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Summary of Findings and Recommendations

During the second session of the 100th'Coﬁgress, Chairman Dante Fascell
established a task force to conduct a review of U.S. foreign assistance programs
and activities. The task force was chaired by Reps. Hamilton and Gilman, with
all Members of the Committee invited to participate in the review, which
included extensive meetings wi{th executive branch officials and non-governmental

experts. The process also included a review of pertinent studies and reports
and written submissions requested by the task force.

The following is a summary of the principal findings and recommendations of
the task force:

Findings:

The task force concluded that foreign assistance is vital to promoting U.S.
foreign policy and domestic interests, but that the program is hamstrung by too

many conflicting objectives, 1eg1s]at1ve conditions, earmarks, and bureaucratic
red tape.

Recozmendations:
Economic Assistance:
The Committee should consider the:

- enactment of a new international economic cooperation act to
replace the existing Foreign Assistance Act and sundry amendments
thereto;

- creation of a restructured foreign aid implementing agency to
replace AID;

- identification of four principal objectives (economic growth,
environmental sustainability, poverty alleviation, and democratic
and economic pluralism); ’

- provision of gréater flexibility in the implementation of
assistance programs;

- provision of more effective accountability focused-on results
rather than on allocations alone;

- improving coordination with other U.S. international economic
policies, with other donors, and within country programs.

Security Assistance: .
The Qommittee should consider the:

- separation of the grant and concessional military assistance from
cash sales authorities;

- creation of a new defense trade and export control act to replace
the Arms Export control Act;

- establishment of one military .assistance account;

- provision of more effective accountability, again fecused on

¢ results;

. = phasing out over a five year period of military a551stance as a

quid pro guo for base access rights.
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DRAFT

PRESENTATION OF THE TASKFORCE ON FOREICN ASSISTANCE
TO
THE FOREIGN AFFAIRS COMMITTEE

T. OVERVIEW OF FOREIGN ASSISTANCE

A. The Current Program

For Fiscal Year 1989, total U.S. economic and military aid is
about $15 billion. The major components are:

-— Development Assistance, (DA) accounting for 15.9% of the
total. The aim of DA is to promote long term economic development
through programs that help a host country use its resources more
effectively. Currently, the Agency for International Development
(A.I.D.) administers over 2000 projects in the fields of:
Agriculture; Rural Development and Nutritionj Population; Health;
Child Survival; AIDS Prevention and Controlj Education and Human
Resources Development; and Private Sector, Environment and Energy.

-- Economic Support Fund, (ESF) accounting for 23.92 of foreign
assistance. It is allocated according to special. economic, political
and security needs. It is programmed in three ways: as cash transfers
to provide balance of payments and budget support to countries facing
urgent foreign exchange requirements; as commodity import programs o
fund imports from the U.S; and as preject assistance, supporting
development projects. )

The ESF program is currently focused on the promotion of economic

stability and political security in the Middle East and Central
America.

-~ Food Aid, accounting for 9.9% of foreign assistance. Under
Public Law 480, surplus American agricultural goods are transferred to
needy countries though low interest loans and direct donatlonsﬁm The
bulk of food aid is provided under Title I, as concessional<sal®s in
exchange for specific self-belp development BCﬁl&ltIﬁS-“.UndEI.Iltle
I1, food is donated for IEsiamitsrian purpone;s-,.miwag.c‘hﬂd %
nutrition and emaggEEﬁﬁ%ﬁéags:e: ralief. S;nce;lﬂié,s;haonnd=for
Peace program has -dgtivese®303 million merric ton5‘uf food tﬂ»more
than 1.8 billion é§§§§§§in over 100 countries. :

—— Military Aid, accounting for 35.8% of total assistance. It
comprises granLs and some concessional rate loans for equipment, and
military training, provided to friendly nations.

~- Multilateral Assistance, accounting for 9.92 of all
assistance. It includes contributions to multilateral development
banks, such as the World Bank, and Inter—American Development Bank,
and contributions to economic and development programs of
international organizactions, such as specialized U.N. agencies
working in health, food, agriculture, and the environment.
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-~ Other gid flows include International Disaster Asgistance,
funding for the Peace Corps, the Trade and Development Program,
Migration and Refuge Assistance, the Inter-American Foundation, -the
African Development Foundation, and the American Schools and Hospitals
Abroad program.

The real dollar amounts for these programs during the most recent
three-vears are shown in Table 1.

Table 1
U.S. Foreign Assistance, 1987-1989, by Major Program
FY 1987 FY 1988 FY 1989 FY 1990
(billions of constant 1989 dollars) *
‘Development Assistance $ 2.4 $ 2.5 $ 2.4 $2.3
Economic Support Fund 4.2 3.2 3.6 3.2
Food Aid. 1.6 1.5 1.5 1.4
Hilit;ry Aid 5.5 5.5 5.4 5.7
Multilateral Assistance 1.6 1.5 1.5 1.8
Other Economic Aid - .7 .6 7 .9
TOTAL $ 16.0 $14.8 §15.1 15.3

* requested.
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The Agency for International Development is the principal
U.S5. bilateral aid agency. It is responsible for the implementation
of most Development Assistance and Econozic Support Fund
programs. The geographical allocation of ESF is decided by the
State Department in conjunction with A.I.D. The geographic
allocation of development assistance is proposed by A.I.D., with State
Department concurrence,

*

&.1.D. was established in 1961 as a relatively autonomous agency
under the State Department. The A.I.D. Administrator has the rank of
Under Secretary of State. Currently 90 countries host A.I.D.
economic assigtance programs of over $1 million. There are A.I.D.
missions in 46 countries, representational offices in 23, and 13
regional development offices abroad. In 1988 A.I.D. had 4,700
employess, down from 6,000 in 1980 and 17,500 in 1968 at the height of
A.I.D. activity in South East Asia. About 52% of AID employees are
stationed overseas, of which slightly less thsn half are foreign
nationals. In carrying out its projects, A.I.D. also employs about
7,700 contractor personnel and detzilees from other federal agencies.

The Department of Defense is responsible for most military
assistance, Within DOD, the Defense Security Assistance Agency
administers the Foreign Military Sales and Credit Programs and the
Military Assistance Program. Other branches of DOD participate in
planning and oversight of military aid, and in training and
peacekeeping activities., The State Department approves military
sales proposals to friendly countries, and is in charge of assistance
for anti-terrorism and peacekeeping operations, which come under
military aid.

Responsibility for Food Aid ig shared by A.I.D., the
Department of Agriculture, the Department of State, and the Department
of the Treasury. USDA has principel responsibility for
determining quantities, selection, procurement, and shipping., A.I.D.
is responsible for administering the program in the field, including
negotieting food aid sgreements and allocating grants. The Department
of State plays a major role In count}y ellocation. The Treasury
Department overseas credit arrangements. Food aid is coordinated
through an inter—agency committee, the Development Coordinating
Committee subcommittee opn food aid, which operates on & consensus
basis.

=T

Responsibility for Multilateral Assistance is shared.. The .
Treasury Department shapes U.S. policy toward multilateral
development banks, including nominating and supervising the U.S.
executive directors. The.State Department leads in policy-making
and budget determination concerning the United Mations and other
international organizations. In addition, A.I.D. is involved in
the developmental and technical asgistance activities of the U.N.
specialized agencies. Other U.S. agencies are involved in ‘the work of
appropriate multilateral agencies. For example, USDA participates in
the work of the Food and Agriculture Organization, and the
Environmental Protection Agency in the activities of the U.K,

-3-
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Many of the programs counted under Other Economic Aid, such
as the Inter-American Foundation, Peace Corps, and the Trade and
Devel opment Program are sutonomous or semi-autonomous. International
narcotics programs are the responsibility of the Department of State,
and the Drug Enforcement Agency. Refugee assistance programs are
handled by the Department cf State.

The following table shows the number of countries receiving u.s.
assistance in 1987 and 1988:

Table 2

NHumber of Countries Receiving U.S, Assistance in FY 1987 and 1988

~-——Economic Assistance—-—-—-= Total

DA & PL 480  Peace Corps Net totsl Military AlY

ESF & Marcotics  Economie Assist. Programs
FY 1987 77 71 58 99 97 116
FY 1988 77 69 57 97 100 117

Note: In columns including two types of assistance, each country
only counts once even if it receives both types of assistance.
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I1. TRENDS IN U.S. FOREIGN ASSISTANCE

A. Total Assistance

The level of rtotal U.5 foreign assistance has fluctuated
considerably over the past 13 years. In constant 1989 dollars, the
program shrank from322.6billion in FY 1979 to $14.6 billion in 1980.
It then rose again ro$20.6billion in FY 1985 before declining to the
current level of about $15.1 billion in FY 1989.

(Note: all figures used will be in constant 1989 dollars, unless
otherwise noted and amounts represent obligationg of U.S. assistance
except for FY .1989, which are estimates.)

Figure 1 depicts levels of rotal foreign assistance, in nominal
and real terms for the period FY 1977 to FY 1989,

Figure 1 Total U.S. Assistance
FY 1877 - FY 1989

blitlone of §

25

— current § ‘_'“" conctant 1889 § FYGO « ontimatse

Special circumetances in the two peak yeard, 1979 and 1985, aré
worth noting.

== The §22.6 billion for 1979 includes a sa.a billion supplemental
in additional security assistance, provided to Israel and Egypt under
the Cemp David Peace Accords.

— The 526.6 billion in 1985 reflects the growth of overall funding
during the early 19808, but also includes large (economic)
supplementals for Igrael, Egypt and Jordan, to deal with short-term
debt problemsg, and emergency food and relief for famine-strickan
countries in Africa,

Severe budget constraints have influenced the decline in aid
levels in the last four years, bringing the total availsable for 1989
back down to the level of aid provided in 1977.
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sssistance has declined steadily from between 2 and 3 percent of GNP

in the late 1940s, to 1 percent in the late 19508, down to less than three
tenths of one percent today. Within the last 13 years, gid levels as

a percentage of GNP follow & similar trend to that of dollar levels:
peaking in 1979 and 1985, and steadily decreasing since 1985. The

percentage figure for 1989 will be an all-time low.

A comparigon with other donors reveals that the U.8. has
been the world's leading donor of economic sssistance, in terms of
dollar amounts of Official Development Assistence (as defined by
QECD). However, as aid from other donors rises, the U.S. contribution

ss a percentage of all ODA {Officisl Development Assistance} is
falling.

Figure 2 compares U.S., aid levels with the combined total of the
cther 16 Western nations of the OECD DAC {Development Assistance
Committee}. During the period 1977-1987, American ODA accounted for
36% of assistance from 2ll DAC members. In 1987 it accounted for 23,732

of all ODA, It is estimated thet in 1989 Japan will gurpascs the U.S. as
the world's leading ODA contributor.

Figure 2 _ - ; t —
Major Donor Economic Aﬁx tance :
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fB. Compusilion by Program

Table &4 shows dollar levels of major components of U.S. aid since
1977,

Table 4

U.S. Foreign Aid, 1977-1990, by Major Programs
{(in billions of constant 1989 dollars)

Figure 3

Year Development Food Other Multi Economic Military Total
Assistance Aid  Economic lateral Support Aid
Asst. Fund
1977 §2.2 §2.3 § .5 $2.3 $3.3 §4.1 $14.7
1978 2.9 2.2 A 2.4 3.9 4.2 16.0
1974 2.6 2.1 .6 3.1 3.2 11.0 22.6
1980 2.4 2.2 .9 2.6 3.3 3.2 14.6
1981 2.3 2.1 .8 1.7 3.0 4.6 14,5
1982 2.3 1.7 .7 1.9 3.5 5.5 15.6
1983 2.4 1.7 .6 2.1 3.6 6.9 17.3
1984 2.5 1.8 .6 2.0 3.7 7.7 18.3
1985 2.8 . 2.3 .7 2.2 6.0 6.6 20.6
1986 2.6 ;1.8 .6 1.6 5.4 6.4 18.4
1987 2.4 - 1.6 .7 1.6 4,2 5.5 16.0
1688 2.5 1.5 .6 1.5 3.2 5.5 14.8
1989{esc)2.4 - 1.5 .7 1.5 3.6 5.4 15.1
1990(req)2.3 1.4 .9 1.8 3.2 5.7 5.3

.
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These shares and trends are portrayed in Flgure 3.
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Program Composiﬁon of U.S. Aid-
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~ “In terms of aid as a percentage of CHP, the U.S, ranks lowves:
. among DAL membsrz, Table 3 gives the 1986-7 levels of ODA in dollars
and as a share of GNP for all DAC members. The table also shows that

U.S. ODA accounts for a significantly higher share of ODA going to low

income countries than of ODA going to lower-middle and upper~middle

countries.

Table 3

Aortrotia
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Comda
Dereark
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Figure 3 highlights the sharp fluctuations in military aid, and,

more recently, in ESF, compared to fairly steady levels of other
programs, Military aid rose from just over $4 billion in FY 1977 to a
high of §7.7 billion in FY 1984 -~ & real increase of 85I, Amounts
have fallen since to about §5.4 billion for FY 1989, leaving military
aid with a real increase of 36X over the entire period from 1977.

ESF money is now only slightly higher than in FY 1977, but this
follows a rapid increase of 78% between 1977 and 1985,

Funding for bilateral development assistance has remained fairly

steady over this period. But like other programs, funding has been
reduced since FY 1985, ’

Two programs —- food assistance and contributions to multilatersl
institutions —— have declined in real terms since 1977, Food sid has
declined steadily each year, except for a brief period in the mid-
1980s when the U.S. responded to the African famine with large
quantities of emergency agricultural supplies. Funding for 1989 will
be one third below the 1977 level.

Trends in multilateral assistance are more difficult to assess
because funds are allocated irregularly, depending on the schedule and
outcome of international bank replenishment negotiations. In genersl,
however, funds cbligated for multilateral contribution have fallen
from an earlier annual average of around $2.2 billion to around $1.5
billion during the past gyeg:'a. -

- Y b P

Program Shares = -

The share of the total foreign assistance budget going to
development-related programs {(development, food and multilateral
development bank support) has decreased from nearly 501 in the late
1970s to less than 40X today. Militery s&ssistance, which previously
took 25% to 30% of the budget, increased to over 40X in the mid-1980s,
and has been running at 36% of the budgéts during the past three
yeara, ESF obligations have ranged between 20 and 251 of -the budget.

Figure 4 (over) portrays the changing composition of the foreign aid

program over a broader 43-year period. Some interesting developments
can be seen. -

rs

Food aid emerged as an important aid mechanism in the mid-1950s,
peaking during 1962-68, The subsequent decline in the volume of food
transferred was even mare dramatic then ip apparent from the chart
because grain prices were increasing sharply at the time,

Multilateral aid emerged in the early 1960g in conjunction with
the "development for development's sake” view, but has never become a
dominant feature in American aid.

ESF and its precursor programs were substantial in the mid-1950s,
then declined during the 1960s and early 1970s. ESF began to re~emerge

in the late 19708 as one of the few programs that could provide flexible

and timely aid in support of national security goels.

Wl TeT——
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v Fiually,“military .aid has been the largest aid category during
much of che post-war period. Peaks appear in the early 1950s because
of Greece, Taiwan, and Korea, again in the early 1970s because of
Vietnam, and the most recent peak occurred in 1985,

Crants versus loans

In the 1970s, approximately one half of the total 'U.S. assistance
program comprised grants, and the other half loans. Today, over 90X
of the program’is grant, largely in recognition of the growing world
debt crisis. In particular, military sid has switched from being
mostly loans in the 1370s°to nearly all granta today., Figure 5
illustrates this trend since 1977,

Figure 5
Grant/Loan Composition of U.S. Aid
FY 1977 - 19889
100%
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) 50%
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Figure 6 shows the regtonal composition ol U.S. aid.

The Hiddle East has dominated U.S. regivnal allocations during
the past 13 years, as Figure 6 shows, U.S. assistance to the

region ranged between $5 billion and $6.5 billion annually, excluding
the Camp David-related support. in .1979 and special. supplemental in
1985/6. In most years, Lhe Middle East received over half of all U.S.
bilateral aid. :

Asia and Europe have received the next two largest shares of U.S.

‘aid during this period.  Aid to Asia was a litctle over $2 billion a

year up to 1987. With the graduation of South Korea as an aid
recipient, along with the general decline in budget levels, the region
will receive only about Sl.6 billion in fiscal year 1989.

Aid to Europe, where most U.S. assistance supparts military base
agreements, grew from about $1.2 billion in FY 1977 to a-peak in the
mid—-1980s of $2.3 billion. Since then, it has declimed to just over
$1 billion, largely due to the graduation of Spain ag-an aid
recipient.

Latin America had been the smallest recipient at the beginning of
the period, with less than $1 billion a year. But in FY
1982, aid to El Salvador and others in Central America began to
grow. By 1985, total aid to the region averaged over $2 billion.
Budget pressures have forced amounts back down to about $l.4 billion
in FY 1989.

Sub-Saharan Africa has received between $800 million and §1.4&
billion in U.S. assistance annually since 1977. Famine relief in 1985
pushed the total up to nearly $2 billion for that year, buc it fell
down to about %900 miltion by FY 1989,

rigure s Regional Composition of U.S. Aid
FY 1977 - FY 1089
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The Len individual countries receiving the largest amounts of aid
since 1977 can be seen in Figure 7. Israel and Egypt have been by far
Lhe teading recipients, accounting for 47% of all bilateral assistance
over Lhe period. Together, Lhe Len countries have received about 70%
of all American bilateral aid since 1979. With the exception of
India, all have a sfrong security relationship with the Unjted StLates.
In the cases of Turkey, Greece, Spain and the Philippines, this
includes military base agreements.

Figure 7
Major Recipients .of U.S. Aid
FY 1977 - FY 1989
billiens of ¢onatant 1989 8 |
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Table 8 shows Lhe current ma)or recipients, Israel-and Egypt
s-leature even moré strongly, while Spain and South Korea are no longer
aid recipients, and India receives relatively little aid now.

Major Recipients of U.S. Aid
FY 1989 -
bitllons 2f §
8357 L N
331 : “ e
$2.5 4
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$1.5 7
81 4
0.5
30 T
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. Figure 9 {(over) shows the changlng reg1ona1 compos1t10n of U,S,

post-war a551stance. e L e - . I

The early focus on Europe is evident. In 1989 dollar
equivalents, aid to Europe peaked at around $28 billion per year in
1950 and 1951, The emphasis on Greece and Turkey increased in the
1950g, a3 it did sgain in the 1980s.

Asia was the major recipient in the 1954-75 period. Aid peaked
in the early 1970s, than fell off abruptly after Vietnam.

The Middle East was a modest recipient until 1972-73, but has
been the largest recipient since 1976-77. Sinte the 1978 Camp David

Accorde aid to Israel and Egypt has bzen a major factor in the U.S.
aid program.

Figure 9 also clearly shows the marginal roles of Africa and
Latin America as aid recipients, although aid to Latin America grew
during 1962-67 under the Alliance for Progress, and during the 1980s
with the re—emergence of aid ro Central America.

An analysis of the real value of total aid over 44 years shows
three major periods that roughly correspond to the shifcs in regional
emphasis. In 1989 dollars, toral annual assistance:

-- averaged about §32 billivn between 1946 and 1952 when Europe
was the major recipient}

-- averaged about 522 billion between 1953 and 1974, when aid was

focused on Asiaj

-- averaged about 517 billion since 1974, while the Middle East,
primarily Israel and Egypt, have been the primsry recipients.

Currently, the focus on the Middle East continues, but budget

pressures have pushed the annual budget down to $15 billion since
1986,

M
et

3

,

o,
e
N
t

s

T
e [

4

1
]
o

ﬁ”nﬁﬂ
!
o

|
\| |j J -“'rllll'i
3
]
1}

f%dﬂ
..;lf’

-15-

o

R i



U.S. FORSIGN AID, 1046-69, BY REGION
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D, Composition of Bilateral DevelggmenL.Aid and Hajor Recipients

Most U.S. bilateral development assistance is channelled through
{ive functional accounts: apriculture, population, health, education,
and selected activities {projects that cut across the other four
.accounts, such as science and technology). Funding for these five
‘accounts is shown in Figure 10.

ure 1

e

Program Composition of Bilateral
Development Aid, FY 1877 - FY 1989
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Notes: 1. Funding for Child Survival Activities (since FY 1985) and
- AIDS programs (since FY 1988) are included in health
account levels shown. a
2. Amounts illustracted for FY 1988 and 1989 do not include
spending for the DFA [Development Fund for aAfrica}, and therefore _are not
with earlier years.

Agriculture has been the largest program, totalling about $700
million annually -- over 50% of total development spending. More
recently, as emphasis on other programs has increased, agriculture's
share has fallen to around 40X,

Population programs has been the second largest account for most
of the period., Family planning and other populstion-related
activiries have been steadily funded in the range of §200 to $250
million.

Health-related programs have received increasing support, In FY
1884 Congress created an additional functional account -for Child
Survival Activities. In FY 1985 funding for the two accounts was

_17_
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the health budget in FY 1977, and overtook funding for
populaLion programs in FY 1986. Another healih account was created in
FY 1988 Lo assist international AIDS research.

-

_The Selected Development Activities account has also been the

Focus of greater attention, especially programs promoting the private
sector in developing countries.

Education and human resources programs have received between $130
and 5160 million annually, except in the case of a few years.

Programs thact are not channelled through these five accounts
include Peace Corps, and, since FY 1988, the Development Fund for
Africa through which all economic assistance for Africa is channelled.

Major recipients ~of U.S. bilateral development assistance since
1877 have been Bangladesh, India, and Indonesia, although currently
only Bangladesh continues as a major recipient. The ten major
recipients during this period are shown in Figure 11. In the 1980s
development assiscance has increasingly Ffocused on Central America,’
particularly El Salvador and Honduras, as can be seen in Figure 12,
showing FY 1989 recipients.

Figure 11

Major Recipients of Bilateral
Development Aid, FY 1977 - FY 1989
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E. Composition of Pood Aid an Ma jor Becipients
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The share of food aid channelled ag loans fell from about &0 per
cent. of the total in 1977 to just over 50 per cent by 1985, as grancs
increased in response to emergency drought and famine conditions, In
recent ya2ars, as emergéncy gituations subsided in soze parts of
Africa, loans once again necared 60 per cent of the program.

The msjor recipient of food aid has been Egypr, during the
period FY 1977 to 1989. Egypt's $4 billion shere accouncs for 19% of
total food transfers since 1977, and 'is nearly as much as that for all
of sub-Ssharan Africe combined ($4.3 billion). South Asia has also
been a focus of U.S. food assistance, where India, Bangladesh and
Pakistan have received the second, third and fourth largest shares.
Other countries in the top ten recipients are Sudan, Horoeco, Peru, Zndonesia,
Sri Lanka, and the Philippines. Among the curreat, FY 1989 recipients
shown in Figure-13, Somslia, El Salvador, Cuatermsla and Jemeica have
replaced Indonesia, Peru, Sri Lanka and the Philippines.

Figure 13

Major Recipients of Food Aid
FY 1989
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F. Composition of the Economic Support Fund and Major Recipients

The size, scope and accountability of ESF has been a continuing
matter of debate in recent yearsg, because of itg flexible nsture and
potential for responding to multiple policy objectives. In
particular, Congress has been concerned over accountability of the
caosh transfer portion of ESF.

Figure 14 shows the division of ESF funds according to use: cash
transfers for balance of payments support, commnodity import progranms,
and development project aid. It shows a growing emphasis on the cash
transfer component sinca FY 1979 (the first year for which accurate
data are available), The share of BSF prograemed as cash transfers
increased from 451 of the total to about 60% by the late 1980's. (The
even larger ehare in FY 1985 and 1986 include the speciel supplementsl
for Israel, Egypt and Jordan)..

The shzare of ESF going to development projects has remzined at
between $1 and $1.1 billion annually, in terms of reasl dollers, but
itz shsre of the total program hac declined from 351 to sbout 323,

Commodity Import Programs, which used to account for about 20Z of
ESF, have declined sharply and now repregsent legs than 4Z of the
overell progrem.

Figure 14

Composition of Economic Support Fund
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Major recipients of ESF since 1977 are shown in Pigure 15.
During this period, ESF has been highly concentrated in Egypt and
Israel, Combined, they have received over $31 billion, or 64% of
total ESF transfers. The other major, but far less significant,
recipients, are those with which the U.S. shares a strong security
relationship. Today, as figure 16 shows, Israel and Egypt remain the

largest recipients, although the sharees of the Philippines, Pakistan
and El Salvador have increased.

Figure 15

Major Recipie'nts-Economic Support Fundi
FY 1877 - EY 1289
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C. Comoosition of Military Assistance and HMajor Re;igien:;

Most military assistance has been programmed in three ways: as loans
bearing market interest rates; as concessional loans at about 5%
interest (since 1984 only): and as grants. Figure 17 illustrates the
division of funds between these three components since 1977.

In the ezrly part of the period, the grant portion was small,
comprising lees than 25X of the total in FY 1981. Market loans, with
interest rates up to 137 made up the rest. Harder loans were
preferred by some policymakers, to discourage the growing demsnd for
military transfers. In 1981, as the debt servicing problema of many
military aid recipients increased, the grant portion began to grow
quickly. When all military aid to Israel and Egypt was converted to
grants in FY 1985, and a concessional loan program began, the share
tzken by market loana fell even more. By FY 1987 market loans had
beean eliminated entirely. For FY 1989, the Administration requested a
grant~only military program, but Congress continued to ingist that at
lezst a small portion remain as concessional losang. Currently, grants
make up 91X of the program,

Figure 17
Composition of Military Assistance -
FY 1977 - FY 1889
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The major reciplent of military assistance has been Israel.
During the period FY 1977 co FY 1989, Igsrael has received $28.5
billion, or 392 of the total. Egypt. has received the second largest
amount, although half that of Israel. The remaining major recipients
since 1977 have been largely thogse with which the U.S. maintains military base
agreements -— Turkey, Greece, Spain, Portugal and the Philippines.
Major recipients of military assistance over the past 13 years are
shown in Figure 18. Of these, Spain and South Kores no longer recesive
asgsistance. As can be seen in Figure 19, showing PY 1989 recipients,
El Salvador, Morocco and Honduras have joined the list.

Figure 18

Major Recipients of Military Assistance
FY 1977 - FY 1288

billlons af conatant 1989 $

$28 1

5201}

18

$10 1 B

$3 -~

” o
P s s s N
1

laraal Turkey Spain 8. Pakletan Portugal

FYS89 + estimatas Egypt Gregco Keoren Jordan Phitippines

Figure 19

Major Recipients of Military Aid
FY 1989

billiens of 8

32
1.5
$1 -
_$0.5 1

: :

T - - o }
$0 l-h\ 1] 1 r_ L[} | ' ercéa” e
Y. Tur - Pakigtan Portugal E! Qro
srael Eqypt mar“ca Pniiippings Salvader Honduras



1t

- ~ - -

IIT1. PRIMCIPAL FINDINGS OF THE TASEFORCE BEVIEW

-

1. U.5. FOREIGH ASSISTAMCE IS IMPORTANT

The U.S. foreign assistance program is an important element of
U.S. foreign policy. It serves U.S. foreign policy objectives by
promoting the pelitical and economic stability of nations important to
U.S. interests. It gupports U.S. national security by helping allies
maintain adequate defense capabilities and stable economies. It
serves U.S. economic interests by stimulating economic reform and
growth overseas. It promotes U.5., long-term national interest by
sustaining partnerships with other countries and enhancing their
capacity to cooperate on issues of global importance, It responds to
U.S. humanitarian concerns by helping alleviate suffering from
disasters and poverty and by he1p1ng to promote more equitable and
just socleties.

U.S. leadership, expertise, and experience are of great value.
Even with limited resources, the program still achieves significant
results -and contributes much to U.S., develapment interests and to U.S,
relactionships with recipient countries. The U,3. foreign assistance
program has a positive record of accomplishment, management, and

expertise in development. A.I.D.'s overseas missions are a unique
assel. !

2. THE FOREICM AID PROGRAHM OPERATES IN A CHAKCING WOBLD

* The United States is, and will continue to be affected by
development, or lack of it, in other countries. Environmentasl

degradation, deforestation, depletion of the ozone layer, trade
deficits, drugs, international debt, immigration, over—population,
AIDS, mediterranean fruit fly ... all affect the well-being-of the
United States, These problems pose a challenge to U.S5. natlonal
interests, and must be addressed.

* Global tensions have changed. The lessening of tensions
between the superpowers and the possibilities for settlement of some
regional conflicts create new challenges and opportunities for peace
and development.

* 'Economic issues increasingly dominate the international agenda.

The budget and trade deficits are priorities for the United States.
Non-market economies are focusing on economic reform and efficiency.
Developing countries are striving to deal with external debt while
promoting domestic growth. The international economic system is
being revolutionized by rapidly changing technology, massive
international capital flows, and instant communication.

* The developing world has become increasingly divergent. For
most of Africa, and mech of Latin America and the Caribbean, the 1980s
has been the "lost decade". Countries in Asia and the Hear East have
made significant progress. Meanwhile, newly industrialized countries
-- Taiwan, Korea, Brazil, Singapore -- have gained affluence and
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become world economic actors.

* Increasing ingtitutional and technical capacity in Third World
countries facilitates collaborative programs among U.S. and
developing country institutions. Even where GNP per capita remains
low, institutional growth enables developing countries to be partners
in development coopzration, rather than recipients of aid transfers.
A.I.D. is beginning to develop collaborative programs in public
policy, science, technology and enterprise development. However,
A.I.D, procedures and management systems do not encourage
colleaborative efforts.

* Urbanization in developing countries is accelerating, During
the next twenty five years, urban populations will increase by 1.2
billion in countrieg currently eligible for U.S. economic assistance,
This growth will have greatest impact in low income countries. By
2000, a majority of the world's poor will be in urban areas. For
example, Kenya, with a current urban population of 4.5 million, can

expect an additional 38 million urban dwellers by the year 2025. This-

growth creates both opportunities for more diversified patterns of
growth, as well as enormous problems of shelter, sanitation, and
transportation. Unmanaged urbanization in the developing world has
serioud consequences for the global environmment, international health,
and political stability.

* Aid-is only one part of complex relations'with developing

countries. Other economic issues are increasingly important. For

example!

-— The major obstacle to development at present is the external debt
burden of much of the Third World. The resocutces that are siphoned
away from domestic investment into debt payments far outweigh aid
flows. Their transfer inhibits development and economic growth, and
therefore is beginning cto threaten political stability and receptivity
to market-oriented policies.

~~ Trade and investment are increasingly important in relationships
between the United States and developing countries.

-- The objectives driving military sales have evolved over time so
that they are now an element of export promotion.

~- Policies on trade, debt, investment, and other issues sometime
conflict with, rather 'than complement, the objectives of the U.S. aid
program. /

* U.5, foreign assistance is a declining world resource. The
United States is nc longer the major domer country —— Japan is
surpassing us as the largest donor of bhilateral economic &id. Total
foreign assistance has declined from 3% of GNP at the height of the
Marshall Plsn, to 1Z in the late 1950s, to less than three tenths of
one percent of GNP today* -- the lowest level of any OECD member.

* Two tenths of one percent of GNP based on DAC figures, which exclude
military assistance.
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- * UJ.8, institutional and technical resources are highly relevant

"£3'turrest development igsues. U.S. strength lies in private
. enterprise, education, science and technology, and in non—governmental

organizations, For developing countries, access to U.S, markets is
criticel to economic growth. The United States is still the country
of choice for students seeking advanced education in science,
medicine, and management. Collshorative ventures in science and
industry between the United States and developing countries are of
mutual benefit, and are necessary to tackle current problems.

* The world is increasingly receptive to market-oriented
policies. The economic policies being promoted by donor organizations
and being adopted by developing countries have become increasingly
market-oriented over the last decade, even in non-market economies.

This trend widens 0pportun1t1es for U.S. economic relations and
influence.

3. THE BOLE OF THE U.S. AID PROGRAM HAS CHANGED

* The theory behind the program has evolved. The program began
with an emphasis on large resource transfers during the Marshall Plan,
shifred toward technical assistance during Point Four, to
infrastructure during the 1960s, to basic human needs during the
1970s, and finally teo the role of markets and pelicy reform during the
1980s. (Clearly there-is no one path to development, U.5. assistance
should focus on those types of assistance which the U.S. can provide

most effectively, and which meet the existing development needs of a
country. :

* U.S. foreign assistance is highly concentrated on a few
strategically important countries. The major strategic recipients,
Israel, Epypt, Pakistan, Turkey, the Philippines, El Salvador, and
Greece receive 72% of the $11 biilion provided to countries, military,

food, and developmant assistance. Israel and Egypt alone receive 50X
of this total.

* The focus of foreign assistance has chanped. Over the past
decade, the balance has shifted towards the Middle East, to militery
assistance, to grants rather than loans, and to bilateral rather than
multilateral assistance. ESF is increasingly favored by the Executive
branch because of its greater flexibility and faster disbursement.

4. THE DOMESTIC COMTEET OF THE AID PROGRAM HAS CHANRGED.

- * Budget constraints conflict with increasing demands on the aid
program. In FY 1990, the budget deficit must be reduced by 7§35
billion. Yet there are increasing demsnds on the foreign assistance
program: there is the prospect of majer new commitments in
Afghanistan, Namibia, Philippines, the Middle East, to U.N.
peacekeeping forces, and payment of arrears to the U.N. and MDBs. As
the pie shrinks, Members of Congress, interest groups, departments and
agencies will each fight to protect their particular interest. 1In
sum, the United States will have to do more with available resources.
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* The program does not enjoy broad public support. U.S. public
support for helping poor people remains strong, but the public does
not view the ald program as doing this effectively. The public has
very little concept of the aid program as an instrument of foreign
policy, used to advance U.S. interests. There is evidence that the

public would support development programs focused on ‘key problems
affecring the well-being of the United States.

5. CURRENT AID LEGISLATION AMD ADMINTSTRATION IMPEDE
EFFECTIVEHESS.

#* There are too many objectiveg. Scattered through the Foreign
Assistance Act are 33 objectives. 4an A.I.D. document lists 75
priorities for economic assistance. Most, if not all, of these
objectives are probably worthy, but they are so numerous that they
cannot provide meaningful direction or be effectively implemented. In
the field of military assistance, while there are relatively few
stated objecrives, those objectives are overly politicized, leading us
to expect too much in foreign policy terms from what is being provided
or sold. Mixing security, military, development, and humanitarian
objectives makes evaluation and Congressional oversight difficult.

* The program is hampered by numerous reporting requirements,
earmarks and restrictions?

-~ Foreign aid legislation contains 288 individual reporting
requirements to advise Congress of both one-time and continuing
activities. GAOQ reports that AID's reporting requirements on the §5
billion program it manages 13 second only to the Defense Department
with over $300 billion., These could be substantially reduced, by
consolidating similar reports, repealing unnecessary or low-interest
requirements, and removing fulfilled or out-of-date provisions.

-— EBarmarks, mostly in the form of specified country
allocations in legislation, have increased to unprecedented levels.
For FY 198%9; 92X of military aid, 98% of ESF, and 491 of development
agsistance is earmarked. In recent yeers, the protection of high
priority recipients through legislative earmarks has considerably
diminished executive branch agencies' discretionary authority over
foreign aid allocations. This problem is likely to get worse as
budget pressures tighten.

-- Congress receives over 700 notifications of project
changes each year. This level of notifications focuses Congressional
attention on project changes, which are inevitable, rather than on
policies and programs.

-~ In addition, there are numerous directives, restricrions,
conditions, and prohibitions in the foreign aid legislation, and in
committee and conference reports, that must be adhered to by
implementing agencies and recipients of U.S5. aid. The result is an
aid program that is driven by process rather than by content and
Bubstance.
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" Whau all chié means is that accountability of U.S. foreign
asgistance ia extensive but ineffective. Accounrability is focused
on anticipating how assistance will be used, rather than on hew
effectively it is and has been used. It can take two~and~a-half years
to plan and approve a project, by which time conditions have changed,
and plans need to be revised. The burden of excessive Congressional
and A.I.D,/Washington accountability keeps mission staff at their
desks rather than. in the field, creates a complex bureaucratic process
that prevents flexible programming, and turns attention away from the
important task of program evaluation. It leaves both Congress and
A.I.D. staff focussing on plans pot results.

Military assistance also suffers from accountability problems.
Accountability has been divested to various services of the military,
resulting in recurring problems in accounting for cash sales and
monitoring equipment sold te foreign countrieas.

* The aid program is spread too thin. Military assistance has
followed a recurring pattern in which a number of small programs. are
proposed, then eliminated or drastically reduced due largely to
earmarking after the budget cycle is complete, creating raised
expectations and ineffective implementation. A.I.D. has 20060
projects in 90 countries. - In addition to programs in developing
countries, A.I.D. manages programs in Northern Ireland, Poland,

.Portugal, Gyprus, Italy, and Omanj it manages.American Schools and

Hospitals Abroad, and special tasks such as humanitarian aid to the
Nicaraguan Contras. With 16 disaster relief operations in October and
Movember of 1988, disaster relief alone is a major responsibility. The
wide range of foreign operations undertaken by A.I.D. diverts
attention from development objectives. In essence, the aid program
tries to achieve too much.

* There is little coordination of Y.S. econpmic, security, and
development policies. As a result, many foreign policy decisions, for

example, on tariffs and trade, defense cooperation, debt,
environmental protection, science and technology, public health, and
immigration, do not take developmental and security considerations
into account, The Development Coordination Committee (DCC) seldom
meets st a4 high level, end then principally only for ceremanial
purposes, The International Development Cooperation Administration
(IDCA) exists in name ornly. Coordination of policy for economic and
military assistance is insufficient. At the field level, the rising
coincidence of U.S. international economic interests with development
geals requires greater program integration and coordination,

* The contribution of non-governmental organizations is
important. PV0s (Private Voluntary Organization), universities,
cooperatives, research instituctions, and other non-govermmental
organizations have much to contribute to U.S5. economic assistance
policies and programs. Their expertise, field experience, ability to
reach certain target populations, and the diversity of their
capabilities and operating modes complement the resourcea of A.I.D.
Some 15% of development asgsigtance and projectized ESF is channeled
through PV0's. The research capabilities and developmental and
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technical expertise of U.5. universities are valuable resources that
need to be utilized to deal effectively with today's development
issues, The participation of businesses from both host snd donor
country in development programs can be effective and mutually

beneficial. Effective means are needed to ensure that chese
organizations can be heard by pelicy makers.
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IV. RECOMMENDATIOHS

A, ECOX0MIC ASSISTANCE

1. REPEAL THE FOREICN ASSISTAKCE ACT OF 1961 AS AMENDED.
ENMACT A MEW INTERWATIOMAL ECOMOMIC COQPERATION ACT OF 1989.

Changes in the international environment and the position of the
United States, the emergence of global challenges to U.S. well-being,
domestic budgetary pressures ... and the loss of public and Congressional
support for the aid program all demand major changes in foreign aid
legislation. U.S. foreign assistance needs a new premise, a new

framework, and a new purpose to meet the challenges of today. It is
time to start anew.

A fresh start is unlikely if Congress simply revises and adds yet
more amendments to an already cluttered act. The current 500 pages of
foreign assistance legislation, developed over the past 28 years, are
strevn with obsolete, ambiguous and eontradictory policies,
restrictions and conditions.

For example;

- inconsistency — There is no consistency in the way the Act
deals with other foreign policy concerns which affect foreign
assistance, such as human rights, terrorism or narcotics. Pracedures
vary for different concerns and different regions, as do procedures
for Presidential wavers and Congressional reviews of those wavers.

-~ ambiguogus —- Section 531 of the Act provides authority to the
President to promote "economic or political stability." However,
section 531(e) prohibita the President from using funds for military
or paramilitary purposes. It is not clear whether nations receiving
support under this section are prevented from using those funds to
repay United States loans for purchase of military hardware.

- obsolete -- Section 614{(b) zuthorizes the President to use ESF
funds for Germany, including West Berlin. This section may have been
relevant before Germany became & major foreign assistance donor.

The numerous inconsistencies have incressed with each new foreign
assistance bill, The difficult task of bringing some coherence to
legislation and creating a targeted and effective.sid program, that

enjoys wide support, requires a new International Etonomic Cooperation
Act.

2. THE HEY INTERNATIOMAL ECONONMIC COOPRRATION ACT WOULD
SPECIPY POUR MATN FOREIGH ECONOMIC POLICY OBJECTIVES
(i) CROWTH —- encouragement of broad based economic growth.
(ii) ENVIRONMENTAL SUSTAINABILITY -- improved environmental,

natural resource, and agriculturzl management.
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¢iii)-POVERTY ALLEVIATION -— human resource development aimed at

improving the well-being of the poor and their capacity to
become productive citizens,

(iv) PLURALISM -- promotion of political, social and economic
pluralism.

These four objectives would focus U.S. foreign assistance on four
discrete but flexible pricrities, which serve the interests of both
the United States and recipient countries. They would clarify the
purpose of the program. Experience and understanding of the new
challenges indicate that these priorities will maximize the benefit to
be gained by recipient and donor.

GROWTH: Economic growth and development in other countries serves
U.S. interests by promoting political stability as well as expansion
of trade and investment opportunities., Growth is necessary to improve

the living standardas of the poorest and to enable the developing world

to progress out of today's debt, envirommental and population
problems. Growth must be broad-based to reach the poor; narrow,
unbalanced growth is politically and economically unstable. Growth
must be subject to the efficiencies imposed by open markets. U.S.
policy can encourage the creation of more efficient, more
participatory, and more open economic gsystems.

ENVIROWMENTAL SUSTATINABILITY: Global environmental and natural
resource problems have become too obvious and toc urgent to ignore.
In the developing world, deforegtation, pollution, and soil ercsion
ceaselessly diminish the capacity for sustainable agricultural
production. Deforestation and desertification are depleting the ozone
layer and threatening the entire world with global warming, The rapid
depletion of energy resources will affect the availability and price
of future energy worldwide. These are pressing problems which will
require international cooperation. The U.S. cen assist in the
development and implementation of improved policies, technologies, and
management systems necessary for more efficient and sustaineble
systems of agriculture and resource management. Environmental
concerns should be integrated into every program. Environmental and
other policies must be finely tuned to balance the needs of growth
with the sustainability of the resource base.

POVERTY ALLEVIATION: Although much progress has been made in
reducing the worst conditions of poverty through improved public
health, better food production and distribution systems, and expanded
literacy and family planning programs, the fact remains that a
staggering 2 billion people still live in poverty, increasingly in
urban areas. Thirty years of development experience tell us that
people can rise from poverty if they are healthy and educated and have
the opportunity to participate in the economy. Such investment in
human capacity requires careful targeting and long term commitment.

It can result in personal well-being, a more productive economy, and a
more pluralistic and stable pelity. These benefits, along with the
additional consequences in terms of better public health, more stable
population, and expanded international markets, all promote the
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intereats of the United States.

PLURALISM: The United States stands for political and ecoromic
freedom. U.,S. foreign assistance promotes these values both
explicitly and implicitly. This can be achieved through many
ingtitutional forms. The advancement and protection of these freedoms
requlre responsive local government, and a well-informed and actzve
citizenry. Internationally-oriented American PVOs and citizens'
groups in the Third World increasingly are pursuing the expansion of
choice and participation to those traditionzlly least imnvolved. It
should be U.S. policy to encourage the growth of both non-governmental
capacity and of effective national and local government.

These four objectives are interrelated and mutually reinforcing.
In pursuing them the United States can be true to U.S. values and
intérests, without imposzing preconceived solutions on others. The key
to progress in meeting these objectives is to recognize that they will
require time, flexibility, and a system of problem solving based on
genuine cooperation and reciprocity of benefits between nations.
Foreign assistance must be coordinated with other pol1c1es in pursuing
these goals and encouraging others to pursue them.

Identifying these four basic objectives for U.S. foreign economic
assistance does not mean that the 33 objectives currently in the
Foreign Assistance Act are to be rejected. Many of them are subsumed

- under these-four prioritiesj—-for example,-biological diversity is one

principle of improved environmental policies. Others indicate the
preferred modes of operation and manner in which these ultimate
objectives are pursued; for example, concern for the role of women in
development becomes an integral part of all development programs.
A,I.D,'s reporting of program results would include explanations of
how biological diversity was affected, and why or why not women

-participated and benefired.

3. THE NEW ACT WDULD DRAW CLEAR DISTIMCTIONS AMOMG VARIOUS
TYPES OF ECOROMIC ASSISTARCE

The lack of a clear distinction between development &ssistance
and ESF causes a confusion of objectives and responsibilities and
cakes evaluztion more difficult. In keeping with the aim of
clarifying the purpose and key objectives of the economic assistance
program, the new act would provide a clear distinction between
development assistance and ESF. Where currently one type of
assistance is used for the purpose of the other, the funds would be
transferred into the other account.

ESF would be allocated to countries to support immedizte U.S.
political, economic, &nd security interests. After initial allocation
decigions are made, ESF should be programmed so as to support the four
objectives of economic assistance.

The allocation of development assistance would be justified in

terms of the four policy objectives, reflecting the increased
importance of these objectives in supporting U.S. national interests..
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DA should be made a more flexible instrument.

4. THE ACT ROULD ALLOW MAXTMUM FLEXTBILITY IMN DEVELOPING STBATEGIES
AND PROGRAMS FOR PURSUING THE FOUR OBJECTIVES

The new act would set down operational and policy parameters for
U.S. economic assistance programs and policies., It would avoid mosat
of the conditions, restrictions, directives, and earmarks of the
current act.

-— Congressional notificationg would be required for changes in

country levels but not for project changes.

~= Reporting requirements would be kept to a minimum.

~-- Appropriation of DA funds would not be divided into functional
" accounts.,
Funds would be appropriated on a no-year basis, thereby
removing pressure to obligate funds hurriedly ac cthe end of
the fiscal year.

The agency would inform the Congress about specific country
programs and strategies it proposes, and demonstrate to the

gatisfaction of the responsible committees why those strategies have
been selected.

It is probably unrealistic to expect to eliminate all
restrictions, conditions, and directives from the bilateral aid
program. However, the present system is unworkable and increasingly
irrelevant, If every worthy condition and directive that is proposed
is accepted, as in the past, the result 1s confusion, ambiguity and

bureaucratic gridlock, The cumulative impact 18 a program that simply
does not work.

The presenk gsystem results in a program that focuses on process,
on meeting legisletive and administrative deadlines and filing forms
and reports, not aon the substance of activities. Currently,
administrators must find a distribution of development assgistance
funds that fits in with country, fungtional, and special program
earmarks, and still bears some relation to the needs and circumstances
of each particular country., ESF is earmarked almost completely on a
country basis. Earmarks deny the flexibility needed to respond to
changing needs during the fiscal year. They reduce U.S. policy
leverage because recipients know that funds will eventually be
forthcoming. With extensive earmarking, A.I.D.'s experienced and
committed personnel do not have responsibility for the-.program, and
cannot utilize their talent and creativity. In contrast, given
today's new challenges, the premium should be on ideas, leverage, and
long-term problem-solving., This requires flexibility, better use of
talent, and concentration on central, long term, issues.

5. THE ACT WOULD RRGUIRE AM ACCOUNTABILITY SYSTRM BASED OM THE

HMEASURFMENT AMD EVALUATIOM OF PROGRESS TOWARDS THE ACHIEVEHEMT OF
THE LEGISLATIVE MAHDATE

Accountability would be based on careful Congressional oversight
and Executive evaluation of the impact and result of U.S. foreign
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: assistance rather than on compliance with a multitude of
restrictions, directives, and earmarks.

{ The present Congressional and bureaucratic gsystem focuses on how

- ) muc@, where, and how, the executive bfanch pldans to spend economic

: assistance dollars. Just as the requirements are too extensive to

give effective direction to A.I.D, so the reports are toe voluminous

to be read by Congress. The accountability burden turms attention

, away from what has and has not been achieved. In spite of 1300 pages

; of Congressional presentation, over 700 Congressional notifications
annually, and innumerable reports, Congress does not know what actual
progress 1s being made towards the solution of serious global
problems. Congress must be freed from dealing with near-term operating
activities, in order to focus on critical issues of national priority,
program balance, and post—appraiszl of results.

There are three elements to a new system of accountability.

(i) Clear and realistic objectives must be established.

(i1) Reporting must be results-oriented and appropriate for
assessing policies and pregrams.

(iii) Both Congress and the Executive branch must know who is
responsible.

o ——— T P S

This will require the administrating agency to give greater
priority to evaluation of projects and programs. In addition to
ongoing evaluation by A.I.D. and GAO, a full country review could be haat
undertaken periodically, (perhaps every five years) by a team composed
. of agency evaluation personnel and other experts from government
agencies (such as GAO {General Accounting Office} and OTA {0ffice of
Technology and Assessment}) and from outside goverument. Such a
review would cover all U.$. assistance activities in a country.

Responsibility should be concentrated at the level of the head of

the U.5. mission in a country, the head of particular programs, and
the agency administcraror.

For its part, Congress must engage in more rigorous oversight.
The House Foreign Affairs Committeg oversight responsibility could be
centered in a Foreign Acsistance Oversight Subcor=mittee or an
ad hoc group with a strong staff dedicated solely to the task of
overgight, The subcommittee or group would be the key point for
oversight of foreign assistance programs and policiea, and for
legislative changes, working closely with subcommittees of the House
Foreign Affairs Committee and with other committees that have
authorizing and appropriating responsibilities for the foreign
agsistance program. It would also congult extensively with the
executive branch. The Congressional-Exzecutive consultations over the
implementation of the Africa Development Fund offer the beginnings of -
a model of a more collaborative relationship.

6. THE AC& WOULD ESTABLISH A MEW ECOMOMIC COOPERATION AGENCY TO
. ADMINISTER U.S. ECONOMIC COOPERATIOM PROGRAMS

The most effective way to remove the bureaucratic cobwebs and
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take up the new.mandate is to create a mew entity to allocate and
adminisrer economic assistance. The more precise and flexible mandate
of the International Economic Cooperation Act requires an appropriate

structure —— an Economic Cooperation Agency (ECA), as the successor to
A.I.D.

There is no one ideal structure that will resolve the numerous
organizational and administrative issues. Various organizational
models have been proposed. These should be discussed during committee
deliberations and in extensive discussions with the executive branch.

There are, however, key requirements which should guide the design
of a new structure:

(i) operational flexibility and decentralization of
respongibility to encourage innovative, responsive programs
that seek long term progress on development priorities,

(ii) authority and flexibility to allocate and implement
assistance in order to maximize achievement of the four
objectives of economic .assistance,

(iii) credible and strategically focused evaluation systems to
assess, analyze, and communicate progress toward the four
objectives to the Agency and the Congress. .

{(iv) the need rto attract talented personnel into the aid program,
both as permanent staff and in short-term positions.

{v) greater opportunities for collaboration in working toward
resolution of global problems. For example, technical institutes
could be set up, each focusing on a mejor issue such as resource
management ,. and comprising experts from relevant government and
private entities in the U.$. and developing countries. They
would deal with global issues, in tandem with the field missions'
country-specific.strategies. This would bring in the technical
capability necessary to problem—solving, and encourage the
cooperation and support of individuals and organizations outside
the government. They would also support selected long-range
research programs,

(vi) recognition of the important reole of PVO's, universirties,
cooperatives, and other non-governmental organizations 1in the
U.S.. economic cooperation program. Officials responsible for
economic assistance should have regular and easy access to the
expertise and experience of such organizations, and be able to
draw on their capabilities in implementing programs.

(vii) administration of a portion of the U.S. cooperation
program. through regional foundations such as the Inter-American
Foundation and the African Developpent Foupdation,.which focus
on grassroots community development.

7. THE ACT WILL EREQUIRE GREATER COORDYIMATION
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Coordination is required at three levels:

(i) Internationpal Coordination: U.S. assistance should be
coordinated with programg of other international donors. This
becomes increasingly important ss the internationslization of
development problems continues, and as other donors expand their
agsigtance programs. The U.S. share of worldwide economic
assistance is large enough to be important to efforts to

"coordinate international programs. U.S. development experience

is a valuable asset for collaboration with newer donor countries,
such as Japan and Korea.

(ii) Pélicy Coordinmation: U.S. assistance should be
coordinated with other aspects of U.S. policy. Given the
increasing complexity and inter—relation of international
problems, coordination of policies on aid, trade, Third World
debt, drugs, the environment, intermational finmancial stability,
and fiscal and monetary policy are essential. None of these
issues can be dealt with in isolation.

The most commonly proposed solution is to locate responsibility
for coordination in the White House. The various proposals
include: a special Presidential Advisor with a asmall staff; a
Deputy National Security Advisor;. reestablishment of the Council
on Internaticnal Economic Policyj a Presidential advisor who
chairs an International-Development Cooperation Council with
oversight over all agencies and programs involved in foreign
economic cooperation,

Alternatively, coordinacrion could occur at the cabinet level,
through a cabinet committee, or by giving one cabinet department
overall responsibility. Or, a new foreign economic cooperation
administering agency could be given the role. Whatever the new
strtucture, the Administrator of the ECA would be closely involved
in coordination. ’

There have been many failed experiments =zt coordination. The
important issue is not bow, bup’ that ceoordination occur.

Success will ultimately depend on the commitment of the Executive
branch and the officials involved. The new coordination
structure must be formulated jointly by Congress and the
Administration, and mesh with the organizational structure of
the new Administration and the ECA. The new legislation must
identify a clear coordination authority which can be held
accountable by the Congress and the President.

{(iii) Pield Coordination: U.S. programs eand policies

should be coordinated at the field mission level. For example,
coordination could be improved between A.I.D. private sector
programs, the Foreign Commercial Service, the Trade and
Development Program, and the Overseas Private Investment Corp,
and between A.I.D. agricultural programs, P.L. 480 assistance,
and the work of the agricultural attache.
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8. THE ACT WOULD RRQUIRE A SIMPLER PROCUREMENT RECIME FOR THE
- BCCHGHIC ASSISTANCE PROGRAM, i

U.8. economic assistance programs are covered by federal
acquisition regulations., These regularions are designed for agencies
which operate in the United States, not overseas, Exemption for
particular procurement is possible but only through a time-consuming
paperwork process, The cumbersome procurement process discourages
some individuals from participating in U.S. development assistance
programs and makes it more difficult for A.I.D. to work jointly with
other donors and institutions.

A simpler, more flexible system, designed for an agency which
operates overseas, would enable a more timely response to existing

needs and conditions, thereby increasing the effectiveness of the
foreign assistance program.

9. THE ACT WOULD REQUIRE HODES OF OPERATION THAT MAXIMIZE AID
EFFECTIVEMESS IN TACKLING TODAY'S PROBLEMS

Key principles in increasing the effectiveness of the economic
assistance program are: J '

(i) Focus on global problem-solving -— dealing with problems
common Lo many countries. It is in the primary interests of the
United States to focus on easing problems which affect many
nations, such as environmental degradation, AIDS, rapid
urbanization, arid agricultural production, and barriers to
market forces. Therefore, while much, foreign assistance would
continue to be carried out on a bilateral basis, the program
would aim to deal with constraints to the achievement of key
objectives. This approach rests on cooperation and reciprocity
of benefits, rather than one-way transfers of aid.

(ii) Utilize U.S. comparative advantage. The impact of U,S,
assistance is maximized by drawing on those areas in which the
United States has most to offer: education and training,
research, public and private management ezpertise, technical

assistance, agricultural develgpment and food aid, and private
enterprise.

(iii) Emphasize project sustainability. Too often development
projects stop the day that foreign donor funding and
participation end -- or before. To maximize U.S. impact on
development problems, the act would require A.I.D. to focus on
program and project sustainability, particularly by seeking the
broadest participation appropriate, in both design and
implementation., To further encourage sustainable projects, the
new organizational structure must provide the necessary degree of
flexibility for projects to adapt te local conditions.

(iv) Use economic assistance, both development assistance and

ESF, to promote sound economic policies. To ensure that U.S.
aBsistance is used effectively to mutual benefit, the Act would
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require that it be programed to promote appropriate economic
policies at all levels. Economic assistance should serve as a
vehicle for joint policy dialogue, and as a means of improving
the technical and administrative capacity of governments to
devise and implement suitable policies, .

In addition, the act would require that the ability and
willingness of the recipient to use assistance efficiently be
taken into account in deciding where and how funds should be
programmed. Countries willing to adopt necessary policies should
be supported. This requires the establishment of specific

criteria to measure country performance, as under the Fund for
Africa. ’

If U.S. assistance is used wastefully, siphoned off by
corruption, or used to support bad and inefficient policies, it
cannot achieve the purposes for which it was intended. This is
more likely to hinder economic growth and to be ecopnomically and
politically destabilizing, and therefore be antithetical to U.S.
economic and peclitical interests and objectives.

(v) Adapt the foreign assistance program to the debt gituation.
Success in pursuing the four objectives of U.S. economic
agsistance depends on the resolution of the debt crisis. The
debt burden has stymied economic growth and brought considerable
economic and social adjustment -and suffering. Continued economic =
stagnation and adjustment threatens not just economic stability

but also political stahility, particularly in countries with

nascent democratic ilnstitutions.

There 18 no single solution, but foreign asaistance can
contribute towards eaging the problems caused by the debt burden.
U.S. asgsistance should be provided on a grant basis, as has been
the case in the last several years. In keeping with this_policy,
reflows from previous foreignm assistance loansa should be allowed
to be redirected into development activities in the debtor
country, rather than returned to the U.S. Treasury. Such use of
reflows should be used to reward countries which implement
necessary domestic policy reforms.

Authority should also be given for the use of U.S. economic
assistance funds to purchase debt at discount, with the local
currencies then used for development projects which require local
expenditures.

U.S8. government officials should be encouraged te work with host
country officials, other donors, international organizations,
U.S. commercial banks, and with various non-governmental
organizations that are seeking innovative mechanisms to reduce
the debt burden of developing, countries.

THE ACT ROULD AUTHORIZE COOPERATIVE DEVELOPMENT RELATIONSHIPS
WITH ADVANCED DEVELOPIMG COUBIRIES (ADCS)
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- Advanced developing countries, such as India, Morocco, Jordan,

and Costa Rica, are approaching the point where they may no longer
require concessional assistance. Others, such as Taiwan, Korea,
Brazil, and Argentina have already “graduated” from the U.S. aid
program. However, many have important development problems and their
participation is important in solving global problems. For example,
deforestation cannor be dealt with withour the cooperation of Brazilj;
the U.S. cannot seek regional cooperation on drugs and immigration
without working with Mexico. Continued cooperation with potential aid
praduates, such as India and Thailand may lead to breakthroughs in
health and agricultural science. .

It does not serve UiS., interests to spend 20 to 30 years building
up development relationships with a country, and then to suddenly
drop them when concegsional assistance is no longer required. This
means cutting those links just when the other country is most able to
contribute to the partnership, and when U.5. benefits from
governmental, university, and private sector are increasing.

The Economic Cooperation Agency would be authorized to develap
new ways Lo sustain and nurture those well-developed relationships.
This could be done through bilateral commissions, science znd -
technology foundations, or joint working groups focused on key
development issues. The development of relations with ADCg is an
important part of the shift that the United States must make from
“foreign aid" to cooperation with developing countries.
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B,  MILITARY ASSISTANCE

1. COMSOLIDATE MILITARY ASSISTANCE INTO OME FUHDIMG SOURCE.

Consideration of military assistance will be more focused 1if the
Foreign Military Sales (FMS) Financing and the grant Military
Assistance Program (MAP) share the same funding gource, At present,
cash arms sales and FMS financing are conteined in the Arms Export

Control Act (AECA). The grant MAP program comes under the Foreign
Assistance Act,

There is no compelling operational or political need for two
separate military assistance accounts, particularly as both are now
almost completely grant programs. One funding source would allow
clearer analysis of the aid request and the conditions attached to
milicary aid for each country. Putting FMS with MAP would separate
sales that use assistance dollars from cas arms sales. Under the
merged account, terms, conditicnality, and eligibility for credit and
grant countries would be clearly established. Standards would be set
based on economic conditions and ability to repay. The single accpunt
would better enable Congress to separate countries that need grants
from those that only need credits.

2. REPLACE THE ARMS EXPORT CONTROL ACT HITH A HEW DEFENSE
TRADE AND EXPORT CONTROL ACT

A new Defense Trade and Export Control Act would complement the-
consolidation of assistance funding. Creaticon of a new act recognizes
that cash arms sales which are consistent with foreign policy and
national security objectives should be removed from the polirical
linkageg attached to m111tary a351stance and should be part of an
overall export promotion and control effort. This approach would be
more appropriate to expanding trade and defense cooperation activities
with our NATO allies and other.friendly nations. The new act would
remove unnecessary restrictions and simplify the licensing procedures
under the International Traffic in Arms Regulations, so as to reduce
export delays.

This approach would nor take the lid off arms sales. The act
would retain all the appropriate armg export control aspects of the
AECA, as well as requirements to give prior notification of arms sales
to Congress. In addition to the current purpose of restraining srms
races, the new act would focus on military objectives, including close
cooperation with our allies in arms research, development and
production. It would clarify U.S. policy for providing defense
equipment to friendly countries consistent with national interests.

3. CLARIFY THE GOALS OF THE MILITARY ATD PRCGRAHM
The military assistance program should meer polirical and

strategic objectives but it should also promote military goals, such
as enhanced training and. equipment utilization, pre-positioning of
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U.8. arocka fer uge in crises, and joint research and development of
defense systems. Military assistance and gales are frequently
oversold on political grounds. What is needed is judgements about how
military assistance and sales programs fulfill military objectives.

Focusing program goals and Congressional oversight on narrower
military objectives would help provide a basis for improved
accountability on the uses of milirary assistance. Clearly the
political and foreign policy goals of the military assistance and
sales programs cannot and should not be entirely eliminated, but
Congressional oversight has often focused on unrealistic political
linkages, particularly when the amount of assistance is small, or
recipients are attempting to buy arms for cash. A return to
traditional oversight of how money is being spent, and whether

military objectives are being advanced would increase the effectiveness
of the program.

b IMPROVE ACCOUMTABILITY FOR THE USE OF HILITARY ASSISTANCE

Past experience and current practices suggest that accountability
needs to be improved dramatically. The Defense Department is unable
to account for hundreds of milliocus of dollars in cash sales in its
multiple service-based accounting systems. There is inadequate
tracking of third-country transfers arising out of licensing and
co-production agreementg. -Action-is.seldom taken even when illieit
transfers are discovered. Corruption is endemic in dealing with

agents and firms designated by Third World countries to transact arms
sales.

Reform of the system should include:

(i} Establishment of a genuinely centralized accounting

system within DOD for military sales, Full accounting of all
expenditures requires a system that accesses data from all three
accounting systems in the military services and that aserves as a
authoritative data source for accounting and information on
military sales.

(1i) Greater monitoring of mif&tary assistance and sales

assets in foreign countries. In recent years, military advigory
groups have increasingly focused on.providing information on U.S.
produced systems and promoting other military objectives, but
program monitoring has suffered. In.some instances this has
resulted in illicit third-country transfers of U.S.-supplied
equiprent.

{iii) Establishment of appropriate sanctions for illicit
third-country transfers by recipients of military assistance and
sales, and participants in weapons to-production agreements.

The detection of such transfers requires improved controls,
management, and intelligence. Effective sanctions are necessary
to deal with violations, as diplomatic protests have often been
ineffective. These sanctions should include suspension of co-
production agreements or other pending arms sales.

42—



=i ",

e (1v) Proh1b1t1on of the " ugé of m111tary 8951stance funds for

"~direct or indirect offsets, and negotiation of bilateral or
multilaterdl agreements concerning the range of permissible
direct and indirect offsets involving military assistance
and sales. Trade offsets, a problem for many years, are only
likely to increase, given that they are a major reason for many
countries' purchase of American-made defense articles. While
commercial offsets may in many instances be a fact of life, U.S.
government funds should not be used to promote the business
interests of cone company over that of another.

(v) Tighter controls on the selection and use of private
individuals and companies receiving military assistance

funds designated for foreign governments. When foreign
governments designate their own freight forwarders and purchasing
agents for military assistance transactions, more stringent

eligibiliry standards, and fiscal and accounting controls are
necessary.

(vi) Requirements that American companies use Federal Acquisition
Regulations (FAR) regarding price, profit, quality assurance, and
payment, if their commercial arms sales involve FMS credits.
Currently, commercial contracts financed with FMS credits are not
governed by the FAR, as government to government FMS sales are,
and controls over these.sales need to be improved.

5. REDUCE, IF HOT ELTHMINATE EARMARKING

Currently, 98% of the FMS account and two thirds of the MAP
account are earmarked.. The inflexibilicy created by earmarking
hampers the program in several ways: first, it limits the ability to
meet concingencies and to implement progtams smoocthly, Secondly, it
undermines attempts to influence recipients through military
assistance, as they are assured of the level of aid they will receive.
Therefore, as a means for Congress to secure some political leverage,
it' is ultimately self-defeating. Thirdly, the inflexibility created
by earmarks, along with 'general budget pressures, results in the
expectations of smaller recipients Being raised and then dashed,
because their programs are squeezed out by the big earmarks. Removing
earmarks would enable more.effective Congressional oversight, because
Congress could focus on program results rather than relying on
earmarks and associated prohibitions, conditions and reportlng
requiremants.

Limiting earmarking requires discussions among legislative and
executive branch leadership, to establish an informal understanding
that politically inevitable earmarks will go forward, in exchange for
holding the line on other esrmarks. Along the lines of the bipartisan
budget agreement, Congress should meet early on with the new
administration to reach a. foreign policy leadership agreement.to
resist earmarking. .
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6. REPLACE SMALL MILITARY AID PROGRAMS I¥ IMDIVIDUAL COUNTRIES
WITH AN UNEARMARKED REGIOMAL CONTINGESCY FUND

Operational requirements in less vital countries could be met
from a flexible regional contingency fund. This would create the
flexibility necessary to fund specific needs in regions such as Africa
or Latin America, while avoiding spreading funds and across many
small countries, Small case-by-case requests could be met without
establishing a country program. This would be far preferable to the
present situation in which small programs are cut altogether due to
earmgrking for large recipients and overall budget cuts. A contingency
fund would provide the Executive branch with flexibility to meet the
needs of smaller countrias, while still ensuring fiscsal discipline
through the authorization and appropriation of such contingency funds,
and throuegh prior notification to Congress of the use of such funds,
The needs of smaller countries could be met without sacrificing fiscal
and policy oversight by the Congress.

7. ESTABLISH A SEPAEATE BASE RIGHTS ACCOUNT .

A base rights line item in the military aid budget could fund
existing commitments on a one-time multi-year basgis, of say, five
years, while making it clear that such military assistance would end
after cthat period. This type of agreement was established with Spain
and appears to be satisfactory.

Congress has confronted growing shortfalls in military aid
appropriations for base rights countries. A number of base rights
agreements in the early 19803 resulted in a doubling and tripling of
this aid. )

After the five year funding period, the ending of assistance
given specifically for base rights could be eased through other forms
of non—appropriated assistance, such ags a revolving fund using cash
sales receipts, the use of the Special Defense Acquisition Funds
(SDAF), grants of excess DOD stocks, or increased E5F. Hilitary
assistance progrems not linked to base rights could be continusd,

The United States should also consider establishing =
multilateral base rights fund with NMATQO for bases in Europe, and with
Japan for bases in the Philippines. The relationghip wicth MATO should
be considered in the light of the larger alliance-wide regional
security framework, with base rights access being a legitimate element
of burden-sharing.

A separate account with clear funding limits is apn important step

in the U.S. strategy for securing base rights access. The U.S. must, over

time, develop defengse relaticonships that are not based on economic or
military assistance, or "rent", but on mutual security comncerns.

8. CREATE A SEPARATE LINE ITEM FOR POLICE TRAIMING
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A separate 11ne 1tem for pol1ce training would enable the
legislative and executive branches to establish appropriate objectives
and guidelines for police training.

Separate funding would segregate military training for police
forces from civilian training, leaving the latter to agencies other
than DOD and State. Currently, the prohibition on the use of
assistance for police training (Section 660 of the Fareign Assistance
Act) is accompanied by numerous exceptiong. Such an approach is
misleading, and hinders effective legislative oversight as to what

type of support for pelice training is appropriate and under what
circumstances.

9. EMCOURAGE AID GEADUATION

Military assistance concessional sales and credic programs should
permit and encourage graduation to a fully cash sales relationship.

For this to occur, it is essential that a credit component remain
in the authorization process, so that countries near the graduation
point in economic development can make a gradual transition to cash
arms sales. Portugal, Greece, and Turkey are currently approaching
this point, and Spain and Korea recently graduated.

In addition, military assistance funds should be used for
licensing and co-production agreements, including offshore procurement
of low and medium technologies. This would enable recipients to
establish a rudimentary defense industrial base, while protecting and
controlling more sophisticated technology.

10. EXAMTXEE ALTERMATIVE FIMANCING

The establishment of an alternative system for financing milicary
assistance should be considered, although the evidence of the
efficiency of such financing is mixed and the political obstacles are
significant. As with the economic assistance program, the likelihood
of shrinking funds requires creatlve uses of alternative financing to
stretch available resources.

There are many possible alternatives that can be explored. For
example, the prohibition in the Arms Export Control Act on the use of
Ex-Im-Bank financing for military sales is outdated and does not
appear to be serving any spparent “fiscal watchdog™ function. In
addition, the use of private credit markets hag slready begun. The
Foreign Assistance appropriations law for fiscal year 1988 authorizes
the blending of govermment and commercial credit to refinance past FMS
credit. We should explore this option of blending credit for future
FMS financing. Finally, some in the Executive branch have advocated a

return to the use of government-guaranteed loans to finance military
sales.

11. COORDINATE MILITARY ASSISTAMCE WITH OTHER FOREIGHN POLICY

Military assistance should be included within the new structure
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designed to coordinate foreign policies, mentioned under
recommendations on economic assistance. At present, the military
assistance program is not adequately coordinated with other aspects of
U.S. policy towards recipient countries. U.S. embassies and military
advisory groups do not coordinate. The Departments of Defense, State
and A.I.D. do not formulate a comprehensive coordinated strategy that
integrates economic and military assistance.
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