also iederated.

SADC began with a similar ultimate objective, but
approached it through what it calls Mdevelopment integra·
tion." This school of thought argues that it is pointless to
liberalize trade if countries are producing the same sorts
of goods and services, and don't have the infrastructure
to bdlitate trade (a problem particularly acute in south·
ern Africa. because of South African destabilization of
transport routes in Mozambique and Angola).

The SADC approach has thus been to first emphasize
infrastructural projects. then invesunent and production.
with an increasing emphasis on the role of the private
sector. Moves toward the free movement of goods
(trade) and factors of production (capital and labor) have
come as a later, rather than initial. stage in the search for
a common market. and ultimately political union.

Up until recently, the thinking seemed to be that all
three regional organizations could co-exist. and indeed
complement each other. In the initial stages, that was
probably true. Infrastructural projects being carried out
by SAne, for example, could help the PTA overcome the
non·tariff barriers to trade that it confronted.

But as the two organizations focus more keenly on
deeper integration. the potential for overlap has
increased proportionately.

Should SADC, for example. transfonn itself into a free
trade area. there would be a duplication in tariff policy.
\'v'ith regard to monetary harmonization, the PTA has
already gone some way in this area with its clearing
house and common unit of currency. The Question that
would arise is: Would SADC build on this in its own
efforts (and if so what would happen to SADC members
that do not belong to the PTA) or would it try a dirferent
tack?

It seems inevitable that there will be overlap and
wastage. Now that the two organizations have declared
themselves in competition, the other question that arises
is which will outpace the other.

SAIK's two main attributes as a model for integration
have: be:e:u its regional and political coherence. as well as
its ability to involve all its members through allocating
each sector to cooralllaLe:, WillIe: aVU1Ul/l~ a Illd":;I'l' .. <.:1,

tralized bureaucracy.
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SO"~~C.,. Pro~l~ ~~~~~~~et~e.~ ~~ ;~~~r~~~,;:'e~. (the '~:~e~ be'og the Ec~
Ingful regional Integration may well be that It Is nomic Community of West African States, and the Eco
sP~lIedbe.holces. In all, there are thr.ee different nomic C'Ommunlty of Central African States) which

regional or n.lzatlons, each with Its own distinct would link up to form an African Economic Community,
approac' '. . ..,/1.,...... ".. " '., '''Q;-•••••,.. • now scheduled (optimistically) for 2025. As Its name

- F~ ed In 1980, Southern African Development .uggest, the PTA'. focus Is on gradually reducing tartff
Co~rdlnatlon Conference's (SADCC) approach to Inte- and non-tariff barriers to trade. A common list of 200
gratlon has evolved from project cooperation. An Items on which barriers were to be removed has been
essentially political grouping which tapped the con· Increased to 319 commodities, and the deadline
science of dOllors reticent over Imposing .anctlons extended from 1992 to 2000. A Harare-based clearlnc
against South Africa, SADCC Initially focused primarily house, which alms to overcome the f~relgn currency
on coordinating donor·sponsored projects to rehablll· barrier to trade by enabling countrlf:~ to settle only
tate transport routes destroyed In wars fueled by Pre- their trade balances In hard currency, now handies 70
torla. Cognizant of thft problems that have faced overly percent of Intra-reglonal trade, and Is envisaged as a
ambitious and centralized ,Bglonal organization In precursor to monetary union. However, trade between
Afr!:;.., SAOCC opted for a decentralized system In the 18 countries, which stands at 6 percent of thtl
which each member took charge of a sector (such as total. has been hampered t.y the unwieldy size of the
transport, agriculture, Industry, etc.). group, Poor communications, 'complementarlty of pro-

. With political chan~es In South Africa since 1990, ductlon, and fears of the bigger eCllnomles (Zimbabwe
and the growing attention In the West to Eastern and Kenya) benefitting disproportionately from the
Europe, donors have made It Increasingly clear that arrangement. The latter has led to a new focus on pro
they won't go on picking up the tab Indefinitely. In ductlon: The PTA has 51 Industrial projects, and
addition, with a GOP three times that of the rest of the recently established an Investment bank.
region, South Africa poses a potential threat to the -The Southern African Customs Union (SACU),
smaller economies, unless ground rules for an equl- Including South Africa, Botswana, Lesotho, Swcciland,
table approach to reglonallntegrat/on are put In place. and Namibia, Is the oldest, and technically most
These factors have prompted SADCC, over the last advanced of the reglonal groupings. A customs union
three years, to pay more attention to production, takes the free trade zone Idea one step further by
Investment, and Intra-regional trade (which stands at a adding a common external tariff against outside coun
mere 5 percent of the goal)•. ',' tries, although It does not provide for the free mobility

The new SAOC, which the group refers to as the of capital and labor, as Is the case In a common mar
"development Integration approach," alms to deepen keto The arrangement has given South Africa guaran
cooperation In these areas, through Integrating systems teed export markets In !he smailer countries, although
of Investment, production, and trade, "Including promote the protective barrier against extema! competition has
Ing the freer movement of capital, goods, and labor." reduced the efficiency of South African Industry. Small
This calls for ceding national sovereignty to the broader er countries profit from customs revenues, which are
regional good-a will so fa'; not tested In the loose ccior- divided according to a formula that gives them a favor
dlnatlon of projects mostly paid for by outsiders. There able share. However, the arrangement has tied them
are also practical problem,;'The Wide divergence In to South African Imports, at prices that are not neces
Inflation rates In the countrl.!s of the region at the sarlly competitive. All the SACU memoors. exclUding
moment, for example, rules out monetary cooperation. Botswana, belong to the rand Common Monetary

-The Preferential Trade Area was Initiated In 1981 Area. ,.,,'- -:.. .•: ,,' ~."." ,.,. •
~y the UN Economic Commission for Africa as one of -A.S.
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Many question. however, to what extent SADC will
continue to hold together as a unit without the anti
apartheid glue. Similarly, as SADC moves away from pro
ject coordination toward economic integration. its struc·
ture-though as yet undecided-will of necessity alter,

Achieving the goals that SADC has set itself will be no
mean task, Although mosl countries in the region are
undertaking structural adjustment programs. macro-eco
nomic conditions vary widely from debt·ridden Mozam
bique to Botswana, .....ith it~ surplus foreign reserves.

With its past emphasis on reducing dp.pendence on
South Africa, SADC appears well placed to provide the
framework for South Africa. which h~s a GDP three
times that of the region. to rejoin the region on the basis
of mutually beneficial dew:opment, but huge problems
lie ahead.

As S:lUth African economist Rob Davies points out in a
recent paper. South Africa in the Region, "SADCC does
not possess an integrated direct production sector to bal
ance the input from South Africa's much broader manu
facturing base, nor does it have sufficient sectoral eco
nomic policy or macro-economic and overall planning
coordination."

Despite the stated commitment of the African National
Congress to balanced regional growth, economists point
out that the initial focus of a democratic government will
be on internal. rather than regional inequities. While
donors iUllli~J IJI ujcd.s. it was relati....ely <:0:;;' to forgc a
consensus within the old SADCC. The "acid test." as one
SADC official concedes. "is yet to come when cou:~,..·ies
are ·faced with the choice between short·term national,
and long·term regional interests."

Because of its more practical, trade·oriented
approach, the PTA has been attracting considerable
interest of late among businessmen and donors.

Last year. the European Community, a major SADC
donor, sent shockwaves through the organization when it
stipulated for the first time that funds n'ormally allocated
to SADe only would have to be split with the PTA which
has been drawing increasing attention from the business
community, including in South Africa.

Yet, as most donors and businessmen readily acknowl
edge. the PTA is far from perfect. Apart from the persis·
tent lack of political will to implement its decisions. the
18-member group is hampered by its unwieldiness. As a
Harare trade analyst puts it "The PTA collects members
as though they were smarties. with no regard for region·
aI coherence."

Recent moves to resuscitate the East African Commu·
nity, which includes three PTA members (Kenya, Ugan·
da, and Tanzania), have been cited as evidence that suc
cessful regional integration must begin in small units,

like SADC, the PTA also suffers from huge economic
disparitie!l between the economies of its countries. The
PTA would become lopsided if South Africa joined, just
as SADC will. Indeed. Davies argues that by joining the

PTA. South Africa could slow down the organization's
progress toward reducing trade barriers. since countries
with some sort of manufacturing base like Zimbabwe
would resist measures permitting South African goods to
flood their markets.

There is also. at this point. a direct conflict between the
PTA. which demands a most favored nation treatment
among its countries. and SACU which does not allow its
members to enter into concessionary agreements with
other countries unless their partners agree. Lesotho and
S\':aziland. which belong to both, have been given two suc·
cessive five-year exemption clauses. but will soon have to
decide which regional organization to stick with.

Few doubt that when it comes down to it, they
choose SACU, which. whatever its political connotat
is .he most coherent and advanced of the integn
ef:c:ts ir. the region.

This has led some economists to argue that the
way k:ward is to scrap both SADC and the PTA.
gradually expand SACU outward. Mozambique. Ma
and Angl)la have privately indicated an interest in S
membership.

Although this is politically attractive to Pretoria
idea is likely to be opposed by South Abica's purse-l
ers. on the grounds that as larger economies join
revenue-sharing formula would prove unafford;
Indeed, some economists question if it is in S
Africa's interests to belong to any of the regional or
zations in the sub-continent. since the African countr
would most seek to trade with-like Nigeria-are ~

the sub-region.
The most likely scenario that economists

emergir:g out of the present milieu is a multiplici
bilateral trade agreements overla}'ing a weak reg
organization.

Malawi, Zambia, and Zimbabwe (which has take:
hardest political line against South Afrir:a) have rec
signed preferential trade agreements with Pretoria,
agreements are of nlUtual benefit But. economist~

they lack an overall framt:'oVork to deliver the regie
dream of a place where people sharing the same cu
cy, voting for a regional parliament. can trade and r
across boundaries without even noticing thaI they
done so.
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Economic Premises
NeedRe-Thinking

by Winifred Armstrong

March 8-21. 1993

New York

Will more outside aid, trade and investment help the
nations of Africa to overcome poverty and de

velop economically? It is unlikely.
Most African economies have deteriorated over the

past decade, partly becallse of the policies that underlie
the infusions of loans and aid. Trying harder using the
same flawed premises won't help.

The major element missing from current economic
policies is sustamability.

The ability of people to engage in productive economic
activities through which they can make a living and build a
life is not a goal of the global economic order. Neither is the
sustainability of the earth's resources. Rather, the primary
aim of international economic policies is an ever-greater
output of products that can be sold for C<L'ih.

The ''new gIoba1 economic order' stresses coq&ati.ve
competitive advantage and export growth. The mderlying
assu~on is that every COWltty will have a comparntive
advantage in proWcing and selling something - and that
more production will mean more wealth for more people.
But that is not what is happening. In both Africa and the
United States, the standard of living of the majority of
peq>le is dropping. Only the richest are getting richer.

Using the concept of comparative advantage, West
ern governments and international agencies have often
urged African nations to produce export crops instead of
food. The assumption is that with the money earned
from export sales, cheaper imported food can be substi
tuted for that which had been grown locally. Outside aid,
investment and trade are often conditional on Africans'
acceptance of the switch from local to export production.

Such recommendations conceivably might lead to in
creased prosperity if the fonner food producers became in-
steOO the producers ofexpms - aol iftbe)' could sell1bose
exports at prices that would enable them to~ the
food and other goods they need. Neither~ bas
been borne out in the marlceqlIace. Local producers often
find there is no alternative product that they can successfully
grow 00 the same land. Imported food is not "cheapet' if
you have nothing with which to buy it

Our current policies are further skewed by the limi
tations ofeconomic policy formulation, such as econo
mists' failure to value the food produced for the family
table or for local trade. Food or informal trade that does
not become part of the cash economy is not "valued" nor
included in calculations of a country's gross national
product In Africa, subsistence agriculture and informal
trade have accounted for perhaps 50 percent to 90 per
cent of what people live from;. not to count it surely dis
torts the policies affecting those people: In addition, a
community's state of health, level of education and a
host of other quality-of-life factors may be the stuff of
political conversation, but they are regarded as "exter
nalities" and omitted from what is "counted" in eco
nomic policy decisions. Africans and Americans alike
suffer the logic of these limited premises.

Most African countries cannot survive using a glo-

bal model ofc:ornpanave advantage, in my opinion.
Can African countries be economically viable from
their own resources? uYes," said almost everyone with
whom I talked in 17 African countries during a recent
trip. But there was general agreement that that won't
happen as long as Africa remains bound by an economic
model that fails to place a premium on people and their
environments, on education, health and community, and
OIl building their future within available resources.

The dominant world economic models do not in
clude these values, but they could. The recent U.S. elec
tion reflected a popular recognition that the cunent
economic model is not working to meet the needs of
people within a sustainable ecology - and that change is
possible. There is important work taking place at aca-

. demie and grassroots levels in both Africa and the
Americas that supports a wider conceptual framework.
We should join forces to bring it into the mainstream. _

Winifred Annstrong is an international economist and a
prindpal organizer o/The Other Economic Summit
(TOES)lNorth America. She is currently working on a
book, Getting to an Economics That Will Work for
People: Something New Out of Africa
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'Successful Local Governments in Africa
PAUL SMOKE and DELE OLOWU
In Dele Olowu and Paul Smoke, guest eds.. SUCCESSFUL AFRICAN LOCAL GOVERNMENT
Special issue of PuBLIC ADMINISTRA110N AND DEVElOPMENT, Vol. 12. Nu. 1. 1992.

T
he public sector in most developing countries, espe·
cially in Africa, is considerably more centralized than
in industrialized JUtions. As developing countries
reduce the growth and scope of centraJ government

activities in response to economic reality and donor pressure,
interest in stronger local authorities is on the rise. This special
issue, editedby Paul Smoke ofHIID and MITand Dele Olowu of
Obafemi Awolowu University in Nigeria, reviews local govern·
ment reform lessons drawn from case studies of Benin, Kenya,
Nigeria and Zimbabwe.

Analysts put fOM three main arguments supponing more
devolution in Africa. First, strong local government can help
promote democratization. Second, given spatially diverse sere
vice needs, limited central capacity to run field offices, and
Africa's tradition ofself·government, local officials are best able
to identify and serve many key local needs. Third, locally raised
resources can relieve pressures on national budgets.

Unfonunately, the literature on African local government
concentrates on failure. Effons to nunure development·ori·
ented, democratic local institutions were halted in many coun·
tries by post·independence leaders primarily interested in con·
solicL1ting power. Subsequent neglect and poorly exercised
control of local authorities have further undermined their
performance. In spite of this, some African local authorities are
successful in providing a ran~e of basic services adequately.
Several related factors are associated with the ability to do so.

The case studies covered in the Journal
demonstrate the need to concentrate on Q

few keyrecurrentrevenue sources, such as
agricultural taxes,market,motorparkand
otherserviceoperations, orlandrating.

First, an adequate economic and legal base is necessary. All of
the "success" cases are located in dynamic urban or resource·
rich rural areas, and most are colonial era councils with signifi
cant roles long defined by law and tradition. Neither location
nor legal status, however, is sufficient for success, as many local
authorities with these characteristics perform poorly.

Second, theremust be capacity to raise sufficient resources to
suppon the local economy with basic services. The case studies
covered in the journal demonstrate the need to strategically
concentrate on a few key recurrent revenue sources, such as
agriculturaJ taxes, market, motor park and other service opera·
tions, or land rating. Successful local government units also tap
reliable sources of development finance, such as annual budget
surpluses, eannarked proceeds of productive taxes, central
government or bank loans, and development grants. Infrastruc·
ture built and operated with these funds-both to serve the local
area and link it to other regions-facilitates input procurement,
production, and output distribution. As such activities expand,
business taxes and licensesgrow increasingly productivefor the
local treasury.
An Assistant Professor in the Developing Areas Group in the
Department of Urban Studies and Planning at thc MIISSddlll'

serrs Institute of Technology. Paul Smoke htJ.s scn'cd a, II

Protect Associate for HllD in Kenya. and a Protect Consult/mt
in Indonesia.

Dele Olowu is a Senior Lecturer in the Departmcnt 0; Public
Administration at Obafemi AwoJowu Uni\'ersitr in Nig.L'ril1.
and has published Mddron local~overnmentin Africl1.

Third, since there is usually substantial central re~l;lll!ln 1)1

local activities, intergovernmental cooperation i!> critical. Lim·
ited local financial management and accountancy praCllll''''
often justify some monitoring, but excessIve control unlh:r,
mines administrative and economic efficiency. The "SUc.:LC~"'''

cases have largely avoided such negative effect!> hy cultivJtlng
constructive relationships with central authorities. Whl.'n h'y
agencies perceive local officials to be competent, they lenu III
exercise control less strictly.

Creating joint projects between ministries and local aUlhllfl'
ties fosters cooperation. Some of the more capahk council ...
coun ministerial favor by helping to provide service!> thaI Jrl'
central responsibilities. In cases where central government ildJ
administration and local government co-exist. local oiilclJI~

maintain close ties with field offices and special COmmltll'C~

that coordinate area development projects.
Fourth, effective local authorities have competent and inn! I·

vative managers. Although central suppon plays a role, SUCCI.'!-'
depends heavily on local attempts to recruit and retain qUJhill'd
staff; minimize staff redundancy; create performancl' inc.:l·n·
tivesj developeffective revenue collection and financial con trill;

and keep adequate records for use in planning development
projects and routine operations. Taking advantage of focU!>I.'J
shon:term trainingprograms, ensuringcontinuity in key senllir
staff positions, and making effons to understand thl' succeS!'l'~
and failures of other local governments before undenaking m'w
activities also contribute to effective management.

Finally, strong internal relations facilitate localperformJncl',
First, elected councilors need to cooperate with arrolntl·d
managers, establishing policies and priorities, but not intCrtl'J"
ing with routine technical and managerial matters, Second,
local officials must be responsive to their constituents, In
contrast to the norm, the "success" cases consult residl.'nt~

when making major decisions, including service prioriti=Jt i( In

location and design ofnew facilities, and settingservict' char,sl· ...
This leads to greater support and more successful d~\'clorml'n I
projects.

In summary, local authority success is a comp1l'x, ongI11J1,L:

and cumulative process that requires both central and 1"l';11
action. The central government must estahlish a 11:l:~;i1 In,1
administrative climate that clearly defines an approrriJIl' r"k
for local governments and encourages good performancl.'. w h11,'
simultaneously providingadequate and fairly distrihuIl'd iilun
cial and technical assistance. Local ~ovemments must Jctlwl\'
pursue innovative strategies to Improve resource mohih:.ltion
and service delivery, such as those used by the "success" C;l~l''''

reviewed here.
Experience suggests that major reform prog;rams in\'ol\'in,~

substantial increases in local responsibility should hI.' impk,
mented g;radually, staning with more capahle and inml\'Jllh
local governments. Such a strategy reduces the prohahility III

overwhelming local officials and generating resistancl' tn 1111

those whose power is threatened by decentrali=ati\ll1, Th,'
challenge for future research is to defin~ in amorl' orl.'rati 1111.111 \'
specific way the conditions and actions required to hnn~ 'lh,llIl
effective local gowrnment reform.•
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Television images of starving
Somalis, which moved the American
conscience last fall, are now replaced by
those of suffering peoples elsewhere.
The Somalis are a resilient people.
They are returning to their villages and
are planting crops. Markets are coming
alive; children are leaving feeding
kitchens, some to return to school.

But this picture of normalcy is
deceptive. A tremendous amount
needs to be done before Somalia is a
normal society. The essential work of
UNOSOM may well take place without
great public pressure for international
involvement. But if we are to avoid the
risk of forfeiting the gains of Operation
Restore Hope, continued American and
allied assistance will be essential. This
Administration is committed to such a
course and looks forward to Congress'
continued cooperation and support.

In this spirit, we welcome congres
sional support-as expressed in S. J.
[Senate Joint] Resolution 45, for the
efforts we have been making in creat
ing a secure environment for provision
of humanitarian relief alleviating the
massive suffering of the Somali people.
The dual catastrophes of famine and
merciless civil strife have been devas
tating to Somalia. Although the
Administration does not believe
specific statutory authorization for
the deployment of US forces to Somalia
is necessary, we are immensely
gratified that the Hill and the Adminis
tration have cooperated so well in
delivering an appropriate and urgent
response.•
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BY ANNE SHEPHERD

SAVING THE 'TIGER'
Twenty-five years after independence, Mauritius is an economic success
story. But the tiny Indian Ocean island has greater ambitions than just an
economy based on cheap labor and sugar production. It wants to become
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Africa's first "newly industrialized country," and that will mean developing
more sophisticated industries, $uch;as electronics, and attracting
increased invest[(lent, domestic and foreign.

ust as Mauritians thought they could sit
'back and revel in their hard-earned suc
cess, the island's leaders are warning that
tougher.challenges lie ahead.

On March 12, the island celebrated its
25th anniversary of independence from
Britain. Few' African countries, on similar
occasions, have had so much to be proud
of: a functioning democracy; consistent
growth in GDP; full employment; low infla-

tion; no arrears with the IMF; a manageable debt burden;
population growth of less than 1 percent; free health care
and education.

Yet in the run-up to the independence celebrations,
Prime Minister Sir Aneerood Jugnauth spent most of his
time reminding the islanders that none of this should be
taken. for granted. His favorite analogy is of an airplane
which, having soared into the air, needs fuel to keep it
going. .

Mauritius is a victim of its own achievements. Its suc
cess in pursuing an export-led growth strategy led to a
rapid rise of the textile industry exploiting the country's
then-abundant cheap labor. But now the island is short of
workers. Meanwhile, global recession, and threats to its
preferential access to European markets as the Uruguay
round of GAIT talks proceeds, have led to a realization
that this is no time for complacen~

The island's leaders also have ambitions far beyond
their present level of success. Having climbed halfway up
the development ladder, their most cherished goal is to see
Mauritius become Africa's first NIC (newly industrialized
country) by the turn of the centur~ Privately, they see
Mauritius becoming to Africa what Singapore is to Asia.

But that implies a fundamental shift from a labor- to a
capital-intensive economy, already evident in moves to
mechanize and shift upmarket in the agricultural, indus
trial, and tourist sectors, as well as a new drive to develop

. the island into an offshore banking, business, and trade
center. For an island marooned in the Indian Ocean 900
miles off the coast of Africa, the first challenge is to find
new markets, sources of business, and investment,
against a backdrop of the considerable economic prob
lems still besetting its hinterlands.

Unlike the past, skills and not just hands are the key to
success.

The "second phase" of the island's development also
calls for a new "industrial mentality," which scares many
of the gentle, beach-loving islanders. But it is a reality
that must be faced.

Anne Shepherd is a London-based journalist who has travelled widely in
Africa and written extensively on African economic and political issues.

Africa Report

"Until recently, we have sat back and thought it
inevitable that we would become the tiger of Africa," said
Pierre Yin, managing partner of Wilton Associates, 'a
firm of economic consultants in Port Louis. "Yes, com
pared to other African countries we are an exception," he
continued. "But in global terms we have barely started,
The first phase was the easiest. What we have to face
now will be the realtest of our ingenuity."

The island's greatest hope is its historically proven
ability to win against the odds.

A volcanic extrusion somewhat larger than Oahu and
bearing no known mineral resources and rocky agricul
tural land, Mauritius was first sighted by Dutch sailors"
'whose only· contribution was to feast on the now-extinct
dodo, the friendly duck-like bird which has become the
island's national emblem.

French, and then British settlers (who claimed Mauri
tius as a spoil of war in 1810) introduced sugar, and
brought in slaves from East Africa and then, when
Britain abolished slavery, indentured labor from India to
work the plantations. Today, 52. percent of the 1 million
inhabitants are descendants of Hindus from India; 17
percent are M~slim Indo-Mauritians; and 27 percent are
Creoles, or Mauritians of French and African origin.
Franco- and Sino-Mauritians make up the remainder of
the population. .

In many countries, such a mix of peoples has spawned
endless bickering and even civil wars. Mauritius has
managed instead to thrive on its diversity. Its people
speak English and French interchangeably, and among
Indo-Mauritians, usually an Indian language as well. Cre
ole, a sort of pidgin French, is the lingua franca. At a
restaurant, one can enjoy all at once the best French
wines, Indian curry, and the distinctive dance of Afro
Mauritians-originally from Senegal and Mozam
bique-called the seaga. If there are any tensions in this
society, they are kept well hidden below the surface.

Politics is a more vociferous affair, laced with intrigue
and revolving-door coalitions which are difficult for the
outsider to fathom. The present government is a coalition
of the Mouvement Socialiste Mauricien, led by Jugnauth,
and the Mouvement Militant Mauricien, led by Foreign
Minister Paul Berenger, who had a serious falling out
with Jugnauth 10 years ago.

The last elections, held in September 1991, were punc
tuated by the first cries-in years of faithfully holding
parliamentary elections-of foul play. These have been
championed by the leader of the Labor Party-led opposi-

.tion coalition, Dr. Navin Ramgoolam, whose father was
the country's first prime minister, Sir Seewoosagur Ram
goolam.
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Ramgoolam has put his case before the Supreme EPZ (where female labor predominates), the population
Court, respected internationally for its independent sta- growth rate fell from 3 to under 1 percent.
tus. Western diplomats doubt that the young Ramgoolam This means that standards of living have been rising
stands much chance. He has similarly lost credibility bY'some 5 percent per annum. Per capita income stands
over a campaign a year ago against the island's breaking at $2,600 a year, placing Mauritius in the middle income
ties with Queen Elizabeth II (as titular head of state) and bracket, and unemployment is down to a negligible 2 per
becoming a republic within 'the Commonwealth. Ram- cent' Inflation, which had reached 12 percent in 1991, has
goolam argued that this move should have been preced- been brought down through prudent macroeconomic
ed by a referendum. But public sympathy was over- management to 2.8 percent.
whelmingly in favor of becoming a republic. Mauritius' newfound prosperity has been ploughed

The Labor leader's party is privately annoyed with into improving social services. The island boasts a 95
Ramgoolam, a medical doctor, for spending much of his percent literacy rate among the under-30s; provides free
time since the election in London studying for a law health care; and looks set to provide housing for all by
degree. 2000.

These details aside, the island's hyperactive political The'IMF is not complaining: In May, Mauritius will
scene and independent media have provided Mauritius become one of the few African countries to meet all its
with a rare public eye on government Political disagree- repurchase obligations to the Fund. The easing of for
ment has also always stopped short of diverting the basic eign exchange restrictions has led to a surge of imports,
economic thrust causing a widening of the trade deficit. However, this has

Like many African countries, Mauritius initially adopt- been' covered by an increase in "invisible" foreign
ed inward-looking strategies in attempting to address the exchange earnings, primarily in the tourist sector, which
typical problems of a one-crop economy: high unemploy- until recently grew at an average rate of 10 percent per
ment, balance of payments problems, and shrinking stan- annum.
dards of living. The result is a healthy balance of payments position,

However, as early as 1972, the island set up an Export with foreign exchange reserves worth seven to nine
Processing Zone (EPZ) , which provided attractive incen- months' import cover. Debt service rate (the proportion
tives to local sugar barons, as well as foreign investors, to of debt repayments to export earnings) stands at a
go into labor-intensive industries, primarily textiles and respectable 8 percent
garments. These, incentives were beefed up in 1981, These achievements mask underlying tensions. Full
when the island also made a determined effort to correct employment has led to critical labor shortages in all sec
macroeconomic distortions under the tutelage of the tors, especially agriculture, and has been accompanied
IMF and World Bank. by rising wages and absenteeism. A drought in 1991 hurt

The island's export-led growth strategy was greatly the sugar crop, which normally accounts for 30 percent
aided by the Lome Convention between African, of export earnings. Another drought appears to be on the
Caribbean, and Pacific nations and the EC. The Sugar horizon this season. World recession has affected both
Protocol appended to the convention permits 507,000 the tourist and EPZ sectors, which posted relatively low
tons of Mauritian sugar (about 80 percent of total produc- growth rates of 3 and 5 percent respectively in 1991, with
tion) to be sold in Europe at a price equivalent to that- overall growth in GDP slowing to 4.7 percent.
received by European beet farmers (about double the \. The long and short of it, said Ariff Currimjee, manag
world market price). The convention also allows duty- ing director of Bonair, one of the country's largest
free entry into the European market of manufactured knitwear concerns, is that Mauritius can no longer count
products satisfying certain rules of origin. This gave the on free lunches or easy advantages. So far, he explained,
textile business an important edg~ over emerging Asian the island has exploited its main advantage-cheap labor.
competitors. The challenge now is to go into the relatively uncharted

What is important is that Mauritius seized on these territory of growth based on investment and innovation.
advantages, and provided an avenue for sugar surpluses The move upmarket is evident in. every sector of the
to be invested in new areas. Some 45 percent of the economy. Under the Sugar Efficiency Act of 1988, the
investment in the EPZ Is local, th~ rest coming primarily government. announced a series of fiscal incentives for
from Hong Kong, India, France, South Africa, and Ger- moderniz:ltion and diversification ;n the agricultural sec
many. Between 1982 and 19tH, agriculture as a share of tor. Some 70 percent of the crop is now mechanically
GDP declined from 18.7/ perceQt to 12.3 percent, while loaded, and resean~h is going into improving yields so as
manufacturing rose from 14.9 to 23.3 percent, with the to increase mechanical harvesting (which adversely
EPZ alone accounting for 12.8 percent affects yields).

Over the same period, GDP grew at an average rate of Mauritius now produces 70,000 tons per annum of spe-
5.6 percent per annum. Thanks to a vigorous family plan- cial sugars, which fetch high price~ on the world market,
ning campaign, relatively high levels of education among and are becoming increasIngly popular because of health
women and the job opportunities open to them in the concerns. Bagasse, a by-product of sugar processing, now
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EMERGENCE OF
A.DEM.O(RATI.~

SOUTH AFRICA
WOULD BE A

BOON FOR
MAURITIUS.

supplies a quarter of the island's electricity.
Most sugar plantations are also trying
high-value, low-volume crops like flowers
and fruit The island is now the world's sec
ond-largest exporter of anthuriums, a dis
tinctive, long-lasting flower that flourishes
in the humid sub-tropics.

Within the EPZ, there has been some
debate over whether to abandon textiles
for higher value-added pursuits, or exploit
new possibilities in this area. Currimjee
firmly believes there is a lot of life left in
the textile business, and his firm, which employs 3,500
people, proves it. Value added at Bonair amounts to 70
percent, compared to the EPZ average of 32 percent

To assist smaller producers to move with the times,
the government has created an Export Processing Zone
Development Authority (EPZDA), which one govern
ment official describes as the equivalent in industry of an
extension service in agriculture. The parastatal, which is
supported by the UN Industrial Development Organiza
tion, is determined to halt the series of closures in the
EPZ (56 last year) by showing that quitting need not be
the first option.

The authority is also determined to promote new areas
of industrial development. The government has recently
provided a series of fiscal incentives to the electronics
industry. It is also building a state of the art informatics
park, in which Mauritius hopes to put its high level of edu
cational and bilingual advantages to good use in areas like
translation, secretarial services, and desk-top publishing.

In addition to the three pillars of the economy-sugar,
industry, and tourism-Mauritius is developing a fourth:
financial services.

This has involved modernizing domestic financial ser
vices by abolishing credit ceilings and cutting interest
rates from 11 to 8 percent in the 1992/93 budget

Five years ago, the island set up a stock exchange
which, with a capitalization of $300 million, is tiny in glob
al terms, but is expanding rapidly. Recent measures to
encourage local companies to go public, permit indirect
investment in some parastatals, and allow foreign invest
ment on the stock exchange through a country fund are
all exciting new developments.

Four years ago the island passed legislation to allow the
establishment of offshore banking units offering advan
tages like very low tax rates, free repatriation of profits,
and complete freedom from exchange control. Seven
banks, including Barclays Bank and Banque Nationale de
Paris Intercontinentale, have set up offshore units.

The government has recently widened this drive to
include offshore companies by offering similar incen
tives, backed by a legislative framework adopted in June
last year. To spearhead promotion efforts, and act as reg
ulator, the government has set up a Mauritius Offshore
Business Activity Authority. Eighty offshore licenses
have since been granted.

Africa Report

Alongside these developments, Mauri
tius has put in hand the legislative frame
work, and physical works, for a freeport in
Port Louis. This aims to act as a bridge for
trade between Asia and Africa by provid
ing incentives for trans-shipment and
reexport of goods.

A recently established Mauritius
Freeport Authority, headed by Sir
Edouard Lim Fat, who masterminded the
EPZ, will oversee freeport affairs. Opera
tions are expected to start later this year.

and the authority reports that 15 applications have
already been received.

Mauritians are realistic enough to accept that these
sorts of activities, while providing high-quality jobs and
some foreign exchange earnings, are not going to lead
to the same rapid ·growth as when the EPZ came into
being in the 1980s. ''There are no quick results as we

',move into higher gear," noted Raj Makoond, deputy sec
retary-general of the Mauritian Chamber of Commerce
and Industry.

The more critical question is whether the island can
make the final leap to NIC status. The general consensus
is that Mauritius has what it takes, but that there are con
siderable challenges ahead.

For one thing, businessmen point out that the island
has to adopt a far·more targeted approach toward seek
ing out investors and markets than in the past. Attracting
investors to the electronics industry in a far-flung island
like Mauritius, for example, will take more than the usual
road show on Mauritius in foreign capitals.

Developing regional markets also assumes greater
importance. The island's natural market for sophisticated
products, and its main hope for establishing a freeport, is
the east and southern African Preferential Trade Area, to
which it belongs. Recent moves to bring down trade bar
riers in this group, as well as the existence of the Harare
based Clearing House, which eases foreign. currency
constraints to trade, are viewed with great optimism in
Mauritius.

The emergence of a democratic South Africa would also
be a boon for the island. Finance Minister Rarna Sithanen
pointed out that no region in the world has ever succeeded
without an economic powerhouse. He predicts a free
South Africa will be to Africa what Japan has been to Asia.

For the island, considerable investment must now go
into high-level training and instilling a new industrial cul
ture on an island where the day begins at 9 am, ends at 4
pm, and weekends are spent basking in the abundant
sunshine..

As much as Mauritians revere Singapore, they cringe
at the idea of the social engineering and programming
which have been a part of the Asian tiger's success. That

. may be extreme, said economist Pierre Yin. But, he
noted, "no plan to modernize has ever worked without
corresponding changes in attitude." 0
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The Stage is Set for OPIC's Tunisia Trade Mission
By Corey D. Wright
Tunisia Desk Officer

U.S. Department 01 C~mmerce

'..

The United States and Tunisia signed a
Bilateral Investment Treaty (BIT) earlier
this month.

John T. McCarthy: the U.S. Ambas
sador to Tunisia, and Tunisian Foreign'
Minister Habib Ben Yahia, exchanged
instruments of ratification of the Treaty
on Jan. 8, which enters into full force
on Feb. 8. At the exchange ceremony,
Ambassador McCarthy welcomed
Tunisia's commitment to encourage for
eign investment in the promotion of
economic growth and development
through the attraction of capital, new
technology, and marketing expertise.
The Tunisian government is interested
in attracting more U.S. investment, and •
American finns should find the invest
ment climate most receptive in light of
this treaty and other investment
incentives.

The BIT is reciprocal in nature, and
covers future as well as existing invest
ments. It guarantees American investors:

• The right to establish investments
. on a basis no less favorable than that

accorded to investors of third countries,
and subject to existing laws, on a basis
no less favorable than that accorded to
domestic investors;

• Treatment of investment that is no

24 Business America, January 25. 1993",

less favorable than that accorded to
domestic investments or to investors of
nationals of any third country, which
ever is more favorable;

• International Law Standards for
expropriation and compensation;

• Free transfers of capital (with
three-year balance of payments excep
tion limited to the proceeds from the
sale' or liquidation of the investment):
and

• The right to submit disputes to
international arbitrat.ion through the
World Bank's International Center for
Settlement of Investment Disputes.

On Jan. 5, President Ben Ali con
vened a cabinet meeting to approve
measures to make foreign exchange
more available to Tunisian households
and businesses and to simplify admin
istrative procedures. He is also pushing
the drafting of legislation and 'imple
menting regulations needed to allow
current account convertibility by the end
of 1993. .

Over the next few years, American
firms will be able to take advantage of
Tunisia's strategic location and preferen
tial access vis-a-vis the European and
North African markets. Tunisia's skilled
and plentiful labor force is one of the

nation's major exploitable resources.
Tunisia has managed its external debt

well and has never requested reschedul
ing of its foreign debt. The tourism.
agribusiness, food processing. apparel.
and computer software services and
manufacturing sectors offer good pos
sibilities for U.S. traders and investors.

American finns interested in trade
and investment opponunities in Tunisia
should consider attending a meeting of
the U.S.-Tunisia Trade Mission on Feb.
16, in Washington, D.C. The Overseas
Private Investment Corporation (OPIC),
the U.S.-Arab Chamber of Commerce.
and the Tunisian Agency for Promotion
of Industry (API) are hosting this
mission. The visit follows a successful
OPIC investment trip to Tunisia in April'
1992. The mission will also make stops
in Baltimore and Miami. Tunisian com
panies are participating and will present
their investment opportunities. The pro
gram also includes guest speakers from
the Tunisian government who will dis
cuss trade reforms and investment in·
centives. For more information, contact
John Hereford at OPIC at tel. (202)
336-8630, the U.S.-Arab Chamber at tel.
(202) 331-8010, or API at tel. (202)
223-8580.
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NATIONAL ECONOMIES

Tanzania Restores Econontic Gro~th and
Speeds Structural Change with IMF Support

- ocialism and self-reliance were the tenets of 7anzania ~ social

S.and economic policies. embedded in the Arusha Declaration
__ of 1967, which aimed at creating a society based on the
African concept of ujamaa (loosely translated as familyhood). In the
(COllomy, the Arnslta Declaration was followed by widespread na
tionaUzations and large-scale "villagization" of the rural popula
tion. Administrative controls were pervasive in all sectors.

A rapid accumulation of external debt, combined with the second
oil shock of the late 1970s, created a severe balance ofpayments cri
sis and acute shortages of consumer goods in the early. 1980s. Be
tween 1980 and 1985, the economy experienced low or negative
growth in real GDP as production. and exports declined and capac
ity utilization fell. Inflation was high, averaging over 30 percent;

the balance of payments registered large deficits; and .the country
faced a severe shortage offoreign exchange, leading to att accumula
tion of external payments arrears. In 1986, the Government an
nounced an economic recovery program, which was supported by a
stand-by arrangement from the IMF and a credit from the vilorld
Bank. The continuing reform ejforts have been supported by ar
rangements under the structural adjustment facility (1987-90) and
the enhanced structural adjustment facility, as well as by several
World Bank loans.

In the following article, Roger Nord and Matthew Saal of tile
IMF~ Aftican Department discuss 7anzania~ progress under tile
reform program and the challenges the country faces in the years
ahead.

Economic Recovery Program
of 1986-90

The initial priorities of Tanzania's ad

jusnnent program were to achieve real
per capita GDP growth through a re

covery of agricultur~ and industrial

production, to bring down inflation,

and to reduce dependence on excep

tional foreign financing, leading, ulti

mately, to a viable external position. A
pivotal role was assigned to the provi

sion of appropriate price signals though
flexibility in the setting of producer
and consumer prices and adjustments
in the exchange rate and interest rates,
combined with fewer direct controls
on marketing and distribution. The

following specific measures were un

denaken in major areas of refonn:

Exchange and Trade Policies. The ex
change rate was adjusted sharply in the

first two years of the program, leading

to a cumulative depreciation of the
real effective exchange rate of about

80 percent between 1986 and 1990.

The.parallel market premium fell from
800 percent to 30-50 percent, and the
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Tanzanian authorities reduced their

reliance on quantitative restrictions on

imports. Beginning in 1986, exporters
of nontraditional products were per

mitted to retain a share of their export
earnings and to freely transfer retained

earnings among and between them

selves and traders. The current ac

count deficit of the balance of pay

ments stabilized initially, and capital
inflows, including from debt relief, in

creased.
Fiscal and Monetary Policies. The au

thorities took steps to progressively re
duce the central government deficit
and to substantially refonn the tax sys

tem and tax administration, with tech

nical assistance from the IMF. Among

the measures they adopted were sales
and customs tax rationalization, rein

troduction of the excise tax, and a

lowering of rates on personal income
taX and capital gains tax. These mea

sures broadened the tax base from 15

-percent to close to 20 percent of

GDP. Public enterprises continued to
dominate the Tanzanian economy,

however, relying heavily on subsidies

from the budget and captive credit
from the banking system. Tight bud
getary policies helped bring inflation
down initially, but the lack of control
over credit expansion precluded fur- I

ther progress in stabilizing prices.

In the financial sector, reform was

limited to raising interest rates in sev

eral steps, until most key deposit and
lending rates were positive in real

tenns. The Bank of Tanzania main
tained a rigid structure of fixed interest

rates and differe!1tials, however. which
continued to subsidize entities in cer
tain sectors, such as agricultural coop
eratives.

Agricultural Policies. Agricultural re

forms focused on creating a market

environment with improved incen

tives for producers and more efficient

marketing arrangements. The Govern

ment raised producer prices to bring
them closer to world market prices

and relaxed controls on agricultural

trade and marketing. In particular.
supported by an agricultural adjust-
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DII1&: Tanzanian 8IJthoritja; and. IMF Itatf estimate••

1D80 1e85 1887/88 1088/8a 1989190 1990/91 1991/92
Eat.

(annual chang. In percent ov.r pr.vloua Yllr)

Tanzania: Selected Economic and
Financial Indicators, 1980·92

Real GOP 3.1 2.6 .5.1 3.6 3.2 3.7 3.8
Consumer prices (annual average) 30.2 33.3 29.7 29.0 22.1 21.7 21.0
Money plus quasi money 23.4 27.5 34.8 37.3 45.4 26.9 40.5
External sector (on a nominal U.S. dollar basis)
Exports, to.b. -1.8 -26.4 0.4 25.0 -7.9 1.1 5.5
Imports. c.i.f. 12.2 11.9 7.3 14.8 -0.6 2.6 4.6
Real effective exchange nite -27.9 -11.6 . -19.8 -8.5 -2.6

(percent of GDP)

rized to buy and sell foreign exchange
at freely determined prices for most

current account transactions. The

transaction volume in the bureau mar

ket has steadily risen. and the exchange

rate has been broadly stable. at a pre
mium of about 20 percent over the of
ficial exchange rate. As an incentive to

exporters. the retention rate for non
traditional exports was increased to 50

percent, which can either be retained

in foreign exchange or exchanged
through the bureau market.

The Government also accelerated
import liberalization in early 1991 by

converting the list of goods permitted

under the open general licence import
regime into a negative list of prohib

ited goods. The negative list has since
been shortened considerably.
Fiscal RtJorm. Based on a compre
hensive study by a presidential com

mission. the 1992/93 budget intro

duced several substantial changes in
the tax system. Most tax rates were
lowered. and sales. excise, and corpo

rate tax schedules were simplified. In

addition, a wide range of tax exemp

tions, which had benefited the central

and local governments and the public

enterprise sector. were eliminated.

To improve transparency. the Gov

ernment is broadening the coverage of

the budget. At the same time. it is re
viewing all development projects with
a view to raising their generally low
level of productivity. Together with a
series of functional reviews' of min

istries and agencies started in 1992. the
Government is thus reassessing its role

in different sectors of the economy.

with the ultimate aim' of focusing its

resources on a few key areas.

Financial· Sector RtJorm. In April
1991. Tanzania's Parliament approved

the Financial Institutions Act. initiat

ing a comprehensive reform of the fi

nancial sector aimed at establishing a
competitive. solvent. and market

based financial system. The rigid struc-

-2.6

13.7

83.7
28.5

21.7
24.4

7.5

-3.1

86.7
28.5

22.1
25.2

-7.0

n.6
23.8

21.0
28.0

-6.0

84.1
29.8

19.5
25.5

-9.7

n.1
21.5

16.7
26.3

significantly; prices had been substan

tially freed; and the overvaluation of

the exchange rate had been partially

corrected. But major financial and
structural imbalances remained. and

the Tanzanian economy continued to

be dominated by close to three hun

dred largely inefficient parastatal enter
prises. In 1991. Tanzania accelerated
its structural reforms. particularly those .

in the financial. exchange and tra~e.

and parastatal sectors.

Exchange and Trade RtJorm. The
Government further liberalized the
exchange and trade regime in 1991

and 1992. A far-reaching liberalization

of Tanzania's foreign exchange legisla
tion allowed Tanzanian citizens to

hold foreign currency deposits in do

mestic banks. In April 1992. the Bank
of Tanzania licensed the first foreign
exchange bureaus. which are autho-

0.8

-9.6

84.3
54.6

17.3
26.8

4.3

94.3
63.9

-13.4

Gross official reserves

-8.9 -7.7 -4.0 -0.3 -0.9 0.7 2.1
(percent of .xportl of gooda and ..rvlc.a, and privati tranaf.ra)

External current account deficit
Excluding grants
Including grants

Scheduled extemal debt service'
(Including IMF, before rescheduling) 17.7 55.7 50.6 49.0 42.3 41.5 35.1

(wllk. of Importl)
3.2 2.0 4.8

Government revenue
(before grants) 20.8

Govemment expenditure 34.1
Overall govemment budget deficit

Checks-issued basis
(before grants)

Checks-issued basis
(after grants)

Speeding up Refonns: 1991-92
Five years into the reforms. Tanzania
had regained positive rates of per •

capita GDP growth. Its fiscal position
had improved; the domestic marketing
of food grains had been opened to the
private sector. boosting production

ment credit from the World Bank. it

completely liberalized trade in food

grains by allowing the private sector to

buy and sell grain at freely detennined

prices. Accompanied by favorable

weather. these refonns contributed to

a substantial increase in grain produc

tion and to lower retail prices for

maize and paddy.

Although marketing boards initially

retained their monopoly over most

export crops. the Government passed
legislation to limit their role to that of

marketing agents.

62 February 22. 1993
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A textile mill In Tanzania: the reforms have boosted Industrial production.

CtIrt' of interest rates was replaced by a

~1I1!!1t' maximum lending rate, and the

'lll't'rYISory role of the Bank of Tanza

111J was strengthened. The financial

,r:lOr Wa$ opened to domestic and

!\IT\'I!-'l1 private institutions, and. by

!lllJ-1992. several applications for

bJnklng licenses had been received.

lhe tim private international bank

\!llluIJ be operating by the end of the

tim quarter of 1993. At the same

CII11t'. existing. public financial institu

111lm are being restructured. Notably,

III )992. the Government took a

number of steps to clean up the loan

portfolios of Tanzania's main com
mem.}1 banks.

Para.CfIJfa{ Reform. The large number

of r.1l Natal enterprises. which domi

natt'll che manufacturing and trading

sector~. continued to represent a sub

stantial drain on the Tanzanian econ

omy: In late 1991, the Government

anhounced its intention to divl:st itself

of aU commercial parastatal enterprises.

UI1\'lable enterprises for which a
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buyer could not be found would be

liquidated, while the remaining enter

prises would be sold to domestic or

foreign buyers. The ambitious pro

gram has had a slow start, however,

and few enterprises have been liqui

dated or sold so far.

Agricultural Reform. The further lib

eralization of the agricultural sector has

shifted the focus' from domestic food

crop marketing to the export sector.

Addressing the virtual monopoly en

joyed by the cooperative unions in

marketing and distributing the major

crops, the Government enacted a new

cooperative law in 1991 to introduce

multichannel marketing. in which pri

vate traders operate alongside the co

operatives and fanners can decide to

whom they will sell their crops. The

implementation of the new marketing

system has been slow in some sectors,

however, particularly cotton. Domestic

marketing of cashew n'uts, "on the

other hand, was Jully liberalized in

1992, allowing private traders to com-

pete with the cooperatives In purcha~

ing nuts from the fanners.

Assessing the Refonn Program
The positive impact of Tanzania \ ad

justment program is evident. GDP

grew by an average of more than

4 percent" a year dunng 198h-9~.

mainly because of improved a~ncul

tural performance. Industrial actlviry

has also begun to pick up as an in flo\\"

of funds for imports has improved ac

cess to spare parts and other essential

inputs. Government finances haw

been strengthened by the restructunng

of the tax system, which broadened·

the revenue base considerably, and in

flation has declined to about 21 per

cent from 36 percent in the years be

fore the reform program.

Despite declining tenns of trade. for

traditional export products. Tanzania'$

export volumes increased" dUring

1987-92, largely because of improved

producer prices, better availability of

agricultural inputs, and an expansion

of nontraditional exports, Although

the underlying balance of payments

position remains tenuous, the strong

. adjustment program, supported by the

IMF and the World Bank. led to an

increase in assistance from bilateral

donors and creditors. In addition.

Tanzania was granted repeated (on

cessional rescheduling under the Pari,

Club, including. in 19')2. a mulciyear

rescheduling under its new mellu of

enhanced concessions. condlClonal

upon maintaining an arrangement

with the IMF. The lack of JlTIpw\'e

ment in the current account i$ mdiCl

tive, however, of Tanzania \ contlll

ued dependence on foreIgn sa\"in~","

The Tanzanian Government ha~ ac

tached great importance to pro\"ldin~

social services. It is currently fonllu!Jt

ing a strategy to improve the delivery

of these services. particularly he.llth

and' education and. over the next

three years. will do more to deveh1}'
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human capital. At the'same time. it is

trying to protect the environment by

increasing royalty fees for ~ood.prod

ucts from publidy owned forests.

Despite the achievements of the

past few years, Tanzania's economic
situation remains precarious. Although

central government finances have

been strengthened, the remainder of

the public sector, in particular the
public enterprises and the agricultural

cooperatives. has continued to con
tribute to monetary expansion. As a

result, excess credit creation ,and

accompanying inflationary pressures
have persisted. The balan'ce of pay

ments, although fully financed,

remains heavily dependent on foreign
financing, reflecting Tanzania's con
tinued reliance on foreign savings.

In the next few years, Tanzania will
need to de~pen its structural refonns.

In particular, it will need to tackle

parastatal refonn to improve financial
discipline and rein in inflation. Over

the medium tenn, it must focus on

Tanzania • A Profile

using foreign savings more efficiently

by improving the' productivity of
investment and attracting more private

direct investment. These measures will

help Tanzania overcome its excessive

dependence on exceptional foreign
financing. '

Photo Credits: Denio Zara, page 49,
for IMF; APlWide World, page 51;

.Tanunia Infomution Services. page 63.

T~nia, home to an estimated 25 million peo
ple, lies just south of the equator. The nuinland
stretches from Africa's three great lakes (Lakes
Victoria, Tanganyika, and Nyasa) in the west

to the Indian Ocean in the east,

covering 942,800 sq. kIn.,
and contains Africa's highest

mountain, Mt. Kilimanjaro

(5,895 meten). High plateaus

cover much of the center of the

country, while the north and south are

mountainous. The lakeshore region

around Lake Victoria in northwest Tanza

nia contains about one fourth of the population, reflecting
the area's agricultural fertility. Zanzibar, Pemba, and the
muller Indian Ocean islands add 2,000 sq. km. to Tanza
nia's land area and are home to about 3 percent of the pop-

ulation. T~nia's divene ecology supports

zanzibar cultivation of maize, rice.
wheat, cassava, cashew nuts. cof

fee, cotton, pyrethrum, sisal, tea, and

tobacco, which account for about 60

percent of Tanzania's GDP. The

manufacturing and mining sectors

produce a range of products, in

cluding textiles, processed

foods, chemicals. and gem

stones. Tourism is one of Tanza
nia's more dynamic sectors. About 'a fourth

ofT~ has been set aside as wildlife or forest

reserves. These and other attractions helped boost tourism
receipts by 65 percent from 1985 to 1991.
Tanzani2's currency is the Tanzania shilling. As of end-Jan
uary t 993, the official exchange rate was T Sh 350 =USS1.
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March 4, 1993 Debt Reduction Will Aid Uganda's Econom·y

-Kapil Kapoor

Heavy Borrowing in the 1980s

Today, Uganda ranks among the poor
est countries in the world with a per
capita income of $160. But Uganda was
not always that poor. Its poverty reflects
several years of despotic rule, which
wreaked havoc on the country, and the
collapse of coffee revenues.

When it achieved independence in
1962. Uganda had one of the
most vigorous and promising
economies in sub-Saharan Af
rica. Favored with a good cli
mate and fertile soil, the country
was self-sufficient in food. Both
agnculture and indus try earned
large foreign exchange revenues
and resulted inacurrentaccount
surplus.

But the regime of former
leader Idi Amin radically re
versed the economic and social
progress attained since indepen

dence, and the ensuing evil strife cost
thousandsoflives. Between1970and1980,
Uganda's output fell by 25 percent. ex
ports by 60 percent and imports by one
haU. Large defense expenditures made the
governmentbudget unmanageable which
prompted borrowing,

Much of the debt also traces back to the
collapseof the International Coffee Agree
ment in 1989 which sent coffee export
earnings plummeting. Before 1989, cof
fee revenue totaled $365 million and
paid for 70 percent of the country's im
ports. Now, it brings in $117 million and
covers 28 percent.To makeup for theJost
revenue, Uganda resorted to heavy for
eign borrowing.

Since 1987, the government has been
implementing a comprehensive recov
ery and adjustment program, which
promises over the medium term to reo
store the country's economic health.

vate investment climate, Uganda also
needs to strengthen the financial sector
to help businesses, farms and households,
improve management of public revenue
and spending, improve infrastructure
and make the evil service more effidenl
Environmental issues also need attention.

unlls debt agreement
enables Uganda to
start off with a clean
slate with its trade
su.ppliers/'

government assumed power in 1986, fu
eled largely by the government's pro
gnun of policy reform aM rehabilitation
investments.

Under the program. the government
has placed its exchange and trade system
on a market·based footing, liberalized
import and export proceduresand intro
duced competition into the marketing of
coffee and other crops. Price controls
have been eliminated, tax collection has
been targeted for improvement and in
vesbnent has been promoted through a
new invesbnent code. The prognun has
also helped rehabilitate infrastructure,
reduced the number of ministries and
improved controls on public spending.

Still, Uganda needs to domore,Kapoor
says. To keep growing, it needs to con
tinue to improve macroeconomic man
agement" introduce marketincentivesfor
production and further improve its pri-

Tackling eXleII\21 debt is crucial for
economic recovery in this East African
country of 17 million people. Uganda's
debtllAs discouraged many tradesuppli
ers from selling the country vital imports
like agricultural equipment, raw materi
als and petrolewn.

Despite the shortages, Uganda's
economy has grown on average by more
than 5 percent a year since the current

Debt Strangling Economy

outside of the Organization of Economic
Cooperation and Development It also
includes buyback ofuninsured commer
cial debt and obtaining bilateral donor
assistance fonervicingmulti1ateral debt.

UCANDA.,fro," pog' J

Uganda's debt; money which is owed to
suppliers who sell vital imports to the
country. By buying back the debt, Uganda
sends an "important signal" that It Is
serious about restoring its creditworthi
ness and that it is in a position to 10
l?usiness again, Kapoor adds.

"This debt agreement enables Uganda
to sUrt off with a clean slate with its trade
5uppliersand will facilitate trade because
it writes off a large part of the corruner
cial debt from the country's books. UI am
a supplier in Europe or elsewhere, I now
know that I can sell goods to Uganda and
the government will make every effort to
honor its conunitments to its creditors,"'"
S<lys Kapoor.

The IDA Facility is support
ing the deal with a $13.4 million
granl Of that amount. $10 mil·
lion comes directly from the Fa
cility it.seU and the remaining
53.4 million is contributed by
the governments of the Nether
lands and Swi tzerland. The op
eration is also supported by the
gov~nt of Germany and~
European Economic Community.

The Uganda agreement
marks the fourth time the IDA
Facility has helped severely-indebted
developing countries ease their debt bur
den. The Facility, set up in 1990, has previ
ously supported debt reduc~onschemes
in Niger, Mozambique and Guyana.

The new plan is partofUganda's three
year strategy of tackling its external debt
which is draining government finances.
Currently, the government owes $371
million in arrears and spends far more to
pay off its debt everyyear than it earns in
exports of goods and services. But U the
overall strategy succeeds, Uganda could
cut its debt service payments to less than
one-half the revenue it earns from ex
ports. External arrears would fall to $80
million.

The overall strategy calls foryear-by
year rescheduling of eligible Paris Cub
debt, maximwn annual debt deferral and

. write-off or long.term rescheduling ofar
rears and debt owed to bilateral creditors

I ganda'seconomicdevelopmenthas
'-_) benefited from a new debt arrang~

mentsupported by the lntern.at!onal D~
velopment Association's Debt Reductlon
Facility.

Under the plan, which was concluded
on February 26, Uganda has bought back
$153 million of eligible commercIal debt
outof its total $2.6 billion debt at12 cents .
on the dollar. The deal cuts 6 percent of
the country's total debt, almost one-third
of total arrears and three-<juarters of Its

corrunercial debt.
Although Uganda still faces a senous

debt problem, the new debt d~al helps
the government ease its cash flow sltua·
tion and find support for Its delbl and
economic restructuring strategIes. says
Kapil Kapoor, the World Bank's t.1sk
manager for the Uganda debt buy-l?Jck
operation. ~(..(.~

"Given Uganda's delbt profile. with a
preponderance ofmultila teral de l?t \\'hich
is not reschedulable, every rrullion dol·
lars worth of debt relief helps consider·
ably. It makes life much easier for the
government," he says,

The plan removes a crucial portion of
Sa UGANDA. P"K' ~

Uganda Cuts Debt
And Paves Way

For Improved
Economic Growth

. .._..--_.--..._--_..._.._-------------------
WBN March 4, 1993
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OPINION

The US may be unwittingly
slowing the pace ofreforms in

Kenya by suspending much
of its military and economic
assistance to that country

Kenya Seeks to Please US

To understand how far Kenya has
come, It Is Instructive to remember
that opposition political parties
were Illegal only 15 months ago.

• Stephen D. Hayes served as
director qf external qffairs at
the Jl(Jency J(JT J7Ilemalional
Development in the Bush ad
ministration and was in Kenya
and Somalia in August during
the initial US military airlift qf
Jood inlO SomaUa.

proving the treatment of pris
oners (condition two), and taken
significant steps to rest.ore the In
dependence of the Judiciary (con
dition three) and restore freedom
of expression and ease freedom
ofmovement (condit,lons four and
five).

To Wlderstand just how far
Kenya has come, It is instructive
to remember that opposition p0
litical parties were illegal in
Kenya only 16 months ago. Yet on
Dec. 29 the nation held multi
party elections.

Incumbent President Daniel
arap Mol reta1ned power with a
plurality of 36 percent. The three
maJor oppositlon candidates re
ceived a combined total of63 per-
cenL .

Was the election totally free
from corruption and admin1stra
ttve problems? It was noL Was It
a maJor first step on the road to
genuine democracy? Without a
doubL President Mol was re
turned to power, not because of
any ballot rigging but because the
opposltion was so splintered.
1bat same election saw the defeat

menslon by explicitly linldng the of 15 members of Mol's cabinet;
resumption of aid to the holding opposition parties captured 44
of elections and the acceptance of percent of the seats in Kenya's
international election monitors. parliament - the highest opposi·

Finally, last October Congress Uon representation of any legisla.
passed yet another piece of legis- ttve body in Africa.
Jat10n further changI.ng the steps Yet weeks have passed while
Kenya must take before security the State Department "analyzes
assistance can be resumed. the situation- and continues to

As seen from Nairobl, the chal- . withhold lmportant economic and
lenge of trying to "satisfy" Uncle security assistance from Kenya.
Sam is like playing football with In addition to fostering democ
the goal line moved farther back racy and economic growth, there
after each series of downs. is now another US interest in

Kenya is by no means an open, Kenya: Somalia. There are more
pluralistic society when measured than 300,000 Somall refugees in
against the American yardstick. northern Kenya, and Moi's gov
But It certainly is when measured emment is struggling at great
against most of Its African neigh- cost to care for that tide of hu
bors. Most lmportant, Kenya is manity.
moving In the right direction. The Kenya provided the port facW
government has released Its poUt- ties and airfields from which the
leal prisoners (condition one). It US launched Its military a1rUft of
has made slgnificant strides in lm- food into Somalla last summer.

Looldng to the future, Mr.
Cohen said: "Following the
departure of the US millLary
and various short-term relief
organlzations, It will be the
responslbility of the Kenyan
govenunent to be the first to
respond to any future
crises.... Now is the time to
encourage and prepare the

Kenyans to fully embrace that re
sponsibility.-

Clinton and Secretary of State
Warren Christopher have an op
portunity to send a signal quickly
and clearly. Releasing already-ap
propriated but long-lmPOWlded
ald to Kenya will signal continu
ing strong American interest in
and support of multi-party de
mocracy ln Kenya. That process
only begins with an election, and
the US needs to promote further
ga1ns by ahlftIng Its approach
from the "stick- to the "carroL-

Continuing US assistance will
help Kenya play a stablliz1ng role
in the Hom ofAfrica. Flnally, such
a decls10n will demonstrate that
the Clinton admlnistratlon is re
ally serious about bullding de
mocracy around the world.

By Stepheta D. BcrptI

DURING his presidential
campaign, Bill Clinton
emphasized that a linch

pin of his foreign poliey would be
strong support for strengthening
democratic 1Ilst1tutions around
the world..

President' Clinton now has a
golden opportunity to put some
money where his promIses have
been: Kenya. The new foreign
policy team in Washington - and
the media- are heavily focused,
as they should be, on such hot
spots as Bosnia, Somalia, and
·Russia. But it is itl nations like
Kenya, where the struggle for
genuine democratic and eco
nomic refonns is now joined, that
the United States has an op
portunity to consolidate
some solid advancemenL

Unfortunately, that
opportunity is not being
seized. The State Depart
ment is watching and wait
ing for "signals.- The US
may now be unwitt1ngly
slowing the pace of reforms
in Kenya. In a 24-month period,
Washington suspended much of
its foreign military and economic
assistance to Kenya and changed
the "rules of the game.-

In November 1990, President
Bush signed leg1slatton that es
tablished four aiteria Kenya
needed to meet before economic
and security assistance could be
resumed. In March 1991 the ad
ministration, in response to con
gressional concerns, expanded
the foreign ald suspension to in
clude "prior year- security assist
ance appropriations. In Novem
ber of 1991, the US - in concert
with other donor nations and mul
t1la.teral organizations - sus
pended close to $350 rnllllon in
economic assistance pending. a
series of additional economic and
'''good governance- reforms on
the part of Kenya. \

One month later Congress
passed leg1slation expanding the
original four criteria to five. ~
sistant Secretary of State Herman
Cohen, testifying In June 1992
before the House FOreign Affairs

&Committee, added yet another di-
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'William T. Close.

Mobutu's Bloody Grip

February 12. 1993

The two armies in Zaire plWlder and
kill differently. The soldiers 01 the "reg
uIat' anny have little or no anunWlition.
They loot in Kinshasa's sprawling s1wns
and are as hWlgry and alienated from
President Mobutu Sese Seko as the pe0
ple they beat with rifle butts. They carry

.away their booty on their heads. In c0n-
trast, Mobutu'. we1l-armed Special Presi
dential Division usea tanks and trucks to
haul away the contents of the wealthier
homes belc:lIlM to foteignera or mem
ben of the opposition. Then, dwing the
night, ·Mobutu's elite seal otf the city and
go on • ki11ing orgy against the rest of the
army and their bmiIies. Thus does Mobu
tu "restore order,- leaving hWldreds 01
dead and wounded in a city where there is
DO medical care and DOW DO food. .

In respClIllIe to the kiIlini of the French
ambassador and the CXX1tinucd threat ol

. murder and mayhem. French and Bel
gian troops were once more briefly dilt
patched to protect their citizens in Kin
lhasa. Prime Minister Tahltekedi has
called for the intervention 01 foreign
troops. The High Council 01 the Republic,
the democratic transitional parliament'
beaded by Archbishop Monsengwo, has
been forbidden by Mobutu to meet. MO
butu, ally 01 the United States dunn, the
Cdc! War and friend 01 George Dush, has
once more successfully hammered to •
atandslil1 the process ol democratization
in his starving and bleeding CXlUllUy.

How does Mobutu stay in power?
(l) He uses his Special Presidential

· Divisioo to enforce his will ag~t the
· reat of the army and the ·population,
and he cootrola the National Bank, thua
effectively hamstringing Prime Minis
ter Tshisekedi'. democraticalJy choseu

· aovemment.
(2) He expIoita the persistent IpIit and

antagonisms existing in the opposition
· pcIitical parties hostile to his dictatorship.
· (3) He takes advantaae 01 the. fact that

the U.s. aovemment is ItiII reluctant to
take forthright action to assist the demO
tnlic forces iD ousting him.

No one, not Tahiaekedi or any other
opposition leader, will be able to func
tion as head of a transition government·
so long as Mobulu controls the SPD and
the bank.

The army's discontent and violence are
a we1I-pIanned maneuver by Mobutu to
frighten away the Europeans 50 that,
whatever bru~ methods he uses after
tlY:ir exodus, he can act at will behind
closed doors or cIo5ed frontiers to eJimi.
nate with systematic ruthlesaness aU
those who oppose him. It is wholly in
character for Mobutu to· blame Tshise
!cedi for the army's ki1Iing and looting
over the past few days. He will then have
an excuse to fire him and take over the'
CXlUllUy'with his elite troops to "restore
order: Today, assemblies 01 more than
five people are forbidden, effectively muz
zling the High Council ol the Republic,
and press censorship guarantees that no
articles against Mobutu will be printed.

George Bush ateadfastJy refused to
play an open and forthright role in 0ppos
ing Mobutu's tyranny. He may have had
his·personal reasons for this, or he may
have followed Gen. Brent Scowaoft'a
advice that Mobutu was needed in Zaire
to -DX\trol the army.- This "CXX1lrol' has
pow been aeen to coodone IciIling and
pillaging by the "reguLu'" army, and to
encourage systematic looting Wlder rov
er of darkness by his Special Presidential
Division. President C1inton has atated
that his administration will not coddJe
dictators. Surely the new administration
can declare in the strongest terms that
Washington's pussyfoolini around MoW
N is at an~ Freezing the financial
aasel8-Where~ they may be-of~
butu and his enforcers, and imposing a
fuel embargo on his ~Uy, are meal
~ that need to be taken.

T1u lllriur UII d«lQr 111M spent 16
Years in Ztlirr. He uw j¥rsonal
pJly.rician IQ Mobut" Se# sao lind
dI~1d«lQrIQr lJII CMIgoku IInny.
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OPINION

President M obutu grasps Zairian
purse strings, stashing funds abroad
and managing to outmaneuver those

who desperately seek tq depose him

Zaire's Tyrant Hangs On
By Stne AsJdJl

CAN sanctions influence a
despot who doesn't care if
his people suffer? That's

the question facing the United
States, France, and Belgiwn as
they belatedly try to help the cen
tral Mrican nation of Zaire escape
the grip of one of the world's
most successful embezzlers, Preg.
ident Mobutu Sese Seko.

Diplomats from these three
traditional Mobutu· allies are al
ready discU55ing ways to leverage
a transfer of power to Zaire's
transitional parliament. Regretta
bly, the tactics receiving most se
rious consideration - such as a
freeze on Mr. Mobutu's vast for
eign financial holdings - won't do
the trick.

To act effectively, the West
needs sophisticated understand
ing of Mobutu's system of "klep
tocracy," government by theft.
Throughout his 28-year reign,
Mobutu has treated the Zairian
state as If it were his ·personal
business.

A fonner accounting clerk for
the Belgian colonial army,
Mobutu became army chief soon
after independence in 1960. He
soon made himself a millionaire
by diverting funds donated by the
US and United Nations to pay his
army. My own research, which
draws on confidential World Bank
studies and other highly credible
information sources, suggests
that Mobutu has diverted several
hundred million dollars a year
from Zaire's treasury, foreign-aid
receipts, and mineral-export rev
enues.

Past attempts to restrain
Mobutu ended in ut1er failure.
The last serious fiscal crackdown
carne in the late 19708, during the
human rights-minded Carter era.
The International Monetary Fund
(IMF) sent a strict German
banker, Erwin mwnenthal, to
oversee the Zairian Central Bank.
Mr. Blwnenthal could not stop
Mobutu's Wegal diversions of
Central Bank funds to overseas
personal bank acCOwlts. He left in
frustration, declaring that "the
corruptive system in Zaire, with
all its wicked and ugly manlfesta-

tlons, its mismanagement and
fraud, will destroy all endeavors"
for change.

The most likely future gambit
was spelled out in late February
by US Rep. Lee Hamilton (D) of
Indiana, chairman of the House
Foreign Affairs Committee. He
urged a US freeze on Mobutu's
personal bank accounts, Zaire's
suspension from the IMF, an anns
embargo, and an embargo on
Zairian copper and cobalt. But
these proposals will fail unless
modified and broadened.

Freezing Mobutu's personal
bank accounts will have little im
pact. At. minimwn, he has trans
ferred tens of millions of dollars
to the foreign bank accounts of
his friends and family. The freeze
will be useless unless these indi
viduals also are targeted. An ef
fective freeze must also encom
pass real estate holdings in more
than a half-dozen countries; eq
uity investments in banks, resorts
and other business ventures; the
suspected safe deposit boxes full
of diamonds; and a host of other
assets.

Moreover, an ill-conceived
freeze might keep Mobutu in
power by denying him an exit
route. Mobutu confidantes say he
is haunted by the prospect of a
Marcos-like W\happy exile,
hounded to the grave and beyond
by a new government bent on su
ing him and his family to recap
ture W-gotten wealth.

A FREEZE on bank accounts
is thus both too weak and
too strong. To speed

Mobutu's departure from Zslre,
Belgiwn, France, Portugal, and
other nations where Mobutu
holds property should begin legal
proceedings to seize his W-gotten
holdings. To that stick, however,
they should tie a carrot: limited
inununity from prosecution If
Mobutu relinquishes power and
accepts permanent exile.

Suspending Zslre from the IMF
could be a very slow process. Far
swifter action is needed to· stop
the cash flows that sUstain
Mobutu's day-to-day grip on
power.

The world banldng conununity
must awaken to the fact· that
Zaire's Central Bank, Wegallyoc
cupied by a Mobutu appointee in

cefiance of the transitional parlia
ment, is a rogue institution that
currently serves largely to laun
der diamond-smuggling pro
ceeds. Instead of waiting for for·
mal IMF suspension, all
international funds transfer sys
terns should immediately sever all
links to the Central Bank. In addi·
tlon, a global embargo should be
imposed on delivery to Zaire of
the currency notes, printed
abroad, which Mobutu uses to
pay his army. These two simple fi·
nancial maneuvers could instantly
cut Mobutu's control over Zairian
state purse strings.

An anns embargo is useful but
insufficient, because Mobutu's
power rests on weapons already
in zaire. Mobutu controls the sol·
diers, defying parliament's asser·
tion of military primacy, only to
the extent that he pays their sala
ries. H some Western nation gave
zaire's parliament enough funds
to meet the army payroll, most
soldiers would speedily switch
their allegiance.

Because Mobutu's destructive
regime has already brought the
copper and cobalt mines to a vir
tual standstill, diamonds are the
conunodity to embargo. This
won't be easy, since any smuggler
can carry several hundred thou
sand dollars worth in his or her
pocket. Nonetheless, authorities
in Antwerp, Tel Aviv, New York,
and other maJor diamond cutting
centers should have relatively
little difficulty pinpointing the
maJor buyers and sellers of
Zairian precious stones. H an em
bargo were coupled with close
observation of Mobutu's cus
tomers and harsh prosecution
when violators are caught, they
will quickly turn to other diamond
sources.

These proposals lack prece
dent in the history of inter
national economic sanctions. Yet
nothing less will succeed If the
world really wants to help the
Zairian people escape Mobutu's
grip. Nothing less can save zaire
from the murderous civil war that
will soon begin if Mobutu cannot
be removed by peaceful means.

• Steve Askin is co-aUlhor, with
his wife, Carols CoUins, qf a
jcmhcoming book titled ·Zaire:
The ThiUt qf a NalUm, ..



ItmmIIl. BY MELINDA HAM

More than.a year after democracy came to Zambia, living standards have fallen,
health and education programs have deteriorated-bu~ economic reform is on track
and Zambians have easily embraced anew democratic culture. While the govern-

YEA ..R
ment of Frederick Chiluba (below) pledges to try to mitigate the effects of struc~u ral
adjustment, even critics admit that the building of ademocratic society takes ~ime.

ON
JJ

ust over one year has elapsed since trade union.
leader Frederick Chiluba stood on the steps of
the Lusaka supreme court, beside white-wigged

. judges swathed in black and red robes, and was
-sworn in as Zambia's second president since

independence from Britain in 1964.
In that one year, Chiluba'sMovement for Multi~party

Democracy (MMD) government has made major eco
nomic strides in the midst of the worst regional drought
this century and initiated a new democratic culture pro
moting freedom of speech and expression for every citi~

zen. , .

But few of Zambia's 8 million people have benefited
materially from the new government Most people's liv
ing standards have rapidly deteriorated and literally mil
lions have been impoverished. Few improvements have
been made in health and education, which remain in a
state of decay.

As Fmance Minister Emmanuel Kasonde admits, "Our
government has not been sufficiently sensitive to the
social effects of the structural adjustment program. We
have been trying to lay the foundation for economic



growth, but our success has been at the cost of human
suffering."

Kasonde also points out that his government started
from a severe disadvantage: "'The MMD inherited a dis
mal economic scenario. Zambia had a bad name, few
international friends, and an uncertain future."

Just weeks before the October 31, 1991 election, the
World Bank had frozen aid to former President Kenneth
Kaunda's government and other donors followed suit,
while the country's international debt stood at $7.5 billion. ..-.'-.-.~';~;' .:.~! ,--:' .
The treasury was empty, social Melinda Ham

services were collapsing, and \ liu.uc: ¥'''IO~NC ~
Shong8 1~[)E"'DCriACil:·I••~

giant state companies controlled steel ""-..,t~5tl~E
80 percent ofthe economy. _\ limit ed ~~g~~oryr., the World Food Prugram, says that

But Chiluba's government Zambia has "the most successful
wasted no time and within a drought relief program in southern
month in office, it had begun Africa." Chiluba declared a national
restoring relations with donors, emergency weeks before any other
the World Bank, and the In- affected country and Agriculture
ternational Monetary Fund. At Minister Guy Scott began ordering
the March Consultative Group the 1 million tons of maize needed to
meeting in Paris, Zambia re- feed the people.
ceived pledges worth a stagger- .---- Much of the imported maize is -
ing $1.2 billion and is currently the largest recipient of being sold commercially. The 1.7 million people who had
British and Japanese aid on the continent. Then at the total crop failure are not receiving free hand-outs as they
Paris Club meeting in July, bilateral donors cancelled would have under Kaunda's government. Instead, 26 com
$950 million of Zambia's international debt. mittees of the program to prevent malnutrition (PPM)

"Zambia held democratic elections just at the time have been set up by church groups and non-governmen
when most donors were rating 'good governance' high as ' tal organizations in the worst affected areas to administer
a condition for aid. It was Zambia's lucky coincidence," the aid through "food-for-work."
says one Euro'pean dipiomat. These programs are organized frem the grassroots

The government has bravely implemented its struc- upwards. Village headmen discuss with their villagers
tural adjustment program agreed upon with the World which projects are the priority in their area, such as
Bank and IMF: All subsidies, even on the staple food, repairing roads, digging boreholes, building clinics and
maize meal, have been cut-a move which caused riots schools, or fixing dams. Then the villagers work five
under Kaunda-as the government turns the economy days a week and get paid with a ration of food to feed five
over to free market forces. people.

Industries and factories now can easily obtain foreign Although at first glance these programs may seem like
exchange to import spare parts, machinery, and raw chain-gang labor, the people who participate are very
materials, and shops are filled with imported goods, from enthusiastic and they have contributed to the MMD's
cassette players to Italian olives. popularity in the rural areas.

The government has also taken initial steps toward pri- "Our community will have something lasting to show
vatizing the 152 state companies by passing a Privatiza- for our effort as well as us all rec'eiving food equally.
tion Act and opening bids for the first 17 companies, Under Kaunda, you only got food if the village headman
which include a jeweler and an agricultural equipment liked you," says Nelson Mulongo, a farmer whose total
dealer. The response-,more than 320 pre-tender applica- peanut, sunflower, and maize crops failed and 16 of his 20
tions-was unexpected. All state companies eventually cattle died in the drought
will go, including Zambia Consolidated Copper Mines, Scott attributes much of the program's success to the
which earns 95 percent of the country's foreign exchange democratic environment "If people in some areas are not
annually. Foreign investors have flocked into the country, receiving enough food or if there is corruption, they go to
bringing with them more than $200 million of new invest- the media and shout about it So, far, not a single person
ment ' has died of starvation. But on the flip side, some issues

"Our single biggest achievement is to have continued have also been blown out of proportion."
to implement our structural adjustment program at the But the response to the MMD in the urban areas,
same time as administering drought relief, without one where more than half the population lives, is not as favor
program tampering with the other," claims Vernon able. The government has failed to control inflation which
Mwaanga, minister of foreign affairs. has spiralled to over 120 percent-double the target-and

Tony Mornement, the Lusaka-based representative of the kwacha has been devalued to one-fifth of its previous

39 Jan u a r y / Feb r u a ry 1 993
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worth in the last year. Wages have not kept pace, so most
people struggle to buy even the most basic goods.

Margaret Nkunka is a cleaner in a downtown Lusaka
office and a widowed mother of three. She earns·about
$44 a month and spends about two-thirds on
food-mealie meal, vegetables, and the occasional piece
of meat-and the remaining third on rent "I have nothing
left to save and if I have to buy a school uniform or some
thing else I'm in trouble," she says.

In line with the structural adjustment program, the
government is rationalizing the over-bloated civil service
and the Zambia Consolidated Copper Mines, which will
involve the retrenchment of more than 25,000 workers.
This, combined with the inevitable redundancies when
str. te companies are sold-which could run as high as
45,000 workers-will cause untold suffering for thou
sands of Zambian families.

Health services and education have not received the
attention that the MMD promised in the election cam
paign. Some hospitals have more drugs and schools more
desks, but despite these negligible physical improve
ments, the crumbling infrastructure remains unchanged
and more emphasis needs to be placed on training teach
ers and on increasing the motivation of medical personnel
and improving conditions of service.

In November, the country was hit by a national disaster
when over 500 people died of cholera in the copperbelt
town of Kitwe over two weeks that could have far-reach
ing political implications. It was Zambia's worst cholera
uutbreak in one area in such a short period of time.

The health minister, Dr. Boniface Kawimbe, blamed
the epidemic on broken-down equipment at the sewage
and water treatment plants and a lack of chlorine. But fin
gers also were pointed at Minister of Local Government
Michael Sata forJailing to nip the epidemic in the bud by
repairing the water system before the onslaught of the
rainy season exacerbated the crisis.

ZCCM took over the water works to do emergency
repairs and chlorinate the water, while army trucks car
ried the dead from the congested mortuaries to burial in
mass graves in Kitwe cemetery.

In an open letter to President Chiluba in the state-run
Zambia Daily Mail, Lusaka resident Rosemary Nsofwa
said: "If health is not a priority in Zambia today and if you,
Mr. President, cannot mourn for all the human suffering
we are facing, you are not fit to be our leader. Resign."

F'mance Minister Kasonde promises that the 1993 bud
getwill give "a larger slice of the national cake" to both edu
cation and health, and that Zambians will be given a "peace .
dividend" as defense spending-for a country which has
never fought a war-will be drastically cut

The official opposition, Kaunda's United National Inde
pendence Party (UNIP), which has 25 of the 150 parlia
mentary seats, claims that politically the MMD has made
little progress toward democracy. UNIP spokesman Rab
bison Chongo says, "Zambia can be credited as a model of
democratic and peaceful transition in Africa, but we are
not a model of democracy in action."

And to some extent, some Western donors agree. '1l1e
MMD has achieved economic wonders in very adverse
circumstances in the last 12 months, but all the ingr~di

ents of a democracy are notin place," says one.
Fred M'membe, the managing editor of the only pri

vately owned newspaper, The Weekly Post, argues: 'The
MMD has achieved a lot It has created a new democratic
culture where any Zambian is free to say what he wants,
but the government is also free to challenge him back."
The cost of this freedom is the dozens of libel writs which
have piled up against The Weekly Post, but M'membe says
smiling: "We haven't lost a libel case yet"

One problem is that thf're is little credible opposition to
the government in any form. The only two daily papers
and the sole television and radio station remain in govern
ment hands, although there are plans Lo privatize them
soon. The church-owned National Mirror and The Weekly
Post representthe only independent press and their circu
lation, like those of all newspapers, is decreasing because
of the decline in readers' purchasing power.

Although· there are more than 30 small opposition
parties, none of them have a substantial following or
offer alternative policies to the government. UNIP is the
only one with any· national structure and it was so heavi
ly discredited and defeated in last year's general elec
tion, it is unlikely to make a comeback for some years.
Lobby groups are few and ineffectual on major policy
issues. Trade unions-formerly the only opposition in
Kaunda's one-party state--have lost· a lot of steam now
that their charismatic leader, Chiluba, is the national
president

The police are another area of concern, as they still
retain wide-reaching powers under the Preserv~.Ljon of
Public Security Act to ban demonstrations, which the
MMD promised to repeal. At least 30 criminal suspects
have also been shot dead since January, which demon
strates blatant disregard for basic rights.

One diplomat said: "We are concerned about Zambia's
slip-ups on human rights. But in comparison to some
other African co,unbies, Zambia's abuses are nothing to
lose sleep over."

So the MMD has survived united through this first
year of the political teething pains of democracy, even
though many critics thought the disparate movement of
church leaders, trade unionists, and businessmen would
fall apart after it ousted Kaunda.

Only two out of 27 cabinet ministers have resigned and
both on unsubstantiated claims of corruption. The former
minister of works and supply, Ephraim Chibwe, also was
sacked for accepting kickbacks on contracts, while the
former minister of information, Stan Kristofar, was fired
for making racist remarks.

As M'membe says: "Because of donor pressure, the
MMD had few options to choose from, butthe route they
have taken seems to be the best The government must
battle to look after those impoverished by economic
reforms, and respond to public opinion. There is no other
way in a democracy." a
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Civil war and famine in
the Sudan Iwve driven
100,000 members of tile
Dillka tribe from their
homes in tile south of the
cOl/ntry. These Dinka
(top, left and below,
pausinll ina friendly
vilJalle) crossed the Nile

. en route to a site wllere.
with help from a German
aid organization, they
carved a camp out of the
busll. Most of the area is
controlled by the rebel
Sudan People's
Liberatton Army, which
is fig/l/ing the Islamic
fundamentalist military
regime in Khartoum.

Disaster ir
TheSudar

By Lori Grinker

P
ope John Paul II, in a visil I
Sudan on Wednesday, drew,
lion (0 whal had been vir!
invIsible: Ihe 10-ye.ar civil \\
Ihe Chrisllan and animisl
Ihal far OUISlrlpS even

slaughler in (he former Yugoslavia. n
dala are hard 10 come by, specialisLS eSlI

lhal lhe violence, aggra'
by famine, has laken as r
as 600,000 lives and upn
al leasl 6.75 million peopl

"The world was lale In r
Ing Ihe Somalia disasler,"
Afnca Walch, a human r
orgal1llallOn. .. Meanwhil
comparable disasler has
unfoldmg in lhe Sudan,"

I vislled lhe soulhern S
in October and saw mlgr
members of lhe Dinka I
displaced by lhe fighling
Irylllg III escape hunger, S

a monlh on fooL seeking s~

The famme has resulled
nalural condilions, Ihe wal
fallcd Governmenl agncu
al policies. In 11I0s1 villag,
Ihe soulh. Ihere is no rUI"
waler, no eleclricuy ani
currcncy.

The Iragedy of families
Illg \0 flee (he war zone IS '

plicaletl by Ihe inlense el
flghlll1g among nval I

gruups and Iribes in Ihe Sl

The Dinka who were I

viewed said Ihey were flf
massacres Illfllcled oy

PhoCO&UllhJ by LOri Lnnker
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To keep malarial
mosquitoes away. a
Dinka tribesman burns
cow dun~ (above); many
Dinka lost family
members and cattle in
raids by another tribe. .
the Nller. Sume children,
too weak from
malllutrition to walk, are
carried by ot/Jers (lower
left). With no tools, a
Dinka (lower ri~ht) bites
off s()r~hum,which a
farmer ~ave /Jim in
e"c/Jall~e for weedill~.

War, famine
and six million

uprooted.

Nuer tribe because of tribal
and political differences. They
told of the Nuer throwing gre·
nades in huts, disemboweling
victims and· smashing chil
dren's heads before throwing
them down wells.

Most of the Dinka were
dressed In rags and many were
naked. I saw one woman
clothed In a circlet of leaves.
They said theyfelt ashamed to
be seen thiS way.

The plight of the D,inka and
othcr Sudanese exemplifies
what the French organization
Medecins Sans Frontieres
(Doctors Without Borders)
had in mind in its recent book,
"Populations in Danger."

It said the Sudan "has be
come smothered by a curtain
o( sllerK;e: the faint echoes
which reach u~. have become
almost inaudible. Nevertheless
all evoke massacres, famine
and forccd displacement of
population." It continued:

"The indifference of the international commu
nity to thc tragedy can only cncourage the
'final solution' to the Sudanese problem."

The Sudan declared ilsclf an IslamiC nation
In 1991, two years after the military regime of
Gen. Omar Hassan al·Bashir came to power in
a coup. The regime il) Khartoum in the Arab
north has fought the Sudan People's Liberation
Army In the African south since 1983, when
Islamic law was first Imposed on the country.
The country of 26 million people is primarily
Muslim; the Vatican says it has two million
Roman Catholics.

Lori Grinker, a photographer .with Contact
Press Imuges, has visited Africa five times.
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Ivary Coast's Sad Story

..._.1-...;.1....._.....1'-- -+

By 5tepheD D. Baye.

T HE Agency for Interna·
tional Development is an
agent')' that has, almostlil·

erall~'. been studied to death, Last
month Clifton Whanon, the new
depuly S(,l'rt'tar}' of state, an·
noulll'l'd yet another 'special' 90
da}' study of the United States for·
eign aid program.

Beforl' concluding their reo
\;e\\" Mr. Wharton and his col·
leagues would do well to look
clol;el~' at the case of the Republic
of till' h'o/)' Coast. The economic
saga of that country forcefully i1.
lustrates what has happened in
much of the third world in the last
decade, and where the West
should - and should not -look for
solutions.

Tht' story stans in the 19605,
'With strong encouragement from
the Wurld Bank, the International
Monetary Fund, and other West·
ern institutions, Ivory Coast set
out on an an\bitious course to
grow and export coffee and co
coa. The program worked, and
Ivory Coast became a 'country
that worked:

By the mid 1970s, the coun·
1I)"s gross domestic product was
gro....ing at nearly 8 percent annu·
all}'; Abicljan, the nation's capital,
was becoming a modern, regional

conunercial center, and Ivory
Coast had the best road system in
all of sub-Saharan Africa. By
1978, Ivory Coast was the world
leader in cocoa production and
was third in the world in coffee
production.

Foreign exchangl' earnings
supported infrastructure and eco
nomic development and the '1'0'0
rian Miracle" was recognized
throughout the world.

But something happened on
the way to prosperity. The bottom
feU out of world coffee and cocoa
prices. By 1982, the price of
Ivory Coast's exported coffee
stood at $1.20 a pound, com·
pared with S3.40 in the mid
19705. Except for a brief u~ing
in prices in 1985·1986, both cof·
fee and cocoa sales continued at
low levels.

WHEN I met with Charles
Gomls, Ivory Coast's
ambassador in Washing·

ton. he had just been on the tell"
phone with his consul general in
New York, who reported that cof·
fee prices on the New York ex·
change had fallen to BOcents a
pound - less than 25 percent of
the market price 15 years ago.

The result of all this was pre
dictable: Ivory Coast's public ex·
ternal debt Is a staggering Sl4
billion. The country has experi·
enced six consecutive years of de·
clining gross domestic product.

Per capita Income has dropped
from Sl,150 in 1981 to around
S700 today. In short, this once·
shining example of market vitality
has plununeted from a nation on
the move to a nation in cr\l;i:l.

What, If anything, should the
US and World Bank do about
Ivory Coast and the other Ivory
Coasts of the world? A more nexl·
ble and creative approach to ·pro·
viding assistance' is needed.

Ivory Coast Is currently losing
about S2 billion a year because of
depressed export earnings. Mr.
Gomls points out that if world
market coffee and cocoa prices
would rise only halfway back to
their earlier levels, his nation
could fund all the US economic
assistance to the African conO·
nent and still have some $220
million for internal development.

Al the moment, the World
Bank Is withholding Important
loans to Ivory Coast while bank
official are pressing Abidjan to
devalue Its cunency.

Everyone ialows the currency
Is over·valued, but Ivory Coast
participates in a currency regime
with 12 other West African coun·
tries. Their franc is pegged to the
French franc at 50 to I, and Ivory
Coast does not have the power to
unilaterally devalue Its currency,
even If It wanted to. In the mean·
time It walLs for World Bank n·
nanclal support.
, No one can wave a magic wand

and instantl}' produce what I\,ory
Coost really needs: higher com·
modity prices, But the new VS ad·
ministration should understand
thaI If It Is to provide meaningful
help, It will not be with the stand·
IU'd package of development 'pro
jects:

Real help will come In the form
of creative financial approaches
and debt relief through the ....iJl·
ingness to at least sit down and
talk about a possible US-h'o/)'
Coast commodity purchasing are
rangement.

In the short term, the Clinton

stale department ....."uld ab" f! ..
weU to strongl~' SUlo:J.:l',,1 Ihal II",
World Bank unlink l'urr"IJ("\ ,10,·
valuation dt'mand" frolll )I";'llill>:
loans. EVt'/)'un,· i" III f"n,r lOr
long-term stru('tural acljll"lllI"Il!
But without shon'Il'r1n rl'li.·1. th,'
governing institution,. thaI ""n I, ,.
cus on the long INlll will 1111'111'

selws be under SIl'!!",

.StpplWII D. Jlo//." .\1'''' , ../ r;,

dil'f'ctol" of (',ffl,,'/IIII l!l)lIi" 1/'

till' ."oyl'l/C'y fu,. l"f""/llIfl""".
Del l('(upml'lIf ill f!le B""t, /Ill·
millistratiull.
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AID Requests PVO Input on Zimbabwe and Ethiopia
Before leaving on a three-week study mission to Zimbabwe
and Ethiopia, an AID team of development planners and
policy makers recently met with a large group of InterAction
members that have programs in these African countries. The
InterAction Africa Liaison Project staff arranged the gathering
in response to a request from Margaret Bonner, director of
the Office of Development Planning in AID's Africa Bureau.
The purpose of the meeting was to provide a forum in which
US-based PVOs could have input into AID's strategic
planning process for Zimbabwe and Ethiopia.

Bonner explained that AID missions, in keeping with AID's
focus and concentration policy, have been asked to identify
two to four specific objectives that will limit the scope of
their mandate and the programs they support. Since PVOs
looking for AID mission funding will have to submit propos
als which are consistent with the mission's objectives, Bonner
encouraged the representatives to identify which issues AID
should address in Zimbabwe and Ethiopia as well as any
recommended· changes in direction and priorities. Bonner
indicated that AID planning staff are especially interested in
PVOs' experience working at the grassroots level because it
complements AID's work at the policy level. In addition, the
AID missions in Ethiopia and Zimbabwe have been advised
to establish a dialogue with local NGOs to solicit their
suggestions for the missions' future plans and objectives.

The participants at the meeting then outlined the' challenges
their organizations have encountered working in Zimbabwe.
Kevin Lowther of Africare stated that when they first
implemented water, sanitation and agricultural projects four
years ago, restrictions imposed by Zimbabwe's government
made it impossible for PVOs working there to. receive
funding from bilateral agencies such as AID. All program
funding had to be obtained from private, non-governmental
sources. Later, during the time of the drought, the
Zimbabwean government became more flexible about
allowing PVOs to accept AID funds.

When asked about NGO counterparts in Zimbabwe, several
PVO representatives agreed that there are some strong NGOs
with whom the PVOs have had a positive working relation
ship, especially with regard to drought relief· programs.
Particular mention was made of the National Association of
NGOs (NANGO), an NGO consortium in Zimbabwe, and the
Organization of Rural Associations for Progress (ORAP). A
number of the meeting participants also characterized the
relationship between foreign PVOs and Zimbabwe's regional
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and district government offices as being cooperative.

While thePVO representatives described successful_partner
ships with Zimbabwe's NGOs and local government, they
also emphasized the need for improved communication in
Zimbabwe between PVOs, NGOs and bilate·ral agencies.
Suggestions regarding the type of information to be collected
by, and disseminated to, all these organizations included: US
government policy and programs in Zimbabwe; resources
available to PVOs and NGOs; and AID's goals and objectives
in Zimbabwe. Additionally, it was recommended that AID,
or an agency funded by AID, in Zimbabwe should assume the
leadership role in bringing together PVOs and NGOs with
representatives of the donor community.

When the discussion turned to the situation in Ethiopia, there
was a consensus among the meeting partidpants, including
the AID personnel, that attention has now shifted from
emergency relief to development. AID and PVO programs
and funding. are now being targeted to respond to this
transition. Bonner gave ·the example of how the AID
Ethiopia mission is now relying less on food for relief
piogra~ in favor of food for work programs, She also said
that with respect to Ethiopia, which represents AID's largest
program in Africa, AID has two simultaneous planning
processes currently underway. O:le is focused on Ethiopia
and the other on Eritrea, where AID has a staff member.
According to Amdetsion Kidane of the Eritrean Relief
Committee, there are still an estimated 200,000 internally
displaced people in Eritrea in need of resettlement assistance.

Other PVO representatives then offered ideas regarding the
ways in which AID's programs and policies in Ethiopia could
be most beneficial to the PVOs and NGOs during the
transition from relief to development. Several participants
highlighted the importance of AID drawing upon their
experience in other countries - Malawi was mentioned as one
success story - as well as their record of close cooperation
with the NGO community in Ethiopia, to provide guidance in
the area of institution building. It was suggested that
technical assistance and funding be used to strengthen the
infrastructure of municipal institutions and local NGOs in
Ethiopia, and that AID personnel conduct more field visits to
best facilitate these activities.

A follow-up meeting will be scheduled in the coming weeks.
For more infonnation, contact Lisa Freund Rosenblatt at
InterAction, 202/667-8227.

Monday Developments

\



A Quiet Emerge~cy is Brewing in Rwanda
AI a recent InterAction •.
meeting. Levonne Harrell,
an operations 'officer at the
Office of US Foreign
Disaster Assistance,
briefed InterAction mem
bers on the current emer
gency in the central Afri
can nation of Rwanda. In
just the past few weeks, a
renewed wave of fighting
in Rwanda has resulted in
a tripling of the displaced
population within this
small central African na
lion. One million people
- a fifth of the population
of this most densely popu
lated country in Africa 
are currently living in
crowded displaced persons
clmps,

Displaced Rwandans are crowded loto camps with IIUle rood or other supplies. A recent Stale Department
cable warned the situation Is "building to a catastrophe." Photo by Levonne Harrell

/

A US State Department
cable dated February 24
reports' that "the food situation among the displaced is
untenable and is building to a catastrophe. We need strong
intervention now." It is estimated that less than 25 percent of
the food requirements are being met.

In the turmoi I during 1959-62 leading to independence,
representatives of the majority Hutu - now 87 percent of the
population - took control of the government from the Tutsi,
whD lIa'd been politically dominant despite their minority
slatll". More than 20,000 Tutsi were butchered in the power
struggk, and several hundred thousand persons fled as
refugees to all surrounding countries. In October 1990, a
force of exiles composed mostly, but not exclusively, of Tutsi
invaded Rwanda from neighboring Uganda. This precipitated

Mozambique Foreign Ministerto.',Meet PVQs

Dr. Pascoal Manuel Mocumbi,' MiniSter for ForeIgn
Affairs of the Republic of. Mozambiq~e.:will;be~.in
Washington, DC the week of April '5!~n4:bas request;.
ed a meeting with pyas. Forfurthe(~,i~for;mation;..call ..
Gerry. Dyer at InterAction..~",
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a vicious war which has left the rebels in cDntrol of much 01

northem Rwanda.

Despite human rights abuses against civilians. a cease fire
between government and rebel annies had remainl'd in effeci
since last July, and multi-party talks on power sharing
reached an accord last month. The pact would likely ltaVt'
led to multi-party elections. were it not for violl-llce In
Rwanda's C<1pital of Kigali initiated by supportt'r.- 01 111('

ruling party. In the wake of this rampagt\ rcm'w'ed fighling
and violence against civilians erupted. and till' peace prm:es:'>
was scuttled.

Non-govemmental organizations are the backbone of thl'
distribution system, delivering food, blankeL'i, shelter lila lerial.
and other supplies. NG<?s currently working in {Rwallda
include CARE, Africare, Doctors without Borde~. Ihe Red
Cross and others. The US government has donated non-foOlJ
supplies such as plastic sheeting for shelter and hlankt'L.;.
Other donors, such as Canada, France, Belgium. and lilt, EC

have also contributed food and other supplies. Sl'vrral UN

organizations are involved. including the World Foou
Programme and UNICEF.

Morula)' lJt:ve!opmcnl.,
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China's Open Econotnic Zones Are Speeding Its
Transformation to a Market Econotny

A view of Shenzhen, the site of one of the four original Special Economic Zones.

-- ne of the key aspects of China's re-

form efforts, initiated in 1978, has
___ been the opening of its economy to

promote modernization by using foreign cap
ital and technology and by stimulating ex
ports, A critical element of the Govern

ment's strategy to alhieve these goals has

been to designate a number of clearly defined

areas as "open economic zones" in which
outward-on'ented activity will be promoted

throllgh foreign direct investment and trade.

In the following article, Michael Bell

and Simon N'guiamba of the IMF Cen
tral Asia Department describe the various
forms of open economic zones in China,

their performance, and their impact on the
Chinese economy in recent years,

The policy to open up China's

economy has been implemented in

four stages. The first stage involved

the establishment of four Special Eco

nomic Zones (SEZs) in 1979-80. The

SEZs were to be more ambitious in

terms of policies, activities, and geo-

graphical coverage than traditional ex

port-processing zones. They were to

promote production for export and fa

cilitate imports of advanced technol

ogy. In due course they came to serve

as "laboratories" for experimentin~

with. market-oriented refonns. Enter

prises operating in the SEZs were of

fered preferential treatment in tenns of

taxation, import licensing, and tariffs.

During the second stage, which

began in 1984, these policies were ex

tended to other areas: 14 coastal cities

were authorized to establish "open

zones" within their jurisdictions. The .

third stage involved the. establishment

of Hainan island as an SEZ in 1988 and

the opening of the most ambitious of

the economic development zones 

Pudong New Area (in Shanghai)-in

1990. In the last stage, which followed

senior leader Deng Xiaoping's initiative

in early 1992 to accelerate economic

reforms. preferential policies were ex-

ten~ed to cities in inland prov1l1ces

particularly those alon~ the Y,lngrze

River valley-and a number of cities

mainly on China's nOrthe,lstern horders.

Special EconoITlic Zones

TIle OriginalSEZs, Ease of access to

foreign markets was the baSIS for

choosing the locations for the lOll r

original SEZs, which remained the

only open economic zones in China

through 1984. Three of the four are in

Guangdong province: Shenzhen (near

Hong Kong); Zhuhai (near Macao):

and Shantou In the southeastern

coastal area of the prm'lI1ce. The

fourth is located in Xiamen 111 the

southeastern part of FUJlan provinct',

An important difference bt,tween

the SEZs and other areas of China i~

that investment decisions taken 111 tht'

SEZs are largely outSide the State

Plan. Local authorities in SEZs are al

lowed to offer preferential policies [0

foreign inves[Qr~, to develop their

own infrastructure, Jnd to undertake

other investments. provi~ied the\' can

raise the funds, Enrerprist's III the

zones may also make their own lnV~st

ment, production, and rmrketlll~ de

cisions. This relativ'e JutOnllll1Y ha~

been an important factor in attracting

investment into the SEZs-both from

other areas of China and from abroad,

Enterprises operating III the znne~

comprise:

• state enterpnses, lI1c1udlllg those

owned by local authoritlt's Ill' by ;lll

thorities of other provinces: ,lI1d

• foreign-funded enre'1lf1ses (FFEs).

including wholly owned CJlrt·'1,mcs.
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.... Open coastal cities

• Newly opened Inland cities

equity Jomt ventures, and
contractual joint ventures (en
terprises managed by foreign
partners under contract).

FFEs operating in the
zones generally make their
own decisions with respect
to their organizational and
personnel structures, wage
systems, and the hiring and
firing of employees. With the
authprities' approval, they
may sell part of their output
in the domestic market.

FFEs enjoy a tax holiday for
the first two years. During the
next three years, they pay 7.5
percent tax on their profits.
Subsequently, they (as well as
domestic enterprises in the
SEZs) are subject to 15 percent tax.

The tax rate outside the SEZs is 33
percent for FFEs and 55 percent for do
mestic enterprises.

During 1980-85, starting from a
very low base, the four original SEZs
attracted substantial foreign direct in-

.vestment to develop their basic infras
tructure and to initiate industrial pro
duction. In 1985,' for instance, they
accounted for more than one-third of
all actual and planned equity· joint
ventures in China. Their performance
was also impressive in subsequent
years in terms of exports, foreign di
rect investment inflows, and industrial
output: between 1987 and 1991, the
value of their exports more than dou
bled to $9.6 billion (about 13 percent
of China's total); their contracted for
eign investment increased eightfold;
and their industrial production rose by
more than 35 percent in 1991 alone.
Provisional data for 1992 indicate sub
stantial further increases in activity.
Hainan. Hainan island, which was one
of the poorest regions of China
through the mid-1980s, was desig
nated a "special area open to foreign
investment" in 1983. However, it re-
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mained unable to attract foreign in;.
vestment mainly because of poor in
frastructure. But as labor costs rose in
Guangdong, Hainan-with its abun
dant cheap labor-developed into an
attractive site for foreign investment in
labor-intensive activities.

In 1988, Hainan· was designated
China's largest SEZ and .began to
focus more on export promotion and
on attracting foreign investment. Its
preferential policies are more generous
than those of the other SEZs. For ex
ample, it is one of the few areas where
foreign exchange earned thr~ugh mer
chandise exports and other business
transactions can be retained in cash,
regardless of ownership. Among its
other advantages are low land prices
and policies that pennit free move
ment of goods and capital.

Hainan is experimenting with a
market-oriented system of economic
management. One aspect is that trad
ing in land-use rights is permitted: the
authorities can lease land owned by·
the state for up to 70 years, and do
mestic and foreign investors are al
lowed to engage in land development.
Its (authorities are empowered to ap-

BEST AVAILABLE COpy

prove projects whose total investment
is less than $30 million. They may also
issue bonds with the approval of the
State Council.

During 1988-91, Hainan's eco
nomic development accelerated. It at
tracted substantial financial inflows
from other provinces and from
abroad, its exports more than doubled,
and its per capita income caught up
with the rest of China. By the end of
1991, it had approved the establish
ment of more than two thousand for

eign-funded enterprises with a total
~alue ofcontracted foreign investment
amounting to $394 million.

Open Coastal Cities
Encouraged by the success of the orig
inal four SEZs, the Chinese Govern
ment decided, in April 1984, to open
14 larger, established coastal cities to
foreign trade and investment. At the
time they were chosen, these cities
were relatively well developed in
tenns of industry, infrastructur,e, and
technical and managerial expertise.
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The authorities of the 14 coastal
cities can approve construction andjn
dustrial projects involving foreign in
vestment that does not exceed $5 mil
lion ($10 million for Dalian and $30
million for Tianjin and Shanghai).
Nonmanufacturing projects invc:>lving
foreign investtnent are not subject to
upper limits but must be financed
mainly by foreign resources.

The coastal cities offer foreign in
vestors most of the preferential poli
cies prevailing in the SEZs. The main
difference relates to the corporate in
come tax, which is .generally 24 per
cent in the cities, although some types
of projects are eligible for lower rates.

Certain areas within most of the 14
open coastal cities have been desig
nated Economic and Technical Devel
opment Zones (ETDZs). These zones
are often located near the harbor and
are designed to provide basic infras
tructure for the establishment of new
enterprises. The ETDZs enjoy the
same tax concessions as those offered
in Special Economic Zones; these
concessions are limited in other parts
of the coastal cities.

The economic perfonnance of the
14 coastal cities has varied. Although
industrial growth in 8 of them was
higher than the national average dur
ing 1984-90t that in all' the cities
taken as a group was well below the
national average. The dollar value of
the citiest exports (excluding exports
from ETDZs) rose by 10 percent m
1991 and by about 15 percent in
1992--close to the national average.
The value of foreign direct investtnent

Photo Credits: Denio Zara and
Padraic Hughes for IMF; pages
113t 123, and 125. Shenzhen In
vestment Guidet page 114;
Pudong Development Office of
Shanghaitpage 117.
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contracted by the 14 cities increased
by nearly 35 percent in 1~91 (com
pared with the previous year) and then
threefold in 1992.

The apparent contrast between the
slow indusnial growth and the rapid
export expansion in the 14 open
coastal cities reflects their' initial rela
tively low: level of exports and the ob
solescence. of many of their long
established indusnies. It also indicates
that the preferential temu offered in
ETDZs have been more, effective in
increasing exports than in expanding
industrial capacity.

Pudong New Area
Chinats policy of encouraging eco
nomic openness. progressed further in
April 1990t when the Pudong New
Area of Shanghai was selected to be
come an open economic zone that
would enjoy poli.des more flexible
than those already in force in the four
original SEZs. The Pudong New Area
was expected to lead the opening up
of the Yangtze River valley and to be
'the focal point of Chinats develop
ment during the 1990s. The authori
ties envisaged thatt in the processt
Shanghai would become a major eco
nomict tradingt and financial center
for China-and indeedt for all of Asia.

Pudongts development aims at es
tablishing a finance and trade zonet an
export-processing zonet a free trade
zonej and a high-technology park.
Pudong di£fers from the original SEZs
in .that .its preferential policies are
broader in scope. NotablYt
• foreign business is allowed to engage
in retail sales;
• foreign-owned enterprises can trade
their foreign exchange freely;
• foreign insurance companies may be
established;
• foreign enterprises can build and op

r erate port facilities;
• approved enterprises can engage in

._ foreign trade without restrictions

within a certain subzone: and
• foreigners can trade on a recently
established securities market.

Pudong has enjoyed early success.
Its output growth, led by manufactur
ing and services, was about 14 percent
in 1991 (compared with 7.7 percent
for China as a whole). Moreover, de
spite its infancy as an open economic
zone, Pudong has attracted substantial
investment, both foreign and. domes
tic. Between 1990 and 1992, its au
thorities approved the establishment of
704 foreign-funded projects':"-'most of
them in high-technology accivicies
involving investment totaling more
than $3 billion. In addition, 11 foreign
banks have already opened branches in
Pudongt and more than thirty others
have applied to do so.

Domestic investment is also on the
rise. By the end of 1992t China's cen
tralt provincial, and municipal govern
ments had set up more than one thou
sand enterprises in Pudong, involving
investment, commitments of about
$1.5 billion. Capital market activity
also expanded dramatically 10

1990-92. For example, the value of
securities traded in Shanghai soared
from about $500 million in 1990 [0

about $12.3 billion in 1992.

Inland Provinces
The level of foreign investment in in
land provinces was relatively low from
1978 through 1991. Concentrated, for
the most pastt on resource-based ven
turest it was confined largely to a few
ar.eas-mainly around Beijing and a
number of cities in the provinces of
Shaanxi and Sichuan.

Although the foreign trade of inbJld
provinces developed faster than for

eign dir.ect investment, it still lagged
far behind that of the coastal
provinces. In 1990, exports (rom the
inland provinces represented about
28 percent o( the national total and
their imports only 10 percent. The
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The Pudong World PISZII (ShanghaI) was
constructed with foreign. Investment capltsl.,
to~al trade of the inland provinces was
12 percent of GNP in 1990, compared
with close to 40 percent for ,the coastal
provinces.

An important reason for the rela
tively low le'lel of foreign direct in
vestment in inland provinces was the
absence of preferential policies. For
eign investment was further discour
aged by the limited power of local
governments to approve investment
projects, poor infrastructure, and the
lack of technical and managerial ex
pertise and skilled labor.

In 1992, the central authorities de
cided to apply preferential policies to
23 major cities in inland provinces,
including 18 provincial capitals and 5
cities along the Yangtze River valley.
,~addition, 6 "development zones"

~I;..ere set up in the same region. The
. '. .vernment also pennitted cities

~~dering neighboring countries to
J•., ~it their economies to the outside
~..,.
fAPrt119.1993

world. Meanwhile, many provinces
have been trying to' open up more
cities.

Most of the tax incentives' offered
in the original SEZs, Hainan, and
Pudong are to be applied in the
newly opened cities of inland
provinces. In addition, many
provinces have transferred powers to
local authorities to approve foreign
investment projects in their respec
tive areas. Some areas have, in fact,
offered even more generous temu
than those applied in the SEZs and
Pud~ng without approv21 from the
central govenment. These include a
five-year tax exemption and a 50
percent reduction of corporate in
come tax over the subsequent five
years.

Conclusions
China's moves to open its economy
to the rest of the world over the past
13 years have helped increase its ac
cess to foreign capital, trade, and ad
vanced technology, .thus contribut-

ing significandy to the country's rapid
economic development. The accelera
tion of the "opening-up" policy in
1992 has paid further dividends. In
that year, the value of China's exp~rts

increased by over 18 percent to $85
billion, with manufactured goods ac
counting for 80 percent of the total.
The exports of FFEs grew by about 44
percent to $17.4 billion, and their
share in total exports rose to about 20
percent in 1992 (from 17 percent iIi
1991). China attracted commitments
of foreign direct investment valued at
$57.5 billion, and the amount c;>f for
eign direct investment that actually
came in was $11.2 billion-an increase
of 160 percent over 1991. Reflecting
these developments, the number of
FFEs operating in China rose to about
eighty-four thousand at the end of
1992, from about thirty-seven thou
sand a year earlier.

Despite their pOSltlve impact,
China's open econonuc zones raise
questions. On the domestic front, the
intense competition among the various
provinces-with each trying to offer
more generous policies to investors
than the others-could have an adverse
impact on government revenue. More
over, the .proliferation of development
zones could divert land away from agri
cultural use, a critical issue given the
scarcity of arable land. Partly in re
sponse to such concerns, the Govern
ment has announced that the opening
of development zones will be slowed.

On the external front, China's on
going negotiations on resuming its
participation in the General Agree
ment on Tariffs and Trade may make
it necessary for the authorities to re
view the policy of offering preferential
teons to new investors in open eco
nomic zones.

Whatever the future of China's
open economic zones, there can be
litde doubt that they' have played an
important role in the country's trans
formation to 'a market economy. They
have achieved far more than their ini
tial aims of attracting foreign invest
ment and technology and of earning
foreigil exchange to pay for imports to
modernize the economy. Their use as
laboratories for experimenting with
market-oriented policies and their
spread, in various fonns, have estab
lished them as "nodes of develop
ment" that are affecting increasingly
large areas of the country.

As the Chinese economy becomes
more market oriented and open, the
~e will come for a careful review of .
the role of such zones. The key ques
tion that might then arise is whether
China's long-term development might
not be best served by phasing out those
special arrangements that should be re
garded as transitional (such as certain
tax concessions), while extending oth
ers to all areas of the country.
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JCCT Reconvenes During Mission to China

A
central part of former' .Secretary Franklin's
mission to China was the reconvening of the
U.S.-China Joint Commission on Commerce

and Trade (JCCT). 'The JCCT was established in 1983
to provide a forum for high-level consideration of
bilateral trade and investment issues. It was last
convened at the ministerial level in 1988. In the JCCT
sessions and bilateral meetings with Chinese officials,
Secretary Franklin's comments and remarks focused on
advancing U.S. goals, which include:

• promoting U.S. commercial interests and confirm
ing specific business projects;

• reaffirming the need for China to fully implement
the recently signed market access and Intellectual
property rights agreements; and

• underscoring concerns over the U.S. trade im
balance with China which, at $17.1 billion for the first
11 months of this year, has reached record levels.

The accomplishments of the Secretary's mission
included bilateral trade policy and trade promotion
initiatives, and the signing, as well as recognition of,
contracts involving U.S. business interests.

Initiatives

Implementation of the Market Access and IPR
Agreements. The Secretary also pressed for full
implementation of the recently concluded market
access and ~ IPR agreements. The United States and
China discussed several potential· problems with their
implementation and found ways to work toward their
solution.

End Use Checks. The United States and China had
a constructive exchange on export controls issues and
agreed· to start a process to conclude an agreement on
end use checks on dual use technology to ensure that
such technology is being used for the purpose for
which it was sold. This will be discussed in coming
months and should lead to expedited processing of
licenses.

Bilateral Investment Treaty (BIT). The United
States and China agreed to explore resumption of talks
on· a bilateral· investment treaty. Eleven rounds of talks
on a U.S.-China bilateral investment treaty were held
in the mid-l 980s.

Establishment of Business Development Working
Group. In ord~r to enhance U.S. export opportunities
in China's priority sectors (i.e., energy, transportation,
and telecommunications), a Business Development
Working Group was established under the JCCf. The
introduction of the working group will reinvigorate the

work of the JCCf and is intended as a follow-on to the
. market access agreement. China committed in Article I
of the agreement· to make public commercial infonna
tion on major projects. This group will focus on'
obtaining and disseminating information on Chinese
major projects and priority sectors. This Working
Group also will provide a high-level venue for

.discussing major project decisions on which there is
little or no movement. As such, the United States will
have a high-level forum for discussing the status of
major projects at various stages of the procurement
process.

Renewal of .Trade Promotion Efforts. Trade
promotion efforts will be renewed and trade events will
be developed around the priority sectors. There was
mutual agreement to resume the legal and finance
seminars, which are intended to aid China in its
reforms and its efforts to open the services sector by
clarifying and explaining the legal framework in which
such sectors as banking, insurance and the legal
profession operate in the United States. A similar
seminar program was done in the 1980s as part of the
early JCCT effort designed to promote U.S. input into
the economic reform process..

U.S.-China Business Center in Shenzhen. An
agreement was signed to establish a business center in
Shenzhen to assist U.S. firms in penetrating the China
market.

Specific Business Projects

Boeing. China Southern Airline signed a contract
with Boeing to purchase six 777s with the option of
purchasing six additional 777s. This deal is valued at
about $800 million.

AT&T. AT&T signed a contract with the
Changchun City Post and Telecommunications Bureau
for the purchase of 71,000 lines of five ESS digital
·switching equipment, valued at over $10 million.

Northern Telecom (NT). NT signed a contract to
sell ten mobile communications switches, valued at
approximately $10 million, to the China Ministry of
Posts and Telecommunications.

Bouligny Company. The China National Technical
Import Company signed a contract to purchase
chemical processing equipment, valued at over $20
million, from Bouligny Company.

General Electric (GE). In Shenzhen, GE signed a
contract with the Shenzhen Energy Office to provide
an oil-fIred generator, valued at $24 million.
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U.S.-China Trade: Trends and Prospects
By Nai-Ruenn Chen

Office of China, Hong Kong and Mongolia
U.S. Department of Commerce

I
n December 1992, outgoing Secretary of Commerce
Barbara Hackman Franklin led a presidential mission to
Chi na and Hong Kong to focus on trade and commercial

issues. A central part of this mission was the reconvening
after a four-year hiatus of the U.S.-China Joint Commission
on Commerce and Trade which is an important bilateral
forum established in 1983 to discuss and resolve trade and
investment policy and implementation probl~ms. While in
China. the Secretary took the opportunity to advance U.S.
commercial int~rests-including rcaffinning the need for
China to fully implement recent intellectual property rights
and 11IJrket access agreements; underscoring U.S. concerns
over the ll.S. trade deficit with China; and confinning
specific bUSiness projects. The Secretary also forcefully
urged the Chinese to loosen foreign exchange restrictions
and improve business conditions for foreign finns. The
mission was successful in setting a stage for further
expansion of U.S.-China trade. This article reviews U.S.
China trade in the past and discusses prospects for the
future.

Trade Trends

Total Trade. After a 20-year hiatus. trade between the
Uniu:u Sidie;:) and the People's Republic of China resumed
in 1972. Trade has developed rapidly since nonnalization of

diplomatic relations in 1979. Two-way trade increased from
$2.3 billion in 1979 to $25.3 billion in 1991. a ten-fold
expansion. As a result. China became the United States'
ninth largest trading partner. up from 35th in 1979. In the
first 11 months of 1992. two-way trade reached $30.3
billion, an increase of 31 percent over the same period in
1991.

U.S. Exports. U.S. exports to China have developed
unevenly since 1979. The annual volume fluctuated widely
throughout the I980s. and ranged between $2 billion to $4
billion during 1980·87. The export volume rose to $5 billion
in 1988 and $5.8 billion in 1989. declined to $4.8 billion in
1990. and then recovered to $6.3 billion in 1991. In the first
11 months of 1992. U.S. sales to China totaled $6.6 billion.
up 16 percent over January-November 1991 levels.

In ]991. China was the 16th largest foreign market ·for
U.S. products and took a 1.5 percent share of U.S. total
exports. Chinese statistics indicate that U.S. products made
up 12.6 percent of China' s imports in ]991. making the
United States China's third largest supplier after Hong Kong
and Japan.

Fluctuations in American agricultural sales to China and
China's economic policy changes were largely responsible
for the unstable trends in U.S. export trade with China.
Economic readjustment policies in ]982 and 1983 resulted in
cutbacks in equipment and machinery imports during that
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period. Import control measures adopted in 1985 and again
in the retrenchment period starting from late 1988 were a
major factor in the reduction of U.S. exports to China in
1986 and in ]989.

Agricultural commodities had dominated U.S. exports to
China until 1983, when agricultural exports dropped to 25
percent of the total from 58 percent in 1979. The share
continued to decline sharply to only 2 percent in 1986,
largely because of the vastly improved perfonnance of
China's own agricu]tural sector as we]] as the Chinese
government's desire to diversify the sources of foreign grain
supplies. U.S. sales have recovered somewhat since ]987, as
Chinese purchases have been facilitated by the U.S. Export'
Enhancement Program. In recent years, the share of
agricultural commodities, consisting primarily of wheat and
cotton, in U.S. exports to China have fluctuated between 10
to 25 percent.

Among U.S. non-agricultural exports to China, machinery
and tran~port equipment shipments have risen most dramat
ically. These shipments totaled only $229 million in 1979, or
13 percent of U.S. total exports to China,b~t expanded
rapidly in the first half of the 1980s to reach $] .94 billion in
1985, or 50 percent of the total. This rapid growth was
caused by China's demand for these products to support its
modernization program, and by the liberalization of U.S.
export control policy toward China. Decentralization of
China's foreign trade administration was also a contributing
factor.

U.S. exports of machinery and transport equipment to
China declined in 1986-88 due to tighter central control over
foreign exchange spending, then recovered to ]985 levels in
1989-90 despite China's retrenchment policies. U.S. exports
topped $2.5 billion in 1991. or 30 percent larger than in
j 990. Tht:: ending of a three-year economic retrenchment and
improvements in the country's balance of payments position
contributed to the increase. Constituting about" 40 percent of
U.S. total sales to China in 1991-92, machinery and
equipment remained the number one export category. The
leading exports in this category were aircraft and parts,
power generating equipment, specialized industrial machin
ery, electrical machinery, and automatic data processing
machines. "

Chemical products have been another major export
category. The share of chemicals in U.S. exports to China
has risen steadily since 1981, from 11 percent in that year to
21 percent in 1984, to 23 percent in 1987, and to 27 percent
in 1991. The leading export items in this product category
were fertilizers, plastic resins, and organic chemicals. Other
important U.S. export categories included professional and
scientific instruments, logs and lumber, pulp and paper,
synthetic fibers, and cotton yarn and fabric.

U.S. Imports. Unlike the fluctuations in ~ exports, U.S.
imports from China have. grown almost without interruption,
from $592 miJJion in 1979 to $19bilJion in 1991, an
increase of 3 I-fold during the 12-year period. Imports are
continuing to grow rapidly, reaching $23.7 bilJion in the first
] I months of 1992, up 36 percent over January-November
1991 levels.

In 199 I China was the sixth largest exporter to the United
States, supplying 3.9 percent of U.S. total imports. Chinese
statistics show that the United States ranked third among
buyers of Chinese products in 1991. after Japan and Hong
Kong. But these statistics do not include many China':origin

products shipped to the United States via Hong Kong. When
these products are taken into account, the United States
actuaJJy became the largest market for Chinese goods'.

The commodity composition of U.S. imports from China
has changed significantly in recent years. In the early 1980s,
U.S." imports from China were dominated by textile and
petroleum products. Sales of China's top three categories
clothing, petroleum and textiles-accounted for 50 percent
of China's exports to the United States in 1981. and 61
percent in 1984. Despite the continuing strength of these
sales, China's exports have steadily diversified since the
mid-1980s. The do]]ar volume of the same three categories
as a share of China's exports to the United States declined
to 49 percent. in 1987 and to 22 percent in I99 1.

Meanwhile, China's exports of light manufactured goods
have grown most rapidly. The greatest increases in U.S.
imports of Chinese goods have been registered in toys and
games, telecommunications and electrical machinery, foot
wear and leather travel goods. These four categories made
up 32 percent of the value of U.S. imports from China in
1987; and" 47 percent in ]991. The increased diversification
of China's exports reflects its competitive strength, which
has been bolstered in .recent years by the relocation of large
numbers of export-oriented processing and assembly plants
from Hong Kong and Taiwan to the Chinese mainland.

Trade Imbalance. A rapid rise in U.S. imports from
China, coupled with slow growth in U.S. exports to China,
has led to a large and growing U.S. trade imbalance with
China. The United States has had a trade deficit with China
for ten successive years, and the size of the deficit has
increased from $71 million in 1983 to $12.7 biJJion in 1991.
The imbalance is continuing to grow, and the deficit already
reached $17.1 billion in the first 11 months of 1992, second
only to the U.S.-Japan trade deficit.

Prospects

In recent years, China has been one of the fastest growing
economies in the world, and its gross national product is
projected to grow at 8-9 percent annua]]y in the remainder
of the 1990s. Certain regions in China are booming,and
many people are becoming affluent. Guangdong province,
with a population of 65 million, has been sparked by
neighboring Hong Kong's free-wheeling capitalist economy
and the movement of Hong Kong's manufacturing sector
into the province to become the fastest growing economy in
the world.

This dynamic growth can be attributed partly to China's
. policy of refonning its economy and opening up to the
outside world. Recently, the 14th Party Congress ···convened
in October 1992 has decided to further liberalize the
economic system, with the aim of developing China into a
so-called "socialist market economy" wher~ market forces
will play a greater role in the a]]ocation of resources.
Moreover, to further its application to join the GAIT, China
has implemented certain measures to liberalize its import
market.

All these developments point to a great market potential
in China. This potential is backed by a record level of
foreign exchange reserves, which reached $45.2 billion as of
September 1992, approximately ten months of import cover.
Moreover, China's export earnings are continuing to grow
rapidly, further augmenting its capability to increase imports
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needed for the modernization program and to satisfy rising
consumer demand.

The Chinese have a high regard for American products,
and want to see more American companies in the' China
market. Potential for U.S. exports to China has been
enhanced greatly by the recent U.S.-China agreements on the
protection of intellectual property rights (IPR) and access to
the Chinese market. Under the IPR agreement signed on Jan.
17, 1992, the Chinese government pledged to significantly
upgrade China's intellectual property regime. The market
access agreement signed on Oct. 10, 1992 called for the
Chinese government to substantiaJJy reduce import barriers,
especially in the product categories of great interest to U.S.
finns.

Best prospects for U.S. exports to China are concentrated
in the· manufactured goods category. High..technology
products, capital goods, and industrial materials will
continue to find markets in China, particularly in the priority
sectors of . energy, telecommunications~ electronics, and
transportation. The United States will continue to be one of
China's primary suppliers, of raw materials, chemicals, and
agricultural products. These are products that China needs to
make up for domestic shortfalJs and to meet industrial and
agricultural production targets. Moreover, certain U.S.
consumer goods.· are in high demand, especially by the more
affluent consumers in south China due to their greatly
expanded disposable incomes. (China's sectors with best
market prospects for U.S. companies are described in greater
detail elsewhere in this issue.)

U.S. imports from China will likely continue to increase
in the years ahead. China has expanded its export
capabiiities rapidly, especially in the non..state sector,
including foreign-funded enterprises. Rapid growth in Hong
Kong's outward processing trade in China has led to

. substantial increases in exports of China-origin goods. Many
Taiwan plants relocated in China have been mostly engaged
in export-oriented production. Meanwhile, China faces
import restrictions in many markets: It will, therefore, focus
much of its export ejforts on the United States-its most
lucrative and accessible market for sales of manufactured
goods.

The future of U.S.-China trade will face a number of
constraints. While the .market access and IPR agreements
reduce or eliminate some of the most serious barriers to U.S.
exports, many obstacles remain. China's economy is still
basically controlled by the state, and its trade regime
continues to be highly restrictive. Many trading practices are
still regulated by· the government, and. a number of import
controls remain in place. China's status as a Most-Favored
Nation trading partner of the United States must be renewed
annually.

A number of trade sanctions taken by the United States
since June 1989 remain in force. Human rights concerns and
illegal textile transshipments also influence the bihueral trade
environment.

Thus, China needs to take prompt action tl. ::;reed up its
economic liberalization process, eliminate all existing trade
barriers, and resolve the main issues of concern to the
United States. These steps· are essential to the creation· ofa
favorable economic and commercial environment that will
be conducive to a smooth and further expansion of U.5.
China trade.
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FCS China-Key to Cathay
The U.S. Department of Commerce's Foreign' Com
mercial Service (FCS) has maintained. offices in the
PRC since 1983. At presen't, FCS has a presence in

. the four most vibrant regions of the country: Beijing,
Guangzhou. Shanghai, and Shenyang. .

In the past, China's market for imported goods was
determined by a central plan ... Thus, FCS China was
not able to offer standard trade promotion products to
American exporters. Rather, FCS offices focused on
assistance to· resolve commercial disputes and the
protection of American investment in China.

Recently, however, the Chinese commercial en
vironment has changed. The government now en
courages competition and has reduced the scope of
central .planning. The economy is booming and
China's imports are also growing rapidly. Thus, it is
now possible for U.S. companies to establish a

.normal commercial presence in China.
The present focus of FCS is squarely on export

promotion with special attention gi ven to new-to
market companies. China's four FCS posts are now
fully on-line offering a fu]) menu of US&FCS export
assistance services. Below is a short synopsis of
FCS's export promotion programs in the PRC.

Agent Distributor Search (ADS)-FCS China
helps American exporters find agents and distributors.

World Traders Data Report (WTDR)-FCS
China offers this service through the district offices
of the Department of Commerce. A WTDR provides
American clients with an overview of an individual
Chinese firm, based on review of public records and
liaison with the company.

Gold Key-The Gold Key is FCS China's most
popular service, provided by ~ach constituent post.
For a small fee, FCS will set up a whole series of
meetings for a visiting U.S. business person. Transla
tors, transportation, and office services can also be
provided.

Trade Promotion Schedule-FCS China has a
whole series of trade promotion· events scheduled in
many industry sectors, from food processing to
aerospace. As in other capitals of Asia, FCS China
also cooperates with counterparts in individual U.S.
states. to assist in the promotion of U.S. exports.

Reporting-Reporting on commercial develop
ments and opportunities in China is a top priority of
FCS. These reports take numerous fOnTIs. including:
Trade Opportunities Program (TOPS), Industry Sector
Analysis USA), and International !V1arket Infonnation
(IMI). All of these reports are available to interested
U.S. firms through the National Trade Data Base or
the Journal of Commerce. FCS can also perform
custom marketing surveys for individual clients.

Commercial News USA~Al1 four posts in China
actively promote and distribute Commercial News
USA. Chinese multipliers publish excerpts of this
Commerce Departlnent publication to a very. wide
audience throughout all of China.

In short, FCS China is the American exporter's key
to opening the China market. Firms interested .in
China should contact their district office of the

, Department of Commerce to inquire into the above
mentioned services. FCS China also welcomes direct
cpntacts with potential U.S. exporters.

l
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""","-r/Numberl 1'1IrdlI...... I")

by I. J, Singh

Ozina simpressive eamomic grouAlllzas ocatrml in defiance ofam
venIimuzl industrial policy wisdom. Caution and a diversity ofafr
proaches are the hallmarks.

no Rreat
strategic
blucpi-illl
to eleler
mine.tht,
allocati()l1
of th'e~t'

I'll n d s ..
Each level
of govcrn-
ment has

its OWIl pri
oJitil'S and diflerenres ,u'e resol\l'd lllnJuRh ne
gotiation and personal influence (OllllCtotiollS
(the Chinese word f()r lllis web of conllections is
guall.xz). Special lmdgetary allocations ami ex
emptions fi'om credit ccilings ,u'e reinf(lrced hy
bank funds which art' provided to pliorily t'ntcr
prises, often at low I~ltes.

UnderlyillR thcSt.' invcsunent fi.mds is an in
dll'iuialtcchllolof..,')' policy which, while aiming 10

protect and develop China's key illdusuoies. also
encolll-ages f()reigll investlllents. technoloh'"
u'CUlsfers and f()Jl'igll market C1t'('es,,\ throug-h lil'
lipS, joilllYt'lllllll'S and turn-key pn~iecl.'i ill high
tt~dl S(~nol'S. Rt'v{'I'SC,' ellRillecrillg is t'I\Collragt'd
by p1ll'dlCLo;il1g key techl1ol<'Ries;md di'~c1opjllg

.md adaptillg Ihel11 il1(ligellollsly. ollclI fill ex
port'i. "illis is partinll;u'ly so in the anllS indllstry.

they 110\" an"OlIIlI lor a dilllillishillg ..It.lll' of ill
dusuial Olllpllt awl im'('sIJllt'llI.

As a n'llll~llly plallll(·d. Ihollgh less ('('IlIJ"I"\'
managt'd ('collomy, Chilla ha'i ahqys had all ac
tivt' imhlo;uial policy. \'\llill' ;I(/c'ptillg J1I;u'ket n'
forms il rt.'tains mallY elellu'lI(s of n'nlral
plannillR with ('(HlCUnel1l llllt'- and fi\'e-yt'ar
plans. TIleS(.' (,{'lllral plans ha\'(' sigllific;ull indlls
uial policy implicalions, since they slx'ci~' whirh
indllo;uies will get go\'cl'llmelll hudgeled in\l'st
Illenl'\ and subsidized rrt'dits. Recentl}', UleSt' in
vestments haw heen cOIICt'lllI';lled in industry
alld espe
cially in
processing
industries
ralher
than en
el"RY and
raw mate
rials.

Specific
industries
continue
to be tar
geted for
investment
Central lJII,..... __~I::"'I:!...0.11 L- . __ ,_._

lists of pri- ClJurlLS'J0JtJ"l-;rrr(~"In'iofArt, Smitluoniall Irutitlltioll
miry sectors "
f<)r indusuial invesunellls exist which are very
100IR and detailed. Each pnninciaJ ;md locdl gov
l'rnmellt has its own list ofJlTimill'r... At one tinlt' or
another, light industry, basic materials. infi~L'iulIC

ture pn~eCl'i, machine building, hig-h tcdmology,
{'XIXlrl indusuies, energy-saving pn~jects ami Olll
crs have all heen listed. "Illese lists do not seem to
have had emy positive impact. By fOnUd.'\t, lists of
rrsJriro-rl, di\lI.~llmglYJ and IxtnTU'tJ illdusuies, some
willI invl'sunent'i rcsuincd to CCIlU,;L! RO\'ernmelll
appro\~.t.l status, have had a SU'llllg IH-gdtive im
pan hy reducing credit'i, ofiell ,u-hiu'Cu·ily. to cer
tain industries. (When f~l('ed hy inflationary
prcs''iun~s in l~m9 ..9() Ih(" rl'slJinion of hank crcd
its to indll'illics on such Tr.\l,i(urJ lisl'i \WH' med to
deflale Ihe eCOlloIIIY.)

'1~\Xes art' coml;lex alld III1Cl'nain alld lllcir

{'I'S and lot.-aJ authorities incentives to enforce fls
Gil discipline and improvc performance. Most in
dusuial pJices have becn libemlized ()ver the IcL'it
decad{\ Some prices, nOlably those f<lI" energy, re
main sllhsiciizcd hut they too arc beinR freed to
bling them into linc\\ith world prices.

TIle light to fire a worker rcmains limited and
though workers arc now allowed to move be
tween rtWons and indusuies, uleir actual ability
to move is suiclly limited hy their dependence on
employers flU' housing, child-care, heallll centers
and recre;ltional facilities.

Local authorities have been allowed to de
velop llle nOl i-st~lte sector, which is not lX)lllld hy
all the rules and ohliJ.fcltions faced by state clller
plises. I.oral ;11 H I pnv,lle entcq)';ses produced 45
pcrcelll of indusu'ial output in 1990. up fi'OI11 25
pcrcent ill I ~)7H. Thc non-state sector has IIsed rt'
tained earllings to develop lahor:iutt'llsive t~X

pons alld th("ir cOlllpetitioll has l(lrn'd staH'
clllt'lpriscs to ;ulapt ill order 10 slln~vc.

St.lIC o\\'Il<'d (;lIlerplises havc nol heell pli\~lt

i/.(~d, hilt gl~ldllall\' their It',L'ih h,l'i lx'cn looscned;

China:
Breaking the Mold

Since the illlroduction of refi>rJlls hy OenR
Xiaoping in the late 1970s ,md early 1980s, rc.~al

GOP growth has avcl';IRed ,U"(mnd 8 percent alld
real industrial Rrowth I:~ perceIll, This makes
(:hina one of the fastest growin~ economics in
tile world and willlllakeit a.n enlelwng- indll"u;al
giant at the turn of the cellntry. 'nle share of in
vcsunellt to GDP has been amonR the highest in
the world at 2540 Perccnt, (depending upon
which figurcs are accepted) and cOllcentr.lled on
indusuialmanuf.KtUling, mining ,mel cnergy.

The most notable feature of ule (:hina's re
f()rms has been ule willingness to allow a variety
of cautious, often provincially initiated, expeli
llIents to proceed, "nlosc that seemed to hear
fruit are allowed to spread and t~ncOlII'CIRed in
other provinces, thoSt, that fail arc all()\\,t.·d to
wither and die. Since (:hina is rcRiollally a \'cry di
\'t~rse l'ronomy this approach has suited its dr
nllnstalln~s,

Oedsioll lllakiIlRh;L'i IX'l'll dt'n'llIralized to
the provincial alld local levels. allowing nllllpt'Li
tive f()rccs 10 take hold ill illdllSU'y. givinR ll1,m;IR-

C
hina is a formerly centrally planned cconomy ullder one-pany rule lhal is

. trying to inu.-oduce ,m.arkets and mar~~t-bas~d!IIC.Cllliv:s graduaIl~' and incrc
mClllally while relallllllg clements of Its socialist mhernance. hs mcomc per

_ capita in terms of its purchasing power is now dose to $2000, making il a

middle income country and a rapidly industrializing olle.
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ill which China h;l"sll('n~("<1t'din hecomillga ma
jor eXporll'l:

The de\'t~loplllt~mof lahor imt'lIsivt~ exporto;,
wilh the a....o;isl.lIICt· or 1i.lIl.~ih'll illVCSU\I('1Il mainl)'
ill the coa.~lal provim:cs, is a cenlr.d thl1lsl of in
dustrial policy. Trade ha.o; heen partially liheretl-

The most notable feature . ..
has been the willingness

to allow a variety
ofcautious,

reform experiments
to proceed.

ized and although the currency remains non
convenible, the cxchanKe rate is markel driven.
Import duties ha\~ been CUl, bUl some quantita
tive restrictions remain.

Export incentives and subsidies have Ix.-en in
undllced and finns can use dleir retained export
earnings lo lrdde on the loreign exch;U1ge m;u'
kets and to purchase imported inputs. Special
wnes and opnl cities along the coa'!ts of Guang
dong,Ji;U1gsu, F\tiian <nul Zh~iiang where the in
wsUnelll rules are more lreUlSparenl, duties and
regulations are wdived and laX bre-dks on offer,
have been sel up lo entice fi>reign inveslors. For
eign capital has come mainly fmm ()\'efSe"dS Chi
lIese in Hong Kong, TaiweUl and Sing-dpore - lhe
Iiltle dragons - who have been as.o;iduously culli
vdled and who have ;d;io pmvided much in lerms
of new lechnology, marketing and r1l<magemem
skills. In the period 1979-91 lhese cross-border in
\'t.-sUlIents lotaled over $36 billion.

As a consequence, China's exports ;md 1'01'

eiW\ illvesunents have boomed. During tile 19HOs
China's exports grew al a compound mle of
ncarly 15 percenl per yC"dr. Small lownship and
\illage emerprises (lVEs) have heen a pan of til is
.hoom. llieir exports increased live 1(>ld between
19H:l-90 and nowaccounl li>r arUlUld ~5 pen'em
ofall ofChina's exports.

Hig, \'ertically inlt1,rr.lled and colhlo;ivc organi
1~lIi()IIS continue, hOlh as a h;UlgO\'l~r Irom n~nu~J1

planllillK ;md as a consciollo; policy. 'llleY are S(~ell

;lO; t~ssclltial lill' scale economies, researeh, mar-
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ketillg alld 'on'i~1I Pt·ll('lJ~uion. China actively
ellnlllragt's large' holdinl{ gronps alltl 1(Ift~il{n

u,ldinK orgalli/~lliolls" "lllCs(' ;rrt' S(~ell <to; cssenlial
if Chilla is to lJt'c'omc a pla)l~r in global markets
where largc (Ollxlrdtions are S('en lo dominale
world \lade.

China's illdustrial h'lll\\1h and ito; appeamncc
as a major cXlxllwr in world markets is a lesta
menl lo tile c11i..'ctivencss of ito; rdilnlls and the
ind\l'itriaIIXllicies plll'sued: a partiall)' open door,
h'T'ddual price libemJi/.ation, decenualized ind\l'i
trial managcmclll, the dC\'elopmelll of a quasi
privdle sector ;Uld the encouragemeJll of foreign
invesunenlS IiII' labor intensive export dC\'elo(>"
mem in die coastal regiolls via special incentives.
HoWC\'er, the !;)'Siem of social obligdtiolls borne
by lhc stale seclor remains a significanl obstacle
lo die dC\dopmclll ofa free labor markel.lnvesl
menl is illelliciellll)' allocaled, the banking seclor
is underde\'c1opt~I, los.o; makers still receive subsi
dies and there is rc.rr of soci:d chaos if workers
were lo be made redundanl.

China has defied conventional wisdom on
bolh whal industrial policy ought lo be and how il
oughl lo he implemented. It has proceeded
grddually, il has been experimental, bottom-up,

The development
of labor intensive exports,

with the assistance of foreign
investment . .. is a central thrust

of industrial policy.

partial ;Uld widl \~Ib'lle ;md negotiated mil'S. Each
rcWon has taken it'! 0\\11 palh and lite difterelll
tiers ofgovcrlll1lenl have had difterelll aims. Nev
ertheless, the rale of economic and export
growth has bet'n impressive, m

Mr Si"gll i\ tl bful rnllwmi\l illlh,'JxJliry mffllrh (ltpart

IIImllllllll' mlll'ti Ilank

'1711' t';flllS "'1/11':\\1'(1 tl/l' hi\ (m", muJ (10 ",,1 'rfl1r.'ifflJ Ilwv

u/llu' U·hrltl Bl/llk.
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Kung-Fu
ConJob
by Steven Schlossstein

Ten Reasons Why China 's
Economic Potential is Grossly
Exaggerated

S A FAR EAST SPECIALIST, I AM CON

stantly amazed at how visitors to
China come away with exaggerated
expectations of that country's econom
ic potential. These exaggerated expec
tations in business lead to commercial

projections of mythical proportions, based on promises of
a "vast" market of latent consumers. In foreign relations,
they create false hopes for Chinese cooperation on such
delicate issues as human rights, military weapons exports,
and market access. These perceptions are all based on an
old nemesis - conventional wisdom.

The conventional wisdom holds that China will be
this century's next economic miracle, or that Beijing's
political "refonns" will succeed where Moscow's failed,
or that China will be Asia's next Japan. It also suggests
that China is too large a country to ignore, and that
Beijing's leaders can't be pressured too hard for fear of
losing face, and that China is about to be engulfed by a
tidal wave of entrepreneurial energy. But the convention
al wisdom is dead wrong. Here are ten reasons why.

. 'MEDIA HYPE VS. REALITY

A casual reading of the Western press suggests that
China's economic boom is well underway, tliarChina will
be Asia's next economic giant, and that China represents

a "huge" market of potential consumers for Western
goods. This has always been a romantic notion, particu
larly with Americans, dating from John D. Rockefeller's
intention to sell "oil for the lamps of China" half a century
ago.· But the tone of recent articles tends to put a distinct
spin on current news. The New York Times trumpets so
called "free market gains" with headlines like "China
Leaders Stress Both Market and Orthodoxy" or 'The New
China and its State Secret: Communism Aiming for

.Capitalism." And The Economist, in its recent major sur
vey, forecasts a Chinese economy the size of Japan by the
tum of the century, suggesting that "if China's GNP grows
as fast for the next 20 years as it has for the past 14, it will
be the biggest economy on earth."

But reality is very different: try to persuade the multi
tudes of political prisoners in China's labor reform camps
[laogail, about Beijing's tilt toward capitalism; try to con
vince the millions of rural, illiterate peasants that capital
ism will bring them greater benefits; try to reassure the
hordes of cramped urban residents that capitalism will
soon improve their lifestyles. China today is where Korea
was perhaps forty years ago, or Japan at the end of the last
century, but with one critical difference: the Chinese have
a totalitarian government. One need only read Jim Mann's
excellent account of the enormous difficulties Western
businesses have faced in China [Beijing Jeep, 1990l to
realize the huge gap between myth and reality. What the
Chinese say and what they do have always been very dif
ferent.

CONTEMPORARY SCHIZOPHRENIA

There is clearly the sense that China's coastal
provinces (viz. Guangdong and Fujian) together with the
SEZs in Shenzhen and Xiamen and the huge city of
Shanghai are the driving forces of China's new economic
growth. But that growth is being propelled not by main
land Chinese but by private entrepreneurs from Hong
Kong, Singapore, and Taiwan who use their connections
in China [guanxi] to get things done. The so-called "free
markets" that exist in major cities are little more than what
any suburban American would call a glorified garage sale:
large quantities of low-quality merchandise attracting lots
of lookers but few buyers. And those who do buy tend to
be the less educated, lower-income rural workers who

. Steven Schlossstein is President of SBS Associates, Inc.,
an international strategy consulting firm based in
Princeton. He has authored numerous works on the Far
East, most recently Asia's New Little Dragons.
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have no co~ercial outlets in their villages to begin with.
So the private sector accounts for a very small por

tion of China's total economy - perhaps 10 percent
with the bulk still dominated by central planning, state
price controls (on agricultural goods), and heavy indUt;
tries, such as oil, coal, and petrochemicals. China's cur
rent schizophrenic condition stems from this incompatible
dualism: it will be impossible to create a free market for
manufactured goods as long as the raw materials (com
modities, energy, steel) remain controlled by the state. In
the rural areas, where illiteracy remains high (about a
third of China's total population cannot read or write),
manual labor is still the tool of choice; productivity is
10\l(, and while farmers can sell surplus vegetables and
other foodstuffs in the so-called "free markets," the state
still controls prices on rice, com, pork, and other main
stays. Living conditions remain crude and extremely
primitive, especially in the people-intensive f~g sec
tors that dominate China's national economy.

THE IMPoRTANCE OF STRATEGIC PARTNERS

Beijing Jeep, a very perceptive, analytical account of
foreign investment in China through the experience of .
A...~C's (now Chrysler's) Jeep division. shows the infinite
number of bureaucratic, legal, ideological, cultural, and
linguistic obstacles Western firms continuously have to
surmount, rarely successfully and never profitably. For
smaller foreign investors, it is critically important to have
another corporate partner to front for you in China, ideally
a Chinese fmn from Hong Kong, Singapore, or Taiwan,
whose principals have family connections there. Through
1991, about 75 percent of all foreign investment in China
was from Hong Kong and Taiwan, another 15 percent
from other overseas Chinese elsewhere in Asia, and the
remaining 10 percent from the U.S., Europe, and Japan
combined. Japanese fmns, in particular, have shied away
from direct investment, due not just to historical and cul
tural problems relating to the Pacific War, but also for
reasons relating to profitability.

In one recent study conducted by JETRO, fewer than
10 percent of Japanese firms with direct investments in
China said their subsidiaries earned a profit there. Over
and above the cultural hurdles and the obvious regulatory
barriers, there is the very serious (and growing) problem
of corruption, bribes, and payoffs: without a reliable part
ner, Western firms never know where corruption begins
and "fees" end, so the formidable Chinese bureaucracy
plays them off from one agency to another. And not just
at the national level in Beijing, through the Communist
party, the state agencies, or tax officials and regulators:
the provincial and municipal governments want their cuts,
too. Some estimates suggest that foreign investment com-
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mitments to China during 1992 were more than the cumu
lative total since] 979, but there has always been a gap
between "commitments" and actual sums invested, by a
large margin.

WHY TRUST THE FOREIGN DEVILS?

Mistrust of foreigners is the flip side of the strategic
partnership coin. There is an old Chinese saying that
goes, "If we can't trust each other, why should we trust
you?" It is critical to understand this attitude, which
stems from China's history as the Central Kingdom.
Because of the Opium Wars in the 1850s, the unequal
treaties and the carving up of China by the West~m pow
ers in the late 19th century, and Japan's invasion and
occupation in the 1930s and 1940s, China has kept for
eigners at ann's length since Liberation (1949). As a
result, there tends to be a kind of cultural arrogance in
official China, a strong feeling of prejudice against
Westerners, a sense that we are clearly second-class citi
zens. The feeling of mistrust at the national, or ideologi-

. cal, level is still strong, and has grown stronger following
the 1989 massacre at Tiananmen Square. Beijing's lead
ers fmnly believe that America and Europe are hell-bent
on Communism's destruction and will stop at nothing
until the last vestige of socialist influence has been eradi
cated. This attitude strongly drives China's strategic
thinking. and underscores the real importance of Western
fmns not entering the market without appropriate strate
gic business alliances there. It is also the primary factor
behind China's tougher line with Hong Kong as its new
Governor, Christopher Patten, prepares the way for more
representative democracy (and protects prosperity) in the
Colony prior to reversion in 1997.

A NEW DEFlNITION OF "LoNG TERM"
The earliest China will begin to resemble the Little

Dragons (Korea, Taiwan, Hong Kong, and Singapore) in
any meaningful way is about the year 2020. It will take at
least 30 years for China to lay the groundwork for durable
economic growth. The political structure must shift from
being totalitarian to being "merely" authoritarian, a fine
line to some but actually a critical difference. In a totali
tarian regime, even with limited "free" markets, there are
no incentives for personal gain. Besides, economic
improvement is only half the bargain; political and per
sonal betterment is the other half - freedom of expres
sion, freedom of assembly, a freer press, a voice in gov
ernment, a reliable system of laws and justice. Western
"investors and traders justify their" meager returns (or out
right losses) by saying that in China,"things take time."
The point is, that time never arrives when profits are large
enough to justify the enormous commitment of time and



energy (let alone money)'to an undeveloped market like
China. The road to Beijing is littered with countless
corpses of unsuccessful Western merchants who were
once drooling over the lure of a "huge Chinese market." If
Japan represented the graveyard of merchants' hopes a
century ago, ala Basil Hall Chamberlain, China may well
be the graveyard of Western commercial hopes today.

A NEW OXYMORON: SOCIALISM WITH Two FACES

This may be another way of saying that China is

schizophrenic. China's leaders say they want Western
capital and technology (in fact, they know they can't
modernize and improve Chinese lifestyles without them).
But they don't want Western ideas - freedom, liberty,
justice, representative democracy - infecting the body
politic. Deng Xiaoping used to say he didn't care what
color the cat was as long as it caught mice, but - General
Secretary Zhao Ziyang achieved some notable successes
in deregulating the economy (fuelling popular expecta
tions), and students took to the square in Tiananmen in

Shattered China Dreams
• The so-called ''free markets" that exist in major Chinese cities are little more than what any suburban American

would call a glorified garage sale: large quantitie~ of low-quality merchandise attracting lots of lookers but few
buyers.

• The private sector accounts for a very small portion of China's total economy - perhaps 10 percent - with the
bulk still dominated by central planning, state price controls and heavy industries.

• There are an infinite number of bureaucratic, legal, ideological, cultural, and linguistic obstacles Western fInns
continuously have to surmount in China, rarely suc~essfully and never profitably.

• In one recent study, fewer than 10 percent of Japanese finns with direct investments in China said their sub
sidiaries earned a profit there.

• Western investors and traders justify their meager returns (or outright losses) by saying that in China, "things take
time." But that time never arrives when profits are really large enough to justify the enormous commitment of
time and energy (let alone money) to an undeveloped market like China.

• China's leaders say they want Western capital and technology. But they really dontt want Western ideas - free
dom, liberty, justice, representative democracy - infecting the body politic.

• Trying to link capitalist economics with socialist politics may not only be oxymoronic but very dangerous in the
long run. Like a Ir.Jtch held to dry tinder, faster economic growth can only accelerate demands for more political
change. There is a tremendous amount of resentment under the surface that could very well erupt in other
Tiananmen-like incidents in years ahead.

• There is the sheer impossibility of transplanting Little Dragon strategies from Southeast Asia to China: all the
Asian success stories are comparatively small island (or peninsular) countries with relatively small populations.
To replicate these successes in a huge mainland culture of 1.2 billion stretches credibility to the limit.

• Saying one thing and doing another is classic Chinese behavior: Beijing's verbal commitment to arms control
contrasts vividly with its disturbing sales of Silkwonn missiles to Middle East terrorist groups and other unstable
regimes.

• China today still maintains a large network of labor- and thought-refonn camps. By some estimates, material pro
duction in the camps now accounts for as much as 4-5 percent of China's GNP, with many products exported to
overseas markets, including the United ~tates.

• Private overseas Chinese finns throughout Asia are famous for cooking their books: one set for their banks,
another for the auditors, a third for the tax authorities, one more for customers, and the real thing for the family
owners. It is hard to see how statistical data on China's economic perfonnance has any more credibility than Mad
magazine or the National Lampoon. Beijing officials live in an Alice-in-Wonderland world: their numbers mean .
exactly what they want them to mean, nothing more, nothing less. .

. ,
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mid-1989, demanding political change. Zhao is still
under house arrest, and Deng clearly does care what color
the cat is.

Maintaining the bifurcation between Western tech
nology and Western ideas would be a difficult task under
any circumstances, but in an expanding information econ
omy, it is virtually impossible. The underground fax net
work, cellular phones, cable television, and digital
hookups are impacting China's political ideology.
Educated, literate Chinese know what is going on in Japan
and Asia's Little Dragons - they are aware of both the
authoritarian capitalism and the political flexibility that
huve fuelled these success stories. After Tiananmen, after
the collapse of the Berlin Wall, and after Mikhail
Gorbachev's demise, they also know it is only a matter of
time until China, too, will be forced to restructure its
political economy. Trying to link capitalist economics
with socialist politics may not only be oxymoronic but
very dangerous in the long run, too. Like a match held to
dry tinder, faster economic growth can only accelerate
demands for more political change. There is a tremen
dous (and growing) amount of resentment under the sur
face that, in my view, could very well erupt in other
Tiananmen-like incidents in years ahead. And it will
\;Ull1e f1"0111 lhe yuungt:r Chinese, whose dreams are both
bolder and less fulfilled than those of their parents.

MICROCOSM TO MACROCOSM DOESN'T COMPlITE

One scenario that has gained popular currency' in
China in recent years is an economic growth strategy
predicated on the successes ~f the Little Dragons them
selves. But there are (at least) three things wrong with
this approach.. First, there is the intractable problem,
described above, of trying to incubate high-speed eco
nomic growth in a totalitarian political system. The tran
sition from totalitarian to authoritarian control must be
made before economic growth and prosperity can follow,
and economic prosperity is a precondition for stable polit
ical restructuring. Second, it is the height of folly to .
expect that a vibrant, dynamic, entrepreneurial capitalism
based on the hardcore experience of overseas Chinese
immigrants will ever take root and flourish in a culturally
sluggish mainland environment. The weight of China's
traditional bureaucracy is too great,' and I question
whether conditions at home will ever be conducive to
entrepreneurial takeoff, excepting perhaps the coastal
provinces,.the SEZs, or the cities of Canton and Shanghai.
Third, there is the sheer impossibility of transplanting
Little Dragon strategies from Southeast Asia to China,
expecting a successful transition from microcosm to
macrocosm. As I have written at length elsewhere, all the
Asian success stories are comparatively small island (or
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peninsular) countries with relatively small populations:
Hong Kong, 5.5 million; Singapore, 2.5 million; Taiwan,
20 million; Korea, 40 million. To replicate these success
es in a huge mainland culture of 1.2 billion stretches cred
ibility to the limit.

MORE UNPREDICTABll.ITY AND CHAOS

We also have to discount much of what we read
about Party Congresses or new faces joining the Politburo
or Beijing's stated policies of "one market, two systems"
and "socialism with tw~ faces." Just last fall, in th~ most
recent Party Congress, tht Communists retired some of
their octogenarian hardliners in the Politburo and replaced
them. with younger colleagues. Even so, the average age
of the leadership is still somewhat higher now than it was
before. [The New York Times chronicled these changes
with its typically rosy optimism followed by a non
sequitur: "Chinese Shake Up Top Party Group; Free
Market Gains."] China's leaders would like nothing more
than to continue to lead the country from communism to
capitalism 011 a plane of buffered stability, but if history is
any guide, reality would suggest that the next thirty years
may see only saw-toothed progress - two steps forward,
one step back. They say they want to maintain political
control, but at the same time, permit economic freedom.
It just won't work. Saying one thing and doing another is
also classic Chinese behavior: Beijing's verbal com"lut
ment to arms control contrasts vividly with its disturbing
sales of Silkworm missiles to Middle East terrorist groups
and other unstable regimes.

Chaos and unpredictability are China's watchwords,
and the clues to its future are in its past. The Manchu
dynasty clung to power after the opium wars with Britain,
then was stung by the Tai P'ing rebellion and suffered a
humiliating dismemberment at the hands of Western pow
ers, who carved up the defenseless Central Kingdom mer
cilessly. In 1895. China was defeated by an aggressive,
expansionist Japan and lost Taiwan. In 1901, the Boxer
rebellion occurred, ushering in more instability, and in
1911, the Manchu dynasty collapsed, having long since
lost the mandate of heaven. Sun Vat-sen then emerged
and fought with Chiang Kai-shek for control of the
Nationalists, all while Mao Zedong was organizing the
Communists. China was weakened by civil war, and then
collapsed under the force of the Japanese invasion and the
hardships caused by World War n.

Since Liberation in 1949, China has lurched through
the Great Leap Forward, the Hundred Flowers campaign,
the Five Antis, the Cultural Revolution, Mao's death, the
Four Modernizatio'ns, the Tiananmen Massacre, One
MarketlTwo Systems, and now Socialism with Two
Faces. Compared to Asia's Little Dragons, China's



record more nearly resembles a random scattergram than
a rising curve of steadily impI:oving accomplishments.
The Central Kingdom's claim to fame, simply put, is
Confucius and gunpowder; everything else is hidden in
small print, buried in footnotes, or lost in the bowels of its
bureaucracy.

The late essayist, Bo Yang, once imprisoned in
Taipei, has been even more blunt: "Generations of
despots and tyrannical officials have rubbed their hands in
glee at the thought of the Chinese masses acting wisely
and playing it safe," he wrote. "[But] modem Chinese
have become increasingly narrow-minded and closed off,

. through a habitual inability to admit mistakes and a
predilection for bragging, lying, and slander. Due to their
inveterate arrogance, even the slightest success i~ over
whelming. It is all right if a few people behave in this
manner, but if a majority behaves this way, it spells disas
ter for the nation."

A MISERABLE RECORD ON HUMAN RIGHTS

China today still maintains a large network of labor
and thought-reform camps: In his new book, Laogai:
The Chinese Gulag, former political prisoner Hongda Wu
chronicles the activities of China's prisons in sobering
d~tail. By some estimates, material production in the
camps now accounts for as much as 4-5 percent of
China's GNP, with many products (notably lower value
added textiles) being exported to overseas markets,
including the United States. This has become a sticky
point for U.S. trade negotiators who want to cOIltinue
Most Favored Nation (MFN) status for China but bump
up against human rights abuses in the process. Following
the Tiananmen incident, thousands of faculty, students,
and other demonstrators were arrested by China's feared
Public Security Bureau and packed off to the camps; more
than three years later, many of them are still there, though
the most prominent have been released in response to
pressure from Washington.

The U.S. has fought successfully for the release of
noted dissidents, like physicist Fang Lizhi, who sought
refuge in the U.S. Embassy in Beijing in 1989 and was
permitted to leave the country a while later after some
tough bargaining by Washington officials. While I would
not like to see a return to foreign policy driven solely by
human rights concerns, ala Jimmy Carter, the Chinese
probably can and should be pressed more firmly on rights
issues, especially regarding the labor camps. Trade fraud
is also a growing problem which we have been right to
prosecute. E~er larger quantities of Chinese textiles and
yard goods are either purposely mislabelled (e.g., "Made
in Panama"), or transshipped via Taiwan and Hong Kong,
illegally bypassing the international quotas negotiated as

part of the Multi-Fiber Agreements. The absence of a
Commercial Code in China - or any basic legal system,
for that matter - is just one more reminder of how far the
Chinese have to go in their efforts to modernize.

THE IDIOCY OF SOCIALIST STATISTICS
If you believe what you read in the press, China's

exports have increased by 22 percent a year since 1980,
its GNP has expanded by 10 percent per annum since
1977, and the growth of its huge population has slowed
dramatically, to well under 2 percent a year (1.6 children
per woman of child-bearing age, according to one set of
statistics I saw recently). But the revelations now coming
out of Moscow show just how bogus Communist statistics
really were, and China is no better (if not worse) than the
old Soviet Union. Forced abortions, in the eighth and
ninth months of pregnancy, are still the rule in China,
especially in the rural sectors, and independent surveys
suggest a much higher population growth rate than 2 per
cent. Private overseas Chinese firms throughout Asia are
famous for cooking their books, too: one set for their
banks, another for the auditors,a third for the tax authori
ties, one more for customers, and the real thing for the
family owners. It is hard to see how Chinese statistical
data has any more credibility than Mad magazine or the
National Lampoon. Beijing officials live in an Alice-in
Wonderland world: their numbers mean exactly what
they want them to mean, nothing.more, nothing less.

**
Does all this mean that we ought to ignore China, or

disbelieve everything they say or do? Clearly not. For
one thing, China's sheer size means it cannot be ignored,
and one way to ensure Beijing's cooperation on sticky
foreign policy issues is by expanding trade and invest
ment. (America's second largest trade deficit, after Japan,
is with China.) But Western firms need to pay more
attention to the kinds of strategies they devise for pene
trating the Chinese market: what works for a big blue
chip firm is obviously not going to succeed for a small,
entrepreneurial concern. Indeed, after nearly half a centu
.ry, many Western companies still have problems finding
the right strategies to compete successfully in Japan.

Second, Western governments have a lot more lever
age they can bring to bear on Beijing, short of forcing
China either to become isolationist (which benefits no
one, least of all the Chinese people) or to grow belliger
ent, which could put much of Asia's recent economic and
political gains at risk. And third, we could do worse than
take the daily media with a grain of salt. China is not
going to overtake Japan by the end of this century, and we
unwillingly suspend disbelief if we think it's going to
have the world's biggest economy anytime soon. •
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China's Growth Area, the Service· Sector

Drucker on Management

It is not inconceivable that higher education will one
day become America's biggest "export" to C.hina and the
source of major export earnings.

By Prrr.a F. DRUCKER
Coastal China. home to 400 million pe0

ple of mertantlle and urban culture, has
been the world's fastest IfOWlng economy
over the past decade. But now It, and the
rest of the country. face formidable prob
lems.

To prevent nmaway Innatlon. thou
sands of unproductive and unprofitable .
state enterprises that employ millions of
workers and are a key power bue for the
Communist Party must be dismantled.~
clal tensions are mounting as peasants
stream Into overcrowded cities where
there ts no housing, no health care and far
too few jobs. And a nationwide power
slniggle has begun In anticipation of the
octogenartan leadership's pusln&,. Their
successors may not be democrats.

Yet where the Internal effects of
China's growth are unsetUing. the exter
nal effects are potentially destablllzln&,. It
Is hardly a harbinger of peace that the
ChInese mUitary-wlth no foreign enemy
In slght-ea&,erly snaps up whatever high·
tech weapons a cash·hunro Russia offers
for sale. And the world Is confounded by a
Chinese trade dragon that exports like a
capitalist but Imports like a communlsL
The world must find new ways to meet the
challenge of this emergtn&, power.

Trade Is a &,oad example. U.S. trade
policy toward China should be based on
the assumption that by the early yean of
the next century coastal China mlght be
come one of the largest economic powers .
In terms of total gross national product.
Industrial output and Industrial exportl.
All Unconventional Approach

Yet a conventional approach to bilat
eral trade problems may fall to lariet the
fundamentally different kind of commer
cial relationship a modem ChIna wUl need
to have with the world. ThIs Is because
China Is Ilkely to be the first country
where the balance of payments rather
than the balance of trade Is the key to ec0
nomic relations. Indeed. China may be the
first country to be Integrated Into the
world economy through services rather
than through trade In goods.

To be sure. the Chinese market has to
open to foreign goods. In many waYiIt Is
rar more tightly locked than Japan hal
ever been. But even if Chlna's doors are
tully opened, It Is doubtful whether the
country would become a major marltet for
forelgn·made goods. Despite the enor
mousness of Its marketplace-more than a
billion people with rapidly rlsln&, In
comes-and an insatiable appetite for for
eign brands. ChIna will not Import Coca·
Cola and Levis. Instead, such producII

will be manufactured In ChIna-by Joint
ventures, by rranchlses such as sort-drlnlt
bottlers, by licensees and by alliances of
all kinds. (Just last week Coca-Qlla signed
aD a&'feement with the government In Bel
jln&, to Invest 5150 million In 10 botUln&,
plants In ChIna over the next five years.)

The reason for thIJ Is compelling social
necessity: Manufacturing will be the prl·
mary vehicle to accommodate the Chinese
peasant'. transition from the feudal coun·
tryslde to the modem era. WIthin the next
10 years, as much as half of ChIna's popu
lation might be employed In factories.
Whatever can be made In ChIna will be

made there-and that mellJlll most manu
factured products.

Brlnrtnr down barrters to the importa
tion of goods IDlo China hu to be worked
on, and hard. But far more Important Is
creatlnr a leeal and administrative
framework to enable a rorelgner to do
business In ChIna u a partner. Laws to
day are oRen unenforted. sometimes even
unpublished. There Is nearly no protection
for a licensor or minority partner and of·
ten little respect for Intellectual property
rights. Atrade policy wtth ChIna must es
tablish and safeguard access to partner
ship.

All that said. the biggest market oppor
tunities for foreigners In a fast·growtnr
ChIna are not In manufacturln&, but In ser
vtces.

Consider. for Instance. education. De
Iplte a literacy rate of m.ChIna's unlver
Ilty system Is one of the world's most back·
ward. and unable to supportlustalned ec0
nomic growth. There are barely 1.5 mWlon
coUege students In ChIna, a proportion to
population smaller than Amerlca'l a hun
dred years ago. Even India. with a Uteracy
.rate about hall that of China. hu propor
tlonately nearly four Urnes as many unl·
verslty students. Wone still, most Chinese
university educations prepare students for
bureaucratic careers that prove more use
ful for preventing others from dolnr than
for gettlnr things done.

Unless this changes, and changes fut.
ChIna's growth will be aborted by a short·
are of enrtneers and chemllts, statlstl·

clans and accountanll. phYllcllDl and
nunes, managers and teachers.ID a simi
lar fix 40 years ago, South Korea sent
thousands of III youn&, people to U.S. col·
Il!&'es for tralnlnr; they then created the
"Korean miracle." which transformed a
war-ravaitd. rural country of profound
poverty Into one of the Four Tigers In less
than 30 years.

But China's education problem will not
be allevlat'ed by dlspatehlnr 40.000 ltu
dents abroad every year. as It does now.
What Is needed Is a massive and Immedl·
ate overhaul of the country'l educational
system-a job that can be done only by

IlJtHCale outside service contractors
who deslm. plan and set up the needed
educational IrisUtutions. Quauned IUPPU
ers of IUch services do exist-the EnrtJsh
polYtechnics. for Instance. are well
trained In such endeavors. as are many
AmerIcan universities and colleges that
generally provide educational contract
services as a charitable actlvtty.

Such generosity. however. Ignores a
potential markeL U such ventures are or
pn1Zed and professionally run, there ts
money to be made. Anumber of American
colleges already have branches In Japan.
and It Is not Inconceivable that higher ed·
ucatlon wUl ODe day become America's
biggest "export" to ChIna and the sourte
of major export earnings.

Health care offers slmllar opportunl·
ties. Mao's flawed vision of a ChIna cared
for by "barefoot doctors" Is u much a
travesty today as It was 30 yean ago.
What Is needed are experienced (and that
means forelm) contractors who plan, de
silO. build and manage health-eare facili
ties and train medical staff. The needed
hospitals could be built quite fast; the
American mllltary's field hospitals. devel·
oped over the past 30 years and tested In
the Iraq war, provide a prototype.

FInancial services. the circulatory sys
tem of a modem society. provide yet an·
other major market opportunity. Chinese
financial services are In wone shape than
either higher education or health care.
Simply put. China hu a very high savings
rate but no way to put the money to pro-

ductlve use. It laco the leralltnlctures for
a nnanclallndustry; III financial institu
tions are primitive and III persoMel
poorly trained. An infusion of forelm com·
merclal and Investment banks, thrifts, In'
surance companies. mutual funds. and the
reliable economic and business data they
provtdewould help develop a system that
the ChInese cculd not possibly develop by
themselves, at least not to the extent they
need to In the time they have.

What else does ChIna Deed? It needs
telecommunications and Information ser
vtces on a massive scale. The need Is so
rreat and China Is so far behind that It
will have to bypass a century of Western
technology and leap directly Into the more
modem wireless form. of telecommunica
tions-shortwave telephone transmission
beamed directly Into urban homes. mi
crowave and satellite transmission to
span the enormous distances In the coun
tryside.

The same applies to China's last major
development need: transportation. ChIna
11 blessed wtth excellent natural harbors.
But few are well enough developed to han·
dle much tJ'arrtc or cargo. And the few that
are lack roads and raUways to move goods
to the interior. Almost seven decades have
passed since new railway lines were built,
and many of those are narrow-rauge and
single-track. have obsolete switchlnr
yards and stUl.un on steam.
Yesterday's Argument

The measure of success In trade rela·
tlons with China Is thus seUlnr services
rather than seiling goods. ThIs Is surely
not "free" trade. But no matter how desir
able It might be, free trade Is not a possi
ble policy for ChIna-at least not until the
enormous surplus population from the
farms has been absorbed Into urban socl·
ety and urban jobs.

A service-focused trade policy with
China will be criticized. especially by
trade unionists. for "not creatine jobs."
But this Is yesterday's argument. In aU
developed countries the majority of jobs,
especially of well-paid jobs, are precisely
In those Industries that would benefit the
most from a successful service-focused
trade policy: engineering, design, health
care, education, management, training
and so on. What really matters Is that
these service areas are the ones where the
emergence of ChIna as a major economic
power creates opportunities. They are
where the markets are.

Mr. Drucker is a pro/WtJr 01 social sci
tllCtS al tile C'IamMlll Graduate SChool in
Qllij'omia.
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provincial governments are .far
more severe than others. Gansu
province in western China, for ex
ample, has a worse-than-average
reputation for repressing freedoms
supposedly guaranteed by the Chi
nese constitution. Guangdong, with
its relatively permissive economic
policies, has the best reputation for
protecting constitutional freedoms.

"If you're looking to invest in a
province and you go there to talk
business, I think it makes a lot of
sense to know what the human
rights record of that province is,"
says U.S. businessman and China hu
man rights lobbyist John Kamm.
When opportunities present them
selves, he adds, it makes sense "to
talk about (human rights) in non
threatening ways with senior lead
ers of the province."

Mr. Kamm is liVing proof that
one person can make a difference.
When he brought the case of the L1
brothers, the Uttle-known pro-de
mocracy dissidents arrested and de
tained in Hunan province, to
high-level attention in Beijing in
1991, Beijing stepped in to commute
their sentence to a little more than
five months (they were released last
August). Mr. Kamm also has helped
to win the release from prison of 11
elderly Catholic bishops.

Mr. Kamm is under no lIlusion
that China has made fundamental
changes In human rights over the
past few years, but he finds senior

leaders at least willing to listen and
discuss certain cases.

Does that mean all businessmen
should become diplomats at large.
boycotting certain provinces with
bad human rights records or allow
their consciences to dictate business
decisions? Not at all. As Mr. Kamm
says, it's wrong to bring up human
rights concerns at a first business
meeting, especially before a work
ing,relationship has been estab
lished. Far better to wait until clos
er tie'l have been formed with locai
officials and the opportunity for
frank discussions presents itself 
perhaps at a banquet where an "old
friends" atmosphere prevails. That's
the time to carefully seize the op
portunity.

"When a Chinese official asks an
American business person 'Why are
we having such a tough time on
most-favored nation rights,'" says
Mr. Kamm, "tell him, 'Well, to be
honest, you have a terrible human
rights record.'

. "If the guy says 'Well, we've re
leased some people and we're doing
the best we can,' that is the time to
mention, if you can, just one prison
er In that guy's province, a 7S-year
old priest maybe, and say, 'This
looks terrible. Is there something
you can do to help him?'

"He might say, 'What's his name?'
and write it down. That's your
chance to help that old priest."

Mary Child writes a biweekly fea
ture on Asian trade and economic
affairs.

China•
In

contacts are pieces of the larger pic
ture. While one person can't do
much to change China's repressive
domestic policies, Americans in
business here can and should repre
sent their views - and their govern
ment's views - on human rights.

The gentleman I spoke with
made two false assumptions: first,
that he, as an individual, could not
bring about even small changes in
China; and, second, that. any at
tempts to do Sl) would affect his
bottom line. Still, there are steps
individuals can take to help China
understand why it i3 important to
adhere to the United Nations decla
ration on human rights, to which it
is signatory.

Joint ventures and other business
contacts give Americans a unique
opportunity to exchange views with
their Chinese counterparts on do
mestic matters that affect China's
international reputation and bilater
al trade. This exchange need not
affect a healthy business relation
ship and, in a few cases, has
achieved remarkable, if small-scale
results.

This is possible because China is
not an impenetrable monolith when
it comes to human rights policies.
The treatment of prisoners on con
science, for example, is not always
directed by Beijing, although most
of the celebrated cases are. Many
human rights violations take place
on the provincial level and some

By MARY CHILD
HONG KONG - About this time

last year, an American businessman
involved in China trade told me he
thought American attempts to influ
ence human rights, child and prison
labor practices in China were mis
guided and futile.

He rankled at the accepted noUon
that a proposed U.S. boycott on toys
made in China (over alleged child
labor practices) would force him
and others like him to pressure their
Chinese suppliers on this issue.

"What am I supposed to do about
it?" he said, exasperated. "This is
business. Why are Americans always
the only ones to think they have a
right to stick their nose into other
countries' domestic matters? I
mean, who do we think we are?"

That particular boycott was in
deed misguided, both because of the
lack of strong' evidence of wide
spread, institutionalized child labor
abuse and because of the blunt, un
specified nature of the proposed
trade punishment. But the issue
raises the question of what role a
businessman can play in trying to
improve human rights in a country
where he has a vested interest.

The U.S. China trade community
has effectively argued that contin
ued economic cooperation and trade
with China will do more to promote
human rights and individual free
doms than sweeping trade sanctions.

This policy of constructive en
gagement with China on the diplo
matic and economic fronts makes
good sense. But ipdividual business

Making a Difference
ASIA VIEW
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.Greater China: Economic Power
By MURRAY WEIDENSAUM

Preoccupied with political cballenges in Europe
and the Middle East and with economic competi
tion from Japan, most Americans are ignoring a
powerful longer-tenn trend in Southeast Asia: 1be
rise of the greater CNna economy.

Paced by a rapid rate of investment and given
the abundance of trained human capital, the As1aD
rim has become the fastest .growing part of tbe
world, averaging more thaD S% a year In real
economic growth. That trend is generally expected
to continue at least for the rest of th1a decade aDd
perbaps well Into the 21st century.

Without underestimating the strategic role of
the Japanese economy In the Asian rim, there is
another way of looking at economlc developments
In this key region. Over the years, scholars in the
United States have referred to the Chinas as a
multiple - two Chinas, three Chinas aDd more.
They have in mind the fact that several of the
major economies of this regioo have a predomi
nantiy Chinese population aDd an unusual degree of
interaction.

In addition to mainland China, the overall ChI
nese economy includes such other rapidly growing
areas as Taiwan, Hoog Kong, Macao aDd Singa
pore. Beyood that, Chinese companies In Malaysla,
'Ibailand. Indonesia and the PbilippiDes make up
about 70% of the private sector in thole countries,
according to some estimates.

The Chinese-based economy has resisted tbe
global recession, which receoUy has plagued virtu
ally every advanced 88tion. This informal economy
Is currentiy the world leader In terms of economic
growth, industrial expansioo and exporta. It coo
tains an array of potential consumers that far
exceeds the European and North American mar
kets.

The Chinese-bilsed economy coota1Ds substantial
IUllOW1ts of technology and manufactw1Dg capabW
ty (Taiwan1 outstanding entrepreneurial, martet
ing and services acumen (Hong Kong), a fine c0m
munications network (Singapore), a tremendOUI
pool of fmancial capita} (all three) aDd very large
endowments of land, resources and labor (mainlaDd
China). A talking doll, for eumple, may be de
signed in Hong Kong, contain a computer cblp
made in Taiwan and be usembled In auna.

The infonnal Chinese ecooomy differs from the
more official economies, wbich are dominated by
large multinational finns. Of the world's 500 lead
ing industrial companies, ooly Taiwan'. Ch1DeIe
Petroleum was part of the greater China economy.

The ChiDese-based economy consists In large
measure of mid-size. family-run f1J1DS, Transna
Uonal networks seem to be the natural accompani
ment of the Chinese trading tradJtioo. 'I'bele chan-

Dels for the movement of information, goods and
capital belp to aplain the flexibility and efficieDcy
of the nwneroul infonnal agreements that bind
together the various parts of the QUnese.based
trading area. .

To ba sure, governrr.cmt Is often beavUy in
volved In the ownership of many specific enter
prises. In· Taiwan, the NaUonalist Party is the
largest property· owoer, with widespread business
Interests. In ma1DlaDd ChIna, government owns a
great variety of enterprises.

The close coanectioo between public and pri
vate sectors and the greater 0Una economy is
Ulustrated by the operations of the Shanghai Far
East Container Co. This joint venture between
Shanghai, Hong Kong and Taiwan involves enter-
~~~ three areas to produce steel containen

Severai economic indicators illustrate the close
connection among the CbJ.nas. Eight years ago, the
special economic zone of Xiamea in mainland ChI
na booked 10 te1epbone calls a month to Taiwan.
CurrenUy, such calls are averaging 60,000 a month
and the number is rising. .

In 1987, fewer than 7J1,'JJ Taiwanese visited the
mainland. '!be current rate Is approximately 1
milllon a year. Bilateral trade, which legally caD

. be conducted only through third countries, was·

China'. new economic flag

about $i.5 bUlloo in 1987. The CWTeDt figure is
about $6 bil.1IoD. Moreover, about 4.000 Taiwanese
enterprises have set up factories In China. In the
aggregate, more than 5,000 Taiwanese companies
have invested about $S billloP In the China main
land.

'!be current interdependence between mainland
China and Haag Kong Is even more striking. Each
is the otber'. largest trading partner and largest
source of external investmenL Three-filths of all
foreign investment in China bas come from Hong
Kong's Chinese entrepreneurs. Conversely, the Peo
ple's Republic of China bas reportedly invested
about $11 billion in Hong Kong real estate, trans
port and financial enterprises.

At the macroeconomic level, some private ana
lysts believe the foreign exchange reserves of the
various ChInas total some $200 billion. That amount
Is far in excess of the foreign acbange holdings of
any other ecooomlc power.

Former World Bank President Robert McNa
mara bas provided an upbeat, long-tenn appraisal
of the economic prospects of mainland China. He
believes that if China achieves its economic goals
for the year 2,000 and then moves forward at
satisfactory but DOt spectacular growth rates, its
per capita,income In 2050 may be roughly equal to
that of the United Kingdom in 11165. The total size
of its economy would approximate that of the
United States or Western Europe. Economist
Olarles Wolf of the Rand National Defense Re
search Institute estimates that the economy of
mainland China alone may aceed that of Japan by
the_year 2,000, if DOt soooer.

Trends, of course, rarely move in a straight line
for long periods. In the recent past, setbacks have
occurred in the economic and poUtical develop
ment of Southeast Asia and futW'e detoun are
likely. Cblna's economic future is uncertain, and
the notion of political integration among the vari
ous Chinas does not seem likely any time soon.
What does seem likely Is coatinuing, Infonnal inte
gration, perhaps leading to a de facto Chinese
common markeL

Looking ahead to the 21st centwy, the Chinese
economic and trading area m.\ght well reach across
the Pacific. Such a development would fonn a
major part of the economIc and Pacific equivalent
of the North AUantic Treaty Organization. Barring
a major political setback in the intervening period,
the Chinese economic area hal the potential of
providing a principal engine of worid growth In the

.early 21st centwy.

Murray Weidenbawn is director 01 the Center for
. the Study of Americm Business .t W&SblngtolJ

University in SL Louis. TIJis article is excerpted
from • recent analysis pubJisbed by the center.
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China's
Power Plays

Beijing iI emerging as the victor ol the Cold
War in Asia. 10 the 198Os, it gained aa:es to
Western nwk.ets, capital and technology, aD criti
cal~ of Q1ina', successIuI economic reo
fonns. 10 the midst of the Tiananmen demon
Ilr.lUons ia 1989, Soviet President Mikhail
Gabachev visited Beijing and signed historic d0cu
ments ending a Ioog period of political tensioos and
ocasionaI military dashes between the two a:m
tries. While Q1ina's image in the West was severe-

,Iv Wni:Ibed by the violent rqxessm visited upon
the Sl1ldr:nts in Taananmen Square. by August
1991-when CommWlism fell in Mosoow-QUna
had nonetheJesI IIUlVived a period of skittishneaa

'on the part 01 ioveston unsure of the future, and
was weD on ita way to regaining international
respectability. Recently, R1LWan Federation Presi
dent Boris Ydtsin made his own pilgrimage to
Beijing to sign anonaggression agreement. WbiJe a
full.fledged alliance, the agreement is an irMic
cootinnation 01 the 0ip-60p in c:entral roles theae
two play in A"ian leCUrily.
. By any measure. CXllIlpal'ed with 1991 Ot even
1989, Q1ina is nub strooger politically and more
active diplomatically than Russia throughout Alia.
8eijinj iI detennined to exploit turmoil in Russia to
~ Mo5cow as the lbniIwlt I¥Id-based miJi.
'Wy power in Asia. The Yeltsin aovemment.
desperate far hard aureocy to save its fledgling
demx:racy and~ ecanomy, appears resigned
CO boosting 0Unese military might. Russian annI
are br superior to tho&e avaibhle to 0Una lnxn
the Third World and less CXl&lIy than Western
military producu. Upurchased in sufficient quanti
ty, they will enahIe China to bProg into the
modern era. By buying Russia's modem military
hudware and advanced technologies. 0Iina also
beJps Mo8cow. repay its hard CUlTene)' debts.
Under discussion are not only the sale of biatHech
weapons &irniIar to the more than 60 SU·27
fiahter-bomber aircraft IIready aInU'lIitted. but aIeo
rnodemi23tion 01 more than 20 1950Hra Soviet·
baiIt mililary productiao facilities.
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By these means, Beijng is attempting to play a
"Russia card,- thus making ibelf ecooornicaIJy
essential to Moecow and Ilnlegica1ly relevant
again foe WashinglOn. The more than 20Rus.»

, Cbine3e agreementllligned in December also rUle
the question 01 how Yeltsin. himself the inlt:ndcd

,W:tim 01 goyemance by tank. can deal with a,
goYerMIent that used lanks against its own peOple.

•The IimpIe truth is that practical economic and
.aecurity CUlSideroitions, not senliment, are driving
these two together again. In the prlXes.'1, Ctuna
obtU • modicum olleverage against the wcnl's
remaiDiog aupeIpOWa', while Ru:osia apit.1lizes on
ill ooJy~ cmverilie 1:iSd, mililary hardware
-S cechnoIogy. But expmied Sino-Rusaian mi1i
tary cooperation adds to the DeW world disorder
aDd to the eecurity conc:t.mI 01 Asia and America.

The Clinton admWsuation will ha...e to live with·
'the c::onsequences ol the Bush administratioo'.
too-besitant approach to Russian rdonna and ita
1adl 01 interest in building a strong economic and
~ pan.nmhip with Ru&sia in the Asia-Pacific
region-the result 01 which ~ a window 01 opper- ,
tunity for Qlina. Amore coosemtive. post·YeItsia
MOtiCOW can abo easily dea1 with dernocntic
.n:fonnen, who eYeQ now have been politica1ly
wWened. Some 01 these'have already oonverted
themieIves into cynical pragmatists. no longer
wiI1ini to wait far a glimmer 01 hope from Wash
ilgtoo. ~ a result, Yellsin's domestic economic

'1IMi political despention and Washington's lack ol
Ilrategic visioa bave driven him toward the 0Iina
option. The result is policies that cooId apoiI
Russia', budding relationship with the West.

This 0Jina cption is also evident in Russia'.
JI"OWiaa tDde with Beijing. in coot.rast.with the
atoomJ ec:anomic prospects MOLSCOW {xes else
wbere. 0Jina bas d«ided to take advantage ol

'1lusIia'. rocky transition to capitalism and is now
.,eady to spend the fruits ol its own ,renascent
.market ecmomy te gain wide ac.cesa to Rus.m',
'coavesWana1 weapons systems. Eveo more signif- ,
1antIy, b1g-nnge delivery ays&ans and aophisti
CIted taraetinI technology are abo on the auction
bkx:k. 1'bese are trained apilst America'.IlIiea·jQ

:~.1IId the United Swea it!dI.
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" Thus, by aidiIlI the. quantitati...e and qualitatiYe
'iInpnwanent 01 China', nuclear ballistic mWiIe
force. which • not limited by lre2ty, Russian
,military ted1noIogy cauJd UlWiennirK; the fragile
·Asian IOCUrity balance. At the same time, Amen
lea" expaOOing economic stake in 0Una is blinding
Washington to the cmsequences 01 Chinese mili
Wy hegemony in Asia. Japan, Koru and the
iwociation 01 Southeast Asian Nations stales are
already De1'\'OUS about growing Chinese power and

..~.While still linked to the United States in
·their IeCUrity and foreign policies, these American _
,partnenfird it prudent to expend cooperation with
Beijing rather than risk confrontation. That, 01
CXJUf'Ie, ia~ Thus, having heJped build
Q1ina as a COWIt.erweilht to the Soviet Unioo, the

'United States is now coolronted with an emeriini
0Iineae military dominance in Asia.
, Japan and Korea. €acing a mili1ariJy stronger
0Una. are Psti6ed in questioning the value ol

IAmerican security prantees and the theory 01
exteoded nuc:Jw determlce. The anti-Soviet secu-
·~ umbrella cannot evolve irito lOme lUnd ol
pail.cold War "fou1.weather pondn- The emeri'

'iog Olinese strategic pcoCde poe;es a grave chaI
'Ienge to Japan, which (t:eJs tlolated after Ye1tsin',
visitI to Seoul and Beijng and his abruptly~

"trip to Tokyo. With increasing uncerUinties in ita
rebtions with Washingtoo, Tokyo may have DO
-option but to expand ita own military. Facing a
nudear-anned China. Japan and India may rethink
·thl:ir nudear abstinence, triaerin& an Aaian nucle
ar arms race.
, The United States must lead in building a
comprehensive regional security stnlCt1Ile, not just
to c.ounter the Chinese military buildup but also to .
engage and baIanc:e Beijing', future territorial
ambitions. Washington and Mosoow have a dicett
responsibility to bring 0Una into the Asian and '
gklbaI arms cmtroI processes and to coostrain its
alIlw:ntianal and nuclear potential. Initiating IIUCh a
'process now is aucial to eliminating nuclear leara
in India and japan. A global nuclear fn:eze and a
cmYention on no-first-use 01 JlUCIeM weapons are
potiSihIe agreements that China cauJd Po. Without
•Chinese participation in arms cmtrol and nuclear
'd&samwnenl, prospects for cmtrolling the proIU~

atioo ol weapona 01 maaa desuuctm in Alia are
dim.

· Yladi",i,IPalSOu, eltai,ofAsia·Pacific
,Studiuat 1M ladi/"u 0/ World UOISO"'1
and InunulliDntJI Rt14litnu i.. M~ow, au
Raj MoIta.., Q mnWr0/1Ju IlU/i/llu/M'
~/tf&# Studiu and AMlJlSUsl4/fin NnI1
Dtlh~ an/tlJows allM U.S.llU/i/"u 0/
PtllU. Tlumuu Robinson iJ dil"tlClo, 0/tJII
CJaiu Sludiu Protlra. 411Ju AIIWI'WII
E..~ri# lutilNlI.,
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Stumbling Toward the GATT
By MARY CHILD terms. Under the Jackson·Vanlk

HONG KONG - The Yangue ASIA VIEW amendment, Washington is required
Optical Fibre Cable Company, a Sin- to go !hrough, the ~ual MFN re-
o-Dutch joint venture· in Wuhan, has foot-dragging on GA'M'-related re- for Japan and China Ira Wolf, will vie~ ClrCUS. It s unlikely this anach
a worry. Right now it is the number forms. head to China late th1a month to eonlStic law will- be repealed any
one producer of fiber optic cable for Though the United States had press Beijing to live up to ita market time soon. .
China's rapidly growing telecommu· pledged to "staunchly support" Chi. access commitments. Ultimately, wheth~r China's pro
nicatlons marltellts high·tech cable na's application for membership in If China does oot be&in some in- tocolis acceptable will be a. matter
18 beginning to replace the more the GA'M', U.s. patronage 15 not un- terim action, expect a blowup- of for the GA:r:r Councll to d.eclde. ~ut
cumbersome, less diverse standby, conditional. It is tied to two factors: major proportions. With China s n U.s. OPPOSlt1on would senously 1m·
copper cable. China's adherence to the October billion-plus trade surplus with the pede the process.

But Xu Tongmao, the company's 1992 bilateral agreement on market United Sta~ and acceu for U.s. If all these trouble spots are
general manager, saYi that unlesa ,ccess, and the acceptabUlty of the . Jmports stymied,. rwnon of action I smoothed out, China .could be a.mut·
the company Increases Its output terms under which China would be under America's "Super 3(W trade ted to the GA'M' by 1994., ,
and diversifies its product line, It admitted to the GA'M'. ' retaliation law already are swlrUng. But even if China does not be
could be unseated when China be- There are lOme serious, legiti- Moreover, Beijing cannot expect come a full GA'M' member any time
comes a member of the General mate stumbling blocks in each of strong U.S. support on GATT mem- soon, if Beijing livea up to Its bUat·
Agreement on Tariffs aDd Trade and these areas at the momenl bership while it 15 violating the spir- eral market access commitment, a
15.opened to foreign competition. Nearly four months have pused it of the October agreement. company Uke Yangtze Optical Fibre

Indeed, BeIjing has been fueling since China agreed to reduce tariffa Meanwblle, Washington and Bel· Cable should face some foreign com-
expectations that GATT member- and lift most import quotas and 000' Jing differ on the interpretation of petition at home from U.S. suppliers.
ship will be conferred on China by tariff barriers on a wide array of the U.s. pledge to -staunchly sup- That's because, as part of its sec·
the end of this year. The Idea of U.s. products and to mate its trade port" a "good protocol" for China's tion 301 agreement with the United
"foreign wolves at the door" bas p~ regulations transparenl eotry into the GATT. States, China agreed to phase out Its
vided an excellent impetus for Chi- While the deadlines for lOme of As Rich Brecher, director of busi· import substitution practice, which
nese companies to become competi- these reforms are stm some dis· ness advisory services at the U.s.- discourages Chinese companies from
tlve fast. The Yangtze cable tance down the road - tariff reduc· China Business Council, put it, "Chi- importing products that already are
company plans to meet the chal- tlons by the end of this year, gradual na is emphasizing the phrase being made at home.
lenge by expanding its annual output llfting of Import quotas and licena- 'staunch support' and the United Still, it may take quite a long
mor~ than fourfold by 1995 and by log restrictions by year-end 1997 - States is stressing 'good protocol.''' time before U.s. producers can com-
acqulring the technology to produce China has not yet begun to seriously From Washington's perspective, pete on an even playing field in Chi·
a fiber optic cable suitable for dedi· implement this program. If, as a "good protocol" would allow the na's telecommunications market.
cated leased linea. promised, China 15 to remove 75~ of member countries to reserve the The Yangtze company, for example,

But while there's no doubt of the its non·tariff barriers by the end of right to "Invoke non-application" of bas a distinct advantage: One of its
need for Chin~ companies to plan 1994, it had better get a move on. lOme GA'M' privileges for certain Investment partners Is a section of
a.head to compete with imports, par' Among other things, China bas DeW GA'M' entrants. That would ai- the Ministry of Posts and Telecom·
ticularly in those areas covered by not, as promised, effectively Wted low the United States to continue its· munications in Beijing.
the Sino-U.S. trade agreement on import licensing restrictions on Sin- current annual Most Favored Nation But once non-tariff barriers 
market access, chances for GA'M' o-O.s. auto manufacturing ventures review process, rather than offer such as state directives to buy Chi·
membership this year are remote. that need to lmport U.s. auto parts. . permanent, unconditional MFN sta- nese - are removed, this Infant In-
Companies like Yangtze may have Washington Is finding this delay tus to China. ; dustry will have to grow up fast
more time to ready themselves for so troublesome that a delegatioD. China, naturally, opposes mem- .,.
full·fledged foreign competition. ADd from the office of the United States bershlp under those terma. But Bei- Mary Child. wrItes a bIweekly fe~.
Beijing may be buying them time - Trade Representative, including As- jing and the United States may have ture.oD Asian trade and econoll1lc
by design, some would say - with slstant U.S. Trade Representative DO choice but to settle on these affaus.
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Business Outlook Abroad
Current Reports From The Foreign ~erVi~e

The Reform Movement Hits Some Snags, But is Producing
a More Hospitable Environment for Business Relationships
While a good monsoon and strong industrial output have pushed economic growth
IIp to an annual rate of about 4 percent, the pace of economic refonn in the second
year of India's structural adjustment program appears to have slowed. Sustaining
the pace of economic stabiliztJtion and refonn. over 'he n~J:t several years may
prove difficult as fiscal austerity and labor-productivity measures begin to hit
influential interest groups. Nonetheless, India is evolving into a substantially more
hospitable environment for bilateral business relationships. The U.S. Embassy in
New Delhi filed this report on economic ,rends in India.

D espite a largely successful
macroeconomic stabilization
program and vastly improved

balance of payments. there is wide
spread concern over the pace of reform
in the second year of India's structural
adjustment. The billion-dollar securities
trading scam is cited for ongoing delays.
and the Dec. 6 destruction of a mosque
in Ayodhya by Hindu nationalists raises
additional concerns. Nevenheless, In
dia's trade and industrial reforms since
July 1991. which substantially improve
its investment climate. remain intact.
The Rao government has reiterated its
commitment to continuing reforms, and
is expected to codify foreign investment
regulations issued earlier by decree. The
FY 1993-94 budget (the Indian fiscal
year is April I-March 31) is expected to
inclutle significant funher reductions in
tariff rates as weIl as in personal and
corporate tax rates. Further reductions in
trade controls are expected, as long as
export growth improves. Proponents
(and opponents) of a convertible rupee
for the trade account continue a vig
orous debate. though the government
remains cautious.

A major result of the new industrial
policy has been a shift toward financing
new investments through capital markets
instead of traditional banking channels.
In September. the government opened
the Indian capital market to portfolio
investment from well-established foreign
institutional investors.

The generally good 1992 monsoon
will help plOpel real GOP growth during
FY 1992-93 to about 4 percent, com
pared to less than 2 percent the previous
year. The government is confident it
will reduce its fiscal deficit to 5 percent
of GOP. though large operating-budget
deficits and widespread tax evasion
persist. Money supply expansion. high
inflation. and sluggish industriaUexport
growth are major concerns for policy
planners as well as a focus of criticism
from opposition political panies. There
is also concern that increasing debt
service obligations could outstrip growth
in exports and invisibles receipts, posing
a serious threat to the balance of
payments over the medium term. Non
gold foreign exchange reserves stand at
$5.0 billion, equivalent to about 2Y2
months' imports, though a substantial
funher inflow under international agree
ments should return them to the $6
billion level. In addition to an Interna
tional Monetary Fund standby credit of
$2.2 billion. India began discussions in
October 1992 for access to about $7.0
billion in long-term. IMF credits.

What This Means for U.S.

India's trade and industrial reforms
are making it a substantially more
hospitable environment for bilateral
business relationships, There is now a
single window for approval of foreign
investment of up to 51 percent equity in

34 broadly defined industries. Greater
foreign ownership and/or projects in
other industries are reviewed by the
Foreign Investment Promotion Board
and its specially-empowered committee.
which are overseen by a Cabinet Com
mittee on foreign investment.

Limits on expansion and other ac
tivities of large firms. under the Monop
olies and Restrictive Trade Practices
Act, have been eased. Local-content and
export-performance requirements. have
been dropped for most foreign invest
ments and technology transfer rules
have been simplified. The energy indus
try has been opened to foreign invest
ment; U.S. firms are looking into power
production as well as petroleum explora
tion. refining. and distribution. In May
1992, India also opened its coal industry
to foreign investment in some limited
areas such as methane extraction. Im
ports of most consumer goods remain
banned or restricted, though earlier
restrictions on personal computer im
ports have been relaxed. Further reduc
tions in trade controls. including tariff
levels of up to 110 percent. are
expected, as long as export growth
remains steady.

The U.S. Export-Import Bank has
doubled its lending in India to over
S500 million and expects this country to
be its fastest-growing portfolio.

Bilateral trade disputes remain, how
ever, for the second straight year, the
United States listed India as a priority
country under Special 301 for investiga
tion of inadequate intellectual property
rights protection, The United States also
withdrew GSP duty benefits for S60
million wonh of Indian pharmaceutical
products. The main issues are strength
ening Indian copyright enforcement and
the lack of product patent protection for
chemicals. drugs, and food products.

The United States remains India's
largest trading partner. U.S. exports to
India reached a record S2.5 billion in
1990, but fell to S2.0 billion in 199 I.
largely due to Indian government
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Imp0rl-restraint efforts. Trade data
through the third quarter of calendar
1992 show U.S. exports to India down 6
percent, to S1.4 billion. because of a
decline in non-crude oil sales. U.S.
imports from India were up 19 percent
during the same period, on the strength
of booming gannent sales. The main
U.S. exports to India are sophisticated
machinery and high-tech products, avia
tion parts and avionics. fertilizers, steel
scrap, and chemicals. The United States
also sold one million tons of wheat to
India in 1992.

The United States and India have a
double-taxation treaty which· went into
effect in 1991.

U.S. firms are the largest cumulative
foreign investors in India since its
independence. with over $750 million
invested as of December 1991. In
response to the Rao government's
economic reforms. annual U.S. invest
ment shot up from SI9 million in 1990
to an estimated SI50 million in 1992.
Approvals currently arc running at a
higher level, though not all projects are
likely to be realized.

Prospects for U.S. exports and invest
ment seem promising for aircraft and
parts; oil- and gas-field machinery and
services; electronic and scientific equip
merit: telecommunications equipment
and services; medical equipment; chemi
cal production machinery; machine tools
and metalworking equipment; computer
software and services; mining equip
ment; computers. peripherals. and spe
cialized CAD. CAM, and CAE systems;
biotechnology; port and shipbuilding
equipment; printing and graphic arts
equipment; hotel and restaurant equip
ment; textile machinery; railroad equip
ment; industrial process controls;
environmental technologies; and general
industrial equipment.

Many firms considering the Indian
market find participation in events spon
sored by the U.S. Department of Com
merce or Commerce's U.S. and Foreign
Commercial Service (US&FCS) in India
to be excellent vehicles for promoting
business in India. For details, U.S. firms
should contact the U.S. Department of
Commerce. International Trade Admin
istration. Washington. D.C. 20230, tel.
(202) 482-2954; one of the district
offices of the International Trade Ad
ministration located in major U.S. cities
(listed on page 32); or the US&FCS
offices at the Embassy in New Delhi
and the Consulates in Bombay, Madras.
and Calcutta.

22 Business America. February 8. 1993
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The State and the Market in Industrial
Development: Perspectives from the 1980s

George Rosen*

T he relationship between the state and the market has been a con
tinuous theme for those economists seeking to understand the
process of economic growth and to advise on policies to affect that

process. The classical economists from Adam Smith through Marx devoted
much of their work to that task, and a central theme was the relationship
of those two institutions in facilitating or hampering the growth process.
With the rise of neoclassical economics, attention shifted from the study of
growth to the study of the market per se. Simultaneously, the question of
appropriate government policies, whether in relation to the market or to
economic growth, became a marginal issue in mainstream economics, al·
though not among institutional economists in the United States or historical
economists in Germany. The world depression of the 1930s, the rise of
Keynesian economics and World War II revived such issues within
developed economies.1 The aftermath of that war, which saw the breakdown
of the colonial system and the rise of a large number of independent states
with a major goal of economic growth, recreated the field of economic
development within the economics discipline. This was true in the developed
countries, whose leaders sought to develop economic policies toward the
former colonies,;and in the developing countries, where appropriate govern
ment policies to stimulate growth became a major task for the new rulers.

The development economists of that period presented a theory of
economic development which argued for the state playing a major role in
fostering economic, primarily industrial, growth. This was relatively un,
challenged until the 1970s. However, the growing critiCism of Keynesian
analysis among economists in developed countries, the varied results of the
development policies of the developing countries, the coming to power of
Ronald Reagan in the United States and of Margaret Thatcher in Great
Britain with their programs for a reduced role for government in their own

• Professor of Economics, Emeritus. University of Illinois at Chicago.
1. See R.M. Collins. "The Emergence of Economic Growthmanship in the United States", i.l The Slale
and Economic Knowledge. ed. M.D. Furner and B. Supple (Cambridge: Cambridge University Press.
1990). Chapter 5.
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countries, and the economic difficulties and collapse of the centrally planned
Eastern European economies in the 1980s induced a major rethinking of this
issue among development economists, the policymakers in developing
countries and the policymakers in aid-giving agencies. The governments of
the People's Republic of China and India, the two largest of the developing
countries, each introduced economic reform programs to reduce state con
trols of their economies and to strengthen the role of market forces in
economic decision-making; other countries have done the same.

In this article, I propose first to briefly review the issue of the relative
roles of the state and market among the mainstream development
economists of the 1950s and the critics of that early position. I wm then
briefly examine the market-oriented economic reforms introduced in the
People's Republic of China and India in the 1980s, as well as the policies'
of the very successful East Asian developing economies. I will conclude by
pointing out the changing, but stm important, areas in which state action
is vital on the basis of the experiences of the People's Republic of China
and India and the East Asian economies.2

State and Market: Mainstream and Critique

In his introduction to Pioneers in Development, Meier summarized the
"mainstream development economics of the 1950s as being structural,
shaped by trade pessimism, emphasizing planned investment in new physi
cal capital, utilizing reserves ofsurplus labor, adopting import substitution
industrialization policies, embracing central planning of change, and rely
ing on foreign aid. But there were crosscurrents, and....vigorous debate
over some leading issues. [One of those controversial issues was]... plan.
ning versus reliance on the market system'·.3

The dominant thinking of the 1940s and 1950s was also reflective of
its times: the key role of the government in dealing with the depression of
the 1930s and in mobilizing the economies of the capitalist countries for
and in World War II. The development of Keynesian economics, and of a
separate macroeconomic framework of analysis, provided an underlying
theoretical basis for a major role for growth-oriented government policy.
But in addition, in the area of microeconomics, policies toward growth
brought up major issues ofthe relevance ofconventional equilibrium theory
in the face ofa disequilibrating growth process, in the absence of innovating

2. Lewis presents another treatment of this theme within a broader political economy framework. Sec
J.P. Lewis, "Government and National Economic Development", Daedalus. vol. 18. no. llWinter 19891,
pp.69-83.

3. G.M. Meier, -rhe Formative Period'. in Pioneers in Ihvelopment, ed. G.M. Meier and D. Seers (New
York: World Bank and Oxford University Press, 19841. p. 22.
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entrepreneurs, in the face of the importance of economies of scale and of
externalities of benefits, all of which were felt to constrain reliance upon
private economic behavior in pursuit of national development. Essentially,
the role of the state in development was to overcome "market failure" in an
underdeveloped economy, quite apart from the structural characteristics
of a society that sought to begin the process of development. In addition,
there was the apparent success of the Soviet Union's centrally planned
socialist system, of which in fact little was known, in rapidly industrializ
ing so that it was able to resist successfully the attack by Germany's more
economically advanced society. Thus, the emphasis given to the state in
development in part reflects the failures of capitalism in the Great Depres
sion, and the assumed success of state action, including central planning,
iridealing with those market failures on both a macro and micro level.

. By the late 1960s the actual experiences of the developing countries
and of development economists working in those countries, together with
the resurgence of neoclassical thinking among mainstream eco~omists in
deyeloped countries, led to serious questioning of the initial analytical and
policy framework of development economics.4 Little's pioneering work on
industrial policy and trade in developing countries and on economic pricing
in project evaluation was a major element in this reconsideration in the
area of industrial development. Schultz's earlier interpretation of the
optimizing economic behavior of peasants in response to incentives played
a path-breaking role in the reinterpretation of the role of the agricultural
sector in the development process. Viner's work on trade and development
was rediscovered, and Bauer's criticism of state-centered policy came to the
fore again. Inthe 1970s and 1980s the rapid economic progress of the "Four
Little Tigers" of East Asia confirmed the importance of foreign trade in the
development process. Among developed countries, ...he move to the market
and deregulation under Margaret Thatcher and Ronald Reagan, the col
lapse of rigid central planning in the Soviet Union and Eastern Europe and
the economic reforms in the People's Republic of China and India, as well
as in the smailer developing countries of the world, have led to a resurgence
of free market economics and a denigration of the role of the state in

.c. I will not list all the relevant books and artides by the four economists named below. but I will list
their major works written before 1970, or their own summary articles in which they present their
positions. In alphsbetical order, they are Peter Bauer's own summary of his research and criticisms of
the mainstream in ""Remembrance of Studies Past: Retracing First Steps·, in Meier and Seers, op. cit.,
pp. 25-43. This also Iisls all of his earlier books and articles going back to 1948, many of the later ones
written with B.S. Ya·mey. The works of Ian Little referred to are I. Little, T. Scitovsky and M. Scott,
Industry and Track in Some Developing Countries: A Comparative Study (London: Oxford University
Press, 19701; and I. Little and J.A. Mirrlees, Manual of Industrial Product Analysis in Developing
Countries <Paris: Organisation for Economic Co·operation and Development, 19691. T.W. Schultz's
path· breaking book was his Transforming 7Taditional Agriculture (New Haven: Yale University Press.
1964 I. Jacob Viner's long ignored book was the text ofhis 1950 lectures,lntemaiional Trade and Economic
Development (Glencoe, II: The Free Press, 1952).
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development economics. Too, as economists have extended the assumptions
of maximizing behavior and economic tools of analysis to explaining politi
cal behavior, this has led to a change in the picture of the state. In Lal's
words, the state is no longer seen as a "benevolent" institution with the
goal of improved well-being for the public, but rather as a "predatory"
institution, with officials seeking to maximize their economic and political
gains by working with individuals or groups that seek to use the state for
private ends.5 "Government failure" has become the counterpart of "market
failure" and requires the careful scrutiny of any government activity,
including action to correct market failure.

Traditional and Revised State/Market Roles

But I am skeptical of that position and I will try to support that
skepticism on the basis of some of the same country experiences that sup
porters of a reduced government role in development use to argue their
position. In some ways, the attitudes of development economists and
policymakers towards the respective roles of the state and market following
the apparent failure of the state in the past decade seem to parallel the
opposite attitudes ofa previous generation towards the roles of those institu
tionsfollowing the apparent collapse of the market in the depression of the
1930s and the war in the 1940s.6 My disagreement with the current dis
paragement of the state is not with the argument that much of the past role
of the state has led to inefficiency and slow growth. Rather, I will argue that
the state still has major roles to play in the development process in develop
ing economies, and that failure to play those roles will make it doubly difficult
to extricate itself from those policy areas in which it has not been effective.
Furthennore, the state in fact played a major role in those developing
countries whose successes are cited as support for state abstinence, and it
continues to do so but in ways that would be considered unorthodox by both
earlier and contemporary neoclassical development economists.

I will identify those areas in which the government's role has been
unsuccessful over time. Initially, it appeared that direct government invest
ment in, and ownership of, industrial plants, accompanied by central plan
ning of production' and distribution, controlled prices and highly restricted
foreign trade, would achieve an industrial development at a faster pace and
over a wider production area than would reliance upon the market or upon
greater freedom of trade. In fact, this policy framework did achieve impres
sive initial results, but over time it has been found to be counterproductive.

5. D. Lal, -Comment", in Pioneers in Development: Second Series, ed. G.M. Meier (New York: Oxford
University Press, 19871, p. 194. '
6. See Peter Temin, Lessons of the Great Depression (Cambridge. Mass.: MIT Press. 1990,
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Schumpeterian entrepreneurship, defined as a willingness to take risks and
the flexibility to identify and respond to new opportunities, which I consider
the necessary requirement for development and growth, does not flourish in
government-owned, politically or bureaucratically controlled institutions, in
which risk-taking can be dangerous. Furthermore, all too often such govern
ment enterprises are monopolies facing neither internal competition, nor the

. experience of imported products that would exert some pressure for response
and change. Thus, such industrial enterprises may succeed initially as a
result of large investments and the political pressures to produce, but over
time these propelling forces diminish or disappear, and with that, perfor
mance also weakens. This will be reinforced if the enterprise has a captive
market and at the same time is protected against losses by subventions from
the government ifcosts cannot be met. When such monopoly and government
ownership is combined with price control to keep prices ofoutput deliberately
low and even below cost, the results have been shortages relative to demand,
financial losses, and lack of funds for investment as well as a continual need
for subsidy. Ironically enough, one of the rationales for such government
activity has been to prevent private monopoly, but at times the result has
been an oligopoly with both the private and public firms having protected
shares of the market but with the private firm profitable at prices that barely
covet the costs of the government enterprise.

Some ofthese problems may be less significant if the government owns
and operates natural monopolies in such economic overhead areas as
transport and electric power. These are areas in which there is a long
tradition ofgovernment ownership or control because of their monopolistic
character and high capital requirements. Rapid technological change has
not been a major element of those industries. which might qualify for the
Galbraithian term of "post-office capitalism". But all too often these are
considered industries which should charge low prices, based on some idea
of need, rather than on any relation to cost or appropriate rate of return on
investment. Thus, they are often heavily subsidized loss-makers, unable to
meet levels of demand at the prices charged, and unable to expand. thus.
creating bottlenecks which force closure of plants or pile-up of shipments
that impose heavy costs upon the economy. Very often, too, they provide
employment sinecures for politically well-connected workers, while their
ability to allocate electric power and transport facilities gives political and
bureaucratic figures control of a strategic factor input. Because of these
elements, permitting entry of private firms into this sector might well
introduce a degree of competition that would reduce state monopoly power
and improve service.

The economic reforms in both the People's Republic of China and India
have sought to move away from this model in terms of goals. They proposed
to give enterprise managers in the public sector greater responsibility for,
and control of, the performance of their establishments. To do this, they
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attempted to separate political or bureaucratic agencies from enterprise
management; they introduced performance contracts and rewards for
enterprise performance not just in physical terms but in financial terms as
well; they reduced lifetime employment for workers and introduced wage
payment by results as well as for presence; they permitted easier entry of
private firms into industry and/or reduced controls on existing private
firms; they eased restrictions on imports and on foreign investment; and
they reduced direct control of prices and permitted, within varying limits
by product, a greater role for the market in setting prices for a wide range
of products. While their reach has exceeded their achievements, the conse
quences have apparently been positive in terms of growth rates of output,
varieties of goods produced, and exports of manufactured goods. Thus, this
experience seems to support the position "that government which governs
best governs least". But I will argue that one of the main reasons for those
governments' inability to withdraw from direct goods producing areas of
their economies lies precisely in their failure to perform other government
functions adequately and that they will have to expand their activities in
new directions to withdraw from the older activities. (This is apart from
bureaucratic and narrowly political resistances to such withdrawals.)

In both countries the price and marketing reforms have been as
sociated with periods of inflationary price rise. They have also been accom
panied by continued, and even increasing, subsidization of financially
failing enterprises, or in an expressive Indian term, "sick" firms. Both of
these developments have limited the extent of permissible decontrol of
prices and the use of the market to set prices and the governments' ability
to withdraw from owning or operating industrial firms. And these experien
ces point to two areas in which government must playa more effective role
if economic reform is to succeed.

The first such area is in macroeconomic policymaking and implemen
tation. Ifan effective monetary and fiscal system is lacking, the first effect
ofdecontrolling prices on a wide scale is likely to be a massive rise in prices
of necessities and of "essential" inputs whose prices have been deliberately
set low, often below cost. In the People's Republic of China there has been
an effective decentralization of economic powers and resources to provin
cial and local authorities, combined with an absence of an effective central
bank and with close political connections between local banks, govern
ments and enterprises. This has meant first that the central government
has in the past been unable to raise sufficient resources by taxes to meet
its fiscal requirements and has had to create money to make up the
difference. Second, the central bank has been unable to control the increase
in bank credit to meet demands of local enterprises and governments. Both
of these have contributed to the sharp cycles of inflation, clamp-down,
relaxation followed by inflation, that have been so prominent in the
People's Republic of China's economic history since the late-1970s.
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India does have an effective central bank and a very competent
economic officialdom, out the Reserve Bank of India's credit and interest
rate policies are essentially determined by the Ministry of Finance and the
fiscal and political needs of the central government. In the past decade the
taxes collected by the government have been regularly well beJow the level
of expenditures, and the government has had to resort to issuing money and
borrowing from the central bank to make up the difference. The result has
been an annual rate of price increase in the order of510 per cent during the
1980s. On the one hand, this has been a stimulus to business activity, but,
on the other hand, it has made it harder for the large part of the population
whose incomes are not pro~ected against rising prices to support itself.

In both countries, too, major areas of expenditures are the complex
systems of subsidies to different politically potent groups in society. A
major reason for the subsidies is the effort to keep prices low to those
groups. The groups benefiting from the subsidies may be urban consumers,
they;'may be producers of important industrial products, they may be
exporters, and they may be fertilizer, power and water-using farmers. In
any tase, the government must make up the difference between the cost of
the product being subsidized and the price at which it is sold. Furthermore,
the government may also have to cover the losses of the enterprise produc
ing the price-subsidized outputs and to pro\<;de resources for additional
investments in those areas of production. Thus, effective price reform is
necessary to reduce one set of government expenditures that are major
contributors to the government deficits, but this in turn requires an effec
tive macrocontrol system to restrain the overall level of prices.

While reduction or elimination ofsubsidies would reduce one major area
of expenditures, the tax systems of both countries are limited in their ability
to raise revenues. Fishlow, in reviewing the economic problems of Latin
American countries over the past two decades, emphasizes "fiscal inadequacy
[to be)... the real villain ofthe piece".7 That has also been true for the People's
Republic of China and India: in the former country the refonns did not
include establishing an effective national tax system, while in India there
are significant gaps in the tax system, especially as it affects landowning
peasants. Tax reform obviously faces all sorts of political difficulties, and this
isjust as true for the United States as for the People's Republic of China and
India. But this is an area in which improved government performance is
essential for an effective macroeconomic policy framework.

At the microeconomic level, a major purpose of the economic reforms
has been to increase' efficiency and productivity of state enterprises, using
competition from other domestic firms as well as imports, as one of the
means to achieve this goal. In both countries, there has been discussion of

7. A. Fishlow, 'The Latin American State-. Journal of EconomiC' Pf'rs/HC'tives. vol. 4, no. 3 (Summer
1990). p. 67.
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withdrawing support for loss-making firms and allowing bankrupt
enterprises to fail and go out of business. However, little has in fact been
done in this area. The reasons for this reluctance is understandable. In both
countries, the large state-owned (and at times private) enterprises have
significant non-economic tasks to play. They may provide housin~, school
ing and health facilities for their workers; many were set up in relatively
undeveloped interior orcas for rcasons of defense; workers employed in
them were offered promises of lifetime employment not only for the first
generation but also for their children. In those countries, as well as in other
developing countries with long traditions of patron-client relationships, the
patron (in this case, the state or large private employer) has respon
sibilities of providing c\mtinued support for clients (the workers and starn,

. especially if they moved long distances for the work, to which they may
have been assigned.

Apart from this relationship, one of the measures of the government's
success has been rising industrial employment. The reverse-increasing
unemployment resulting from industry failure-would be an indication of
a broader development failure. (In India the number of workers in sick
firms in 1987 may have been on the order of 1.5-2.0 million, or about one
third of all the workers in private large-scale manufacturing.s In the
People's Republic of China it is estimated that about one third of the
state-owned enterprises are unprofitable.) In the past, this has meant that
both governments provide support to failing firms by such means as direct
budget subsidies, by credit supplied through the banking system, and in
India until fairly recently by nationalization of previously private firms.
(This also occurred more selectively in the United States in the case of
enterprises whose failure would have been socially dangerous, such as
Chrysler and Lockheed and various banks.> Unless there is some alterna
tive policy framework that at minimum provides support for the worker
thrown out of a job, this is likely to continue. This requires that the
government introduce programs of unemployment insurance and retrain
ing and relocation (including not only housing but also schooling and
health) for the workers and their families during the period of unemploy
ment and transition. In fact, the large amount of funds currently used to
support these sick firms might well be used to develop such social security
programs, which do not now exist, in the People's Republic of China and
India among other Asian developing countries. Such a development would
both contribute to raising the efficiency and competitiveness of the in
dustrial systems in the countries and give workers the possib~lity of im
proving their positions in new jobs. But it is an area in which additional
government effort is needed if the broader program of economic reform is

8. See G. Rosen, 'The Indian Economy: Muddling Through in 8 Year of Tummoi1'", in India Briefing.
1991, ed. P. Oldenburg (Boulder: The Westview Press. 19911. p. 80.
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to succeed. Associated too with such narrowly economic steps as closing
inefficient enterprises must be a program to widen the support of such
important social functions as the provision of education, health and hous
ing facilities from the individual enterprise to scciety as a whole, so that
these broader functions are not diminished by the closing of a firm, or by
its sale to a private entrepreneur. It is clear that both the introduction of
a broad program of unemployment insurance and retraining and the trans·
fer of social functions formerly assumed by the firm to the state call not for
less government, but rather for more, but in areas previously neglected or
cf secondary importance for the state.

Until now I have based my argument on the experiences of reform in
the People's Republic of China and India in the 1980s, on which I have done
my own research. But the highly successful industrialization programs of the
Republic of Korea; Singapore; and Taipei, China in the 1970s and 1980s,
which I will only briefly discuss, provide further rationale for an active role
by government in those programs.9 It is true that in all three economies
private ownership of industrial enterprises is the dominant form of manage
ment, and is indeed an essential ingredient in their success. But in all three,
the governments by deliberate policies, including tariff protection, played a
key role in encouraging development and influencing the direction!> of
growth.10 The governments carried through extensive education programs to
create an effective and responsive labor force; they provided adequate and
well-administered infrastructure in the form ofpower and transport facilities
so that shortages of these inputs have not been bottlenecks to industry; they
provided stable legal frameworks for private activity in a market environ
mEmt; and they established conditions for the smooth functioning of factor
markets for capital and labor, in addition to product markets. The land
reform programs in the Republic ofKorea and Taipei, China served as stimuli
to accelerated agricultural growth as well as for greater mobility oflabor and
capital from the land. But beyond these very important actions in creating
institutions and facilities, the three governments actively intervened to
influence directions of industrial growth, both by direct encouragement of
selected activities and by more general macropolicies in the areas of taxation,
credit availability. foreign exchange allocation and investment by foreign
enterprises. One of the governments, Singapore, is socialist, but with a type
of socialism far removed from the Stalinist model; Taipei, China has been
strongly influenced by Sun Yat-sen's ideology in which the state plays a major

9. References to Taipei, China are to the island ofTaiwan.
10. For what follows on Singapore. see Goh Keng Swee, The Practiff of Economic Growth «Singapore:
Federal Publications, 1977}. especially Chapter 9, -A Socialist Economy that Works·; on the Republic of
Korea and Taipei, China. see L.J. Lau, ed., Mockls of Development: A Comparative Study of Economic
Growth in South Korra and Taiwan <San Francisco: ICS Press, 1990}; also on the Republic of Korea. see
L.E. Westphal. "Industrial Policy in an Export·Propelled Economy: Lessons from Scuth Korea's
Experience", Journal of Economic Perspectives. vol. 4. no. 3 (Summer 1990), pp. 41~9.
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economic role; and the Republic of Korea's policy mechanisms bear strong
resemblances to those of Japan, inasmuch as the government works closely
with private entrepreneurs to identify future growth sectors, and supports
investment and specialization in the identified sectors by specific
micropolicies. Both the Republic of Korea and Taipei, China. like the United
States and Germany in the nineteenth century, began their industrialization
with tariff protection and import-substitution, but moved away from those
protective policies at a stage in their development when a more external
orientation became economically more appropriate. In all three economies,
too, the gains of industrial development were spread widely among their
populations as a result of deliberate policy, and this created wide political
support for the economic programs.

Conclusions

What then are the conclusions of this briefreview of the changing roles
of the state and market in the industrial development of the two Asian
giants and three of the "Four Little Tigers" in the past two decades? First,
government management and control of manufacturing enterprises, in
which entrepreneurial,· risk-taking behavior is essential for rapid and
flexible growth, is unlikely to be successful beyond the initiating phase.
However, there are major areas ofinfrastructure activity in which technol
ogy is not rapidly changing, which call for very large investments, and
which tend to be natural monopolies, where government investment and
control maybe very desirable-but in those areas it is important that
government adhere to economic pricing policies, and private entry may be
desirable to curb excesses of government monopoly.

The government too has major tasks in the provision of adequate social
infrastructure in the areas where external benefits are high. These include
education at all levels, but especially at the pre-college level as well as at
university and research institutions. Health facilities, including urban
water supplies and sewage facilities, are other such areas in which there
are high external benefits while investment costs are high. In the more
narrow area of shorter term industrial related policy per se, the govern
ment, by establishing appropriate macroeconomic institutions and policies,
sets the framework within which microeconomic policy changes and
reforms to establish a smoothly working market and price system can be
successfully pursued. In addition, the government can, by establishing an
effective system of social security, including unemployment insurance and
retraining, create a public environment in which rapid flexibility of
response to industrial change becomes acceptable. In such an environment,
business failure and resulting unemployment and loss will be acceptable,
since the hardship of transition to new employment will be alleviated.
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Apart from such specific programs to reduce the shocks of change, it
is essential that the government adopt broader equity programs to ensure
that the bulk of the population benefits by economic and industrial develop
ment. Without such efforts and results, public support for longer run
programs of economic reform and development may be lost; and with that
as well the political ability of the government to pursue those programs.

Socialism has many faces. While the detailed central planning and
tight control regimes of Eastern Europe and parts of Asia appear to face
major problems today, the socialism of Singapore and of Sweden that
combines individual economic freedom with social support have apparently
succeeded. in achieving the economic flexibility that is necessary for rapid
growth and improved social well-being for their peoples. In both Singapore
and Sweden, there have been major roles for government in the economy,
roles that are far less direct and hands-on than in the highly centrally
planned 'socialist economies. But it is not an easy role, as the recent
experience of both countries testify, and requires for its success both
suitable and different public institutions than under traditional socialism,
together'with well-trained and effective officials who are able to develop
and impl~ment the necessary but very different government policies.
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Asia's Food Challenge:
To Produce More With Less
Hunger problems loom unless "governments and international
development age'ncies act soon.

By Truman Becker
ADS Senior Infonnation Officer

Corn countries are more populous
than pasture countries, and rice

countries more populous than corn
countries. But their happiness does not
depend upon their being thinly or fully
inhabited, upon their poverty or their rich
ness, their youth or their age, but on the
proportion which the population and the
food bears to each other.

Thomas Malthus, 1798

Is Asia's population growing dispropor
tionately to its food supply? Will famine once
again stalk millions of people?

Most agriculture experts agree that a
Malthusian crisis is not likely to occur in the
near term. The reason: the ·overall food
situation in Asia has been characterized by
a large increase in regional output since the
famine-ravaged 1960s.

In the 1960s, the food situation was
described as "desperate" in Asia. Famine had
plagued India's Bihar state in the sixties, and
Indonesia in the seventtes. International
food specialists predicted further famine be
cause food production looked as if it would
lag far behind population growth.

Instead, average crop' yields per acre
soared, thanks to the introduction of
high-yielding varieties of rice and wheat and
to expanded irrigation and chemical fertilizer
use, It has been called the "green revolution."

Double Role

According to a recent ADB report on '
the "Food Situation and Outlook for Asia:
Preliminary F"mdings and PoUcy Implica
tions," the keys to the higher food produc
tion have been irrigation, the adoption of
high-yielding varieties (HYVs) of foodgrains
and the increased use of modem inputs such
as fertilizers.

'1rrigation has played a double role," the
report says. "It has not only helped raise
yields through synergistic interaction with
HYVs and fertiUzers, but has also con
tributed to considerable increases in

harvested area by enabling higher cropping
intensity."

StiIJ, there are ominous clouds on Asia's
food horizon. In Ught of the region's high
population growth, increased urban sprawl
and rampant environmental degradation,
there are signs that hunger problems could
loom unless action is taken by Asian nations
and international development agencies.

Shrinking Base

'The favorable food supply situation is
likely to disappear within the next decade
due to a shrinking resource base,"
Nihal Amerasinghe, Manager of the Bank's
Agriculture Division I, Points out. 'The
earlier decades had witnessed a natural
resources-based growth strategy as there
were adequate land and water resources for
development. But this. is fast disappearing
due to urbanization, industrialization and
ecological degradation. We should also
remember that about 65 per cent of food
production is from rainfed lands and a few
years of drought could alter the food security
which we now enjoy. The high costs of
irrigation and land development, coupled
with low commodity prices, are also
hampering required investments. and these
effects wilJ be seen in the next decade.

"By the year 2030, Asia will have to
produce 60 per cent more rice with much
less resources. Clearly, there will be a major
chaUenge for scientists and polic.y-makers to
meet the increased food demand. Asia's
population is growing at between 2 to
3 per cent a year. making the challenges for
regional food security a daunting task."

Amerasinghe echoed that the solution
for meeting future food demand will be
breakthroughs in science and technology
since yield levels have reached a plateau and
are even showing signs of decUne. The pos
sibilities through biotechnology and genetic
engineering are exciting· and can herald
another "green revolution," This is the only
hope for avoiding the Malthusian dilemma,
he concluded.

In gauging the region's population-food
squeeze, it is useful to look first at its swelling
population. Asia - the world's most
populous region - contains several countries
with high population growth rates. The ex
perience of the Bank's individual developing
member countries (DMCs) varies consider
ably. While the newly industrializing
economies (NIEs) have achieved stable
growth rates as postwar declines in mortality
rates have been matched by reduced fertility
rates, population growth rates remain high
in other DMCs in which fertility rates have
remained high while mortaUty rates have
faUen.

Ironic Problem

As noted in an ADB report on "Health.
Population and Development in Asia and
the Pacific," rapid population growth dilutes
and impedes economic development. AI I i

increase in the population base puts greater
pressure on finite resources, both financial
and natural, and, in the DMC context. wor~
sening of income distribution, increased
poverty incidence and environmental
degradation.

Moreover, there is the ironic problem.
as the report notes, that although rapid
population growth increases poverty.
poverty encourages larger families through
its impact on access to education and
decreased prospects for child survival.

In terms of absolute numbers. the
report notes that the DMCs with the largest
popu lations in the region are the
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A Bank-assisted
fertilizer research
program in
the Philippines:
Yields have
reached a
plateau.

People's Rep.Jblic of China (PRC), India,
Indonesia, Bangladesh and Pakistan. The
PRe and India account for more than two
thirds of the region's population. While
Bangladesh, Lao PDR, Nepal, Pakistan and
Papua New Guinea are expected· to have
the highest population growth rates in the
next decade, the PRC and India are still
expected to contribute the largest number of
additional people.

Variation in fertility status among
DMCs may be attributed in part to differen
ces in their levels of socioeconomic develop
ment. For instance, the more developed
NIEs; which have started to approach re
placement-level fertility (i.e. two children),
have lower fertility rates than the less
developed South Asian and Pacific Island
DMCs. Yet, fertillty status is also influenced
by the interplay of socioeconomic condi
tions such as education and the status of
women that influence family decisions on
the number of children; the general access
to, and cost of, family planning services; and
the degree of government commitment.

Reduced fertiUty tends to be correlated
with advanced socioeconomic development.
For instance, the NIEs, whose GNP per
capita income ranged from $5,400 to
$11,490 in 1990, also produced the lowest
average number of children (1.5 to 2
children). In contrast, most South Asian
countries, which had the lowest GNP per
capita income, ranging from $190 to $470,
also exhibited the highest fertiUty levels, with
Myanmar and Sri Lanka exhibiting some
what lower fertility levels (3.8 and 2.5
children, respectively).

In between, the Southeast Asian
countries, with per capita income ranging
from $200 to $2,320, have shown
declining levels of fertility, with somewhat
higher fertility levels for the Socialist
Republic of Viet Nam and Lao PDR (4 and
6 children, respectively). However, several
countries, including PRC, Malaysia and
Sri Lanka, deviate from this pattern,
shO'Ning fertiUty rates higher or lower than
their level of economic development might
otherwise suggest.

If population growth is uncontroUed,
the report points out, the economic and
social consequences are:

• ecological imbalance, with greater
pressure on natural resources.

• increased urban crowding, with
increases in demand for municipal services
and infrast.ucture.

• a more unequal income distribution,
particularly as labor supply outpaces job
creation.

• signs of mass poverty, including high
infant and child mortaUty rates, high levels
of child malnutrition and hunger, poor
school performance, unemployment and
underemployment.

Bleak Prospects

"EXisting population growth rates are
unsustainable, even for the relatively near
future," the report notes. "Unless population
growth rates are kept within manageable
limits, the prospects for creating acceptable
standards of Uving for low-income groups in
the developing world will be bleak. Even
assuming prompt action, the incremental
increase in population in larger DMCs such
as Bangladesh, India, Indonesia and
Pakistan will be massive, thus posing a major
development chaUenge."

The global pop.Jlation is growing more
rapidly than ever before and wiU continue to
do so for at least four decades, according to
United Nations estimates.

Indeed, without major technological
breakthroughs and changes in patterns of
consumption, even the most optimistic
population growth projections are Ukely to
be accompanied by increases in poverty,
hunger and environmental degradation.

'Whether we look at population, the
environment or development, the next 10
years wiU be critical for our future," says
Sri Pamoedjo Rahardjo, an ADB Population
SpeciaUst. 'The decisions we make or don't
take Will widen or narrow our options for a
century to come. They could decide the fate
of the earth as a home for human beings."

The raw data on population growth tell
a compelling story. Every day, the human

family grows by a quarter of a milJion people
Thus, every 24 days, a new Hong Kong i~

added to the world. Every eight months
a new PhiUppines. Every 10 years. nearl~

one billion people - or a nev.
People'5 Republic of China. The pace 0

acceleration is breathtaking - it too~

thousands of years for the earth to reach the
first biUion in the early 1800s.

Beyond the sheer scope of population
growth, the future will be profoundly in
fluenced by its distribution:

• Population growth is occurring in
regions of the world least able to respond to
the demand for food. housing. education
and employment opportunities that it will
create. Ninety-five per cent of world popula
tion growth wiU occur in the developing
world. Africa, where birth rates are highest.
is growing 13 times faster than Europe.
where population may decline in the years
ahead.

• Population growth will be con
centrated in the most vulnerable areas of the
developing world: cities. In 1950. only one
Third World city had a population of 5
milUon. By the year 2000, there wiU be 46.
all taxed to, or beyond, the llmit to provide
services and maintain stability. According to
an ADB report on "Urban Polley Issues." bV,
the year 2010 there will be 204 Asian citieJ
with more than one rnillion persons, 36 o~
which will have more than 4 million people
Moreover, it is expected that the 16 Asia
urban agglomerations will rank among thl
35 largest cities in the world. I

A historic turning point will be reached
in 1997 when most of the world'sl
population will live in urban areas. the repor~
points out. .I

StiU, the runaway population growt~

that began in the 1940s and peaked during
the 1960s is a historical aberration. Largel!
the product of improvements in publi
health and sanitation. it will taper off durin
the last half of the next century. Exactl
where it levels off could determin.e Whethej~
upward trends in economic growth an
longevity wiU be reversed. .

Demographers have been heartened b
steady decUnes in fertiUty rates that hav
occurred since the late 1960s in response t
economic development and the rapid sprea
of family planning programs around th·
world.

But lower fertility rates are not an im
mediate panacea. With so many people 1

their reproductive years - one-half will b
under 25 in the year 2000 - the world'
population will actually grow for the ne
several decades by larger numbers than ev I
before.

According to UN estimates, if fertili
rates are reduced during the 1990s !

John M
Best Available
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A Bank-supported Health and Population Project in Malaysia: Efforts to be increased.

The Bank's strategies
will be more
narrowly focused
and country-
specific, draWing
on lessons of
experience.

replacement level - that is. to the two
chddren a couple need to replace themselves
- there is a good chance population rates
1.1.'111 begin to level off by mid-century at just
tWIce todJY's total. If fertility rates remain
hlQh, the population could expand far
b~~ond the earth's capacity to provide for it.

< What is the ADB doing to help solve the
r,I.'1n problemsof dwindUng food supply and
population growth? On the agricultural
tront. the Bank's DMCs are largely depend
~nt on this sector for food .. employment and
tor21gn exchange earnings. Indeed.agricul
ture plays a key role in the region's
.~conomy. as Asia's rural areas contain the
pr2ponderance of the poor and produce
essentially all of its food and noil-mineral
In.ju~trIal raw materials both for export and
lk,rn.:stic use. Moreover. p)verty-induced
pr,-,ssures on the enVIronment (soils. forests.
,1.,.::,:rJ are everywhere depleting the region's

rc::-·='urces
The Bank is placing an increased em

pnasi5 on resource sustainabiUty. natural
rCS'Jurces management and environmental
protection in its agricultural lending. In Une
'.I.'lth the Bank's priorities for the 1990s,
aQriculture projects increasingly include
c;mponent5 directly aimed at reducing
pm,erty. enhancing the role of women and
protecting the environment. Also included
ilre policy reforms aimed at removing con
straints on pnvate enterprise.

As to future directions of the Bank's
(Jp.:ratlons in agriculture and rural develop
rr1.:nL Richard Bradley. Director of the
AgrIculture Department. points out that the
role of the sector will vary among DMCs,
depending on the country's level of develop·
:'1o.::Ot. dirl2ctions of macro·
cconomlc policies and the
periormance of the Bank's
CiSllcultural portfoliO in the
past Within the broad
framework of the Bank's
medium-term strategy.
Clnd the twin objectives of
n<1tur<11 resource manage
m02nt and improvement in
agncultural production and
productivity. the Bank's
agriculture operations will
rellect a much broader awareness of the
cross-cutting issues of development.
~ft'lki:CIMY ptlriicipation and enhancement
I)t the role of the private sector will be central
themes. Bradley said.

In addition to these broad issues. there
dr(! particular agricultural subsector-specific
JSlJects which wilJ guide project identifica
tion. design and preparation in the medium
term According to Bradley. strategies and
programs will be more narrowly focused and
country-specific. drawing on· the lessons of

experience. Orientations in important sub
sectors will include:

• Water and land resources. Bank
operations will address the problems of
deteriorating and declining water resources
caused by pollution. degraded watersheds.
over-exploitation and inefficient water use.
and increasing flood frequency and severity.

The Bank will con
tinue to provide irriga
tion. drainage and
multipurpose flood
control facilities.
taking more account
of water resources
planning and develop
ment considerations.
including river basins
and surface and
groundwater resour-
ces as weU as physical.

institutional and poUcy measures to enhance
water use efficiency, Future projects in low
potential areas such as rain fed uplands and
highlands will involve more emphasis on
conserving soil and water resources and
promoting non-agricultural opportunities to
supplement incomes.

• Forests. Support for the sustainable
management of forests will emphasize sys
tematic efforts to restore forest cover and
vital ecosystems through interventions that
wiU include policy and institutional reforms

as well as investments. The Bank will seek
to facilitate an integrated approach to forest
development taking into consideration the
link between poverty, deforestation and en
vironmental degradation. High-priority
policy and institutional reforms would
address the roles of government. private
sector. NGOs and communities in reforesta
tion. forest management and exploitation.
rights of indigenous communities.
monitoring and enforcement of forest
regulations. and promotion of rural-based
forest industries and services geared toward
poverty reduction. The Bank would also
assist DMCs to carry out inventories of forest
resources and the delineation of forest area::
and prepare country-specific masterplans
for forestry development based on rational
land use .

• Fisheries, This sector IS beset with
divisions: between artisanal coastal and reef
fisheries and high-technology marine
fisheries: between capture fisheries and
aquaculture; and between high-value export
species and low-value species for domestic
consumption and improved nutrition.
Fisheries also has major environmental
implications since poverty, which is
widespread in this sector. leads to over-use
or abuse of resources. Future fisheries
projects will focus on poor. artisanal fishing
communities. This will entail a holistic,
community development approach to

BEST AVA/LADLE COpy
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The greatest opportunities for Bar
assistance exist in those DMCs where su
stantial efforts are needed to strengthen tf
program (such as the Philippines). whe
political commitment to fertility reductic
exists but contraceptive prevalence is s1
low (such as Nepal and Pakistan), or whe
the program is welt-organized but requir
support for expansion and technologj<
improvement (such as Indonesia).

Bank assistance to the population s.
tor is likely to expand. "However. the fa
remains that Asia is adding about 60 milli
people to the world each year. no
Rahardjo. 'Technology has reduced t
specter of mass famine for the time beir
but it may not reduce the sheer impact
projected population growth if you're talk
about quality of life.

Support Needed

According to the ADBreport 0

"Health, Population and Development ~~
Asia and the Pacific." Bank assistance for t~
population sector has been limited so fa
Future efforts to step up support for famil
planning services would depend on the d~
gree of political commitment by DMCs ]
devise and implement programs. Henc~

little scope for Bank assistance is seen i'
countries (such as Malaysia) where the poli~
is pronatalist or. for that matter. in the cal
of those DMCs (such as Thailand) where tt
program is already technically advanced,

Genetic Revolutioo Holds the Key
I manipulated plants for growth in tropical
. Sld :sub-tr'QPlcal climates, livestock and

hl:Jman vaccines that need no refrigeration.
or small-sca~ ..conversion of biomass to
ethanol and_~ energy sources. Further
more, the production process in biotech·
nology woUld require relatively low capital
investment compared with other new tech
nological development. This means that
biotechnology is also viable for application
in small industries.

Twenty years after the green revolu
tion, biotechnology promises to boost food
production again. But the biotech revolu
tion will be far different from the green
revolution, as it is likely to affect a wider
range of agriculture than the green revolu
tion. However, commercial products will
take years to get to the marketplace, since
scientists can only manipulate simple traitsi
of plants at the moment. But. in the end.
biotechnology will probably have a greater
impact than the green revolution. 0

~.·Biot~hnology ~ a promlsi9,g new
, technoJogy which can CDWdbute-tq
"the welfare of developed 'ana:~
'~trIeL~Juncludes,anV. techniques thAt
'~,li~,.~~ to make ~ modify
products, to imProve plants or animals, or
1o-dewlopinlCroorganisms for specific use.
'1OOtoogn'practicaI app[iciltiOiiSof miCroor
:.ganisms ~:~n6t hew,. there ,have been
'*igrriftearrt :teehnologicaJ breakthroughs in
·the selection and manipulation of genetic
materials.
;." "Recombinant DNA technolOgy (direct
manipulation digenetic materials),
.monoclonal anti-body technology
'(preparatiOn of complex molecules known
:'asMAb), cell fusion' (artificial ;einina of
'cells) and other techniques' inbio-process
'engineering are expected to find applica
Jions'ln agriculture, prant and animal
breedmg- and· pnannaceuticals.
" . 'Potentlal applications of
lHotechnolbgy in developing countries in
the near' future could ,include genetically

In the population sector, the Bank's
objective will be to help DMC governments
attain rates of population growth and fertility
most appropriate to their specific cir
cumstances. Bank assistance to the sector
should be expanded and should aim at
developing systems for the delivery of health
care and family planning programs,
including the provision of support services.

While DMCs have wel1-defined popula
tion policies, several with continued high
population growth do not. Assistance for
sectoral planning and development is par
ticularly needed in those DMCs where
fertility is high. but contraceptive prevalence
remains low, In those DMCs. however.
where population programs enjoy strong
political and financial support, as in
Indonesia. Bank assistance may need to
focus on program implementation support.
In addition, the Bank should support
promotional activities, and incorporate
population activities within relevant
projects.

In most DMCs, both the health and
population sectors are affected by ad
ministrative and managerial weaknesses,
partly because they are often handled by the
same departments. In those DMCs, such as
Indonesia, where the population program is
well-developed and is under a separate ad
ministration, it is usual to find strong political
and financial support with a positive impact
on performance. However, some form of
management support may be required even
in these circumstances.

Community-Managed

• Rural Infrastructure. The Bank will
continue to support investments in irriga
tion, farm-to-market and access roads, rural
water supply, etc. Participation of
beneficiaries-farmer groups, water users as
sociations - in planning, design and im
plementation - will be of prime
consideration in undertaking such works
which will also typically be small-scale and
community-managed.

• Agricultural Support Services. Ade
quate and efficient support services (inputs,
rural credit, extension, research) are prereq
uisites for optimum returns on project in
vestments. Accordingly, the Bank will
support efficient and timely delivery of such
services by encouraging private sector
involvement and policy and institutional
reforms. The Bank will assist in
strengthening national capacity for agricul
ture research in the DMCs and support the
catalytic role of international agricultural
research center. The Bank wiu also look at
creating new modalities for channelling
support for agricultural research.

project design, looking beyond fisheries to
alternative income-earning activities. Since
many of the problems facing the sector are
pelky induced, policy-based lending will also
playa major role.

• Livestock. Investments wit! be
adapted to the overall farming and'ecologi
cal system, with sustainabillty the major con
cern. The importance of livestock is likely to
increase as the Bank becomes active in
countries (Afghanistan, PRC and Mongolia)
where livestock plays a central role in the
economy. However, future livestock
projects will be taken up only after the
lessons of past experience have been
thoroughly assimilated. Sustainable live
stock development would be supported
through health maintenance and disease
control, feed production and livestock farm
ing systems adapted to the cultural and
socioeconomic conditions of the rural poor.
Ancillary policy adjustments will be pursued
in regard to security of land tenure and
incentives for private sector participation in
production, processing and marketing.

• Crop Subsector. Project objectives
would include sustainable increase in
production and productivity (food crops, in
dustrial crops, horticulture) to keep pace
with increased demand resulting from
population and economic growth. Farming
systems approaches wilJ be emphasized.
The Bank wilJ continue to target small-scale
farmers with the aim of putting them on a
commercial footing.

BEST AVAILABLE COpy
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UNDP finalizes programme to encourage
more foreign investment in Asia
UNDP is in final negotiations with other organizations to launch a
proposed $14 million regional programme to boost trade and invest
ment in Asia The ambitious programme will focus on aeating the
policies, institutions and promotion strategies needed to encourage
further trade and investment in the region.

To ensure thai regional technical cooperation is anchored in real
needs, UNDP organized three consultations over the past year with
Asian ministers, representatives of investment promotion agencies,
and economic policy-makers.

As a resul4 UNDP's regional programme will be geared toward
strengthening institutionsconcerned with the areasthoseconsultations
examined: international trade policy, export-oriented small and me
dium-scale enterprises, trade-related intellectual property, and direct
foreign investment and trade. In addition, the programme will help
governments refonn their investment policies to increase the likeli-:
hood of attracting foreign capital.

UNDP will work in close cooperation with other UN agencies, the
World Bank, and national and regional institutions in Asia and the
Pacific. The private sector, ~versities, trade associations, chambers
of commerce and non-governmental organizations will also be in
volve<L both as beneficiaries and implementing agents ofthe five-year
programme.

February 1, 1993
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UNDP to Implement New, Technical
Support Project 'or Economic Re'onn in
Mongolia
UNDP is implementing a new $755,000 project that will help
Mongolia institutecrucial economicrefonns. In thepast, Mongolia's
ecooomy was tied to that of the fonner Soviet Union In the 1980s,
95 per cent of the COWlUy's trade took place with that now-defimct
state. In 1990 and 1991, Mongolia replaced its communist govern
ment with a democratic one and began to·move away from state
planning towards a market-oriented ecooomy.
. Mongolians have had to pay a price for economic refonn. Loose
monetary and fiscal policies are credited with hiking the monthly
inflation rate to an average of 12 per cent in 1992. Exports and
imports, measured in dollars, fell by 22 per cent and 43 per cent
respectively in 1991. Unemployment is currently estimated to be as
high as 16 percent.

To help the government address these problems and complete its
reform process, UNDP and several multilateral and bilateral donors
are providing assistance at the macroeconomic policy level. UNDP
has funded long-tenn advisors in the areas of foreign investtrent
policy, aid coordination systems and mediwn-tenn planning. With
USAID funding, UNDP has also provided Mongolia with a team of
short-tenn ecooomic experts who are giving advice in a number of
key areas and teaching basic courses in economic theory. The
increased support will provide longer-tenn advisors incrucial areas,
including regional development, market research and privatization.

March 15, 1993
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Slower Growth for Pakistan's Economy This Year
INTERVIEW. fro'" fXIl' /

WBN: How will the 1992 flooding aI
feet Paki.tan'l development and eco
nomic growth in 1993?

Mr. AlN: Pakiltan'l growth rate for
1992-1993 will be lower than antidpated
because of the floods. Instead of the ex
pected 6 to 7 percent, Pakistan will pro~
ably see only 4 to 5 percent growth.

Agriculture brings in 25 percent of the
country's gross domestic product. The
floods washed away thousands of fanns,
so the damage will have a big impact on
the economy this year. Agricultural
growth will fall quite significantly to 1or
2 percent at best because of the flood•.
The country's budget defidt will also

WBN: Pakistan's adjustment program
forl992·1994 ainu for6.3 percent gro....·th
Ls that realistic in view of the countrv'~

recent problems?
Mr. A1b~ Economic growth rates In

the future depend on whether the go\,·
ernment continues to forcefully pursue
its adjustment agenda and external en\·)·
ronment.

With regard to the private sector
agenda, Pakistan needs lo continue with
ill privatization efforts, financial sector

contlnlUd ar lDp of"",;' pogt

account balances. Fiscal deficits reO\aJn

high at 7 to 8 percent of GOP a year
Revenue mobi.liz.ation has nol been as
.trong u it could be. Tax revenue. U\

particular, has remained baSically stag·
nant since fisca.l 1988. The structure of
expenditures needs to be looked at loo
Interest payments on the country' s debt
and non-development expenditures ac·
count for two-thirds of the current bud·
gel.

Another area of concern is improVlng
social conditioru and reducmg povem'
Social sector indicators lag belund coun·
tries with similar and even lower levels
of development. Health status and pov.
erty indicators have not improved Slg·
nificantly over tho:. last 10 yean

However, Pakistan is putting together
an ambitious social action program to·

gether with external donors. IncludlIlg
the World Bank. The social action pro·
gram will focus on improving the provo
inces' ability to deliver basic social ser
vices by tackling implementation. pro·
gramming and funding corutralnts The
government is trying to make sure that
enough funding is available for recur·
rent cosll like teachers' s.alaries, more
Uld better instructional materials and
for school maintenance.

Also, among the most important reo
forms to be undertaken in the ~Ial ac·
tion program focuses on improvtng
women'lI access to basic social services
In this regard, the provinces are trying to
increase the number of women working
in rural health and education facilibes I
think these are very important first st.er~

in moving forward with the implemen·
tation of the social action program

WBN:HasPa
kistan fallen short
of expeetatioru in
other are.ls?

Mr. Alba: It's
a mixed picture.
Pakistan has done
well in some pol
icy areas but not
as well in othen.

It has not been
entirely succelSful
in improving fis
cal and external

INDIA
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rise thi.year to higher than lutyear'. 7.5
percent of groll domeatic product be
cause of the government'. relief and re
pair efforts and 10.. of tax revenue.

WBN: Several yean ago, lOme devel
opment experts laW Paki.tan as one of
the "rising .tara" of A.ia.Is that.till true
today?

Mr. Alba: In certain aspects, yes. Palci
.tan has done very well in teraa of GOP
growth and exports in the pa.t few yean.
III growth rate hH 6.8 percent Jalt year
and 5.5 percent the previoul year. Ex
ports have grown 14 percent a year by
volume over the Jalt four years.

Paki,tan hal been undertaking a serie.
of far-ranging .tructural reforms to pro

mote private sec
torinvestmentand
activity. In trade
reform, it has
eliminated many
non-tariff banien
Uld reduced maxi
mum tariff..ig
nificantly. In the fi
nancial sector,
among other
things, it hal put
inplace an auction
I)'ltem for govern
ment debt so that
interest rates bet
ter reflect market
conditioru. It has
also liberalized in
vestment 'and the
foreign exchange
regulatioru.

LlIeracy: 35 percent

PerCapiuGDP(I990): $400

Life Expectancy At Birth: 56
yean

Average BirthJ PerWoman:
5.7

Annual Population Growth
Rate: 3.1 percent

Population: 116 million

_$00

i
I ..

1992 Floods
Hamper Economic

Growth in Pakistan

SnJere flooding in 1U1rthnn' Pllkistlln
in AlIgll.t lind Sephmb" 1992

clllimed thollllllUU ollivullnddeltroyed
II .ignificw portion 01 tlu country"
crop. lind Mme,. 71u Pllkistllni govern
ment Iuu Ii~e lllvndudrecofJery elfortl
with tlu lulp 01 .-----------.
mllny bilaterlll
lind multillitlTlil
donor" inclwling
tlu World BUlk.

BlIt tlu legllcy
01 tlu floodl is
Ifill being lelt
monthlllftlT tlu
WlitlT' $lIb,ided.
Dllmllge to crop'
lib cotton, rice P.dro Alba
And 'lIgAr cline
WAI'O atnuifJe that it mJly tlrifJe 40wn
Pllkistlln', economic growth rllte lor
%993, Illy' Pedro Albia, .mior eco1U1mist
in tlu WorldBw',SOllthA,ill COlmtry
Operlltioru Indllltry lind FUumce DifJi·
,ion.

Albll recently 'P0b to World Bank
New. "bollt tlu economic fuhrr' 01 p".
kistllll. Excerpt'lollow:

Privatizations in Pakistan Under Way

,onnnWld fro", pr""OWI fXIJ'------_.
rerormsand trade reform program. How
ever, the most important focus should be
on redUcing the fiscal deficit. Such high
deficill could undermine price .tability
and economic growth in the long run.

However, let me end on a positive note
and commentonone of the government's
recent initiatives.

Since the current government took
over, Pakistan has been taking big ItepS
inimplementingaprivaliz.ationprogram.
So far, the government has identified 100
industrial unill for s.ale and about one-

half of these have been privatized. The
government has also begun privatizing
the banking JYltem which was national·
ized in the 19705. Two of the four banks
are now in private hands. They're also
expanding the privatization program to
explore optioru on utilities like telecom
municatioru and electricity.

These efforts are important not only
because they will motivate increased pri
vate investment. They will also permit
the government to concentrate scarce fi
nandal Uld administrative resources in
priority programs like the social action
programa. 0
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EDITORIAL/OPINION

Off to a Slow Start in Manila
By JOSEPH P. QUINLAN

One can oniy hope that President B11I Clinton
gets off to a faster start than PhiUppine Presi·
dent Fidei Ramos, whose deliberate style has
earned him the nickname "Steady Eddie.·

When he assumed office in June 1992, Mr.
Ramos promised "remedies close to surgery" in
combating the nation's economic and social iIla.
But if the first six months of the Ramos adm1niJ
tration are any indication, the required medicine
to cure the Philippines may be a long time in
coming.

Ever cautious, President Ramos launched
very few policy initiatives in the first half·year
of his term. On the economic front, the govern
ment lifted foreign exchange controls in Septem
ber and concluded a debt restructuring deal In
early December. Both initiatives, though, did not
require legislative approval and were begun by
the Aquino government.

On the politicai front. the government made
some headway in brokering peace with rebel
soldiers and communist insurgents. Toward the
end, the ban on the Communist Party bas been
lifted and an offer of amnesty has been extended
to communist guerrlllas.

The president has also made peace with the
House of Representatives. In what many consider
Mr. Ramos' most significant accomplishment to
date, a rainbow coalition in the ZOO-member
House of Representatives bas been constructed,
which, in effect, gives Mr. Ramos a working
majority in the lower house.

Dealing with the more populist and nationalise
tic Senate will be more problematic for the
president. Controlled by the opposition party, the
Senate has already squared off with Mr. Ramos
over the nation's foreign debt ceiling.

In addition, key pieces of legislation, inclUding
measures that would liberalize foreign banking
regulations, are in the legislative limbo, thanks
to an uncooperative Senate.

Dealing with cantankerous senators, however,
pales in comparison to the two most pressing
issues facing Mr. Ramos: re·establishing law and
order following a wave of kidnappings-for-ran.
som last year and resolving the nation's crippling
power shortages. Both problems have under·
mined the confidence of foreign investors.

Both problems have also acutely embarrassed

the government. Mr. Ramos made it a point to
voice his commitment to law and order in hls
inaugural address. Yet almost immediateiy after
wards. a rash of kidnappings-for·ransom, direct·
ed primarily against wealthy Chinese Filipino
businessmen and their families, swept the nation.
Many Chinese businessmen responded by sending
badly needed capital overseas.

President Ramos reacted by creating a Presi·
dential Anti·Crime Commission, although that
·super·body· has been hamstrung by inadequate
funding and alleged leaks in the operation.

Even more embarrassing for the government,
some police officers and mllitary officials are'
suspected of being involved in the kidnapping. To
date, and not surprisingly, the majority of the
cases remain unsolved.

Tbe nation's energy problem remains unre
solved as well, though to be fair to Mr. Ramos.
the Philippines' energy crisis took root under the
Aquino government.

Due to past neglect, brownouts in Manila and
other key industrial areas now average up to six

'hours a day, costing companies millions In lost
sales and productivity.

Mr. Ramos, at first, was slow to grasp the
gravity of the energy problem, but baa since

\ ,
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"Are we In 8 'no·fly· zone?"
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created a special Energy Department and begun
a fast· truck program to Install new power gener·
aton. The government bas even gone so far as to
revamp foreign investment laws in the energy
sector. The 40'70 equity limit on foreign invest
ment has been scrapped, allowing foreign compa
nies. to take a 100% stake in finns dealing in
petroleum, coal. electricity and gas.

In the long term, these measures should boost
the nation's ener~ capabilities. But in the imme
diate future there is little relief in sight to the
energy crunch. The government does not expect
the brownouts to subside until September, when a
number of new power stations come on line.
Consequently, Mr. Ramos confronts a brutally
hot summer in Manila.

In the meantime, the president has other prob
lems to sweat over. Infrastructural bottlenecks
threaten to choke commerce. a large foreign debt
consumes one-third of budget expenditures, rapid
population growth strains limited government
resources and a bloated bureaucracy poses a
serious obstacle to econom1c reform.

Against this backdrop, it's hardly surprising
that the much awaited economic rebound and
Investment boom have yet to materialize. The
economy, while sbowing some signs of improve-

. ment. limped along at near zero growth last
year.

And prospects for this year are not any better:
the National Ecc~omic Development Authority
expects the economy to expand by 4% this year,
though most private forecasts envision growth at
half that rate.

Foreign investon, meanwhile, remain on the
sidelines, weary of the many risks of doing busi·
ness in tbe Philippines. Indeed, Vietnam, the
Philippines' new regional competitor, attracted
nearly four times the amount of new foreign
investment last year than the Philippines. This,
despite the fact that Vietnam is one of the poor·
est nations in the world and still under the re
strictions of the U.S. trade embargo.

Vietnam's sudden attraction to international
investors should serve as a warning to President
Ramos. The. Philippines, once one of the most
advanced nations in Asia, is falling dangerously
behind its dynamic neigbbors. Mr, Ramos must
move faster.

Joseph Quinlan. an'international economist,
writes often about Asia.
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strongest sodal marketing (suhsidized contraceptive retail sales)
programs in the \\'orld, is an outstanding example of f~llnily

planning progress.

111e national program is currently working to incorpor.tte a
number of important innovations developed by the Mariah Family
Planning and Health Services Projel1 (of the International Centre
for Diarrhoeal Disease Research>, in particular, the emphasis on
more intensive covef'.lge by outreach workers and more compre
hensive counseling as well as wider contf'.lceptive choice. (11K'
Matlab project is the world's largest family planning field rese-drch
effort and has produced a signifiC"'dnt body of scientific infonna-'
tion on family planning service design and delivery.) Ongoing
expansion of the conununity-based distrihution system, including
an increase in the number of female fieldworkers, accounts for a
large share of the recent gainsin contf'dceptive prevalel1ce. In this
predominantly Muslim society, the severe restrictions placed on
women's mobility add to the importance of home vL'iits by female
he-.llth workers. Satellite he-Jlth clinics and mobile te-Jms back up
the village outre-.lch system to provide contf'.lceptive sterilization
services, IUD insertions, and menstrual regulation.

The social marketing of highly subsidized contraceptives has
greatly broadened access to reversible and short-teml family
planning methods, particularly in urban areas. In 1991, a full
40 percent of condom and pill users obtained their regular
supplies through commercial channels, paying tlle equivalent
of as little as one dollar for a year's supply.

Beginning in the mid-1980s, the female f~Hnily planning
f1e1dworkers (known as family welfare assistants) were also
made responsible for the child immunization campaign, which,
although successful, has significantly added to their workload,
A subsequent government initiative to replace the predominantly
male health assistants, responsible for other health en<Jrts with .
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9tJJus ifoborttmImenstruo/ regulaJiol1: AOOrtion tedmically (Xmlilt6l only
to~ Ire \\OOl3I1'S life; tml.'itrUaJ regulatioo ~re; plU\iOOl·~ Part or the
~trami~ ~anning program.

POPULATION ACTION INTERNATIONAL PICK

'f11l. (qlII3lioo: 111·1flll.000

~ in fertmty (Il'R) 1979IID-91: h.S III 4.1 rhilth:J (..;S.!",,)

Contrnceptiye lIse lhps :.0 Pcn~cn1 of (H1Ir1t'S

Despite '~!idespn.'C1cl POlCI1} and Low \\hn\tH"s St:;tus

The doubling of contraceptive use in Bangladesh over the
past decade-from under 20 percent of manied couples in 1981
to 40 percent in 1991-is an unexpel1ed achievement given the
extreme poverty, tremendous logistical prohlems (flo<xl<; inundate
much of the country during the monsoon rains), high levels of
illiteracy, and low status of women. 11le case of Bangladesh chal
lenges assumptions about the necessity of broad based socioeco
nomic development as a precondition for fertility decline; ave~lge

family size has fallen to nearly four children, down from almost
seven in 1980. Most young Bangladeshi women say they only
want two or three children.

With over 100 million people packed into an area no I~.rger

than the state of Wisconsin, and with the highest population
density on arable land of any countl)' in the world, the need for
population stahilization is urgent. In 1976. the govemment identi
fied'population gro\\.1h as a severe ohstacle to development and
made the family planning prog~.m a national priority. 11l<~ level
of political commitment shows. Buttres."ed by sustained national
political leadership and generou~ intem:itional donor SUppol1,
Bangladesh's extensive gO\'l'llll1lellt progr:II11. cOl1lpk'l1lented hy
the efforts of hundreds of pri\':ltl' org:lIliz:ltions and onl' or thl'
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womt!n, could hdp to address tensions betwt!en family planning
and health workers and produce a mort! successful team
approach to primary health care.

Given the high rates of alx.>rtion-relatt!d m;'ltemaLmortality in
Bangladesh, menstrual regulation services are a cnlcial compo
nent of the family planning progrJm. Although the availability of
services has greatly increased because trJined health personnel
other than physicians may pertoml menstrual regulation, these
:-iervices are still not universally accessible in ruml areas. Slow
progress in dealing with the prohlem of unsafe abortions is
partially the result of U.S. foreign aid policies, introduced in the
mid-1980s, which prohibit local t~lI11ily planning organizations
from providing services or referrJls for menstnJal regulation as a
condition of their U.S. government support. 111e family planning
program is 90 percent or more dependent on foreign aid, a major
part of it from the u.s. government.

-nle Bangladesh progmm continues to make important strides
in expanding and improving family planning services, but it still
has a long way to go. Although sociecil acceptance of contrJcep
tion is growing, religious beliefs, gender roles, women's young
clge at first pregnancy, and son preference continue to pose
culturJI obstacles to early population stabilization. A greater focus
on women's development is clearly needed to accelerate the
changes in family size noons already undel\vay. Like programs
in most countries, the Bangladesh program would also benefit
greatly from improvemenlo; in quality of care. Continued move
ment away from rigid targelo; for contraceptive usc, especially for
sterilization, ;.md alxmdonment of V~\IiOllS economic incentive
schemt!s, will he important in building ~I bent!r r.lpport between
service providers and their clients and ensuring that couples havt!
the inl<:>rJnation and choict!s they nt!ed to efft!cti\'dy plan their

families over the COtlrs{,.' of thdr reproductive livt!s.

The f~lmily planning progr.\I11 is unfortunately becoming the
victim of il'i vt!ry success. The Iargt! and growing costs of sustain
ing such a high Icvd of contraceptivt! use are prompting f<:)reign
donors to push for incrt!ased ellkiency and greater :-ielf-reliance.
Mounting donor "fatigut!," however, could be disastrous. Many
experts predict a serious sh()rtt~llI in contmceptive supplies in the
next seveml years unless donors move quickly to increase dona
tions of contraceptives. Continued generous international support
t<:')r beller quality reprodl1l1ive he;'llth care and for related develop
ment initiatives is cmcial to early population stabilization and,
consequently, to Bangladesh's future.
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more and Illore respollsihility lor Lllnily planning sl'nil'l's over
to the pri\':Jtl' scctor and hy' putting go\'elllllll'nt sl'nices on a
fee-I<. )r-sl'lyicl' I);tsis.

Currently. :lll11ost HO percellt of bl1lily pbnning users rely on
government sources for modem contraceptives. which have
been provided free of charge. Elced with the likelihood of re
duced donor SUppOlt and in<.Te~lsed costs owing to the record
number of young people entering their reproductive years,
Indonesia has instituted a policy of KB J/wuli,i, or "self-reliance. ,
Most couples will no\\' pay l'()r at least part of the cost of their
f~lInily planning supplies and services, ;\I1d many will be encour
aged to rely on private sector health providers. Indonesia is also
striving I<)r self-suffkiency in contr.\ceptive production (including
condoms, IUDs, or.ll contr.tceplives and injectable contraceptives)
and already has dose to a dozen contraceptive factories.

An innovative s<Kial marketing program, introduced in .I 9HH,
promotes the rewi! s.des of subsidized hr.mtb of contracepti\'e
methods identified by a BIlle Circle label. The highly visihle Blue
Circle auvenising campaign appears to have stimulated increased
lise of contraception in urban areas where, in the absence of
strong community support, org;mized Eimily planning ell<>!1s
have trJditionally been less efleetive. Experts are confident that
(he new fee-for-service policy will not lower contraceptive
prevalence, given the high level of motivation of m~InY couples.

Indonesia 's n~llional 1~\Inily planning progr~lIn was launched
as pall of Presidelll SuhaJ1o's New Order government in 196H.
The iJ1(enllinistL'ri~t1 National Family Planning C<xlrdinating Board,
known worldwide hy its Indonesian aLTonym. BKKBN. h~\s hecn
the tlriving 1<' JlTe Ix.'hind a rapid expansion of bmily planning
seIVicl's in till' U,O()O island ardlipl'lago. first in thl' most popu
lOllS islands <JI.l;lva ;lIld Bali. thL'1l hy stages in the pl'ripheral
islands. Indollesian LlIllily planning dl"ol1s cOlllhinl' :J l'L'ntr;J1ly

Slrl/IIS qfabOltio1l1IlwlIsJrualll,;!!lIli1fiml" 1~'KJrti()llle)!,al only for
seriOlIS hdtll ~;lc;om, ~\ellstnl:ll ~~lIbli()n. h{)\\\'\\'r. incre;l<;il1~ly

:tmilahle rlll'Oll~l pri\'ate pfll\ide~,

Fin,'-fotd ltH.T(,~\~t· ;" C()ntr;'H;~.:plhe Use ill

\\'odd's I'o\ll"th Mu<\t I'upulolf<i Nt'linn tilt' Htsult
of S11"on~~ pol itiQ-31 C'lld (O,'111HJl1 ify SLIPP0t"!

Hailed for many years hy population experts as a major success
stO!)!, Indonesia's gO\'L'l1lment-1l.1I1 family planning program has
heen marked hy strong political SlIrrOll at hoth the national and
lo<:alle\·els. a high degree or IOGII community mohiliz;ltion. and
Widespread access to sC\'l'ral modl'll1 contraceptive meth<xls,
particul:1rly on the main isbnds of.'ava and Ibli. Although for
religious reasons contr;l(eptin.' sterilization ;mc.l ahol1ion are not
oITeJ'(~d hy the national program. the government has condoned
and at times encouraged the provision of sterilization selvices
at reasonahle cost hy private clinics. Menstrual regulation is also
availahle through pri\·:lte di:mnl'ls. hut to ;\ 1l'ssl'r degree and
without ofTidal sanction,

In this, the fourth largest country in the world, contraceptive
prevalence is now at least :;0 percent of reproduClive age <:ollple~,

a remarkahle five-fold inne:lse in 20 years, tIL'spite a lo\\'
per capit~1 income of jllst S:;;() ;1 year. KnO\vledgl' of bmily plan
ning is almost lInh'er...;;I!. :lIld Illosl r()lIng l"<Hlpll's want only two
children. But tOtby. till' 1ll:lssin' Ind()lll'si:11l plogr:lI11 is t:lking on
:1 wll< JIe Ill'\\" St't <JI dulll'llgt'S This highly sll<l'l'ssflll g< J\l'1l11l11'Ill·

rUIl pr(lgr;IIIl IS :lIh'l1lpt ing III plll II."l,lf (J1I1 III hll..;ilH'S,"; hy Ilirning

I' II
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planned program \\lith a high degrl'e of local community
involvement in the promotion and dl'livery of services. Family
planning is ~Ivailahle not only through health dinics, hut through
village outreach workers, Mothl'r"s Clubs (Kelomp()k 11m-11m).
and several Muslim organi~ltions"

The government has worked hard to huild political support tor
the family planning program and has careful1y cultivated backing
from religious and traditional village leaders. rnlat the chair of the
BKKBN reports directly to the President is another mark of the
importance accorded tamily planning efforts in the country. The
active support of local community leaders has helped to over
come trJditional religious and culturJI balTiers to contrJceptive .
use and has actual1y created considerable social pressure on
couples to coruonn to the small tamily nonns promoted by the
government. Along with a strong public infonllation campaign
that emphasizes the benefits of small lamilies and the expanding
family planning service network. the consistent)' of politiC-elI
support has played a critiGI1 role in the more than 40 percent
dedine in averJge family size (in just two decades) from five
or six children to alx>Ut three.

Not surprisingly, however. the program's heavy emphasis on
reaching targeted levels of contraceptive use and fertility decline
has been controversial in some quarters. and critics of the pro
grJm have occasionally charged it with human rights abuses,
p<ulicularly-but apparently without basis--in the fonnerly
Portuguese-controlled area of E~lst Timor. which lndonesia
occupied in 197). Also controversial ;'Irllong program critics is
the increased reliance in recent years on long actingmetho<.\s
such as the IlID and thl' contr~ll'epti\'e impbnt Norpbnt. Both
methods, heing controlll'd hy servicc providers r~llher than clients,
are potentially suhjl'ct to ;1!H1Sl' in the context of Indonesia's
hard-driving progr~lm. So E1r, IHlwl'\'cr, outside l'valuations of
the program havl' bilcd to un(.'oVl'r major ahuses, Most knowl-

edgl'ahll' ohselvers helieve contraceptive users are making in
fOilned volul1l:IIY choices, even though many m~IY leel under
some pressurl' to conform. These concerns should, moreover,
hecome less important in the future as more couples pay for their
bmily planning sl'lvices from a variety of public and priv.:lte
sources.

It should also be noted that the Indonesian governmenl has
pursued most other social and economic developmem goals with"
the same style of intensive community mobilization and national
target-seuing. Over the years the well-established family planning
infr..lstnlcture has been used £0 successfully deliver services in
child survival and community developmenl. Government efforts
to improve the S(;.ltuS of women through educational and income
generating prog~lIns, combined with a Significant declin~ in child
mortality and fairly r3pid economic growth. have undoubtedly
contributed to the government's success in slowing rJtes of
population growth.

The government has taken steps in recent years to improve the
quality of t~lInily planning services by increasing the rJnge of
contr..aceptive choices from tv.'o or three to a half dozen. As

privatization efforts continue. such quality of care issues will rake
on added im[XH1ance in response to the higher expectations of
paying dients with a choice of service providers. But there will
still Ix' plenty of room t()r improvement in government dforts,
especially in related ~Ireas of reproductive heahh care such as
matemal mOl1ality. where death rates remain relatively high. and
with respect to the looming thre~1l of AIDS. given its impol1ant
implicatiol1s for the deli\'l'l)' of (:ontracepti\'e services,
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Mounting Demand by Women for Fertility
COntrol largely Unsatisfied by Weak Health Services
Erratic political support froln Pakistan's national leaders, nlilTored
by a lack of any conmlitnlent at the state and local level, bears
much of the blame for Pakistan's alnlost total lack of progress in
family planning over the past 25 years. Even fonller Prilne Minister
Benazir Bhuno, Pakistan's only fenlale head of state, avoided open
support for fanlily planning in an effort to 1l1ake herself acceptable
to the country's powerful religious conservatives.

The absence of consistent political support for falnily planning
over the years, combined with the extrenlely low stanis of WOlnen,
Widespread poverty and high rates of illiteracy, have 1l1ade Paki
stan-the eighth 1110st populous nation-{)ne of the world's lllost
serious family planning failures. Average fanlily size is still between '
five and six children, despite an official policy on the books since
the early 1%Os to reduce population growth. Pakistan is the third
largest contributor to world population growth after India and
China.

The biggest probleln does not appear to he lack of denland for
fertility control. Surveys reveal that over a third of Pakistani WOlllen
want no Inore children, and large additional nunlhers \vant the
Ineans to space births. But with levels of Inodem contraceplive lise
at only 9 percent of couples, Pakistan lags f~lr behind neighboring
India where IncxJem contr.lceptive use is now at 40 percent.

A nlajor obstacle to meeting the denland for services is the lack c
adequate health infrastructure. Pakistan has never made the kinw
of investlnents in rur.I1 health networks that India and Bangladesl
have nlade, ,vith the result that 70 percent of the rural populatior
lack access to Inodem health facilities. Moreover, not all existing
facilities offer family planning, in part because staff are not trainee
in contrdceptive services. It is estimated that as few as 5 percent (
couples in nlr.ll areas can obtain services. Nationwide at least ont
third of couples want and need family planning services, but hav
virtualIy no access.

The Iinlited reach and effectiveness of the govemlnent's national
falnily planning progr.lln has left much of the responsibility for
providing services to nongovemnlental organizations (NGOs).
The Fanlily Planning Association of Pakistan is the largest of
severdl nlajor private organizations. The government and foreign
donors also channel funds to many snlall local organizati9ns
through an NGO Coordinating Council. Funding fronl th~United
States has also helped launch an effort to nlarket contraceptives ~

subsidized prices. But so far, most of these activities have operat(
on too slnall a scale to nlake a big inlpact on unmet demand.

Without nlore effective fanlily planning efforts, Pakistan's
population of over 120 Inillion people could double in just 23
years, \\lith serious inlplications for national developnlent goals.
In 1990, 80 percent of the population still had no sanitary facilitit
and close to one third of the population-solne 37 Inillion peopl
- \vere classitled as living belo\v the poverty line. Between 197<
and 1990, adult literacy increased by only 15 percent, to just 35
percent of the adult population. For WOlllen, the situation is nlUC.
worse: 79 percent of Pakistani wonlen have receiveq no fonnal
education. These conditions contribute to and are aggravated
by rarid porulation growth. As a percent of total govemlllent
expenditures, the Pakistani govemnlent's budgets for health and
euucation are al1l<mg the lowest in the South Asian region-

DEuNTN().c

·I'l'll,'>limalr

CootrJCfpthlf use (CPR): 12% total/9% modem methods·

SIaIus ofliborlion/I11t!l1sJrual regulation: AOOl1ion pemlined only to save the life
of the \\OOl3J1.

1992 ~ulation: 121,700,000

Change in rertili~' (lTRl 197(}.91: 6.3 to 5.4 children (-14.3%)

. 1991 naturJl incre'~ in ~lUlatiolt 3.1%13.8 million people
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about half the level of neighboring countries like Sri Lanka and
Bangladesh.

Since the election of Nawaz Sharif as prime minister, the Pakistani
government appears more commined to meeting family planning
need'). The governlnent seems finally to have recognized that poor
service delivery, rdther than a lack of interest, is the country's
prinlary family planning problem. When Prin1e Minister Sharif
addressed the 1992 Earth Summit in Rio, he strongly supported
the need for population stabilization.

The Sharif government has announced plans to double. the
number of government health outlets at which contraceptives
will be made available over the next several years. But even this
relatively modest goal may be unachievable. Pakistan has relied
heavily in the past on foreign assistance, including close to .
$10 million a year from the United States. U.S. aid to the govern
ment was recently cut off because of disagreeinents over Pakistan's
nuclear policies. U.S. law allows continued support of NGO pro
grams, but these will have to be scaled up substantially to make
an impact on Pakistan's galloping population growth.
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RUSSIA AND ITS
NEIGHBORS

by Paul A. Goble

The most serious and difficult question con
fronting Russians today is not how they will
survive economic reform but rather whether
they can accept the independence of the 14
other former Soviet republics as legitimate. The
question is serious because its answer will pro
foundly affect Russia's ability to make the rran
sition to democracy, maintain its own territorial
integrity, and integrate itself into the interna
tional community. It is difficult because the
question concerns more the status of the ~us

sians themselves than that of the non-RUSSians.
Long submerged under the czarist and then
Soviet empires, the Russians have never before
been forced to define precisely who is a Russian
and what the proper limits of Russian territory
should be; now they must find answers. AI
though no one can do that for them, Russia's
new neighbors and the West will both have
significant roles to play.

Those two existential questions-what is
Russia, and who are Russians-were somewhat
obscured by the traumas of the last year. But
now, ~ore than a year after the Soviet Union's
demise, Russians are coming out of shock and
confronting what many of them see as the ,key
to their future. Not surprisingly, some RUSSians
try to deny what has happened or want to

recover what they perceive they have "lost."
But most seem· to be groping toward some
modus vivendi with the new reality in which
they find themselves. Unfortunately, the realiza
tion of that modus vivendi will be no easy task.

The Russians' current difficulties on that
score have a long history. Following the col
lapse of the Mongols at the end of the four
teenth century, the rulers of the Russian lands
began to absorb other peoples, most notably
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with the taking of Kazan in 1552, long before
the Russian people had consolidated as a na
tion. The empire continued to expand until, by
the mid-seventeenth century, it was the largest
state in the world. Russian rulers had few con
cerns about the new populations except for
their loyalty. As a result, the boundaries of both
the people and the state were never clear, pro
ducing a psychological ambiguity that meant
both czarist Russia and the USSR were empires
of a pre-modern type: Instead of a clearly de
fined merropole and colonies, they consisted of
a nebulous center and a periphery. The Rus
sians, then, could not view with equanimity the
departure of any part of the empire, no matter
how different its population.

That ancient problem was compounded by
the actions of the Soviet state. Not only did·
communist ideology mandate virtually continu
ous expansionism, but the Soviet state's specific
approach to its multi-ethnic population further
retarded and distorted· Russian national devel
opment. By converting the ethnic identity of all
groups into official nationalities with a clearly
defined territorial dimension, Stalin institution
alized ethnic tensions, justifying his authoritari
an regime and guaranteeing that the collapse of
the Soviet Union would follow ethnic lines.

The ethnic territories Stalin designed were
not based on simple ethnography or the popu
lar will of those concerned. Instead, the borders
were drawn to both generate and ensure con
tinued ethnic tensions, creating dependent
minorities inside each and making Moscow the
power broker. While outside 'observers have
long understood that feature of Soviet statecraft
in the non-Russian parts of the USSR, they have
seldom acknowledged that the Russian Soviet
Federated Socialist Republic (RSFSR) was equal
ly inauthentic. Given earlier Russian history, it
could hardly be otherwise; but that may prove
to be Stalin's ultimate "poison pill," left behind
to confound those who would dismantle his
wor~ .

The problem is not only that almost one
fifth of the population of the Russian Federa
tion is non-Russian. The historical homelands
of millions of people who have always consid
ered themselves Russians, and who have wanted
to becoJTle citizens of the Russian Federation



Goble

since the demise of the Soviet Union, lie be
yond the federation's borders. And the tension
inherent in that arrangement has been exacer
bated by the fact that the Soviet state gave the
Russians alone extraterritorial status as well;
that is, it provided Russians with Russian-lan
guage institutions regardless of where they
lived. In fact, more than 25 million Russians
now live outside of the Russian Federation. As
a result, and in contrast to all other nationali
ties of the Soviet Union, Russians never viewed
their RSFSR as either a republic or their home
land but as one part of a country in which
Russians were at home everywhere. That view
preserved the ambiguities of their identities that
had begun in czarist times. .

The Russians have never before been
forced to define precisely who is a
Russian and what the proper limits of
Russian territory should be.

The sense that Russia should really be more
than the Russian Federation was intensified by
the sudden complexity of Moscow's relation
ships with the 14 other new countries that
emerged after the collapse of the USSR. Before
Mikhail Gorbachev, Moscow and the Russians
did not negotiate with the republics; the center
almost always gave orders. While there was an
awareness that the territories were not all the
same, it did not form the primary basis for
Moscow's relations with them. With indepen
dence, however, the republics posed additional
challenges to Russian identity. They flowed
both from the 15 republics' commonalities,
which were largely the product of the Soviet
system, and from their differences, which reflect
geography, culture, economics, nationalism, and
politics.

Not surprisingly, Russians and most outside
observers focused on the commonalities shared
by the 15 new countries, commonalities that
many felt justified a continued political union:

-The tight economic integration of the 15
post.;.Soviet countries renders continued eco
nomic cooperation critical. Because Moscow's
planners favored big centralized plants, many
key industrial goods are only produced in one
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place, tying the old Soviet Union together and
making its divorce more difficult.

-The relatively greater importance of nation
ality over citizenship in Soviet times has had
consequences into independence, making the
integration of all' ethnic minorities more diffi
cult and convincing many Russians now living
"abroad" that they in fact remain "citizens of
the USSR."

-All face the task of decommunizing both the
polity and the economy, and all share the ten
dency to blame current problems on the post
Soviet transition rather than on the Soviet past.

-Borders are increasingly seen as artificial,
leading many to conclude that repression, ag
gression, or migration will eventually be the
only options.

-All fear instability throughout the region.
Though the commonali ties of the post-Soviet

region are obvious, equally obvious are the
enormous diversities:

-There has been wha tgeographer David
Hooson has elegandy called "the return of
geography," the renewed impact of location
and resources on political decisions. No one,
for example, would argue that mines in Turk
menistan are more important to Russia than
ports in the Baltic countries.

-The diversity of cultures has been accentu
ated by the Soviet collapse. So too has the
desire of all non-Russian groups to integrate
direcdy into world culture: They do not want
their participation to be mediated by the Rus
sians, as was the case in the past.

-Economic conditions vary gready, with
some of the states having enormous resources
and others virtually none, and with some
groups of states fitting naturally together and
others less so.

-Nationalism's nature and role in the fight
for independence and democratic values have
varied widely according to region. The western
republics were all home to highly articulated
national movements that defined national goals
before independence; those of Central Asia, for
whom independence came as an unwelcome
surprise, were not.

-Each country has specific prob
lems--eitizenship in the formerly occupied
Baltic states, stability in Central Asia, violence
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in the Caucasus-that set them apart.
Even that brief listing of the similarities and

differences illustrates why some Russians want
to resurrect the empire while others are ready
to accept the ex-Soviet republics' independence.
The former group looks to the Commonwealth
of Independent States (CIS) structure as a
means, viewing it as the framework for an ever
tighter confederation by which most, if not all,
of the former republics can be integrated into a
state under Russian domination. The CIS com
mander-in-chief Marshal Yevgeny Shaposh
nikov, for example, has argued that CIS-con
trolled nuclear weapons in Belarus, Kazakhstan,
and Ukraine can serve as a first step. along that
road. And Sergei Stankevich, currently Russian
president Boris Yeltsin's adviser for political
affairs, has supported the idea that Moscow
deal with the republics not through the Foreign
Ministry, as would be the case with normal
countries, but with a yet-to-be-created ministry
of CIS affairs that would highlight their contin
ued integration.

At the same time, many others-including
Yeltsin-have been prepared to recognize the
independence of the 14 as entirely legitimate.
Their arguments are three-fold. First, since no
one would advocate that Moscow have the
same foreign policy for both Mongolia and
Poland because they are both formerly commu
nist, why should Moscow adopt a common
approach to Estonia and Tajikistan? Second,
any effort to adopt a single approach to all
would require the use of force beyond Russia's
current capacity, further bankrupting a country
already in trouble. And third, relying on force
to hold such an enormous region together
would have consequences for Russia itself,
leaving it less liberal and more susceptible to
authoritarian rule.

It is "not accidental," as the Russians say,
that those who prefer resurrected empire tend
to be more authoritarian in disposition than
those who prefer independent countries. And
given developments within Russia since the
December 1992 meeting of the Congress of
People's Deputies, as well as those in the "near
abroad" and elsewhere, it is no accident that
those backing the former approach have picked
up additional support.
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Securing Russia

Beneath the former republics' commonalities
and diversi ty are some very ~eal Russian inter
ests in what happens with the newly indepen
dent states. Russia has economic interests in
ports, access to raw materials, transportation,
communication, and plants where production is
not yet duplicated by firms in the Russian
Federation. It has political interests in coopera
tion with the new states lest there be an explo
sion of ethnic violence, in protecting its citizens
and even co-ethnics abroad, and in coordinating
policies on a variety of regional issues such as
the environment. And it has security interests
in preventing instability that might bring mas
sive refugee flows into Russia or a spillover of
violence into Russia proper, in denying outside
powers access to regions that might be used to

threaten Russia itself, and in certain specific
military sites-like the Skrunda radar site in
Latvia-even in the face of general Russian
military withdrawal.

Although those interests are both obvious
and generally recognized, it is not clear how
they are to be pursued. Russia faces a difficult
security situation. If it attempts to use force to
achieve its ends-such as projecting military
units into Moldova or employing economic
sanctions against its new neighbors-it will find
itself generating countervailing forces in the
successor states as well as in the West more
generally. Here, too, there are three main areas
in which an attempt to impose a common
solution on the region could backfire: It could
rebound into Russia itself by prompting other
states to play the ethnic card against the Rus
sian Federation or by encouraging the numer
ous non-Russian communities within Russia
itself to rebel. It could also drive the new states
to seek weapon systems and allies in unconven
tional areas or it could prompt a more general
war.

Whenever Russians speak of protecting Rus
sians in Ukraine with military force, Ukrainians
like to respond by quoting Vladimir Nabokov's
Pnin: "He who lives in a glass house should not
try to kill two birds with one stone." That
saying is especially appropriate. It highlights the
fact that the non-Russian states could also make
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use of nationality politics within the multina
tional Russian Federation. It also underscores
the extent to which Moscow would change in
an authoritarian direction if it pursued aggres
sive policies toward its neighbors.

An aggressive Russian policy toward the new
states would, moreover, encourage them to
militarize, to seek control over nuclear weap
ons, and to acquire outside allies, thus under
mining Russia's own policy. While Western
states are reluctant to extend specific security
guarantees to most of the new states, a Russian
move against any of the larger ones might
prompt revision of that policy and, at a mini
mum, isolate Russia internationaJly by under
cutting Moscow's efforts to portray itself as a
reformed and responsible member of the inter
national community. And, in an extreme situa
tion, such maneuvers could ignite a more gen
eral war, possibly extending well beyond the
Eurasian landmass.

Indeed, the actions and attitudes of Moscow's
new neighbors will critically condition Russian
policy. The new states can do five key things to
encourage an enlightened Russian approach.

First, all 14 must acknowledge that Russia
faces a unique set of problems, that the Rus
sians s~e themselves as having "\ost" while
others have gained, and that such a sense of
loss necessarily leads to rhetorical excesses that,
given a responsible policy by others, will not
lead to action.

Second, they must recognize that the Russian
Federation is inherently different from the
Soviet Union and that Russians abroad are not
necessarily "imperial agents." Indeed, the rapid
acceptance of those people by the governments
of the new states, either as citizens or as Rus
sian citizens with the rights of pennanent resi
dency, will remove one of the greatest threats
to regional stability.

Third, they must acknowledge that Russia
has real geopolitical interests and, by virtue of
its size and history, that it will continue to
occupy a centra) place in shaping the foreign
policies of the new countries for many years to
come. At the same time, instead of expanding
multilateral arrangements, the new counrries
should strengthen bilateral ties, both because of
the extraordinary diversity of their relations and
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because of their own needs for national self
determination. Virtually all of the non-Russian
states would view total reliance on multilateral
arrangements as a diminution of their sover
eignty.

Fourth, they should understand that the
West is unlikely to take any military actions to
protect them in the face of Russian aggression.
Consequently, they should act prudently re
garding Russian claims--even if those claims
represent a violation of international law.

Fifth, they should recognize that they, too,
face a security dilemma, one that is even more
serious than Russia's. Any defense expenditures

. beyond minimal requirements will not enhance
their security but rather undermine it by gener
ating countervailing pressures in Russia and
other neighboring states. And even if they
believe that the Russian state is going to disin
tegrate-a not unlikely prospect for the next
year-they should not make the mistake of
thinking that they will be able to simply wait
and take advantage of such a cataclysm.

It is "not accidental," as the Russians
say, that those who prefer resurrected
empire tend to be more authoritarian
in disposition than those who prefer
independent countries.

None of those steps will be easy: All run
counter to the newly released energies of na
tional assertiveness. But each of them will facili
tate Russia's movement toward becoming a
more nonnal counrry-a movement that will
benefit all involved.

The West's stake in a democratic answer to
the Russian question is enormous, but its ability
to affect that answer is remarkably limited.
Unfonunately, the West has neglected its most
effective tool: the consistent restatement of
principles of human rights, democracy, and
acceptable international behavior. Beyond that,
though, the West can do five things to help.

First, it can recognize Russia's trauma and its
legitimate interests and work diplomatically and
by means of aid with Russia and its neighbors .
to allow those interests to be pursued in a
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peaceful way. The West can underscore that
any resort to violence against either minorities
or neighboring countries will mean both inter
national opprobrium and the end of aid.

Second, Western countries must also recog
nize the new diversity of the Eurasian landmass.
They cannot allow Russians to believe that the
West views the post-Soviet configuration as
"Russia plus branch offices." Instead, it must
back the legitimacy of the independence of the
new countries and recognize that most multilat
eral arrangements in the region, such as the
CIS~ have outlived their original utility. Many
conservatives in Moscow want to exploit those
multilateral arrangements to reestablish Russian
control over the periphery, as Russian foreign
minister Andrei Kozyrev highlighted at Stock
holm in December 1992, when he sketched out
what some future right-wing nationalist govern
ment might insist upon.

Third, the West must face the fact that its
support for the stability of borders regardless of
how they were created in that region has enor
mous consequences, some of which may under
cut the West's other goals and values. Given
the continuing consequences of Stalin's ap
proach and the policicization of ethnicity into
nationality, the West's current tack could lead
some regimes either to become more repressive
at home or to tty to change borders by force.
To avoid those twin dangers, the West needs
to explore the possibility of negotiated border
changes as Conference on Security and Coop
eration in Europe (CSCE) rules allow. In addi- .
cion, it needs to examine whether the interna
tional community can develop any mechanisms
for intrusive protection of human rights in all
15 countries.

Fourth, the West must adopt a policy of
"tough love" toward Russians and non-Russians
alike on human rights and other general issues.
Using international forums like CSCE and the
U.N., moral suasion, and the leverage of aid,
the outside world must insist simultaneously on
proper treattnent of all minorities in all coun
tries and on a prohibition against the use of
force to defend ethnic minorities abroad. Fail
ure to do the former would be a betrayal of
Western values; failure to do the latter could
lead to a new era of Sudetenlands, as Bosnia.
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and the Transdniester region in Moldova have
already shown.

Fifth, Westerners must learn to adopt a bal
ance-of-power approach in the region-just as
Great Britain did on· the continent of Europe
for the past several hundred years-backing
weaker powers against stronger ones to discour
age aggression. The full range of options
should be considered-security guarantees,
arms sales, and so on-but Western countries
should always be mindful that unless they act
prudently, tlley could fall into a dangerous
security trap, where the uncontrollable actions
of others could drag the West into an avoidable
war. Even if the West takes all these steps,
there is no guarantee that the Russians will
answer the fateful questions before them in a
democratic manner.
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W estern neglect of Russia's refor~s has left th.e reformer ~trug~ling ~or

survival and the economy teetermg on the bnnk of hypennflatlon, With

inflation running at about 30 percent per month and rising. But while the
____ situation is dangerous, it is far from hopeless. Russia is making startling and

successful advances in creating a market economy, with a dramatic commercialization

Strengthening Western
Support for Russia

The Japanese have so far played a
harmful role.

West continued to press Russia for interest servic
ing of the debt even when Russia was completely
out of foreign reserves. The pressures contri~

uted to Russia's macroeconomic instability. Most
imponantly. after a year of radical refonns, Russia
has still not received an)' fonnal debt reschedul
ingand the balance ofpayments pressures arising
from Russia's debt overhang continue to weigh
heavily on the economy.

While the IMF has been OYerwhelmed with its
aWgned task., \\estern goYemments have simply
stood and done virtually nothing. The US role
has been minimal. There has been little slralegic
thinking in the Administration and there has
been no single senior official whose main respon
sibility was the design and coordination of the US
response to Russian economic and political re
fonns. The role of the other G-7 countries has
been similarly problematic. The Gennan·finan
cial role has been large in recent years; but
even Gennan credits have largely been cut off.
At this point, suppon in Gennany for further
financial assistance to Russia is s1ighL The EC
has provided a modest amount ofaid~ but its role
has hardJ)" been decisive. Other individual Euro
pean countries have also contributed moder
ately to Russian assistance, but again without a
decisive role.

The Japanese have so far played a harmful
role, by pursuing a vocal policy ofopposing large
scale aid until the Kurile Islands have been re-

turned. ·This policy finally backfired in Septem
ber, when President ~ltsin canceled his trip toJa
pan at the last minute. But the costs have been
high and muwal antagonisms have grown. Rus
sian hardliners have seized on the Kurile issue to
fight against the refonns with great effect. claim
ing that the West has again been proved to be
hostile to Russia's interests in demanding the re
turn of islands won during the Patriotic War. US
policymakers were silent as Japan pursued this

nance. As an institution of aroWld 1,000 staffers,
however, the IMF~ simply unequipped to pro
vide the needed assistance from in-house re
sources. As a result and ~ incredible as it now
seems, the IMF did not have a single monetary
specialist on the groWld in Moscow dwing the
first ten months of 1992. It relied totally on flyin

While the IMF. has been overwhelmed
with its assigned task. Western

governments have simply stood and
done Virtually nothing.

missions to try to cover the workload and thereby
greatly weakened its capaeity to help.

Second, it is necessarily a political task of the
first order to mobilize tens ofbillions ofdollars of
Western suppon for Russia and to link the suI>
port to fundamental changes in the Russian
economy in a systematic way. The IMF~ not
equipped to carry out these functions. It did not
succeed in mobilizing funds; in designing an aid
program in cooperation with the Russians; nor in
carrying out conditionality. The $24 billion aid
package announced on April I, 1992 simply van
ished. R1wia received approximately $9 billion of
trade credits last year, but none ofthese loans h~
been linked to the monn program. New trade
credits slowed to a Dickie after July. In fact, not
one dollar ofusable conditional assistance flawed
to Russia during the tint ten months of the yearl
The only conditional aid has been $1 billion of
IMF money and $600 million of World Bank
funds, but even these paltry sums exaggerate the
acwal resource Dows. The IMF money was giYen
Wlder the amazing condition that Russia not use
the money and most ofthe World Bank creditwill
be disDibuted only in 1993.

The \\estern dIon on debt rescheduling has
been equally inexplicable, being directed at get
ting the Yeltsin~dargovernment to accept re
sponsibility for the entire debt of the former
Soviet Union. This has led, predictably, to a legal
mess in subsequent negotiations. Moreover, the

Iitical pressures and with little real backing
from the West, the refonners started to acqu i
esce to large and highly inflationary subsidies
to industry.

With a vigorous Western presence, the roll
back of stabilization policies would probably
never haYe taken place. In tum, the success ofsta

biliz3tion would haYe greatly bolstered the poli~

cal stability of the refonners, just as the growing
inflalion has undennined their hold on power.
But as it turned out, the Western role'in Russia
since the smt ofthe Gaidar cabinet in N~mber
1991 has been totally insufficienL

Western governments made the fateful choice
to duck any direct responsibility vis.a-Yis Russian
refonns by vesting key authority in the IMF. This
was an enormous mistM.e for several reasons.
FIfSl. the IMFwas completely Wlderstaffed for the
task.. HWldreds of technical experts are needed
on the ground in Moscow to help with reforms in
banking, budgeting, management, trade and &

of society; broad progress on privatization; and
a significan t opening to market-based
international trade and investment. Early
actions by the Clinton Administration in
putting forward a well-designed program of
conditional financial assistance could be the
stimulus needed to bring Russia back from the
brink of financial chaos and give the rdonns
the crucial time that they need to take moL

The risk of hyperinflation now facing Russia
could have been eliminated in early 1992. Rm
sia's economic refonns started to work in the first
six months of the year in the same general way~
in Eastern Europe. Inflation was coming under
control; shortages were being eliminated; mar
kets were starting to function; the currency~
stabilizing; the service sector~ sl3Jting. But, ~
in Eastern Europe, refonns were also starting to
squeeze heavy industry, including the politically
powerful military-industrial complex, which be
gan to strUggle against them. Under intense J»
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mutually destructive approach; we share a com- suppon and supplemenlS for pensioners. The
plicity in the downward spiral ofRussian:Japan re- fund would be supponed by direct granlS from
lations, through ow inaction. Western counuies. All Russians would under-

A new Western response is needed. There stand thar if the aid were cut off, it would mean
should be an urgent rethinking of the Western risking the key social safety net for the country.
response lD Ru.Wa by the incoming US Admini- The mon~would obviously help lD cover direct
stration. The nature of the response must be budgel3r)' expenditures in Russia in a norHn£1a-
carefully modulated to tionary way.
.the evenlS in Russia. Ifthe ....~.".......-~......."'""-o:'III"'" An Industrial R.estruc-
refonners are able tosur-turingFund. to help pay
vive the current political for military conversion
onslaught. then the West §.~t{ill and other industrial re-
should aim to reinforce structuring operations.
the refonns with consiG- This money would be in
erahle wgency. If the re- the fonn of loans from ex-
fonn~ are routed. then pon credit agencies and
the \\btmust respond in the international financial
a dear way. holding bade. institutions. Pan of the
on most aid until political fund would be for military
and economic reforms conversion and part for
get bade. on track. If the energy and agricultural in-
situation remains muG- vesonenlS.
died. then a nuanced car- • -i"P<ai:~:Iao' A SmaII-Business Loan
rot-and~tick approach W~"~iiii_iii Program. modeled on the
wou.1d have to be wed. ~!~,.~~ Polish-American Enter-

Financial assistance _::--'11.1" prise Fund, which would
should be re-designed to make loans to small-and
give the maximum politi- medium-sized enterprises.

cal and economic back- 1~~~~~!;~i~li~This fund would be man-ing to the reforms. The aged by the European
assisI3nceshould come in Bank for Reconstruc-
fonns that are easily un-I~;;i~~~~t "~""'::::~l..:..:.!JIi'L!.. tion and Development
derstood by the Russian (EBRD).
people and Russia's po- Balance of Payments
lineal leadership. so that the assistance is (cor- Support. including an ~MF 5I3ndby loan to help
rectly) viewed as vital~d much too important to 00Yer the foreign exchange requiremenlS for ba-
abandon. The mon~'Shou1dalso come largely in sic imports, a stabilization fund lD help stabilize
wa}S lha1 help to finance Rlmia's budget deficit. the ruble and the rescheduling of the <kbt that
ao as to substitute for direct inflationary finance. was taken on by the Soviet Union before Decem-

The specific types ofaid will have to be deter- ber 1991.
mined in the coW'Se of negotiations between the The key strategy in such a progr.un is simple,
Russian govenunent and ~e G-7 panners. The but it was basically neglected in 1992. The aid
following kind of package makes sense, in tenns package should be spelled OUl in poIiIiaJltenns. so
of the political and economic support that il thar everybody in Russia understands the value of
would offer to the refomu: the international assistance and the high cost of

An FmergencySocial Fund, lD help pay for un- losing that suppon. The general public should
employment compensation, emeIKency medical understand that Western support funds emer-

gency social protection; indusbialislS should ill}

derstand dearl)' t1lal Western suppon funds lheir
access to restructuring money; small businesses
should see that Western suppon acmally provides
credit lD them; and everybody should understand
that international suppon is the key to making
the Russian ClUTencystable in value via a stabiliza
tionfund.

. , , we share a·complicity in the
downward spiral ofRussian-Japanese

relations, through our inaction.

The funding would be strictly multilateral in
character. involving funds from government
budgelS, export credil agencies, the IMF, W:>rld
Bank. EBRD and the EC. The US budgel3r)' con
bibutions would have to rise. as would conbibu
lions from the Export-l!!1port Bank (EXlM).
Perhaps mOSl importantly, the US should insist
thalJapan step up ilS conbibutions, in view ofJa
pan's financial resources, ilS minimal conbibu
tions to date and its enormous stake in the
success of Russia's democratic and eronomic re
forms. The SlU1lS involved should be determined
in the course ofdetliled negotiations, the sort of
dialogue between the Russian reformers and the
G-7 that was needed but did not take place last
year. Nevertheless we can sketch roughly the sums
that might be involved. The emeIKency social

. fund should be of the order of$8 billion in grants
from the industrial democr.u:ies. The US share
would be around $2.5 billion. The indusaial re
strucOJring fund would be ofthe same size, but in
the form of loans from the export credit agen
cies, the World Bank and the EBRD. The small
business fund should start at around $1 billion. lD

be covered by funds from the EBRD and private
investors. The balance of payments support
should include a $4 billion 1MFJoan and a stabili
zation fund ofaround $6 billion.

The total direct budgetary costs to the
United States would come to around $3 billion
per year, approximately one percent of US de
fense spending.

The West would also need new instilUtional
means to deliver such a program. The G-7
should establish a politicaJ-economic umbrella,
under which the IMF, World Bank and EBRD
would act. In effect. the G-7 would establish an
administrator for Western aWslance, with a su~

stantial presence in Moscow, that would be simi
lar to the Economic Coopentiun AdminisllCltion
{ECA) of the Marshall Plan. Unlike the IMY, the
new G-7 office would have an on-tJ~rufteam
of businessmen, bankers and economislS, help
ing the Russian government implement practical
reforms in key areas. Within the US government.
there should be a new senior position lD coordi
nate US policies in suppon ofeconomic and p0
litical refonns in Eastern Europe and the former
Soviel Union. This person must clearly be the
''President's person."

The greatest mistake would be to lose hean
with Russia's refonns. Throughout history, suc
cessful reform programs have been heatedly at
lacked and even written off just as they were
starting to prove their worth. Chancellor Ade
nauer and his Economy Minister Ludwig Erhard
barely survived in Gennany in the late 194<X. the
very period in which they were puning in place

In effect,
the G-7 would establish an

administrator for Western assistance
... in Moscow.

Gennany's economic miracle. After three years of
tough politics, the reforms in Poland are only
now becoming self sustaining, based on the re
markable economic turnaround that the refonns
have ushered in. AU reformers, from Erhard lD

Balcerowia, have required international finan
cial support to help the reforms take root. With
the enormous stakes in Russia, this is the least that
we can do for President Yeltsin. .

Profmar Sachs iJ Calm L. Stone profwar of intnna
tional tratk at Harvard UnivmilJ.
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THOMAS E. WEISSKOPF

Russia In Transition:
Perils ofthe Fast Track to Capitalism

The "shock therapy" approach ofthe Yeltsin-Gaidar team allows the
few to profit at the expense of the many. A fairer and more gradual
approach to reform would enjoy more popular support and would
reinforce political democracy.

The social, political, and economic transfonnation cur
rently' underway in Eastern Europe and the successor
states of the fonner Soviet Union has attra,cted an
enonnous amount ofinterest in the West. Rarely are the
basic institutions ofa society open to thekind offunda
mental change now in progress. The fact that the direc
tion of change is from a largely alien and unfamiliar
system to one that is less threatening and more similar
to Western capitalist market societies has reinforced
a sense on the part of many Westerners that the
transition should be encouraged to proceed as rapidly
as possible.

Indeed, many Western economists have been advo
cating programs of "shock therapy" and "mass
privatization" to accelerate the scuttling of command
administrative economies in favor of free markets and
capitalist enterprise. This approach was embraced by

Russian President Boris Yeltsin in late 1991, after the
failed coup of August 1991 that marked the beginning
of the end for the old Soviet Union. During the follow
ing year it was implemented by a group of "radical
economic refonners" led by First Deputy Prime Minis
ter Yegor Gaidar, and it rem,ains official policy as of
October 1992, although it has has been encountering
increasing public restiveness and political opposition
during the course of the year.

In this essay I seek to assess the nature and impact
of the fast track strategy to transfonn Russia into a
capitalist economy, and I explore the possibility of an
alternative strategy for refonn ofthe failed command-ad
ministrative system. I begin with a sketch of current
conditions in Russia; I then tum to key aspects of the
poli~ies of shock therapy and privatization carried out
by the Yeltsin-Gaidar government; and, finally, I con-

mOMAS E. WEISSKOPF is Professor of Economics at the University of Michigan.
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sider economic and political elements of an alternative
approach.

Struggle for economic.survival

In the wake of the collapse of the old economic system,
the dominant concern ofevery Russian now is individ
!JiU economic sUlVival. Under the command-adminis
trative form ofsocialism, people suffered from political
oppression, poorpay, limited opportunities and ubiqui
tous corruption, but they were at least guaranteed a
rr.odest standard of living, job security, and price sta
bility. Virtually everyone had low-cost access to such
amenities as housing, medical care, education, trans
pon::tion, cultu:al activities, and vacation opportuni
ties-though the quality ofmany ofthese amenities was
often poor.

Within the last year, the breakup ofthe Soviet Union
and the disintegration of economic relations between
the former Soviet Union and its East European trade
partners,. the freeing of prices on most goods and ser
vices. and the decentralization of economic decision
making authority has led to an increasingly chaotic
social, political, and economic environment. Prices
have multiplied ten, twenty, and in some cases even
one hundred times during a period in which most
people's wages or pensions have increased only five
or ten times. Almost everyone is trying desperately to

.make ends meet.
The well-placed and/or lucky few have met this

stnJggle for survival with great success. Traders and
speculators with monopolistic control over commodi
ties whose prices have shot up on the free market,
managers or bureaucrats who have succeeded in gain
ing control of some of the more viable state industrial
assets through de/acto privatization, government offi
cials who dispense pennits and licenses wonh enor
mous bribes, and foreign-language speakers who have
caught on with joint ventures-these are all members
of a small new elite that is doing very well in the new
environment. They have joined foreigners in the tiny
top tier of the income distribution consisting of people
who deal more often in dollars than rubles and who can
now find and purchase anything they want on the free
Iii~..I~ct-at prices the vast majority of the population
cannot afford.

That vast majority-most urban wage and salary
workers, most rural residents, all pensioners-have
found their real incomes dropping precipitously with

the galloping price inflation. Not only have nominal
_wages been failing by a large margin to keep up with
prices (except in the case of a small number of strategi
cally placed workers who have successfully struck for
much higher pay), but a large proportion of wages due
have not been paid on time--or at all-because of a
shortage of ruble notes. Checking accounts are virtu
ally unheard of. so everyone receives wages in cash.
The ability of the printing presses to produce bank
notes, however, has been falling well behind the rise
in nominal wages; as the presses work overtime to
catch up (printing larger-denomination ruble notes).
the purchasing power ofthe overdue -'",ages continues
to fall.

The "stagflation" that plagued Westeln economies
in the 1970s consisted of:i then unusual combination of
high !nt1ation with stagnating or recessionary levels of
overall output. But Western-style stagflation would be
most welcome now in Russia, where the combination
of galloping inflation and plummeting real output re
quires a new label like "depflation" to reflect the actual
conditions of depression. The decrease in output in
Russia in 1991 has been estimated at about .11 percent.
and production is falling at about twice that rate in 1992.
Moreover, many of the goods still being produced are
piling up in factory lots and warehouses for lack of
buyer purchasing ptn;"cr. As of today, layoffs ha~'c still
been relatively limited, for enterprise managers are not
prepared to face the consequences of massive ul.em
ployment; they have been able to prevail upon the
Central Bank to keep supplying enough funds on credit
to pay their workers-if belatedly. They have not been
able to pay most of their suppliers, however, with the
result that the level of interenterprise debt (extended
reluctantly by sellers trying to maintain markets) has
risen to staggering levels. Women have been especially
hard hit by the economic crisis; they are most unlikely
to have ascended to positions of real power and influ
ence in the old system, and they are the first to be laid
off when falling revenues and limited credit leave no
alternative b~t for budgets to be cut and jobs to be
trimmed.

Under such circumstances people have been forced
to think ofnothing but where their next meal is coming
from. Formany, this means selling offhousehold goods
that they have acquired over the years orhoarded in the
recent past, orbuying some ofthe few low-priced goods
left in state stores and selling them on the street at much
higher prices. For others, it means searching for tempo
rary service or trade opportunities during their nonwork
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time or-increasingly-during the time that they are
o.fficially on the job. In the big cities countless sidewalk
vendors may be seen at every subway stop and virtually
every major street comer, and during the spring and
summer of 1992 a common streetside spectacle was
row upon row of individuals holding up a commodity
or two for sale as passersby searched for the space to
proceed. In more recent months, municipal authori
ties and trade racketeers (the so-called "mafia") have
managed to cut down on unregulated street trade; the
latter have increasingly been able to monopolize the
business, while the fonner are sharing in the pro
ceeds. In this context, more and more people, frus
trated by the difficulty of earning money through
honest work or legal trade, are now simply resorting to
crime.

The growing number of foreigners (in large cities,
especially Moscow) looms as a potential gold mine for
desperate local citizens, as a single dollar goes a very
long way. A dollar was worth about 100 rubles in early
June-more than most Russians could earn in a day
and it had risen to 200 in September; it reached 400 by
late October, and it will surely continue to rise for the
foreseeable future. These rates ofexchange are way out
ofline with the true purchasing power ofthe ruble (even
taking into account the rapid rate of internal inflation in
Russia); they reflect a growing crisis of confidence in
the Russian economy and massive speculation against
the ruble. The extraordinary domestic value of the
dollar results not only in continuous hawking ofsouve
nirs and other commodities to foreigners, but also in
frequent offers .of services running from bed-and
breakfast stays, child care, and language lessons to
fashion modeling, escort services, and prostitution.
Young men accost young foreign women in the hope
of developing a relationship that could lead to mar
riage and emigration. For Russians with foreign lan
guage skills, the opportunity to generate any kind of
employment with a joint venture is irresistible. For
academics and professionals with contacts abroad, the
possibility of turning these contacts into funded re
search, business contracts, or travel abroad is im
mensely attractive.

Many ofthe current economic pressures are causing
people to abandon useful and productive activities in
favor ofrelatively unproductive activities that appear to
be lucrative in the short run. Thus, women students drop
out of University classes to "entertain" foreign clients;
language teachers quit their teaching jobs and take on
secretarial tasks withjoint ventures (makingphone calls
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and sending faxes abroad, translating business docu
ments, etc.); and scholars abandon long-tenn research
projects in favor ofshort-term contract work with local
and foreign businesses. In at least one area, however,
the economic pressures are generating more produc
tive work. For families with access to land-for exam
ple, small plots near ancestral village homes or gardens
around summerdachas-the opportunity to supplement
store-purchased food with home-grown fruits, vegeta
bles, and/or dairy products has been both attractive and
significant. Around every large city, and in many small
towns, people are intensively working small patches of
land. In this respect, residents of relatively warm areas
with good soil in the south are much betteroff than most
of their compatriots who live in the colder and harsher
northern regions ofRussia.

Born-again conversion ofthe
nomenklatura

It is remarkable to note that so many of the same
Russians who only a few years ago were loudly pro
claiming the vinues of communism and central plan
ning are now among the most vociferous advocates of
capitalism and the free market. Not only were many
current political leaders (for example, Boris Yeitsin
himself) once outspokensupporters and prominent ben
eficiaries of the old system, but many of the people who
now most strongly support a rapid move to capitalism
and who are doing very well in the new market envi
ronment-are from the upper echelons of the old party
apparatus or the upper levels ofthe old state institutions
(the so-called "nomenklatura"). This apparent paradox
disappears when one begins to grasp the extent of the
opportunism and the corruption that developed in the
Soviet Union over the past few decades: by the 1980s
hardly anyone really believed any more in the commu
nist system.

The people who made it to positions ofprivilege and
power in the Soviet Union in recent decades were-for
the most part-people who knew or learned how to win
within a morally bankrupt and thoroughly corrupt insti
tutional environment To advance one's interests one
had to cultivate important relationships carefully,ex
change favors, give and receive bribes, pay lip service
to official platitudes, and ingratiate oneself with one's
superiors. To be completely principled and honest in
this environment came at an enormous personal cost,
which only afew unusually strong-willed and dedicated



individuals could achieve-often not only to their own
but to their family's detriment. For almost everyone
else with any ambition, opportunism on some scale was
a way of life-and the more privileged one's position,
the greater the degree ofopponunism that was likely to
have been necessary.

Here are just a few examples. Access to the most
desirable summer vacation spots and to opportunities
to travel abroad typically required membership and
good standing in the CommunistParty. Access to West
ern books, newspapers, and films for all but the most
privileged required participation in semi-legal orillegal
distribution networks, or side payments to government
officials. Entry into the more desirable and prestigious
departments at Universities could often be assured only
with the payment of substantial sums of money to
administrators involved in the admissions process. Pub
lication of books and articles, the production of plays
and movies, and promotions to high-level jobs called
for careful adherence to official ideological positions
and policy lines.

Aqer the failure of Mikhail Gorbachev's efforts at
economic refonn via perestroika, and the collapse of
the Soviet Union in 1991, there is now officially an
entirely new set of roles of the game in Russia. These
rules come under the noble-sounding headings of de
mocracyand the free market. In the context of com
pletely undeveloped democratic and market·
institutions, however, success in the game requires
many of the same assets and talents that were called for
under the old syst~-for example, the cultivating of
relationships with key individu,ils, judicious payments
of bribes or exchanges of favors with other people
whose goods or services one needs, a willingness to
bend rules and engage in semi-legal ifnot illegal trans
actions.

Clearly, the new rules ofthe game do allow vastly
greater opportunities for the expression of creative
ideas and dissenting opinions. Even though there are
now often economic obstacles to freedom of expres
sion, the elimination of ubiquitous political control
represents a major social gain. Moreover, the increas
ingly free-wheeling market environmenthas opened up
a much wider range of economic opportunities for
resourceful and skilled individuals (as well as for un
scrupulous and criminal ones). Among the beneficiaries
of the new environment are enterprising people whose
economic activity was in the past either greatly con
strained or forced underground by government rules
and regulations. Still, it should come as no surprise that

some ofthe biggest beneficiaries of the new system are
the very same people who learned so well to parlay their .
physical, financial, and intellectual assets into positions
of privilege and power under the old system. This has
led to a very widespread view among ordinary people
with considerable foundation-that "the same people
as before are rwming things now; they are simply
whistling a different tune. It

Shock lvithout therapy

The economic chaos I have described above is no doubt
due in considerable part to the process of economic
disintegration that began in the late 1980s and intensi
fied during the period of Gorbachev's perestroika. The
sharp drop in trade between the Soviet Union and its
former economic partners in Eastern Europe follow
ing the "revolutions of 1989," and the weakening of
trade ties resulting from the subsequent breakup of
the Soviet Union in 1991, cut deeply into both output
and input markets in all of the successor states. More
over, disintegrating central supply and distribution
'networks could not easily or· rapidly be replaced by
market forces in a context of severely undeveloped
market institutions. Under such circumstances it is
hardly surprising that the overall economic simation
in the fOnner Soviet Union has been deteriorating for
the last several years. The situation appears to have
worsened significantly in Russia, however, since the
introduction of"shock therapy" at the beginning ofthis
year.

In January 1992,.shortly after assuming full power
as president ofthe newly defined Russian nation, Boris
Yeltsin initiated the program of shock therapy in an
effort to revitalize the disintegrating economy be
queathed by the Soviet Communist regime. Modelled
after the program introduced two years earlier by the
first post-communist government in Poland, the Rus
sian shock therapy treatment involved sudden and dra
matic price liberalization and macroeconomic
stabilization-with privatization of state assets due to
follow. Prices ofmost goods and services were decon
trolled in an effort to allow the market to equate supply
and demand, and government ,subsidies to consum
ers, enterprises, and institutions were sharply reduced
in an effort to bring a runaway government budget
deficit under control. The Central Bank was in
structed to reduce sharply the rate of growth of the
money supply and, in particular, to cut back on the
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extension of credit to state enterprises. Plans were
fonnulated for the privatization of state ent~rprises

and public property.
In its embrace of a shock therapy approach to

Russia's enonnous econo,~ic problems, Yeltsin's eco
nomic policy team, under the leadership of Yegor
Gaidar, was committing itselffinnly to the economic
strategy long advocated by the International Mone
tary Fund (IMF) to restructure state-dominated devel
oping economies. Their committnent to this strategy
reflected both the dominant economic outlook of the
radical intellectuals most closely associated with the
political struggle against the old Communist regime,
and a strong desire to enlist IMF support in their effort
to attract foreign aid and foreign capital to the new
Russia. They hoped that the freeing of prices would
bring scarce goods back into shops, that the curbing of
budget deficits and the slowing of monetary growth
would bring stability to a careening economy, and that
the privatization process would encourage new entre
preneurship and the restructuring of old ailing enter
prises-and that all ofthis would attract foreign aid and
foreign investtnent to contribute to the process of eco
nomic revival.

It is less than a year since the Yeltsin-Gaidar strategy
was initiated, and this is a short time in which to
evaluate the success or failure of an economic policy.
Yet the deepening economic and social cris~s in Russia
has already led many previous enthusiasts of rapid
transition to a capitalist market economy to begin to
question the shock therapy approach. The critics by no
means include only hard-line defenders ofthe old order,
unrepentant managers of state enterprises, and left
wing advocates of democratic socialism. Among them
are such prominent capitalist refonners as Grigory
Yavlinsky-one of the main authors of the "SOQ-day
plan" for transition to a market economy, which was
proposed in the last year of Gorbachev's rule, widely
applauded by mainstream Western economists, but
ultimately rejected. The Yeltsin-Gaidar-IMF shock
therapy approach-designed to spur a more rapid tran
sition to capitalism--can be faulted along the following
lines.

First, this strategy emphasized, above all, price lib
eralization and macroeconomic stabilization-before
any effective program for the restructuring,
demonopolizing, and privatization of state enterprises
had been developed. It is ofcourse much simpIer to free
prices, to cut back government spending, and to restrain
monetary growth than it is to fonnulate and implement
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a serious program of restructuring and privatization.
Such a program involves not only complex economic
issues but also thorny political problems, requiring as it
does a host ofnew legislation that must be approved by
the executive and legislative branches of government.
Although the executive is largely under the control of
Yeltsin and his allies, the legislative branch-the Su
preme Soviet (or Russian parliament) elected in the
Gorbachev period-reflects a wide range of political
and social forces in contemporary Russia and contains
only a minority of deputies closely aligned with the
radical economic refonn movement.

The consequences of pushing rapidly ahead on the
liberalization and stabilization fronts, without mean
ingful progress in restructuring and privatization,
have become very clear this year. This approach has
enabled well-placed individuals-traders and specu
lators who can dominate the emerging and largely
unregulated markets, government officials whose au
thority is needed to approve various transactions, and
enterprise managers with de facto control of import
ant state assets-to enrich themselves handsomely at
the expense of the general public. A process reminis
cent of early capitalist "primitive accumulation" has
enabled a new class of successful merchants and
businessmen (some of them genuinely resourceful
entrepreneurs, but many more appropriately dubbed
"mafiosi" because of the illegal or semi-legal nature
of their activities), as well as part of the
nomenklatura, to accumulate enormous wealth. These
people live lavishly in the new market environment,
where anything can be bought at a high enough price,
but also stand to be the ones in the best position to
acquire full legal ownership of state assets once the
privatization process fmally gets going. Yeltsin has
spoken out about his desire to assure a big class ofsmall
owners rather than a small class of big owners in the
new capitalist Russia, but current developments are
leading in preciselythe opposite direction. Indeed, there
has already been a good deal of "wild privatization"
effective takeovers of productive assets by highly
placed insiders and mafiosi.

Second, the" shock therapy program has been intro
duced without any concern about its consequences for
income redistribution. The freeing of prices resulting
from the policy of liberalization, and the cutbacks of
government spending resulting from the effort at stabi
lization, have led to a tremendous polarization between
the small class of well-to-do and the vast majority of
the population who have been depending on the state



for much of their income and benefits. Although the
suffering of ordinary Russians has not (yet) led to th~

widespread outbreak of riots and revolts anticipated by
some observers, it has led to increasing embittennent
and resentment among ordinary people. This is evident
in declining popular support in Russia for Yeltsin and
h~s team ofradical refonners and in a growing backlash
against Yeltsin and Gaidar .on the part of politicians
representing many different parts of the political spec
trum. Although this opposition is often described in the
Western press as coming mainly from "hard-line con
servatives" associated with the old communist rulers,
in fact it comes from many other sources as well-rank
and file workers, factory managers, pensioners, intel
lectuals, and even quite a few of the democrats associ
ated with the political liberalization and
market-oriented economic reform of the Gorbachev
years.

Third, the combination of polarizing liberalization
and punitive stabilization (coming on the heels of the
disruption of trade ties) has aggravated the fall in over
all demand for the output of domestic industries. This
has deepened the ongoing depression and led to further
cuts in production levels, mounting stocks of unsold
goods, higher and higher levels of interfirm indebted
ness, and a growing loss of jobs. There is still no
evidence of any government program to bolster aggre
gait: ut:lIlauu, nor to retrain workers, nor to generate
new job opportunities in the context of the decline of
the old industrial enterprises. It is simply hoped that the
free market and the coming program of privatization
will take care of such problems.

148 million capitalists?

TheYeltsin-Gaidar government turned its attention
seriously to privatization after the shock therapy pro
gram got underway in early 1992. It sought to acceler
ate the process of privatizing small enterprises, many
of which were under the control of local authorities.
These enterprises were to be sold primarily at auctions
or via competitive tenders to the highest or most quali
fied bidder. In the longer run the program envisaged a
fonn of mass privatization of medium-sized and large
enterprises in which most of th.ese enterprises were to
be converted into open joint-stock. companies, whose
shares would then be made available for sale and trade
on a market in company shares.

The process of privatization of small enterprises in

Russia has thus far proved to be seriously deficiet;lt.
First ofall, me liberalization of prices and subsequent
rapid inflation have greatly reduced the real purchasing
power of what limited savings the general population
had managed to accumulate in past years. This has
rendered the vast majority of people quite unable to
acquire any stake in small enterprises. Moreover, being
excessively concerned with reducing budgetary ex-

, penses, the governmen(has not undertaken any signif
icant programs to support potential and actual new
property owners and entrepreneurs. In spite of the pro
claimed objective ofgetting the governmentoffpeople's
backs, the privatization process has actually been de
pendent to a large extent on government bureaucrats at
many levels. There ha~ therefore been an unprece
dented growth of abuse and corruption among public
officials, leading to all kinds of limitations· and delays
in "legal" privatization and to a great deal of "spontane
ous" (quasi- orextra-legal) privatization in which bureau
crats themselves have been major beneficiaries. Finally,
the critical task of privatizing land and housing remains
unresolved in most parts of the country.

While plans for privatization of medium-sized and
large state enterprises remained somewhat unclear in
early 1992, the Yeltsin-Gaidar government-with
strong support from Western economic advisors-was
clearly seeking to promote a system of external owner
ship of finns based on an active Angio-American-styie
stock market. Before the privatization process could
begin, however, detailed legislation would have to be
enacted by the Russian parliament. Many of the parlia-

. ment members (elected while Gorbachev was still in
power) were much more sympathetic to an alternative
approach that would favor acquisition ofenterprises by
their own managers and workers, through the receipt of
some ownership shares at a discount and the opportu
nity to buy back other shares with the help of bank
credit. The stage was thus set for adrawn-out economic
and political battle between supporters and opponents
of the Yeltsin-Gaidar approach, which culminated fi
nally in June with the passing of a comprehensive new
law on privatization. This law established for medium
sized and large state enterprises a "voucher" system of
mass privatization, similar in many ways to the voucher
model introduced earlier in Czechoslavakia. Under this
scheme the enterprises would be transformed into joint
stock companies with shares traded on a stock market,
and every Russian citizen-adults and children alike
would receive a voucher that entitled the holder to buy
shares in the new stock market.
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The June law offered medium-sized and large state
enterprises two principal privatizationoptions.The first

.option grants to enterprise workers 25 percent of the
enterprise shares free of charge, but-unlike all the
other shares-these carry no voting rights; workers are
also enabl~ to purchase another 10 percent! and man
agers 5 percen4 of the shares at a concessionary price;
the remaining 60 percent of the shares are to be made
available to external purchasers, including citizens
(using their own savings and/or their vouchers) and
invesnnent funds that are encouraged to come into
existence. The second option allows managers and
workers together to buy up to 51 percent ofthe (voting)
shares of an enterprise, burthey must do so with sub
stantially smaller price concessions and without access
to credit from the Central Bank. This would make it
difficult for most workers and managers to come up
with the necessary funds. Selectionofthe second option
requires a favorable vote by two-thirds of the workers
(or their representatives), failing which the first option
will be adopted. This second option was included at the
insistence of supponers of insider ownership in the
Russian parliament, but the fact that it requires a two
thirds majority to go into effect, and the fact that it will
be difficult for workers and managers in most enter
prises to come up with the funds to purchase 51 percent
of the shares in the absence ofsignificant price conces
sions, testify to the ability ofthe Yeltsin-Gaidar admin
istration to get its way in shaping the privatization
policy.

Aseries ofdecrees issued during the summerof 1992
by President Yeltsin and by the Russian State propeny
Committee (in charge ofprivatization) further specified
how this privatization law was to be implemented. A
target date of October I was set for enterprise workers
to decide on their privatization options. On the same
date the Russian government began issuing vouchers to
each citizen, with a face value of 10,000 rubles (worth
about $40 at the time, but now considerably less be
cause of the continuing fall of the ruble against the
dollar). The voucher distribution was to be completed
by the end of the year 1992, after which people could
put their vouchers to use-by purchasing enterprise
shares, by investing in newly created invesnnent funds,
or simply by selling the voucher at whatever it could
fetch in the open market. The initiation of the voucher
distribution scheme led the New York Times, in a lead
editorial under the heading "Suddenly, 148 Million
Capitalists," to declare that now "every Russian will
become a capitalist."
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The buoyant triumphalism of the Times's editorial
writer obscured a whole series of unpleasant realities
(many of which were amply documented in a series of
reports from Moscow by the Times's own reponers).
First 9f all, there is widespread pllblic ignorance about
the privatization process in general and about the value
of enterprise shares in particular. Most people have no
idea what to do with their vouchers and will probably
end up selling them to the few people who have some
useful inside information. Far from creating a whole
country of capitalists, or even a big class of small
owners, the scheme seems likely to serve as a conve
nient way for those who have already acquired vast
financial resources to launder frequently ill-gotten
gains. Many Russians appear to agree with former
USSR President Gorbachev, who declared the
voucher plan "a sham ... that will only alienate
people."

While the concentration of share ownership that is
most likely to result from the voucher plan contradicts
the democratic and egalitarian rhetoric surrounding its
inauguration, it may not be unwelcome to many of the
radical reformers. Theirprimarygoal is to establish new
external ownership ofstate enterprises in order to force
managers to restructure their enterprises or go out of
business altogether (no matter what the cost of either
course in terms ofunempioyment and social upheavai).
From this point of view, it is desirable that share own
ership be concentrated in controlling blocks held by one
ora few wealthy investors, rather than widely dispersed
among many small shareholders.

The radical reformers appear to be supremely confi
dent that individual external large shareholders can
determine far better than currententerprise managers or
workers what is best for the enterprise. There is much
evidence, however,that even in developed market
economies, such an Anglo-American system of exter
nal ownership, linked to an active stock market with the
ever-present threat of a hostile takeover, is inferior to a
system with more emphasis on stable insider manage
ment, long-tenn employment relations and worker in
volvement, and monitoring by external bank creditors.
This is precisely the kind of alternative found in econ
omies like those of Japan and Gennany. which have
been among the most successful of the advanced capi
talist countries. In the contemporary Russian econ
omy-characterized by completely undeveloped
capital markets and regulatory processes, and a very
low degree of potential and actual labor mObility-it is
hard to imagine how a mechanism of industrial restruc-



turing that depends on ahigh degree ofcapital and labor
mobility can possibly succeed at an economic level,let
alone in social and political tenns.

By making it very difficult for enterprise workers to
own their own enterprises and participate in their man
agement. the icldical refonnerSare displaying a partic
ularly pointed distrust of workers. Their preferred
privatization option is explicitly designed to prevent
workers from having any opportunity to influence man
agement Providing workers with nonvoting shares not
only conu-adicts practice in the West (where employee
stock-ownership plans are growing in popularity and
workers' shares do confer voting rights), but also flies
in the face of a great deal '"!;f evidence that worker
mouvation and productivity can be significantly en
hanced by various fonns of participation in enterprise
decision-making.

If alarge proportion of Russian state enterprises are
economically unviable in their current mode of opera
tion, as most observers believe, it would appear. sensi
ble to provide incentives and opportunities fortheirown
workers and managers to render them more viable
rather than to allow external· owners to break up or
liquidate the enterprises, selling off their assets and
dispatching their workers to the labor market. From a
social and political point of view, it is even more
obvious that any st.'"ategy which t..reats workers as dis
pensable commodities is going to be fiercely resisted
and will give rise to enonnous social costs that will
ultimately have to be paid.

A more hopeful alternative

However much one may justifiably complain about the
effects of shock therapy and voucher-style privatiza
tion, there is simply no workable path of economic
refonn and revitalization in the post-communist econ
omies otherthan one which leads toward price liberal
ization, macroeconomic stabilization, and
privatization. Comprehensive government price con
trols distort incentives and are in any case unenforce
able; rather than try to defeat the market, one has to
learn to work with it. Out-of-control government bud
get deficits and unrestrained monetary growth simply
feed inflation and uncertainty, creating an economic
environment in which speculation is far more reward
ing than productive economic activity; this must not be
allowed to continue. Centralized state control ofenter
prises perpetuates bureaucratic mismanagement and

conuption; some fonn of privatization (understood in
i,ts brt?a~~stsense as a decentralization of enterprise

.ownership and control to autonomous· agents with re- .
sponsibility and reward for enterprise performance) is
surely essential for economic revitalization-and in-

. deed unavoidable with the collapse ofcentral economic
authority in Russia. But the issue now is: what is the
best fonn of liberalization, stabilization. and privatiza
tion, and how quickly can these essential economic
refonn tasks be undertaken'!

Critical to the success of the economic reform pro
cess is that it be conducted in a way that maintain') the
impetus for refonns while they are taking place. One of
the most damaging aspects of the shock therapy ap
proacb--in Poland. in Russia, and wherever else it has
been tried-is precisely the way in which it has under
mined popular support for economic refonn. A vi~ble

and successful refonn program must be one that has
both the economic and political staying power to be
continued over a period of many years, through thick
and thin. No one can deny that there will be significant
costs to bear during at least the first few years of the
transition from an administrative-command to amarket
economy. This means that it is vitally important to limit
those costs and to assure that the distribution of gains
and losses during the transition is sufficiently fair and
equitable to maintain popular support in a demo"rntic
environment.

A progressive alternative economic strategy. one
that would promote viable and durable economic re
fonn and reinforce, rather than undennine. political
democracy. would require all of the following ele
ments:

(a) A gradualprocess ofliberalization and stabiliza
tion, designed to move to a market-based economic
system while preventing the collapse of demand for
domestic products and limiting the growth of inequali
ties in real purchasing power. Prices must be decon
trolled, but the immense structure of explicit and
implicit government subsidies and taxes that charac
terized the administrative-command system can and
should be gradually dismantled and reoriented to a
market environment, so as to avoid huge economic
disruptions and social tensions. The government def
icit must be reduced. but not in one fell swoop and
not by cutting essential social" and economic expen
ditures; instead, the deficit should be gradually
brought under control through a combination of tax
increases and cuts in military and other nonessential
spending.
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Advocates of the drastic shock therapy approach
usually argue that it is necessary to impose the pain of
liberalization and stabilizationsuddenly and.harshly in
order t6 ,get it over with before public opposition
thwarts it. But there is no way to compress the process
into a short time period, following which confidence
building improvements would quickly begin to materi
ali?c. Instead, the sudden-and-harsh approach leads to
dramatic declines in real incomes and production lev
els, quickly undermining public support for the eco
nomic reform process. It is true that "one cannot leap
over a chasm in two jumps"; but it is surely better to
take the time to build a bridge across it rather than to
tr.k.e one leap into the abyss.

(b) A subsl'antial role/or the public sector, in under
taking invesonent in physical infrastructure'and human
reSO\lrce development as well as in guiding the process
of economic development. Government must play a
leading role in the development of desperately needed
new infrastructural facilities, in the renovation of the
educational system, in the promotionofjob training and
retraining centers, and so on-for even in developed
market economies the market-oriented pTivate sector
simply does not find it profitable to undertake such
essential activities. Although many aspects of the
needed government activities must be funded and
~ided at the national level, much of the responsibility
for the execution of these activities can and should be
decentralized to lower levels of government. .

One of the most pernicious effects of the prevailing
right-wing Hayekian ideology is its denigration and
rejection of a significant state role in promoting and
guiding economic development, a role that has in the
past proven indispensable to the economic develop
ment of all but a few entrep6t city-states. Although
this anti-state position may be understandable in the
light of the overweening bureaucracy and rampant
corruption that characterized government in the com
munist era, it reflects an underlying contempt for the
potential of democratic political institutions. In both
the public and the private sector there are economi
cally essential activities to be undertake:1 and sigriif
icant potential sources of failure; neither sector can
or should be expected to bear the whole burden of
economic revitalization, and both require political as
well as economic mechanisms of regulation to mini
mize behavior that selVes particular, at the expense of
general, interests.

(c) A.thoroughgoing and/air process o/privatiza
tion, which would transfer effective control of enter-
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prises to people with the abilities and the incentives to
make them efficient and productive and which would
at the same time assure a reasonably equitable distribu
tion of claims to the nation's wealth. First of all, a
systematic effort to break up monopolies and oligopo
lies is essential to foster overall efficiency through
product market competition. The extent of such com
petition is at least as critical a determinant of enter
prise efficiency as the structure of enterprise
ownership. Those responsible for managing individ
ual enterprises must ha'!e a strong stake in the perfor
mance ofthe enterprise and detailed knowledge ofthe
potential as well as the problems of tht: enterprise and
its personnel. To rely primarily on new external own
ers to restructure enterp~,ses is to lay the blame for
past problems on enterprise managers and workers
who in fact had little authority to do apything in a
top-down, bureaucratically controlled economic sys
tem. Involving workers in a meaningful way in both
asset ownership and enterprise control can be very
helpful both in stimulating labor productivity and in
internalizing some of the social benefits and costs of
enterprise activity. The benefits of successful enter
prise performance can spread beyond insiders to the
general public through a combination oflower output
prices, taxes paid for government seIVices, and capital
re~..llT'.s to citizens.

For the whole privatization process to be fair and to
maintain popular support, huge asset acquisition b~' me
nomenklatura, by mafiosi, or by any other wealthy
individuals must be prevented, and all citizens must
be assured of continuing benefits from the returns to
capital assets. A voucher system designed to spread
claims to the nation's accumulated capital stock eq
uitably throughout the population may not be a bad
idea-provided that mechanisms are introduced to
assure that these claims do not become highly con
centrated among a wealthy minority aI!d that they do
not preclude a significant role for workers in enter
prise management. It is perfectly possible to design a
system that combines insider responsibility for enter
prise management with outsider participation in en
terprise asset ownership, in such a way as to meet the
dual objectives of productive efficiency and dis
tributional equity.

What is needed for economic revitalization, most
basically, is a genuine social partnership that enlists
all elements ofthe population in a common economic
endeavor-rather than pitting groups against groups
and individuals against individuals in myriad strug-



gles for economic survival and dominance. Many fun
damental economic problems in market econo~ies,

whether newly developing or already advanced, require
for their solution a substantial degree of coordination
and cooperation, with key functions having to be
performed by politically constituted public agencies.
The trust on which such cooperation must be built
and the effectiveness of the democratic institutions
through which public action is determined--can only
be assured by fainless and a reasonable degree of •
equity in the distribution of property, income, and
social services. An economic system based on such
principles, whether it is closer to a social-democratic
form of capitalism or a market-oriented form of so
cialisrr:., remains the b~stprescription for both adva.'1ced
and developing economies. Moreover, it would seem
particularly appropriate for post-communist economies
emerging from a system that, for all of its failures, did
assure a basic modicum of economic security to virtu
ally all its citizens.

The politics ofan alternative strategy

For their willingness to pursue a fast-track strategy to
create a market capitalist economy, the Yeltsin-Gaidar
team has received high marks and strong verbal support
(but as yet precious little capital inflow) from the IMP
and from Western governments. But in imposing this
drastic program on the Russian people, the team may
well be undermining the impetus for much-needed eco
nomic reform; indeed, they may even be endangering
the long-run prospects for democracy in Russia, as
more and more people long for an escape from eco
nomic chaos and a return to some semblance of order
and stability. In a telling joke now circulating in
Russia, the question is raised: "What has one year of
capitalism achieved that seventy-five years of com
munism could not?" The answer: "To make commu
nism look good."

As much as an alternative strategy of economic
reform is needed, there remain formidable political
problems in assembling a viable progressive political
force that could lead the campaign for such an alterna
tive. These problems include the following:

(a) Many professionals and intellectuals still don't
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trust anything that appears to smack of socialism, such
as a significant role for the state. Their fear that this
would allow old elites to maintain their power and their
ways is not altogether unreasonable, but it reflects both
an unwarranted distrust of democratic institutions and
an unwillingness to recognize the extent to which the
former elites have profited and will continue to profit
from the current state of affairs.

(b) Many workers cling to a defensive position that
would protect them against the rigors of a market
system, rather than welcoming greater involvement
in the operation of enterprises within a new market
environment. Defending one's old job and benefits
against the kind ofeconomic free-for-all promoted by
the most radical free-marketeer reformers is surely
justifiable; but the long-run interest of workers lies in
active participation in the building of a new system
with greater competition as well as adequate social
protection.

What can be done? Progressives should try to form
alliances among the growing number of people within
the radical reform camp who are beginning to realize
that shock therapy doesn't work-ifonly because ofthe
social and political tensions to which it gives rise-and
workers and labor leaders who can be persuaded that
defensive approaches are shortsighted and that their
real interests lie in a gradual, equitable, worker-in
volved process of liberalizaliun, slauilizauufl, and
privatization.

Even a successful alliance of this sort will face
formidable political opposition-not so much from the
free-marketeer camp (which is visibly weakening day
by day), but by conservative and nationalist forces
(which are growing in strength). It is vitally important
to draw the line clearly between democratic progressive
reformists and authoritarian conservative nationalists,
and not to allow the former to be identified with the
latter by free-marketeers.

It is of course much more difficult to devise a suc
cessful economic refonn program based on gradualism,
a substantial state role, and equitable privatization than
it is to impose shock therapy and hope for rich external
investors to come to the rescue. But the success of
economic reform and political democracy in Russia
depends critically on the ability ofprogressive forces to
accomplish this enormously challenging task.
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By Stanley Fisl:her

l"AMUHllx;l·:, Mass,

T
hl' \'..OI'IIIIVt'l" suannlll
n1l'l'IIIIK, Ih.· $l.Ii hll·
lIulIm i1S"lsllllll't' Pres'
IlJl'nl C1lnlon vrunll:-t'l!
Presulenl Bol'ls Yd·
15m and Ihe lJel'lslun

by 19 Weslern nallons III Klve Russia
10 more years 10 payoff $15 bilhon an
debl commg due Illis year form Ihe
firsl slage of a renl'wei.l Western ef·
fori 10 supporl democrallc reform:>.

Much more neell:> 10 be done. lasl,
To sllibilizc Ihelr economy. Ihe Rus
Slilns will need lJlrel:1 Imanclal assisl'
ance 01 $12 billion a year lor lhe nexi
Iwo years. pius even lurlher lkbl
reliel, from lhe Wesl,

Large sums. mamly eX(XIri crelJils
ollhe Iype Ihal make up $932 million
of Presldenl Clinlon's package. have
flowed 10 Russia mlhe lasl year, Thai
aid, DOl lied 10 economic reform, has
been lotally inellecllve. This lime, lhe
Group of Seven induslnalized nalions
has 10 gel i! righl when It meell in
Tokyo in mid·monlh 10 assemble an
overall aid pr0l'ram 10 help slabllize
Ruuul's economy and currency,

Deiplle lhe impression in the West
Ihal RUlsla is smking, crucial reo
forms are well under way, especially
In lhe privallzaliun 01 slale cnler·
pnsei. Many luge enlerprises httve
been lurned illlo joinl·stock compa·
nies. 700 medium and large enler·
prises have been pnvallud and auc·
lions of lhe Glhen are proceeding
apace. ForlY percenl of all imall en·
lerprisel have applied 10 be priva·
Iiud. New lmall relail businessc:> are
spnngmg up. There are nearly
200.000 private fum!li romparell With
fewer lhan 5.000 al lhe end of 1990,

These reforml lire bc:ginnlll& 10
Iransform lhe ecunomy. However,
lhe successes in pnVall;tallon are
overshadowed by RUSSia's failures in
Irymg 10 :>Iablliu liS economy,

WlIh inflalioll runnml' al 20 10 JO
percenl a monlh, lhe ruble plummel'
I~ lbe budgel deflClllAl 10 percenl 01
the aroo domeailk~ product or more
'and the Cenlral Ihmk unrelHrlllMdly
dispensing l:redi!. lhe Weil righlly
lura economic lIid would be waSled,

An III·mulllh Impasse tws made II
Impouiblc for lhe Inlernational Moo
elary Fund 10 deliver mure than Iu
ken IUl!. The We:.1 will Hive lhe Rus·
lilallll all! If Ihl'y reform. bul 10 reform
5u('cellsfully - 10 balance lhe budJlI'l
Hnl! bnng infl4&IIUII down 10 a k'vcl

SIUIIIt.:I' Flsl:ht'r. IJrn/t'.~,~or "I ('I'U'
IIOnut'SCII U.I.'f.,It"UiduC!/'·t·unllnllsl
aI lit.. Wwld &lIk Jrulll '!WI lu 'fIfIU,

Ih... will allow olh"r rdorms to pro·
ceed - Ihey have 10 :>Iarl I'I'C"IVIII~

all!. TillS Call'h·2:l has 10 lx' hrolll~n.

The key IS 10 sian Ihl' dll! pfllJ:ralll
wllh l!ircci assislltnl'c fl'olll Wl~slcrn

governmenls bul wllh looser ('oni.ll·
lions IhHn lhe I,M.F. norlllally im·
puseli. Wisely. ,he I.M,F. iii l!1~.·ussmK
Innovallve means of al!valll'lII11 uil!
wllh fewer up-fronl l:omIiliuns Ihan
usual; if ils memhen. accept liS pl'U
pasals. Ihis woull! I;u'ally Int~r~ase

lhe ctwnce of su<:ces:> of lhe aii.l Jlru
Hram. Then, us RUSlola pl'II~rc:>M"l.I

toWllrd &lllblhUlIIOn, the I.M.F. alll.l
Wond Bank couli.l proYli.Ic ail.!
Ihrough their slundarl! pl'O('(odures,

Ai> Preiiidcni Clinloll mai.lc dear,
Ilgnificanl ecunolOlC a:>i>I~aIK'l'

Ilhould Slrenglhen Ih(' Govl'rnnwnl
Ilnd help ka'p Ihe n'form IlruC'(!:.s on
Irttclt, BUI Ihe Weltl has 10 IMII 10K(·III·
er 1.1 w!numc altl pill'kulIl', Mlt'r Ihc
flulO('o or Ille $~" lIillioll III iIIl! Ilh'l!~l'l!

III Apnl 19'J2 II)' Gl'(lIW' Ullsh. k'ss
Ihan h.IU of whltll W.I:' l!('llvl'I'l'd -'
willloul prumollnlC .dunll - nU'I'I'
annuunrenll'nlh uf W,'sh'rn 111'lJ~"iIIllS

carry no pollUClAI weiWiI in KUSlila.
Tbiii lime. lhe Group (II Sc'vell tws

lu lJNaii eXUt'lly wrulllUd IS IIvallalJle,
Pn'sll!l'nl Cllnlun SN Ih,ll I"eallsm III
mullon by lIlakin~ rleal' III Vancouver
Ihal hi:- $I.ti hilliun parkil~I' wuull! 00
i.lnlwn froll! Illlllll'y Ihal '1ll'cady hlts
lx'l'n alllk'all-lJ Hnd is llv'lllabl~.

AI .... r Ihe milial $12 1.1111100 4& year
fur IWu years, Ille Wesll'rn lIid ('an
l.Ierllnt' gral!ulllly. "be Wesl should
rl'llcvl' RUSSia of lhe nC('l! 10 repuy
Ihe n'lllaini.ler or lis $ll5 billion l!ebl
fur Iivc ycar:> 10 gel Ille is:>ue off lhe
lahle whll(' a Sl'nous rdorm proHrum
t:1!1:> ulIl!(.r way, Wtwllihe lime IS nile
10 :.talJillll' lhe cxdlallKe rale, J(ussia
shoukJ a1:0;(1 hllve al'('eSli 10 Ihl' $6
bllhun :>lablh;tallOn funl! aVlulublc
Ihl'lJUlth Ille I,M.F.

or Ihe $12 blliioll. aboul half "an
CIlIIIC frum Inlernauonal fllllllll'ial in·
lllllIlIlINI:> alll.l hHIf l.Iin.'.'lIy from HlIY·
(·l'l1l11l'III:-. Inl!(...od, Pl'esil!"1I1 ClmlOIl
"all! III Ih... Vanl:ouver hI.' wlIull! ask
Ihl' (il'lIlIll ur St'vcn "Ill ('IIIIIt' fOI w... ld
wllh Iht'lr uwn illl!lvil!uill lul"lI'l'al
1II1II:1Iivl'S." '1 h,' tltNllIr IIl'l ""..lIli.I
hav(' III Ill.' I'asl wllk'. III IIIdlld,' 110(

Ullly 111(' (il'lKIII ul St~VI'1I hili allill IlIl'
UrJ:anl1.aliINl ror I~l:"'ltlmll.· l:OtIfIl.·..a·
liun alll.l J)cVl'IuJlnll.'Il1 (Ihe:l4 lcal!inK

inl.lUl>lnal counlnes), SIIudl Arabia
IImJ Soulh Korea,

Wilh un overall package in hand,
Ihe Wesl would be Hblc 10 511 down
wllh RUSlila's key economic pullcy
makers. 10 agree on lhe measures
ncedctJ 10 Sll.... lhe aid flOWing. The
csselllial requirefl\enl is for lhe Cen·
Irttl Bank 10 rem in Ihe growlh 01
cretin, which need:> 10 be cui 10 5
percenl a monlh from 20 10 30 per·
ccnl. RUltsla also Ilt"Cds 10 agree on a
budul'l dchril.arltel lind on Ihe need
10 adllere 10 a slll~le rale 01 exchange,

The fin;! slUKC of lhe $12 billIOn
program IihouKJ slllri DO &BIer ltuua
MIlY ttnd la:>1 Ihree mUl'llhL If lhe
Ru:>sianli lI~reet.llo l:ut lhe aruwlh at
crelli!, they shuuld be alYeil ~. bi1
lion in usb al Ihe rille uta- IIUWDa
u munlh, The $2.4 bllllun. lrum lhe
worll!wldc nClwol1t .., dono.... wuuld
IItkl' lhe rorlll or IUll1C'lerl1l IoaIlL
UUI'ln" Ihe 1111'1...• mOUlIU'. lhe Ru.·
Slanlt wuukJ lx' (·XIK...·ILod lu millte sill'
111'1(';1111 Ilrllll.l'esai. 10wHrl! slllblli;tIllK
111('11' l...·onOln)': Ihal woukJ be the,
l'UllllllltJlI fur lhe pl'0l'ram 10l'onlmuc.

RUlilila and lhe Welll woukl have 10
a~rcc un the use:> u, lhe IIlSilillince.

RUSSia has ask(~d lor n
support Imporls antI lis
butJgel, ror financlIlg :>mall
eli, for reslruclul'lng la...
prises and for cOllverllng fn
lary 10 a CIVIlian economy.

While cunllnulllK 10 iUPPOI
:tlilion, we would have lO al
lhe RUSSians on mechanislT
&lilUliuns 10 insure lhat aid
eHecllvely. Of course. Wesl
nical assistance should re
esselllial part of our aid eH4

Presidenls Climon and
agreed Ihal a coordinalor !

appoinled 10 heai.l lhe We:
program. This appoinlmel
help in5tlre thai lhe bilaleral
Iilaleral asslslance all fOt
supporllng reform.

Once'. the aid program Jl
way, lhe I.M,F. should begll
lions ror ils own proaram 
Ihal specified relallvely rel
tanl largets. I.M,F. asslstanl
begm 10 flow during the sum
World Bank, which has alre
pared major energy sector
lation loana, should begin lal
operaJlonl wl1t\ lhe Russia,
....me: lime. The European I

Reconstruclioa and Deve
which wanls 10 finance ne,
menls by privaliud compa!
oughl 10 ITlOYC rapidly by I

mer,
There Is no guaranlee tN

proach 10 aid along these 1111
work, II mighl be impos.sib
lhe Ru$Slans '0 agree 10 the

Russia nee<
$24 billion al

more debt re]

reforms needed 10 slarl aid
If lhey l!1dn'1 agree - say,
lhe Cenlral Bank refused II
the expanaaon 01 credil - W

make II absolutely clear w
problem ar05e. If lhe Hid ello
we woukJ al Ieasl be seen as
supporllll& democralic and
rcformL If lhe Yellsin GoY
lails, II will be extremely ir
for fUlure democrallc refor
be able 10 lell lhe Ru.sianl
lhal the Well wal willing 10
duubllesa would wanI 10 hel~

And if lhe aid eHOrl SUCCJ

IInl! II well.tJesigned pro&ral
have a loud chance 01 1UCC4

would all be beuer oIf.



The Wall Street Journal

Help the Russians Help Themselves

April 2, 1993

III" HII'II,luul..l\',IIC11
MOSCOI\" As I'rt'~ldt'nl Clinlun prt'·

pares lu mt't'l wllh flori~ Yelt~in Ihis
Wt't'kl'lId, hI' 11111\1 rt'alizl' Ihal if lhe Wesl
can l'wr affeel l'I't'1I1S In Hu~~ia, nuw is
Ih,' lilllt'. Thl' Ru~sian lruVernllll'll1 ha~ a
dl'ar plan for gt'lling lhl' I'cunulllY undt'r
1"J11In1I, bUI Ihl' dark furce~ of l'cunomil:
real'liulI alld dangeruus nationalism are
al:ain~l il. If WI' hl'lp lht' guvernrnenl snc'
n't'd. Wt' nlll pavl' lhl' way 10 prospl'rily
alld IIt',u't'. HUI if WI' fad III aid Ihl' rl'furm,
lhl' pro'l~tl is bleak indt't'll.

MallY polilical rrises cannlll bt' helpl'd
by lIIuMy, This UIII' can be-alihuugh lhe
la~k will lakt' lIIure lhan lhe S\ billiull a
year lhal early rt'pon~ indicale Prl'sldl'nl
Clinllln will ufft'r lhis wl't'kend. Mr.
Yl'lt~ill has appuinlt'd as finam'e minisll'r
land d"PUI)' prillII' lIIinislprl a lIIan
unhlul'ly Ilualilit'd In ~url uul lhe Russian
l'l'unum}',

Hllris Fyutllll'Uv has lJulh lhe luul:hness
and l'xpl'rit'ncl' 1I1't'dl'd lu drivl' Ihruugh a
slabilization IMllky. He also has Ihe for'
eign work l'x(lt'ril'nel', in Iht' Eurupean
Bank fur Ill'construction and Develup'
menl IEHR()1 and Wurld Billlk, net.'ded 10
negotiale anl'ffeclivl' aid package. His de
lOlliI'd prupo~al~ fur disinnaliun and re
form are Iht' basis uf Ihe guvernmt'nl's
currenI pnlgram.

Hul lIlany nuw questiun whelher Ihere
is any chancelhal Russia will be IIble lu
carry Ihruugh a reform progrllm. After
all. Ihey ask. hasn'l Ihe reform already
faill>d~ NUl su. In one year Russia has
lIIuved morl' Ihan half Ihe way 10 a markel
t'I'onomy. Hy boldly freeing almosl all
prit'es, Ihl' Ru~sians have largely elimi·
naled Ihe (lupues in Ihe shups and, mure
imponanl ~Iill. inlroduced regular busi'
npss relations belween enlerprlses. Mosl
Irade is nu longer direcled frum Ihe cenler
bUI based mainly on frt'dy delennined
conlracls belween businesses.

Russia IS also moving al breakneck
SP\'I'd luward privale uwnership-fasler
Ihan any l~uUlllry in Easlern Europe.
Nearly half lOf snlilll businesses are nuw
privalt', alld Iht're are mure Ihan 200,000
privale farms Inol including prlvale allul'
Illenls I. Half uf Ihe glanl slale enlerprises
will bl' privatizl'd Ihi~ year, and 99',; of
Hussia's cilizens have 1'OIIl'Cled Ihe vuuI·h·
ers Ihl'Y will use in Ihe auctiuns.

SII Iht'n' has !It'l'n Illuch solid achil've'
mcnl. HUI lIIajnr muddles and prublems
1't'lllaill: ab"vt' all inflatiun, which is shll
11U1l1illl: al ~(r" a lIIunlh.

Thiu is Ihl' Jll\lblt'1II Ihal Mr. (o)'utIuruv
IIUW wilnls lu larklt', i1nd his pro~'1'i1m C.III·
nul bt' ('i1nit'11 uul wilhuul Wl'slern sup·
1"111. Tu set' why, iI is nl'Ct'ssill')'lu undtr'
)1'lIlll jusl hllw IIIi1SSIVt' a stlut'eze will be
nl'<'tI"11 lu I'Illllrul iul\;,liun. Eilch lIIunlh
Iilsi YI'ar, Iht' l'I'nlrallJ;lIlk (lrinled muney
t'Ilual III 111111:hl)' ~11:'; uf Iht' ualiullal iU'
eum,' I;,',; fur I(U\'I'r11I11t'1II liuilndn!:" 'IS:;
fur l'IlI('rpl'iM'S and Itl',; fur Ihe nun·Huss·
iiln 1I11'llItM'I'S uf lhl' Coll1lllunwealth uf III'
Ih'pt.'IIlIt'1I1 Slall'S),

TIll' I:UVI'I'II11I1'1I1 hilS lIloW l,h>dI:t'llllll'l"
,llIn' inflatillll lU ;,', a IIIl1nlh b)' Chrisl'
nlilS, This Ull'illlS rullin!: Ihl' (ll'illllll!:, IIf
11I1I1I",\' III IIl1lh'r It I ; uf nalionill inr"IIIt'.

Tht' flrsl seelllr 10 fel'll hI' paUl willbl' Ihe
ulht'r membt'rs of lhe C.I.S. IItll Ihl' I:IIV'
ernmenl will alsu have lu cuI Ilraslilally
Ihe rubles prilllt'd tu finance lhl' budgel
and lhe enlerprises.

Tht prublem, howeVl'r, I~ lhal Ihe
Russian lIualily uf lifp is aln"Hly wry
poor. Nt'arly half of RU~SIUII huspllals
have IIU X·my machillt's, and lher... is IIU
money for schuullexlhouks ur for relram'
inl: lhe unclIIllloyt'd. Su ('II11illl( lht' hlldl(cl
furlhl'r wuuld hilvl' dl'~p ...rah· t'fh'rls UII
lilt' peuple, redul'1Il1( Ihe chancl's uf a good
polillcilloulcome, •

Many businesses have bt'ell btuTuwmg
unly becaust' il was 100 eil~y, alld lh...y
haw squandered lhl'ir muney on wages
ralhl'r lhan focusing un reslruclurlng,
which hus added 10 lht' Illflaliunary ~plral.

Obviuusly, funding Ihal perlleluall's obso
11'11' productiun of unwanled goods musl
be reduced. 8uI Ihere musl OIl Ihe same
lime be sume money lu promul!' IIt'W de'
velupmenls, either new enlerprises or
new producliun In old enlerprlses. Wilh'
uul lunding for surh develllplllt'nlS, Ihl'rt'
will bt' anl'Cunomic and poliliclil clIllIstrtr
phI'. Russians will nul accepl 1\ Illualilln
where people are laid uff Jusl ~:luse

Ihere Is no money for business opportuni·
lies,

So some muney fur guvernmenl and en·
lerprises has \0 cUllle frum abroad, nol in
rubles bul in dullars, mOSI of which will be
In loans. This will nol be a mailer of Ihe
Weslslmply "giving Russia money." Rus·
sla has never suggesled any cancellallon
of debl: iI has huge mineral wealth and a
highly educaled population. The Navy
lIrengoy gas field alone Is worth SI Iril·
lion. Russia's polentlal Income Is so far
above lis currenl Income Ihal II should be
allowed 10 borrow now 10 achieve Ihal po
lenllal-Ihen II can repay.

Bul Russia cannol currently service its
debl, excepl by token paymenls. Russian
Imports are now only ~O'~, of whal Ihey
were in 1990. Many Russian enlerprises
are producing below capaclly simply be·
cause foreign exchange is so scarce, and
Ihus so expensive.

So a Weslern aid package is needed
Ihal includes al leasl SI5 billion a year
Ihal can be spenl un implIrls. The Jlackage
shuuld include an enterprise fund fUl'lelld·
Ing 10 Russian enlerprises un Ihe CUlldi·
lIun Ihal Ihey execule st'nsible business
plalls, as well as budgt'lary support, asIa·
bilizaliun fund alld dt'bl relief.

Fifleen billiun dullars St'l'ms likr a 101
uf muney. Hul al SIOO a head il is abuul
Ihe slandan:t assislallct' fur cUllllllies in
similar silllaliulls. If Ihilll(s I;U badly, RII~'

sia cuuld once agilill Ihrt'alell liS wilh IIU'
clt'ar weapolls. ur sl'lI Ihem lu Ihl' whole
wurld. Thus Iht' last' fur aid is slll'l'ly (·um·
pellillg. 1M crilil's filld mall)' objl'l'huns.

First, pt't1ple say, it will be muney
iJuwn Ihl' draill. This is shllpl)' nul su. Tht'
mUlley shuuldbt' ufft'l't'llulI ct'rtain ('undl'
liulIS, and paid uul sla!:l' II)' slagI' unly if
Iht' cUllditions an' satisfil'tl. Aid was uf·
ft'rl'lll .. I'ulalltl OIl Ihl' bl'l:mnilll: "f ils 1'1"
fUl"m \1I1It'l'SS. whell inflalluu was "Will
2;·...,; a munlh, Tht' Wt'SI shollid du Ihe
samt' fm' Russia,

Sl'l'nnd, lJI'uplc al"~'1Jt'. HII\\I,III' h,ll,'
lIIan)' dullars aln'ady -"llhl'l" III HII"1.1 oil
III lht' WI's\. Since Ihl'st' l'ullhl til' 11"'11 101
finance imports. why lend dollal" II, HlI"
sia'~ Thl' allswer is thai lhuSl' 11,,11,11" lao
be mubilized only after lhe ,lalJllIzallolll
has bt'l'n successful.

Pl'Ople also worry Ihal W",It'1'II hl'il'
l'ould be counlt'r(1I1lduetive. Thai IS 1,,1'
8uris Yellsin 10 dl'cidl', III hiS vit'\\' WI'sf'
I'm aid is essential. and hI' has ask",1 r"r
illuud and cll'ar for lhe P,I~1 1', 1I1""1h,,

Finally, musl Wt'SIt'r11 ~"l't'l'Il11l1'lIls

have genuille budgelary pl'llblt'l1\s, '1'111\ 1\
reflecled in Ihe size uf lhe parka~t' Ihal
Prt'sidenl Ciinlull is suppt,st'll III hI' "11t'I"
ing In Vanl'tlUVl'r. lio Ihl' lIIaill slIl'l"lI't
should I'ume frum lhl' 11\1,'rllalional Il'lId'
ing agencil's, which i1rt' ",'illinK Iu 1'1'''1'1110'
funds if they are convillei'd lht' 111111' Is
ripe.

And lhal is lhe kt')' (MUIII, Thl'l"t' IS """

il gt'lluint' window ul OPPUI1Ullil~', If Ih,'
WI'SI cuntillups lu wail unlil it is ""1'101111

Ihal Russia is I'l'ady, ill'ould wall fUI'I'I','I'.
A mort' ~taiesmalllikt' aPl'rnarh is sUI'I'I~'

Ihis: Make a buld nffer, makl' il l'IIndi·
lIonal, and makl' it soon,

,'II'. 1.lI,q/lnl, /I l'I1Ij,'s,",r /II 1/", 1.11/11/""
Sdwul u" l'f·ulwmics. is lUI ",hi,-wI" I" III,'
R/lssmll' //0/'('1'/11111'111 fI"" 1'111'111/111' III II.'
pulJlim/iuI/. "HIIS.'il/lI f.hlllllmic', 1'''''111/.', ..

BEST AVAILABLE COpy



Tilt WASHINGTtIN PUST

Patrick Leahy

Russia, Aid, Now

SI':''!I,u', MARf.1I 14, 199:1

Unless u.s. foreign aid policy c:hangea
with dramatic suddenness, a new, extremiIt
regime of the right or left could emerae from
the chaos and delperatioa in Ruuia and
bring back the Cold War.

In a tense showdown last week in Moe
row, old guard Communists and anti-West
nationalista staged an assault on President
Boris Yeltsin and democratic reformers. The
Russian People's Congress, atilI controlled by
remnants of the old Marxist·Leninat era, is
attempting to strip Yeltsin of all executive
powers, leaving the legislature as the only
source of authority.

However tempting it may be to focus
inward, we cannot declare victory and walk
away from this one. Our preIeIlt aid program
in Russia is not succeeding. Neither we nor
our allies and friends are aiYini effective help
to the democratic reformera or hope to the
Russian on the street.

Through the distractioo of our own eJec.
toral season, through recourse to budget trick·
ery and through diversion into important but
secondary foreign policy problema, we are
failing to measure up to the greatest foreign
challenge to our nation since the Sealnd
World War. We are on the verge 01 missing a
historic opportw1ity to give generatioaa of
peace to our children and grandchildren.

The previous administration, after deadly
hesitation, finally decided to help the cause 01
democratic transformation in Russia. But
raced with difficult decisions on where to find
the money, the Bush administration resorted
to budgetary girnrnicks to make the U.S. aid
program seem much larger than it really
was. To drive up the doUar figures, it count
ed as aid what were in truth standard cam
rnercial loan guarantees and credits. This
only forced Russia's staggering economy
deeper into debt and 6na1Iy into default.

The main budgetary gimmick chosen
granting billions of doUars of short·term
agricultural credits backed by U.s. govern
ment guarantees in the face of a coI1apsing
Russia economy-is not a policy that will
benefit American tupayers in the long run.
And it certainly is not giving the reformers in
Russia the boost from the West and they
need to triwnph over the ultranationalists,
the xenophobes, the atilI strong Conwuniata
and other extremists of aU stripes and hues.

The Clinton administration needs at once
to break with the unimaginative policies of
the past and accept that the standard terms
and alnditions of aid do not apply to this
Wlique situation in Russia. U.S. policies
aimed at assisting Russia through this incred
ibly painful and difficult transition to a dem0
cratic society and a market economy must
ahow a daring and imagination not yet seen.

Speaking on the floor c:i. the Senate as
chainnan of both the Foreign Operations and
Agriculture conunittees, I proposed a two-step
plan to shift substantial amounts of money
from other parts of the foreign aid budget to
provide increased food aid and concessionaI
loans to the fanner Soviet Union and to
maintain a vital market foe U.S. farmers.

The first step in this plan is to ease

Russia', current debt crisis and give its
leaden a breathing spell while they restnJc
lure the country', centralized economy. II
the preaident is wiIlini to decide on new
fwlding priorities, Le., what other programs
to cut, I am ready to help find $1 billion in
direct arant aid for Rusaia and other indepen
dent states. The adminiatration should imme
diately work with other aeditors to resched
ule Ruuia's debt repayment! Ind allow it to
break out 01 the vicious cycle of loans and
defaults. Until rescheduling is completed, we
should provide concessionalloans and grants
to meet their immediate food aid needs.

This emeraeneY aid would be followed in
the aeeond ltep by a more balanced package
01 \ont-term commercial, technical and hu
manitarian assistance to compIcmcnt efforts
of other nations to get the fonner world
superpower back on ita feet. Thia package,
carefully coordinated with Europe and Japan,
should be targeted to help Russia aeate the
conditions and institutions 01 a market ec0no
my and to release the productive forces of
that nation 01 enormoua potential wealth. We
must get away from an aid program foe
Russia that is little more than a IaWldry list
of every Iluraucrat', favorite program and
focus our aid on reforming key sectors 01 the
Russian economy and on providing aminimal
social safety net for the Ioog-euffering Rua
sian people.

The United States. for aU its wealth,
cannot bear this burden alone. The stakes 01
our friends and aUiea, above aU Western
Europe and Japan, in a dernocntic transfor
mation of Russia are as great as our own.
Led by a detennined United States, the West
needs urgently to devise a CtJOCdinated-and
effective-program for Ruaaia. The current
hodgepodge of duplicative aid programs for
Russia needs to be inunediately replaced.

There are political baniers to what I
propoee. Shifting money from other parts of
the foreign aid program to Russia will upset
some aid recipients. Curbing subsidies for
agricultural exports to pay for this year's
food aid to Russia will provoke opposition.
Congrest and the administration need to
decide-and lOon-whether our national in
terest in a peaceful transition to democracy
in Russia takes priority over other important
but lesser goals in the foreign aid program,
and act on that decision.

President Clinton will meet Russian Presi
dent Boris Yeltsin in April. I urge the presi
dent to begin work inunediately with Con
gress so that he will be in a position to give
Yeillin assurance oIa long and lasting part
nUahip with the United States that will carry
the young Russian republic through these
very hard, formative years.

'n\at, to me, seems a Car better invest
ment than having to build up the nation's
defense capabilities once more-because we
lost the best chance for enduring world
peace.

TM wrien- isa Democratic .senatorfrom
V'I'MOftL



AN<..iFI.L'i liME.'; WASHIN<..iTON [(.lIT/ON

COLUMN RIGHT/
WALTER LAQUEUR

Beware
the Captives
ofYesterday
• Those who say America should
stay out ofR~ian affairs can't
be aware of the alternatives.

Borts Yeltsln has survived the attempt
to lmpeach him, but the real showdown

between the democrats and their oppo
nents II still to come. II it right to support
the democrats? Why get involved in what
eeemi to lOme an internal Ruutan conflict?

M a general propolition, it II wile to put
one's eggs In several baskets, but unfortu
nately, there are no other baskets In
Moscow just now. It II certainly not a
matter of one particular leader; the laue at
stake II freedom in RUSIia and world peace.

The democrats have committed mil
takes, but even the greatest political
geniua could not have evaded a crlais as the
result of the unprecedented transition from
a communiat dictatorship to a market
economy. U rich Germany now faces major
difficulties, how could It have been differ
ent in Ruasia?

Yeltain's real mistake was political: After
the failed coup in 1991, he should have
dealt harshly with the plotten and their
IUpporters, called new elections and estab
Ulhed a political movement of his own.
Magnanimity In victory II a great virtue,

• but August, 1991, wu only half a victory.
M a result, Yelstin lost much of his
Infiuence and now fights for survival
agatnatthose who want to tum back.

America's support for Russian democra
cy has not been overwhelming 10 far. The
White HoUle has yet to send an ambassa
dor to Moscow. Preaident Clinton received
Valery D. Zorkin, chairman of RU8IIa's
Constitutional Court, earlier this month:
Zorkin has been a leading opponent of
reform. Then there was the initiative to
close down the Munich-based Radio Uber
ty, the only effective instrument that
America now has in the struggle for
Ruuian public opinion. It II difficult to
think of an Idea more Inappropriate and
more untimely.

Those who favor America staying out of
the conflict seem not to be aware of the
alternative, which II not surprising. After
1917, only communism attracted attention;
the extreme right was ignored. It had been
defeated and did not matter. But the far
right has had a spectacular comeback in
recent years and with the help of the old
communist EstabUahment, It now wantlto
seize power.

The extreme right Is a curioua blend of
some of the worst features of fascism and
Stalinism. In its publications, as in its
demonstrations, it diJplays pictures of
Stalin together with those of Hitler. Its
emblem is the swastika, but it does not
negleetthe hammer and sickle. It publishes
Hitler's "Mein Kampf," but also the writ-

-tThe extreme right Is a curious
blend of lOme of the worst

features of fascism and
Stalinism.'-ings of Stalin. Its heroes are Siobodan

Milosevic and saddam Hussein; ilS believ
ers are anti-American, hate Jews, demo
crats and Freemasons, and, for lood mea
sure, Boy Scouts, Rotarians and Jehovah's
Witnesses. They believe In the craziest
conspiracy theories and are firmly con
vinced that the whole world has ganged up
to ruin Ruasia. For the extreme right, all
democrats are emissaries of Satan.

But surely there must be lOme sane
people among Yeltsln's opponents in Mos
cow? And IIn't It true that some of them
were on the right side of the barricade at
the time of the coup in lOOl? Yet, and
MUSIOlini waa a socialist before he became
a fascllt The democrats' "centrist" oppo
nents are respectable, in a way: former
party secretaries of the Brezhnev period,
fonner managers In the military-induatrial
compla. members of the old Mmenklaturu
with no fU'D1 convictions but colossal
ambitions, some Christian Democrats who
have moved from democracy to the fascllt
camp, some army and KGB commanders.

They are yesterday's men and they are
mortally afraid of losing their Jut privileg
es. There are a great many chiefs among
them but few Indians: for mass support
they need the cohorts of the extreme right,
who can get thouaands of their supporters
Into the street Since an old-fashioned
military dictatorship would not work now
in Ruasla, these people are opening the
late to the right-wing extremists. And
since the old communllt slogans now have
little appeal, they have embraced many
extreme nationalist slogans to replace
Marxism-Leninism.

These are the 1aBues now at stake in
Moscow-not the personalities of YellSin,
Rualan Khaabulatov or Aleunder Rutskoi.
U the red-brown coalition should win, it
will mean much more than the end of
reform. This coalition stands for the recon·
quest of lost territories; It needs conflict
with the West. Only on the basis of a
Ilate-of-siege mentality can the mainte
nance of a big army and huge military
expenses be justified.

In brief, the fate of world peace could be
decided In Moscow these days. It II for this
reason that another CromweU II needed to
teU an unrepresentative Parliament that it
II not fit, and tbatlt should now give place
to better men.

Walter Laqueur iI the author of the
forthcoming IIBltJck Hundred: the Riu of the
Ruuian E%trt7M R4Jhf' (Horpn' I Collina).

BEST AVAILABLE COF'Y

TIJESDAY. MARUi 30. I



Moscow is the main
event.

At the height of the Vietnam War.
Sen. George Aiken of Vermont pro
posed his famous formula for extrica
tion: MOeclare victory, and get oul.~ He
was'a prophet ahead of his time. Last
week, special U.S. envoy to Somalia,
Robert Oakley, declared his mission a
success and announced that he was
returning home. On the same day, De
fense Secretary Les Aspin declared
three days of air drops in eastern Bosnia
a Mgreat success~ and aMOUnCed that
they would be suspended.

Aspin's Bosnia claim was so patently
ridiculous-some of the &snian en
claves we were supposed1y relieving
were overrun the very day we declared
success-that it was immediately
overridden by the president. 1be air
drops continue.

That does not relieve our Bosnia
policy of its fatal incoherence. U the air
drops had any point, it was to show
political support for the besieged Mus
lims. But the prement insisted, to the
contrary, that they were purely humani
tarian. The food will be available for aU,
he promised. The air drop "is not a
political issue with us: he said, aa if in
Bosnia one may have humanitarian, but
not political, objectives.

The air drops are a product of the
"do something" school of foreign policy.
We have no political objectives. So we
take the path of mindless moralism:
half-measures-gestures, really-that
achieve lillie, leaving us with a choice

between the embarrassment of retreat
or the disaster of deepening involve
ment.

In Somalia, to be sure, retreat entaila
minimal embarrassment thus fat. Food
is getting through. Starvation deaths·
have apparently ended. The United Na
tions is poised to take over from the
United S~tes. But accordillg to Somall
human rightl activiat lUkiya Omaar,
America iI "leaving an ill-prepared U.N.
to deal with .•• the prospect of a violent
aftermath.- Uthe U.S. departure precip
itates another Somali slide into anarchy,
Operation Restore Hope will take on
quite a different tinge.

In Bosnia, the choice between em
barrassment and disaster is even star
ker. Our tepid intervention haa predict
ably backfired. The American air drops
were intended to relieve Muslim
strongholds under Serbian siege. The
Serbs figured that if the Americans are
going to interfere with siege warfare,
they had better try direct assault.
Hence the fierce fighting that followed
the air drops.

Aspin had the right idea: Given the
choice between deeper involvement and
retreat, retreat. In these and other in
tractable civil wars, it is the only choice.
The United States may be the world's
policeman, but there are certain neigh
borhoods that even thia cop chooIea not.,. "to patrol;

The Washington Post

Charles Krauthammer

Enough of Sideshows
The critics howl at such moral in

senaitivity. What about ethnic cleansing?
they protest. But if the issue ia moral,
why no howls for the appaUing suffering
of, say. NI80mo-Kuabakh, to pick a
place on the dooratep of Europe, where
the loca1a could give the Yugoslavs lea
sons in the art of ethnic cleansing?

The more hardheaded critica say that
the refuaa1 to patrol Bosnia aenda •
signal to Russian irTedentista that they .
may do to the Baltica. Ukraine and other
parta of the Soviet empire what the
Serbs are doing to fonner Yug08lavia.
The critica assume that whacking Serbs
will deter Russiana. It will do nothing of
the sort. It ia one thing to intervene
againat Serbia. It Is another to intervene
against a nuclear Russia. The lingle
wrest 1esson of the nuclear aKe it that
great powera do not go to war against
each other. U the bad guys take over In
Moscow and decide they want back, say,
the Crimea, we are not going to inter
vene no matter what we do in Bosnia.

Moreover, there is something truly
cockeyed about trying to ligna) Russia
through Bosnia. URussia ia the priority.
the way to addreaa it is not through
symbolic actiona in the Balkans, which
promise to be either empty or highly
risky, but directly. Indeed, the preoc
cupation with Bosnia. Soma1ia and the
world's other brush {ltes is a convenient
distraction from the overriding foreign
policy issue facing the United States:
helping save the Russian experiment in
democracy. It is on Moscow, not Moga
dishu, that the peace in the poat-eold
War world hinges.

The danger to that peace is not
theoretical. The reactionary Russian
parliament trying to overthrow Yeltain
conaiders Russia's current pro-Western
foreign policy not just supine but trea
sonous. The anti-Yeltsill forces would
halt nuclear dUiarmament, try to reclaim
the Soviet empire and make Soviet-style
mischief in places like Iraq.

To his credit, President Clinton is
waking to the threat. He has scheduled
a IWMlit with Yeltsin. He has sent
repeated aignaIs of political support. He
hal a1Ied for an emergency meelini of
the (;.7 states to give aid to Russia.

What kind? WiU it help? The debate on
these questions has dragged on for so
long that Western aid efforts have been
paralyzed. My view is: Try everything.
Build housing for soldiers. (In the end,
the anny will decide who rules RUSSia.)
Lift aU U.S. tariffs for Russian prod
ucts-uni1ateral free trade-to nurture
their export industries. Try fanancier
George Soras's safety net proposal:
Western hard currency given directly to
the casualties of Russian economic re
form. If it takes $6 a month to sustain an
unemployed worker, what better use of
foreign aid than smoothing the disman
tling of Russia's military-industrial com
plex?

Enough of sideshows. Somalia, Bosnia
may engage our humanity, but they
carmot be aUowed to monopolize our
foreign policy. The main event is MOI>
cow. An American president is fmaUy
turning his energies in that direction.
Let's 110. 'C! it is not too late.

March 12, 1993
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Clinton's Greatest Challenge
By Ric~ardNixon

BEST AVA'LABLE COpy

T
hose who would dls-.

" agree, as I do, with
some of the specific
proposals In President
Clinton's economic
program must give

him credit for his boldness and politi·
. cal courage In advocating them and
for his indefatigable errorts to sell
them to the American people.

U he demonstrates the same lead
ership qualities in addressing the mao
jor foreign policy Issue of our time, he
can secure his place in history as a
great President. That Issue Is the
survival and success of political and
economic freedom in Russia.

That is not to say that the Mideast,
, Iraq and Bosnia are not also impor·
tant, or that the nalions of Eastern
Europe and the other former Soviet
states do not also deserve ,riorlty
attention where they have democratl·
cally elected governments and have
Iniliated serious free-market eco-

": nomic reform. But what happens in
Russia 'wlll have an enormous effect
on those nations, on our allies and on
the United States.

Without a substantial Jncrease in
aid from the Wesl, the Yeltsin Gov
ernment will not survive. The U.S.
must lead In providing it It Is a very
tough sell for the President The last
Gallup poll showed that only" per-.
cent of voters considered foreign poll·,
cy to be an Important Issue. In Mr:
Clinton's nationally televised (own
meeting, there was only one question·
concerning foreign policy. It was
about Bosnia. His polilical adViser.
understandably will tell him, as they
did in the campaign, "ll's the econ
omy, stupidl"

But foreign and domestic policy
are like Siamese twins - one cannot
survive Without the other. If Borta
Yeltsin's democratic Government
collapses and is replaced by an ago
gressive, hard·lIne nationalist gov
ernment, this will have a far greater
Impact on the American economy
than all the Clinton domestic pro
grams combined. The peace dividend
will be down the tubes. The defense
budget will have to be Increased by
billions of dollars rather than cut.
This would mean that the President's
plan to cut the deficit would have to
be taken off the table.

The Russian democracy Is going
through a deadly crisis. 1be negative
factors are frightening. Russia has 31
repUblics and provinces that have
declared their sovereignty and 132
nationalities. Before the peaceful rev·
olution of December 1991, the Rus
sian people had never known either
political or economic freedom. What
works In Poland, the Czech Republic
and Hungary will not work in Russia.

R
SSla Is going through an

economic downturn
" worse than the Great

Depression of the
1930's In the United
States. In 1992 Infla·

tion was 25 percent a month, the
gross national product was down 20
percent, and living standards were
down 50 percent. There has been an
alarming increase in crime and cor·
ruption. separatist tendencies and

Richard NIxon, the former President,
recently retu.rned from his third trip
to Ru.ssia in three years.

nationalistic conmcts which had been
cooled by the cold war are geltJng hot
again, ranging from bloody war In the
Transcaucasus and Central Asia to
confrontation over minority rights in
the Baltic states.

But despite these overwhelming
odds, "the conventional wisdom of
most of the American media that the
Russian democracy is doomed is off'
the mark. There Is stili strong
support for reform among political
leaders and the Russian people. 1be
real political battle today Is not be
tween reformers and reactionaries,
but between different kinds of re
forms.

There are those like Mr. Yeltsln
who prefer to act swiftly and decl~
sively, and those like the Civic Union
which would rather move more grad
ually. The fact that all political lead
ers except for the extreme reaction
aries pay at least lip service to a free
market economy means there will be
no turning back to Communism.

The negative news from Russia has
completely obscured the positive
news. Just as Washington Is not
America, Moscow Is not Russia.
While political infighting Is big news
in Moscow, privatization and growth
are proceeding irreversibly in other
parts of Russia. Twenty percent of
the G.N.P. Is now produced by private
enterprise. More than 30 percent of
Russian workers are In private enter
prise. The press Is free. Privatizing
~economy has helped to eliminate
shortages. No one talks about the'
possibility of starvation, as was the
case when 1 was in Moscow just nine
months ago.

Most Important, as experts like
James Billington and Gerald Corri
gan have pointed out, the caricature
that Russian workers are not re
sponding to economic Incentives I~

false. In a meeting In St. Petersburg
two weeks ago, private entrepre
neurs unanimously agreed that, when
given the opportunity to enjoy 1M
benefits of a free society, ~usIan
workers are among the best i the
world. They are allo among best
educated: NJnety percent have 'grad
uated from high ac:bool ~ a higher
percentage than In the United States.

Can Boris Yelt.in survive? Some
Western leaders I talked to question
It. Some of his· opponents in Russia
doubt it. Most shocking, the State
Department officer who was in
Charge of aid to Russia publicly pre·
dlcted last month that he would not
last. With friends like that. Mr. Yel·
tsin needs no enemies.

His approval raUng Is down sharp
ly because of the economic downturn.
But he Is still the most popular politi·
clan In Russia. He has made serious
mistakes In dealing with the Parlia
ment he Inherited from Mikhail Gor·

The West must
wake up: Russia

is the key
to global
stability.

bachev. But while revolullonary lead
ers are generally good at destroying
old orders but not good at governing
new ones, Mr. Yeltsln has surprised
even his critics by his political skillin .
handling what must be the most diffi
cult political position In the world.

To his credit, he is attempting to
find a compromise with the Parlia
ment rather than becoming authori·
tarlan, as many predicted. Those who
would count him out should bear in
mind that he has remarkable recu
perative powers. He Is a tighter.
When he seems to be down and out, he
gets up and continues the battle.

Most Important, President Yeltsln
shares our values. Unlike Mr. Gorba·
chev, he has repudiated both social·
Ism and Communism, believes in a
free market and supports the private
ownership of property. Mr. Yeltsln
unequivocally supports a non·aggres
sive foreign policy. After meeting all
the major leaders in Russia, I am
convinced that our choice Is not be
tween him and somebody beuer, but'
between him and someone worse. He
deserves our help, both to lurther our
Interests as well as his.

In addition to increasing aid, Presl·
dent Clinton should consider calling
for an emergency meeting of the
Group of Seven major nations. The
crisis in Russia should be at the top of
the agenda. He should take the lead In
persuading our allies, particularly
the Germans and Japanese, to join us
In rescheduling for 15 years "the $8~
billion debt Mr. Yeltsin Inherited
from Mr. Gorbachev.

Shortsighted Western governments
and bankers have to face up to the
fact that If the debt Is not resched
Uled, they are likely to get nothing
from any government which repl~ces

Mr. Yeltsln's. We should demand that
the bureaucrats running the Interna·
tlonal Monetary Fund not treat Rus
sia like a third world country.

We should insist that the allies we
helped recover from World War II
now help Russia and the other inde
pendent nations In Eastern Europe
and the former Soviet Union recover
from the cold war. The Germans
have their plate full with eastern Ger·
m,ny. But the Japanese participation
In the multilateral aid program Is
shockingly Inadequate. The Japanese
should quit conditioning aid on Rus
sia's return of four tiny northern is
lands. If Mr. Yeltsln falls, they will
never get the Islands back.

Why should we even consider aid to
Russia in view of our problems at
home? Because aid (0 a non·aggres·
slve democratic Government In Rus
sia is an investment In peace. Russia
is the only nation which has the power
to destroy the United States. Russian
diplomatic support In hot spots like
Iraq, the Mideast and Bosnia is Indis
pensable.

During the cold war, many thought

the Soviets were evil. None thOUghl
they were crazy. That can't be said
for some of the smaller nations trying
to acquire nuclear weapons. Russia
and America, as the only two nuclear
superpowers, must play lhe crUCIal
role In preventing prolUeralion of nu·
clear weapons.

Aid to a free-market economy in
Russia Is an Investment In prosperity
for the United States. Consider these
facts. Russian G.N.P. last year was
seven times as great as China's. Chi·
na's trade with the U.S. was eighl
Umes as great as Russia's. Why?
Because China's private enlerprise
produces over one·halt of Its G.N.P.
Russia's private enterprise produces
only one-fifth of Its G.N.P. As Rus·
sia's private sector grows, this will
mean thousands of jobs and billions in
trade for the U.S.

Even greater stakes are involved.
For 75 years, Communist Russia, as a
major SoViet state, tried to export
Communism to the rest of the world.
Today, democratic Russia can serve
as a powerful example of how polill
cal and economic Ireedom is the best
choice for nations who want to
progress. It political and economic
freedom falls In Russia, this will en·
courage the reactionary leaders 01
other nations to resist reform. If it
succeeds, this could have a major
Impact on a nation like China, which
has slgniflcar.: economic reform but
'no political reform.

Above all, ills time to quit treating
Russia like a defeated enemy. Russia
did not lose the cold war. The Com·
munlsts did. The U.S. and our allies
deserve great credit for mainlaininll.
the military and economic power to

" resist and tum back the SoViet ago
gression. A democratic RUSSia de·
serves credit for delivering the
knockout blow to Communism in ilS
motherland. Russia should be treated
as a proud slruggling friend, nOl as a
weak former enemy looking ror a
handout.

The demise of Soviet Communism
was one of mankind's greatesl vic
tories. But the viclOry will nOl be
complete until Russia and its neigh·
bors can enjoy the beneUts of political
and economic freedom. It would be
tragic If, at lhls critical point, the
United States fails to provide the
leadership only It can provide. By
leading abroad as he has SO effective
ly at home, President Clinton will

. establiSh himself as the world's pre·
eminent statesman. 0
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Eastern Europe's Econontic Refortns

Big Bang vs Gradualism
Bruno notes that experience from hy
perinflation and high-inflation episodes
"points only to the clear advantage of
the big bang approach at the inflation
stabilization stage." The question of
how fast one should proceed with
other refonns-crade liberalization and
privatization, for example-is more'
complicated. A related issue is the
speed with which various markets ad
just to changes in policies and policy
signals. In this regard, Bruno notes that,
whereas asset markets adjust extremely
fast and incur few transitional costs,
commodity and labor markets can take
three to four years to adjust to changes.

Therefore, "the advocate for a big
bang has to make clear which particular
portion of the policy package is im
plied," Bruno stresses. He adds that, in
the case of Eastern European countries,
"there seems to have been overopti
mism at the onset of the programs
about the speed, of the supply response
and other behavioral responses that
could come in the wake of a drastic .
change in the economic environment."

Initial Price Shock
Bruno indicates that in all the coun
tries except Hungary, the initial price
shocks following the adoption of re
forms were much larger than ex
pected. He suggests that the possible
sources of these shocks include a large,
unabsorbed monetary overhang; the
underprediction of the effects of large
initial currency devaluations; and the
monopolistic behavior of state enter
prises anticipating price controls.

Could the initial price shocks have
been smaller? Bruno suggests that,
"technically, the answer is yes." He
compares the E~~ern"Europe;m, ~xpe- ',' .,

• :l J .. } .' .' :' .'

rience of stabilization with that of Is-

rael in July 1985. Despite substantially
eliminating subsidies, he notes, Israel
limited its initial price shock to
27 percent by opting for a slower rate
of devaluation (relative to what funda
mentals seemed to warrant) combined
wit1}. price controls that were gradually
removed. Bruno adds, however, that
Israel had neither monetary overhang
nor the degree of price distortions that
prevailed in Eastern Europe.

On balance, says Bruno, most East
ern European countries have achieved
far-reaching' liberalization "together
with a re'asonable measure of macro
economic stability, in spite of a highly
distorted starting point and immense
economic and political risks."

Output Collapse
Noting the substantial declines in out
put experienced by Eastern European
economies during 1990 and 1991,
Bruno suggests that the most relevant
issue for poliCYqlakers is how these
declines can be reversed. He notes, in
this context; that although public sec
tor output is continuing to collapse,
the small-scale private sector, espe
cially in trade and services, is thriving.
However, given. this sector's small ini
tial size, even large increases in its out
put are unlikely to be able to stem the
overall decline in output. In Poland,
however, the private sector may, by
1992, have been large enough to con
tribute to the positive GOP growth
that was recorded for that year.

Fiscal Problems
Bruno notes that in the fiscal area, the
initial budget outcome seemed satis
factory in most' countries. The price
shock led to an unexpected fall in real
wages, resulting in larger-than
expected profits and higher tax rev
enues. These revenues were supple-,

mented by those from taxes on capital
gains, as well as by foreign currency de
posits. But serious problems emerged in
the second and third years of programs.
Once real wages rebounded and profits
were squeezed, returns on the profits
tax fell substantially.

A critical problem in all five Eastern
European countries is the transition
from a relatively egalitarian and well
endowed social welfare network to
one in which all the income and
wealth distribution problems, unem
ployment risks, and other adverse so
cial side effects associated with a mar
ket system suddenly' emerge. Bruno
contends that policymakers will face
strong political pressures to continue
the existing generous social security
services and to correct for their recent
erosion brought about by the sharp
price increases. But despite these pres
sures, he suggests that there is room for
streamlining the social welfare system.

"One way or another," Bruno points
out, "the net budget outcome' is likely
to be a permanent imbalance unless
output, sales, and the profit base
rebound quickly or new taxes are
imposed."

Should some fiscal deficit be al
lowed until the tax reform is fully in
place? Bruno maintains that this ques
tion should be considered in the con
text of each economy. In general, it is
important that annual budget plans be
embedded within a medium-term
framework of three years at least. Ide
ally, the country should commit itself
to a budget trajectory for each year
and aim. to regain full budget balance
within three years, with the deficit in
no year exceeding a certain percentage
of GOP, say, 4 percent or 5 percent.
Bruno stresses that the deficit should
be financed not by the central bank
but by borrowing.

·February 8, 1993
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Bad Loan Por~oli~s

Bruno notes that all the Eastern Euro
pean countries have inherj~ed a legacy
of bad enterprise debts tha(h,lVe con

tinued to mount and. -Kave been

stacked in the portfolioso~~~ the com
mercial banks. This problern-..:....and that

of mounting inter-enterprise debt-has
been exacerbated by the' stringent sta
bilization programs, the credit crunch,
and the collapse of the ruble,'zone ex
port market. Outstanding,~ad debt is
estimated at 15-20 perc~I1t of total
bank debt in the former'· ,Czechoslo
vakia' and Hungary, and'about,-30-40

, percent in Bulgaria and Po!~nd .
Bruno suggests that, ,: ~hen con

fronting the debt problem, these
countries avoid extre~~':--_solutions,

such as leaving the issue~-_put of the
government's budget alt.ogether and
allowing the banks to ,d~al with it.
This approach would, '-?,~part from
sending wrong signals in:;~_the credit
markets, eventually lead~~o- 'a banking

crisis, which would force the govern
ment to intervene on a much larger
scale than would otherwise have been
necessary. The other extreme is to

yield to political pressures from the
debt-ridden enterprises and pass blan

ket debt-cancellation laws. ~esides

being indiscriminate, this solution re~

inforces bad borrowing behavior.
The ideal solution, according to

Bruno, is "a credible onetime cleanup
of the books," with the government
buying up enterprises' debts through
the . commercial banks on a case-by
case basis. Enterprises whose debts are
so rationalized should have a' clear re
covery plan and be subject to tight

conditionality and strict budget con
straints.

Privatization
In all five Eastern European countries,

Bruno points out, the privatization of
mainly small-scale trade and service
enterprises has moved briskly, but that.

of large-scale enterprises-primarily in

the manufacturing sector-has been at
'a virtual standstill.

Bruno suggests that in privatization.
as in loan cleanups, extreme solutions
(such as completely discarding or con

tinuing with past methods) are not
workable. The problem, he contends,
which has not been systematically ad
dressed, is how to instill market-ori
ented behavior in management and
workers without unduly delaying pri
vatization.

He points out that the variety of ex
periences across countries suggests. that
there may not be one, way of resolving
the privatization issue; the political and

social context is important. But no
matter what strategy a country adopts,'

transparency is important: to minimize
uncertainty, clear signals should be sent
to investors, managers, and workers.

Also, micro management policies

should be i!1tegrated into the general
macroeconomic policy framework.

Started In 1991

Tax·based incomes
'policy .

Complete Iiberaliza
tion;'CD's with
flexible rates

Official rate fixed;
:~ungihtertiank;
:cQn~ergence .of·· ..
':()ffic:1aI and interbank
rates

Real wage cut by
35 percent,' imple·

:', .;''-' . mente,d by ceilings
'":.: :':~~::. on wage bills

JiiCr4kse~~fore .. Very large increase

·.~.:rQO.,.:.·,.·,.:I~~~9'~.,fle.th'.'··.', ...~.'.'.~.<.!!.'....:·t:..;..:,.. · before program;
t . \ Greanur flexible adjustment
':\,' . ):)tt~~tl';,: thereafter

~t·t:;;,,:'h~;:\: Started in 1991Continued In 1991

Tax·based incomes
policy

. Establish positive
real Interest rates

Date

Length

Exchange system

Privatization

Wages

Interest rates
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How to Contain Economic Inertia
in the'Transitional Economies:
"No one aaid it wcu goill8 to be eQ.},"." and no one wcu n,Ftt...• (President Charge Bush, after Yogi Berra)

Some Are Overprotected, Some Are Overtaxed...

T he restoration ofcapitalism ini
tiated in Central and Eastern
Europe by the 1989 revolu

tions, and in the fonner Soviet Union
by the coup, countercoup, and then
revolution in August 1991, was ex
pected to set the economies in the
region O"1to a path toward greater ef
ficiency, kchnical progress, and pros
p~rity.A-l;hoc'k therapy"-ofprice lib
eralization, monetary and fiscal
austerity, opening up of the economy
to unrestricted free trade, internal
currency convertibility for residenta
was understood to require initial sac
rifices, but sacrifices that. thanks to
stabilization. privatization. and other
economic and political reforms. would
be short·lived.

These expectations were prem~tUre.
The first two years of this therapy in
Central and Eastern Europe, and the
first year for the states of the former
50\;et Union, have led to a drastic
deterioration in general economic con
ditions. Between 1989 and 1991 na
tional income in the Central and East
ern European countries dropped on
average by about 15 to 20 percent,
and industrial output by about 25 to
30 percent. Employment has fallen
much more slowly, though fast enough
to create unemployment of 8 to 12
percent or more of the economically
active population; in Poland unem
ployment measured 13.8 percent in
September 1992. Initial inflation, of
ten hyperinflation, has been brought
down but not defeated.

By the end of1992 the first signs ora
turnaround had appeared in Poland.
In September industrial output was
9 percent higher than in September
1991, and industrial output in De
cember 1992 wa:s e%pected to be 13
percent higher than a year before. In
October 1992 modest industrial
growth resumed in Hungary. The
Washin~on-based PlanEcon ob
served the first signs of recovery in
Poland and Hungary-though recov
ery still insufficient to reverse the
decline in GDP for 1992 as a whole
and forecast a resumption of growth
in Bulgaria and the Czech Republic.

The UN Economic Commission for
Europe was more pessimistic in its
latest forec21st(seepage 19). Itexpeets
Albania. Romania, and states of the
former Soviet Union to remain in a
deep recession well into 1993. The re
structuring ofproductive capacity has

hardly begun in the region and Is
delayed by drastic investment cuts.
In 1988·91 gross fixed investment fell
on average by about 31 percent. In
1992 it continued to fall, more slowly
in Poland and the CSFR but precipi
tously in the former Soviet Union.
These investment trends engender a
sober view of the medium-run sua
tainability of incipient recovery.
Supply inertia. not the desired sup
ply response. has been the standard
predicament of tranaitional econo
mies.

This state ofaffairs is not a necessary
concomitant of transition, nor a con
sequence ofshock therapy that might
be eased by a more gradual approach,
but the unnecessary consequence of
policy failures:

• The failure to modify performance
criteria for the managers ofstate en
terprises, aggra.vated by the failure
to announce and consistently imple
ment a clear and coherent privat
ization program

Governmenta oftranlitionaleconomi..
have undertak.n pollci•• thathave con
tributed to the IUpply in.rtia or .tate
.nterpri....

• In many inatance. tuation or atate
.nterpri...baabeen .xceuiv•. 'Ibe tax
hue has often been unrelated to .nter
pri.. performance. For exampl.; in Fo
landa-dividend-ial.vi.don.tatefirml
regardle..ofaetual profite andrequind
r.invlltment finance. '!h. dividend ia
therefore a tax pared to the atate'. eq
uity .tax. in .nterpri.. capital, r.
valued in llne with Innation.

• CrOil-lUblidization within the atate
.nterpri..aectorhucontinu.dlnMaR
poatlodali.t economi... It I. no lonpr .
.ffect.d through fiecal .ublidill, how
.v.r (though .nterprilll have been al
lowed to accumulate unpaid tax bDl.),
but through mon.tarypoUcy. Crec1im.-
thy .tate .nterpri... have be.n pre
vented from pinJllI acce.. to fund.,
while ailing .tate .nterprl... continu.
to benefit from gen.roUi c:iedite or em
cia! acquiHCInce to the buildup oCun-

2

• 'I11e failure to accelerate the liqui
dation andbankruptcy discipline, the
financial T'estructurincofenterprises
and banks, and the antimonopoly
meuures
• 'I11e failure in IOvernment manage
ment ofthe state sector, evidencedby
instances ofexcessive taxation ofstate
enterprises, the continued redistribu
tion offinancial resources from prof
itable to unprofitable state enter
prises through credit policy. and the
neglect of Intersectoral and inter
regional supply links, including In
temationalaupply links (Btt lxW.

Manaceria! Behavior

Entrepreneurship, defined by
Schumpeter al a combination or or
ganizational skills and the ability to
anticipate demand, Is not absent In
state enterprises, even in centrally
planned economies. It exists there in
a modified form, oriented toward the
securityofsupply sources rather than
the penetration ofmarket outlets. and
directed toward playing strategic

paid Interelt and amortization on their
outetandillllO&Da.

• Pre"TVadon of ....ndal inteTHC
toral andintelTegionallUpplylinltahu
oftenbeenneg!ected. In thechanp from
dirKt CIt indirect central allocation to
direct contacta betwHn .nterpri....
ahort-term profit opportUnJUIi have
been pursu.d at the expen.. orlonger
term .upply Unlta.

'lb. Initial rrou undervaluation ofna
tional curnncillhudiverted output to
.xporte that will not remain interna
tionally competitive in the medium run.
And ithudiarupted tradi tional.upply
Un.. and l.d to eith.r unu..d capac
Ity~UI to Inpuhhortagel-Or to -di..
tre.. impod orcrucial component.
often Identical to those that had been
101dII"'diltre.. exporta."'Th.re I. good
hUOn to bell.v. that the dilTUption or
InternationallUpplylinb-within the
u-CMEA, .x·USSR, u.CSFR, and .x
YUJOI!avia--hubeen an importantfac
tor In the receuion.

games with central planners-antici
pating their demands-rather .than
with potential competitors and eli·
ents.

In transitional economies managers
ofstate enterprises are gradually lib
erated from central control. Their
dependence on branch ministries is
loosened; direct commands are reo
placed first by govemment contracts,
then by contracts with suppliers and
clients; and their subsidies are cut
but they can fix their own output
prices. Managers must search for new
supply links and sales outlets; and
market prices for inputs and outputa
create opportunities for profitable
input substitution and product
differentiation.Their external finan
cial resources are also squeezed: in·
teres~ rates are raised substantially
in nominal and real terms. and bud
getary allocations become scarce.

In these new conditions state manag·
ers are still not motivated to maxi·
mbe profits. There are no capital
markets to auelS an enterprise's

. value as a going concern. Even if
managers were concerned with bank
ruptcy constraints. they would con·
tinue to be mcti....atad tv prs;a....e
employment and output and to main
tain wages at levels far higher than
would maximize the value of the en
terprise. Indeed. an enterprise could
reach a point at which its net Capital
value is zero-beyond which thebank·
ruptcy constraint might begin to op·
erate. AJs a result, not much profit, let
alone amortization funds, will be
available for reinvestment.

This situation will change only if
managers are subjected to effective
control by financial markets through
the exercise of shareholders' voting
rights. and the associated threat of
hostile takeovers. Neither the disper.
sion ofshares among a large number
of uninformed private shareholders
nor the concentration ofshares in in
vestment funds is likely to achieve
such effective control; diffused share
ownership will leave managers still
quite comfortable to exercise their
discretionary powers.

December 1992 - January 1993
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"The Output Decline in the Aftermath of Reform: The Cases
of Bulgaria, Czechoslovakia, and Romania"

by E,R, Borensztein, D,G, Demekas, and J,D, Ostry

This paper analyzes a number of issues surrounding the declines in
economic activity experienced by three Eastern European countries·-Bulgaria,
the Czech and Slovak Federal Republic, and Romania··in the period since
market-oriented reforms were initiated in these countries, As the review
of developments in these three countries indicates, price and trade
liberalization--including the dismantling of CMEA trade practices··should
set in motion a series of changes that, over time, would be responsible
for a radical transformation of their productive structures. This process
of resource reallocation could easily generate a decline in aggregate output
initially, especially if an expansion of activities that were profitable
under the new relative price structure was delayed by significant adjustment
costs and uncertainty,

Apart from these long-term, ·structural" factors, output in the three
countries under review has also been affected by more conventional macro
economic forces. The combination of large increases in domestic energy
prices (as subsidies for energy use were reduced) and policies necessary
to contain inflation in response to price liberalization created a contrac
tionary situation for output owing to both supply·side and demand-side
factors, This raises two empirical questions that may help to explain the
declines in output in these three countries. First, to what extent did the
fall in output for each country reflect structural change (a reallocation of
resources across sectors) rather than a conventional recession? Second, to
what extent have demand-side versus supply-side forces been dominant in
generating the output decline? The paper uses simple econometric techniques
to investigate these two questions. Regarding the first, the empirical
findings are remarkably strong in pointing toward conventional macroeconomic
factors as the main explanation for the output declines. Regarding the
second, the findings are more mixed.
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Anti-Depression Cure for Ailing Postcommunist
Economies
InteNiew with Janos Kornai

Against all official predictions,
economists await the first
signs of economic revival in

Hungary. By the end of 1992, gross
domestic product-according to re
ports by (Hungarian) Economic Re
search, Ltd.-had dropped by almost
20 percent, and industrial production
by 32 percent, compared with 1989
production levels. The number ofreg
'istered unemployed is approaching
the 700,000 benchmark-a 13 percent
unemployment rate in a country that
hadn't had statistically meaningful
unemployment since the communist
takeover in 1948. In Hungary, the "re
form model-economy" has resulted
since 1989 in a decline in output that
has been steeper than industry's con
traction during the 1929-32 Great De
pression. The dimensions of the eco
nomic free-fall are alarming even
allowing for contributions to GDP of
the "invisible" second economy (not
captured by official statistics). Hun
gary is not alone, or even worst off, as
it weathers the seas of change-eco
nomic decline, unemployment, and
high inflation arethe unwelcome com
panions of practically all new post
communistdemocraciesofEW'Ope and
Asia.

In a recent presentation at the World
Bank's Washington headquarters
Janos Kornai, Professor ofEconomics
at Harvard University and the Hun-

BEST AVAILABLE COpy

garianAcademy ofSciences, and per
manent fellow of the Collegium
Budapest, Institute for Advanced
Studies, warned that persistent eco
nomic depression in the post-commu
mst world could have repercussions
of global proportions. Transition edi
tor Richard Hirschler asked Janos
Kornai for his diagnosis of the
postsocialist economic ills and what
form anti-depression therapy might
take. ProfessorKornai maintains that
although the transformation process

cannot avoid destroying old struc
tures, policymakers in the
postcommunist nations are respon
sible for saving these economies from
economic underachievement, and for
preventinga Burgeofpolitical extrem
ism.

Q. You use the phrase "transforma
tional recession II to describe the eco
nomic decline afflicting the economies
in Eastern Europe and the former
Soviet Union. A World Bank-spon-
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Bored conference in Washington in
June 1992 (Transition, July-August
1992) concluded that measured out
put declined sharply when compre
hensive reforms were put in place.
Other current research efforts also
trace the causes atthe recession in the
postcommunist world. How much do
you rely on this research and are there
findings that could'be used to improve
governments' anti-recession policies?

A Much current research focuses on
the economic decline and stagnation
ofthe postcommunist societies. Some
studies explain the downfall with a
single cause, such as the collapse of
the Soviet market and the breakdown
of the Comecon arrangement, or the
extreme contraction of aggregate de
mand, provoked by excessively re
strictive monetary and fiscal policies.
I cannot accept these explanations.

I think what happened was the com
bined effect of several, strongly re
lated factors. Of course I'm not the
only one searching for a multi-causal
explanation; I have found several
papers-including World Bank re
search, such as the Simon Commander
and Fabrizio Coricelli study-that
take similar approaches. [Editor's
note:see also uPersistentEconomicDe
cline in Central and Eastern Europe"
by Mario Bleier and Alan Gelb, Tran
sition, vol. 3, no. 7, July-August 1992.]

We are working with a team of ex
perts to evaluate the transition from
socialism to a market economy in
Hungary. Preliminary results show
six main causes ofthe postcommunist
recession, all reflectingthe fundamen
tal changes required in attitudes and
behavior to achieve an altered ec0

nomic structure:

• Shift from a sellers' to a buyers'
market

• Contraction of investment

• Shift in the composition ofoutput

• Shift in the composition of for
eign trade

• Disruption of coordination

2

• Enforcement of financial disci
pline.

These factors are all at work in the
postcommunist transformation in
Hungary and, furthermore, they oc
cur in all postcommunist countries of
Eastern Europe and the former So
viet Union. Although the blend varies
because the relative weight and se
quencing of the ingredients differs
from country to country, in all cases it
adds up, to a unique phenomenon:

Janos Komai

transformational recession. We expect
that the research framework applied
to Hungary will also be applicable in
the analysis of other postcommunist
countries.

Q. Could you explain in more detail
the uniqueness of transformational
recession, perhaps starting with the
shift from a sellers' to a buyers'mar
ket, the shift from Marx to market...

A In a somewhat immodest way let
me quote a sentence from the UN
European Economic Commission's
1992 report: "Emerging unemploy
ment, elimination of shortages, and
restoration ofbasic monetary equilib
rium are all symptoms of transform
ing the Komai type supply-con
strained economies to Keynesiantype
demand-constrained ones." This is
well proven by the quarterly surveys
of Kopint-Datorg Inc. (Institute for
Economic and Market Research JUld

Informatics) in their polls of Hungar
ian enterprises. Insufficient demand
has become a major constraint to pro
duction; in 1992, 62 percent of sur
veyed enterprises complained about
inadequate demand, compared with
only 26 percent in 1987. Meanwhile,
bottlenecks in the supply of labor,
domestic and importedmaterials, and
parts became negligible impediments
to production. For example, in 1992
only 1.5 percent of polled enterprises
complained of insufficient supply of
hard currency imports, while in 1987,
42.6 percent ofenterprises mentioned
shortages of imports as a major ob
stacle to increasing production.

Q. In yourearlier work "Anti-Equilib
rium," published in 1970, you sug~

gested that the shift from a sellers' to
a buyers' market could be done with
out a decline in output. Have you re
vised your opinion on this?

A At that time I thought one could
shift from a sellers' to a buyers' mar
ket and eliminate the shortage
economy with much less sacrifice. I
thought that while supply grew at a
steady rate, demand could be deceler
ated, ensuring a market equilibrium
with potential slacks in the economy.
I have to admit I was too optimistic.
Aggregate demand is declining, and
it is dragging down aggregate supply
even more steeply.Although restricted
demand results partly from a deliber
ate government policy to eliminate
shortages through open inflation, it is
also partly happening against the will
of policymakers.

Q. Consumers are feeling the squeeze
consumption fell steeply in recent
years. But what happened to invest
ment, the other basic component of
aggregate demand. Where are the in
vestors hiding?

A A drastic fall in investment is an
other cause of the transformation re
cession. In Hungary, investment on
comparable prices dropped 25 percent
between 1981 and 1992; the ratio of
fixed capital formation as a percent
age ofGDP fell from 28.8 percent in
1980 to 18.6 percent in 1991. Under
socialism enterprises didn't require
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additional stimulus for investment;
public money fed their insatiable hun
ger for investment and expansion.
This is over. Political accountability
and how tax money is spent-is now
subject to public scrutiny. Spending
restrictions and new oversight mea
sures have been imposed. The gov
ernment has had to curtail public in
vestment, including infrastructure
and social expenditures, as budget
revenues have diminished and the
budget deficit has grown.

State enterprises have alsobeen afraid
to invest: many are in financial
trouble; those left in the public sector
fear that budget constraints will
harden and that their cash flow will
dry up; state-owned enterprises ex
pecting privatization are practically
paralyzed; and state managers arenot
prepared to commit themselves to any
enterprise development before prop
erty questions are settled. And pri
vate firms, even ifready to grow, also
face various obstacles: the capital
market is still weak, the tax burden is
heavy, and the banking sector is ex
tremely cautious and charging high
interest rates.

slower thaIi the process of destruc
tion, ifnew capacities satisfyingnew
demands cannot counterbalance the
rapid liquidation of obsolete capaci
ties, the net result is recession. That
is what we are witnessing now.

Q. How about the external shock, as
the collapse of the Comecon is de
fined?

A The collapse of Comecon trade,
and especially of the Soviet market,
is another crucial factor in the ec0

nomic demise of the postcommunist
nations. Calling it "external shock"
is misleading. The ~onapse of
Comecon was part ofthe overall col
lapse of communism, very much an
internal affair. The Comecon system
provided a soft market, always ready
to acceptthe partners' products, com
petitive or not. The shift from a sell
ers' to a buyers' market was closely
related to the collapse ofthe CMEA.

Q. What do you mean by "disruption
ofcoordination, 111and "enforcement of
financial discipline, 111 the last two fae-
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tors on your list ofcauses ofthe reces
sion?

A Many experts had the naive idea
that once the command economy was
abolished, a market would start to
function almost automatically. But
one has to recognize that a coordina
tion void develops. This has clearly
beenthecasein the statesofthe former
Soviet Union and in Bulgaria and
Albania where the elimination of the
old regime was not preceded by a sus
tained process of economic reform.
Hungary, with twenty-five years of
reform experiments, has fared much
better in this respect, but institution
buildingremains an important condi
tion for further development. For ex
ample, the housing industry is still
ill-equipped to perform its role as a
leadinggrowth sector-it needs a net
work of real estate agents, develop
ers, contractors, mortgage institu
tions, and the like.

AB to the enforcement offinancial dis
cipline and efficiency, the hardening
ofbudget constraints in the state sec-

Q. That is one more reason togo ahead
with the adjustment process, restruc
ture the economy, artd generate the
proper supply response...

A. Output structures developed UD

der the communist regime have to be
changed. Forced growth shaped a cer
tain output composition, with strong
emphasis on heavy industry andmili
tary production, neglecting produc
tion of consumer goods, provision of
services, and development of infra
structure. Buyers were forced to ac
cept the distorted structure with its
distorted prices and shortages.

Restructuring the economy takes
time. It is not simply a Keynesian type
problem, to be solved by boosting ag
gregate demand. It includes the
Schumpeterian process of creative
destruction: those able to develop new
products and apply new technologies
to meet demand win the competition,
while the losers go bankrupt and exit
the market. If the pace of creation is
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tor, the wave of bankruptcies, the
threats ofbankruptcyprocedures, and
the expansion of the private sector
have many beneficial COIlBequences.
Nonetheless, in the short term they
contribute to the deepening of reces
sion. There is a stronger stimulus, for
example, for cost reduction, elimina
tion of excessive inventories, and
elimination of"unemployment on the
job.· Thus, a wave of new layoffs has
begun in Hungary, further contribut
ingto the general contraction. So, yes,
privatizationultimately leads to more
efficiency, but in the meantime it leads
to massive layoffs, contributing to the
contraction problem. This process can
go even further. According to official
data, production has declined faster
in the past two years than has em
ployment, indicating that even dying
firms have beenreluctant to shedtheir
labor.

Q. What is the bottom line of your
analysis?

A If these countries suffered from
"conventional" business cycles, they
could be cured by standard anti
cyclical policy, beginningwith increas
ing aggregate demand. There are
strong political forces all around East
ernEurope and countries ofthe former
SovietUniondemandingjust that. But
far from following a regular business
cycle, these economies are in a trans
formational recession. And to emerge
they cannot, after the contraction
phase, go back to pursuing an expan
sionary policy and reestablishing old
structures to keep alive loss-making
firms and maintain obsoletejobs. They
must move forward and continue the
parallel processes ofdestruction and
creation, eliminating unprofitable
product lines and unproductive jobs
while encouraging the evolution of
profitable ones.

Q. What role would you preserve for
the postcommunist government?

A Hungary and other transition
economies cannot rely exclusively on
market forces. Private business and
the market are still weak, and these
countries would likely suffer low-level
economic activity and high unemploy-
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ment-in a word, stagnation. Govern
ments must therefore provide care
fully designed recovery packages.
These programs must not generate
further inflation by injecting more
money in the economy; rather, they
must focus on stimulating private
investment. Specifically, the Hungar
ian government .should:

• Introduce preferential taxes to
encourage business investment,
including housing development;

• Reduce the heavy tax burden on
enterprises once budgetary re
form occurs and social institu
tions are reorganized;

• Develop additional state-owned
credit guarantee institutions,
thus persuading commercial
banks to take more risk while
providing long-term investment
credit to entrepreneurs;

• Devise fiscal and monetary policy
to help bring down interest rates
and induce investment;

• Encourage private savers to in
vest in shares and bonds;

• Accelerate privatization ofstate
ownedcompanies by providing at
tractive credits to potential in
vestors. Investment contracts
should permit investors to ac
quire state property, free of ear
lier debt obligations, contingent
on the investors' pledge to up
grade production and createjobs;

• Ensure early settlement ofques
tionable property rights, includ
ingagricultural estates and state
owned apartments;

• Stimulate foreign investment,
primarily among investors ready
to undertake fixed capital invest
ment, install new technologies,
establish new production cul
tures, and create jobs;

• Promote private sector develop
ment by improving telecommu
nications, establishingindustrial
parks, and 80 forth.

Q. You suggested many of these mea
sures three years ago, and some have
already been integrated in the govern
ment program. Just recently a very
advantageous government-guaran
teed credit was announced to help
small investors in Hungary. Why are
you now emphasizing.once again this
expansionary side of the program?
Have you put anti-inflationary efforts
on the back-burner?

A. I would not say so, but economic
priorities must be considered in the
current context, and the anti-depres
sant cure must be provided without
delay. In 1989, I gave top priority to
anti-inflationary policy and the ser
vicingofforeign debt. Past eventsjus
tified that position. Changes in pri
orities are now necessary. I do not
mean a complete U-tum, only a 45°
shift. I would not push, for example,
for achieving a one-digit inflation rate
from the presentannual rate, because
I think the price would be too high,
the present recession would worsen.
And we cannot afford that.

My sense iB that the people, having
experienced economic stagnation and
decline for many years, are fed up.
Strong popular discontent could en
danger the newly acquired liberties of
Eastern Europe. We know pre-Hitler
German history, the fate ofthe Weimar
Republic following the Great Depres
sion. That depression had a smaller
impact in terms of economic decline
and unemployment than the present
demise ofmany postcommunist econo
mies.

One cannot formulate policies with
out taking into account the political
mood of the nations involved. Hun
gary in 1989 enjoyed the first fruits of
political change, and a national con
sensus emerging support oftough eco
nomic action. But in 1993, that na
tional consensus seems to have
evaporated. Under the circumstances,
we cannot risk a high unemployment
rate. I am convinced that a reconsid
eration of economic policy is now es
sential by the decisionmakers who are
responsible for the political future of
Hungary and other postcommunist
nations. 0
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Slow Implementation

The adverse effects of an unchanged
incentive structure are amplified by
the usually slow progress ofessential
reform steps-the breakup of mo
nopoly power, the implementation of
liquidation and bankruptcy proce
dures, and the financial restructur
ing of enterprises and banks.

• Centrally planned economies were
characterized by extremely high
industrial concentration, with single
product producers and producer asso
ciations responsible for supplying not
only dOIT'e~tic markets but often the
entire CMEA and exports to the rest
of the world. Once enterprises are
given autonomy in determining their
pricing and output, the monopoly and
oligopoly power built into such indus
trial concentration and specialization
is bound to exacerbate inflationary
and recessionary trends.
• Delays in implementating liquida
tion and bankruptcy procedures are
responsible for enterprises beingable
to pursue with impunity policies of
greater disinvestment than those al
lowed by a solvency constraint, and
to llicriiitaiii higher wages and higher,
noneconomic employment than would
otherwise be possible. The lack ofliq
uidation and bankruptcy procedures
encourages enterprises to accumulate
debt. Arrears owed the state budget
and banks are equivalent to a mon
etary expansion. But interenterprise
arrears reflect a redistribution ofprof
its from viable enterprises with
growth potential to nonviable enter
prises sustaining loss-making out
put-and lead to inflationary dis
investment.
• The enforcementofliquidation and
bQ.ukruptcy procedures requires the
prior financial restructuring ofenter
prises and banks. Activities might be
liquidated which, although unable to
make enough profit to service past
debts, have a present value as a going
concern higher than their liquidation
value. Thus, nonviable activities
should be closed down, and viable ac
tivities should ifnecessary be recapi
talized through new capital injections
or debt cancellation. Banks should be
recapitalized to compensate for can-
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celed debt. Recapitalization of state
enterprises and banks shouldbe a net
claim on the state budget, competing
with other claims.

Policy Suggestions

Supply inertia is a distinctive feature
ofthe stabilization and liberalization
experience of postcommunist econo
mies. To containrthe resultingtransi
tion costs, the following measures
should be considered:

1. After state enterprises have been
turned into joint stock companies,
managers could be required to fix
their companies' value (to be consid
ered the selling price if bidders
emerge during privatization). Based
on this valuation, managers would
have to make a normal rate of profit
thereafter (including subsequent
capital growth), and would receive a
predetermined share ofprofits above
that norm. Workers would receive
shares worth a year's wages at that
valuation, transferable gradually to
"outside" holders over the next five
years. This structure would expose
managers to a discipline equivalent
to that of th~jr capitulist counter
parts: they would benefit from prof
itability, reinvestment, and growth,
and would be subject to a takeover of
assets if their valuation was too low.
Workers would have no incentive to
urge distribution of profits and as
sets. In due course the development
ofa stock exchange could strengthen
this incentive structure and bring it
closer to the standards of advanced
market economies.

2. Monopolistic behavior could be
checked by introducingexternal com
petition, even with a moderate degree
oftariffprotection; by splitting enter
prise associations and multiplant en
terprises;and by setting upper price
limits with direct reference to world
price levels.

3. Until liquidation and bankruptcy
procedures are put into effect, dis
investment could be prevented by le
gal obligations for enterprises to .
maintain the level of their real capi
tal (assessed as indicated above, and

Translt10n

not on the basis of historical capital,
even if revalued in line with infla
tion). The accumulation of inter
enterprise debts could be prevented
by applying 'punitive interest rates
on such arrears (as attempted in Hun
gary, though at too Iowa rate to make
a significant difference), or by the
outright imposition ofa cash prepay
ment constraint.

4..Recapitalization of state enter
prises and banks should be an early
and urgent underu-king. This merits
Western support more than the
achievement of formal convertibility
at fixed exchange tates.

5. Taxes on state enterprises should
relate to their real performance, at
rates th.at allow the firms to plough
profits back into restructuring both
directly and through external funds.
Their access to finance should be
based on an evaluation of their gen
eral creditworthiness and the esti
mated present value of investment
projects for which funds are sought.

6. The disrllption of essential inter
sectoral and interregional supply
flows eouid be avoided by diffusing
more information about .enterprises'
input requirements, without reinstat
ing any administrative planning ma
chinery. Internationally,introducing
automatic multilateral clearing-the
transferability of bilateral trade bal
ances among trade partners within
former trade blocs, even short ofany
thing as ambitious as the post-World
War II European Payments Union
could help preserve or restore those
trade flows that, given the sunk costs
ofpastgood andbad investments, still
correspond at least temporarily to
comparative advantages.

Domenico Mario Nuti
Professor) University of Rome) and
Advisor to the Commission of Euro
pean Communities in Brussels. The
article is basedon his paper"Economic
Inertia in the Transitional Econo
mies)· forthcoming in Impediments to
the Transition, EUI Monographs in
Economics) edited by E. Espa and oth
ers. Florenpe: European University
Institute) 1993.
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Econorrifc Guesstimate 1993 for Central and
Eastern Europe
P1anEcon is Optiqlistic I Oxford Ano!ytica is Cautious

Theyear1993~.... be an average
year for Cen~al and Eastern
Europe-worse than 1992, but

much better than 1994,·according to a
Hungarianjoke. Fortimately, the pro
fessional c1airvoyantsare less gloomy.
The Washington-basecfPlanEcon Re
search Inc.·predicts-aneconomic up
turn for Poland, HuD:gary, and the
Czech Republic this~year, assuming

that those economies have reached
rock-bottom in 1992. True, the pros
pects are bleakerfor Bulgaria and Ro
mania, as well as the combatting
states ofthe formerYugoslavia, but-
assuming a satisfactory peace settle
ment among the warring factions
there--an upturn of economic activ
ity is expected in late 1994, even in
the Balkans. PlanEcon acknowledges

that even the best-performing CEE
economies would not be able to reach
1987 output levels by 1996. But it
questions the reliability of those
"pretransition" 1987 figures, and
whether output figures can quantify
improvements in quality oflife, avail
ability of consumer products, elimi
nation ofsupply-bottlenecks, and the
like. PlanEcon'sDirector, Keith Crane,

Foreign direct investment in Eastern Europe-less than expected

Despite a major surge in foreign direct
investment (FDI) in Eastern Europe in
1992-total FDI in the region .was ap
proximately $3 billiori~With two-thirds
going to Hungary-the overall level has
fallen short of the expectations of most
recipient countries arid remains below
the level required for long-term sus
tained growth, assertSOxfordAnalytica.

Hungary. The level'liIld structure of
foreign investment in.HUngary as of
1992provides some indiCation thatWest
ern companies are starting to consider
establishing manufacturing bases in
Eastern Europe. Major investors at the
endof1991 were the UIiitedStates(with
investments of about" $1 billion), Ger
many ($500 million), AUstria ($325 mil
lion), and France ($275 million). Recent
official data indicate that the 1991 in
vestment level was suStained in 1992.
Thtal FDI in the firsthaIf of 1992 was
estimated at $750 million (above the
levels for the first halfofi991, but below
the levels of the secoridhalf), bringing
cumulative foreign capital participation
in Hungary to an estimated $4.4 billion
(or about $500 per pers()n).

By the middle of 199~:'nearly half the
13,500joint ventures'were registered in
trade and ser:vices. Yet these sectors re
ceived only 12 percent offoreign capital
invested. Manufactu.rlDg, on the other
hand, received 58 perCentofforeigncapi
tal invested but accounted for less than
a quarter-only 22 ·percent-of regis
tered joint ventures..In'fact, since 1989
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between 65 and 70 percent of foreign in
vestment in Hungary has been concen
trated in manufacturing.

The bulk of foreign investment in indus
try has been concentrated in food process
ing, the car industry, chemicals,
electrical equipment, and cosmetics. In
vestment in manufacturing is highly con
centrated, with fourteen companies ac
counting for 32 percent of all foreign
investment. There is a far wider dispersal
of ownership in trade and services.

The Czech Republic andSlovakia.The
former Czechoslovakia was the second
most successful East European country
in attracting FDI. Cumulative FDI by the
end of 1992 was $1.0-$1.5 billion. The
Czech Republic attracted more than 80
percent of FDI, although it accounts for
only two-thirds of the population. Ger
many is the major investor in the Czech
Republic, while Austrian companies are
the major investors in Slovakia.

Poland.. Poland has been the least suc
cessful CEE country in attracting foreign
investment, despite the large number of
Polishemigres who were the major source
of foreign investment in 'Polonia' compa
nies under communism. Cumulative FDI
in Poland was $1.5-$2.0 billion by the end
of1992.And while U.S. companies are the
largest investors in Poland, Germanfirms
remain the most numerous. There are
some indications that the tide will turn
and that Poland will become a major tar-

o·',., "._ '.

get for Western investors in the longer
term.

Romania. By September 1992 Roma
nia had attracted a total of$500 million
in foreign equity investment in 17,143
registered joint ventures. This figure in
cludes investment that has yet to be
come operational-actual financial in
flows associated with joint ventures are
probably running at only a quarter of
this level (although contributions of
equipment and materials considerably
round out the investment figure). Oil
exploration has proved to be the princi
pal attraction for Western investors in
Romania and is responsible for $100
million of investment. Consequently,
Holland (Shell), the United Kingdom
(Shell and Enterprise aiD, and the
United States (Amoco) are the largest
sources offoreigncapital, with each coun
try investing $63 million, followed by
Germany, which has invested $58 mil
lion and has the largest number ofjoint
ventures (2,126).

Bulgaria. Bulgaria has attracted less
than $200 million offoreign investment
in joint ventures so far, despite its tour
ist potential. Major factors inhibiting
Western firms are political uncertainty,
the slow pace of the privatization pro
gram, and laws that restore land to
former owners, making own~rship en
titlementextremelyuncertain. However,
debt-for-equity swaps could boost for
eign investment in the future.
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takes a COlintry-by-eountry look in his
forecast.

Poland. Last year's gross domestic
product increased by 1.2 percent, and
industrial production by 3.5 percent,
breaking the downward trend for the
4l1'8t time since 1968. The decline ~
lDidIastrial ouqmt, which was the key
factor pulling the economy down, be
gan'to bottom out in November 1991.

'And by MBreh 1992 industrial output
exceeded levels for the previous year.
Construction activity grew strongly
throughout the year. Foreign trade
also performed well in 1992, with ex
ports rising faster than imports for
most ofthe year, generating a sizable
trade surplus and a modest current
acCount surplus. Average economic
growth should reach an annual rate
of4 to 5 percent between 1993 and 199ft

Hungary. GDP fell again in 1992, but
is forecast to grow 4 percent in 1993.
Industrial output appears to have hit
bottom in May 1992, and by Septem
ber1992surpassed the previousyear's
levels. Economic growth is expected
to average 5 percent annually over
the next four years. The recovery will
be driven by increases in industrial
output and construction as Western
investments come on stream.

Oxford Analytica: There are grounds for optimism, but...

Source: Intemation&I Monetary Fund. and EIU

..

• Signs ofa return to more centralized
economic models (in the Balkan econo
mies in particular) simply reflect a shift
in emphasis in the face of serious eco
nomic hardship-not a return to cen
tral planning.
• Greater attention and assistance from
the West may be expected under the
Clinton administration in the United
States.
• Trade links with Russia are improv-
ing.
• An agreement to improve clearing ar
rangements between former Comecon
countries, supported by the EBRD,
should help restore trade links in 1993
and in turn make investment in East
ern Europe more attractive to multina
tionals.

Unemployment in Hungary was esti
mated to be more than 12 percent at
end-I992. and is expected to rise to 17 to
20 percent in 1993. Unemployment in
Poland was edging upward to 15 per
cent at the end of 1992, and could reach
20 percent in 1993.

Despite the bleak external conditions
facing the East E~opean economies,
there are grounds for optimism:

Continued decline in industrial output
and GDP in Romania and Bulgaria is to

. be expected as the effects of industrial
restructuringbegin to be felt, with gains
from the growth of private sector activ
ity not kicking in until the end of1993 at
the earliest. Romania's GDPis expected
to fall by 8 percent in 1992 and by a
further 2 percent in 1993. The decline in
outputcould be more severe in Bulgaria,
with GDP falling by 10 percent in 1992
and 3 to 4 percent in 1993. Annual infla·
tion is approaching 200 percent in Ro
mania, and is greater than 100 percent
in Bulgaria.
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65 percent of the 1989 level. This indi
cates that, unless there is marketgrowth,
there willbe a substantial increase inopen
unemployment before even the 1989 lev
els of output per worker are restored.

HI7lo1.

to reach 15 to 20 percent this year.] But
any growth in GDP or even industrial
output will be accompanied by substan
tial growth in unemployment, attribut
able to. industrial restructuring and in
creased efficiency in the state sector. This
will lead to accelerated decline in labor
demand and the growth of open unem
ployment.

The growing number of unemployed will
not be able to be absorbed by the growth of
demand for labor in the private sector. In
all three countries the (estimated) level of
industrial employment in the state sector
in mid-I992 was 80 to 90 percent of the
1989 level, while recorded industrial out
put since 1989 had fallen to a low of55 to

Out of the pit, slowly

EconomicperforIna.nce in EasternEurope
in 1993 will continue to be adversely af
fected by a combination of internal and
external factors, including:

The three-year decline in industrial out
put and GDP in the three Central Euro
pean economies (Hungary, the Czech Re
public. and Poland) should bottom out in
1993 and be replaced by modest growth
later in the year. Inflation for the same·
period flhould ron at a modest level in the
Czecn Republic-in the neighborhood of
10 percent annually. In1lation in Poland,
however, is expected to continue at an
annual rate of40 to 50 percent. [Editor's
note: Hungary's inflationrate is expected

I • Deflationary effects ofmacroeconomic
stabilization programs.
• Restructuring ofdomestic demand fol
lowing the elimination or reduction of
consumer subsidies. which has affected
consumptionofmeat, dairy products, and
clothing.
• The potential for industrial unrest, as
""hidden" unemployment in heavy indus
try isconverted into open unemployment.
• Loss of markets caused by the reces
sion inWestern Europe, andgrowingcalls
for protectionagainstEastEuropeansteel
products in particular.
• Deterioration in German economic
growth and performance, which would
affect prospects for growth of German
investment in Eastern Europe.
• Continued deterioration in economic
performance in the states of the former
Soviet Union and the failure to establish
a satisfactory payments mechanism to
facilitate trade links between the former
Comecon economies.
• The likely spread of the con11ict in the
formerYugoslavia, withthe Balkanecono
mies most seriously affected.

6 February 1993

,,5?J



Transition

Czech Republic and Slovakia. Due
to differences in economic potentials
and likely divergence in economic
policies, prospects for an early re
covery are brighter in the Czech Re
public than in Slovakia. GDP in the
Czech Republic is expected to grow
4 percent in 1993, while in Slovakia
a 2 percent drop in GDP is likely,
with a turnaroundexPectedin 1994.

Bulgaria. 1993 shouldmark the end
ofrecession and the achievement of
a 2 percent growth rate. The opti
mistic forecast is based, not 80 much
on signs ofa solid upturn, as on the
assessment that the economy can
not deteriorate any further.

PlanEcon's forecast for 1993
(percentage change of GOP over previous year)

OT"""l""'L..._~ __L..._,.-

·5

·10

·15
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• 1992-est.

• 1993 projected

What is driving recovery?

In our view, the fledgling recovery
could rely on the following factors:

• Entrepreneurs have responded to
the new legal framework and free
doms with alacrity. Initially, pri
vate firms focused on retailing,
services (such as automobile re
pair), and restaurants; now efforts
are shifting to manufacturing,
wholesaling, and transportation.

• Exports to the West should in
crease strongly in 1993 as new
plants constructed by foreign in
vestors come on stream. Because
they are owned and operated by
multinationals, these plants
should enjoy more stable de
mand thando traditional export
ers.

SloveniaSlovakiaRomania

• Wmners are emerging in state
industry, usually in those areas
where foreign investors have
taken stronginterest in starting
joint ventures, such as automo
biles and food processing. Wood
products and metalworkinghave
also done surprisingly well. (But
there are also losers. Textiles and
leathergoods have faced some of
the steepest declines in output
and will probably not recoverbe
causeAsian textile producers are
likely to capture these markets
when demand does increase. Po
land, for instance, is now
Thailand's second largest mar
ket for textiles, after the United
States. Producers of hopelessly
outdated electromcs and preci
sion machinery are also hard hit
by the transition.) .

PolandHungaryCzech
Republic

·20
Bulgaria

Source: ~Econ Inc.• WUhlngton. DC.

• Foreign investment inflows in
kind or cash continued last year
and were likely to run well over
$1 billion each in Poland, Hun
gary, and the Czech Republic.
Most investments are going into
automobile production, food pro
cessing, telecommunications, and
machine building (especially
power-generating equipment).
The share of foreign investment -
in these countries is running at 2
to 6 percent of GDP when con
verted at market exchange
rates--:a percentage comparable
to Mexico or Malaysia. Direct for
eign investment in· other CEE
countries has lagged because of
war, political instability, and fi
nancial problems.

Slovenia. A 1.7 percent decline in
GNP is expected in 1993, as the
country continues to suffer the ef
fects of the Bosnian war. A modest
upturn is expected for 1994.

Romania. The economy will prob
ably continue to decline in 1993,
with an annual growth rate of3 per
cent, before bottoming out in the
first half of 1994. An increase in
GDP is forecast for 1994 at the ear
liest.Assumingthatthe government
continues to rely on formal or infor
mal price controls and rationing,
little positive supply-side response
from the enterprises is expected this
year.

Other former Yugoslav republics.
Until peace is restored, these econo
mies will continue to spiral down
ward. Ifthe warends with a Serbian
withdrawal to Serbia proper, both
Bosnia and Croatia Will need to re
pair the damage from the war.Re
covery shouldcome quickly as these
countries rebuild, although it will
takeyears to return to former levels
ofoutput.Serbia,~ontenegro,~d

Macedonia will certainly benefit
from an end to the embargo. If the
warendswith a Serbianvictory, con
tinuedwidespread guerrillawarfare
and endemic political instability
might follow, with bleak prospects·

,for economic growth.
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REPORT ON EASTERN EUROPE

by Barry D. Wood

lfnuher privatization in IN Cudz &public and S/uvaJUa rron grml popular
participalion otJa ptopIe~ oJJmd high mIi!s ofmum.

011\(1, lik,' III(' suhscqm·nl lilllr nlllllcls, Iol\led Iill

Ihre(' Wl'l',,",. It coincide,1 willI Ihe hegll1l1ing 01

Ihe "lst parliamentary Gunpaign in Czcdloslova
kia. ( :Iitics of Kl.nl'i say this W'.LS hardly coinciden
tal. ·1l1t1' l'mph'l'iize that Klaus's name appeared
011 each page of the \'Oucher IXKlk and tJlat. Ol'i
minister of !inance, he urged participants 10

"choose and \'ole" lill" their chosen enlerprises.
Klaus's parl)' ""dS tJle biggest winner in tJle

Czech Republic but populist ex-communisls,
cool III \'Oudlers, pre\"cliled in Slm<lkia. Con
vinced Ih,ll COllstalll Slovak grousing under a
looser feder.tl structure would imperil his re
lorms, Klaus chose to accede quickly 10 Slovclk
demands for independence. Remarkably, the
impending bl"eak-up did not disrupt the sub
sequent bidding rouncls, which ended days be
lore the end of the federalion. Many more
Slovclks chose to invest in Czech companies tJ1aIl
vice-versa. Officials in bom republics say shares
wiD be distributed as planned,

It is too early to eVclluate Czechoslovakia's
voucher pri\'atization program. TIle 1110S1 popu
lar elllerprises were hotels, breweries, OOIlk.'i and
glass factories - some of whose prices rose 10 as
high a.'i 800 points per share. The price of tJle
least popular firms declined 10 as low as 90
shares per 100 point'i. Key questions remain" It
seems certain thaI tJlC largest inv(.osunent funds,
those linked to larger financial instinttions, will
be active instead of passive owners. Stock ex
changes ha\'e yet to open. In Pr.Jg1le a1l acti\'C
over-tJle-cowlter market is colllemplated, lL'iing
the technology developed for Ihe voucher
scheme. Investment funds may come under
early pres.'iurc: to seU shares to satisfY oblig-cltions.
Securities laws have only recentJy come into ef·
fecL TIle creation of separclte currencies for the
two republics presents potential obstacles.

The Czech Republic remains elllhusi;lSlic
about \'oucher privcltization and a second ""'\ve is
planned for the middle of this year. Slovclkia has
no such plans. m

Me I,U.Ki is (I U~L\hillgt(TIl~J(lJI'(l eroll(l/lIj(:I (lJTmpm

(im/ wlul rertilltfl (/ Klwl/ fmm tJU' ~"Ilwll (i'I/(er /(1.'illltly

priValWI/WIl ill ('.urluuIotI(JRUL

I, I~~II \It'arly I,:)()(I (·IIl('lJllist·s, produdllJ{ alxlllI
50 IX'ln~11l 01 (;1>1' ;Uld t'lIIployillJ{ SOIlI(" I.:~ mil
lioll IX'opl(' eW pelu'l1l or tJlC lalxlr lilreeL had
beell lurned illln jujlll sltKk companies and
placed wholly or partly - Ii{) percelll on <l\'CrJge 
illlO the \'Ollcher proW~\II1. Under allnlt'tJlods of
pri\·.ltilatioll, Ihree pcrcclIl ofprospecti\'C shares
were 10 he reserved 10 lin.Ulce restitutioll claims.

TIl(' lisl of linns whose shares could be ex
ch'Ulged lill' \'Ollchers WclS made pllblic tJlrollgh
tJle linaJlce minisuT's Center lor \bucher Priv.tti
l.ation which was assisted b}' tJle UKgovermnelll's
KJlow-l-Iow Fund. A lree 3Sopage booklet explain
ing the \'oncher program WdS also distributed.

Fi\'C round'i of bidding were el1\;saged, start
ing in tJle spring of 1992. For each enterprise tJle
nlllllbcr of shares was proportional to nominal
Ix)(>k \'alue. In tJle first roulld of bidding, the
shares of aU companies were to be offered at the
same starting price, 100 points for mree shares. If
tJle demand li>r particular shares exceeded sup:
pl~' by 25 percent, no bids would be accepted and
tJle shares wonld be offered again in tJle next
round al a higher price. Undersubscribed shares
were to be sold at tJle offer price and the remain
ing shares olfered in subseqllent rounds at lower
prices. Plices would be adjusted in consecutive
rounds until all shares were sold.

The prof.,rr.tm atlfilCled only moderate public
illlerestllntilJanuary, 1992 when some ofme 400
or so newly established (and at that time still Wl

regulated) invesunent funds, promised to buy
\'Oucher btx>ks placed with them as portfolio
managers for 10,000 crowns - ten times meir
original cOSI - one year aftel- the opening of a
stock exellange. With these promises ofgenerous
returns, panicipation jumped from two million
in eou-Iy Januar}' to 8.5 million just a few weeks
lalel; more tJlaJl twice as many as predicted.~
enl}' percelll of them chose to avoid the com
plexities of direct bidding and placed their
vouchers wilh Ihe new investment funds. The
nine hU"Kesl gained control over nearly half the
\'Oucher points, St'\'Crili of Ihe fUllds are under
GlpilaJized and ;u't~ nol expected to sllr\;ve. How
evcr, the exislence of Ihe limds has alleviated
cOllcems ahllull'XCes.'iivdr dilhlS(' O\\1Iership.

.1l}(~ lirsl rollnd of hiddillg Ix~gaJl in Mar 1992

other privatiZ<ltion methods: the restilution of
property seized by tJle state after 1948, tJle auc
tiolling of small bll'iinesses and me conventional
sale of state enlerprises to foreign and domestic
imestors. By tJle end of 1992, roughly 100,000
properties had been restored to previous owners,
30,000 properties been auctioned to private bid
ders and nearly $2 billion of foreign capital had
been imested or committed to me two republics.

Long-time Klaus associate Dusan Triska, who
devised tJle voucher progrnm in MardI 1990 re
calls being impressed by Friedman's proposal (in
Co.pilalism and f,'I'l'dmn (/962) that public educa
tional aid in tJle United States be disnibllled as a
cash voucher directJy to parents of school chiI
drell. Klaus and Triska wanted the voucher
scheme to be transparent so mat public conft
dence could be maintained. TIle program was
quite candidly a gamble and it was acknowledged
tJlat some fraud WclS likely. This was accepted as
the parclmollnt objecti\'e WclS speed. TIlere WdS,

said Klaus, neither time, money nor exper'tise for
enlerprises to be restructllred and properly \'al
ued before pri\".ttization.

Pri\,;uil..ation minisoies were sel up in IXltJl re
publics, the process being rtf'centralized Ii'olll the
stou't, M'UlaJ{el~ u. auullt ~,!J(XJ large elllt:lpnses
wen' reCJuired lO suhmit privatization proposals.
OlllSide proposals were also invited. By <.kluher

Privatization in the
Czech Republic and Slovakia

C zech prime minister Vaelav Klaus says
voucher privatization, whether it
succeeds or fails, will he noted in the

text-book.'i a.o; the lirst contribution of the Czech
school of ecollomic analysis. III tJle year before
the break-up of the federation on January I,
1993, vouchers gave Czechoslovakia a clear
lead among post-communist economies in
mass privatizatioll. It is estimated that 75% of
the adult population now own shares in
roughly 950 Czech and 540 Slovak enterpJises.

TIle Czechoslovdk \'Oucher progr.un Wd.'i two
and a half years in preparcltion. Czechosl(wdk citi
zens over 18 could obtain a \'(lucher lxX>k for 35
crowns at tJle loccll post ollice. To register tJ)(~

book and thns participate in the bidding li>r
shares, citizens were required to pay a funhcr
1,000 crowns ($35) as an administrcltion lee,
roughly one week's aver.Jge w.Jgc. 'nle plllpose of
the fee WdS to ensure that participaJlt'i t(x>k the
proposal seriously, not to let tJle state reap large
pmfits from privatilAltion.

Unlike the voucher proh'T.tm ill Russia, the
Czechoslomk voucher carried no cash denomi
nation and could not be tr.tded prior to n."bTisu<l
tion. TIle hook colltained 1000 points ill units of
100. A compuleliled systcm is Iinkt:'d to GOO hid
ding oUkes tJlroughOlIl Ihe COlIIIU")'.

Beyond vouchers, Czechoslov.tkia ust'd Ihree

March/April 1993 International Economic Insights



Seminar Explores Sequencing of
Refonns in' Fonner Socialist Economies
--- s fonner centrally plannedA economies immerse them
___ selves further in the details of

-their economic transfonnation, the
question now most commonly posed
is not whether to refonn' but rather
how best to structure those refonns.
Which steps effectively deepen and
sustain the refonn process, and which,
given limited resources and the intri
cate nature of the process, can, and
perhaps should, be delayed? _

The wide-ranging debate over the
most effective sequencing of refonns
fonned the basis of a recent IMF Eco
nomic Forum seminar. The discussion
presented both an economic and' a
political analysis of the process and
featured the perspectives of Peter
!sard, an Advisor with the IMF Re

search Department who was a mem
ber of the staff team working' with
Lithuania over the past year, and
Susan Woodward, a Visiting' Fellow
of the Brookings Insd'tution, who
will shortly be publishing a book on
Yugoslavia. Gerar~ Belanger, Senior
Advisor with the European I Depart
ment of the IMF, served as moderator.

An Economic Perspective
"A single sequence of individual re
fonns is not the right concept," Isard
observed. "It is better to think in
tenns of a set of economic ministries,
each needing Its own agenda and
timetable. For Lithuania, this entailed
separate menw and timetables for each
of a dozen or so different areas...
The appropriate sequencing and
speed of refonns may vary gready with
the circumstances of each :country.
"Countries that enter the refonn pro
cess with a functioning economy. and
without pressing macroeconomic
problems are unlikely to be interested
In undertaking radical changes
rapidly," he said.

, Tensions arise in the transfonnation
process, Isard noted, from three dis
tinct, but interrelated, needs: structural
refonn, macroeconomic stability, and
social security and political support.

In analyzi~g the proper sequencing
of refonns, Isard cited and agreed with
three basIC elements of the strategy
discussed by Stanley Fischer and Alan
Gelb ina 1991 article on the process
of socialist economic transition:
• macrostability should be emphasized
at the outset, becawe this is a neces-

sary precondition' to the successful de
velopment of market economies;
• countries should move quickly to
align internal relative prices for trad
able goods and services with external
relative prices, because appropriate rel
ative prices are critical for obtaini'ng
the appropriate 'allocation of resources
(hence the importance of price liberal
ization, trade refonn, and exchange
rate unification); and
• economies in transition can afford to
postpone labor market refonns and the
liberalization of financial markets.
Labor markets do· not work well ini
tially, as noted by Fischer and Gelb,
and state-owned finns will not have
the appropriate incentives to bid ratio
nally for labor. Likewise, the banking
system, which is often exc1wively or
predommandy state-owned, may be
needed to deal with state enterprises.

Isard: the'questlon of large state
enterprises shOUld be addressed early.

An early effort to lib'eralize the finan
cial sector by liberalizing interest rates
can, Isard cautioned, can be counter
productive. He also warned that a
banking system that starts out with bad
loan portfolios and tries to ration credit
by simply letting interest rates rise to
market-clearing levels' may invite un
intended, and unwanted, results.

Isard believed that Fischer and Gelb
had not put enough emphasis on an
other ele~ent of the strategy: very
early attention to the question of large
state enterprises. "The sooo'er we ad
dress the problems of these large state
enterprises, the better it will be for the
refonn process," he said. These prob
lems, he added, lie at the core of the
transfonnation effort, require a great
deal of time to· resolve, and ultimately
will be the key, to maintaining the so
cial acceptability of the process.



Isard noted that privatization is an

important but long-term process, and,

in the interim, appropriate incentives

will be needed for both workers and

management. Appropriate accounting

procedures must be devised to gauge

how well these enterprises perform,

and budget constraints must be hard

ened. This process of hardening bud

get constraints, which implies a dis

continuance of automatic subsidies,

does not require, he maintained. a

sharp cut off of all state support for

these enterprises. "If the state wants to

continue supporting enterprises and

builds that support into the enter

prises' budget constraints ex ante and

hardens constraints beyond that," Isard

argued, "it will still provide enterprises

with the right incentives." He noted,

moreover, that a hard budget policy

would not be credible or effective,

unless its implications were socially

and politically acceptable.

"In transforming the large state en

terprise sector," Isard observed. "gov

ernment has to play a fundamental

role." Restructuring would proceed

very slowly under a laissez-faire strat

egy, and the government would find

itself either having to support ineffi

cient state enterprises or having to pay

unemployment benefits to displaced

workers.

Jsard argued that it was better to

have government involved in either

identifying the restructuring needs of

state-owned enterprises or in catalyz

ing enterprises and outside experts to

identify these restructuring needs. He

was not, he added, advocating a return

to planning or advising government

interference in the emerging private

sector, but he cautioned that "unless

government is able to become in

volved and take an active interest in

getting other people involved in deal

ing with the large state enterprise sec

tor early, the transformation process.is

going to be very difficult indeed."

January 11, 1993 .

Woodward: too little attentIon has been
paId to the politIcal consequences of
economIc reforms.

A Political Perspective
Woodward made the case for leaven

ing the heretofore exclusively eco

nomic debate over sequencing with a

healthy dose of political reality. Too

little attention has been given to the

political consequences of economic

policy decisions, she argued. "The

creation of a market economy and the

creation of a democratic government

"are two very separate· but interdepen

dent processes, and market economies

will not succeed and long-term politi

cal stability will not occur without

democracy." She hastened to clarify

that by "democratic" she was suggest

ing not the narrow definition of hold

ing competitive elections but a deeper

commitment to the rules of demo

cratic competition and to peaceful

means of regulating conflict. It is es

sential, she observed, that all sides be

willing to accept temporary defeat,

whether in the courts or in elections,

with the understanding that they be

guaranteed the right to fight another

day and. be assured a free £low of

information.

Political considerations do matter in

a transition, she contended. Economic

change is profoundly political-it is a

redistribution of resources, and there

fore of power. And although much of

the transformation· process is directed

at the state, and at statism in eco

nomics, the government must provide

leadership for much ~f this reform

process. It must write the new laws.

extend guarantees. adjudicate con

tracts, define property rights, and ne

gotiate trade agreements.

Experience in Eastern Europe and

the former Soviet Union, which has

yielded economic patterns, has also in-_

dicated that there are political stages
that parallel their economic counter

parts. She examined briefly the political

consequences of macroeconomic stabi

lization and price liberalization: privati

zation: and structural adjustment.

Macroeconomic Stabilization arId Price

Liberalization. Woodward argued that

many of the economic refQrms in

tended to open up the economy car

ried within them the seeds of political

conflict. Ironically, early efforts to re

form socialist economies emphasized

decentralization, while the introduc

tion of market economies demanded a

recentralization of monetary authority,

often, she noted, leading to territorial

conflicts--something now attributed

to nationalism.

Highly restrictive monetary and fis

cal policies also led to conflicts be

tween presidents, who tended to be

politically most attuned to what was

socially acceptable, and prime minis

ters, who were often technocrats with

strong ties to outside organizations.

such as the IMF. Disput~s between

presidents and prime ministers have

prompted delays in the drafting of

constitutions in several countries, in

cluding Bulgaria. Poland, and Roma

nia, which have wrestled with the at

tendant legal and political questions.

Woodward also cited the conflicts

created between governments and

those who could organize wage earn-
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ture for. In answer to a question from

the audience, Woodward expressed
concern that domestic and external se
quences were out of sync. Comparing
the economic reforms of southern Eu
rope (Greece, Portugal, and Spain)
with those of Eastern Europe. she
noted that "a promise of European
Community membership was offered
if the southern European nations met
certain criteria after ten years. That
promise made all the difference politi
cally." There have been no promises.
she added, forthcoming for Eastern
Europe. "Their trade agreemencs are
for 'four years and then we will see.'
They have built in uncertainty rather

.... than incentives."
Overall, Woodward argued, se

quencing in these countries will de
pend on more rather than less state in

volvement, particularly where econ
omies are lagging further behind and

resources are scarcer. She reiterated
her grave concern over hyperinflation

and asked whether there could not be
a "reasoned reconsideration of the
economic refonn packages and se
quencing in order to incorporate the
real circumstances of these countries."
These countries need new ideas rather
than marginal adjustments in allowable
budget deficits, she said.

Gerard Belanger, Senior Advisor In the
IMF's European I Department, served as
moderator of the seminar.

ful, she noted, to use their power to

choose among contending requests for
licenses to gain votes-something that
has wryly come to be dubbed "the

Chicago model. " Privatization also

raises questions of citizenship, because
it unavoidably entails decisions on
who has the right to own property.

To date, however, privatization has
functioned most successfully in in
stances of restitution, although restitu
tion itself has occasioned an enormous

number of legal. battles and delayed
agricultural production.
Structural Adjustment. A critical polit
ical question under structural adjust
ment has been bankruptcies. How

quickly should they be allowed and
what legislation is needed? The temp-

o tation for political authorities is to

slow down bankruptcies in order to
gain votes. Safety-net issues also pose
difficult political questions: what
should be done· about housing, child

allowances, health care, and personal
sense of worth?

Per~aps the primary problem for
structural adjustI11ent is foreign trade
links-if is' difficclt for transforming

economies to know what to restruc-

~-12-----------------------------------Ja-n-u-ary-1-1,-1-9~~

ers, and conflicts that have developed

within coalitions, as carefully assembled
political support has begun to unravel
amid disputes over unemployment or
pensions, for example.

Most serious, Woodward con
tended, was the causal link she argued
existed in the socialist reformed sys
tems between the pressures created by
macroeconomic stabilization programs
and hyperinflation. (Belanger argued
that the established link was not be
tween hyperinflation and financial
programming but between hyperinfla
tion and a very rapid growth of
money resulting from an inability to
control budget deficits.) Woodward
noted that hyperinflation had pro
foundly destabilizing social and politi-

. cal consequences for these countries
often forcing them to rely more

extensively on personal bonds (and by
extension, ethnic bonds) and fre

quently leading to increased crime and
greater social disintegration that fed, in

tum, into identity reformation and re
ligious revival.
Privatization. The more rapid the pri
vatization, Woodward theorized, the
more likely that managers in the state
enterprises would translate their posi
tion in the socialist economy into ad~

vantage in the new economy. And
"capitalization of the nomenklatura," she
said, had political as well as economic
ramifications in these countries. People

were generally quick to recognize who
was benefiting. Anticommunists often

attempted to slow the privatization
process precisely so that they could
allow those who lacked positional ac
cess to gain property rights.

Woodward observed that It IS Im
portant for these countries to decide

whether the purpose of privatization is
to expand revenue for their state bud
get or to infuse new capital into the
firms. The method chosen to pursue
privatization will determine who
gains. Local politicians will find it use-



Transforming Poland's
Economy

Early experience after the "big bang" of1990

Timothy D. Lane

In January 1990, Poland embarked on a bold
prL)gram of economic refonn designed to sta·
bilize an economy whose situation was
rapidly deteriorating and to move toward a
market economy. The stabilization objectives
of th~ program were highly ambitious in
thL'm~elves, aiming to bring inflation down
abrJ.lptly from near-hyperinflationary levels.
The attempt to build a market economy had
ie\\' historical parallels in its scope and rapid
iry. Combining these two objectives de
manded considerable boldness.

Because Poland was the first socialist
country to adopt such a radical program of
.~tabilization and refonn, its early experience
h I)r particular interest to other countries con·
templating market-oriented refonns, espe·
.,'ially the former republics of the Soviet
L:nion. Although even now the situation re
:-nains too fluid to pennit an overall assess·
ment, this article attempts to provide an ac·
((mnt of the program and an explanation of
the course of events during its fiscal year.

Background

The Poland of 1989 was not a textbook
case of a centrally planned economy. AI·
though most productive activity remained in
state hands, the private sector accounted for
more than a quarter of economic activity, in·
cluding most of agriculture. Reforms under
taken during the 1980s dismantled the struc·
ture of central planning and increased the
autonomy of the state enterprises-leading to
a situation that· was "neither plan nor mar·
ket," that is, an economy in which enterprises
were subject to neither the control of the cen·

10 Finance & Devewpment IJune 1992

tral planner nor the discipline of the market.
The increased economic efficiency that the
authorities had hoped would result from the
reforms did not materialize, and shortages of
many goods and materials persisted.

In 1989, the Polish economy had reached a
state of crisis. A "wage-price maneuver"
price increases accompanied by a smaller
wage increase--early in the previous year
had not only failed to correct economic imbal..
ances as intended, but also triggered a wage
price spiral. By mid·1989, monthly inflation
rates were close to double digits, labor unrest

was mounting, the state budget deficit was
burgeoning-the result of flagging tax· rev·
enues and expenditure overruns-and the ex·
ternal current account was deteriorating
sharply. In the face of worsening food short·
ages, the government decided in· August to
liberalize prices of most food products. As a
result, food prices more than doubled in a sin·
gle month. External debt also remained a mao
jor problem. The debt, which had had to be
rescheduled for the first time in April 1981,
had accumulated through the 19805, as inter·
est was capitalized-reaching $40.8 billion,
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The early attempts at structural refOn!;

were encouraging, but also re\'ealed the enor
mous practical and political dlfficultle~ in
store. A pnvatization law emerged af1er pro
longed parliamentary debate and comprll'
mise. setting the ground rules ior pm'atlz;\·
tion of enterprises by publIc share offermg
An antimonopoly office wa~ establI~hed anc:
set to work addressing a broad agenda oj
breaking up the monopolies assembled by thl'
central planners. as well as respondIng tu
complaints about monopolistlc praCllce~. It:'
resources. however, were tiny In relatIon tu It:'
agenda. A program offinancial sectnr mod·
ernization was begun. but the ~()l\'t:ncy uj
banks remained in doubt. Clearly. t'\'en with
widespread agreement that the general dlrL'L'
tlOn of refonns should be toward a markt·:
economy. determining the detaib oj the~t· re
forms would be a politically charged proCf':':'.
and one whose results were fraught wlth un
certainty,
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such a situation begged an explanation, but,
as discussed later. there were no clear or im
mediate answers on how this output decline
should be interpreted. Two favorable develop
ments in the program's financial perfor
mance-the surprising improvements of the
government budget and balance of pay·
ments-made it easier for the authorities to
continue with the program: Both the external
account and the budget swung from deficit
into a sizable surplus (see Charts 3 and 4).

The transfonnation to a market economy
also began, Shortages disappeared: instead.
there was talk of finns "hitting the demand
barrier." Seventy percent of retail outlets were
sold off to private individuals. as were most of
the trucks used for road transport. There was
also a surge in informal private trading activ
ity, Street markets sprang up, offering con
swners an ever-expanding range of products.
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Early results of the program

The program that was adopted combined
monetary and fiscal stringency with other
measures: the exchange rate was fixed as a
nominal anchor: wage increases were limited
to less than InflatIOn: prices of many producer
and conswner goods were freed. with sub·
stantial Increases in administered prices, no
tably energy prices: the zloty was made con·
vertible for trade in goods and nonfactor
services; most trade restrictions were disman
tled: and the authoritIes initiated a number of
structural reforms. IncludIng the breakup of
monopolies. privatization. and financial sys
tem modernIzation.

The early results of the program were noth·
ing if not dramatic. Inflation was brought
down successfully from the verge of hyperin
flation. after an initial corrective price
jump---80 percent in January 1990-but then
lingered at levels around 5 percent monthly
for most of the year. Measured real wages de
creased sharply (see Charts 1 and 2). But what
was more astonishing and a source of deep
concern was the dramatic drop in measured
output-by 30 percent In the first half of 1990
compared to the level a year earlier. Naturally

nearly five times Poland's annual exports in
convertible currencIes. by the end of 1989.

The critical economic situation. together
with electoral setbacks, led the communist
government to embark on the Round Table
dIscussions to detennine the country's politi·
cal future. Thesl' talks. which began in April
1989. included representatives of Solidarity
and other political partIes. In September, the
coalition government, in which Solidarity was
accorded a major role, gained power; this
government-the first in decades to enjoy
broad popular support--had to devise a new
set of economic policies. It decided to try to
stabIlIze InflatIon quickly and. at the same
time. begin a radIcal transformation to a mar·
ket economy.

W'W7< .. ..



because there was mounting pressure to "re
activate the economy": interest rates were cut,
and an unlimited amount of credit was pro
vided at preferential interest rates to finance
the harvest; government expenditures that
had been held back earlier in the year were re
sumed; and the wage control law was soft
ened. In addition to these explicit policy
changes, some automatic forces were at work.
The wage control law, which stipulated a cu·
mulative wage norm, pennitted wages to re
cover some of the ground they had lost earlier
in the year; the zloty appreciated in real tenns,
as the exchange rate remained fixed against
the US dollar and inflation continued; and the
budget, which early in the year was boosted
by tax revenues accruing from temporarily
high enterprise profits, began to weaken as
this temporary boost ended.

As a result, inflation resurged, bouncing
back from below 2 percent monthly in August
1990 to average 5.5 percent monthly over the
fourth quarter. There was also a small in·
crease in industrial output, which was about 4
percent higher in the second half of the year
than in the first half. By the end of 1990, infla·
tion stabilization was still incomplete, while
the level of economic activity (as measured by
real GDP) was an estimated 12 percent lower
than the previous year.

The financial program

At the core of any successful stabilization
program is a solution to the fiscal imbalance
that is being financed through inflation. In
Poland, fiscal adjustment was complicated by
some particular features of the economy. To
begin with-as is typical in socialist
economies-the tax base consisted almost ex·
clusively of the state enterprise sector: taxes
and transfers from the state enterprises, in·
cluding banks. amounted to about 90 percent
of the revenues of the state budget. This
meant that the profitability of the state enter·
prises was the key to fiscal balance. A second
element was the enonnous quasi·fiscal expen·
diture. namely the large implicit subsidies
provided to enterprises by banks' lending to
them at negative real interest rates. Both fis·
cal and quasi·fiscal expenditures had to be fie
nanced by tax revenues and seignorage.

The logic of the financial plan for 1990 was
as follows. There was a large cutback in gov·
ernment spending, particularly on subsidies.
Interest rates were moved to levels projected
to be positive in real tenns, with the intention
of eliminating the implicit interest subsidy.
Revenue measures were carried out, with a
view to increasing tax revenues from a given
tax base. Another crucial element of the fiscal
equation was the incomes policy-restraining
wages would increase enterprise profitability

and thus raise tax revenues. Together, the
program was intended to bring the budget
from a large deficit into approximate balance,
while stopping the erosion of the real value of
zloty money associated with seignorage.

In the event, the perfonnance proved better
than expected. Three circumstances played· an
important role. For· one, the higher·than-ex·
pected initial inflation resulted in capital gains
for the enterprises on their inventories, which
led to higher tax revenues. A second element
was interest rates: In January 1990, banks
raised lending rates to as much as 55 percent
monthly, compared with the National Bank's
refinance rate of 36 percent. Since deposit
rates stayed much lower, the spread gave the
banks huge (taxable) profits. A third surprise

At the core ofany
successful stabilization

program is a solution to
the fiscal imbalance

that is beingfinanced
through inflation.

In Poland,
fiscal adjustment was
complicated by some

particular features of
the economy.

element was wage policy. As the wage con
trol law limited wage increases to 30 percent
of the increase in the cost of living in January
1990 (and 20 percent in February through
April), the unexpecte:dly high initial inflation
resulted in an unexpectedly steep drop in real
wages. The extent to which this real wage de
crease reduced workers' real consumption
possibilities is debatable, since shortages of
consumer goods were eliminated at the same
time. What is not disputed is that it helped
raise the enterprises' taxable profits.

The unexpected budget surplus of the first
few months of 1990 could not last, however.
The extraordinary capital gains on invento
ries were a one·time event, which ended as in·
flation was brought down. The spreads be
tween banks' lending and deposit rates
shrank as the overall level of interest rates fell
with inflation, and as households shifted a
larger fraction of their money holdings out of
foreign currency deposits into zloty·denomi· .
nated deposits bearing higher interest rates.

Wages also recovered strongly, rising 42 per·
cent in real terms in the second half of 1990,
and this lowered enterprises' profit5.· In the
second half of 1990, the state budget recorded
a slight deficit.

The output collapse

During 1990. the most widely quoted eco
nomic figure in Poland perhaps was th(· de·
cline in output sold by state enterpn:,l':'
about 30 percent in early 1990 relative tv the
same period a year earlier. Opinions on how to
interpret this output decline differed wldel\' 
ranging from the view that it signaled an eco·
nomic catastrophe to the view that most oj the
output eliminated was essentially u:::crap."
The alternative interpretations imply diver
gent views on what lessons should be drav.l1.

Measurement problems. It is WIdely
agreed that these output figures cannnt be
taken at face value. To begin with, January
1990 saw a move from a shortage economy to
an economy in which markets were clearing.
Many goods of poor quality or unsuitable
specification that could be sold in a shurtage
economy, due to spillovers of unsatisfit·d con
sumer demand, could no longer be sold once
the shortages were eliminated. For somt· prod·
ucts, value added may actually ha \"to been
negative, because of their poor quality and the
wasteful use of energy and other inputs in
their production. Eliminating output oj such
products would actually be benefiCIa! More
over, the official output statistics cited in·
cluded only the state enterprises. an impor·
tant omission at a time when the private
sector was growing by leaps and bounds.

Demand side contraction. Manyecon·
omists, while accepting that the output de·
cline was not as large as officiall y ft·corded,
have recognized that there was soml' decline
and have sought to explain it. To begin with,
disinflation generally results in sonw decline
in output. This effect is often attribllltd to a
demand·side contraction. given prin: sticki
ness and sluggish expectations; pnce sticki
ness might have been particularly' Important
in the Polish context due to nonprllfit-maxi·
mizing behavior by state enterpri:::l.'s. while
the adjustment of expectations might have
been delayed by the public's (under~tandable)

lack of complete credence in the SlIt.Tt'SS of the
stabilization program. For these reasons, are·
duction in the rate of monetary expansion did
not immediately result in a proportional re
duction in the inflation rate. but in some per·
sistence of inflation and in somt.' temporary
decline in real output. This vie\\' would also
be consistent with the observed Improvement
of the trade balance and with the temporary
decline in money, and therefore creGn. in real
tenns.
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Challenges ahead

The achievements of the first year of the
program were considerable. They included a
substantial reduction in inflation and the end
of shortages; the correction of budgetary im
balances; the convertibility of the zloty for
trade purposes and substantial liberalization
of trade; rapid expansion of private sector ac
tivity; substantial progress in demonopoliza·
tion and small·scale privatization (notably in
retailing, road transport, and food processing);
and early steps toward the privatization of
large state enterprises. These achievements
seem modest only in relation to the program's
extremely ambitious goals and to the im·
mense tasks that lie ahead. By the end of
1990, there were continuing sources of anxi·
ety, notably the persistence of inflation; the
severity of the output decline in the socialized
sector; the emergence of unemployment,
which reached 8 percent of the workforce ex
cluding private agriculture by the end of the

Credit crunch. An alternative way of longed by the need for myriad adjustments, at
viewing Poland's output contraction is the the microeconomic level, from a shortage
idea of a "credit crUnch." Some economists economy to one in which the "demand bar·
have argued that the real contraction in credit' rier," as well as the risks associated with the
in early 1990, resulting from tight control of possibility of bankruptcy, are relevant.
nominal credit expansion together with the
large price increases, was'so severe that it im. Policy implications (
paired enterprises' ability to continue financ· Debate continues on which of these expla·
ing their productive activities. This is a sup- nations of the output decline carries the most
ply side explanation, in contrast to the view weight. These explanations have important
that a demand·side contraction was at work. implications for whether the program should
Real bank credit did fall sharply in the early have been designed differently, and thus for
months of 1990, continuing a trend from the whether other countries should avoid similar
latter part of 1989; this largely reflected the policies. The credit crunch explanation sug·
usual effect of inflation in demonetizing the gests that credit was so tight as actually to
economy. hinder the stabilization of inflation; the

Another way of viewing the same develop· monopoly explanation suggests that inflation
ments, however, is that inflation was erasing stabilization should perhaps have been post·
enterprises' debts in real terms;· the resulting poned· until vigorous measures to break. up
capital gains, augmenting enterprises' own reo monopolies had been undertaken. Some out·
sources, partly offset the decrease in the real put decline is to be expected from disinflation
credit. The decline in credit in early 1990 may in any country, though, and in Poland, this
also have been from an artificially high level might have been exacerbated by the unusual
that reflected enterprises' borrowing to pur· rigidities of the existing economic system. In
chase materials in anticipation of price in· addition, economic and social adjustment
creases. Moreover, over 1990 as a ,whole, costs are inevitable with such a major eco
credit actually increased in real terms, but the nomic transition and some decline in mea·
drop in output persisted. Therefore, although sured output would result simply from
credit may have played an important role in eliminating shortages. A more gradual stabi·
the 1990 developments, it is hard to believe lization might have reduced the output decline
that the real contraction of credit in January , somewhat, but might also have prolonged the
1990 was the main factor responsible for the high inflation: a rapid approach to stabiliza·
output decline. tion may have been needed to create the per·

Monopoly power. Other authors have fo· ception of a genuine change in policy regime
cused on the role of mo~opoly power in the and break the cycle of inflationary expecta·
state enterprise sector, arguing that freeing tions. Faster progress with structural refonns,
prices enabled enterprises to exercise their however, could help reverse the output de·
market power, cutting output and raising cline, by creating a framework in which new
prices. This argument should not be driven economic activity can emerge.
too far, however. Enterprises producing trad·
able goods but having a domestic monopoly
would not cut back their production, but only
channel. more of their total output into ex·
ports. Moreover, in cases where prices had ini·
tially been fixed below the market-clearing
level, so that there were shortages, even a mo
nopolist's response might be to increase both
price and output. Finally, it should be noted
that the freeing of prices in Poland was not an
abrupt move in January 1990, but a stepwise
process-in contrast to the decline in output,
which was abrupt.

Other factors. Another potentially im·
portant factor is the collapse of trading ar·
rangements in Eastern Europe and the disrup
tions in other countries. in the region. In 1990,

. their impact on Polish exports was offset by
various subsidies, so the volume of exports to
countries actually rose by 15 percent from
1989 to 1990, but in 1991 these developments
had a strong negative effect on the Polish
economy. The decline in output was also pro-

year; the transitory nature of some factors
that had aided fiscal adjustment; and emerg·
ing signs of popular impatience with the
program.

The events of 1991 have heightened fears
about the successful continuation of the pro·
gram. The disruptions in the Soviet economy
and the breakdown of trading arrangements
in Eastern Europe led to a slump in the shel·
tered sector of the economy that had special·
ized in selling to the Soviet market. This also
had larger than expected spillover effects on
other sectors 'of the economy. The decline in
the economy's GDP over the two years
1989-91 reached an estimated 20 percent.
Enterprises also turned out to be less prof·
itable than had been apparent, with the end·
ing of the transitory factors that had in·
creased their profits; many teetered on the
edge of bankruptcy, and the revenues of the
state Treasury fell off sharply. The refonn
program began to falter-notablY, the plan
for mass privatization of 400 enterprises was
delayed as the authorities feared that many of
the enterprises 'were not viable and sought to
avoid the social consequences of mass shut·
downs of newly privatized firms.

In the wake of the shocks affecting the fis·
cal position, it was difficult to reach agree·
ment on a new plan of fiscal adjustment to·
ward an agreed target path, and this in turn

made it impossible to maintain other aspects
of the stabilization program. In early 1992, the
Government faced a dilemma between calls
to stimulate the economy through increased
spending and concerns that the resulting bud·
get deficits would re·activate inflation.

The road ahead is a long and uncertain one.
Even the progress that has been made so far
is in jeopardy. Given the shocks that have oc·
curred, a resurgence of high inflation is possi·
ble; there is also pressure to slow down the
pace of refonn, and in some instances to re·
verse it. Maintaining the momentum toward a
market economy, without renewed inflation,
will require political cohesion, as well as con·
siderable patience. •

Timothy D. Lane
Canadian. IS atl Econmmst
in the lMF's Research,
Department. A graduate of
the University of Westrm
Ontario. he taught at
Mithigan State Unit1rrslty
before joining the lMF
staff
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Output collapse in Eastern Europe after the implementation of the
recent economic transformation programs has exceeded expectations by a wide
margin. This paper argues that a large proportion of the fall could be
explained by Wtrade implosion,w that is, a situation in which trade--both
domestic and international--is destroyed for lack of market institutions,
not just as a consequence of textbook changes in relative prices or move
ments along transformation frontiers.

We single out the credit market as one of the key underdeveloped
institutions in Eastern European economies and advance the hypothesis
that negative output effects associated with monetary contraction may be
significant when credit markets are underdeveloped, as evidenced in the
cases of Bulgaria, Czechoslovakia, Hungary, Romania, and especially Poland.

There are different ways to ensure that firms have access to the
necessary liquidity to operate at full capacity. An obvious one is to
adjust bank credit initially in order to ensure that "real" credit--in
terms of input prices--stays unchanged. Afterwards, credit could be as
tight as necessary to ensure the achievement of low-inflation targets. A
common criticism of this approach is that the initially easy credit policy
may impair the credibility of the program, making escalation from the
initial price into persistent high inflation more likely. Another criticism
is that credibility may be a function of credit tightness. Initially easy
credit may thus end up being treated by firms as a substitute for previous
subsidies. Since banks have no expertise in evaluating creditworthiness,
they may be unable to detect wbad loans w until it is too late; and the
central bank--to avoid financial panic--would be forced to monetize
enterprises' liabilities, jeopardizing the effectiveness of the
stabilization program.

Tight credit could, however, have a negative effect on credibility.
A single firm may be induced qUickly to ·put its house in order," but if
its managers realize that many other firms are in the same tight credit
situation, they may decide to postpone adjustment in the expectation that
the government will bailout everybody in trouble.

Another suggested solution to the credit-squeeze problem is a swap of
government debt for enterprise debt. Through this operation firms receive
government bonds, for example, in exchange for their own debt. However,
this solution may not be effective for a PCPEbecause there usually is no
well-developed market for government debt instruments.

Finally, a more gradualist policy, as in Hungary, may be followed,
involving a gradual dismantling of subsidies and a consequent smoother
increase in input prices. However, gradualism could detract from policy
transparency and lead to speculative behavior and may invite future
postponement of reforms.
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One, Two, Many Chernobyls
After the explosion and fire at the Chemobyl

nuclear power plant-an event that released
more than 15 times as much radioactive debris
into the atmosphere as the Hiroshima exp1o
sion-a huge sarcophagus was built to entomb
the obliterated reactor's ravaged containrr.ent
building. It was intended to last 30 years.

That was in 1986. Today the sheU is already
cracked and cnunbling. Russian and Ukrainian
on-site physicists and engineers believe it is
certain to collapse before the decade is out unJess
there are massive efforts to repair it or build

The nuclearpower
situation is only the tip
ofan iceberg of
environmental neglect
and devastation.
another structure over it. U it does coUapse, it
could release into the atmosphere many tons of
radioactive dust from the reactor's melted fuel,
which is by now solidified.

Although there was hwnanitarian help from
around the world after the Chemobyl disaster,
there has been no similar outpouring of technical
assistance. The IntemationaJ Atomic Energy
Agency, the United Nations body meant to deal
with such matters, has not visited the site to date.
Technicians-known eupbemistically as "hie>
robots"-sti11 inspect, repair and mooitor radiation
inside the deteriorating sarcophagus. They use
obsolete robotic and other technical equipment
and Jack adequate funds to do the job right.

Some estimates of long-term deaths from the

disaster reach into the tens of thousands. Almost
200,000 people had to be pennanentJy resettled
from the surrounding area, and IOOre than 50,000
square miles of choice fann1and (an area approxi
mately the size of Alabama) in the breadbasket of
the former Soviet Union were contaminated. The
disaster has cost more than $270 billion in lost
crops, lost electrical power and resettJement.

According to a November 1991 General Ac
coWiting Office report, additional billions of doUars
must be spent by the year 2000 for decontami
nation, resettlement and additional construction
efforts to prevent further radioactive contamina
tion. Contaminated grOWld water continues to
back up behind a concrete barrier near a reservoir
that supplies water to Kiev's 2.6 million residents.
Other emergency costs will have long-term im
pacts. For example, while no plans exist to
decontaminate the rich but affected topsoil, more
than 75,000 people continue to farm the land,
further propagating radioactive faUout into the
food chain and generating potentiaUy enormous
strains on already limited medical resources.

The Chernobyl disaster and its continuing
dangers pose monwnental political and economic
problems for Ukraine. ACOWlUy urgentJy in need
of economic development faces reduced agricul
tural output and productivity, an increasing strain
on a medical system already overwhelmed by
shortages of skilled personnel and the most basic
supplies, and housing shortages.

Further complicating matters is the question
of who is responsible for the costs of the cleanup,
Ukraine or Russia? One thing is certain: U the
sarcophagus at Chemobyl collapses, Ukraine's
beleaguered national govenunent will suffer a
aerious loss of popular support.

A1J for Russia and the other republics, they
could be facing Chernobyls of their own at any
time. Arecent GAO report-citing the absence in
older Soviet reactors ol the most basic safety

features, such as emergency core cooling systems,
protective stnlctures to contain radioactive releas
es and skilled personneJ--concludes that "many of
the 40 aging nuclear power plants of Soviet design
operating in the former Soviet Union and Eastern
Europe are viewed as too dangerous to operate
over the long term and have the potential to
create a Chemobyl-type accident. ..• Up to $50
billion may be needed to refurbish, repair or
replace [thesel nuclear reactors:

Particularly worrisome is the continued opera
tion of 19 Chemobyl-type graphite-moderated
reactors, which are known to be unstable at low
power output levels and whose design the IAEA
considers fwldamentaUy unsafe. Even Cherno
byl's w1damaged nwnber three reactor, which
the govenunent had shut down for safety rea
sons, has been reactivated. Its energy output is
considered increasingly critical, especiaUy in light
of serious problems in the fossil fuel sector of the
former Soviet republics' energy industries.

Moreover, the nuclear power situation in the
fonner Soviet republics represents only the tip of
an iceberg of environmental neglect and devasta
tion. The correction of these ills lies far beyond
the technical and fmancial resources of the for
mer Soviet republics. In conjWlCtion with a high
level Ukrainian govenunent review that identifies
inunediate needs and priorities, prompt and mas
sive assistance from the United States' and other
industrialized nations' governments and private
sectors is urgently needed to sustain continued
economic development and political stability of
the new republics. Improving the quality of life in
the fonner Soviet Union is intimately associated
with U.S. national security.

The writer is chiefofpolicy at the U.S.
Nudear Command and Control System
Support Staff. Department ofDefense.
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FOREIGN POLICY

Clinton on Diplomatic Tightrope
With New Policy on Bosnia

Lawmakers stand behind president's decision
but are wmy ofpossible troop involvement

was being contemplated.
Democrats generally

brushed off questions
involving possible troop
deployments as they en
dorsed Clinton's first
major foreign policy ini
tiative.

Hamilton, who had
consulted closely with
Christopher on the pro
posal, insisted that
"this is not a commit
ment of American mili
tary power to fight in
the Balkans; it's a com
mitment to enforce an
agreement that the par
ties themselves have
consented to."

By Carroll J. Doherty

Broad congres
sional backing
for the Clinton

administration's new
diplomatic initiative to
resolve the conflict in
Bosnia- Herzegovina
masked the concern of
many lawmakers that
the plan might ulti
mately achieve too little
even as it commits the
United States to do too
much.

Yet there was a
widespread sense that
because of past U.S. in
action on Bosnia and
the complex nature of
the crisis, the president
had few alternatives for
action. A Departure

Lee H. Hamilton, D- REUTERS With its strong em-
Ind., chairman of the A ~os~ia~ bah in Sara.jevodca~rles wood pa.~t a barren h~IISidehi~ J~nuary. phasis on a diplomatic
House Foreign Affairs T e city as een stnppe a trees as resl ents try to eat t elr ames. resolution of the conflict.
Committee, said the president and his Croatians - reach a binding agree- the administration's plan marked a de-
top advisers "had made a very impor- ment, the United States is prepared to parture from the muscular approach
tant choice: They've decided to en- participate in a multilateral military toward Bosnia that Clinton had advo-
gage U.S. power and diplomacy in action to enforce the accord. cated during the presidential campaign.
support of the peace effort." While Christopher declined to pro- And that drew criticism of a very differ-

In announcing the new policy Feb. vide specifics on possible military inter- ent nature from some Republicans.
la, Secretary of State Warren M. vention, some senators said they had As a candidate, Clinton had urged
Christopher said the administration's been told that the U.S. contribution to a the Bush administration to consider
objective was to bring a "just, work- multilateral force might ultimately in- multilateral air strikes as a means of
able and durable solution" to the con- volve as many as 10,000 troops. ensuring the delivery of humanitarian
flict and to ensure the survival of Bos- That prospect touched a nerve aid to Bosnia's besieged Muslims.
nia as a state. with some Republicans. "I'm deeply He was so insistent in raising the

Christopher outlined a six-point and gravely concerned - first, about issue of military intervention that for-
plan to build on the controversial what they will do and, second, under mer presidential spokesman Marlin
peace process spearheaded by former whose command they will serve," said Fitzwater once called Clinton "reck-
Secretary of State Cyrus R. Vance, Sen. John McCain, Ariz. "Are they to less." Fitzwater pointed to his state-
representing the United Nations, and be stationed at the airport like the ments on Bosnia to raise doubts about
Lord Owen, the former British foreign Marines at Beruit?" Clinton's competence to handle na-
secretary representing the European In 1983, 241 U.S. Marines on a tional security matters.
Community. (Box, p. 324) peacekeepi~g mission in Lebanon Clinton has continued to express

Putting some teeth into the U.S. were killed in a terrorist bomb attack. outrage over the notorious Serbian
support for the diplomatic effort, Chris- Christopher disputed a news re- practice of "ethnic cleansing" - the
topher said that if Bosnia's three com- port that he had used the 10,000 figure use of systematic murder and rape to
munal factions - 'Serbs, Muslims and in a conversation with Sen. Richard G. displace Muslims from wide portions

Lugar, R-Ind., although he did not of Bosnia. But the administration's
deny that sending in ground troops new policy places greater importance

322 - FEBRUARY 13, 1993 CQ



The Reluctant Warriors

The War Powers Resolution (PL 93·148) has two key requirements:

• "Within 60 calendar days after a report is submitted or is required to be submitted ...
whichever is earlier, the president shall terminate any use of United States armed forces
with respect to which such report was submitted (or required to be submitted), unless the
Congress (1) has declared war or enacted a specific authorization for such use of United
States armed forces, (2) has extended by law such 60-day period, or (3) is physically
unable to meet as a result of an armed attack upon the United States.

"Such 6Q-day period shall be extended for not more than an additional 30 days if the
president determines and certifies to the Congress in writing that unavoidable military
necessity respecting the safety of United States armed forces requires the continued use
of such armed forces in the course of bringing about a prompt removal of such forces."

.~! ~ '.. ..•• , '1

'. ". I " .'-':

are imminent."
Joseph R. Biden Jr., D-Del., a senior member of the

Senate Foreign Relations Committee, is expected to in
troduce legislation within the next several weeks to ad
dress many of the law's shortcomings.

Biden's proposal would extend the60-day period and
grant the president limited advance authority to use force
in implementing U.N. Security Council resolutions.

But Aspin was dubious about any efforts to revamp
the law. "It's always been assumed that to try to amend
it would be such a humongous fight and raise such
enormous hackles, and in the end it's not clear whether
you'd get anything much better," he said.

Congress and,the White House performed their cus
tomary dance around the issue when President George
Bush announced the Somalia operation in December.

The administration told congressional leaders that U.S.
forces would not be in jeopardy, despite the threat posed by
armed Somalis. "The statement is that there is no immi
nent likelihood of hostilities," House Speaker Thomas S.
Foley, D-Wash., said Dec. 4 after a White House briefing.

Foley's ready acceptance of that assertion indicated
that he shared the president's reluctance to trigger the 60
day countdown. Two months later, with no timetable in
place for withdrawing those troops, Foley still seemed to be
in no hurry for the House to take up the Senate resolution.

-CarTOll J. Doherty

• "In the absence of a declaration of war, in any case
in which United States armed forces are introduced

"(1) into hostilities or into situations where imminent
involvement in hostilities is clearly indicated by the cir
cumstances;

"(2) into the territory, airspace or waters of a foreign
nation. while equipped for combat, except for deploy
ments which relate solely to supply. replacement, repair
or training of such forces: or

"(3) in numbers which substantially enlarge United
States armed forces equipped for combat already lo
cated in a foreign nation, the president shall submit DEFENSE DEPARTMENT

within 48 hours to the Speaker of the House ... and to the president pro tempore of the
Senate a report in writing, setting forth ... the circumstances necessitating the introduc
tion of United States armed forces ... the constitutional and legislative authority under
which such introduction took place and ... the estimated scope and duration of the
hostilities or Involvement."

Congress' longstanding demand that it have a voice in
decisions to deploy U.S. forces abroad is frequently

summed up with an aphorism: "If you want us in for the
landing, we'd better be in on the takeoff."

But for more than a generation, presidents have not
been eager to invite Congress along, and most lawmak
ers have preferred to remain safely on the ground.

In recent months, more than 20,000 U.S. troops have
been dispatched to Somalia. The only action taken by
Congress on that mission occurred Feb. 4, when the
Senate - with no hearings - approved by voice vote a
resolution (S J Res 45) authorizing the deployment.
(Weekly Report, p. 277)

With the Clinton administration raising the possibil
ity of new U.S. military intervention ,in Bosnia-Herzego
vina, some lawmakers and foreign policy analysts say it
is essential that Congress become more assertive on
questions involving the use of force.

Morton H. Halperin, who is expected to become the
Pentagon's point man for U.N. matters, recently wrote
in The Washington Post, "Simple prudence dictates
that there be a clear consensus that includes Congress
before the nation goes to war."

But presidents have resisted sharing the responsibil
ity for sending troops into battle, and most lawmakers
seem relieved to hand such politically explosive deci
sions to the executive branch.

Halperin said Congress voted in 1991 to gato war in
the Persian Gulf only when
"public pressure for it to act
became too great to resist,"
adding that "members of
Congress prefer to avoid the
responsibility."

Complicating matters fur
ther, the primary mechanism
for congressional participa
tion in authorizing' military
action - the 1973 War Pow
ers Resolution - has been
consistently evaded by presi
dents and lawmakers alike. ,

During confirmation hear
ings for Defense Secretary Les
Aspin, Senate Armed Services
Committee Chairman Sam
Nunn, D-Ga., questioned the
law's relevance and its require
ment that the president with
draw troops from hostile action
after 60 days unless Congress
authorizes their presence.
(Box, this page)

"It's never going to work,"
Nunn said. "It's never worked
in the past; it's never going to
work. That automatic trigger
makes any president reluctant
to acknowledge that hostilities
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Clinton's Plail
But Christopher said that the ad

ministration, after consulting with
U.S. allies, had ruled out both propos
als.

Three countries with peacekeeping
forces in the former Yugoslavia 
France, the United Kingdom and Can
ada - "felt that their troops would be
gravely endangered if we lifted the
embargo on weapons to the Bosnians,"
the secretary said.

Similar considerations were in
volved in the decision not to press for
multilateral air strikes against Serbian
gun emplacements. "This. situation
has evolved a good deal," Christopher
said. "I must say it has gotten worse.
It is less simple."

Party Loyalty
Perhaps not surprisingly, Demo

crats tended to be much more optimis
tic than Republicans that Clinton's
plan might begin a process for bring
ing peace to the former Yugoslavia.

Sen. Joseph R. Biden Jr., Del., a
member of the Foreign Relations
Committee, enthusiastically sup·
ported the Clinton plan. He called it
"a clear-cut rejection of appeasement"
and praised Clinton on a "much·
needed act of American leadership."

Yet Biden previously had urged
much more aggressive steps. Last year.
he sponsored an amendment to the
foreign aid appropriations bill (HR
5368 - PL 102-391) that authorized
the president to provide up to $50 mil
lion in U.S. military equipment for
Bosnia.

And on the NBC News program
"Meet the Press" in January, Biden
had been sharply skeptical about the
Vance-Owen negotiations that the
Clinton plan attempts to bolster. "It
seems to me, absent the knowledge
that there is credible force behind the
assertions being made by the West as
to what should be done, nothing much
is going to happen," Biden said,

Though most Democrats lined up
behind their president, there were a
few dissenting voices. Dave McCurdy,
Okla., the former chairman of the
House Intelligence Committee, said in
an interview that the Vance-Owen ne
gotiations are "structurally flawed."

The probable outcome under
Christopher's plan, McCurdy said. "is
that we end up not being able to exert
real pressure on Serbia and we become
committed militarily in a way that
would have been my last resort."

The idea that U.S. ground forces
might be dispatched to a region whose
ethnic and communal hatreds date

REUTERS

The secretary insisted that the new
diplomatic effort is not intended to
"impose" a peace agreement on the
three factions, a.charge that has been
leveled at Vance and Owen.

The administration's initiative not
only represented a step back from
Clinton's campaign rhetoric, it also di
verged sharply from the tough policy
recommended in bipartisan congres
sional resolutions on Bosnia that await
action.

Identical measures introduced in
the House (H Res 35) and Senate (S Res
11) in January urge the president to
seek the immediate lifting of the U.N.
arms embargo against Bosnia so that
the Muslims can obtain defensive arms.

The resolutions also support the
use of air strikes to neutralize Serbian
mortars and other heavy weapons.
The Senate measure, which has been
referred to the Foreign Relations
Committee, won the backing of Dole
and Majority Leader George J. Mitch
ell, D-Maine.

President Clinton's
plan to help resolve
the crisis in the former
Yugoslavia, presented
by Secretary of State
Warren M. Christo
pher on Feb. 10, com
mits the administra
tion to:

• Bring "the full
weight of American di
plomacy to bear" on
the negotiations being Owen, left, and Vance talk about Bosnia with reporters

at the United Nations on Feb. 2.led by former. Secre~
tary of State Cyrus R. Vance and British diplomat Lord Owen.

• Communicate "to the Bosnians, Serbs, and Croatians that the only way
to end this conflict is through negotiation" in which each party must
"accept a resolution that falls short of its greatest goals."

• Work "to tighten the enforcement of economic sanctions, increase politi
cal pressure on Serbia and deter Serbia from widening the war." In particu
lar, the United States warned it would "respond against the Serbians in the
event of a conflict in Kosovo caused by Serbian action."

• Take steps "to reduce the suffering and bloodshed as the negotiations
, proceed." Clinton called on all parties to stop the violence, urged enforce
ment of the "no fly" zone over Bosnia, set up a U.S. team to urgently assess
humanitarian needs and pledged to seek a "war crimes tribunal at the
United Nations."

• "Do its share to help implement and enforce an agreement that is
acceptable to all parties." If such an enforceable agreement is reached, "the
United States would be prepared to join with the United Nations, NATO,
and others, in implementing and enforcing it, including possible U.S. mili
tary action."

• Consult with allies, particularly Russian President Boris N. Yeltsin.

on bringing peace to the war-torn
country than on rolling back Serbia's
territorial gains.

Senate Minority Leader Bob Dole,
R-Kan., said he was disappointed with
Clinton's plan "because it is far less
than the tough action he promised
during the campaign.

"His plan won't be near enough to
stop the bloodshed and ethnic cleans
ing, so I doubt the Serbs will back off."

Christopher said that the adminis
tration would work within .he United
Nations to try to enforce a "no-fly
zone" over Bosnia and create a special
tribunal to prosecute alleged war
crimes by Serbian forces and others.

The administration's acceptance of
the negotiating process begun. by
Vance and Owen, however, worried
Bosnia's Muslims and their U.S. sup
porters. The two diplomats had pro
posed that the country be divided
along communal lines, which many
U.S. officials said would reward Ser
bian aggression.
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back centuriea could, pr~ve ,troubling
for many in Congress.'

Aware ofthe sensitivity ofthat issue,
Clinton said at a "town meeting" near
Detroit on Feb. 10 that the pIan envi
sioned the United States becoming
"more involved in what is going on in
Bosnia, not in committing our ground
troops now or anything like that."

Complex Challenge
Although some lawmakers have

found fault with Clinton's approach,
more agreed with Christopher that the
administration inherited an immense
challenge in trying to develop a coherent
policy toward the former Yugoslavia.

The Bush administration came in
for considerable criticism for failing to
address the crisis until the country
had virtually disintegrated.

Christopher noted that Clinton had
said during the presidential campaign
that "an early and forceful signal might
well have deterred much of the aggres
sion, bloodshed and ethnic cleansing."

"Because those actions were not
taken," he said, "we face a much more
intractable situation with vastly more
difficult options."

Clinton also had to be concerned
with the impact a punitive policy against
Serbia might have had on u.S. relations
with Russia, which has longstanding ties
to Serbia. Many lawmakers have argued
that military action against Serbia
should be taken under the auspices of
the United Nations, but· Russia could
block any such plan with its Security
Council veto.

A critical aspect of the administra
tion's initiative was to invite Russia to
join the peace process. Clinton's newly
appointed special envoy for the nego
tiations, veteran diplomat Reginald
Bartholomew, was sent to Moscow for
discussions with Russian leaders be
fore meeting with Vance and Owen.

Perhaps the most formidable ob
stacle standing in the way of a tougher
policy was how it might play with
Congress and the American people.

Despite 'widespread revulsion
against ethnic cleansing and other hor
rors, the Republican reaction to Clin
ton's plan demonstrated that there is
broad apprehension over becoming en.:
snared in a messy Balkans war.

The administration's policy is "cred
ible ,because it doesn't stretch the sup..
port of the American people," said Rob..
ert E. Hunter, director of EuropeaI1
Studies at the Center for Strategic·8Ii(f,
International Studies. "The Americai1
people don't know why they're beiriJr.
asked to do anything at all." II
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Diplomatic Strategy on Bosnia
Leaves Many Still Skeptical

make sure that the aid gets to those in
the country who are starving and need
medicine." (Weekly Report, p. 322)

Since then, the United Nations cut
off desperately needed aid operations
in a show of frustration. The U.N. was
particularly angered by a Serbian
blockade of food shipments to eastern
Bosnia. But the crisis appeared to ease
Feb. 19 when U.N. Secretary General
Boutros Ghali ordered the resumption
of the aid operation.

On Arming Bosnia
Silajdzic said he hoped that Chris

topher would reverse his decision not
to press for an end to the U.N. arms
embargo for Bosnia. If the interna
tional community does not intervene
to "provide a measure of effective pro
tection for our people," he said, "then
minimum decency demands that we
not be denied the right to protect our
selves."

Biden supports that step, and a reso
lution (S Res 11) calling on the presi
dent to seek the immediate lifting of the
embargo has been referred to the For
eign Relations Committee. But Christo
pher has said that key U.S. allies oppose
the proposal. With Democrats reluctant
to press ahead with a resolution that
could embarrass the administration, its
fate is uncertain.

While Biden avoided any direct

criticism of the administration's
plan, a leading Republican
spokesman on the issue, Sen.
Richard G. Lugar, R-Ind., ex
pressed frustration with Christo
pher's heavy reliance on diplo
macy. Lugar, who has called for
the establishment of a huge,
multinational military force for
Bosnia, said he feared tha t the
negotiations would drag on "for
months and years" and that the
administration was "kibitzing
around the situation."

Former high-ranking officials
who testified before the Euro
pean subcommittee were vocal in

REUTERS attacking the administration's
Russian Cossack soldiers, above, have joined Serb initiative and urging U.S. mili-

forces in Bosnia as volunteers. tary action.
The former U.S. permanent

representative to the United Nations.
Jeane J. Kirkpatrick, said former
President George Bush and Clinton
share the blame for allowing the crisis
to fester. "It is a bipartisan problem,"
Kirkpatrick said. "And I fear it is rap·
idly becoming a bipartisan failure."

A particularly harsh assessmen t of
the administration's initiative came
from Christopher's Carter administra
tion colleague, former national secu
rity adviser Zbigniew Brzezinski, who
testified Feb. 18 before two sub·
committees of the House Foreign Af
fairs Committee.

"The powerful rhetoric used by Sec
retary Christopher to justify the U.S.
engagement was, much to my regret,
refuted by the toothless and essentially
procedural steps that then emanated
from the rhetoric," Brzezinski said.

In the House. Indiana Rep. Frank
McCloskey has emerged as the sharp
est Democratic critic of the Clinton
plan. Appearing Feb. 19 at a news con
ference with Silajdzic, McCloskey
said that the United States and its
allies had responded to Serbian atroc
ities with "hypocritical diplomacy."

"To the people of Bosnia," Mc
Closkey said, "the message has been
... stay where you are and reach some
compromise with the thugs who are
slaughtering you and raping you and
starving you." •By Carroll J. Doherty

F ervent hopes in Congress
for the success of the Clin-
ton administration's new

diplomatic initiative for Bosnia
Herzegovina are tempered by the
grim reality of a war that has
proved stubbornly resistant to
negotiation.

And there is a sense that the
administration's policy is in
jeopardy of being overtaken by
the deteriorating situation on
the ground in Bosnia, the former
Yugoslav republic where brutal
ethnic conflict has raged for
nearly a year.

The Democratic chairman of
the Senate Foreign Relations Eu
ropean Subcommitee, Joseph R.
Biden Jr., Del., has backed the
administration's plan despite his
past calls for much tougher steps to
counter Serbian aggression in Bosnia.

But by hosting several critics of the
administration's approach at his sub
~ommittee Feb. 18, Biden clearly con
veyed his continuing concerns. Per
haps more significant, Biden also took
the unusual step of inviting Bosnia's
foreign minister, Haris Silajdzic, to
testify.

The urbane foreign minister de
scribed a "surrealistic situation" in
eastern Bosnia, where about 200,000
Muslims have been besieged by Ser
bian irregular forces. Those who have
escaped from the siege "tell us the
horror story of starvation," he said.

The Pentagon reportedly is consid
ering a plan to parachute relief sup
plies to civilians in eastern Bosnia,
which would deepen the involvement
of U.S. military forces in the conflict.

But a Pentagon spokesman said
the air-drop proposal, which drew
Silajdzic's strong backing, "may not
be a feasible option" because the relief
flights would need to be protected by
U.S. military aircraft.

In unveiling the administration's
initiative Feb. 10, Secretary of State
Warren M. Christopher said the admin
istration had "not ruled out quite deter
mined steps that might be taken to

394 - FEBRUARY 20, 1993 CQ

BEST A VlJ./LJl.EJLE COpy



, OP-EO II ..... / ).'\ ", .. \ /'/,/1. fl. /'1".

__()n_~_~_~~.n~,
A. M. ROSENTHAL

A111ericas
Allies in
Serbia

rr you have ,allY ideas alJoul new
opllons 10 Serbia and Bosnia. lhe
Presidelll said on lhe phone after Ihe
summit lalks, lei me know. So I did.

The answer popped oul: Mr. Presl'
denl, please get your Admllllstralion
and Ihe Weslern alhes 10 pay u 101
more allenlion 10 Serbian democrals.

They hale whal lheir governmenl
IS dOi~g. PUI your arm around Ihem
and lei lhe world see, give Ihem lhe
legitimate ,lid lhey need to be heard
al home and abroad. It won'l endlhe
war 10 Bosnia. BUI if Ihe war does
end, Weslern allenllOn now 10 Ihe
democrals againsl Serbia's "ex"·
Communisl rulers mighl prevenl lhe
fighling from slarting all over again.

I had been speaking from New
York 10 a Governmenl oUicial on Air
Force One jusl aHer it look orr from
Vancouver when lhe Presidenl
walked into lhe comparlment. He
picked up lhe phone so I could ask
aboul Ihe summit. I do nol wanl 10
hear anolher press complaint aboul
lack of access 10 lhe President, nOl
one more word!

I asked whal he and Presidenl Vel·
lsin had said 10 each olher aboul lhe

For Clinton, a
Presidential

option.

Bosnian Serbs' rCJecllOn of Ih"
Vance·Owen peace plan. As long as
Ihal rejerlion slands, Ihe peace nego·
lialions are III a dead end; Ihe killing
goes on. .

Mr. CIIllIon s.ud Ih.1t Mr. Yt'1lsill
told him Ihal he would do c\'('rYlhlng
he ('(lull! In Ihe week or SCI ahrad IU
pcrsuade lhe S('rbs to (·h.IIlAe lhelr
mind. Thai will lakt.· ('Our.II;('. HIS

e-nemies bilck Ihe Scrbs CIS brollll'r
ShiVS and are bealing him hard wllh
Ihal emotional slit:k. HUI Mr. Clilllon
said he beheved MI'. Vchsin would
carry OUI his word andlry hard.

Meanwhilt', Presidenl Clinlun said,
lhe U.S. will take a look al its options.
I had been lold before Vancouver lhut
Ihey could include pushing Britain.
France and Russia 10 approve lifting
Ihe arms embargo againsl lhe Bosni·
an Muslims and riercely lighlening
Ihe sanclions againsl Belgrade 
maybe CUlling orr inlermuional com·
municalions, a deep·freeze isolalion.

No - no change in the ClinlOn
policy of nOI sending U.S, ground
lroops excepl perhaps as peacekeep·
ing forces, and Ihal is nOl yel decided.

Now, American laller-day hawks
dende IimilinK mililary aClion 10
peacekeeping forces. They say it is
Presidenlial passivilY.

HUI Ihey choose 10 ignllre some-·
lhing obvious. IC peacekeeping for(;(~s

ilre sent, and I Ihink Ihal much willl>c
essential, il carries Ihe unavoidable
risk of involVing U.S. lroops in fighl·
mg.

IC Ihe Serbs break Ihe peace U.S
Iroops cQuld rind lht'mselves nol on
peacekeeping palrol bUI in peace·re·
slormg combat.

For Ihal reason alone. slrenglhen·
ing a Serbian democralic mov('menl
Ihill wouldl>c opposed 10 breaking Ihl'
peace becomes an American security
objeclive.

And Ihe movemenl exisls. I.asl Dc
cember il gOI 34 pen'en! of lhe vol<'
againsl President Siobodan Milose·
vic, who harassed and blankeled Ihl
opposilion Ihrough Elcclion Day. II
was like gelling 34 pt.'rcenl againsl
Mussolini.

Think of Walcsa and Havel, I sug
gesled. Withoul slrollg Weslern back
ing and daY·lo·day allenllon, could
Ihey have Iivedlhrough C.ommunism.
leI alonl.' moving from house arresl 01
jail 10 presidencies'~ They do nOI
lhink so.

But for Serbian democrals, no pull·
lic embrace. Since no one person IS

world·famous, all arc virlually Ig·
nored by fureign govern men IS . am!
press, neally perpelualing obliVion)
Whcn Itll'Y nee-ued a lillie help - a'
new TV Iransmillcr so Ihey could be
h('ard uy vOlers oUlslde Bell::rade 
Ihe U.S. 11Inwdlhcm down.

H.ereive Ihem. Mr. Presid('nl, gl"
Ihe Sc'crelary of Siale or Ihe 1l<t1lOmll
securily adviser 10 receive Ihem 
wilh phOlographers. Help 'hem tell
Ih('ir slUl'y 10 lhe Imp0rlanl Amen·
ran S('I'I) community. Milos('vlC'
rellches Ihem all right, Ihroul-lh salel·
hie IJroadcasls.

The besl speerh of Ihe U.S. Presi'
dl'nllal campaign, for me, WlIS one 111

Milwaukee by Mr. Chnlon saying Ihal
in Amenca's inleresl .supl)orl for
demornlll(' mOVeml'l\~S w~uld be
basic 10 his foreign polity.

lie oughl 10 make lhat kind tlf
speech again soon. lhis lime spel'lla·
cally aboul Serblil. II mlghl shake lip
all Weslcrners whu S('illTh OUI dt.'",o~

, erals eVl'rywhere in Easl<'rn Europe,
Asia lind Ihe Middle Easl, ('vcry·,
where bUI Serbia. .

I did nOI Ihink III IIjilkl'lhal partit'li'
lar suggestion 10 Mr. Clmtoll. So I illll

pUlling it in wnllllg now, Jilst in ('use I
haplX'n not Iu he UII Ihi' pholle 1h" nelll
lilllC hc sirolls Ihrough All' Forn'
On.::.
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Shrink Bosnia to Save It
By John J. Mearsheimer

CItICAGO

T
he Vance-Owen plan
fur peace 10 the former

. Yuguslavla IS air.e.adY
a failure. The Bosnian
Muslims dislike It and

. have. accepted it
grudglOgly. The Serbians thum;" their
noses at il; their response is ex-'
pressed 10 the horrors they< are in
lli('tlOg 10 Srebremcaand the rest of
caSlCrn. Bosnia. Only the Croatians
have endursed the plan with any en- .
lhuswsm.

Yel the need· for peace is more
urgent than ever. Without II, the mur·;
der of Busma's Muslims will continue
and the war will likely spread back to
Cruatia and onward to· Kosovo. This
carnes with it the threat of escalation
beyond Yugoslavia's borders.

The best hope for peace is a more
ambilious plan, backed by the U,S.
and, il IS hoped, the United Nations.
The plan should be based· on three
maIO considerations:

First, ethnically homogeneous
states must be created. Who can serio
ously believe, afterall the inter-com·
munal slaughter, that Vance-Owen's
Bosnian state of 10 multl-ethnic but
semi·autonomolls provinces would be
stable? We should create instead a
Bosnian state peopled almost exclu·
slvely by Muslims, a Croatian state
for Croatians and a Serbian state
mllde up mainly of Serbians.

Creating homogeneous states
would require drawing new borders
and transferring populations. Cro
iwuns, Muslims and Serbians would
have to concede territory and move
people. For example, the Serbians
might acquire Krajinll 10 a finlll set·
tlement but cede Kosovo to Albania,

Furthermore, a new Muslim state
aboul a third the size of the present
Bosma must be created by concen·
trating Muslims - now scattered
llnoss the region into central Bosnia.
Remaining Bosnian territory should
he given tu Croatia and Serbia. Per
haps one million people - approxi·
mately 600,000 Muslims, 300,000
Serbs and 100,000 Croats - will have
to move. Many others have already
relucated.

Critics will say that altering bor·
ders is a bad precedent and that in
many instances it rewards Serbian
llggression. The unpleasant truth Is
that some borders are untenable and

Juhn J. Mearsheimer, professor of
politIcal sCIence at the University of
Chical:0, is a visiting scholar at Har
vard's Olin Institute for Strutejlic
Sludle,~.

preserving them causes cunflict, ·nol
peace. Moreover, Whether we like it
ur not, borders in the Balkans are
going to change. Serbian military
power has seen to that. Wouldn't it
make good practical and moral sense.
to organize and plan the border
changes rather than to allow the chao
os of war to decide them? Wuuldn't it
make beller sense to move popula·
tions peacefully rather than at the
end of a ririe barrel?

Second, a comprehensive settle·
ment must address problems across
the Balkans. The Vance-Owen plan
focuses on Bosnia while ignoring the
conflicts in Croatia and KOSOVQ. But
settling conflicts one at a time will not
facilitate peace; instead it will proba·
bly encourage Serbian aggression.
The Serbians prefer to operate in one
region at a time. They do not want a
multifront war. Stopping the fighting
in Bosnia will only make II easier fur
them to turn to Kosovo. After all, the
January 1992 cease-fire with Croatia
gave them a free hand in Bosnia in
April 1992.

Third, the U.S. and liS allies must

threaten tu lise force to gt'l lhe Serbl'
ans to go beyund VaJIl'L"()W('n and to
settle un IhlS ambitious pl'ln.1 he gOlll
should be to make thl' Sefbians, as
well as the other ethnic groups, un
derstand that the alternative to a
peaceful settlement IS it long and

Create three
separate states

for Serbs, Croats
and Muslims.

bloody war Willi IlO WlOllcrs.
H Seruill docs not alTl'pl a sClllc

mcnt, the U.S, should bypass Ill(' U.N.
a rills embargo and send weapons and
ammunitlun \II III(' l!osllliin Muslims,
the Croatians and p(~rhaps IIll' Albam·
ans. ThiS slTategy would ('usI Amer·
I('a few lives and lillll' muncy, It

woulll alsu lurn lIJl thl' heallJll Sl'I'l>I<I,
pUlllOg II III lIw POSlllOIl of havlIlg 10

fighl a Ihn'l·-Irolll war. ThiS CIiTlI/lI·

slallee ,IIon(' !>hould (Tl'all: a powerful
inc('nllVl' for peace. If lIul. at least II

would alluw the Muslims III Bosma
and Kosovo to defend Ihemselves.

Thl' lhreat of U.S. air puwer agamst
the Serbian Army should be held III

al>eyance. The emphaSIS should be un
lelling Serhla's enemies halance the
Sl'rUlans. Under nu ClrcumSI ances
should lhl' U.S, send ground furces 10

the Balkans, even as part 01 a NATO
pcacekeepmg force.

Of eOllrS(~, mc('ntlves Will be Ill'eded
to galll a sNlIcmcnl. The U.S. and liS
allil's miglil a('('epl lhe pnncipll' of a
grealer Sl'rhla and help ('n~all' II wilh
burder changes ilnd populalllln I rans
fers. Tlll'Y shuuhJ also prollll'" III lill
econOlllll: Sillll'IIUIlS illlll Ill'rhilps ('VI'II
til helJl rchulllI lhe Sl'rhiall ('('onoIllY

But as WI' havl' leanwd ;.tfll'r <il·
most lwo palliful yl'ars, 1I1l'L'n1lVI'S
alol\(' will lIul lin Ilw lnrk. Ih'gll'll,l
hly, hvl's can lie savpd 10 Ihl' Ualk'lI1~

only hy lhrcalenlllg lu lake lives l ~
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Henry Kissinger

Avoiding theQuagmireirtBosriia
As. a way to devise an honorable diplo- .. mentioned, half of whom would be sup- already clear that Russia's attitude ii not

matic role for the United States backed by plied by the United States. ' ..' identical' with America's, nor can it be.
nonmilitarY, largely economic pressures, U.N.-enforcement has a plausiblering'~Serbia has been Russia:s most depend·
the· Clinton admimstration's position on - to it. It derives from the Wilsonian notion',' able historical ally. Russia went to war in
the Bosniail negotiations' is' extremely', of 'collective security, which aSl!umes ." .defense of ~rbia in 1914, even though

· ski1lfU! and deserYes support; Yet we·must \. ,that on jsauesof pe3ce,·the.interests of,; Russia had no national interest in the
:~ ~ take care lest itsentorcement provisions ,all key actors and thei~.willingness to', immedia~e issue... .' .. '

.. land ~.United.Staes·in a··J'!lorass.froml ~";'" .;'" ,. ,,~\.> • • ... ' The 'present Russian gov~mment, al·
·. wNch extrication will be cl.ifflCull., . ':-;'" _. , . ,.' ' .... . I. ,Jeadyunder attack for neglecting its na·

'. ':: For Ibr~ia is"nllt f·: natlon.i!! all'j,'.,,P l'l t: .. ,: '".' ",t,' ",;' ;'tiMal interest and for excessive subservi-.
,c' except a .• ge(lgraphic.· s,;mS".:·It.:iS~~n:~t.·~· ,..LiO."ee..~v~'.~e9.f~Tlc;y· ...; ,,:,ei\c~.tothe, ~nited S~tes,'is i~ no position

, : posedof Gl'eek.Qrthoc~xSCrb8, Cilti100p ,,.,'. ": -";c", 11 l' '. "', ,'to t:nnc real p~essure on Serbia. We must
: ',Croah, andCrC?6t!l •.nd~r"s,wL) linGer :.,=assr1miJ8.jJf.Ji,a .~,~.: ',' 'take.care net to r;,create in thE: name of'
:. ;Turklsh ocCllpauon'cnnvtrted ·fo.,Is!;~n: . :.' "t' .. ': t"· "'d' .,';.: .°Z' ''''',\': enforcement the tlignment prior to World·',
" .' There are,r.o Bo3ni~n'q~;r se:krcrnains .",n 'eres san St'm, ar·: "':Wad; with the Catholic regions of Croatia
'~: amysterjwhy itsh(luld'e\~erhave ~n::.:· "'ll"~ "'.'; ..,. .... ;/ .. t" k" ",' ,.and Slovenia,,~ the Western side; Greek·

,th~ught thauhesame,ethniC groups. that 'Wl rnglleSS: 0 {J e, . Orthodox Serbia supported by RUSSIa, al~d.
': had.' reCused to. coexist in a )eIatively. t "'k "''T'L''':' ~ ,.,' ' . . :". ~ ..'.Bosnia a no-man'$·~nd inbet.".een. :,

'large:Yugoslaviawouldbe ab~ to c~xist ','ns "S., 'J-natlS" :..,' ,.".', Like millions, 'hm disgusted by Se~iaJl:

•. :~ ~~~. ~:~Iu'ti~n~~~u~' ~~e ~n.a,;·ediphaticaiJYnot 'the:~ .. ,:~:U}~~t~ ~::r'tt~rh:~:1:~~:a~~~:}
• U.N.: QC European Conununity trust~'··· '. 0: B' o. . . .', " ,~rpinorities. He is righrto invoke ,the im~
_ Ship for ~, which would, have per-CaSe In. osnla.· '. ·'.pact On our co~iences oraccepting·such

nutted the introduction ol an internation- ,.,' ;.?' . ,< ..' . bni~ty. And yet, when. American livea" ,'.
,. al .fo~ce•. Because '. none' of .the various . take risks rUn ~ra11CJ. That is emphati- '.are .being risked, American foreign policy.

~'~ natio~lities would. have had to ~ubmit to caJlynot'the case in B9Snia, however, ,',.must· defme the national interest being
. each.Qther. but toa presuma~ly neutral .~ where not all countries-and surely not. served. .In. this world. oC upheaval,. there,
· ~ternational authority, .~s· might' h~v~ : ',~aU pa~~es-:Perceiye. the'~me threat ct .. ,are. many events offensi~e to ourval~~s in .... > .'

etther prevented or ameliorated the Civil are wtlhng to nm similar nsks. .which we are W&ab.le to Interpose military' "
-,war:' Bu.t,. t~ believe. that the appalling Precisely because' of the stopgap 03:.' - force and for the easing of whic~ we applY'.:
r~ults' of that: ~o~f1ict can now be re-· tureof the Vance-Owen plan, enforcing . ,many measures short'?f wa~. Some of . .
versed by a. neg~tlated settlement that - ~t on' the ground could tum into a night-: .~se m~ures .are·availab.1e In Yug~•

.. all .~he .parties, an. Secretary of State' mare. The Serbs will, no 'doubt, seek to' VIa-the tightenang of sanctions 00 ~rbaa,

. Warr~n Christ9~~r's ~or~, ~ould :-Vol-, link their 'enclaves together' and sooner f?r ~ple. Bu~ the near.~rmanent Ita·'
untariJyembrace l8~ 111~~on, ,,'. , • or later join their area to Serbia itself in tlO~g of Amencan forces In tJ:ie Balkans

There are two baSIC military options. quest of their centuries-old dream of a' .reqwres a clearer demonstration of the
"One would be, massive pressure to undo greater Serbia. The Muslims will at- national interest. ' .
the Serbian gains of 'the past year-and ~mpt to reconquer territories· from. Any U.S. participation in enforcement
redraw the borders in the plan proposed which their populations were expelled:- should be confined to aerial measures. It
by Cyrua Vance and Lord Owen (a plan Though the' Croats have not been heard' will not avoid the dilemma of America's
that is not, a "solution- but a stopgap from, it would be amazing if they re- standing between reluctant parties, but it
attempt to reduce Serb-conquered terri-. mained qwescent for, long. The centl at will reduce the danger of American forces
tory and preven~ worse depredations and government, with limited but real pow- becoming hostages. Moreover, if we are
suffering, at least for a time). The other en proposed in the Vanee-Owen plan, serious about participating inenforee-
would be a significant military commit· will be a .weak reed for enCorcement ment, we should recognize that it must not
ment to at least keep the parties from purposes. be improvised. Bases and command mao
overthrowing the Vance-Owen arrange- In these circwnstances, it is diffICult to chinery will be needed. Most of these will
ment or a variation of it.' believe that the 10 proposed ethnic en- have' to be in haly. A meaningful step

But if the United State. optl for alter· clavea in Bosnia can be protected by the .would be to explore what bases are avail·
ing the situation on the ground ~ militaly small force envisaged. Either more troops able and what command machinery can be
means, it. will face the dilemma of Viet· .will have to be sent, or the' enforcement created now for either enforcement of the
nam-ali~ndedcommitment with no mechanism will be seen to be impotent. Vance.Qwen plan or for possible reaction
viaibIe ail If it undertakea • major eo- It eludes me why. the United States' to ethnic cleansing in Kosovo, Macedonia

. forcement role, it will be 00 the road to an ahould supply half the entire peaceJteep- or Bosnia. We will then know at least what
embarraument similar to that in Beirut. ing force in this morass in the center of our real possibilities .are.

~ .A third option is to pwlish Serbia fOl Europe. If such a force is created, by far It fell on me to have to end a war
ita atrocities by aerial attacks. This op- ita dominant element Ihould be Europe- ltarted by previous administrations with
tion should be kept open to d~ter and to an. If Europe Is not willing to preserve the highest of motives and the widest
punish. a new rOWld of ethnic cleansing the peace and human rights on its'own . possible support. Knowing the anguish or

.and other outrages. I would also favor air territory, the United States may be walk- such an effort, I would hate to see
drops to besieged Muslim communities.. inS into a heartbreaking trap by attempt-· another idealistic administration slide in-
None of these measures <:ouldundo past ing to act as a substitute. . . to a comparable quagmire.
transgressions, however. , The operation llnd composition of the. .
. The Clinton administration's stratei)' proposed enforcement mechanism raise Thl ~nt", lo,!"~r secretary ~Istate, as
seems to be to persuade the reluctant .' aU the problems of collective lIUCurity presidtnt 01Kwu'll,r Assocaates, an
Muslims to acquiesce in the loss of terri- mentioned earlier.' The adminiatration intemationoJ consultinglirm witla
tory by ~romisin~ to protect them elan obviously foresees a. ~r role for . businu.r interests in m.any countms
against renewed Serbian aggression. A Russia, both in the negotiations and pre- abroad.
figure of 30;000 peace-keepers has been sumably in the enforcement. But it is "llI9J. Luo AllllclCII Tin..... S"lIlI"'I'

BEST AVAILABLE COpy



LOS ANGELES T1MI:.'i.· WASHINGTON EDITION Wl:DNESIJA ~

PERSPECTIVE ON BOSNIA

A Tragedy Worsened by Cowardice

Ethnic cleansing.

WiUiam Pial/ is a Los Angeles Times
SJlndicated columnist based in Paris.

and American governments. which re
fused intervention to prevent the parti
tion of Bosnia because they said it
threatened a new Ulster, now plan a
vastly larger intervention in order. to
enforce Bosnia's partition.

If that intervention fails. as is most
likely to be the case, U.N. troops will be
pulled out in disarray. FUll-scale war
may be expected to resume in Bosnia,
and Serbia itself no doubt will again
Intervene. The discredit of the United
Nations and the European Community
will be complete.

To this outcome have we been
brought by political and military cow
ardice in the West. futile good intentions
and the relentless pursuit of maximum
expedience and the line of least resis
tance. It is a .chronicle of diplomatic and
political incompetence and folly worse
than that of the 19305. What will follow?
We are certainly still at the beginning of
something, not the end.

Yugoslav nalional army's invasion of
Croatia. or later arming and supporting
the Bosnians to defend themselves. or
even active intervention in their sup
port, would have been missions with
clear political rationale, and military
objectives and limits. A military inter
vention to impose the Vance-Owen
settlement upon a population that is
virtually unanimous in rejecting it is a
task' WIthout limits or a clear defmltion
of success.

An attempt by an international force
to contain military and guerrilla resis·
lance to the Vance·Owen plan is likely
to go on much longer, and to involve
more casualties. than the Western pub
lics will be willing to tolerate. For this
would really be a new Ulster or even a
Lebanon-on a huge scale, and with all
sides hostile to the peacekeepers. It is
truly bizarre that the British. French

accepted il for tactical rea·
sons.

The U.N. Protection Force.
which, reinforced, is supposed
to enforce this partition of
Bosnia, has already proved
incapable of disarming the
militias in the regIons of Croa-
tia it now occupies. or of
establishing impartial civil
authority or policing there. Its

mission was to do both, and to resettle in
these occupied Croatian terrItories the
refugees driven from their homes m
1991. It ha:. not done so, and no one
imagines that it will ever do so in the
future. However. the frustrated U.N.
soldiers are now asked to do even more
in Bosnia.

It is fantasy to think that even an
expanded peacekeeping force in parti
tioned Bosnia will be able to impose its

authority upon Serbian militias who
believe themsel ves cheated in the
Vance-Owen settlement, and who reo
main determined to link up their parts of
Bosnia with Serbia itself. It is equally
unrealistic to think that U.N. (and U.S.)
troops can prevent the usurped Bosnians
from terrorist actions and a continuing
guerrilla campaign against the Serbian
cantons that are to be legally ratified
under the Vance-Owen plan.

This is not a plan for peace. but at besl.
for an armistice, during which the
conquests of the Serbian and Croatian
aggressors will be formally recognized
by the international community. The
United Nations will then attempt to.
protect the Bosnian Serbs against the
continuing effort of their victims to
avenge themselves, and to block the
Serbian conquerors from extending their
holdings. This is a far more daunting and
open-ended military assignment than a'
direct' military intervention to halt the
aggression would have been a year or
two ago.

Then, air and naval retaliation for the

The West's pursuit of the
expedient is a chronicle
of folly worse than that
of the 1930s. The stage is
set for another Lebanon.
8J WILLWI PfAfF

The shots first fired in Sarajevo. a
year ago thIS week. were rifle fire
directed by Serbian militants

against a mass demonstration by Serbs,
Croats and BoSnian Muslims demanding
that their city not succumb to the
madness of ethnic partition-that the
three communities go on living together,
as they had successfully done until then.

A year later. hate is installed nearly
everywhere. The United Nations, to
save lives rrom what it judges an
impending slaughter. is itself conducting
the ethnic cleansmg of Srebrenica.
evacuating refugees of that Muslim
town. against the objection of the Bosni
an authorities, before it falls to Serbian
forces. The Bosnian Serbs, their forces
structured by the Serbian secret police
and enjoying Serbian army support, are
on the brink of complete success in
conquering the Greater Serbia demand·
ed by Serbian nationalists since early in
this century.

The international community-mean
ing the European Community and the
United Nations, together with the Unit
ed States-has imposed an arms embar
go which, without seriously inconven
Iencing the Serbian side, has kept from
the Bosnians the weapons and resources
they need to resist their enemies.

The Western powers now intend to
impose on Bosnia a map of ethnic
partition and. implicitly, of Serbian and
Croatian national expansion. drafted by
the EC's and United Nations' own spe
cial representatives. They are at this
moment intensifying pressures on Ser
bia to force the Bosnian Serbs to accept
the victory that the Vance-Owen plan
awards them.

Having refused to intervene to sanc
tion the threat to minority rights in
newly independent Croatia in June,
1991. or to block or penalize the military
aggression by Serbia and the atrocious
"ethnic cleansing" that followed, the
United Nations now contemplates de
ploying military force in Bosnia on a
scale that two years ago could have
deterred the horrors Yugoslavia has
since experienced.

It does this despite the evident fact
that a Bosnia partitioned according to
the Vance·Owen plan will be much less
stable than the Yugoslav federation
whose ethnic explosion produced this
war. The plan is an arbitrary ·and
artificial segmentation of the country
which none of the communities really
accepts. The Bosnian Serbs still overtly
oppose the plan; the Muslims covertly do
80, but like the Croats have formally
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No Peace Without Keepers

April 8. 1993

A joke about Bosnia is running
through the Clinton Administration.
What's the only thing worse than the
Serbs saying "No" to the Vance
Owen peace plan? The Serbs saying
"Yes."

Behind the dark humor lies a still
darker truth: If the Serbs were to say
yes,the U.S. and others would have to
put up the 100,000 or so peacekeepers
necessary to carry out the plan - and
they won't. No peacekeepers, no
peace.

Not Washington, not London, not
Paris, Bonn, Tokyo or Moscow is at
all likely to contribute the required
forces. Nor is anyone at all likely to
pony up the perhaps $10 billion yearly
to pay the peacekeeping bill.

If this assessment is wrong, let the
leaders of these nations stand up now
and make their firm pledges. Thus
far, they have either danced artfully
around the issue or said nothing.

If this assessment is rlght,the U.N.
policy has been a cruel joke. Presi
dent Clinton and the others know they
can"'t or won't prOVide the necessary
peacekeepers to make a peace. So
they owe a new and honest policy to
the Bosnians, who will otherwise per·
ish in a barrage of bullets and bul·
loney.

A word about Cyrus Vance and
David Owen, the U.N. mediators.
They are not appeasers.· They. are
tragic heroes attempting the impossi·
ble -to fashion a peace among irrec·
oncilable warring tribes without the
power to forc~ them to a peace. They
nobly sought to stop the killing. But
the U.N. members denied them the
necessary means. And the two media·
tors failed to ask for those means.

The truth about
the Bosnia plan.

Most needed are troops to enforce
an exceedingly complicated treaty
that would carve up Bosnia into 10
largely autonomous, ethnically mixed
enclaves. NATO studies show the op
eration would require 50,000 to 150,000
troops, depending on how much right·
ing is expected after the agreement is
signed. If it needs 50,000, NATO
counts on 20,000 U.S. troops, or one
diVision. And so on.

The odds are poor that Washington
is willing or able to deliver any such
number. So far, the Clinton Adminis
tration has signaled a general willing
ness to participate in peacekeeping,
but has made no commitments.

Defense Secretary Les Aspin and
Gen. Colin Powell oppose sending any
significant number of U.S. ground
troops. And they would send troops
only if it were absolutely clear the
warring factions would stop fighting
- which Is totally unlikely. Other
wise, they fear, U.S. forces would
inevitably be sucked into an open
ended and bloody ground war - and
they're right. On the other hand, Sec·
retary of State Warren Christopher
would commit U.S. peacekeepers, hut
hasn't talked numbers or conditions.

Mr. Clinton's compromise was to
authorize Mr. Christopher 10 say: "If
there is a viable agreement cllnlain
ing enforcement provisions. the U.S.
would be prepared to Join wah the

U.N., NATO and others In implement
ing and enforcing it, inclUding POSSI

ble U.S. military action." Formidable
weasel words.

Mr. Clinton is afraid to say more.
Mainly because a public pledging ses
sion would expose the flaw in Ihe
Vance-Owen plan: No U.N. member
- not the U.S. and espeCially not the
Europeans - will contribute its fair
share of the necessary peacemakers.

Britain and France could each of
fer no more than about 5,000 on top of
the several thousand they already
have in Bosnia. With their budget cuts
and other commitments, they have
little more available. Germany won't
contribute any soldiers, hut might
help WIth supplies. Russia clluld de
liver about 10,000, but says II won't 
and couldn't pay for them anyway.

Thus all other nations ll1i~hl cun
Iribute 20,000 troops at mllst. Neither
Mr. Clinton nor Congress would
dream of asking Americans to as
sume the rest of the load. Nor should
they.

The Vance-Owen plan is a dream,
and a false one. Yet the U.S. and lis
allies arc now trying 10 tighten eco
nomic sanctions on the Serbs to make
them say yes to it. They arc embark
ing un yet another venture to keep
that hopeless dream alive, to delay
Ihl' day lhey will have III (:onll'llnl the
real chOIces:

1':lther we shuuld arm lIH~ Muslims,
hl'lp Ih('m wilh illr POW('" and give
thl'm a lair light for lhei .. IIvI's; or WI'
must propuse carving Illl:,nlil illill
three parts '- let Ihe SNhs Jum SIT'
bia. tile Crllats Crual iii alllJ gIVI' tile
Muslims their IIwn stale All 1·lsl' Is
pretense. I I
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Dear Readers:

Marking our fourth year in' p~duction, The'Overseas Development Council is
pleased to bring you the twelfth issue of the Washington Economic Watch: A Digest of
Development Policy Information, a compilation, of the recent ·U.S. policy 'debate

~. concerning the developing world. ODe wishes to thank the World Bank, the U.S. Agency
for International Development,and the Morgan Guaranty Trust Company of New York
fo'r their continued' interest in this project.:

This issue reflects the. first .100 days of the new administration, including the
debate over President Clinton's'economic recovery plan for the United states,testimonies
for and against the'North American Free Trade Agreement,discussionof Western Aid
t6 the Former SoViet Union,' and analysis and commentary onprivatization in developing
c?untries and former centrally planned economies" among other issues. "

As you know, institutions that receivetheWashinF!ton Economic Watch have a
, reciprocal publications agreement with the American University in Washington, DC.
one. can continue to offer your inStitution complimentary subscriptions' provided that
you send publications to the American University in return.. For institutions that publish
often we ask that ,you send a publications list to the American University;the Librarian
can then make selections .from your list. In the case where an institution does not
publish, oris unable to reciprocate due to financial difficulties, the American University
requests .written notification. ',Please. direct ,publications' and. correspondence to:
Acquisitions Librarian, The American University Library, 4400 Massachusetts Avenue',
NW, Washington, nc 20016-8046~ 'U.S.A.

Publications housed by the American University are now available to other
Washington-area colleges including Georgetown University, George 'Washington
.UniverSity, CatholicUniversitj, among others. Allpublications,are valuable additions to
the American University Library collection. While Englishversions of materials are
preferred, non-English versions are useful as they provide an opportunity for foreign
students to translate materials from their native language.

In the coming weeks you will receive a questionnaire to assess your institution's
,parti~ipation in the reciprocal publications, agreement. ODe appreciates "your '
inStitution's cooperation in this 'matter. We look forward ·to your correspondence arid'
hope: that you find this edition of the Washington Economic Watch to be a valuable
resource for your institution.

Christine E. Contee .
. Director of Public Mfairs
. & Fellow
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states, and 20 states each shipped roughly $250 million or more

to Mexico in 1991.

Mexico is one of the top ten overseas markets for 38

In this global economy, Where capital and production

are mobile. we face the ch~llenge of creating high-wage and high

skill jobs here in the United States. We have already begun to

see the benefits that the United States can gain as Mexico Opens

its markets. Our merchandise exports have
grown from about $14.6

billion in 1987 to $40.6 billion l'n 1992.
This export growth has

reversed what was a $6 billion trade deficit in 1987 and turned

it into a trade surplus of nearly $6 billion last year. These

increased exports have come from every region in the United

States.

TESTIMONY OF AMBASSADOR MICKEY KANTOR
UNITED STATF.S TRADE REPRESENTATIVE

BEFORE THE SUBCOMMITTEE ON INTERNATIONAL TRADE
COMMITTEE ON WAYS AND MEANS

U.S. HOUSE OF REPRESENTATIVES

March 11, 1993

surges.

Mr. Chairman, I welcome the opportunity to appear

before the International Trade SUbcommittee today to discuss the

North American Free Trade Agreement (NAFTA) and President

Clinton's plan to strengthen the NAFTA through supplemental

agreements on worker standards, the environment and import

In his speech at the American university on February

26, President Clinton laid out his vision of economic growth in

America based on expanded trade and market opening: competing

in, not retreating from, the global economy. This

Administration's economic strategy begins at home with the

President's economic plan--increasing investment, reducing the

bUdget deficit. But it goes on to include NAFTA, strengthened by

the supplemental agreements, a completed Uruguay Round, and far

more balanced trading relationships with Japan and China.

Let me summarize why the President believes that NAFTA,

if strengthened through these supplemental agreements, can help

promote economic growth in the united States.

Mexico is our fastest growing major export market, our

second-largest market for manufactured goods, and our third

largest market for agriCUltural products. Seventy percent o!

Mexico's imports come from the U.S., and MeXicans already consume

more U.S. goods per person than either the Europeans or the

Japanese. The NAFTA will open still greater opportunites tor

U.s. exporters by eliminating Mexican tariffs (Which
average two

and one-hal! times as high as U.S. duties), knocking down other

forms of Mexican trade restrictions, and eliminating

discrimination against U.S. providers ot goods and services.

Today, more than 600,000 Americans owe their jObs to

our exports to Mexico. This number is estimated to increase to

2



I have emphasized, in a very abbreviated way, some of

obviously, economic growth will not only make Mexico a better

customer, but a stronger and more stable neighbor. The success

of President Salinas' reforms is very much in his country's

interest, but it is also, very much, in 'ours.

During the campaign, President Clinton concluded that

while NAFTA carried with it the potential for real benefit to the

U.S., that potential could be tully realized only through

signiticant additional steps to enhance environmental quality and

worker standards throughout North America. On March 17, our

negotiators, ~ed by Ambassador Yerxa, begin the process of

negptiating.the supplemental agreements to which the President is

more than 1 million by 1995 With~AFTA. We know that U.S.

workers in export-related jobs earn 17\ more per hour than the

average American wage. This agreement will be of particular

benefit to small and medium-sized companies th ta are experiencing

the fastest export growth. Unlike big companies, small and mid

sized firms do not have the resources to locate around high trade

barriers. With trade barriers removed, U.S. firms will not have

to move to Mexico to sell to Mexico.
1. Border Cleanup. We will work with Mexico to

address the serious environmental problems at the border. The

NAFTA process has produced an intense focus on the depth of the

problem and an unprecedented degree of cooperation in attaqking

it. As President Salinas told President Clinton when they met in

January, Mexico has dedicated $450 million over three years to

invest in environmental projects in Mexican border cities. The

joint U.S.-Mexico Border Plan, which was formulated in the period

leading up to the NAFTA negotiations, set up a number ot working

groups and projects -- including cooperation on enforcement -- to

deal with border problems. Plainly, this must be a sustained

effort, and it will be costly. USTR and the other agencies are

studying the various options for funding critical border

activities.

Through the supplemental agreements and related

initiatives, we seek to strengthen NAFTA in five ways:

vigorously, we will not sacrifice substance for speed, and we

will not ask you to vote on.NAFTA implementing legislation until

these negotiations result in full and effective agreements, with

benefits that you can asseSG.

Butthe potential economic benefits to the United states.

enter into effect, as envisioned in the agreement, on January 1,

1994. But we will pursue these supplemental agreements

committed. We will not re-open the NAFTA, and we hope to see it
2. stronger enforcement of national laws. Mexico has

solid legislation on its books to protect the environment and its
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workers. Mexico's environmental laws, regulations and standards

are in many respects simil~r to those in the United States. Its

comprehensive General Ecology law embodies principles similar to

ours, and the regulation~ and technical standards implementing

this law take an approach comparable to ours. The Mexican

Constitution and subsequent legislation guarantees basic worker

rights, such as the right of association and the right to strike,

prohibits forced labor, and regulates the working activities of

children. Mexico also has detailed laws and regulations

governing occupational satety and health.

enforcement of intellectual. property rights. We will review

these provisions to asses~ their applicability tor environmental

and labor issues. Procedures like these to promote due process,

judicial review, and citizen access to jUdicial and

administrative bodies can contribute to improved enfqrcement of

the law, as well as increased pUblic contidence in the law.

3. ~h American commissions on environment ond labor

standards. President Clinton is committed to the creation ot two

tri-national commissions -- one on the environment, and one on

The issue, of course, is enforcement of the. laws, to

make the protections on the books a reality for those who live

and work and do business in Mexico. President Salinas has taken

worker standards. This is one ot the most challenging

assignments facing us in the negotiations, but I believe that we

can create commissions that break new ground in both these areas,

and contribute to enhanced quality and improved worker standards

significant steps, but much more remains to be done. I believe

that we might use the negotiations on these supplemental

agreements to discuss with the Mexican government ways to

strengthen the enforcement ot their laws. These initiatives

might include changes in the administrative and jUdicial

processes to increase access of citizens and non-governmental

organizations.

in North America.

We envision the commissions as forums tor discussing

and analyzing environmental and labor issues on this continent.

They would have independent, expert staffs and the authority to

review complaints from citizens and non-governmental

organizations. They would 'be able to request intormation trom

environmental and labor enforcement agencies in the three

countries, and pUblicize the request and any failure by the

pUblicly on the enforcement activities of the relevant government

agencies, inclUding the implementation of NAFTA's environmental

In thinking about ways to improve entorcement, it is

noteworthy that all NAFTA parties committed, in Articles 1714-16

of the NAFTA, to a significant set of principles and

administrative and jUdicial procedures tor the domestic

governments to comply. The commissions could review and report
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provisions.

Our goal for the Commissions is the strongest possible

improvements in environmental quality and worker standards

throughout North America. At the same time, we have to bear in

mind that the powers granted to the Commissions will apply to us

as well as to our neighbors. The challenge is to create bodies

which respect national sovereignty while accomplishing things

that none of the nations in North America can do alone. From my

consultations ~ith this committee and others in Congress, I am

acutely conscious of the depth of your concern that these

Commissions have the requisite authority to make a real

difference, and I expect the supplemental agreements will be

judged accordingly.

4. Horker Adjustment and Retraining. We believe that

NAFTA will create jobs in the United states and contribute

significantly to economic growth. At the same time, we recognize

that the agreement will undOUbtedly cause some loss of jobs.

This Administration recognizes that to those who lose their jobs,

it is cold comfort to know that others are benefitting from

expanded trade. He are committed to helping those ~ho lose their

jobs with an effective program of retraining and assistance.

This is a priority of the President, and Secretary Reich is

taking the lead in fashioning a comprehensive program to deal

with those who lose their jobs, Whether the cause is this trade
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agreement, defense cutbacks, or corporate downsizing. We know

that NAFTA will be jUdged in part by the effectiveness of that

program, and it should be.

5. Import surges. In the area of import surges, we

are not looking to change the mechanisms in NAFTA, but rather

want to ensure that these provisions can be effectively and

fairly used for all sectors. I know that there are concerns in

certain industries about Whether NAFTA's provisions could result

in an import surge, and I want to address those concerns. At the

same time, we should remember that our exports are a much greater

share of the Mexican and Canadian domestic markets than are their

exports in our much larger economy. So any new measures ~e press

for may be more likely used against U.S. exports. As with labor

standards and the environment, I will be looking to you and the

private sector for guidance on these matters.

In conClusion, I want to assure the subcommittee that I

am well aware of the conCerns that many here in Congress, and

around the country, have about NAFTA. I believe that the depth

of the concern reflects, in part, doubts about our economic

strength that grew understandably during a long period when our

government did not address our fundamental economic problems.

But we are beginning to attack those problems now. In

conjunction with thQ President's economic package, I believe that

NAFTA, if strengthened by the supplemental agreements, will come

to be seen as a positive step for our nation, and an historic

step for the North American continent.



STATEMENT OF REP. JOHN J. LaFALCE, CHAIRMAN

COMMIT'I'EE ON SMALL BUSINESS

HEARING O~ THE NORTH AMERICAN FREE TRADE AGREEl\1ENT

March 24, ~3

This afternoon the Committee on Small Business is pleased to welcome one of
America's most distinguished business leaders, Mr. H. Ross Perot, to further explore the
potential impact of a North American Free Trade Agreement, or NAFrA, on the U.S.
economy.

This 103rd Congress will have to consider the merits of a free trade agreement with
Mexico that was negotiated by the Bush Administration. During the presidential campaign,
Governor Clinton supponed this free trade agreement on the condition that three
supplementary side agreements-strengthening provisions for labor standards, environmental
protection, and import surges-could be negotiated. We now understand that a fourth factor-
the legalljudicial aspects of Mexico's enforcement process-may be included among these
conditions. You, Mr. Perot, as one of three Presidential candidates, did not favor the
agreement as negotiated; nor did you favor it conditionally; you denounced it. But neither
Congress nor the American public has yet heard fully from you the specific reasons for your
denouncement. I believe all-especially Congress and the American public--would benefit
from having a full explanation of your views. And that is why you were invited to testify
today.

The key question before Congress is whether this free trade agreement negotiated with
Mexico can work and whether it is a good deal for America. I surely commend the Clinton
Administration for trying to further refme and improve the work of the previous
Administration; but I fear that no side deal, no additional monitoring commissions, can save
this agreement.

We must not lose sight of the fact that NAFrA is a house that was built by Prime
Minister Mulroney, President Bush, and President Salinas. President Bush is nOw gone, and
Prime Minister Mulroney is resigning. President Clinton is trying to put some additions on
that house. But I fear no matter how many additions, no matter how many coats of paint we
put on that house, the foundation will remain the same. It is that foundation we need to
investigate. For if the foundation is unsound, the whole house could come crashing down
upon the American worker.

This Committee has held five previous hearings on NAFrA in an attempt to ensure
that Congress hears all sides of the issue. Other Congressional comminees also have focused
on NAFI'A, but their witnesses for the most part have supported NAFrA. The Small
Business Committee bas attempted to bring a modicum of balance to the review process. In
addition to those from the business and academic communities who support NAFrA, we
have heard from small-business owners, academics, labor, and human rights activists from
both the United States and Mexico who expressed grave concerns.



Many issues have been Iaised about NAFI'A:

-0 During debate on extending fast-track authority for NAFI'A negotiations, there
was concern that the package might ultimately be approved primarily because
of the time and effort already expended in negotiations.

o There is concern that Congressional'votes might be cast, not on the economic
merits, but as a means of ensuring political stability in Mexico.

o There is fear that U.S. jobs lost by plants moving to Mexico will not be
replaced by newly created, comparable jobs in the same communities.

o There is consternation about the leader of the democratic world joining
economic bands with a Government whose electoral process is less than free;
and whose record on labor and human rights is highly questionable.

o There is skepticism whether this agreement will truly be an avenue to
enhanced U.S. competitiveness, or whether it instead represents an ill
considered resort to a "low-wage optionn for America that will neither
improve the underlying conditions supporting competitive perfonnance nor
enhance the American worker's standard of living. .

o There is unease that we may be promoting an economic marriage too quickly,
that, rather than go so far so fast, we should instead take the time to develop
prenuptial conditions to ease into this union as the European Community did
with Spain, Portugal, and Greece.

o • Finally, there are warnings that the United States will encounter heavy long-
tenn fmancial costs resulting from this union with Mexico; in fact, there is
considerable concern that we will not even see a short-tenn export benefit
should Mexico devalue its peso once NAFTA becomes effective, as many if
not most economists expect them to do.

Mr. Perot, during your presidential campaign, you sought to educate the American
people on economic issues. You brought the macro and microeconomic realities of the U.S.
economy into the living rooms of Americans so they could understand the enonnous
economic perils that lie ahead for our country.

I .view today's hearing as a continuation of that educational process you started-
educating both the Congress and the public. Mr. Perot, as one of America's most prominent
business leaders, I believe that we perfonn a public service by having you appear before this
Committee. Your undisputed expertise in the business world makes your assessment of
NAFI'A, and particularly its impact on U.S. jobs, an important contribution to Congress'
analysis of the agreement. We are delighted to have you here.



TESTIMONY OF ROSS PEROT
TO THE

HOUSE SMALL BUSINESS COMMITTEE
MARCH 24, 1993

The North American Free Trade Agreement must be carefully
evaluated.

First, I suggest that we focus on our financial situation in
the united states.

Our country is four trillion dollars in debt.

We have gone into debt an average of one trillion
additional dollars during each of the last three
Presidential terms.

President Clinton's forecasted plan will place us
another one trillion dollars into debt.

We go an additional one billion dollars into debt
each working day.

We have gone over $145 billion .into debt just
since election day.

Our manufacturing base is declining.
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We exported over two million manufacturing jobs to
Asia alone in the 1980's.

Factory workers making $440 per week who lost
their jobs, are now making $270 a week -- if they
have a job •

The standard of living has gone down for 4 out of
5 American families during the 80's.

In 1950, U.S. workers made 15 times as much as
Japan and 4 times as much as Germany. Today, both
countries are ahead of us.

In 1950, a dollar was worth a dollar. It is now
worth 18 cents.

Businesses in our country carry a number of economic
burdens.

-- We pay manufacturing workers ten times what they
make in Mexico.

The minimum wage in the u.s. is $4.25. The
Mexican minimum wage is 58 cents.



The single most expensive item in making a car in
the u.s. is health care.

Our companies spend a great deal on retirement,
workers compensation, life insurance and many
other benefits.

The recently-passed employee leave bill adds to
the cost of manufacturing.

Our number of manufacturing workers is declining. We now
have more people working in government at all levels than in
manufacturing.

The top job growth categories in the 1980's in our country
were janitor/cleaner, food preparation worker, and cashier
-- none of these jobs pay enough to support a family.

We have a history of one-sided trade agreements, where our
nation and our people are placed at a distinct disadvantage.

Entire industries have been lost overseas as a by-product of
these agreements. Companies, cities and regions of the
country have been damaged.

We cannot pay our bills, balance the budget, and pay down
our debt if our worker income base is deteriorating. We
need a growing, dynamic income base which gives us a
growing, dynamic tax·base -- instead, at this critical time,
our job and our tax base are deteriorating, -because of past
poorly conceived trade agreements and an adversarial
relationship between government and business in our country.

Our successful competitors have an intelligent, supportive
relationship between government and business. Their trade
agreements benefit their people.

Perhaps the core question is, "How does a company in the
united states with all of the requirements and mandates
placed on it compete with 58 cents-an-hour labor?"
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The capitalist's or investor's view of this agreement can
best be summed up by a prospectus of an organization called
Amerimex, created by Nafinsa, Mexico's largest state-owned
development bank and the Warwick Group of New York.

The plan was to raise approximately $50 million initially to
bUy u.s. companies that are labor intensive and marginally
profitable.

The stock of these companies could be purchased at
a very attractive price.
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The company's manufacturing operations would then.
be relocated to Mexico to take advantage of the
reduced labor costs.

To quote from the prospectus:

"We estimated that manufacturing companies that ~

experience fully loaded gross labor costs in the
$7-$10 range in the u.s. may be able to utilize
labor in Mexico at a fUlly loaded gross labor cost
of $1.15 to $1.50 an hour ••• This could
translate into annual savings of $10,000 to
$17,000 per employee, creating a dramatic increase
in profitability."

The stock which had been purchased at a low price
could then be sold at dramatically higher price,
as a result of moving the labor to Mexico.

The characteristics of these companies are --

Low to mid-·range technology manufacturing.

Moderate to good growth.

with sales in the range of $10 million to $100
million.

Excellent management and sales teams willing to
remain with the company.

Proven products.

A labor component of 20%-30% of the cost of goods
sold.

u. s. companies meeting these criteria employ 8.6 million
workers. 5.8 million production workers meet these
requirements.

The next question you might logically ask is when would
these companies be sold?

To quote again from the prospectus, "It is anticipated that
most investments will be limited from 3-8 years, but some
investments may be realized early ·or later."

To me, this prospectus, which has now been withdrawn by
Mexico because it so clearly summarized the impact of NAFTA
on the U.S., is the most succinct summary one could make of
the adverse impact of NAFTA on the u.s. workers, and the
u.s. tax base.



Both Mexico, the U.S., and U.S. companies have waged a huge
lobbying effort. An article in the New York· Times, August
13, 1992, sums it up.

People in key positions on the 1992 Presidential campaign
have been retained as Mexican lobbyists.

A former chief u.s. trade negotiator has been retained by
the Mexican government and is being paid several hundred
thousand dollars a year for his services.

To quote the New York Times:

The Salinas administration and its many lobbyists in
Washington have fashioned what appear~ likely to be one
of the most elaborate efforts at political persuasion
ever undertaken in America by a foreign country.

A Mexican official said, "We are going to be launching
a strategy of 'being in almost the entire United States,
meeting with the' editorial boards of local newspapers,
meeting with business chambers and talking with other
people", an official continued. "The intensity of our
campaign will be much greater than it was with the
IIfast trackll • 1I

Let's look at a few facts:

Northern Mexico is rapidly becoming the newest American
industrial belt. Nearly 600,000 jobs have been located in
Mexico that in the past might have been in the United
states.

Mexican workers can match the skills of 70% of the labor
force in the United States.

To maintain the low wages that draw American companies to
Mexico, President Carlos Salinas de Gortari has gotten
commitments from business and union leaders to limit raises.

lilt could be years before the gap with American wages
narrows significantly", said John Pearlman, chairman of the
zenith Electric Corporation, which has 20,000 employees in
Mexico.

An automobile engine plant's employees are a cross section
of the new work force.
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100 are licensed engineers
month on average.

earning $1400 a



A U.S. engineer just out of college commands
$25,000 to $30,000 a year as a starting salary.
By comparison, a Mexican graduate engineer expects
to earn $400 a month -- $4,800 a year -- at one of
the factories upon graduation.

The 700 production workers are high school or
technical school graduates, hired for the assembly
line at $1.55 an hour. U.S. auto workers are paid
$16.00 an hour.

Workers at an assembly for export plant in Juarez
are paid 58 cents an hour, Mexico's minimum wage.

The Confederation of Mexico Workers (CTM) has been
less aggressive in demanding raises for workers.
Mexican workers' salaries fell 65 percent in real
terms during the 1980's.

In one strike concluded in 1990, dozens of workers
were shot and injured by state Police. The plant
was shut down. 2,000 workers were fired, and
those who remained had a 45 percent pay cut, from
$2.64 to $1.45 per hour.

14,200 plant workers were fired and the union
dissolved, former union leaders signed a new
contract, again without consulting the workers.

Assembly-line workers at this plant· now make about
9 percent of the $16.12 hourly base wage of their
American counterparts. Their daily wage of $11.60
does not cover food and housing costs for a family
of five, estimated at $15 -a day.

Mexican workers are in even worse trouble if they
are injured· on the job -- the law limits workers'
compensation·for injuries to $10,127.

Death benefits are capped at $6,720. In one
situation, the life insurance policy paid $650 and
a $23-a-month pension.

Four employees of a marine outboard engine plant
were fired last April after they circulated a
petition seeking better conditions.

All four, including a 10-year employee, earned
Mexico's 58 cent an hour minimum wage.

Blue collar jobs now pay only 3.4 percent more
than they did four years ago, while inflation was
almost 12 percent in just the past year.
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A Mexican worker, employed by a major u.s.
company, who suffers from skin lesions over most
of her body, says the sores disappear whenever she
takes leave from her job at an assembly plant.
Her sick pay is $2.26 a day -- not enough to feed
her two sons.

Many Mexican workers with U. S. companies cannot
qualify for government housing credits and instead
scavenge cardboard and trash to build homes. To
buy a low-income house, a minimum wage earner
would have to work 200 years.

We have heard a great deal of talk about creating jobs such
as building factories and selling machine tools to Mexico.

Think it through. These are one-time jobs. Wouldn't we be
better to have the factories here, employing people for
several decades rather than having one-time jobs building
factories?

The NAFTA Agreement was created before President Clinton
took office. Our new President and his chief Trade
Negotiatoris challenge is to finalize the NAFTA Agreement
that was presented to them when they took office.

As I understand it, the Congress is not allowed to make
changes to the Agreement, and can only make an up or down
vote. I am confident that both the President and Mr. Kantor
will work to assure that the Agreement is fair "and that the
interests of the American people are protected. This has
not been our pattern as a country in the past, and has
resulted in significant damage to both our country and its
people.

The core question is how do we work out the problems that
are fundamentally driven by a huge gap in pay. Obviously,
we cannot implode our job base and tax base at this critical
moment. .

We can either delay the NAFTA agreement or ratify
it and try to work out these problems with
supplemental agreements.

We lose all leverage once we have ratified the agreement.
In all probability these basic problems will never be
satisfactorily resolved, and will create stress between our
countries.

I realize that this approach is not what Mexico would like.
Mexico is our friend. President Salinas has done a
brilliant job in rebuilding the country. We must continue
to work closely with Mexico.



7

In doing so, we must be .particularly sensitive not to impact'
Mexico's sovereignty.

A number of items currently being considered to be included
in the supplemental agreements would be very unattractive to
Mexico and should be avoided.

1) For example, one proposal to monitor Mexico's
elections would create great stress between our
countries.

2) Mexico has accurately pointed out that we are
trying to sUbject them to much more scrutiny than
our other trading partners.

3) President Salinas has warned that this current
debate could damage U~S./Mexico relationships if
our discussions do not respect Mexico's
accomplishments and intelligence.

He is right.

4) Some of our environmental demands include a
trilaterial commission to inspect and make sure
environmental standards are met. This will be
offensive to Mexico.

President Salinas has promised the Mexican people that the
sovereignty of the country will not be damaged in any way by
free trade. We need to be very sensitive to this issue.

There is a great sense of urgency in Mexico to have the
treaty ratified and put in effect before the Mexican
Presidential elections next year. All of these concerns by
the Mexican government and its leaders are legitimate.

We must weigh all of these issues and determine an
appropriate course of action. The fail safe course of
action would be --

To respectfully go to our friends in Mexico

Point out that we have a new President and a new
government.

Explain that we need time to carefully analy~e

this complex agreement.

Tell them candidly, but respectfully, that we feel
that it would be poor strategy to ratify the
agreement and then try to correct its deficiencies
with supplemental agreements which mayor may not
ever materialize.
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openly explain the problem of losing wages and
taxes in our country at this critical time.

Form a task force and intensively work together to
fashion an agreement that will be in the best
interests of both countries.

Propose a mUlti-year pilot phase to allow both
countries to test this agreement to see that it
works as planned.

Have provisions in the agreement that allow the
agreement to be altered and improved based on the
actual experience of this pilot program.

Have a clear understanding that either nation may
decide to cancel this agreement, if in its
jUdgement, the pilot program is not successful.

I realize that my testimony here will not be welcome by many
in U. S. business, and our friends in Mexico.

Basically, Mexico has some of the least costly workers in
the world. Our country has the world's most productive work
force, but it is expensive. Our wqrkers will lose, because
of the wage difference.

Our country will also incur a tremendous loss in taxes at a
time when we need a growing tax base.

Economic models have been developed showing" that this is a
good plan. These economic models make a number of
unrealistic assumptions, such as --

Full employment assumption
immediately gets·a new job.

That is not the way it works.

Just look at the 1980's.

anybody losing a job

In summary I would recommend that we proceed with care and
work. out the treaty to our mutual satisfaction before
ratifying it.

~\
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united states House of Representatives
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Washington, D.C.

I greatly appreciate this opportunity to discuss us policy
toward Latin America. Although I will be presenting my own views
today, much of what I have to say will be drawn from the recently
released pOlicy report of the Inter-American Dialogue,
Convergence and community; The Americas in 1993, and an earlier
report issued by a special Dialogue task force on CUba. Ihave
submitted copies of both reports for the record. As many of you
know, the Inter-American Dialogue is an assembly of some 100
Western Hemisphere leaders who meet periodically to review and
offer recommendations on US-Latin American relations.

Back in November, Bill Clinton said to a group of Latin
American officials that he wanted to join with their nations to
create a "Western Hemisphere Community of Democracies." This is
obviously an ambitious goal--but it is the right goal for these
times. The main challenge for the United states in Latin America
today is not resolving old conflicts, although there are still
some of these hanging about. Instead, it is effectively managing
new opportunities for cooperation between the United states and
the region.

To meet that challenge, President Clinton and his advisors
have to accomplish three fundamental and interlinked tasks: the
building of constructive economic partnerships with the nations
of Latin America; the strengthening of democratic practice and
respect for human rights throughout the hemisphere; and the
fostering of social opportunities to reduce poverty and
inequality. These are the essential building blocks of a
democratic community, and each must be pursued in tandem with the
others. The decisions made and actions taken on the following
agenda of issues will be crucial.~

t. The North American Free Trade Agreement (NAFTA),

The North American Free Trade Agreement (NAFTA), designed to
break down trade barriers between the United States, Mexico, and
Canada, will be the first crucial test of the new
administration's commitment to regional economic partnerships.
After two years of negotiation, the NAFTA was signed by President
Bush in December and now must be presented to Congress for
ratification.

A great deal is riding on the NAFTA. Its rejection at this

stage would be a devastating blow to us ties with Mexico, far and
away our most important bilateral relationship in all of Latin
America. The defeat of NAFTA would also gut the core of future
inter-American trade arrangements. Approval, conversely, would
set the stage for free trade negotiations with other Latin
American countries and the eventual development of a hemispherq
wide trading system.

Clinton has consistently supported NAFTA. He must now
invest the energy and political capital needed to win
congressional endorsement of this still controversial accord. He
is right, however, to demand that NAFTA be fortified by
supplemental accords that adequately protect the environment and
workers' rights. These would broaden US public and congressional
support for NAFTA, reduce negative spinoffs, and assure the
benefits are more fairly distributed. In addition, While the
NAFTAnegotiations are helping to open up Mexican politics in a
variety of ways, the United states should continue to work
directly for a more democratic Mexico, free from electoral fraud
and human rights abuses.



II. Building Hemispheric Trade Ties

Although NAFTA takes first priority, the Clinton
Administration, together with the governments of Mexico and
Canada, should move quickly to transform that agreement into a
hemisphere-wide free trade area. Every Latin American and
Caribbean nation should be welcome (and encouraged) to join-
provided that it is willing to play by the rules, which should
inclUde a commitment to democratic governance. Some special
consideration should be given to the countries of Central America
and the Caribbean, which are likely to lose some of the benefits
of eXis~ing US trade preferences When NAFTA enters into force.

Even prior to NAFTA's approval by Congress, the three North
American partners should begin consultations with other regional
governments to establish criteria, procedures, and timetables for.
building a full-fledged Western Hemisphere trade pact•. An
economically integrated hemishpere would enable every nation to
become more productive and compete more effectively in the global
economy•. It will be particularly important to engage Brazil,
which holds 40 percent of Latin America's popUlation and produces
more than 49 percent of its economic output.

III. The Collective Defense of Democracy

President Clinton has vowed agressively to support the
promotion of democracy and human rights worldwide, but has given
little indication of how he proposes to carry out that pledge.
In Latin America, the best way to proceed is to fortify the role
of the organization of American States (OAS) in mobilizing
collective efforts to safeguard and advance democratic practice.

After years of irrelevance, the OAS has recently emerged as a
significant actor in inter-American affairs and, for the first
time ever, has established procedures for responding to
violations of the democratic order.

Clearly, the OAS has not made much progress in Haiti or
Peru--the first two tests of its new procedures. That does not
mean that Washington should now give up on the OAS, however. The
challenge for the Clinton Administration is to provide the
leadership needed to reshape the Organization into a more
vigorous and effective instrument of multilateral action. Most
Latin American countries are prepared to join the United States
in that effort. It will require such measures as bolstering the
authority of the OAS Secretary-General, streamlining the
organization's decisionmaking, and expanding the mandate and
resources of two key agencies--the Inter-American Commission of
Human Rights and the Unit for Democracy--while trimming-back the
rest of the Organization. An equitable burden-sharing formula
must be found to finance special OAS initiatives to safeguard
democracy. In the short run, the united States should consider
earmarking a portion of its payments on outstanding arrears for
such initiatives.

In the specific cases of Haiti and Peru (and in other
situations of constitutional breakdown that may arise in the
future), the United States and other OAS members must keep
sustained pressure on all sides to negotiate until agreement is
reached to restore democratic rule. The Haitian generals·, for
example, should know that, if they refuse to negotiate seriously,
end the widespread abuse of human rights, and Ultimately agree to
yield power, the currently limited embargo would be tightened and
other sanctions imposed. But Aristide and his supporter cannot
be allowed to block progress either. They must also be pressed
to bargain in good faith. Over the longer run, the only way to
stop the outpouring of refugees from from Haiti is to revive hope
among the country's impoverished majority by ending repressive
military rule and reconstructing a devastated economy.

IV. Other Democratic Initiatives

There are several additional initiatives that the United
States can and shOUld take to strengthen democracy in Latin
America. The new administration should review US military
programs in Latin America and, where they are still considered
necessary, make sure they are reinforcing, not weakening,
civilian authority. All military aid should be channeled
through elected civilian leaders, conditioned on respect for
human rights, and avoid enmeshing armies in political tasks.
Further, the United states should encourage national and regional
dialogues among civilian and military officials to develop
regionwide norms regarding the missions, size, and weaponry of
armed forces.
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The United states can also expand nonpartisan assistance to
strengthen legislatures and jUdicial systems, and provide similar
help to non-governmental organizations (NGOs)--political parties,
trade unions, human rights groups, business and consumer
associations, and civic and community organizations--through
which the demands of ordinary people are expressed. Indeed,
collaboration with NGOs should become a major new ingredient in
American foreign policy.

Finally, US initiatives can contribute to the struggle for
social justice in the Americas--and there is much lost ground to
be regained after a decade of debt crisis and economic
restructuring. Given its domestic commitment to "put people
first," the Clinton team will understand that progress toward
democracy cannot be sustained as lonq as mySS poverty and
profound economic inequalities plague the hemisphere.

,Through its own aid programs and its influence on the
priorities of the global financial institutions, Washington
should work to increase international support for broadening
social opportunities and make common cause with those in Latin
America who want to turn poverty reduction into a crucial
national goal. The Clinton Administration should use us
political and financial muscle in Latin America to lean against
the political imbalances that exclude the poor from their
nations' progress.

v. The Old Issues that Refuse to Go ~way: Central America,
Cuba, and Drug Trafficking

Although the wars in Central America have largely ended,
democratic rule and respect for human rights remain weak in every
nation of the reqion except Costa Rica. Abject poverty remains
pervasive, and most of the countries are economically distressed,
The United states still maintains considerable influence in
Central America and could contribute importantly to political
opening, economic reconstruction, and the resettlement of large
numbers of refugees and displaced persons. That, however, will
cost money, and us economic assistance to the region has been
sharply curtailed in the past few years.

The Clinton Administration could partially compensate for
the reduced aid flows by providing some additional trade
preferences and encouraging increased lending by the World Bank
and Inter-American Development Bank. But the fact is that, to
playa constructive role in Central America today, the United
states will have to come up 'with more hard cash.

Like his eight predecessors, President Clinton will not be
able to avoid dealing with Fidel Castro's Cuba. Nothing that
Clinton has said so far suggests that his administration would be
disposed to chanqe current us policy, directed at squeezing Cuba
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economically and isolating it.diplomatically. Yet, that
approach--which has been pursued for more than thirty years--is
stale, unimaqinative, and unproductive. It is time for
Washinqton to set a new course rather than be quided by inertia.
This past september, a task force of the Inter-American Dialoque
put forth a sensible alternative that should be considered. It
proposes combining continued economic pressure with new
incentives for political openinq, seeks a marked expansion of the
flow of information and ideas to the island, and--most
importantly--urqes qreater cooperation between the United states
and Latin America in trying to encourage peaceful change in Cuba.

The choice for President Clinton is whether to pursue a
fresh and more activist approach, involvinq an effort to mobilize
an international coalition and to beqin barqaininq with CUba--or
whether to continue a policy of passively waiting for the CUban
authorities to take the first steps o~ for Fidel Castro to pass
from the scene.

Decisions also have to be made about international druq
policy. Now that the war aqainst druqs has receded as an issue
in us politics, there may be room for some significant policy
changes--and these are justified on both substantive and
financial grounds.

As conveyed in a series of private stUdies and qovernment
reports, the evidence is overwhelming that us anti-drug efforts
overseas have had no impact on us drug problems at home and
probably never will. Given the scarcity of foreiqn aid
resources, funding for drug initiatives in Latin America shOUld
either be sharply curtailed or more effectively directed to
helpinq Latin American governments to deal with their druq
problems--not ours.

President Clinton has inherited a well-defined policy aqenda
for Latin America. with the end of the Cold War, a signi~icant

bipartisan consensus has emerged in Washington on what issues
should be qiven priority attention in US-Latin American
relations, and that consensus is, by and large, shared by most
governments in Latin America.

But the fact that the agenda is set and the issues are
familiar does not make the challenges confronting the new
administration in Latin America any less difficult or important.
The battle for democracy could still be lost; economic proqress
in the region is by no means assured; cooperation between Latin
America and the United states, whether on economic matters or on
other issues, remains incipient.

The task of the Clinton Administration is not to break new
qround, but to consolidate and build on what has been
accomplished, and seek to structure an enduring relationship that

serves the best interests and values of both the united states
and Latin America. By qrasping the historic moment, the Clinton
Administration would benefit all Americans, North and south. It
would also establish a new standard for us leadership worldwide.
----------------------------------------------------------------
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1
Overview and Scorecard

On 17 December 1992, the United States, Canada, and Mexico signed a
historic trade accord. The North American Free Trade Agreement (NAFfA)
is the most comprehensive free trade pact (short of a common market)
ever negotiated between regional trading partners, and the first recip
rocal free trade pact between a developing country and industrial coun
tries. The NAFfA is scheduled to enter into force 1 January 1994, after
ratification by the three legislatures.

In the United States, the process of formulating implementing legis
lation will begin in the new Congress, which convened in January 1993.
Because the NAFfA was signed before fast-track provisions of US trade
law expired, there is no statutory deadline for submitting implementing
legislation. However, as a practical matter, given the 90 session days
allowed for congressional action and the political calendar in Canada
and Mexico, US implementing legislation must be submitted to Congress
by summer 1993 if the NAFfA is to enter into force, as envisaged, in
January 1994. .

Delay in US ratification of the NAFfA could complicate the timetable
of parallel efforts in Canada and, to a lesser extent, Mexico. In Canada,
the Mulroney government must stand for election by late November
1993, so it will likely seek to approve the NAFfA in advance of US action
to preclude the pact from becoming the focal point of the election, as
the Canada-US Free Trade Agreement (FTA) was in 1988. In Mexico,
the Salinas government has a longer tenure but would like the NAFfA
to enter into force before the ruling party (PRI) nominates its candidate
in summer 1994 to succeed Salinas in December 1994.



In this book, \\'t:' SllmlllMiZL' thl; centr,,1 provisions of tIll' NAFTA text
eVd~uatt:' the economic impact of the agn.'ement, and scorl' tht:' result~
against th~ recommendations of our earlier book (Hutbauer and Schott

. 1992a): This assessment is not intended as a legal guide or a negotiator's
mem.OIL Wl' leave those books to other authors. Our purpose is to
pro~lde a road. map so that legislators, businessmen, labor leaders, and
envlronme.ntahsts can get a quick handle on the agreement.
~uc~ ot our analysis. focus~s on issues related to Mexico's partici

pation m the pact, and m particular, the labor and environmental Con
cern~ that have do~inated the US debate on NAFTA during the 1992
election and that will be a central theme in the ratification debate. Since
t.he. NAFfA incorporates much of the eXisting Canada-US FTA, we have
hmlt~~ our analysis of US-Canada issues to those areas where the NAFfA
modifIes or augments FfA provisions.

NAFTA Highlights

In essence, the NAFfA. is a new, improved, and expanded version of
the Canada-US FfA. In large part, the agreement involves commitments
by M~xico to impler:nent the degree of trade and investment liberalization
promised between Its northern neighbors in 1988. However, the NAFfA
goes fu.rther b~ addressing unfinished business from the FTA, including
protectIOn of InteIJectual property rights, rules against distortions to
Investment (Jocal-content and export performance requirements), and
coverage of transportation services.

The .NAFf~ provides for the phased elimination of tariff and most
~ontanff ba.r~lers on region~l trade within 10 years, although a few
Import-se~slhve products WIIJ have a IS-year transition period. US
Cana~a bilateral ta~iffs will continue to be phased out according to the
FTA schedule, that IS, by January 1998. In addition, the NAFfA extends
the innovative disput~ settlement procedures of the FTA to Mexico (in
return for a sUbsta~tIal revamping of Mexican trade laws that injects
more transparency mto the administrative process and brings Mexican
antidumping and other procedures closer to those of the United States
~nd Can.ada); con.tains precedent-setting rights and obligations regard
Ing s~rvlces and Investment; and takes an important first step in ad
dreSSIng cross-border environmental issues.

.Th: agreement con~ains notable commitments with regard to liber
ahzatIon of trade and mvestment. First, the NAFfA establishes within
IS years free trade in agricultural products between the United States
a.nd Mexico. The accord immediately converts key US and Mexican ag
nc~ltural restrictions into tariff-rate quotas and sets a maximum IS-year
per~od for the ~has~-out of the over-quota tariffs-an impressive
achievement consldermg the dismal track record of other trade talks in
reducing long-standing farm trade barriers.

Second, the investment obligations of the NAFTA (and related di~pute

settlement provisions) accord national treat~ent to NAF~rA invest~rsl

remove most performance requirements on Illvestment In the regIOn,
and open up new investment oppor.tuniti~si~ key ·Mexican se.c~ors such
as petrochemicals and financial services. 1he Investment proVIsions pro
vide a useful model for future GAIT trade accords, despite the notable
exceptions for primary energy and Canadian cultural in~ustries.

Third, the pact sets important precedents for future regIOnal and mul
tilateral negotiations by substantially opening the financial services mar
ket in Mexico to US and Canadian participants by the year 2000 and by
removing significant obstacles to land transportation an~ telecommun
ications services.

FinalJy, the NAFfA offers a schizophrenic result in textiles and ap
parel. On the one hand, the pact calJs for the elimination of all tari~fs

and quotas on regional trade in textiles and apparel (except for a spec~al

US quota for Canadian apparel producers that do not meet the stnct
regional rules of origin). This is the first time. in this heavily p~otected

sector that imports from an important developmg-country suppher have
been significantly liberalized by the United States and Canada. However,
the rules of origin established to qualify for duty-free treatmen~ are
highly restrictive. If not coupled with prospective GATT reforms, the
cumulative result could be strongly trade diverting.

The NAFfA is a noteworthy achievement, but its implications for
Mexico, Canada, and the United States should not be exaggerated. By
widening the scope of the market and enlarging the range of available
labor skiHs, the NAFfA enables North American firms and workers to
compete more effectively against foreign producers both at home and
in world markets. But the ability of the NAFfA partners to gain maxi
mum benefits from the pact with minimum adjustment costs depends
importantly on maintaining domestic economic policies that ensure growth.
Firms wiJI still look first and foremost at the macroeconomic climate in
each country in setting their investment priorities.

Implications for Mexico, the United States,
and Canada

For Mexico, the NAFfA reinforces the extensive market-oriented policy
reforms implemented since 1985. These reforms have promoted real
annual growth of3 to 4 percent in the 1990s and a falling rate of inflation.
The NAFTA portends a continuation of the fast pace of change in the
Mexican economy by extending the reform process to sectors such as
autos, textiles and apparel, finance, telecommunications, and land trans
portation. Mexican exporterswiH also benefit in two distinct ways: the
relatively unfettered access to the US market that they already enjoy



under various unilateral US programs will be sustained, and the few
remaining US trade barriers will be liberalized.

The p~ospectof NAF~A imp~em~ntation has already generated strong
expectahonal effects, with capital Inflows to Mexico estimated at about
~18 billion in 1992 (of which about $5 billion was probably foreign direct'
InveS~menl).I.These large inflows are the financial counterpart to the
gr~wlng Me~lcan current account deficit generated by imports of ma
chinery, equ~pment, and other capital goods-all essential ingredients
for the sustained development of the Mexican economy.

However, a m.ajor cloud must be noted over Mexican skies: the gov
ernment of MexIco seems determined to bring intlation down from its
cu~rent rate of 10 to 15 'perce~t to the US rate of 3 to 4 percent through
stringent monetary pohcy, without permitting a significant devaluation
?f the pe~o. This approach could put the Mexican economy in a strait
Jacket, akin to the experience of the United Kingdom prior to the break
down of the. exchan?e rate mechanism in September 1992, and possibly
compel Mexican pohcymakers to institute policies entailing high interest
rates, l?~ growth, .and a burgeoning trade deficit for several years.
Recogmzlng these risks, Mexico altered its exchange rate policy on 20
October 1992 and doubled the pace of permitted depreciation of the peso
against the dollar from 2 percent to 4 percent per year (Wall Street Journal,
21 October 1992, AI3). Further steps in this direction may be needed.
. For the United States, the NAFTA reforms should enhance an already
Important export market. US exports to Mexico have grown sharply since
19~6 and n~w run at .an annual rate of about $42 billion. US suppliers
of I~termedlates, capital goods, and high-technology products should
continue to reaJ:> large benefits as prime suppliers of the growing Mexican
market. ,?ver h~e, th~ N~FTA should impel industrial reorganization
along regIOnal hnes, with firms taking best advantage of each country's
ability to produce components and assembled products and thus en
hancing competitiveness in the global marketplace.

In addition, the NAFTA meets key US foreign policy objectives. The
US debate often igno.res the foreign policy dimension, blithely taking
for gr~nted th.at MeXican steps toward economic reform and political
plurahsm are Ifreversible. But Mexico's economic reforms are still vul
nerable to political and financial shocks, and democratic reforms are still
~n thei~ infancy. !he NAFTA should anchor achievements already made
In MeXICO and reinforce efforts to promote economic growth and political
pluralism in that country.

1. Inves.tment has anticipate~ trade reforr.ns in Mexico, just as it did in Europe after passage
of the Single European Act In 1986, which presaged the internal market reforms of the
EC 1992 process. ---

For Canada, the NAFTA reinforces, and in some cases strengthens,
its FTA preferences in the US market. Canada achieved many of its
specific objectives in the negotiations, such as clarifying the method
used to calculate the regional content for autos and retaining the Canada
US FTA provision that exempts Canadian cultural industries from ex
ternal competition. In addition, the NAFTA improves Canada's access
to the Mexican market. Although Mexico is a relatively small export
market for Canada (under $1 billion at present), the NAFTA will expand
export opportunities for Canadian firms in several key sectors, such as
financial services, automobiles, and government procurement.

NAFfA IJLowlights"

Despite its attractions, the NAFTA does contain warts and blemishes.
For example, basic energy remains immune to free trade, progress on
labor and environmental issues proceeds in half steps, and the accession
clause is no more than a hortatory statement.

But the main area where the NAFTA is open to criticism is its.enun
ciation of restrictive rules of origin. These arcane trade provisions have
been aptly labeled "tools of discrimination": they are used to de~~rmine
which goods qualify for preferential treatment under the NAFIA and
to deny NAFTA benefits to those goods that contain significant~oreign

sourced components.
Rules of origin are an integral part of all free trade pacts, but the

NAFTA provisions pose two distinct dangers. First, to an undue extent,
they penalize regional producers by forcing them to source from less
efficient suppliers located in the region, thereby undercutting the global
competitiveness of the buyin~ firms. Second, the NAFTA rules could
establish an unhappy precedent for other preferential trading pacts,
which may choose to emulate the restrictive practices articulated in the
NAFTA to the disadvantage of the original perpetrators.

The impact of rules of origin in limiting trade liberalization is suggested
by comparing actual and hypothetical duty collections on US imports
from Canada. 2 Based on 1991 data, duty collections from Canada will
eventually drop to about 18 percent of the most-favored-nation (MFN)
duty rates rather than the zero level that would occur without rules of
origin. In other words, about 18 percent of US imports from Canada
will not benefit from the FTA. Obviously, the stricter the rules of origin,
the higher this residual percentage will be.

In general, the NAFTA adopts a standard rule that goods containing
foreign components qualify for preferential treatment only if they un-

2. This exercise was carried out by Tom Dorsey (1992) of the Office of Management and
Budget.



~ergo. ~l. "Sub~~~lnti~ll tral~sformation" in the region that results in a change
In tanH c1assltlcatIon ot the product. In .ll.idition, hmvl'vl'r, the NAFTA
rules of origin for several ke~ sectors have been encumbered by complex
value-added tests and requIrements that products not be contaminated
by key components sourced abroad.
. Our c?nce.rns about restri~tiveNAFTA rules of origin arise most prom
Inently In two sectors: textrles and apparel, and autos. In textiles and
apparel, the agreement establishes a triple transformation test that makes
t~e already-protectionist rules of origin in the Canada-US FTA seem
hberal by comparison. For most products, the NAFTA establishes a
"yarn .forward" rule, which requir~s an item to be produced from yarn
mad~ In a ~AFTA country t.o qualify for regional preferences. The impact
of thiS rule IS so~ewhat sottened, however, by the exemption of a small
number of fabncs that only need pass a single transformation test to
qualify for preferential treatment and by special quotas under which
prod~cts t~at do not meet the origin requirements still qualify for pref
er~nt.lal tanff treatment. The intense lobbying that prompted these re
stnctrve NAFTA rules presages the industry's counterattack against the
proposed global reform of the Multi-Fiber Arrangement in the Uruguay
Round of GAIT negotiations. The reform would phase out all quotas
over 10 years.

Fo~ autos, t~e NAF~A adopts a "net cost" approach for origin cal
culatrons. By Itself, thiS method is an administrative improvement. 3

However, t.he NAFTA valu~-a~ded test (62.5 percent for autos, light
trucks, engines, and transmissions; 60 percent for othl>r vehicles and
parts) is much higher than, and supersedes, the 50 percent requirement
of the Canada-US FTA. Moreover, the NAFTA includes tracing require
ments to ensure that the foreign component of engines, transmissions,
and. other specified parts is subtracted when determining whether a
vehicle meets the new content requirements. Together these rules sub
stantially raise the overall regional-content requirements for preferential
trade in automotive products.

Foreign concern about the potentially adverse trade effects of these
provisions will diminish if:

• The three NAFTA partners cut their MFN tariffs substantially in" the
Uruguay Round (thereby reducing the surviving margin of preference
between the NAFTA zero rate tariffs and the MFN rate);

• .The three countries move toward the adoption of a common external
tariff, especially in autos, thereby mitigating the legitimate worries
about potential transshipment of foreign components from one NAFfA
partner to another.

3.. The net-cost .approach subtracts specified administrative expenses from the transaction
pnce to determme the base for cdlculating the ratio of foreiim In rp,.jnn.11 rnnt.>nt

In contrast to the textiles' and autos' rules of origin, a constructive
precedent was set in the rule of origin for computers. The rule is rela
tively simple: computers qualify as a North American good if the circuit
board is made in the region and is further transformed so as to change
the tariff classification (e.g., from a circuit board to a partly assembled
computer). In contrast to textiles and autos, the N~FTA establishes a
common external tariff for computers and related products among the
three countries: US and Canadian MFN tariffs (3.7 percent or 3.9 percent,
depending on the product) will remain the same (subject to Uruguay
Round cuts), but Mexico's external tariff will be reduced from rates of
10 a~d 20 percent, down to the US and Canadian levels. over 10 years
(annex 308.1).4

NAFTA Ratification: The Clinton Scenario

From the moment NAFTA negotiations were contemplated, US critics
focused on environmental and labor provisions. These issues served as
lightning rods for the congressional debate prior to the start of NAFTA
talks in 1991. At that time, President Bush promised Congress to include
environmental safeguards both in the agreement and in parallel bilateral
initiatives with Mexico and to ensure that adequate programs address
the adjustment needs of US workers dislocated by the NAFTA reforms.

While the NAFTA and the parallel US-Mexico side agreements ar
guably meet Bush's commitments, they clearly have not satisfied the
critics. Even though the NAFTA is probably the "greenest" trade pact
ever negotiated, the accord contains far less in terms of rules and en
forcement than US environmental interests demanded. Similarly, the
NAFTA drew sharp objections from US labor groups because it does
not contain "hard" obligations in the area of workers' rights and related
labor issues. In both cases, the critics complain that the consultative
commissions are of the "meet and greet" variety, rather than forums
for progressively upgrading standards and enforcement.

In October 1992 Governor Clinton delivered a major address in which
he endorsed the NAFTA, rejected any renegotiation of the text, and
enumerated important qualifications (Clinton 1992). With Clinton's elec
tion, these qualifications now provide a guide for the requirements for
US ratification of the NAFTA. 5

4. In addition, duty drawback bendits will be pll<lsed out over seven years for the ma
quiladoras, where most Mexican-made Clllnputers Me produced (US Chamber of Com
merce 1992, 32).

5. At a news conference hdd on 19 November 1992. President-elect Clinton affirmed that
th.e NAf-TA is a priority and tlldt while "there Me other things that have to be done bdore
the treaty should be implemented by Congressional legislation," he looks forward to
~~rkin? with President Salinas to resolve the outstanding issues (Wasl,iJlgtoll Post, 20
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~ 6. This subject, of course, raises issues that could require negotiated commitmellts with
~ US trading partners.

\

In broad terms, Clinton sees NAFTA and other trade accords as part
of a larger national economic strategy, including changes in the US tax
system (Le., investment tax credits), developing a "conversion plan" for
the defense sector, and controlling health care costs. The NAFTA is
accordingly regarded as a part of the overall US competitiveness strategy.
Moreover, Clinton views the NAFTA as the first step toward developing
stronger regional ties, as the United States "reaches down into the other
marker-oriented economies of Central and South America."

Clinton has enumerated five unilateral measures that the United States
should enact in the context of NAFTA implementing legislation. The
unilateral steps require worker adjustment assistance (training, health

. care benefits, income supports, and assistance to communities to create
jobs); environmental funding (to ensure environmental cleanup and
infrastructure investments in the United States); assistance to farmers
(strict application of US pesticide requirements on food imports, plus
help in shifting farmers to alternative crops); assurance that NAFTA
"does not override the democratic process" (i.e., Clinton would give US
citizens the right to challenge objectionable environmental practices in
Mexico or Canada);6 and assurance that foreign workers are not brought
to the United States as strikebreakers.

In addition to these unilateral steps, Clinton stated his intention to
negotiate three supplemental agreements that would be submitted to
Congress in parallel with NAFTA implementing legislation. His proposal
was ambiguous as to whether these pacts would be solely with Mexico
or trilateral in nature. However, it clearly was motivated by political
demands to strengthen US-Mexico provisions.

The first agreement would create an Environmental Protection Com
mission. The commission, which would be headed by Vice President
Gore, would have "substantial powers and resources to prevent and
clean up water pollution" and would "encourage the enforcement of
the country's own environmental laws through education, training, and
commitment of resources, and provide a forum to hear complaints"
(Clinton 1992). .

A second supplemental agreement would create a Labor Commission
that would have powers similar to those of the environment commission
to protect worker standards and safety. "It, too, should have extensive
powers to educate, train, develop minimum standards, and have similar
dispute resolution powers and remedies."

Finally, a supplemental safeguards agreement would be negotiated
to deal with instances where "an unexpected and overwhelming surge"
in imports from a partner country required temporary protection be
yond that provided by the "snapback" clauses enumerated in the

NAFTA text. The rationale for such a provision ~ould be to ~rovide
an additional avenue for temporary import relief to deal with the
aftershocks of regional integration. It does not encompass, however,
the innovative safeguards mechanism that we advocated for sectors
such as autos, textiles, and agricultu.r~. .

President Salinas has reacted pOSItively, If not warmly, to these

sals Indeed he reportedly suggested that the agenda of these
propo. '. . . I .
supplemental negotiations be expanded to mclude a specla economic
support fund for Mexican development (Wall Street Journal, 8 Decem-

ber 1992, All).
In the relevant chapters that follow, we examine these p~oposed sup-

lemental agreements in more detail. As with the completed NAFTA
rext, we offer recommendations regarding the scope and content of the
prospective labor and en~ironment pacts.

NAFTA Accomplishments: A Scorecard

In the remaining chapters of this assessment, we e~amine the a.ccom
plishments of NAFTA measured against the yardsticks set out m our
1992 book. When we drafted that book, we regarded our recommen
dations (which serve here as yardsticks) as the outer limits of ~hat might
be accomplished in a long process of integrating the ~conomlesof Can
ada the United States, and Mexico. We have never viewed the NAFTA
text' as the final word on economic and social convergence within the
huge North America market. Rather, we see the NA~A as a very large
first step, with the implication that further steps Will be taken m later
years.7 ' ••

What follows are detailed assessments of the key provIsions of the
NAFTA text, both in terms of individual sectors and in terms of cross
cutting rules. Readers who want a succinct app~aisal should. turn to the
appendiX, which summarizes our recommendations, the main elements
of the NAFTA text, and the contrast between recommendations and
results. For readers who want a very short scorecard, in table 1.1 we
have assigned grades for achievements in each area. In this scorecard,
a gentleman's B indicates that the outcome just met our recommenda
tions (which demand a high standard of accomplishment), an A indicates
an outcome that surprised us for the exceptional progress made to~ard
a free regional market, and a C indicates that the outcome was disap-
pointing.

7. In a sense, the NAFfA for North America is akin to the Treaty of Rome, signed by
European Community members in 1957. The parallel is far from exact, however, in that
the Treaty of Rome announced as its destination a common market with a major insti
tutional superstructure. By contrast, the NAFTA has as its destination a free trade area
with little institutional superstructure.

_ •• •• _ •••••• • ro-"'" A



Table 1.1 Scorecard: How NAFTA rates against the
recommendations

NAFTA results

Market access by sector
Energy
Automobiles
Textiles and apparel
Agriculture
Financial services
Transportation
Telecommunications

Trade rules
Rules of origina

Safeguardsb

Subsidies and dumpingC

Dispute settlemenf
Government procurementd

New issues
Investment
Intellectual property
Environment
Labor adjustmentO
Maquiladorasd

Average grade

Grade

c+
B
B+
A
B+
A
B+

c+
C
B
A
B+

A
B
B
A
B

B+

a. Rules of origin are discussed in chapter 1 and in the automobiles and textiles and apparel
sections of chapter 3.
b. Safeguards are discussed in chapter 2.
c. Subsidies and dumping are discussed in the dispute settlement section of chapter 4.
d. Government procurement and maquiladoras are not addressed separately in the assess
ment but are included in the appendix.
e. Labor adjustment is discussed in chapter 2. The grade of A assumes that President Bush's
proposed labor adjustment program, or a better program, is adopted.

The overall grade we assign the NAFTA text is a B+ . In most subjects,
the agreement met our recommendations. In several areas-such as
investment, agriculture, transportation, dispute settlement, and labor
adjustment-the NAFfA text exceeded our recommendations and re
ceives an A. However, in some areas-energy and rules of origin-the
agreement falls short and earns only a C.
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SUITING UP FOR COMBAT ON TRADE PACT
BY ELIZA NEWLIN CARNEY

Alarmed by an increasingly visible
grass-roots campaign to kill the
North American Free Trade Agree

ment (NAFTA), business interests are
fighting back.

About 400 major trade associations,
corporations and business coalitions have
joined a new umbrella group dubbed
USA*NAFfA that plans to invest heavily
in defending the r-ecently signed agree
ment, which-if approved by Congress
would join the United States, Mexico and
Canada in a single commercial market.
The group, spearheaded by Rochester
(N.Y.)-based Eastman Kodak Co. and
American Express Co. in New York City,
has set out to raise $2 million for a
national public education and grass-roots
lobbying drive, though some NAFTA
supporters say it will cost far more than
that to counter mounting opposition.

"Clearly the groups that support
NAFrA realize that we've got a fight on
our hands," said Robert J. Morris, senior

vice president for the Washington office
of the New York City-based U.S. Council
for International Business. After a year
and a haif of heavy anti-NAFTA lobbying
by a coalition of labor, environmental,
family-farm, consumer, church and civic
groups, industry NAFTA backers say that

_ they are beginning to
I I catch up. The Mexican

government already is
well into a high-dollar public relations
and lobbying campaign. (See NI, 9/19/92,
p.2122.)

USA*NAFTA has already sought
advice from the Wexler Group, a Wash
ington lobbying firm headed by former
Carter White House aide Anne Wexler
that has had close ties to President-elect
Bill Clinton. Coalition leaders recently
met with Mexican President Carlos Sali
nas de Gortari, and the group is hosting
twice-monthly meetings to help pro
NAFrA forces share intelligence and
coordinate strategy. '

Coalition members, which include such
major players as the National Association

of Manufacturers, the Business
Roundtable and the U.S. Chamber of
Commerce, are pulling their weight by
producing white papers showing
NAFfA's positive effects and by talking
up the agreement among their members.

A USA*NAFTA member, the U.S.
Council of the Mexico-U .S. Business
Committee, recently commissioned a pro
NAFTA study by Paula Stern and Paul A.
London, her husband, of the Washington'
consulting firm the Stern Group Inc.
(London and Stern, who's a former chair
woman of the International Trade Com
mission, have been advisers to Clinton.)
In conjunction with USA*NAITA, the
council has also released 50 detailed (and
largely optimistic) summaries of how the
agreement would affect each state in the
union.

NAFfA supporters have been spurred
on in part by the growing visibility of a
broad anti-NAFTA coalition led in
Washington by Ralph Nader's lobbying
group, Public Citizen Inc. Led primarily
by labor unions and environmental
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groups, the coalition has drawn together
such diverse bedfellows as the Sier" Club.
the AFL-CIO, the National Family Farm
Coalition and the National Rainbow
Coalition. (For details, see this issue, p. 47.)

Recently renamed the Citizen Trade
Campaign, the coalition in mid-Decem
ber announced that it was redoubling its
efforts against the free-trade agreement
in conjunction with another Washington
based anti-NAFTA group, the Alliance
for Responsible Trade.

Among other moves, the two groups
persuaded 52 national organizations to
sign a letter to Clinton detailing problems
with the agreement. The letter, sent to
every Member of Congress, contends that
the agreement will degrade the environ
ment, jeopardize worker health and safe
ty and threaten U.S. jobs by encouraging
companies to cross the border.

"The basic premise of our campaign is
pretty simple, which is that once people
understand what [President] Bush's
NAFTA means for their lives, for the
environment, for their food safety, they
can't help but be opposed," said Lori M.
Wallach, staff attorney and director of
trade programs at Public Citizen's Con
gress Watch.

The Citizen Trade Campaign has
already spent nearly $200,000 on radio,
television and newspaper advertising
against the agreement. Labor groups,
whiclrcontributed heavily to Clinton and
to the Democratic Party, have also paid
for anti-NAFTA newspaper ads.

NAFTA supporters counter that the
agreement will create jobs in the United
States and will improve environmental
conditions by boosting Mexico's economy.

But NAFTA opponents apparently
have had an easy sell so far. Several sur
veys have found that the majority of
Americans who are familiar with the trade
agreement oppose it. A CBS News-New
York TImes poll in July found that respon
dents considered free trade with Mexico a
"bad" rather than a "good" idea by 2-1.

And the Citizen Trade Campaign and
its allies have struck a nerve among
Americans increasingly worried about
jobs and the economy. Hundreds of pl:o·
pie have turned up at rallies, protests.
press conferences and town meetings thut
the coalition has held all over the country
during the past 18 months.

"We think Clinton is going to have a
hard time getting this through, and he is
going to need all the help he can get."
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said Betty Ann Kane, a federal relations
adviser with the Washington law firm of
Miller & Holbrooke who recently was
hired to be executive director of a Laredo
(Texas)-based group called Pro-NAFTA.
Headed by Laredo Mayor Saul N.
Ramirez Jr., Pro-NAFTA represents the
mayors of several cities along the Mexi
can border who support the agreement.

Determined to turn grass-roots orga
nizing to their advantage, USA"'NAFTA
officials are setting up state coalitions
throughout the country. Though groups
on both sides say that they want to be
h~ard by Clinton and by Mickey Kantor,
hiS choice.for U.S. Trade Representative,
Congress IS the real focus of the NAFTA
battle. Clinton has said that he backs the
agreement, which Bush signed on Dec.
17, so long as supplemental pacts are pro
vided to protect the environment, worker
safety and American jobs.

The next step is to hammer out the
details with Congress. And both sides
want to make sure that Members, partic
ularly freshmen, hear from their con
stituents.

Supporters and opponents agree that
!he NAFTA fight has taken trade lobby
mg to a new pitch. "Trade policy is be
coming the overarching conceptual
framework for a lot of other issues," said
Don Wiener, the Citizen Trade Cam
paign's Chicago-based field director.
"Trade policy informs or affects labor
policy, human rights policy, environ
mental policy."

Willard A. Workman, a Chamber of
Commerce vice president concurred.
"This is the first time in re~ent memory
that a trade issue has been given this kind
of national attention," he said. •
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American Rules, Mexican Jobs
By Jagdish Bhagwati

~-..... upplemental agreements
are being negotiated
with Mexico to raise
and enforce environ
mentaI and Jabor stand
ards as conditions for

Cungressional approval of the North
American Free Trade Agreement.
But the proposals being canvassed
arc. at best, debatable. Better sugges
tions can be made.

Because these proposals are large
ly driven by fear that we will lose jobs
to the cheap Mexican labor. they seek
to impose excessive environmental
standards and have effectively be
come instruments forlndirectJy rais
ing Mexican costs. The demands for
tougher Mexican standards could be
legitimately read as a ploy to under
mine Mexico's ability to join the
trade agreement and thus to kUl the
accord itself.

Demands that commit Mexlco's
scarce resources to improve environ
mental and labor standards are. how
~ver, not the end or the matter. Many
Congressmen and lobbies would go
furl her. They would have Mexico also
muke similar commitments by each
industry, matching them up to levels
of rcguhtt ion in corresponding indus
lnes in the U,S. This would presum-

.JClgcl,~h Hlwgwuli. prof(Issor of C!<:C1'

twulles at CcllwnhiCl (JlJiv('rs;ty, is
uulllllr uf "P',·otecticuw;ln."

ably yield level playing fields for our
industries in, the trade, agreement,;
otherwise. it Is reasoned. Mexico
would reap unfair advantage in (rcc
,trade with us.

But surely the manner In which
Mexico divides Its overall effort to
meet environmental objectives
among dHferent industries and re
gions must reflect Its own priorities
just as ours reflect our own,lnterests.

Apply strict
labor standards

to U.S. companies
in Mexico.

Demands on Mexico to do exaclly
what we do are therefore not sensible.
Since we would properly not su'bmIt
to them if made by others, they are
also unreasonable.

But we can address the chief con
cern of U.S. labor unions that our
invest~ents will flow to Mexico in
industries where standards arelower
than our o~n. For U.S. companics in
Mexico. whether fUlly owned subside
iaries or joint ventur~s. we can legi~

lutc, nCit 'just eXhort, thut they act
entirely up to OUI' standanJs. SiUt'('
OUI' stundards arc often nul unifurm
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across difrerent =,talcs. perhaps wc
might even overJ('~islale and makc
the toughest standards mandatory on
ou.· companies in Mexico, A ratiunale
fOI' this Draconian polky would be
theat industries in thc ~ilales with the
toughest measures arc mosl likely to
be in(luen(~ed into movin~ lu Mexico.

Such a policy, rel1linisc~1ll or thc
Sullivan Principles urgin~ U.S. com·
panics in South Africa to comply wilh
Americun laws a~alllsi radal dis·

,crimination, would rcspunu to the
fears of the unions "bout lhe loss of
jobs tQ Mexico. It would thus
strengthen the ability or lilt" Clinlon
Administration to rt'jrct IIw oUlland·
ish demands (hat Mt'xil'u, dcspite ils
poverty. do mU('h more for the (!Ovi·
ronmcnt and Inbor' thun it can (·ur·
rently afford and thal il replita(e our
regulations and standa rds on each
industry.

This pulicy is in our jlll"biuictionul
powers: our industries should be sub
ject to OUI' legislat ion. espc('iu Ily as
no conClict with Mexican laws is a(
stake.

Proponents uf tough environl1lC'nwl
and lahur standards. whll U('SIJ'(' Ih('1ll

as goot! v,tlm":; thai Shllllid apply to
Mexican dti~cns, shuuld ;t1so realiz('
lhat the prc~em:(' in 1\1('Xll'CJ of our
companiC"s adhering III lilt' higher
sumdurds would Sl'rVl~ us a demon
st rut ion fm' M<.'xicHn IIHhlSI riPs and
wuuld (·IIt·uuragC' ~1l'xinlll IHlIlgUV·

<'n'!lu'llwl UI'Aanli'alHIIl-i III ;Igllal<'

for aI. t'xh'JlsiOIl of ;-;lIt'h Sldlld;'lrds III

all Mt~XIt:'11l t'IHllP,l/llt'~ l'\'l'lllllally. I I
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PERSPECTIVE ON NAFTA

A, chief deput~ whip, Rep. Bill Rich
ordlDn (D-N.!!.) will be active in Bhep~

herding NAFTA through the Hovse.

congressional support for NAFTA ten
uous. After completion of these agree
ments, NAFTA should be ready for
formal submission to Congress.

This process will test Clinton's deft
ness at bilateral diplomacy. While Sali
nas must recognize Clinton's political
needs to side agreements, Clinton must
also recognize Salinas' sensitivities to
sovereignty concerns that may arise
from the agreements.

As for fears about the Impact"of free
trade on American labor, Ross Perot had
II wrong. The "giant sucking sound" is
being caused by American job losses to
Asia and Europe, not to Mexico. Mexican
exports to the United States are less
than 5% of our total imports. Clinton's
response to fears of job loss should be to
prOVide generous resources to retrain
workers and improve our competitive
ness. If he does this, as he has promised,
he will have established a considerable
measure of security for the future of the
American work force. Such an initiative
will need to be fleshed out and presented

to Congress before a final vote
onNAFTA.

As for the environment, the
problems of air pollution, water
contamination and necessary
Infrastructure along the border
need to be addressed now. A
U.S.-Mexico binational envi
ronmental commission could
pave the way for a break
through on environmental pro
tection. Such a commission
would need the power to coor
dinate compliance with envl
ronmentallaws and to guaran
tee bonds for infrastructure
projects. U.S. and Mexican tax
payers should not have to foot
the entire bill for environmen

IlAESIDl. T.....-Colonosl. VIC\OIIa.~ tal cleanup. Multinational cor
porations with operations in

North America and in the border maqui
ladora zones should take a strong and
innovallve leadership role to find solu
tions and contribute financially to re
solve these problems. So far, multi
nationals and maquiladoral have not
done their fair share-have even
shirked their corporate responsibilities
to protect the environment in their
communities. A solution along these
lines would make NAFTA the "green
est" trade agreement In history.

Clinton and Salinas share striking
generational similarities,ln that both are
pragmatic problem-solvers who have
focused their energies on economic
growth and development. Their mutual
objectives can be met by developing a
personal chemistry and by making some
tough decisions on NAFTA early on.

It means jobs and foreign investment for
a more secure future. For the United
States, It represents a real opportunity
to combine out economic strengths with
Mexico and Canada to. match the pro
duction-sharing strategies of Japan and
the European Community and to assure
economic and job growth at home. More
significant than increasing U.S. exports
to Mexico Is the boost that NAFTA will
give to U.S. compelltiveness in world
markets. If the United States expects to
compete with Asia and Europe, we need
an economic partnership with Mexico
that allows our country to capture the
same economic synergies enjoyed by our
competitors. who have already joined
with developing countries in their re
gions to gain competitive advantage.

With the stakes so high. Clinton and
Salinas should direct their negotiators
over the next 60 days to develop side
agreemenlS to address the environmen
tal and labor issues· that have made

presents both countries with
the opportunity to overcome
the limitallons of the past.

The foreign-policy implica-
tions of NAFTA cannot be
overlooked. Political and so
cial stability in Mexico is cen
tral to stronger U.S.-Mexican
relations. While President Sa-
linas has moved Mexico to
ward that possibility with

amazing alacrity, the free-trade agree
ment is an insurance policy against a
possible Mexican retreat to economic
Isolationism. The rest of the Western
Hemisphere-Latin America and the
Caribbean-is already nervous about
the olJ1.come of NAFTA and will doubt
our commitment to trade expansion in
the region if NAFTA falters. Clinton
needs to achieve a qUick and positive
outcome on NAFTA to establish a
credible and successful foreign policy
toward our hemisphere neighbors.

On the economic front, NAFTA has
benefits for both countries. For Mexico,

They have two months
to settle such side issues
as environmental
protection iffree trade is
to win Congress' vote.
8J BILL RICHARDSON

W hen President-elect Bill Clin
ton and Mexican President
Carlos Salinas de Cortari con

clude their first face-to-face meeting
today, let's hope that they have made
progress in two vital areas. First, they
need to forge a strong personal relation
ship, essential for the leaders of two
neighboring countries often at odds over
a host of bilateral issues. They also need
to agree on a strategy for winning
Congress' approval of the North Ameri
can Free Trade Agreement.

In a nutshell, the two leaders should
explore potential side agreements to the
negotiated NAFTA treaty to
confront congressional fears
over job dislocation, environ
mental protection and worker
safety rights that have been
left largely unallended by the
Bush Administration.

To his credit, candidate Clin
ton endorsed NAFTA despite
enormous pressure against do
ing so, while adding a firm
commitment to address con
cerns about the environment
and U.S. jobs. He will have to
enlist Salinas' support In re
solving these concerns if NAF
TA is to pass Congress and
function effectively.

In politics as well as in
economics, timing is critical,
and NAFTA needs to be com-
pleted as soon as possible during Clin
ton's honeymoon with Congress, prefer
ably by early summer. A delay could
weaken both U.S.-Mexican relations and
U.S. efforts to Increase Its competillve
ness in world markelS. From Mexico's
perspective, It would be a serious slap In
the face for the Salinas government,
which has invested so much of Its
polltical capital In closer economic and
political ties with the United States. It
could also undermine the reformist
agenda of the Salinas government and
aggravate MexiCo's economy just when
It needs a jolt of confidence.

Years of hateful stereotyping, mutual
distrust and nationalistic sentiment have
kept the United States and Mexico from
forging stronger relations. These histor
Ic problems have prevented closer coop
eration on Important issues such as
trade, immigration, drugs and environ
mental protection, all of which Impact
the United States profoundly. NAFTA

An Agenda for Clinton and Salinas

n~ .......J1/'
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Free Trade PacfIs Shaky
Tough. us demands dim 'trade prospects across borders

• ChmWphsr Whalen is a
Washington-based consullanl
and edits The Me:&ico Report, a
fortniohllu news18U6r.

zatlon" originates with the envi
ronmental movement, which is
unlikely to be moWfied by pre
tended "solutions" to Mexico's ba
sic8JIy dysfunctional legal system.

The fact is that Kantor has
promised to Include in the side
agreements basic legal and politi
cal changes inside Mexico that he
simply cannot deliver. "We are go
ing to lnslst that we have some
changes in the Mexican JudiclaJ
system to make sure people have
access to that system, that due
process is foliowed. and that ad
mlnlstratlve decisions can be ap
pealed In court,· Kantor has &ald.
No American can tulfill this prom
ise, say sources In Mexico.

One Mexican politician with
close ties to the govenunent of
President Carlos Salinas de Gor
Wi says Kantor "is promlslng
what he cannot deliver, what no
one can deliver. How can Kantor
publicly tell members ofCongress
that he will produce changes In
Mexican law when we caMot pos
sibly begin such a process now?
The (Mexican] president's term Is
effectively over now, and we have
elections next year. Thus, I cannot
imagine when Salinas could make
the legal changes that Kantor re
quires, even if he were Inclined to
do so."

Kantor will not be able to ob
tain and/or demonstrate the
changes necessary to satisfy Con
gressional critics, and the agree
ment will either be shunted aside
or voted down the House, Senate,
or both. Aides in the Clinton
White House confess their worry
that the president may not be will
ing or able to see NAFI'A through
Congress.

By September, when support·
ers of NAFTA hope to see the
agreement moving toward a posi
tive vote in Congress, Mr. Cllnton
in.ay be on the defensive politi
cally and embroUed In a many
sided legls1at1ve fight. In these
cIrcumstances, the White House
might prefer to see the trade
agreement go down to defeat
rather than spend dwindllng po
UticaJ capital and presidential
popularl~ to attempt to rescue it.

Kantor and other members of
the Cllnton admln1strat1on have
said repeatedli that they will walk
away from NAFTA Wlless the nec
essary changes are made. Putting
aside their reassuring rhetoric
about supporting free trade with
Mexico, perhaps letting NAFfA
gradually fall was always Clin
ton's Intention.

Kantor's assignment Is much
broader and arguably far more
difficult, If not Impossible. In
practical terms, he must hold dif
ficult talks with Mexico and
Canada while conducting detailed
negot1at1ons with members of
Congress, environmental groups,
labor organ.lzat1ons, and hun
dreds of state and local entitles.

The scale of the task facing
former lawyerllobbyist Kantor is
illustrated by his calls for basic
changes in Mexican law and legal
procedures. A number of mem
bers of Congress have demanded
IN\Ior alterations In Mexican legal
practrces In order to ensure that
both NAFTA and side agreement
provisions are enforceable.

Significantly, Kantor has aJ
ready backed away from an ear
Uer pledge to give the trilateral
commissions envisioned In the
trade agreement supra-national
authority to resolve disputes and
enforce rules. He app8rently un
derstands that the issue of how
Mexico's legal system works (or
falls to work) inevitably leads to
poUticaJ questions that cannot be
answered within the narrow con
fUles of NAFTA.

But without the fundamental
changes that House Leader Rich
ard Gephardt (0) of Missouri,
other members of Congress, and
even Kantor h1mse1f have called
for, there can be no effective en
forcement of any NAFTA provi
sions that require speclflc action
on the Mexican side of the border.
If these concerns are not dealt
with, astute observers believe,
NAFTA is dead.

By Christophel' Wbalell

As American and Mexican
negotiators begin formu·
lating "side agreements" to

the North American Free Trade
Agreement (NAFTA), the weight
of political oplnlon in Washington
is quite pessim.lst1c about the
agreement's chances for congres
sional approval.

That sentiment on NAFTA in
the House of Representatives is
currently at least 2 to 1 against
shows that the Clinton ad
ministration's renewed support
for free trade is only the lnltiaJ
down payment on a very expen
sive political tab. WW President
Clinton pay the price?

Roughly three-fowths of newly
elected members of the House
and Senate explicitly opposed
NAF'TA in their campaigns. In a
series of surprisingly candid in
terviews, United States Trade
Representative Mickey Kantor
concedes that NAFTA is In trouble
politically. But he also asserts that
he can satisfy the objections of
members of Congress.

Mr. Kantor's optimism and
seeming willingness to conunlt
publicly to deliver on innumer·
able promises may be part of the
larger problem facing NAFTA.

When former Trade Repre·
sentative Carla Hills began tbe
long and difficult NAFTA process,
one of the fU'St rules she estab
lished was. that the negot1at1ons
would occur In private. She. cor
rectiy acknowledged that the
talks could not succeed if the par- T HE reasons behind such
ticulars of the US agenda were pesslm1sm are more com-
discussed with members of plex than the question of
Congress and the press before simply enforcing labor and envi
they were presented to the Mexi· ronmental rules. One of the more
can and Canadian representatives revealing developments In the
at the bargalnlng table. NAFTA process has been the

Kantor, on the other hand, emergence of the tenn "upward
seems happy to discuss detalls of harmonlzatlon,· which essentlally
the three-sided agreements in ap- means that Mexico must change
pearances before Congress and its laws Il1d regulations In order
with the press, apparentiy as part to raise its Internal regulatory en
of a larger strategy to manage the vironment to the same level as
process through the media. In that prevalling In Canada and the
general, he has conducted one of US.
the most frank and open discus- The tenn "upward harmonlza
SiOllS of US-Mexico relations tlon" Is pejorative and suggests,
given by· an American offic1aJ In some say correctly, that Mexican
many years. But his candor trou- regulatory standards are lnade
bles always-reticent Mexican gov- quate, a fact which Is c:auslng
enunent officials and NAFTA sup- much friction lnslde the Mexican
porters, who rightly wonder what govenunent. Most observers,
Kantor really has In mind if he is even Mexicans, would agree that
so wllling to discuss the US shop-. our. southemnelghbor needs to
ping list for the side agreements. make slgnltlcant changes In its Ie-

Ms. Hills was charged with ne- gal system, yet the tone of the
gotiating an agreement, which American demands Is conde
would then be sold to Congress scendlng and even lnfiammatory.
by President Bush. The drive for "upward harmo~-
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NAFTAAgreement·Is Good US Economics

• Peter Ha!-i;II/ ;s (ldi"~l '''-''.'';
d(,llt (if tlU' luter-AII,('r;nu, I Ji,/-
[oyu/, in ""ashi"Uf(//I_

abuses.
• Finally, NAFT:\ should 1)('

promoted a." a crucial fin:;t step
toward building a hemispI1l'rt··
wide free tradt, area. A1thougll
struggling to shakt' off a pn 1

longed economic depressioll.
Latin America spent 50m(' Sf;()
billion on US export,; la<.;t yt'ar.
more than either .Japan or Ger·
many. In recent y(~ars. til(' regioll
has been our fac;test growing (·x·
port market.

By boosting Latin America'~

economic' prospeel<.; and oppning
further its markets. free tradt· ar
rangements would spark new (/1"

mands for US goods and sen-i(·,'s.
Every 1 percent of ad<l"d

growth in Latin Ameriea in
creases US exports by about .,;::,
billion, compared with only ~ I
billion for the same rise in .Japan·s
growth rate. And, as in the ca..;e of
Mexico, stronger US-Latin Anwri
can economic relation~ are the es·
sential basis for strong('r politil-al
ties and expanded coopprat ion' III

many shared problt'llls.
NAITA is good lradt· policy.

good economk policy_ and golid
Latin American lJolky.

contributed to a sharp decline in
the suspicion and distrlL<;t that
traditionally characterized Mexi
can attitudes toward the US, and
is opening the way for more effec
tive cooperation on such other "i
tal issues as drugs, immigration,
and the environment.

• NAITA will produce Un
provements in environmental
conditions within Mexico and
along the US border. Mainstream

emironmental groups ac
Irnowledge that NAITA al
ready includes sound eco
logical provisions.

These should be further
strengthened by the pro
posed supplemental ac
cords.

• Although NAFfA will
lead to a net gain in US em

ployment, it will also put some
American workers out of jobs.
The administration has to make
clear that it will address the needs
of displaced workers through im
provements in US labor legisla
tion.

• Tht> administration should
recogniz(' it is concluding an eco
nomic pact with a nation that L<.;
not genuinely democratic, and
commit itself to pressing Mexko
to open it<; politics, keep plections
honest, and end human righl";

running short. Here are the key
arguments· that should be ad
vanced:

• Every credible study has
concluded that NAFTA will be a
decisive economic plus for the
US, creating good jobs for Ameri
can workers and making the US
economy stronger.

• Exports to Mexico will ex
pand signjficantly in response
both to lowered trade barriers

and increased Mexican bUying
power, as that economy prospers.
Every dollar Mexico spends on
imports, more than 70 cents ends
up in the US. Nowhere el"e do we
er\ioy that advantage. In the last
five years, as Mexico has emergpd
from its economic slump, its pur
chases from the US have soarpd
by nearly 150 percent to almost
$40 billion in ]992 and could
eclipse our sale~ to .Japan.

• The promise of closer ('('0·

nomic cooperation ha.c.; already

The Clinton administration should
press Mexico to open its politics,
keep eledions honest, and end
human rights abuses.

agreement.
The president's few statements

on NAITA, although supportive,
have been brief and lacking in en
thusiasm. US Trade Represent
ative Mickey Kantor has been en
ergetically promoting the
agreement, but swelling criticism
has put him on the defensive.

If the president wants a NAF"TA
agreement, he and his advisers
must now take the initiative. They
need to communicate a
clear and comprehensive ra
tionale for proceeding, link
ing NAFfA to the adminis
tration's strategy for
revitalizing the American
economy. Until that is done,
NAFTA's critics will have the
field to themselves. They
have been effective in galva
nizing the opposition, so much so
that doubts are emerging on
whether NAFTA can gain ap
proval.

In contrast, the president's al
lies on the issue remain on the
sidelines, fmding it difficult to
join the debate without direction
from the White House.

The president has to make a
convincing case for NAITA. not
by responding to iL<; critics. but by
fuUy explaining how thi" agrt't··
ment serves liS interest<.;. Time' is

By PeteI' Hakim

T HE Greeks have a saying:
"Milk turns sour when
shaken too much."

That is what may be in store
for the North American Free
Trade Agreement (NAFTA) unless
the Clinton administration moves
forward quickly to nail down the
details of this accord and presses
hard to gain its approval in
Congress.

Throughout his presidential
campaign, Bill Clinton consis
tently supported NAFTA and its
goal of eliminating trade barriers
bt>tween the United States, Mex
ico, and Canada.

A month before the election,
he devoted an entire speech to en
dorsing the 2,OOO-page NAITA
pact negotiated and subsequently
signed by then-president George
Bush - although signaling his in
tention to seek supplemental ac
cords on a few issues like the en
\ironment and labor rights that
were not adequately addressed.

Since taking office, however,
the Clinton administration has
d(lne little to build public and
Congressional backing for the

BEST AVAILABLE COpy
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ADDRESS BY LAWRENCE H. SUMMERS)
UNDER SECRETARY-DESIGNATE OF THE TREASURY AND

TEMPORARY ALTERNATE GOVERNOR FOR THE UNITED STATES
AT THE ANNUAL MEETING OF THE

INTER-AMERICAN DEVELOPMENT BANK
HAMBURG, GERMANY

MARCH 30, 1993

Distinguished GovcrIloro, Mr. President, delegates and friends:
I am extremely pleased to be here in this historic city of
Hamburg and among so many friends of the Americas. I want to
than~ our German hosts for their gracious hospitality which
has added so much to the qua!ity of our deliberations. I also
want to offer our warmest congratulations to President Enrique
Iglesias on his recent reelection as President of the Inter
American Devel?pment Bank.

Together, we look to the Inter-American Development Bank to be
a catalyst for sustaining and deepe~ing the truly historic
social and economic trends in the Latin American region that
have occurred over the last several years. We look to the IDB
as an institutlonal commitment of our hemispheric partnership
for prosperity.

As President Clinton's nominee co be the Under Secretary for
International Affairs at the Department of the Treasury, I
welcome this opporcunity to underscore the commitment of
President Clinton and Secreta~ Bentsen to this strong and
growing relationship with Latin America and the Caribbean.
Presidents from Roosevelt to Clinton have understood the
shared destiny of our peoples. The new Administration in
Washington sees Latin America as a partner, and we are working
closely with our Congress to shape the many dimensions of our
partnership.

Our countries and cultures have much in common. We are a
young, vibrant hemisphere with an optimistic outlook. We
believe in markets, yet we also believe that governments have
an appropriate role to play. We have common interests in the
areas of trade, investment and debt. We share similar views
of problems and solutions. We are not plagued by the negative
aspects of nationalism, and we believe in the promise of the
modern state. Our hemisphere has 8 new generation ot post
Cold War leaders, leaders committed to democratic' principles.

lAs presenced by James 11. FAll. Deputy As~l~l.ttnl. Sttcrtttary of the
TrCA$Ury.

LB-97
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For both Latin America and the United States, the early 1980s
were marred by high interest rates and record debts; the 19906
offer the promise of the opposite, low interest rates and
reduced debts. "The 1980s saw regional disputes over contras,
commandantes, and human rights; the 1990s will be devoted to
promoting greater regional integration. The early 1980s
witnessed protectionism, government-led growth and burdensome
regulation in Latin America, but the 1990s can be a decade of
mutual accord over hemispheric growth, political plurality,
and environmental sustainability.

There is a distinct echo in the reform effores underway in
Argentina, Chile, Mexico, and elsewhere in Latin America and
President Clinton's economic plan for domestic renewal. Each
effort was thought to be politically impossible, but each
actually has received a broad base of public support.
President Clinton's program and the Latin American reform
plans also share an activist approach to economic policy, with
a two-pronged approach marrying pro-growth and anti-poverty
measures.

The President's plan has a n~mber of critical components.
First, the President proposed the most serious deficit
reduction package in the history of the United States. By
1997, when the provisions of the plan are fully phased in, the
annual deficit will be reduced by $140 billion. Second, the
package includes short-term stimulus measures to sustain and
push forward the nascent recovery. Third, the packag~

includes an investment component to start shifting .the
composition of the federal budget from consumption to
investment. Finally, the President's plan includes a broad
based energy tax. This will not only help cut the deficit but
will promote environmental standards by effectively taXing
pollution.

The domestic economic plan will advance American foreign
policy. By restoring fiscal responsibility and promoting
long-term investment and growth, the United States is setting
a strong economic foundation for the 21st century.

The President's plan was designed to create jobs and spur
growth at home, but there are powerful benefits in its
adoption for all the Americas. The plan will be good for
Latin America in several important respects. It will secure
financial stability and growth in the United States economy,
'offering larger markets for Latin exports. United States
imports from Latin America and the Caribbean were $70 billion
for 1992, with the prospect of reaching $100 billion by the
end of the century. A one percent increase in U.S. GOP would
boost ~egional non-fuel exports by $1 billion, and the
secondary effects of that export growth would boost regional
GDP by a further $2 billion.
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Lower long-term'·world interest rates will have a major impacL
on Latin America. A one percentage point reduction in
interest rates would reduce annual debt service by at. least $1
billion on the $430 billion in Latin American and Caribbean
debt. The economic plan has already had a significant impact
on long-term rates.

A new focus on our national infrastructure and a promotion or 
high-tech, high-wage industries, sharpens U.S. competitiveness
and strengthens our trade. This Administration is committed to
the maintenance of a free and fair trading system among the
Americas, and elsewhere, that will promote global export
opportunities for all. We believe i~ the benefits of an open
trading system. Where barriers to trade exist, we will work
vigorously to enforce existing agreements or, where necessary,
negotiate new ones.

In his recent speech at American University in Washington,
D.C., the President stated his desire for a strong Uruguay
Round agreement that will not only eliminate tariffs on goods,
but will also secure financial market liberalization on a
global scale. And we will work to ensure that just as our
market is generally open to foreign friends that wish to
invest in America, foreign markets should also be open to
American investment.

The President hus also pledged his strong support for the new
North American Free Trade Agreement. To finalize NAFTA, we
are working with Canada and Mexico to reach key
understandings in the areas of environmental quality and
workers' rights. And we hope to be able to negotiate and
extend the benefits of NAFTA to other nations as well.

The President's vision of a new economic prosperity will
reinforce and accelerate three positive trends in Latin
America: 1) a redefined role. of the state; 2) financial
stability; and 3) political openness. Let me touch on each of
these:

Redefined role of. the .tate: There are serious efforts
now underway to de-regulate for higher productivity, a
willingness to abolish tariffs, a desire to accept
technology and allow market access to foreign firms, a·
drive towards privatization and a commitment to regional
integration. These are mutually reinforcing actions that
imply and mean less state intrusion in economies.

Financial atabilizat!on: This is a crucial ingredient for
regional economic growth. Latin America's finance
ministries have rationalized government spending, cut
deficits, improved tax collection, and, in some cases,
introduced fairness into the tax code. Exchange rates
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are now more responsive to market forces. Inflation has I

been cut. As a result, real GDP growth rates in 1992 are
up by roughly 10% in Chile, Argentina, and Venezuela, and
up by 3% in Mexico.

Political opann••s: A new political p~ocess is ascendant
in Latin America. Popular, democratic elections and
institutions are the rule rather than the exception. The
entire region is more open -. politically, culturally,
socially and commercially. In the last two years,
intraregional trade has exploded. As both democracy and
capitalism are under siege in the former communist
states, the appeal and credibility of these ideas depend
importantly on whether Latin America continues to
succeed. The revolution in economics in Latin America is
no less sensational than the revolution in Russia, and
the immediate prognosis is far better in Latin America.

There has been profound progress and revolutionary change in
Latin America and the Caribbean over the last several years.
The Enterprise for the Americas Initiative (EAI) reflected a
bipartisan U.S. approach to help speed these changes. We
continue to support its goals in the areas of debt, investment
and trade. The IDB's Investment Sector Loan Program has made
a major contribution to the reform effort across the
hemisphere. The foreign debt problems affecting the region
have been reduced to manageable proportions with the help of
the IDB. The IDB has played a major role in the EAI and will
continue to do so in developing investment sector loans and
administering the Multilateral Investment Fund.

Indeed, much remains to be done. Many countries' physical
infrastructure is deteriorating, and in several countries the
extent of poverty and suffering has increased. Millions still
struggle to scratch out a living on less than $1 a d&y.
Distorted income distribution remains a potential source of
serious social conflict. In some places, the richest twenty
percent of the population controls over twenty-five times the
wealth of the poorest twenty percent. And inflation continues
to pose a threat, having refused, even in the best cases, to
drop back to single digits. Political and social inequality'
persists where economic reforms have not been ac~ompanied by
the modernization of political institutions.

Several important countries in the region, inclUding Brazil
and Peru, race serious political and economic challenges. If
the fledgling market reforms are to be sustained, Latin
leaders must address critical issues, including the
alleviation of poverty,' human rights, environmental
protection, and ~emoving government impediments to innovation
and growth.
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To redress these problems, some would call for a returri to
state ownership and a massive redistribution of wealth. But
statist econom~p-s and government-dominated enterprises are a
thing of the past. The fact is that over time, state control
haa done more to damage their people than fair, efficient and

. open markets ever did. The legacy of state economies is a
series of failed governments, repressed democracies, damaged
environments, economic stagnation and poverty. We cannot go
back. Governments clearly have a necessary role to play in
ensuring economic vitality and realizing human potential. But
governments must get out of those areas where markets and the
private sector work better.

Look at a success scory. Chile is an excellent example of a
count~y that has implemented far-reaching macroeconomic
reforms, encouraged the development of the private sector and
markets, in part through an aggressive privatization program.
Now the government can concentrate its resources on the social
sector. As Minister Foxley stated here in Hamburg on Sunday,
the Alwyn Administration will spend $6 billion on social
programs this year, a thirty percent increase over 1991.
Chile's wide-ranging reforms have led to a substantial
increase in economic growth. Chile has demonstrated the
political will to m~ke social programs a priority. This is a
good example for other countries and it is a good example for
the Bank.

We believe the Bank must now play a far more aggressive role
in advancing human welfare by supporting better programs in
basic education, health and sanitation. The Bank can be in
the vanguard in ensuring that education is broadly available,
especially to the poor. A vibrant private sector can assume
greater responsibility for university education, freeing
scarce public resources for primary education. We believe the
Bank also has a critical role in advancing health care: there
are too many big hospitals that benefit the elite in Latin
America and too few primary health care facilities for the
poor and in rural areas. The Bank can help address judicial
reform and important issues such as land tenure.

For th@ Eighth R~plenishment, the United States is asking the
IDB to advance the quality of its lending program. We are
asking the Bank -- and more importantly its member governments
-- to maintain a strong commitment to structural reform and
the private sector. We are alao asking the Bank to strengthen
ita commitment to environmental protection and to support
social programs. There is no reason why structural adjustment
and environmental integrity cannot go hand in hand, and the
u.s. will work closely with member countries and Bank
officials to help realize this potential.
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We are asking that the Inter-American Development Bank become
a leading force for transparency and accountability in public
finance. We ask the Bank to seek pUblic participation in all
its development activities and decisions, especially among the
people who will be affected. We believe that the Bank should
be an institutional leader in.providing prompt pUblic access
to project information in donor and borrowing countries.

We are also asking the Bank Group to further rationalize its
lending praetices, streamline its management operations and
increase the profes6ionalization of its staff. We believe the
Multilateral Investment Fund must remain a lean operation and
the Inter-American Investment Corporation should restructure
its management to achieve cost savings. We believe the Bank
itself can reduce overhead expenses, and we encourage the
Board of Directors to lead the way in reducing its own costs.
Finally, we believe that the Bank and its members, both within
the Western Hemisphere and beyond, should change the way they
view the Bank and the allocation of its resources. Notions of
fixed allotments and lending targets, along with inappropriate
use of concessional and grant funds should be retired once and
for all.

Governors and Friends, we believe this Bank can move to the
forefront of social, environmental and economic development
for the region. We depart Hamburg with full confidence that
Latin America and the Caribbean are on a path to sound social
and economic development.

I thank you again for your warm hospitality, and I look
forward to working with you all in a spirit of close
cooperation in the months and years ahead.

- .-



u.s. Investors Find;":"That Chile Has a Lot to Offer
By Julie P. Doherty

Chile Desk
U.S. Depqnment of Commerce

C hile's rem,arkable econ'omic," a $40 million investment project by Bell
growth· and political' ,stability South to" upgrade Chile's telecom
make it one of the most promis- munications .company (CIDCOM).

ing markets in Latin America. The . Jap~ ,and Australia have been given
accompanying surge in. trade and approv~ for a joint venture· involving
enhanced attractiveness for foreign' in-. BNDBSA ~ .(Chile's National Electrical
vestors suggest Chile as an economic' Company)~'COMALCO Aluminum (Aus
model for most developing countries. In, tralia),· and, the Marubeni Corporation.
the last two years, foreign investment (Japan). Total investment in the project
inflows constituted 4 percent of Chile's should··reach· $1.5 billion. .
gross domestic product, a rate matched' .,Chile: ·encoUrages foreign investment,
by few countries in the world. under its Decree Law 600. This

Chile's Minister of Finance, Ale- provides national treatment for all for-,
jandro Foxley, recently noted that the eign ;,investors..Further, there is free
country is open to any type of initiative, access· to capital markets and economic
including investment, that liberalizes its sectors in .Chile, and minimal govern
marketplace. Since the beginning of ment intervention. in investor activities.
President Aylwin's administration in The policy,;':also' provides for liberal
1989, approved investment has risen to profit and' capital repatriation regula
$13.9 billion, of which $5.3 billion. is tions. ,The· free exchange system. sets no
from the United States. Actual foreign' time .limit..on remittance of profits and
investment put in place during 1992: dividends•. Investors should note that
exceeded $1.4 billion, a record. th~re, is,,' a non-interest" bearing . cash

In December 1992, S~andard and Poor reserve requirement or deposit (ENCAJE)
issued a "Double A" credit rating for of'30percent,·for a period~ of onc' year.:
Chilean internal debt instruments. Four The ENCAJE: is·a monetary ,tool.used to
months earlier, it had issued a "BBB" control excess' liquidity, and is not
credit rating to Chile, making it the first designed·}:, to' discourage, foreign
country in Latin America to achieve an investnientJ I ,!"

investment grade rating in the wake 'or" :" .Individuals~ and businesses 'established
the Latin American debt crisis.. in 'Chile, ,except foreignl subsidiaries, are

The United States and Canada cur- :s~bject:. to::'a: tax. on income received
rently hold 40.5 percent of all:, foreign. :f10m ,.Chilean~ as well" ~ ,non-Chilean
investment a\r~ady in place in Chile. \ sources. It~J~ likely thattax agreements
The European Comm~nity has approx- , will., be ,~egotia:ted with. some.:· countries
imately 28 percent. In 1992, the Unite~ , in::.}993" t();avoid this double taxation
States, Canada, and Finland were au- burden. '
thorized the highest amount of direct " ";Foreign 'bivestors have two income
investment in Chile. The United State's! tax," optio~ither the 'general regime
accounted for $320 million, Canada $1~2"applicablci,to' all Chilean-owned busi
billion, and Finland $600 million. . nesses,;or' thc: special: regime solely .for

Since 1982, about 45' percent of foreign investors. The general regime
foreign investment in Chile has· been in,· has :a. corporate tax rate of 15 percent on
mining, but it. has recently begun' .to accrued .:income. If repatriation occurs,
diversify. New sectors include manufac..;: ,however, there' is an additional tax of 35
turing, services, and agriculture. Total ' percent,'·· but,' .accompanied by a 15
approved investment to ~ate in mining . .percent. credit on corporate taxes paid.
is ~8.l billion, serv~c~s $3.4 bill~on; and· . ~'The special- resime cUrrently features
agnculture $130 millIon.. two'; alternate" methods of taxation-an

U.S. firins' are major investors' iIi' overall iricome tax ratc of approximately
Chile's .~ining sector. The U.S.-Jap~ .44.3~r~nt·:.and a 40.0' percent'rate
~1..5 bl1hon ~hel~s DodgeJSumitomo \yith·v(f1abl~. Pending ,legislation,
Jomt vent~r~ IIi ~e. u~ ':Candelariau

c~pected ·to·/pass in 1993~ will ',likely
copper mmmg project was· :recently reduCe' the 44.3 ~percent toA2.0 percent,
approved. Another large U~S.· project is . and eliminate the 40 percent option

entirely. The same investment legisla
tion should also include a reduction in
the waiting period for capital repatria
tion from the current three years to one.

The Capital Goods Corporation of
Chile predicts th~t between 1992 and
1997 there will be $26 billion invested
in Chilean projects. Sectors with the
most projects should be private sector
mining with $3.5 billion. state mining
with $1.3 billion, and industry and
services with $4 billion. Other projects
involve forestry, energy and fuels. parts.
tourism, real estate, and public works.

A May 1992 law enables the
government-owned CODELCO, the
world's largest copper producer, to
establish joint ventures with private
firms to develop mining projects to
improve, CODELCO'S profitability.

The. telecommunications sector ex
pects to continue its explosive growth of
the last five years. Proposed legislation
designed to speed up development in the
telecommunkations sector will be pre
sented to, the Chilean congress in May.

Chile's government is expected to
continue encouraging foreign direct in
vestment, including joint ventures of
small- and medium-sized firms, to foster
economic expansion and generate in
creased foreign trade.

Business America. February 8, 1993

'-\ l \.\
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mitment to a stable and predict
able economic environment.

By James W. Conrow

But investors still need con.vincing

This article was adaptedfrom an
, address given by [DB Executive

Vice-President Conrow before the
1992 Financial Times Conference
on Latin American Capital Markets,
held in London, October 5-7.

L atin America's good economic
prospects should ensure the

region's continued access to inter
national capital markets. At the
same time, certain features of the

~ Spreads narrowed, from 900 ba- region's economic turnaround give
sis points over U.S. Treasury notes some cause for concern and
in the market's early stages to present specific challenges that

L atin America's rapid and large- around 300 basis points today. must be addressed.
scale return to the interna- ... Maturities lengthened from two One challenge is that the peIiod

tional capital markets has sur- or three years to ten. of explosive growth and extraordi-
prised most informed observers. ~ The amounts of capital in- nary returns for investors is
Even more dramatic is the growth creased dramatically, from negli- largely behind us. Investment re-
in the region's eqUity markets. gible levels in 1988 and 1989, to turns from now on will tend to

Both developments bode well for $5.4 billion in 1991, and an esti- settle into a long-term relationship
, Latin America's drive to raise the mated $4.5 billion for the first half with company earnings and the

investment capital it needs to of 1992. real pace of economic growth. As
modernize its industries and make EqUity investors have also found competition for international capi-

I them globally competitive. But :........ {,.i,~9..'Il)<f..loU.'o~t.W'~t'Jf'.if~~.:;;i-rA,.--.~""~~b:;r~~ ....~.....~;,.~ tal grows, investors will scru-
, while congratulations are in '~. '.' 0' . tinize returns from Latin

order, we cannot forget that ~;J America even more carefully.
the region's renewed attractive-':~1f '".' ' \ . , , i', / , Another concern is an ap-
ness to investors has not comet:~"1;~~.~ . . ' .. " .'. ~_.'!aBt~.~(:. parent lack of investor diver-
easily, nor is the process com- :.&.~1t.~9TJ11!Jlt >, I, 'I' "\1;;~il2{iS ~.~.;.'~".~'~... ~:.'J.~.~•.:!. ....E,:,., sity. The great majoIity of in-
plete. ~~ec~ffttliri}plrrl:JirrQiiTf;~r.~~:U,;~~~2ftr~:;!r."~~:[: vestors in the region are

Latin America was absent ~~C<''1~:~Y~~»Jl:l~''''::'')'''l\>~~~H-.;·",.''l<''''''':'''''''''l'''.' individuals who have re atIi-
from international debt mar- "w;.'.;)~~:;;;;g;;g;:»~"k'2tV.~~:.-.-.r~l1:~~,,;..;;'~·";t~~~l¥.>~~~~~·;i,:<'"lih;,. ated part of the estimat~d

kets for six years- from 1982, the continent a new land of oppor- $190 billion of flight capital to
when Mexico suspended payment tunity. Telefonos de Chile in 1990 make these investments. Now. the
on its debt, until 1988, when became the first Latin American region must improve its credit rat-

: Chile. Mexico and Venezuela com- share offering to be listed on the ings to attract the more risk-ad-
pieted small Euro-issue place- New York Stock Exchange. Telefo- verse institutional investors from
ments. Mexico's $100 million offer- nos de Mexico's $2.35 billion sec- within and without the region.
ing in 1989 signaled market ondary share offering in 1991 was I Another problem is that the eq-

~ acceptance for the region's full- by far the largest ever from an uity and bond markets in Latin
: fledged reentry. Other develop- emerging market country. The America are still thinly traded.

ments followed: spectacular run-up in share prices making them especially vulnerable
.. Argentina and Brazil joined the attracted investors, who enjoyed to changes in investor preferences.
list of countries whose paper is the best returns anywhere in the A very high percentage of market
finding a good reception on the in- world-400 to 500'percent in some capitalization and trading volume
ternational markets. cases. is concentrated in a few shares on

i .. Top-quality private Latin Ameri- The more recent correction in most exchanges. And shares are
! can issuers as well as sovereign equity prices resulted not just still closely held, limiting informa-
i and agency credits are now from internal factors, but also in tion available to outside investors
: rountinely funded in international part from international events that as well as opportunities for them

markets. provided fewer choices for high re- to influence management.
turns. But still, the Latin Ameri- The region also lacks sufficient
can markets have developed their capital committed to market mak-
own inner strength. This strength ing. In part, this reflects a residual
is derived from the policies of the lack of trust among major partici-
region's new governments, which pants in the marketplace. For ex-
recognize that private sector ample, if securities companies are
growth requires a steadfast com- allowed to trade for their own ac-

: CAPITAL MARKETS

:Latin America's
;spectacular comeback
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L atin America is undergOing a
fundamental change in atti

tude towards market forces and
private ownership. Admittedly. it is
easy to adopt market principles,
when the results are as spectacu
lar as they have been. But what
happens if returns begin to
weaken? The political, pressure to
return to the old ways of paternal
ism, protectionism and statism
would undoubtedly increase if
there were a prolonged period of
stagnation. But we are confident

, that Latin America will continue
its present policy course, and this
will underpin future economic
growth.

credit ratings, the IDB has been
able to experiment in allocating
creditvia an auction mechanism.
In Bolivia, voluntary long-tenn
lending has grown at prices com
parable to the auction rate.

counts, who will ensure that they
don't abuse the interests of their
retail and institutional clients? The
existence of powerful economic
groups that trade on insider infor
mation does not inspire confidence
on the part of minority sharehold
ers.

gal and regulatory systems govern
ing trade, taxes, commercial codes
and foreign and domestic property
rights. Other measures include
lifting import restrictions, priva
tization, the protection of intellec
tual property rights, ensuring free-
dom in collective bargaining and The IDB's third mechanism to
eliminating unnecessary state in- spur the development of capi-

L atin America's return to tervention. tal markets in Latin America is
the international capital mar- Multisectoral credit programs technical assistance.

kets represents a well-earned vote are a second IDB instrument to In Mexico, for example. the Se-
of confidence. Still, the amounts spur private investment. Unlike curities Exchange Commission
raised on the international mar- traditional credit programs, which asked the IDB for help in estab-

: kets must remain relatively small. were designed to benefit a single lishing a second tier stock market
! The great bulk of the region's capi- sector, the new programs that would provide listing opponu-
'I tal needs must be met by mobiliz- strengthen the private sector by nities to smaller and emerging

ing domestic savings. letting the market decide where companies. In the past. smaller
: The level and growth of domes- credit is to be used. An important firms were discouraged from par-
i tic savings within most Latin complementary aim of the pro- ticipating on the existing stock
I American countries is impressive, grams is to encourage banks to market by high costs. the reluc-
I but the record of transforming tance of brokers to risk capi-
i them into domestic long-term tal in shares that may trade
I investment has not been good. only a few times a month. and
! Long-tenn institutionalinves- lack of information on small

tors, with few exceptions, ei- .~ companies.
ther did not exist or have been ~: With IDB support, the

driven abroad through a com- ~============I===='~Mexican authorities are devel-bination of excessive regulation ~ ~1; oping a call auction trading
and high inflation. The activi- system in which orders can be

I ties of the banking sector have become a source of long-term fi- combined and matched periodi-
: been distorted by high reserve re- nancing. cally rather than continuously.
I qUirements, directed credit and in- In past years, it has been nearly thereby saving money. Measures
! terest rate control. creating an in- impossible for businesses to get are also being considered to sim-
I ability to meet investor needs. In medium- and long-term credit. The plify fmancial reporting and dis-
: some countries. the banking sys- reason is simple: if banks can only tribute infonnation inexpensively
: tern merely funds government defi- capture short-term deposits, they to a broader group of investors .
• cits with no real attempt to foster will understandably be unwilling
i productive investment. But gradu- to risk long-term lending. Conse-
! ally this is changing, and institu- quently, a five-year investment
I tional investors are returning to project may have to be financed

the market. with loans rolled over every 90
The development of Latin days. Not surprisingly, loans to re-

America's domestic capital mar- lated groups and the largest cli-
kets is a foremost lOB priority. The ents generally receive preferential
Bank has used three main instru- treatment.
ments in its work in this field. In an lOB multisectoral credit

One instrument is the lOB's in- program, the Bank lends to a
I vestment sector loans. A govern- wholesale public banking institu-
! ment receives such a loan in ex- tion that in tum rediscounts loans

change for a commitment to to commercial banks that have
implement policy reforms designed been selected on the basis of sol-
to eliminate barriers to private in- vency, experience and ability to
vestment and strengthen investor providelong-term''credit. '
confidence. Such reforms have By preselecting' a fairly homog-
been carried out in the areas of le- enous group of banks with good

I
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City residents tap into a broken waterpipe. Throughout the region. demandjor seruicesjaroutstrips their supply.

Latin America's social imperative
the beginning of the past decade.
The problem is heightened by in
equitable distribution of wealth
and a growing perception by the
people of Latin America that the
future will hold fewer opportuni
ties for them and their children.

"Expectation and hope are erod
ing," says Maritza IzagUirre. head
of the Bank's Social Developmen t
Subdepartment. "and with them
the essential ingredients in human
dynamism and creativi ty ...

Eroding expectations. The sober
ing fact is that Latin America to
day has more poor people than at

of people feel they have no real
voice in the decisions that affect
their lives.

Particularly worrisome, the
region's otherwise successful eco
nomic refonns have cost the jobs
and livelihoods of millions of
people. For many, the cure has
been even worse than the illness.

"Today there are more eco- The challenge. The region's
overarching goal must now be to

nomic reasons than everfor : reverse past patterns of social and
concluding that improved so- I economic exclusion. More than an
cial conditions are the princi- I ethical imperative. a policy of in-
pal prerequisitejor growth." elusion is also a precondition to a
.. modern, competitive economy.

Ennque V. IglesIaS, Pres(dent which relies on the creativity and
___~~ter-~.~~~Development Bank . commitment of all its participants.

I

_________--1-
1

A nation's economy, political sys
tem and level of social develop
ment are like the three horses of a
Russian troika. Unless all three
advance together, progress comes
to a halt.

Once again, the economies of
Latin AmeJica and the Caribbean
are on the move. After a decade of
economic crisis, the region has
emerged as a stunning showcase
for economic reform.

These same winds of change
. have also breathed new vitality
. into the region's democratic insti
: tutions. Today, nearly all of the

region's peoples are governed by
constitutionally elected leaders.

But these impressive gains rest
~ on a fragile social foundation.
· Great segments of Latin American
; society remain shut out of the
: growing prosperity. Many millions



Latin Arilerica's
I social imperative

",

I Closely related to this is the task
I of broadening and intensifying the

.! participation of civil society- in
cluding community-based groups
and the private business sector
in the development process.

I
Also of high priority are policies

and programs designed to reverse
: ·the historical patterns of inequi-
I table distribution. This means de
l vising strategies for alleviating
I poverty in the short term and pro

gressively reducing it in the future,
specifically targeting services and
opportunities to previously disad

vantaged groups.
Specific measures to

promote equity would
include:
~ 'Providing credit and
investment in technol
ogy to further the devel
opment of both the in
formal and formal
entrepreneurial sectors.
~ Reorganizing the gov
ernment budgeting pro
cess to increase effi
ciency and to ensure
that expenditures are
targeted equitably.
~ Reorganizing systems
for the delivery of public
services, particularly in
education. health,
housing and sanitation.
and developing new

I
The persisting problem I forms of cooperation between civil

'\f' J...._ ' I society and the state.
I OJ poverty· t, u eatens I ~ Strengthening the ability of the
;prospects for sustaining state in the social area and pro-
'I the region's economic I moting the kind of "good govern-

I menttt that is deserving of society's
! reform policies. ; support.1------------- i ,The success of all these efforts

I
and energies to work. To do so, I must be founded on a commitment
they require a stable legal, institu- I to use natural resources responsi-

I tional and sociopolitical environ- i bly, and to eliminate discrimina-
i mente I tion based on gender and ethnic
! While no single solution can ad- ,and racial groups. The final prod-
" dress all these issues at once, a I uct of successful social reform will

consensus is forming on priority be both the fuller realization of
areas of action. One task -of par- each human being's potential and
ticular importanceis,that of '. the blossoming of latin American
strengthening the state's ability to society as a whole.
cany out its new responsibilities. - Maritza Izaguirre.

I
the world economy, the region
faces a growing need to invest in

I human capital and promote

! ~~~:~~~~~~a;,fo~~i.patiOn in the
: In addition, the very success of
II' ,m,;ar,ket-based policies depends on

the ability of economic partici-
"!,pants- employees" entrepreneurs

and investors- to put their talents

'I

Invest in people. ·The problem of
'poverty dovetails with other key
social and development issues
that, to be addressed effectively,
must be' addressed together. For
example, as latin America be
comes increasingly integrated into

Poverty is not new to Latin Am
erica. Indeed, its roots can be
traced back 500 years, to the im
plantation of colonial-era social
structures that set the region on a
historical path of inequitable de
velopment.

I
But there is something new

, about poverty in the region today.
I Despite steadily'improving eco-

nomic performance in
most countries and
hopeful prospects for the ;,
long-term future, overall ..
living standards remain ~'

stagnant. In this era of
economic recovery, the
majority of the region's
population is, in eco
nomic terms, worse off
now than 20 years ago.

Ironically, the eco
;; nomic reforms that gov
~ ernments have carried
I, out with such success
, bear some responsibility

for the deteriorating so
cial conditions. Con
versely, the persistence
of poverty threatens the
prospects for sustaining

, the reform policies.
In this crucial period,

policymakers are taking a new
look at ways to address the issue
of poverty. Many of them will
gather at lOB headquarters in
Washington, D.C., in mid-Febru
ary for the first Forum on Social
Refonn and Poverty. The event is
being held jointly by the lOB and
the United Nations Development
Programme. (See article page 8.)



W(Jll'.lD ~. B··fl'·~

NEWS
WBN February 11, 1993

Preston Calls for Stronger Attack
On Poverty in Latin Atnerica

W
orld Bank President Lewis
Preston said that as Latin
American countries move be

yond the debt crisis, they must attack
poverty more directly and aggressively.
"The greatest challenge now is to im
prove the coverage and efficiency of so
cial seIVices," Preston told a conference
on social reform and poverty organized
by theInter-AmericanDevelopmentBank
and the United Nations Development
Programme on February 10.

"u growth is to be sustainable, and ifit
is to have real meaning for the people of
the regiol1t their governments must do a
betterjob ofproviding educatiol1t health
and nutrition for the poor," Mr. Preston
said.

He added that latin America had tra
ditionally spent less on social services
than some other regions-East Asia, for
example-and thateconomic reformand
growth should help governments find
more "fiscal space" for social selVices.

Students in Ecuador work on writing a~gnmenb.

Butsome basic budgetary reallocation is
also required, he noted, and "rationaliz
ing military and
other non-pro
ductive exPendi
tures would be a
useful place to
start."

The World
Bank President
also emphasized
that there was
considerable
scopeforgovern- Lewis PresIon

ments to improve the efficiency and im
pact of social service expenditures-by
better focusing programs on the poor
and increasing costrecovery from people
who can afford to pay for services. He
gave the example of food subsidies that
are available to all, regardless of income
level. These subsidies could be "effec
tively replaced by more carefully tar
geted programs that reach those most in

need." Headded that
"it requires political
will to make the nec
essary reforms."

Preston said that
external aidagencies
must assist thecoun
tries of latin Amer
ica in stepping up
their poverty reduc
tionefforts. Heno ted
that the World
Bank's lending for
human resource de
velopment in the re
gion in 1993 is pro
jected to be four
times greater than
five years ago.
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President-Elect Clinton Tells H.aitians "Leaving By Boat is Not.
the Route to Freedom," Urges Return to Democracy . \.

PRESIDENT-ELECf CLINTON'S
RADIO BROADCAST TO THE
HAITIAN PEOPLE, JANUARY 14,
1993 3

Ladies and Gentlemen, Greetings. This
is President-Elect Bill Clinton.

I speak to you today, before I take
office, to express my strong support for
the return of democratic government to
Haiti, and to help prevent the tragedy of
injuries and death coming from boat
departures from your country.

I speak out of my deep concern
about the situation in Haiti, and my
strong desire to promote freedom,
human rights, and progress to the
Haitian people.

Several years ago, I saw personally
the beaut}' of your land. I felt the
warmth of your people and ever since
then, I have wanted you to have
freedom and democracy and economic
opportunity.

The United Nations and the Or
ganization of American States, with the
full support of the United States, are
nC?w ",":orking with energy and deter
mmatlon to promote agreement among
all Haitian parties on a political solution
for your nation. I spoke with President
Aristide just last mght and expressed
my full support for the negotiations
seeking a political solution, which he
also welcomes.

Progress.toward a settlement will
improve the human rights situation for
all Haitians and create a brighter future
for your country. That is why, as we
work to restore democracy In Haiti, I
urge Haitians to remain in Haiti and not
to leave ·by boat.

Many hundreds of Haitians, includ
ing women and children, have already
lost their Jives in dangerous sea voyages.
Just this week, some 400 Haitians pack
ed aboard one ship, are reported 'to
have died at sea. President Aristide has
told me that he also is deeply concerned
about the dangers of leaving Haiti by
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boat. He believes, as I do, that it's better
for Haitians to stay in Haiti, to par
ticipate peacefully in building a better
future for your country.

For Haitians who do seek to leave
Haiti, boat departure is a terrible and
dangerous choice. I have been deeply'
concerned by reports that many of you
are preparing to travel by boat to the
United States, and I fear that boat
departure in the near future would
result in further tragic losses of life.

For this reason, the practice of
returnin~ those who flee Ha,iti by boat
will continue, for the time being, after I
become President. Those who do leave
Haiti for the United States by boat will
be stopped and directly retUrned by the
United States Coast Guard.

The practice of.returning those
who flee Haitz by boat will con
tinue, for the time being, after I be
come President.

To avoid the human tragedy of a
boat exodus, I wanted to convey this
message directlr to the Haitian people:
leaving by boat IS not the route to
freedom.

I also want to remind you that you
do not need to risk your life to apply for
refugee status and entry into the United
States. You can apply from within Haiti,
-through the United States Embassy in
Port-au-Prince. More than 7,000
Haitian citizens have already done so
over the past year.

And when I become President on
January 20, I will immediately begin to
make it easier and safer for Haitians to
apply for refu~ee status within Haiti. In
particular, I wl1l substantially increase
the numbers of United States officials in
Haiti, so that we can speed up the ap
plication process and make it easier for
those who live outside of Port-au-Prince
to apply.

I will also work with the United Na
tions and the OrganiZation of American
States to bring substantial numbers of
observers into Haiti to help prevent
human rights abuses in Port-au-Prince
and in otlier parts of the country.

I hope that all these measures con
vince Haitians not to leave Haiti by boat.

Because of my deep concern about
the dangers of boat departure, let me
repeat, once more, what I said earlier:

The practice of returning those who
flee Haiti by boat will continue, for the
time being, after I become President.

Those who leave Haiti by boat for
the United States will be intercepted
and returned to Haiti by the U.S. Coast
Guard.

Leaving by boat is not the route to
freedom.
. Restoring democratic government
IS the best hope for the people of Haiti,
and I want to tell you again I am com
mitted to working toward that goal.

In the weeks and months to come, I
will seek additional ways to help
Haitians who fear persecution In Haiti,
and to treat all of them with fairness.
But whatever future actions I take, my
policies will continue to promote the
return of democracy to Haiti, to dis
courage the dangerous practice of boat
departure, and to expand opportunities
for the people of Haiti to make applica
tions for refugee status from within
their own country.

We all have new hope that the
negotiation effort of the United Nations
and the Or$anization of American
States willlJIlprove the human rights
situation in Haiti and eliminate die
reasons for boat departures.

To all Haitians, I urge you to work
with me and with President Aristide to
bring democracy back to your country.

1 Statement at Department of State daily
press briefing by Department Spokesman
Richard Boucher. January 6.1993.

2 Mr. Christopher testified before the
Senate Foreign Relations Commillee. January 13
and 14, 1993. The complete transcript of the hear·
ings will be published by the commillee and will
be available (rom the Superintendent of Docu.
ments, U.S. Government Printing Office.
Washington, D.C. 20420.

3 Text provided by the Office of the Presi·
dent·Elect and Vice President·Elect, Ullie Rock.
January 14. 1993.
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£1 Salvador

Panel To Examine
T~uth Commission Report
On EI Salvador..

Statement by Secretary Christopher
released by the Office of the Assistant
Secretary/Spokesman, Washington,
DC, March 24, 1993.

Today, I have appointed a panel to
examine the implications of the UN:
sponsored EI Salvador Truth Commis
sion report for the conduct of US
foreign policy and the operations of the
Department of State. The panel will be
co-chaired by retired career Ambassa
dors George Vest and Richard Murphy.

Acting as academica.dvisers to the
committee will be Professor I.M.
Destler of the University of Maryland
and Professor Carol Lancaster of
Georgetown University. Professor
Destler has authored several books
and articles on the foreign policy
process, including a seminal work on
the subject titled Presidents, Bureau
crats and Foreign Policy, Princeton
University Press, 1972 and 1974.
Professor Lancaster is a noted scholar
and has authored numerous articles on
development and Third World issues.

The atrocities committed during the
long civil war in EI Salvador are well
documented in the Truth Commission
Report. Although the report contains
no explicit criticism of the US Govern
ment or its representatives,' its
publication does have implications for
the conduct of US foreign policy and
the Department of State's operations.
Respect for human rights is a corner
stone of US foreign policy, and when
questions arise that challenge our
commitments, we have an obligation to
seek answers.

Accordingly, I have asked this
panel to review the Truth Commis
sion's Report and examine the activi
ties and conduct of the Department
during this period. The panel's review
will Include responsiveness to congres
sional and public inquiries, human
rights reporting, and the degree to
which we encouraged State Depart
ment officers to conduct a full and
independent inquiry of abuses by both
sides in the civil conflict. The panel is
to report its findings to me and make
recommendations on steps the Depart
ment can take to ensure that the
Department functions In a manner
consistent with the highest professional
and ethical standards and our nation's
values. a
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