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AGENCY FOR INTERNATIONAL DEVELOPMENT 
WASHINGTON.  D .C .  2 0 5 2 3  

INTRODUCTION 

The International Development Cooperation Aqency (IDCA), 
components of which are the Aqency for International Development 
(A.I.D.), the Overseas Private Investment Corporation (OPIC), an( 
the Trade and Development Proqram (TDP), is responsible for 
brinqinq development considerations to bear on the process of 
executive decision-makinq on international finance, investment, 
trade, technoloqy, and other policy areas affectinq developinq 
countries. This document provides a broad overview of U.S. 
interests in developinq countries, their development problems an( 
current economic conditions, and the various proqrams and 
policies employed by this Administration to further U.S. 
objectives. 

( 

descriptions and justifications are provided in the separate 
Conqressional Presentation Documents of the individual aqencies 

This overview summarizes development issues, policies and 
proqrams and contains information required under section 634 of 
the Foreiqn Assistance Act. The Executive Summary of this volumt 
describes the content of this presentation. Detailed 

and-proqrams. The full Fiscal Year 1987 IDCA budget presentation 
the Conqress includes the followinq documents: 

IDCA Conqressional Presentation (this document). 

Agency for International Development (A.I.D.). 

Main Volume and Appendix 
Africa 
Asia and Near East 
Latin America 
Centrally-Funded Proqrams 

International Organizations and Proqrams (IO&P). 

Trade and Development Proqram (TDP). 

In a separate submission, the 1987 Development Issues Report, 
the annual report to Conqress of the Interaqency Development 
Coordination Committee which is chaired by the Director of 
IDCA, provides a full analysis of U.S. development policies, 
proqrams, and activities for the year 1986. 



United States International Development Cooperation Aqency (IDCA) 
Conqressional Presentation 

CHAPTER I 
Executive Summary 

This document presents data illustratinq the importance of 
stability and qrowth of the less developed countries (LDCs) for 
the U.S. economy, describes the major current and lonq-term 
problems the LDCs face, their near-term qrowth and 
balance-of-payments outlook, and the major objectives and 
priorities of U.S. economic assistance proqrams. Major stress is 
placed on the need for effective self-help measures by the LDCs, 
includinq the removal of factors that discouraqe private sector 
investment and productive activity. The presentation also 
describes the various channels, bilateral and multilateral, 
throuqh which U.S. official assistance flows to the LDCs. Various 
U.S. policies affectinq relations with the developinq countries 
are discussed, includinq the Caribbean Basin Initiative, expanded 
aid to Central America, the proposal by Treasury Secretary Baker 
to ease the credit crisis of debtor nations, and U.S. policy on 
international trade. A full chapter is devoted to the role of, 
and U.S. support for, the major multilateral development banks, 
the International Monetary Fund (IMF) and the United Nations 
orqanizations and proqrams. 

Chapter I1 documents the importance of the developinq 
countries to the United States. Data for 1983-84 indicate that 
U.S. exports to non-oil developinq countries constitute about 
one-third of total U.S. exports (Table I). In 1984, U.S. imports 
from all LDCs (includinq imports from the major oil exportinq 
countries) accounted for 40% of our total imports (Table 11). The 
proportion of U.S. imports from the non-oil exportinq LDCs alone 
was 32%. Moreover, the United States is heavily dependent on the 
LDCs for its critical requirements of strateqic metals and 
minerals such as bauxite, chromium, cobalt, manqanese, tin, zinc 
and tunqsten as well as for a number of tropical products that 
cannot be produced in the United States. 

U.S. direct investment in developinq countries in 1984 
exceeded $233 billion. Total claims by U.S. commercial banks on 
the LDCs (mostly from loans) of $161 billion constitute about 40% 
of aqqreqate U.S. bank claims on foreiqn residents and 
institutions. 

Chapter I11 deals with the major problems and near-term 
outlook of the LDCs. Some of the problems or constraints they 
face are chronic and lonq-term in nature; others, more recent, 
have triqqered the "economic crisis" that beqan in most LDCs in 
1979 and reached its peak in 1982, thouqh a siqnificant recovery 
occurred durinq 1983-84. The crisis has been characterized by 



serious deterioration in the balance of payments of most LDCs as a 
combined result of the 1979 increase in oil prices, a sharp 
upsurqe in debt service charqes, recession in the industrialized 
countries, deterioratinq terms of trade (for many LDCs) and, in 
the case of sub-Saharan Africa, a series of severe drouqhts. The 
deficit on current account in the balance of payments of the 
non-oil exportinq LDCs rose from $42 billion in 1978 to $108 
billion in 1981. The short-term emerqency that beqan in 1979 has 
forced the U.S. Government to enter the area of balance-of- 
payments assistance on a substantial scale to supplement IMF and 
other resources which were not adequate to meet the unprecedented 
requirements. 

Followinq the qradual recovery of the industrialized countries, 
the stabilization of oil prices, and adjustment measures undertaken 
by individual LDCs, a siqnificant improvement in the position of 
the LDCs has occurred over 1983-84, thouqh there has been some 
deterioration in 1985. Nevertheless, the balance-of-payments 
crisis is now much less severe than durinq 1980-82. The aqqreqate 
current account deficit of the non-oil LDCs declined from its peak 
of $108 billion in 1980 to $54 billion in 1983 and $39 billion in 
1984; the debt service ratio 11 also declined, but only very 
sliqhtly--from a peak of 24.1% in 1982 to 23.4% in 1984. In 
absolute terms, however, the value of debt service payments 
required to be made increased sliqhtly--from $122 to $129 
billion. The debt situation of a larqe number of LDCs is still 
cause for major concern: in 1984-85, the overall debt service 
ratio for all capital importinq LDCs was still within the ranqe of 
23-26%. In the Western Hemisphere, it was in the ranqe of 42% to 
44%. In several major debtor countries (e.q., Brazil, Mexico, 
Arqentina, Chile and the Philippines) as well as for about half 
of all LDCs, the ratio was above 25%.1/ Moreover, many debtor 
countries were not able to fully service their debt, particulary 
non-concessionary debt to the private sector, but also, in some 
cases, payments due to the IMF and the IBRD. A number of 
countries accumulated substantial arrears in spite of debt 
reschedulinqs. 

1/ Amortization and interest payments as a proportion of exports of - 
qoods and services. 

2 /  Examples of countries whose debt service ratio siqnificantly - 
exceeds 25% include, but are not limited to, Arqentina, Brazil, 
Chile, Mexico, Bolivia, Colombia, Costa Rica, Honduras, Peru, 
Uruquay, Venezuela, Jamaica, Sudan, Liberia, Niqer, Seneqal, 
Somalia, Zambia, Eqypt, Jordan, Tunisia, Philippines and Pakistan. 



The qlobai data conceal important reqional differences: thus, 
while the real Gross Domestic Product of all developinq countries 
qrew by 4.4% in 1984, the increase for Africa was only 2.6%: and 
while the debt service ratio for all capital importinq LDCs chanqed 
little over 1982-85, the ratio for Africa increased substantially 
(from 19.4% to 32.43, thouqh the latter refers to debt service due, 
rather than to the proportion actually paid). There are also 
substantial differences amonq countries within each reqion. For 
example, in Africa, the debt problem is particularly serious in 
Sudan, Liberia and Somalia, where 1984 debt service ratios ranqe 
between 31% and 72%. It is much less acute in Rwanda, Mauritius and 
Botswana. 

In spite of these differences, LDCs in all reqions (outside the 
Middle East), substantially reduced their current account deficit 
positions over 1982-84, mostly by curbinq imports, thus sacrificinq 
qrowth to the need to reduce the deficit in their external accounts. 

In sum: while there has been a siqnificant improvement in the 
economic situation of many LDCs over 1982-85, the short-term 
difficulties persist and will continue to require, for particular 
countries, substantial amounts of fast-disbursinq balance-of-payments 
transfers and/or the reschedulinq of debt service payments. A 
sliqht decline in the overall GDP qrowth rate of the LDCs is 
expected in 1985. The debt servicinq problem continues to be 
serious and a source of major concern for a larqe number of LDCs. 
For several African countries, food aid will continue to be needed 
for some time to meet continuinq shortaqes and to rebuild depleted 
stocks. 

The outlook for 1986 is for a continued but moderate recovery of 
LDC exports and economic outlook. Both will depend, in larqe part, 
on the continuinq recovery of the industrialized countries, as well 
as on the economic policies adopted by the LDCs. The U.S. economy, 
which recovered so stronqly durinq the first half of 1984, 
experienced a substantial slowdown durinq the second half of the 
year. On the whole, however, 1984 was a qood year in the United 
States, with real GDP qrowinq by 6.8%. However, much lower qrowth 
rates -- only 2.6% in 1985 and 3.3% in 1986 -- are projected by the 
IMF. Low qrowth rates are also projected for the major European 
countries: 2.33 in 1985 and 2.5% in 1986. The IMF projects the 
real GDP of the non-oil LDCs to increase by 4.5% annually in both 
1985 and 1986 (compared with 5.3% in 1984). Thus, the Fund projects 
a moderately qood LDC qrowth performance in the short term. That 
assessment may be overly optimistic in view of the much lower qrowth 
rates projected for the industrialized market economies. Moreover, 
that qlobal assessment does not reflect the continuinq distress of 
many low income LDCs, particularly those of sub-Saharan Africa, for 



which the qrowth, balance-of-payments and debt servicinq outlook is 
qlum. 

Other factors affectinq the near-term outlook of the LDCs 
include the trend in oil prices and interest rates, as well as the 
economic policy measures the LDCs decide to adopt. Both oil prices 
and interest rates declined substantially in late 1985 and early 
1986. The decline in interest rates benefits all LDCs, while the 
drop in oil prices has a very uneven impact on the developinq 
countries. On an overall net basis, however, the effect is expected 
to be positive, thouqh a number of LDCs will be worse off (e.q., 
Mexico, Venezuela, Eqypt, Niqeria, Ecuador and Peru). 

With reqard to the lonq-term qrowth outlook (1985-95) for the 
LDCs, the World Bank projects two alternative scenarios - without 
suqqestinq which is the more probable: a "hiqh qrowth" scenario -- 
with real GDP of the LDCs as a qroup increasinq at 5.5% a year over 
1985-95 (3.2% for Africa) -- assumes that the industrial countries 
will be able to solve their major current problems (e.q., 
inflationary budqet deficits and hiqh interest rates) and that the 
LDCs will adopt appropriate economic policies; the "low qrowthw 
scenario, resultinq in an annual real GDP qrowth rate of 4.7% (only 
2.8% for Africa), assumes the opposite. The contrast between the 
two scenarios is particularly siqnificant when viewed in per capita 
terms for the low-income countries of Africa, whose per capita 
income would decline by 0.5% annually in real terms under the low 
qrowth scenario. 

With reqard to the lonq-term problems and constraints facinq the 
LDCs, it should be noted, first, that siqnificant economic qrowth in 
the middle-income LDCs, as well as substantial improvements in the 
areas of health and education for all LDC income qroups, has 
occurred over the last two decades. The real GDP of the low income 
LDCs (other than China and India) increased at an averaqe annual 
rate of 3.3% over 1973-83 (or sliqhtly ahead of population qrowth), 
while the GDP of the middle-income oil-importinq LDCs increased at 
an averaqe annual rate of 4.5%. Over 1960-83, the infant mortality 
rate of the low-income countries (other than China and India) 
declined from 163 to 115 per thousand. Still, that rate is 11 times 
as hiqh as the infant mortality rate in the industrial countries (10 
per thousand). Life expectancy at birth rose from 42 to 50 years, 
compared with 71 in the industrialized market economies, while 
school enrollment in the primary qrades increased from 38% to 70% 
(of the aqe qroup), compared with approximately 100% in the 
industrialized countries. 

In spite of these improvements, the LDCs still face a number of 
chronic lonq-term problems that A.I.D., the multilateral development 



banks and other aznors can help address. These qenerally include 
laqqinq food substantial population pressure on 
scarce natural resources, a continuinq deterioration in the 
environment, shortaqe of capital and deficient technical know-how, 
still hiqh functional illiteracy and mortality rates in the 
low-income LDCs and, in many developinq countries, a set of policiez 
and institutions that often impede rather than promote economic 
development. 

A.I.D.'s objectives, strateqy and proqrams are presented in 
Chapter IV. A major economic objective of the United States in 
the LDCs is to promote brpadly based, self-sustaininq economic 
qrowth. The United States will assist the LDCs in creatinq the 
necessary conditions to ensure that qrowth is both self-sustainable 
and aimed at ensurinq the participation of a broad seqment of 
society. A.I.D.'s development assistance qives special attention tc 
the aqricultural sector, especially research and food production; 
the improvement of health (particularly child survival), nutrition 
and, in some countries, education; family planninq proqrams where 
population pressure is severe and such assistance is requested; and 
technical assistance accompanied by transfer of technoloqy. Anothe~ 
major objective, the promotion of political and economic stability, 
will require the continued provision of substantial balance-of- 
payments assistance to selected countries. The major recipients of 
this assistance will be countries of political and strategic 
importance to the United States. The third major objective is the 
provision of humanitarian assistance to countries sufferinq from 
severe famine or other natural disasters (e.q., drouqhts in 
sub-Saharan Africa). Finally, throuqh its Trade and Development 
Proqram, the United States will promote the continuinq expansion of 
its trade with the LDCs. For many LDCs, the continuinq qrowth of 
exports (with emphasis on non-traditional products)$/ will be 
essential if they are to meet their debt service obliqations. 

While A.I.D. will continue to provide resource transfers and 
technical assistance, the LDCs themselves are expected to contributt 
siqnificantly to their own development by alterinq their economic 
policies and institutions to remove obstacles or disincentives to 

3/  Laqqinq behind the "potential" and "desirablew rate consistent - 
with the elimination of hunqer and malnutrition. 

4 /  Products other than coffee, cotton, suqar, bananas, and some - 
aqricultural and mineral products on which heavy reliance for export 
eafninqs has been placed over an extended period. 



qrowth and promote the mobilization and more effective utilization 
of their resources. Inappropriate subsidies and controls on prices, 
foreiqn exchanqe and waqes, overvalued exchanqe rates, trade 
restrictions, and similar forms of interference with market forces 
prevalent in many LDCs are examples of the type of policies that 
curtail economic performance and require reform. The United States 
is encouraqinq countries to rely to a much qreater extent on the 
market mechanism and to promote the development of policies desiqned 
to encouraqe private initiative and investment. A qrowinq number of 
LDCs recoqnize the need for extensive restructuring and reform, and 
have planned -- or even started implementinq -- major proqrams. The 
United States will continue to play a major role in institution 
buildinq, includinq providinq traininq and other resources that may 
be required to upgrade technical and manaqerial skills, improve the 
ability of the host qovernment to plan and implement projects, 
conduct aqricultural research and improve its extension, health and 
family planninq services. 

Chapter V describes U.S. support for, and participation in, the 
most important multilateral orqanizations, includinq the World Bank 
(IBRD), the reqional development banks, the IMF, the United Nations 
and its major specialized aqencies, the Orqanization of American 
States and the Development Assistance Committee of the Orqanization 
for Economic Cooperation and Development (OECD). Since the United 
States is now providinq substantial amounts of fast disbursinq 
balance of payments assistance, coordination with other major donor 
aqencies, particularly the IMF and the IBRD, is even more essential 
than it was in the past. The United States is placinq major 
emphasis on donor coordination to enhance the effectiveness and 
impact of development assistance, and has taken the lead amonq donor 
countries to increase awareness of the need for improved 
coordination and for strenqtheninq coordinatinq mechanisms. 



CHAPTER ll 
The American People and the Developing Countries 

Events daily sharpen the American public's awareness of 
developinq countries. The famine in Africa, earthquakes in Mexico, 
and a volcanic eruption in Colombia stir the American heart. 
Hijackinqs, bombinqs and kidnappinqs spotliqht the U.S. qlobal 
presence. Reqional disputes, internal revolts and violence threaten 
to undermine U.S. peace efforts. Increases in exports, imports and 
foreiqn assets deepen U.S. economic involvement with the developinq 
world. 

Today's qlobal interdependence is reflected by events in 
developinq countries which affect U.S. inyerests. The United States 
has ever increasinq political, security and economic interests in 
developinq countries. U.S. promotion of LDC development serves U.S. 
objectives as well as beinq an expression of American concern for 
sufferers of misfortune and poverty. The American humanitarian 
impulse and national self-interest coincide. 

1. International Peace and Stability 

U.S. promotion of development supports U.S. efforts to achieve 
international peace and stability. It helps to strenqt.hen political 
relationships that further U.S. national interests. It assists the 
political evolution of free and open societies. U.S. foreiqn 
assistance proqrams make afi essential contribution to achievinq U.S. 
foreiqn policy objectives. Assistance can help resolve or dampen 
conflicts, problems, and instability in developinq countries. The 
United States has particular interest in countries which are close 
to our borders (Central America); which miqht draw us into a broader 
conflict (Middle East); or which involve strateqic areas or 
resources (Horn of Africa, Middle East, Philippines and Pakistan). 

Widespread poverty, economic crisis and severe economic 
dislocation can create an explosive environment. They contribute to 
makinq societies susceptible to violence, political instability, and 
the possible intrusion of those who try to exploit the situation to 
their own advantaqe. People who have reasonable hope that livinq 
conditions will improve over time have a stake in the achievement of 
stability and peace. Assistance that addresses pressinq economic 
problems helps to create hope for the future. 

2. Economic and Commercial Interests 

The United States is deeply involved in the world economy. We 
reap substantial benefits from exportinq and importinq qoods and 
services to and from developinq countries (includinq many 



critical raw materials and products otherwise unavailable). In 
addition, lendinq to and directly investinq in these countries 
qenerate substantial income for the United States. 

a. U.S. Exports to Developinq Countries 

Exports are of major importance to the U.S. economy. 
In 1984, U.S. merchandise and service exports accounted for 
9.9% of U.S. Gross National Product (GNP). This contrasts with 
only 5.0% in 1950, 5.7% in 1960 and 6.6% in 1970.11 
Exportinq affects all sectors of our economy. Over five 
million U.S. workers (one out of eiqht in manufacturinq) depend 
on exports for their jobs. In aqriculture, an estimated one of 
every three acres planted by American farmers is for export 
sales. 

U.S. exports have resumed their historical qrowth. 
Since 1960 U.S. exports, allowinq for inflation, have increased 
in total value by over threefold (Table I and Chart I). The 
year 1984 marked the reversal of a cyclical decline in total 
exports experienced in 1982 and 1983. World recession, the 
hiqh value of the dollar, adverse terms of trade and the debt 
problems of the developinq countries, which had reduced their 
ability to import, had caused the decline. 

Developinq countries buy a substantial part of U.S. 
exports. In 1984, U.S. exports to the developinq world (both 
oil-exportinq and oil-importinq) totaled almost $83 billion, or 
38% of total U.S. exports. This included substantial amounts 
in every commodity cateqory. U.S. exports to the non-oil LDCs 
amounted to $69 billion, constitutinq about 32% of total U.S. 
exports. Accordinq to a U.S. Department of Commerce estimate, 
every $1 billion worth of U.S. exports qenerates about 25,200 
jobs. Thus, total U.S. exports to the LDCs would be 
responsible for an estimated two million jobs in the United 
States; and the decline in U.S. exports to the LDCs between 
1981 and 1983 ($19.2 billion) would represent a loss of nearly 
half a million jobs to the U.S. economy. 

Developinq countries are also qrowinq markets. Durinq the 
decade of the sevent.ies, the developinq countries were the 
fastest qrowinq U.S. export market. Between 1970 and 1981, the 
averaqe qrowth rate of U.S. exports to the industrial countries 
was 15.5% (in current dollars). U.S. exports to developinq 

1/ Calculated from Table B-1 of the Economic Report of the - 
President, 1985. 
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TABLE I 

TRENDS I N  U.S. HERCHRNDISE EXPORlS 

11 O i l  Expor t ing Countr ies as def ined by the IHF: Blger ia,  Indonesia, I ran,  Iraq, Kuwait, L ibya,  Niger ia,  O~an,  
Oatar, Saudi Arabia, Uni ted Arab E ~ i r a t e s ,  and Venezuela 

21 ItlF d e f i n i t i o n  p l u s  Taiwan 
31 Top 7 Newly I n d u s t r i a l i z e d  Countr ies (NICs): Nexico, Tainan, South Korea, B r a z i l ,  Spain, Singapore, and Hong Kong 
41 Other = Non-Industr ia l  Developed Countries, Communist, and u n c l a s s i f i e d  
+ Average Annual Growth i n  percent f o r  the f i v e  year per iod  
*+ lverage lnnua l  Growth i n  percent f o r  the  th ree  year per iod 
Source: I n t e r n a t i o n a l  Monetary Fund, D i r e c t i o n  o f  Trade Yearbook, 1985, as adjusted f o r  Tainan from the Department 

of C o ~ r e r c e  FT-990, H i g h l i g h t s  of U.S. Export and Import Trade. 
Pr i ce  d e f l a t o r  f r o 8  The Economic Report o f  the  President, 1985 



Chart I 
Trends in U.S. Merchandis Exports 
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SOURCE: International Monetary Fund, Direction of Trade Yearbook, 1985 as adjusted by adding Taiwan data 
taken from the Department of Commerce FT-990, Highlights of U.S. Export and Import Trade. Price 
deflator from The Economic Report of the President, 1985. 



countries in the same period qrew at a rate of 20.4% (19.5% to 
non-oil exportinq LDCs). After declines in 1982 and 1983, U.S. 
exports to LDCs are increasinq aqain. 

b. U.S. Imports from Developinq Countries 

The developinq world is a major source of U.S. 
imports, includinq many crucial materials and products 
otherwise unavailable. Between 1960 and 1984, U.S. imports 
from non-oil exportinq LDCs increased over seven and a 
half -fold in real terms .?I In 1984, developinq countries 
provided $136 billion in imports, almost 40% of the total. The 
proportion oriqinatinq in non-oil LDCs was 32% (Table I1 and 
Chart 11). 

Imports benefit consumers and producers throuqh lower costs 
and wider choices. They provide a stimulus for technoloqical 
chanqe and competitive pricinq, thereby increasinq the overall 
efficiency of the economy. They allow exports which promote 
qreater economies of scale, more intensive use of abundant 
factors, more investment and increased economic qrowth rates. 
In addition, throuqh imports the United States qains access to 
many critical metals and minerals, such as bauxite, chromium, 
cobalt, manqanese, tin, nickel, tunqsten and zinc (Table 111). 
For example, in recent years, nearly 60% of total U.S. imports 
of cobalt have come from Zaire and Zambia, about 90% of bauxite 
imports are from Jamaica and Guinea and nearly 100% of tin for 
U.S. industry comes from Mayaysia, Thailand, Indonesia and 
Bolivia. Most U.S. imports of petroleum also come from 
developinq countries as do all natural rubber and such everyday 
products as coffee, bananas, tea and cocoa. 

c. U.S. Direct Investment Overseas 

Developinq countries are important not only as tradinq 
partners but also as major recipients of U.S. capital. U.S. 
private direct investment in developinq countries totals almost 
$54 billion. This is over two times what it was in 1975 (Table 
IV) .Y 

2/ Calculated from Table I1 which is based on 1972 prices. - 
3/ However, total investment in the LDCs has not increased much - 

since 1980 and, in real terms, is less now than it was in 
1980. 
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TABLE ll 

TRENDS I N  U.S. MERCHANDISE IMPORTS 

11 O i l  Expor t i ng  Countr ies as de f ined  by t h e  IHF: Alger ia ,  Indonesia, I ran,  I raq,  Kunai t, L ibya,  N ige r ia ,  Oman, 
Qatar, Saudi Rrabia, Un i ted  Arab Emirates, and Venezuela 

21 IHF d e f i n i t i o n  p l u s  Taiwan 
31 Top 7 Nenly I n d u s t r i a l i z e d  Countr ies (NICs): f kx i co ,  Tainan, South Korea, B r a z i l ,  Spain, Singapore, and Hong Kong 
41 Other = Non- Industr ia l  Developed Countr ies, Corrunis t ,  and u n c l a s s i f i e d  
* Average Annual Gronth i n  percent  f o r  the  f i v e  year pe r iod  
** Average Rnnual Growth i n  percent  f o r  the  th ree  year p e r i o d  
Source: I n t e r n a t i o n a l  Monetary Fund, D i r e c t i o n  o f  Trade Yearbook, 1985, as adjusted f o r  Taiwan f r o a  t h e  Department 

of Correrce FT-990, H i g h l i g h t s  of  U.S. Expor t  and I r p o r t  Trade. 
P r i c e  d e f l a t o r  f r o r  The Economic Report o f  t h e  Pres ident ,  1985 



Chart II 
Trends in US.  Merchandise lmports 
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taken from the Department of Commerce FT-990, Highlights of U.S. Export and Import Trade. Price 
deflator from The Economic Report of the President, 1985. 



TABLE I I I 

U.S. Net Import Reliance1 on Critical Metals and Minerals -- 

as a Percent of Apparent consumption2 

~auxite/Alumina 
Chromium 
Cobalt 
Copper 
Iron Ore 
Manganese 
Nickel 
Tin 
Tungsten 
Zinc 

Major foreign sources 1977-1980 for these ten critical metals and 
minerals included the following LDCs: 

Bolivia Guinea Peru Yugoslavia 
Botswana Indonesia Philippines Zaire 
Brazil Jamaica Spain Zambia 
Chile Liberia Surinam Zimbabwe 
China Malaysia Thailand 
Gabon Mexico Venezuela 

From other imported metals and minerals not specified above, 
the following LDCs were identified as major foreign sources: 

Ghana Korea Rwanda 
Greece Madagascar Trinidad and Tobago 
Hong Kong Morocco Turkey 
India Netherlands Antilles 

1/ Net import reliance = imports - exports + adjustments for - 
government and industry stock charges. 

2/ Apparent consumption = U.S. primary + secondary production + - 
net import reliance. 

Source: Bureau of Mines, Mineral Commodity Summaries 



TABLE IV 

U.S. Direct Investment P o s i t i o n  Abroad and U.S. Banks' Claims on Fore igne r s  
( M i l l i o n s  of  Do l l a r s ,  End of Pe r iod )  

!tbtal U.S. Direct ~nvestmen&Y?/ 31,856 75,480 124,050 215,375 228,348 221,843 226,962 
Developed Countr ies  19,310 51,819 90,695 158,214 167,439 164,312 169,975 
Developing Countr ies  11,128 19,192 26,288 53,206 56,163 52,618 51,430 

(as % o f  t o t a l )  34.5%) (25.4%) (21.2%) (24.7%) (24.8%) (23.6%) (22.5%) 
U n c l a s s i f i e d  1,418 4,469 7,067 3,955 4,780 4,913 5,557 
U.S. Direct Investment i n  

S e l e c t e d  Count r ies  

Argent ina  
B r a z i l  
Hong Kong 
Mexico 
Panama 

U.S. Banks' To ta l  Claims 
on  ~ o r e i ~ n e r & /  4,122 10,799 50,240 172,592 251,539 355,705 391,312 

Developed 2,415 6,372 22,737 55,939 81,964 124,021 134,901 
Developing 1,699 4,229 19,877 70,532 102,630 144,492 158,668 
Of £shore  Banking center?/ 8 198 7,626 46,121 66,945 87,192 95,760 

U.S. Banks Claims i n  Se lec t ed  
C o u n t r i e s  

Argent ina  
B r a z i l  
Hong Kong 
Korea 
Mexico 
Panama 
Venezuela 

Sources:  - 1/ Depr tmen t  of  Commerce, I n t e r n a t i o n a l  Direct Investment, 1984 
2/ Department of  Commerce, Se l ec t ed  Data on U.S. Direct Investment Abroad, 1950-76 - 
3/ Department of Commerce, Survey o f  Current  Business,  1985 - 
4/ Federa l  Reserve B u l l e t i n  
T/ Off sho re  banking c e n t e r s  = Bermuda, Bahamas, B r i t i s h  West I n d i e s ,  and Nether l ands  A n t i l l e s  - 



These U.S. investments benefit both the investors and host 
countries. Not only do net earninqs from such investments flow 
back to the United States over time, the investments themselves 
stimulate the export of U.S. qoods and services. Private 
investment raises labor productivity in the host countries by 
providinq critically needed fixed and workinq capital, technoloqy, 
manaqement know-how and marketinq connections. 

d. U.S. Private Overseas Financial Flows 

In addition to direct investment, the U.S. private 
sector lends substantial amounts to developinq countries. In 
1984, total claims of U.S. banks on developinq countries (not 
includinq the offshore bankinq centers) egceeded $161 billion, or 
40% of total claims on foreigners. These claims experienced an 
eiqhtfold increase over 1975 - 1984 (Table IV). 

U.S. bank lendinq to developinq countries is heavily 
concentrated in seven countries. Five in Latin America--Mexico, 
Brazil, Arqentina, Venezuela, and Panama--account for 56% of the 
total for developinq countries. Korea and Honq Konq in Asia 
toqether add another 10%. 

Recent debt service problems of some borrowinq countries have 
caused qenuine concern amonq U.S. banks. Fortunately, many of the 
countries' own adjustment policies, timely aqreements on the 
reschedulinq of debts, and the provision of additional resources 
have qreatly lessened the danqer of a qeneral default. 
Nonetheless, the short-term imbalances of a substantial number of 
LDCs are so severe that additional debt payment reschedulinq, 
further international official and private loans, and possibly 
other debt relief measures as well may be necessary for several 
LDCs in the years to come. 

3. Humanitarian Concerns 

'The pliqht of the world's poor triqqers qenerous responses 
from the American people. The outpourinqs of donations for 
victims of drouqht and famine in Africa is just one outstandinq 
example in a lonq tradition of humanitarianism. Endinq the 
scourqe of world poverty is viewed as an important aspect in the 
search for world peace. 

Improvinq the well-beinq and earninq capacity of people in the 
developinq countries are important objectives of U.S. development 
proqrams. A cornerstone of U.S. assistance efforts is a focus on 
basic human needs. Many projects specifically help the poor to 
help themselves in order to meet their needs for food, shelter, 
health care and education. Satisfaction of these needs rests 
fundamentally on increasinq overall employment and income. 



4. Success of Past Efforts 

The contributions of aid to development were carefully 
examined by the recent combined IBRD/IMF Task Force on 
Concessional Flows. On the basis of available evidence, the Task 
Force "was convinced that aid clearly has contributed importantly 
to qrowth and development. Althouqh it had mixed success in 
alleviatinq poverty, when properly used aid has led toward 
self-reliance and risinq levels of welfare....Aid can claim 
successes in many areas; for example, in aqricultural research and 
development, in the provision of essential physical 
infrastructure, and in institution buildinq and human resources 
development throuqh health, population, and education and traininq 
proqrams. Vast numbers of poor people have benefited from 
proqrams desiqned to alleviate poverty in rural and urban 
areas."i/ Then too, owinq in larqe part to their own efforts, 
the developinq countries, particularly the middle income 
countries, have achieved remarkable immprovements over the past 
three decades. Their overall qrowth rate has been much hiqher 
than that achieved by today's industrial countries at a comparable 
staqe of their development. Many of these countries have 
advanced to the point where, while still classified as developinq, 
they no lonqer require ODA. Their qrowth record and achievements 
in the areas of infant mortality rates, life expectancy, school 
enrollment and so forth, are summarized in Chapter 111, section 
2. The Task Force also concluded, however, that there continues 
to be considerable room for improvinq the effectiveness of 
assistance in areas such donor policies and procedures, host 
country actions, policy dialoque and coordination of aid by donors 
and recipients alike. The United Skates is active in all of these 
areas. 

4 /  Development Committee. Report of the Task Force on - 
Concessional Flows. 1985. pp. 2-3. 



CHAPTER I I I 
Problems and Prospects of Developing Countries 

1 .  Classification of Developing Countries 

The countries desiqnated as "developinq" or less developed 
(LDCs) vary substantially in per capita GNP, livinq standards and 
basic social conditions. It is useful to classify them into four 
qeneral qroups (in accordance with their per capita GNP) usinq the 
limits suqqested by the World Bank in its classification of 
September 24, 1985.L/ The boundary lines between the different 
cateqories are inevitably arbitrary. Still, some classification 
is necessary for the purpose of favorinq the neediest LDCs in the 
allocation of economic assistance on the most concessionary terms. 

The classification of the LDCs in Table V is based on the 
GNP per capita in 1984. Countries are qrouped into the followinq 
four cateqories :2/ 

a. The Low-Income Countries: The poorest of the LDCs are 
the low-income countries, defined in terms of a per capita GNP of 
$400 or less. This qroup is characterized by the worsi 
malnutrition and the hiqhest rates of illiteracy, disease and 
mortality. Typically, life expectancy is less than 50 years; 
children between the aqes of one and four die at 20 times the rate 
of those in industrial countries; only 40% of persons aqed 15 and 
older can read and write; and impaired physical and mental 
capacity is widespread. In addition, the infrastructure is 
deficient, housinq is dilapidated and primitive, and for a 
substantial proportion of the population, there is no adequate 
sewaqe or access to clean water. While these conditions 
characterize the livinq conditions of the lower-income qroups in 
the LDCs qenerally, they are at their worst in these "low-income" 
countries. 

1/ International Bank for Reconstruction and Development and - 
International Development Association, Per Capita Income 
Guidelines for Operational Purposes, September 24, 1985. 

2/ The IBRD actually qroups them into 5 classes. We have - 
combined the upper two ($1,606 to $2,850 and over $2,850) in our 
classification. The IBRD sets its "qraduation level" at $2,850, 
i.e., countries above that per capita GNP level may be excluded 
from eliqibility for IBRD loans. 



TABLE V 

P e r  C a p i t a  GNP o f  Less Developed C o u n t r i e s  
( i n  1984 d o l l a r s )  

I .  Low-Income C o u n t r i e s  

GU i n e a  
P a k i s t a n  
S r i  Lanka 
Ghana 
Sudan 
Cape Verde  
Ha i t i  
Sao  Tome and  P r i n c i p e  
C h i n a  
S i e r r a  Leone 
Kenya 
Benin  
Madagascar  
C e n t r a l  A f r i c a n  R e p u b l i c  
Rwanda 
I n d i a  
Gambia 
S o m a l i a  
Tog0 
Uganda 
Burund i  

(Less t h a n  $400)  

11. Lower-Middle Income C o u n t r i e s  

Nigeria 
Papua N e w  Gu inea  
Zimbabwe 
Egyp t  
E l  S a l v a d o r  
Honduras  
Morocco 
P h i l i p p i n e s  
I v o r y  c o a s t  
Guyana 
Yemen, PDR 
I n d o n e s i a  

T a n z a n i a  210 
Malawi 210' 
N ige r  1 9 0  
Burma 18 0  
Gu inea -B i s sau  180  
Burk ina  F a s o  (Upper V o l t a )  160  
Nepal  1 6 0  
Zaire 1 4  0  
Mali 1 4 0  
Bangladesh  130 
E t h i o p i a  110  
A f g h a n i s t a n  n .a .  
~ a o s  n . a .  
Bhutan n . a .  
Vietnam n . a .  
Vanuatu  n . a .  
Kampuchea n .  a.  
Chad n . a .  
E q u a t o r i a l  Guinea  n . a .  
comoros n . a .  

Lesotho 
Yemen, AR 
L i b e r i a  
Zambia 
M a u r i t a n i a  
B o l i v i a  
S e n e g a l  
Solomon I s l a n d s  
D j i b o u t i  
Ma ld ive s  
Wes t e rn  Samoa 



Table V (continued) 

111. Middle-Income Countries ($791 - $1635) 
St. Kitts-Nevis 
colombia 
Paraguay 
Tunisia 
Ecuador 
Costa Rica 
Turkey 
Belize 
St. Lucia 
Congo 
Guatemala 
Mauritius 

Jamaica 
Dominica 
Dominican Republic 
Peru 
Botswana 
St. Vincent & Grenadines 
Grenada 
Nicaragua 
Thailand 
Cameroon 
Swaziland 
Lebanon 

IV. Upper-Middle Income Countries (Above $1635) 

Oman 
Barbados 
Bahamas 
Surinam 
Algeria 
Argentina 
Panama 
Korea 
Mexico 

Malaysia 
Uruguay 
Syria 
~ i j i  
Antigua & Barbados 
~ r a z i l  
Chile 
Jordan 
Seychelles 

Source: International Bank for Reconstruction and Development and 
International Development Association, "Per Capita Income Guidelines 
for Operational Purposes, September 24, 1985, Sec. M85-1085. 



b. 
defined 
$400 to 

Lower-Middle-Income Countries: This qroup can be 
as countries havinq a per capita GNP in the ranqe of 
$790 in 1984 dollars.  heir-livinq standards are only 

sliqhtly above those of the low-income economies. This qroup. 
includes countries such as Niqeria, Eqypt, Morocco, El 
Salvador, Honduras, Bolivia and the Philippines. Alonq with 
the "low-income" countries described above, countries in this 
cateqory are eliqible to receive concessionary credits (50 year 
term loans) from the International Development Association 
(IDA), the World Bank's soft-loan window, and 20 year term 
loans from the IBRD. They are also eliqible to receive 
concessionary loans (40 year term) under A.I.D.'s Development 
Assistance proqram. With some exceptions, these countries 
benefit less from foreiqn investment or commercial loans from 
abroad than qroups I11 and IV. Their economic growth in recent 
years has been comparatively slow. 

The population in these two cateqories toqether (i.e., all 
countries with a per capita GNP of less than $790) accounts for 
about half of the world  population.^^ These countries, alonq 
with a selected few others with whom the United States 
shares particular security and political interests, receive the 
bulk of U.S. concessionary assistance.A/ 

c. Middle-Income Countries: A third qroup of LDCs has a 
per capita GNP ranqinq from $791 to $1,635, and can be 
characterized as "middle income" ..?I This qroup includes 
countries such as Colombia, Jamaica, the Dominican Republic, 

3/ Owinq to the inclusion of India and China in the low-income - 
cateqory. Without China, they would account for about 1.6 
billion people, or 31% of the world population. 

4/ Countries with per capita GNP above $790 receivinq - 
substantial U.S. economic assistance include Israel, Turkey, 
Jamaica, and Costa Rica. A number of other countries that are 
larqe A.I.D. recipients and in which the United States has a 
stronq security/political interest, such as Eqypt, Pakistan, 
Sudan, the Philippines, Honduras and El Salvador, have a 1984 
per capita GNP of less than $790. 

5/  The cateqories used here to characterize countries fallinq - 
within certain ranqes of per capita income differ sliqhtly from 
those used in the World Bank's World Development Report. As 
indicated, they are similar to those used in the Bank's "Per 
Capita income Guidelines for Operational Purposes," except that 
the Guidelines do not use the terms "lower-middle," "middle" 
and "upper middle". 



Guatemala, Costa Rica, Peru and Turkey. While people in these 
countries are qenerally better off than those in the 
"low-income" and "lower-middle-income" cateqories, the overall 
per capita averaqe of this qroup conceals the substantial 
inequality in the distribution of incomes which prevails in 
most LDCs. Thus, a siqnificant proportion of the population in 
this cateqory is no better off than the majority of the 
population in the first two qroups. 

d. Upper-Middle-Income Countries: This qroup conprises 
countries with per capita GNP above $1,635, and includes 
countries such as Mexico, Chile, Arqentina, Panama, Brazil and 
South Korea. The cateqory includes most of the newly 
industrializinq countries (NICs), as well as some relatively 
hiqh-income countries (Israel, Barbados, Oman). Countries in 
this qroup have qrown very rapidly -- in fact, faster on the 
averaqe than the industrialized countries durinq the past two 
decades (Table VI). There are encouraqinq siqns that, alonq 
with this qrowth, the incidence of poverty has fallen sharply. 

There is a much lesser need for concessionary financinq 
for this qroup of upper-middle-income countries than for the 
other three cateqories. Still, some of them face substantial 
debt service obliqations (e.q., Brazil, Arqentina, Chile, 
Mexico, Venezuela and Alqeria) and have required debt 
reschedulinq and balance-of-payments assistance; all must face 
up to the challenqe of achievinq a risinq product per capita. 
To this end, they must concentrate their efforts on expandinq 
and diversifyinq their export earninqs and, in many cases, on 
adoptinq measures desiqned to improve the allocation of 
resources by abolishinq controls and freeinq the exchanqe rate, 
stimulatinq private sector investment, and promotinq the shift 
of resources into the export sector. The United States 
provides assistance to countries with a per capita GNP in the 
upper reaches of this qroup of developinq countries only in 
exceptional cases (Israel). 

2. Long-Term Constraints to Development 

Low-income and, to a lesser extent, lower-middle-income 
countries face a number of chronic or lonq-term constraints 
that cannot be easily remedied and which adversely affect their 
capacity for economic qrowth. The main ones are: 

a. Substantial population pressure on a limited and 
underdeveloped resource base.g/ Such pressure takes two 

13/ This is common to most, thouqh not all low-income LDCs. - 



TABLE VI 

Basic Indicators of GNP Growth and Improvement in Health and Education Over 1960-83 

Avg Annual Growth Rate Child Mortality Rate Number Enrolled in 
GNP Per 1960-82 1970-82 Infant Mortality Rate (ages 1-4, per Crude Death Rate Life Expectancy Prirnary school as 
Capita Per Capita Aggregate (per 1,000 live births) 1,000 children) (per 1,000 pop.) at Brith (male) $ of Age Group 
1983 GNP GDP 1960 1983 1960 1983 1960 1983 1960 1983 1960 1983 

LOW-1ncorne countries 200 1.1 3 -4 163 115 31 18 24 16 42 50 38 70 
excluding Chim 6 India 

Industrial krket 
Economies 11060 3.3 2.8 29 10 2 ( . I  10 9 68 72 114 102 

1/ IBRD definition ('hrld Developnent Report, 1984): Per Capita GNP of less than $410 (in 1982 dollars) - 
2/ IBRD definition: Per Capita GNP of $410 to $1650 in 1982 dollars. - 
3/ IBRD definition: Per capita GNF' of $1651 to $6840 in 1982 dollars. AID does not regard countries with a per capita GNP above $2500 as m s .  The UFper- - 

Middle Income countries include some developed countries such as Israel and Greece. 

Source: IBRD, WDrld DeVel~pmmt Report, 1984, 1985 Tables 1, 2, 20, 23 and 25. 



distinct forms: a hiqh population density in relation to 
aqricultural land and industrial development; and a hiqh rate 
of population qrowth. While some LDCs do not as yet suffer 
from a serious population density problem, a_hiqh rate of 
population qrowth boosts consumption and thus diverts resources 
from capital formation.d/ In rural societies in particular, 
family planninq services are qenerally inadequate while the 
economic and social incentive structure may actually encouraqe 
people to bear many children. 

b. An underdeveloped human resource base, i.e., a 
hiqh level of illiteracy, lack of skills, poor nutrition and 
low health standards, resultinq in low productivity. 

c. A typically inadequate physical infrastructure: 
the transportation, communication and distribution system, as 
well as the supply of basic utility services, are often 
deficient. 

d. A chronic scarcity of capital, both physical and 
financial, associated with low savinqs and investment rates. 

e. Serious institutional deficiencies: institutions 
are needed to deal with the problems of formulatinq and 
implementinq policies, mobilizinq and allocatinq resources, and 
adjustinq to difficult and uncertain economic circumstances. 
In low-income countries, particularly, institutions are 
qenerally underdeveloped or ineffective in absorbinq and 
utilizinq resource transfers. 

f. Severe distortions in the allocation of resources 
qenerated by inappropriate economic policies that further 
hinder the efficient use of available resources. 

The cumulative effect of all of these factors is a hiqh 
rate of unemployment and under-employment and low output per 
capita. 

6/ A notable exception to this qeneral rule is when labor is - 
scarce in relation to land and natural resources, so that an 
increase in the labor force may induce an increase in per capita 
GNP. This was the case for the United States durinq its period 
of rapid qrowth in the late 18th and 19th centuries, but is 
clearly not representative of the qeneral situation of the LDCs 
today. 



IDCA's strateqy will continue to rest on four major 
pillars--the strenqtheninq of LDC institutions, the policy 
dialoque with LDC qovernments to create a favorable environment 
for qrowth, increased participation and involvement of the 
private sector, and the transfer of U.S. technoloqy to the 
LDCs. These four elements of our strateqy will be discussed in 
detail in Chapter IV. The followinq section will describe the 
problems of concern to IDCA. Not all of these are priority 
areas callinq for substantial outlays of A.I.D. funds. The 
problem areas of concern to IDCA include the followinq: human 
resource development with emphasis on basic education, 
preventive health and family planninq services; food and 
aqriculture; unemployment and underemployment; and the policies 
of the LDCs. The latter will be qiven particular emphasis as 
they constitute the major focus of the policy dialoque and of 
IDCA's efforts to create a favorable environment for qreater 
private sector participation and for steppinq up the rate of 
capital formation and qrowth. 

a. Human Resource Development 

The problem of development is to a larqe extent 
one of developinq human resources, i.e., ensurinq that people 
are educated, trained in particular skills, healthy and 
productive. A major objective of economic assistance in this 
area is to help the LDCs to increase the supply and improve the 
quality of services related to education, health and family 
planninq. Numerous st.udies have shown that investment in human 
capital pays siqnificant economic returns in addition to 
contributinq to personal well-beinq. However, in most 
developinq countries, the supply and quality of both education 
and health services, particularly primary education, primary 
health care and preventive health measures (e.q., immunizations 
and diarrheal disease control) are very low. This is 
particularly true for the rural population, but also holds for 
the slum area population of major urban centers. While IDCA is 
concerned with the overall problem of human resource 
improvement, resource limitations currently compel the Aqency 
to concentrate on the health and population areas. 

Infant and child mortality constitute the most traqic 
aspect of poverty. Even in countries not currently ravaqed by 
famine, the infant mortality rate of 115 per thousand and the 
child (aqe 1-41 death rate of 18 per thousand (Table VI) are 
completely unacceptable. The number of infants, whose 
faculties are permanently impaired as a result of starvation 
and deficient nutrition, is a multiple of this number. IDCA, 
throuqh A.I.D. proqrams, qives special attention to infants and 



children under five years of aqe. Key components of A.I.D.'s 
proqrams to reduce infant and child mortality (the child 
survival proqram) include oral rehydration therapy, 
immunizations aqainst infectious childhood diseases, malaria 
control and development of a malaria vaccine. 

b. Population Growth 

Hiqh rates of population qrowth are of qreat 
concern in much of the developinq world today. Rates in many 
poor countries are as hiqh as three or four percent a year. 
These contrast with much lower qrowth rates in developinq 
countries only a few decades aqo. These recent unprecedented 
qrowth rates are a consequence of lower mortality without 
correspondinq reductions in fertility. However, the crisis 
perception of population qrowth has been tempered somewhat in 
recent years owinq to declininq birth rates in some countries 
and the recoqnition that education and technoloqical innovation 
miqht be able to meet the needs of a qrowinq population. 

U.S. Population Policy has moved away from a concern with 
population qrowth rates per se toward a concern for the riqhts 
and freedoms of individuals and families to choose. The U.S. 
stronqly believes that qovernments should not dictate the 
number of children couples can have. The United States opposes 
proqrams involvinq abortion or any form of coercion. However, 
couples should have the riqht, if they so desire, to choose the 
number and spacinq of their children. This riqht was affirmed 
by a consensus of nations at the International Population 
Conference in Mexico City in 1984. 

As development takes place, the demand for family planninq 
services increases. Surveys in almost all countries show a 
larqe number of couples that wish to have no more children but 
which are not currently usinq contraception. For many of these 
couples, there is little choice. Based on AID'S proqram 
experience, whenever low cost services are provided, 
contraceptive use increases rapidly,' even in countries where 
little socio-economic development has taken place. For much of 
the developinq world, socio-economic chanqe now occurrinq is 
dramatic. More couples live in cities, more of their children 
are survivinq to adulthood. Without the need for children to 
work on t.he farm, and with the knowledqe that their children 
will live to assist them in old aqe, couples around the world 
are choosinq to have fewer children and spend more on each 
child's education. 



Because family planninq services are not available in much 
of the developinq world, many mothers and children face hiqh 
mortality risks. The hiqhest maternal and infant mortality 
rates are found in preqnancies which occur before the aqe of 
18; after the aqe of 35; after four or more children; and 
spaced less than two years apart. In other words, hiqh risks 
for mother and child are associated with births which are too 
early, too late, too many, or too close. 

In conclusion: There is a need to provide safe and 
affordable methods of family planninq to couples that desire 
them in the developinq world. A.I.D. is respondinq to requests 
for assistance from LDC qovernments that either have or desire 
proqrams in this area. 

c. Food and Aqriculture 

The aqricultural sector is of critical importance 
to low-income countries. About two-thirds of the labor force 
in low-income LDCs is enqaqed in aqricultural activity; the 
proportion of poor people dependinq on aqriculture for their 
livelihood is even qreater. Aqriculture accounts for almost 
40% of the qross domestic product (GDP) in low-income countries 
and for an even larqer proportion of total export earninqs. In 
Central America, primary aqricultural products account for 
between 60% and 65% of total commodity exports, a ratio that is 
much hiqher still in many low-income African countries. 
Aqricultural production, particularly of foodstuffs, has laqqed 
substantially behind potential in most LDCs. Yet, qrowth 
performance in the aqricultural sector is a critical 
determinant of the qrowth rate of aqqreqate GDP. 

A substantial proportion of the LDC population does not 
have access to enouqh food to meet nutritional needs. Still 
more are at the marqin of adequacy. Aqricultural production is 
closely related to food consumption and nutrition. Increased 
food production is not only essential to meet the nutritional 
needs of the population, but also raises the income of farm 
families. 

The achievement of increased aqricultural production will 
require the continued encouraqement of the role of the private 
sector in aqriculture, the development of human resource and 
institutional capabilities, and the adoption of economic 
policies desiqned to provide appropriate incentives to 
producers. Unless policy chanqes are made quickly, however, 
food production in many countries, especially in sub-Saharan 
Africa, is likely to continue to qrow more slowly than 
population. The United States supports efforts by the LDCs to 



become as self-reliant in foodstuff production as 
considerations of economic efficiency will permit, and to 
provide special assistance to small producers to increase their 
incomes and productivity and provide them with access to 
markets. In many cases where low-income countries are 
confronted with a serious shortaqe of foodstuffs that cannot be 
met with local resources, the Food for Peace proqram can be 
drawn upon to help fill the qap. However, care must be taken 
to ensure that the proqram will not depress lonq-term prices of 
basic foodstuffs in the recipient countries below the world 
market level, especially in the case of products that could be 
qrown efficientlygj by local farmers. 

d. Unemployment and Underemployment 

Unemployment and underemployment rates are very 
hiqh in densely populated LDCs and have risen siqnificantly in 
recent years. These hiqh rates result from a number of 
factors, of which the most important are rapid population 
qrowth, slow development of the aqricultural and manufacturinq 
sectors, an undeveloped infrastructure, chronic shortaqe of 
capital and, in many LDCs, a set of policies that creates 
disincentives for the private sector and encouraqes the 
substitution of capital for labor. While IDCA does not have 
major proqrams aimed at reducinq unemployment in a direct 
manner (IDCA, throuqh A.I.D., discouraqes expandinq public 
sector expenditures to qenerate jobs), the Aqency stronqly 
encouraqes the LDCs to adopt policies desiqned to reduce 
unemployment by encouraqinq private investment and stimulatinq 
qrowth throuqh a more efficient allocation of resources. Our 
balance of payments assistance and Commodity Import Proqrams 
are qenerally part of a set of measures desiqned to create an 
environment conducive to increase private sector activity 
(particularly in the areas of investment and export 
development), and thus promote employment opportunities. These 
measures are discussed further in section f. below. 

e. Environmental Concerns 

The continuinq deterioration of the environment 
and natural resources is another area of concern. Deforestation 

8/ At the world market price translated into local currency - 
at the free market exchanqe rate. 



is one of the most serious environmental problems facinq 
developinq countries, with an estimated 11 million heckares of 
tropical forests disappearinq each year. The removal of this 
forest cover increases desertification, soil erosion, floodinq, 
and siltation. Inappropriate soil and water manaqement of 
existinq aqricultural land has resulted in the loss of topsoil, 
salinization, and waterloqqinq. These present an especially 
serious problem for poor farmers livinq on marqinal lands. 
Most LDCs do not have the human and financial resources to 
manaqe effectively their watersheds, or to undertake 
reforestation and flood control projects. 

Other environmental problems include the adverse 
consequences of indiscriminate use of pesticides, the depletion 
of fisheries and wildlife, and the lack of effective industrial 
and urban pollution control. 

AID provides assistance to help developinq countries 
identify and alleviate their environmental and natural resource 
problems by strenqtheninq their institutional and scientific 
capability. AID has issued detailed quidance to assist its 
missions in the development of natural resource manaqement 
proqrams, particularly in the area of tropical forests and the 
conservation of bioloqical diversity. AID and the Overseas 
Private Investment Corporation also conduct environmental 
assessments of their major development projects. 

f. Policies of Developinq Countries 

IDCA places major emphasis on the adoption by LDC 
qovernments of policies desiqned to stimulate qrowth. IDCA 
seeks to remove obstacles to the efficient allocation of 
resources and policies that discouraqe private sector 
incentives to invest, produce, and assume risk. Other IDCA 
objectives include the adoption of policies desiqned to ensure 
that the majority of the population shares in the benefits from 
economic development. 

Many LDCs have adopted policies that are inimical to 
qrowth and the efficient utilization of scarce resources. 
Inappropriate policies are frequently found in the followinq 
areas : 

(1) Public Expenditures and Budqet Deficits: A 
number of factors may contribute to excessive qovernment 
expenditures and budqet deficits. Those most frequently 
responsible include a bloated public payroll, use of the public 
sector to reward political supporters and/or to qenerate 



employment, an overly ambitious public investment proqram, 
providinq subsidies to particular commodities and services 
(e.q., basic qrains, milk, oil, public transport), and allowinq 
qovernment-owned utilities or parastatals (e.q., electric power 
companies) t,o incur substantial losses in their current 
operations by failinq to adjust the prices of their services to 
cost increases. 

It must be recoqnized that LDC qovernments are qenerally 
operatinq under severe constraints. Provision must be made for 
essential infrastructure and social services that must be 
provided in larqe measure by the public sector. Examples are 
schools, health clinics, roads and flood control dams, and 
staff to operate these proqrams and facilities. On the other 
hand, LDC qovernments are often providinq services that the 
private sector could provide more efficiently (such as 
operation of hotels, public transport, and storaqe and 
marketinq of aqricultural products). 

Tax reform may be necessary in LDCs where current tax laws 
tend to distort resource allocation and depress incentives to 
produce, invest and risk. Many LDCs have adopted very hiqh 
marqinal income tax rates which tend to have a neqative impact 
on economic incentives. Tax reform qenerally should be coupled 
with improvements in tax administration to ensure qreater 
equity and prevent declines in revenue collections. 

( 2 )  Controls Over International Trade: Many 
LDCs have adopted a number of measures desiqned to restrict 
imports to curb the balance-of-payments deficit or to protect 
domestic industry. The devices used ranqe from hiqh tariffs to 
quota restrictions and exchanqe controls. The result of this 
protection is development of an inefficient domestic industrial 
structure, the diversion of resources from potential export 
industries to production for a protected domestic market and 
hiqher prices for consumers. 

(3) Overvalued Exchanqe Rates: Exchanqe rates 
are often overvalued in countries pursuinq inflationary 
policies. The effect of overvaluation is to provide an 
artificial stimulus to imports, discouraqe exports, and thus 
aqqravate the shortaqe of foreiqn exchanqe. This, in turn, 
promotes increased reliance on exchanqe controls. 

Overvaluation is politically very difficult to correct, 
first, because an exchanqe rate adjustment is qenerally 
reqarded as an admission that the qovernment's economic 
policies have failed; and second, because devaluation increases 
the cost of some basic qoods and services consumed by the low 



income qroups, and provides, in the short term, a further 
stimulus to the increase in the qeneral price level. 

( 4 )  Reliance on Price Controls: LDC qovernments 
often attempt to control inflation throuqh direct price 
controls rather than by dealinq with the basic causes-- 
qenerally larqe budqet deficits, and much less frequently, 
throuqh excessive credit expansion to t.he private sector. 
Price controls, to the extent that serious attempts are made to 
enforce them, discouraqe production and lead to black markets 
and corruption of qovernment officials. A frequent and 
particularly pernicious practice is the settinq of prices paid 
to farmers at an artificially low level. Such policies 
penalize small farmers and farm-workers, and qenerally result 
in depressed production and increased dependence on the 
importation of foodstuffs, with further adverse impacts on 
production incentives. 

( 5 )  Ceilinqs on Interest Rates: Public 
authorities are often reluctant to allow interest rates to 
reflect fully the expected rate of inflation and real scarcity 
of capital. The consequence of this policy is reduced 
incentives to save alonq with credit rationinq, which often 
favors public enterprises and influential patrons. Even when 
the qeneral interest rate is permitted to approach the market 
level, many LDCs set interest rate ceilinqs for particular 
sectors, such as aqricultural credit and low-cost housinq. The 
result is to discouraqe the flow of private funds into these 
sectors and to make institutions responsible for fundinq these 
sectors heavily dependent on qovernment appropriations or 
subsidies. Where developinq countries have instituted 
appropriate interest rate policies, the results have often been 
dramatic, particularly in increasinq the savinqs rate. 

(6) Taxes: While LDCs qenerally collect most of 
their tax revenues from indirect taxes (export taxes, import 
duties, and qeneral sales and excise taxes), marqinal tax rates 
on personal and corporate income are qenerally hiqh. This is 
particularly true of the hiqhest rate on the personal income 
tax, which often exceeds 60%. These hiqh rates may discouraqe 
initiative and the assumption of risk and, hence, investment 
and private sector activity qenerally. A stronq case can be 
made for the downward revision of the top marqinal income tax 
rates. However, tax reform should not be limited to the income 
tax. The review should include export taxes (which qenerally 
depress exports and foreiqn exchanqe earninqs), import duties 
(to reduce the level of effective protection) and indirect 
taxes qenerally. Particular attention also must be qiven to 
the improvement of tax administration which is very deficient 
in most LDCs. 



( 7 Improved .Debt Manaqement : kany LDCs have 
borrowed excessive amounts from foreiqn commercial banks and 
find it difficult to meet their debt service charqes. Many 
have been forced to resort to debt reschedulinq, and further 
reschedulinqs will almost certainly be unavoidable. Unilateral 
debt repudiation would qreatly harm LDC prospects for new bank 
credits. There is evidence that debt servicinq requirements 
are seriously interferinq with economic qrowth in a number of 
LDCs as they are absorbinq a larqe proportion of foreiqn 
exchanqe earninqs. A study recently undertaken by A.I.D. 
suqqests that about half of all LDCs have debt service to 
export (of qoods and services) ratios in excess of 25%. There 
is need for a careful analysis of the debt servicinq capacity 
of LDCs that are facinq the prospect of depressed qrowth as a 
result of a debt servicinq problem. Adjustments should be made 
in the context of a stabilization proqram, preferably under the 
aeqis of the IMF. Basic chanqes in policies and institutions 
affectinq qrowth may also be required. (Closer coordination 
between the IMF and World Bank and amonq the donors is needed 
to support appropriate policy reforms. A proposal to address 
this problem was advanced in October, 1985, by US Treasury 
Secretary Baker (and is discussed in Chapter IV, section 7-c), 

( 8 )  An Expanded Role for the Private Sector: All 
of the factors described above, as well as the qeneral economic 
philosophy of the qovernment and the way it is carried out, 
impinqe directly or indirectly on the profitability and outlook 
of the private sector. For example, the qovernment may 
qenerate considerable uncertainty in the private sector if it 
expresses skepticism with reqard to the social benefits 
resultinq from private sector activity, enqaqes in or threatens 
expropriation, or operates enterprises in competition with 
private businesses. Most disruptive is uncertainty surroundinq 
the possibility of further qovernment nationalization, 
substantial increases in taxes or levies, and, for foreiqn 
investors, restrictions on the free convertibility of 
earninqs. 

In summary, policies in the developinq countries should 
remove the distortions and disincentives to private sector 
activity, promote efficiency and economic qrowth by minimizinq 
qovernment intervention, reduce budqet deficits by curtailinq 
unproductive qovernment spendinq, revise tax and tariff 
structures to reduce distortions and elements discouraqinq 
private sector activity, and remove the uncertainties that so 
often characterize qovernment policy toward the private 
sector. IDCA stronqly encouraqes an expanded role for the 
private sector, and qettinq the qovernment out of sectors where 
private enterprises can operate more efficiently. 



IDCA's policy dioloque with the LDCs is not restricted to 
areas in which AID has major proqrams. The policy is to 
promote all structural chanqes that are necessary or desirable 
to promote economic qrowth and private sector activity, effect 
a more efficient allocation of resources and qenerate new 
employment opportunities. 

3. Trends Over 1960-82 

The period 1960-82 was a period of rapid qrowkh for 
the lower-middle and upper-middle income LDCs. Real output 
increased at an averaqe annual rate of about 5.3% for both of 
these qroups. Their real per capita GNP increased at an 
averaqe annual rate of 3.2% and 4.1% ,2/ respectively, which 
compares with 3.3% for the developed industrial countries. On 
the other hand, real per capita GNP of the low-income LDCs 
(those with a per capita GNP of less than $400) increased at an 
averaqe annual rate of only 1.1% over this period. Thus, while 
the difference in per capita GNP between the upper-middle- 
income LDCs and the developed countries has narrowed (in 
relative terms), the discrepancy between the developed 
countries and the low-income LDCs actually increased. 

Health and education indicators show a substantial 
improvement for LDCs at all income levels. For example, for 
the low-income LDCs (other than China and India), the infant 
mortality rate declined from 163 per thousand in 1960 to 115 in 
1983; the child death rate for this qroup declined from 31 per 
thousand to 18; the crude death rate (aqe 1-41 fell from 21 per 
thousand to 16 (see Table VI, Chart 111); the averaqe life 
expectancy for this qroup increased from 42 to 50 years; while 
enrollment in primary schools increased from 38% to 72%. The 
middle and upper-middle-income LDCs also shared in this 
improvement (see Table VI, Chart 111). 

On the other hand, the data also demonstrate the maqnitude 
of the problem that remains. Thus, the infant mortality rate 
of the low-income LDCs is eleven times that of the developed 
countries (114 per thousand versus 10); their child death rate 
of 18 per thousand compares with less than 0.5 per thousand for 
the developed countries; and a life expectancy at birth (for 

9/ These rates of qrowth for the two qroups refer to the IBRD - 
definition of "lower-middle" and "upper-middle" income LDCs, as 
presented in the World Development Report for 1984. 
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'Less than half of a percent for industrial countries. 



males) of 50 years compares with 72 for the DCs. The contrast 
in terms of per capita GNP is equally strikinq: an averaqe of 
$200 for the low-income LDCs versus $11,060 for the 
industrialized countries (in 1983 dollars). 

4. Current or Short-Term Constraints 

a. Fall in Real GDP 

The world experienced a severe and prolonqed 
recession beqinninq in 1979-80. The downturn started earlier 
in the United States (in 1979, when the increase in real output 
dropped from 5.0% to 2.8% - see Table VII). The recession hit 
Europe in 1980 and Japan in 1981-82. It affected the LDCs with 
particular force: the real GDP qrowth rate of the net oil 
importinq LDCs dropped to 2.8% in 1981 and to 2.4% in 1982 
(compared with 6.2% in 1978 - see Table VII).g/ 
Particularly hard hit were Africa, the Middle East and the 
Western Hemisphere. The qrowth rate of real GDP in the Western 
Hemisphere declined from 6.1% in 1979 to a neqative 0.9% in 
1982 and to a neqative 3.2% in 1983 (Table VII). Other 
manifestations of the short-term crisis include the 
deterioration of the terms of trade of the low-income countries 
which declined substantially and continuously between 1978 and 
1982 (Table VIII and Chart IV). 

b. Deficit in Current Account and Debt Service Ratio 

The most dramatic manifestation of the crisis in 
the LDCs is the upsurqe in the current account deficit of the 
balance of payments and the increase in the debt service 
ratio. The deficit on current account of the non-oil 
developinq countries increased from $42 billion in 1978 to $87 
billion in 1980 and to a peak of $108 billion in 1981, an 
increase of 157% over 1979-81 (Table VIII, Chart VI). For the 
Western Hemisphere, the current account deficit rose from $19 
billion to $43 billion, or by 125% over 1978-81 (Table VIII). 
Debt service payments of the capital-importinq LDCs also 
increased dramatically--from $56 billion in 1978 to $122 
billion in 1982--while the debt service ratio increased from 
18.5% to 24% (Table VIII, Chart V, Chart VII). 

10/ IMF, World Economic Outlook, October 1985, Table 2. - 
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Chart IV 
Terms of Trade Non-Oil Developing Countries 

Percent Change from Previous Year 
Percent 

Terms of Trade: The ratio of the weighted average unit value of exports over the weighted average unit value 
of imports. 

Note the sharp drop in the terms of trade over 1977-82, followed by a partial recovery over 1983-84. 

SOURCE: International Monetary Fund, World Economic Outlook, 1985. 
1986 is a projected figure. 



Chart V 
Capital Importing Countries 

Ratio of External Debt to Exports 

Ratio of Debt Service Payments to Exports 

SOURCE: International Monetary Fund, World Economic Outlook, 1985. 
1986 is a projected figure. 



Chart VII 
External Debt Outstanding of Capital 

Billions of Dollars 
Importing Countires 

Debt Service Payments of Capital 
Billions of Dollars Importing Countries 
1 60 

Debt Service = Interest and amortization payments on the external debt. 

SOURCE: International Monetary Fund, World Economic Outlook, 1985. 
1986 is a projected figure. 



c. Major Causes of the Crisis 

Althouqh the causes of the recent crisis are 
complex, the sharp increase in oil prices understandably played 
a major role. Between 1978 and 1980, the price of Arabian 
crude increased from $12.70 to $28.67 per barrel, an increase 
of 125%. This increase not only affected directly the balance 
of payments of the oil-importinq LDCs, but affected them 
indirectly as well throuqh its impact on the level of aqqreqate 
demand in the developed countries. Depressed economic activity 
in the latter and, partly as a result, deterioratinq terms of 
trade for LDCs exportinq primary products were siqnificant 
contributinq factors. The substantial increase in LDC debt 
service charqes, while also related to the oil price increases 
experienced since 1973, cannot be attributed entirely to this 
factor. Many LDCs borrowed heavily from foreiqn commercial 
banks throuqhout the 1970s to finance unsound investment 
projects and to cover their balance-of-payments deficits, 
purposes that failed to raise their debt-carryinq capacity and 
confronted the banks with the alternative of acceptinq 
larqe-scale reschedulinq or defaults. 

Two other factors that contributed to the recent crisis 
include the conflict in Central America and a continuinq strinq 
of drouqhts in sub-saharan Africa. The conflict in Central 
America contributed to the balance-of-payments qap of El 
Salvador and, to a somewhat lesser extent, to that of Honduras 
as well .=I Both countries required substantial balance-of- 
payments assistance from the United States to enable their 
economies to continue to function and help contain the decline 
in livinq standards within bearable limits. 

Sub-Saharan Africa has been ravaqed by a series of 
drouqhts since 1973. Real per capita output in sub-saharan 
Africa, amonq the lowest in the world, has declined 
continuously since 1973. The problem can no lonqer be 
considered a short-term one. The requirement for food relief 
has increased substantially in recent years and is likely to 
persist. A lonq-term proqram to deal with the problem of 

11/ Owinq to the expansion of security expenditures. The - 
balance-of-payments qaps of El Salvador and Honduras are 
obviously the result of other factors as well, includinq 
deterioration in the terms of trade and recession in the 
Central America Common Market and in the industrialized 
countries and inappropriate exchanqe rates. 



recurrent famine in the reqion must be developed.G/ 

5. Developments Over 1983-85 

a. Recovery in the Industrial Countries 

Recovery from the recent recession beqan in the 
United States in 1983. The United States' real GNP, which 
declined by 2.1% in 1982, increased by 3.7% in 1983 (Table 
VII). In 1984, it increased by 6.8%. However, a marked 
slowdown occurred durinq the third and fourth quarters, which 
continued throuqh the first two quarters of 1985. The IMF 
projects the United States' real GNP to increase by only 2.6% 
in 1985.131 In the European countries, economic activity 
experienced a weak recovery in 1983 which picked up sliqhtly in 
1984 (with GNP risinq by 2.3%). The industrial countries as a 
qroup expanded production by 4.9% in 1984, with the lowest 
level of price inflation in 15 years (Table VII). However, 
their recovery appears to be runninq out of steam; the IMF 
p r o j e c t s  t h e  q r o w t h  r a t e  o f  r e a l  o u t p u t  o f  a l l  i n d u s t r i a l  
countries to slow to 2.8% in 1985. 

b. Recovery in the LDCs 

The recovery of economic activity in the 
industrial countries had a siqnificant impact on the LDCs, 
particularly on the non-oil developinq countries. The latter's 
combined real GDP, which increased by only 2.2% in 1982 and 
2.1% in 1983 rose to 5.3% in 1984 (Table VII). A slowdown to 
4.5% is projected for 1985. The combined current account 
deficit of the non-oil developinq countries declined from a 
peak of $108 billion in 1981 to $54 billion in 1983 and $39 
billion in 1984, but is projected to rise back sliqhtly--to $44 
billion--in 1985 (Table VIII, Chart VI). The debt servicinq 
situation also improved as a combined result of debt 
reschedulinq and the recovery of exports. Thus, the debt 
service ratio (interest and amortization payments as a percent 

12/ That proqram most likely will involve several major - 
elements, includinq erosion control, experimentation with and 
introduction of new varieties requirinq less water, irriqation, 
family planninq, and promotinq the redistribution of the 
population throuqh voluntary relocation proqrams. 

13/ This projection may be on the low side owinq to a qood - 
third quarter recovery to an annual rate of 4.3%. 



Chart VI 
Current Account Deficit of Non-Oil 

Billions of Dollars 
Developing Countries 

- 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 

Year 

SOURCE: International Monetary Fund, World Economic Outlook, 1985. 
1986 is a projected figure. 



of exports of qoods and services) of all capital importinq 
countries declined from 24.1% in 1982 to 22.0 percent in 1983, 
but rose aqain to 23.4% (Table IX, Chart V )  in 1984, and is 
projected to increase to 25.6% in 1985. The ratio is much 
higher for "countries with recent debt servicinq 
problems."g/ It was 40.8% in 1982 and is projected at 41.3% 
for 1985. 

These overall data conceal some variations in the extent 
of the economic recovery in different countries and reqions. 
The current account deficit declined siqnificantly in all 
reqions over 1981-84 except in the Middle East where the 
current account balance deteriorated seriously. The 
improvement was most dramatic in Asia (down from $23.5 billion 
in 1981 to $7.9 billion in 19841, and in the Western 
Hemisphere(down from $44 billion to $5 billion), followed by 
~ f r i c a  (from $25 billion to $12 billion). In the Middle East, 
however, the current account balance moved from a $46 billion 
surplus in 1981 to a $15 billion deficit in 1984 owinq to 
declininq oil prices (Table VIII). With reqard to the debt 
service ratio, note that the ratio for the Western Hemisphere 
is the hiqhest by far--44% in 1985, versus 32% for Africa, 13% 
for Asia and 28% for the non-oil Middle East (Table IX). 

6. The Near-Term Outlook 

Given the heavy dependence of most LDCs on exports of 
primary products to the industrial countries, the economic 
outlook for developinq countries will depend heavily on the 
pace of economic recovery and qrowth in the industrial 
countries. We have noted that, on the basis of preliminary 
data, the IMF has projected the qrowth rate of real GDP of 
industrial countries to decline from 4.9% in 1984 to 2.8% in 
1985. It is projected to increase only very moderately--to 
3.1%--in 1986. 

the 
defi 
year 

The Fund emphasizes that a number of uncertainties affect 

would reduce the deficit by $56 billion in the 1986 fiscal 

present outlook. A major imponderable is the U.S. fiscal 1 
cit which is currently runninq at some $200 billion a . The Fund notes that "the Conqressional budqet resolution 

14/ Defined by the IMF as countries that have incurred debt 
Grvicinq arrears durinq 1981-83 or that have rescheduled their 
debt between 1981 and mid - 1984. 



TABLE IX 

Table 44. Capital Importing Developing Countries: External Debt and Debt Service, 197746' 
(In prcent of exgm of goods and services. except w h m  ofhenvise n o d )  
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year, $90 billion in fiscal year 1987, and $132 billion in FY 
1988." Since then, the Gramm-Rudman-Hollinqs proposal has 
become law. The IMF notes that "if (economic) qrowth is lower 
than anticipated by the Administration, as the staff is 
projectin the fiscal deficit would be substantially 
larqer. "l/ A second imponderable is whether the United 
States will be able to resist pressure for the adoption of 
protectionist measures desiqned to reduce unemployment in 
particular U.S. industries and curb the qrowinq U.S. 
balance-of-trade deficit. A third factor involves the 
implications of the decline in oil prices currently underway, 
which has positive consequences for the real income of 
oil-importinq countries, but which will weaken the financial 
position of some enerqy-exportinq countries "to such an extent 
as to call in uestion the manaqeability of their external 

167 positions." - 
On the positive side, there has been a marked reduction in 

inflation in the industrial countries, investment has revived 
(particularly in the United States and in the United Kinqdom), 
economic activity in the United States picked up in the third 
quarter of 1985, and productivity has qrown more stronqly than 
durinq most of the 1970s and early 1980s. 

The developinq countries have succeeded in reducinq their 
combined current account deficit substantially--from $100 
billion to a projected $49 billion over 1982-85. However, they 
have suffered from a deterioration of primary product prices 
and continuinq hiqh debt service ratios in about half of all 
LDCs. Moreover, it should be noted that for many LDCs, the 
improvement in their current account position has been 
purchased at the cost of belt tiqhteninq in the form of 
contractinq, or at least holdinq down, the level of their real 
imputs, with adverse consequences for economic qrowth and for 
capita income. 

Takinq into account these various factors, the IMF is 
moderately optimistic with reqard to the qrowth and balance-of- 
payments outlook of the LDCs in 1986. The real GDP qrowth rate 
for all developinq countries is expected to rise from 3.5% in 
1985 to 4.1% in 1986. For the non-fuel exportinq LDCS, the 

15/ IMF, World Economic Outlook, October 1985, paqe 27. - 
16/ IMF, Ibid, paqe 28. - 



averaqe qrowth rate is expected to remain constant at about 
4.6% to 4.7% in both 1985 and 1986. The current account 
deficit of the non-oil developinq countries is expected to rise 
sliqhtly in 1985--from $39 billion in 1984 to $44 billion--then 
to decline very moderately in 1986 (to $42 billion). The debt 
service ratio for all capital importinq countries is expected 
to rise sliqhtly in 1985--from 23.4% to 25.6%, then to fall 
back to 23.4% in 1986. The debt service ratio for Western 
Hemisphere countries is siqnificantly bleaker: it is estimated 
at 44% in 1985 and 41% in 1986. 

7. Implications for U.S. Policy 

Both the IMF and the World Bank lay major stress on 
the impact of economic developments and policies in the 
industrial countries on the qrowth prospects of the LDCs. 
Major determinants include the way in which the industrial 
countries, particularly the United States, handle their budqet 
deficits, inflation, interest rates, level of unemployment, and 
whether they resort to protectionist measures. In the World 
Bank's analysis, the success of the industrial countries' 
efforts in resolvinq their major current problems will 
determine, to a larqe extent, whether the developinq countries 
will be able to follow the hiqh qrowth scenario (real GDP 
qrowinq at 5.5% a year over 1985-95) or the low qrowth scenario 
(averaqe qrowth rate of 4.7%). 

Debt servicinq will continue to be a major problem facinq 
the LDCs for some time to come, althouqh it is not equally 
serious in all countries. Countries in which A.I.D. has major 
proqrams and which have debt service ratios in excess of 25% 
include Bolivia, Costa Rica, Dominican Republic, Ecuador, 
Honduras, Jamaica, Peru, Kenya, Liberia, Malawi, Mali, Niqer, 
Niqeria, Seneqal, Somalia, Sudan, Eqypt, Jordan, Morocco, 
Tunisia, Pakistan, Philippines, and Thailand. For at least 
some of these countries, the United State may have to consider 
new ways of approachinq their debt manaqement problems. 

Balance-of-payments assistance for selected LDCs will have 
to continue on a substantial scale, at least over the near 
term. This assistance concentrates on countries that have a 
larqe deficit and are of political and strateqic importance to 
the United States. ~ x a m ~ l e s x /  include El Salvador, 

17/ This list is not intended to be comprehensive. - 



Honduras, Costa Rica, Jamaica, the 
Eqypt, Sudan, and the Philippines. 
of-payments assistance will encour 

Dominican Republic, 
Whenever feasible, 

aqe and support appr 

Israel, 
balance- 

opr ia te 
host qovernment actions to stabilize the ecohbmy and- promote 
qrowth by liberalizinq the economy and strenqtheninq the 
incentives of the private sector. Food aid must continue to 
flow to the drouqht-stricken areas of Africa, and measures must 
be taken to help them cope with their lonq-term food problem. 

At the same time, the lonq-term resource constraints in the 
developinq countries must be addressed, particularly in the 
low-income LDCs, with emphasis on health and education, family 
planninq, aqricultural production, unemployment, enerqy and 
exports, and on the removal of policy and institutional 
obstacles to the efficient utilization of resources. Not all 
of these areas are priority areas in the U.S. assistance 
proqram. The United States will concentrate on health (and 
family planninq), aqricultural production, export development 
of non-traditional products and the development of an 
appropriate policy and institutional framework for private 
sector activity. 



CHAPTER IV 
U.S. Assistance Programs and Policies to Promote Economic Development and Stability 

1 .  Background 

Larqe scale official U.S. assistance to the developinq 
countries beqan in the aftermath of World War 11. The initial 
emphasis was on reconstruction in Europe and the Far East. It 
soon became clear, however, that the United States, as the 
wealthiest country and leader of the free world, could not 
remain indifferent to the pliqht of the developinq countries. 
Althouqh many other countries have subsequently joined the 
ranks of aid donors, the United States remains by far the 
larqest contributor of economic assistance to the developinq 
countries. Cumulatively, between 1946 and 1984, the U.S. 
economic assistance proqram has totalled $174.1 billion. Net 
of repayments and interest, the fiqure amounts to $145.3 
billion. 

Over time, the annual appropriations for economic 
assistance have increased substantially in current dollars, 
althouqh not in constant dollar termsll. In 1984, the total 
net flow of U.S. Official Development.Assistance (ODA) to 
developinq countries and multilateral aqencies totalled $8.7 
billion in current dollars, while the contribution of the 
second larqest DACY donor, Japan, was $4.3 billion. 
Net contributions (in 1984) of the third and fourth larqest 
contributors, France and Germany, were $3.8 billion and $2.8 
billion, respectively (Table XI. 

1/ In constant dollars, total U.S. economic assistance - 
fluctuated around the $2.0 billion per year fiqure between 1954 
and 1984 There was, however, a prolonqed upswinq between 1958 
and 1962 that raised ODA flows to about the $3.0 billion 
level. Then, between 1966 and 1976 there was a qradual decline 
that lowered annual flows to approximately $1.5 billion in the 
latter year. The $2.0 billion fiqure was reached aqain in 1978 
and has remained at about that level since that time (see Chart 
VIII) . 
2/ The Development Assistance Committee, or DAC, consists of - 
18 developed Western countries and the Commission of the 
European Economic Communities. 



Chart Vlll 
U.S. Economic Assistance 1949-84 

In Billions of Dollars 
9 r A 

SOURCE: A.I.D., US. Overseas Loans and Grants and Assistance from International Organizations. 
Price deflator and GNP figures from The Economic Report of the President, 1985. 



5 1  
TABLE X 

Net Disbursements of O f f i c i a l  Development Ass i s tance  by 
Ind iv idua l  DAC Countr ies ,  1978-1984 

$ m i l l i o n  
DAC Countr ies  1978 1979 1980 1981 1982 1983 1984 

A u s t r a l i a  587.52 628.68 667.37 649.53 882.44 753.38 776.81 
A u s t r i a  154.14 131.38 177.86 219.82 235.53 157.62 181.30 
Belgium 536.09 642.75 594.85 574.59 499.21 480.22 432.70 
canada 1,059.91 1,055.73 1,075.11 1,188.62 1,196.67 1,429.43 1,624.89 
Denmark 387.62 460.68 480.60 403.30 414.95 394.98 448.77 

Finland 54.76 89.85 110.54 134.71 144.48 153.29 177.77 
France 2,705.33 3,448.97 4,161.65 4,177.04 4,033.82 3,814.86. 3,788.31 
Germany 2,347.43 3,392.94 3,566.54 3,181.21 3,151.63 3,176 .40 2,782 . O 1  
I t a l y  376.47 272.99 68.328 665.54 810.75 833.68 1,132.83 
J a p n  2,215.36 2,685.02 3,353.04 3,170.90 3,023.33 3,760.99 4,318.74 

Nether lands  1,073.54 1,472.49 1,630.42 1,509.97 1,471.84 1,195.30 1,267.84 
New Zealand 54.91 68.18 72.28 67.71 65.18 61.23 54.70 
z or way 354.67 429.38 485.88 467.44 559.35 583.57 542 -83 
Sdeden 782.62 987.58 962.34 919.45 986.95 753.75 741.20 
Switzer land 173.37 212.63 252.62 236.95 252.16 319.92 285.51 

United Kingdom 1,465.29 2,156.67 1,854.15 2,191.58 1,800.23 1,610.15 1,418.34 
United S t a t e s  5,663.50 4,684.00 7,138.00 5,782.00 8,202.00 8,081.00 8,711.00 

Percentaqe of GILT 
D ~ C  Countr ies  19 78 1979 1980 1981 1982 1983 1984 

A u s t r a l i a  0.55 0.53 0.48 0.41 0.56 0.49 0.46 
AUS t r  i a  0.27 0.19 0.23 0.33 0.36 0.24 0.28 
B e l g i m  0 -55 0.58 0 -50  0.59 0.58 0.59 0.56 
canada 0.52 0.48 0.43 0.43 0 .41 0.45 0.50 
Demr k 0.70 0.71 0.74 0.73 0.77 0.73 0.85 

Finland 0.16 0.21 0.22 0.27 0.29 0.32 0.36 
France 0.57 0.60 0.63 0.73 0.74 0.74 0.77 
G ~ ~ ~ n y  0.37 0.45 0.44 0.47 0.48 0.48 0.45 
I t a l y  0 .14 0.08 0.17 0 .19 0.23 0.24 0.33 
J a w n  0.23 0.27 0.32 0.28 0.28 0.32 0.35 

Nether l ands  0.78 0.94 .97 1.07 1 .07 .91 1.02 
New zealand 0.34 0.34 0.33 0.29 0.28 0.28 0.25 
z or m y  0 .90 0.95 0.87 0.85 1.03 1.10 1.02 
Sweden 0.86 0.92 0.78 0.83 1.02 0.84 0.80 
Switzer land 0.20 0.21 0.24 0.24 0.25 0.31 0.30 

United Kingdom 0.46 0 .51 0.35 0.43 0.37 0.35 0.33 
United S t a t e s  0.26 0 .19 0.27 0.19 0.27 0.24 0.24 

S o u r c e :  OECD, DAC C h a i r m a n ' s  T e p o r t ,  S t a t i s t i c a l  Annex 1 9 8 5 ,  T a b l e  26 



The rankinq is different if one calculates Official 
Development Assistance as a percentaqe of GNP, which provides a 
very rouqh approximation of ability to contribute. For the 
United States, the ratio is 0.24% in 1984, which compares with 
0.35% for Japan, 0.45% for Germany and 1.02% for Norway and the 
Netherlands (see Table XI. 

The bulk of U.S. economic assistance moves throuqh 
bilateral channels. In CY 1984, qross disbursements of 
bilateral assistance (ODA) amounted to $7.2 billion (Table XI), 
or 76% of total U.S. qross official development assiskance. In 
current dollars, U.S. bilateral assistance has increased 
siqnificantly in recent years, from $4.7 billion in 1979 to 
$7.1 billion in 1984 (Table XI]. The component that increased 
most siqnificantly durinq this period is the Economic Support 
Fund. Over fiscal years 1979-85, ESF obliqations qrew from 
$1.9 billion to $4.2 billion (Table XII). 

The United States is also the major contributor to the 
resources of the multilateral aqencies (International Bank for 
Reconstruckion and Development (IBRD), International 
Development Aqency (IDA), United Nations (UN) aqencies and 
reqional development banks), althouqh the aqqreqate annual U.S. 
contribution to these aqencies has not increased in recent 
years. In 1984, the U.S. contribution to the multilateral 
aqencies totaled $2.3 billion in net disbursements, which 
compares with $1.9 billion from the second larqest donor, 
Japan, and $914 million from the third, Germany  able XIII). 
The United States provided 25% of the total from all DAC donor 
countries. 

There have been pronounced shifts in the qeoqraphic 
distribution of U.S. ODA throuqh time. In the period 
1946-1950, ODA was heavily concentrated upon the Western 
European countries. Between 1951 and 1975, the emphasis 
shjfted to the Far East and Latin America. Durinq the second 
half of the 1970's a further shift toward the Near East 
occurred. The main features since 1979 appear in Table XII. 

Note that: 

-- ODA is now heavily concentrated on the Middle East. 
Israel and Eqypt alone usually account for between 35 
and 40% of total net bilateral ODA from the United 
States. They each have on averaqe received about five 
times as much U.S. ODA as the third larqest 
recipient. Altoqether, an averaqe of 41.4% of total 
U.S. bilateral ODA was disbursed to this reqion in 
1983 and 1984. 



TABLE X I  
U.S. O f f i c i a l  Disbursements 1978-84, 

With Breakdam i n b  Bilateral and Multilateral Assistance 
(millions of dollars) 
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C l p l t ~ I  subscr lp t lm $8)rmtS....*................ 
Afr lcaa Daia lopf in t  Imk........................ 
Afr lcaa Devalopeat fwd........................ 
A s l u  Of i ia lopaal  Imka 

Ordlarr r  crplt~l.......~.....~~~.~~~...~...... ............ A s l u  O a i a l o p m l  fad............ 
l o t a r - A r r l c m  Devaloprnt ha: ...................... lnterragloar l  capltrl.., ................... f u d  f o r  s e c f r l  operrt lors 
Io teror t tonr  1 lank fa r  ~ r t o r s t m c t ~ o a  
aod Oava lrpwrt.. .............................. .......... l o l a m r t l o a r l  Da ia loprn t  Assoclrtlaa. ........... l a t a w r l  lone 1 F lruur C o r p r r t  lor.... 

.................... foralga Asslsttace kt........ 

A q r l c a l t w t l  l r r d r  B e ~ e l u p m t  tad Asslstrncr Act. 

e. Redsed frcm presentation in 1984 suhission. 
+ Includes donations tarler section 416 of Agricultural Act of 1949, as amended 
in 1982, and grant-like transactions under the Carmodity Credit Corporation Charter Act. 

Source: AID, US.  Annual &view, PiarPrandm to the Developnent Assistance 
Canmittee, 1984 (Table A) 
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-- Aid to Latin America, and more particularly to the 
Central American and Caribbean reqions, has increased 
rapidly. This reqion ranks second, with 17.7% of 
total bilateral ODA. 

-- ODA to Sub-Saharan Africa now averaqes about 13.5% of 
the U.S. total. 

-- Aid to the Indian subcontinent and to the rest of Asia 
is more modest in scope, accounting for 10.5% of the 
total. 

In sum: While the United States is the larqest donor by 
far to the LDCs and the multilateral aqencies in terms of 
absolute dollar levels, the ratio of our economic assistance to 
our GNP is relatively low. We have increased sharply our ESF 
economic assistance since 1979, mostly for balance of payments 
support. Nearly one half of U.S. ODA is now disbursed in the 
Middle East. Latin America is the second larqest recipient, 
with about 18%, followed by Africa and Asia, respectively. 

2. Objectives of US. Policy 

A basic U.S. objective is to preserve the independence and 
promote the political evolution of free and open societies, and 
to support arranqements that facilitate the peaceful resolution 
of conflicts. Peace and security are also major U.S. policy 
objectives and economic assistance is one of the USG's most 
important instruments for achievinq them. To this end, the 
U.S. has provided a qrowinq amount of assistance in recent 
years to countries of political and strateqic importance to the 
United ~tates.Z/ A second major objective, closely related 
to the first, is the promotion of broadly based, 
self-sustaininq economic qrowth in the developinq world. 
United States ODA will also assist the LDCs in creatinq the 
necessary conditions to ensure that qrowth is both 
self-sustaining and aimed at ensurinq the participation of a 
broad seqment of society, particularly the poor. For this 
reason, A.I.D.'s development assistance has qiven, and will 
continue to qive, special attention to the aqricultural sector, 
particularly food production, and to the improvement of health 
and nutrition. 

3/  E.q., Israel, Eqypt, Jordan, Pakistan, Sudan, Somalia, the - 
Philippines, Honduras, El Salvador, Costa Rica, and Jamaica. 



A third major objective is to help alleviate the sufferinq 
of victims of famine and other natural disasters throuqh the 
provision of humanitarian assistance. A case in point is the 
larqe-scale U.S. assistance to the countries of the Sahel, 
includinq Ethiopia, since the outbreak of the recent drouqht 
and famine there. Humanitarian concerns have siqnificantly 
affected the distribution of aid allocations: more than half 
of total U.S. economic assistance qoes to countries with an 
annual per capita GNP of less than $800. 

Finally, in this world of increasinq economic 
interdependence, the United States has important economic 
interests at stake in its relations with many of the LDCs, 
includinq imports of vital minerals, oil, and various 
aqricultural products (rubber, coffee, bananas). The maqnitude 
and rapid qrowth of the LDC market for U.S. exports, as well as 
the importance of the LDCs as recipients of U.S. direct 
investment and commercial bank loans has already been noted in 
Chapter 11. 

3. Strategy of the Assistance Program 

Five basic elements are emphasized in the U.S. economic 
assistance strateqy: economic policy reform; institutional 
development; reliance on the private sector and market forces; 
technoloqy research, development and transfer; and donor 
coordination. Needless to say, some elements do not apply in 
every LDC situation. The priorities assiqned to the various 
components of these strateqies will differ, dependinq upon the 
problems and characteristics of each country. 

a. Economic Policy Reform 

The ability of economic assistance proqrams to achieve 
their qoals depends in larqe measure on the soundness of 
economic policies in recipient countries. U.S. proqrams are 
desiqned to support the economic policies of LDC qovernments 
when they develop a favorable environment for private sector 
activity and allow market forces to determine the allocation 
and utilization of economic resources, includinq decisions 
reqardinq savinqs and investment. In addition, the strateqy of 
U.S. assistance also seeks to maximize LDC self help efforts. 
Domestic savinqs and investment rates should be raised. The 
efficiency and productivity of investment must be increased. 
Inefficient state and parastatal enterprises should either be 
closed or made to operate in such a manner that competitive 
rates of return are forthcominq. Consistent with the 
precedinq, and in the absence of overwhelming foreiqn policy or 
security considerations to the contrary, the process of 



relatinq U.S. economic assistance directly to LDC performance 
in accomplishinq the above objectives is increasinqly becominq 
a cornerstone of U.S. development assistance strateqy. 
Finally,the unusual severity of the recent international 
economic downturn has left the qreat majority of LDC's in such 
a debilitated state that any sound development strateqy also 
requires that U.S. assistance address economic and financial 
stabilization problems as well. Without at least a modicum of 
financial and fiscal stability and proximate balance of 
payments equilibrium, sustained economic development will not 
occur. 

b. Institutional Development 

The qrowth of viable institutions, both private and 
public, is essential to the success of any development effort. 
Manaqerial problems, lack of adequate budqet support and a 
distorted price/cost structure often impede their proqress. 
Experience in many countries has shown that where siqnificant 
institutional development has not occurred, the necessary 
services could not be provided in a sustained way and 
productivity has remained low. For example, raisinq 
aqricultural production hinqes on the establishment of a series 
of institutions ranqinq from those involved in technoloqical 
development of new seed varieties or more effective fertilizer, 
to those providinq traininq, extension, credit, and crop 
insurance. Currently, insufficient development of such 
institutions represents a serious bottleneck to increasinq 
production, especially with respect to African aqriculture. 
A.I.D. has an important tradition of helpinq to create and 
strenqthen institutional capacity. 

Institution buildinq activities include traininq to upqrade 
technical and manaqerial skills, and technical assistance to 
establish or refine orqanizational objectives and structures, 
to streamline staffinq procedures and to build appropriate 
incentives. Provision must be made to assure continuinq 
fundinq of recurrent costs. 

It is important to note that this emphasis places 
siqnificant demands on both donor and recipient countries. 
Recipients must ensure that the institutions, once established 
with outside assistance, eventually become self-sustaininq, and 
that the institutions themselves reach the broadest possible 
number of individuals and qroups. On the donor side, emphasis 
on institution buildinq entails a lonq-term commitment of 
support . 



c. Increased Reliance on the Private Sector and Market 
Forces 

Development experience over the last two decades shows 
that the developinq countries which have made the qreatest 
strides toward self-sustaininq qrowth have been the ones that 
have relied on a free market structure and export-oriented 
qrowth. Examples include Taiwan, the Republic of Korea, 
Sinqapore, Honq Konq, Malaysia, and Thailand. Growth in all of 
these countries has been closely associated with a reduction in 
the level of absolute poverty. 

We emphasize the unique contribution that the private 
sector can make to development and urqe minimal qovernment 
interference with the free competitive economy. In a well 
functioninq market economy, resources are allocated amonq 
alternative qoods and services in accordance with consumer 
demand; prices yieldinq abnormally hiqh profit marqins will not 
persist for lonq if new firms are able to enter the industry. 
The chronic shortaqes and persistent losses qenerally found in 
countries where price ceilinqs and exchanqe controls prevail 
will be avoided in an open, competitive economy. Accordinqly, 
the United States will continue to encouraqe policy reforms 
that foster a free and open climate for trade and private 
financial flows, and that expand the LDC's internal markets. 

d. Technoloqy Research, Development and Transfer 

Developed countries, and particularly the United 
States, possess the institutional and human resources to 
qenerate major technoloqical breakthrouqhs that are critical to 
increasinq productivity and output. Developinq countries 
should build an indiqenous capacity desiqned to adapt modern 
t e c h n o l o q y  t o  t h e i r  s p e c i f i c  requirements, since few 
technoloqical breakthrouqhs in the developed world can be 
readily adopted and applied unchanqed to vastly different LDC 
needs and conditions. The technoloqies of the developed world 
are frequently too larqe-scale, too capital intensive, and too 
costly to apply to developinq countries without modification. 
In aqriculture, in particular, variations in soils, rainfall 
and temperature, as well as differences in the availability of 
the factors of production, qenerally require substantial 
additional experimentation and adaptation. Thus, there is a 
need for the development of technoloqies appropriate to 
developinq countries, with emphasis on techniques involvinq a 
more intensive use of labor while economizinq on the use of 
capital and, in many cases, of land as well. 



The U.S. development assistance effort has aimed at 
strenqtheninq the technoloqical capabilities of developinq 
countries and at encouraqinq the transfer and diffusion of 
technoloqy. Transferrinq, adaptinq and disseminatinq 
technoloqies in the aqricultural and aqribusiness fields will 
continue to account for a substantial share of development 
assistance resources. The farm system approach to aqricultural 
assistance emphasizes the links between laboratory research, 
farm level research, aqricultural education, and the public 
extension system linkinq the farmer to the experiment station. 

e. Donor Coordination 

Duplication, overlap and competition amonq donors 
simply must be avoided. The United States places major 
emphasis on donor coordination to enhance the efficiency, 
e'ffectiveness and impact of development assistance. The United 
States has taken the lead amonq donor countries to increase 
awareness of the need for improved coordination, to work with 
donors to achieve consensus on improvements, and to strenqthen 
existinq coordinatinq mechanisms or devise and implement new 
ones to brinq this about. Recent achievements include: 

-- Developinq a consensus amonq Development Assistance 
Commitee (DAC) members on coordination quidelines, which 
were issued by the DAC in November 1983; 

-- Increasinq contacts amonq major donors at the headquarters 
level and in the field to share information and coordinate 
their respective assistance proqrams; 

-- Obtaininq aqreement from the IBRD to make improvements in 
the World Bank-led Consultative Group (CG) mechanism, i.e. 
expandinq the number of CGs, increasinq coordination of 
policy advice, strenqtheninq proqram monitorinq, and 
improvinq the use of the CG mechanism as a vehicle for 
strenqtheninq the process of coordination of assistance 
pr oqrams ; 

-- The development of a plan by the UNDP, at the urqinq of the 
United States and other donors, to strenqthen the UNDP-led 
roundtable coordinatinq mechanism, which is used in a 
qrowinq number of countries that do not have an IBRD-led 
Consultative Group; and 

-- Improvinq local, in-country coordination throuqh qreater 
participation by donors' field staffs and host country 
qovernments. 



4. Priority Sectors for Development 

The U.S. economic assistance proqram places major emphasis 
on five sectors: aqriculture and nutrition improvement, human 
resource development, family planninq, reduction of 
unemployment and promotion of chanqes in the policy and 
institutional framework. 

a. Aqriculture and Nutrition 

A country which is severely constrained in its food 
availability cannot expect to mobilize its most important 
development resource -- its human population. A clear 
indication of the economic debility that can result from 
inadequate food and nutrition is the effect of the 1984-85 
famine in Ethiopia. The famined caused the death of perhaps a 
half a million Ethiopian people and physical and mental 
impairment to millions of Ethiopian children for the rest of 
their lives. Unfortunately, the Ethiopian example dramatizes 
the vulnerability of many African countries, particularly in 
the Sahel, as well as that in several densely populated 
countries in Southeast Asia. The need for increased efforts in 
aqricultural development, particularly food production, cannot 
be overstated. 

The experience of the last thirty years has shown that 
carefully planned and administered economic assistance can, 
when combined with major self-help efforts, establish a 
dynamic, self-sustaininq food and aqricultural system. U.S. 
assistance in the form of scientific and manaqement expertise, 
food and financial aid, has made critical contributions to the 
creation of such systems in South Korea and Taiwan. 

The United States will continue to make qood use of its 
technical competence in identifyinq and solving problems in 
food and aqriculture. A.I.D. and other elements of the U.S. 
~overnment, includinq the Department of Aqriculture, as well as 
university and private sector orqanizations are prepared to 
make a lonq-term commitment to help LDCs determined to 
alleviate their food producinq problems to undertake the 
required policy reforms and resource investments. In 
recoqnition of the crucial importance of food production, 
A.I.D. resources provided for this sector comprise a major 
portion of development assistance. In FY 1986, $792.4 million 
out of a total "Functional Development Assistance" proqram of 
$1.678 million (or 47% of the total) was proqrammed to be 
obliqated for "aqriculture, rural development and nutrition.' 
For FY 1987 $710 million has been requested for this cateqory. 



b. Human Resource Development 

The area of human resource development, defined as 
health and education combined, constitutes the second larqest 
cateqory of A.I.D. bilateral expenditures under the Development 
Assistance Proqram. The amount for these two cateqories was 
$431 million in FY 1985 and $330 million in FY 1986. The 
amount projected for FY 1987 also is $330 million, equal to 
20.3% of the Functional Development Assistance Proqram. The 
hiqh mortality and illiteracy rates prevailinq in many LDCs, 
particularly in Africa and the Middle East, and their 
deleterious effects on both the quality of life and 
productivity, were emphasized in Chapter 111. U.S. assistance 
emphasizes activities that benefit the larqest possible cross 
section of the population, rather than sophisticated and costly 
services provided to a small urban minority. In education, the 
emphasis is on improvinq the efficiency and institutional 
effectiveness of the basic (primary) school systems. In 
health, the emphasis is on preventive health and sanitation 
measures (clean drinkinq water, malaria control, etc.), and 
primary health care outreach proqrams (e.q., oral rehydration 
and rural clinics staffed by paramedics) that have a massive 
impact and raise social development levels within a much larqer 
proportion of the population owinq to their relatively low per 
capita cost. Major emphasis is on proqrams desiqned to reduce 
infant and child mortality (the "child survival" proqram) 
throuqh oral rehydration, immunizations aqainst infectious 
diseases, and malaria control. For FY 1986, $146 million was 
requested for health and $184 million for education. For FY 
1987 the amounts requested for these two cateqories are $151 
million and $180 million, respectively. 

c. Family Planninq 

The United States provides family assistance to qovernments 
that request it. The U.S.G. insists that all proqrams funded 
be voluntary, and will not support abortion as a method of 
family planninq. The rationale for the proqram was presented 
in Chapter 111, Section 2. The amount requested for population 
planninq under the Reaqan Administration has increased by about 
30% in current prices since 1980. The amount proqrammed for FY 
1986 was $250 million; the same fiqure has been proposed for FY 
1987. 

d. Reduction of Unemployment 

In the LDCs, the problems of unemployment, 
underemployment and low productivity are closely interrelated 
and must be attacked toqether. Open unemployment in the 



manufacturinq sector, as manifested in the urban areas of 
developed countries, is not nearly as prevalent as 
underemployment combined with low labor productivity. A 
massive direct attack on the employment problem financed by 
public expenditures -- say throuqh a major public works or 
low-income housinq proqram -- would make little sense. A.I.D. 
is active in several areas that have a favorable impact on both 
employment qeneration and labor productivity. Such proqrams 
include rural credit, assistance to aqricultural research and 
extension services, proqrams in reforestation, irriqation 
(development and maintenance), development of cottaqe industries 
and of aqricultural processinq facilities, loans to promote the 
development or expansion of small manufacturinq enterprises 
(especially those with export potential) and traininq in both 
basic literacy and job related skills. An area of particular 
importance is the removal of fundamental obstacles to job 
creation and investment activity in the private sector, and the 
development of policies and institutions that are viewed as 
encouraqinq by the private sector. The United States is also 
active in providinq hiqh-level technical expertise to assist 
LDC qovernments in this crucial area. 

e. Economic Stabilization 

The provision of fast-disbursinq balance of payments 
assistance under our Economic Support Fund (ESF) proqram has 
assumed siqnificant proportions in recent years (Cf. Section 5 
of this chapter). While not all ESF fundinq is devoted to non 
project assistance in the form of balance of payments support 
or Commodity Import Proqrams (CIP), about 70% is. The lion's 
share of U.S.. supplied balance of payments and CIP assistance 
has qone to countries of strateqic or political interest to the 
United States, includinq Israel, Eqypt, Turkey, Sudan, 
Pakistan, the Philippines, El Salvador, Honduras, and Costa 
Rica. The economic crisis that the LDCs have qone throuqh in 
recent years has qreatly aqqravated their chronic unemployment 
problem, causinq a major threat to their political stability. 
The balance of payments and CIP assistance provided by the 
United States has increased the ability of these countries to 
import raw materials and capital qoods essential to the conduct 
of normal economic activity by the aqricultural and industrial 
sectors. Given the extreme shortaqe of foreiqn exchanqe in 
these countries, there can be no doubt that the decline in real 
GNP and the increase in unemployment that they have experienced 
would have been much more severe without substantial U.S. 
balance of payments and CIP assistance. 

5. Major Instrumentalities of the Bilateral Assistance Program 

U.S. bilateral development efforts encompass the followinq 
distinct proqrams: 



a. Development Assistance Fund (DA) 

Development Assistance is administered by the Aqency 
for International Development. This fund represents the basic 
mode of assistance of the A.I.D. proqram as qoverned by the 
development framework contained in the Foreiqn Assistance Act. 
Most DA fundinq is directed at specific developmental 
projects. The Development Assistance Proqram reflects the 
Conqressional Mandate to seek the broadeninq of economic 
opportunities by focusinq on sectors that most directly promote 
broad-based economic qrowth, i.e., provide benefits for and 
ensure the participation of the poor majority of the 
population. The proqrams are concentrated in countries where 
U.S. assistance is most needed, where there is a clear 
commitment to broadly-based qrowth and where the United States 
has a stronq lonq-term interest in development. Data on trends 
in'development assistance, broken down by major reqions, show 
that total functional development assistance (includinq the 
Sahel proqram) increased little over 1979-85 -- from $1,192 
million to $1,846 million (in current dollars), which 
translates into an increase of only 8%, or 1.3% annually in 
real terms. The increase occurred mostly in the African and 
Latin American reqions and in the Aqency's centrally funded 
proqrams. A total of $1676 million has been proqrammed for 
Development Assistance in FY 1986 (Functional Accounts plus the 
Sahel proqram), while $1627 million is requested for FY 1987. 

b. Economic Support Fund (EsF) 

The ESF is an inteqral part of the United States' 
security assistance proqram. Its main purpose is to promote 
economic and political stability in areas where the United 
States has special security interests and has determined that 
economic assistance is essential to assist the host qovernment 
to secure peace or avert major economic or political 
upheavals. 

As in the case of Development Assistance, the Administration 
attempts to direct ESF funds to the neediest people, in 
accordance with the Conqressional Mandate, to the extent 
consistent with the other objectives of the proqram. However, 
since ESF funds are closely tied to the political and security 
interests of the United States, their allocation is determined 
primarily by the Department of State. There is considerably 
more flexibility in allocatinq ESF funds amonq countries than 
in the case of DA financinq. On a worldwide basis (there is 
substantial variation from country to country), about 70% of 
ESF fundinq has been used to provide fast-disbursinq economic 
assistance for balance of payments, budqet support, 



and Commodity import Proqrams (CIPs). The balance of about 30% 
has been project-type assistance. 

The trend in ESF assistance since 1979 is also shown in 
Table XII. Note that total obliqations for ESF assistance 
increased from $1,942 million in FY 1979 to $5,427 million (in 
current dollars) in FY 1985, or at an averaqe annual rate of 
18.7% over this six year period. Total estimated ESF 
obliqations for FY 1986 are $4,829 million, while $4,094 
million has been requested for FY 1987 (Table XII). 

Over the period 1979-84, substantial increases in ESF 
assistance were directed to all qeoqraphic reqions (Table 
XII). Major causes for the rapid expan'sion in the ESF proqram 
include, first, acute balance of payments and debt servicinq 
problems that have affected almost all LDCs; second, the 
heiqhtened security problems confrontinq the Central American 
countries and Pakistan; and third, compensation for access 
riqhts for the Rapid Deployment Force in the event of a 
military emerqency (e.q., facilities in the countries on the 
Horn of Africa) and for base riqhts (e.q., the Philippines). 
Between FY 1979 and FY 1986, ESF financinq has increased 
substantially - from $53 million to $461.5 million for Africa, 
from zero to $351 million for Asia, and from $8 million to $833 
million for the Latin American/Caribbean reqion (Table XII). 

c. Food for Peace (PL 480) 

Under Public Law 480 (PL 480), the United States 
provides food aid to many countries to combat hunqer and 
malnutrition. In FY 1985 the U.S. provided approximately 2.7 
million metric tons of food aid commodities worth approximately 
$563.9 million under the proqram to help alleviate human 
sufferinq in Africa caused by the severe drouqht. The proqram 
is also desiqned to encouraqe self-help, economic development, 
support of U.S. foreiqn policy qoals, and expansion of U.S. 
aqr.icultura1 exports. The Department of Aqriculture and A.I.D. 
share primary responsibility for administerinq the proqram 
which is divided into three parts, as follows: 

0 Title I provides long-term, low interest loans to friendly 
developinq countries to help them meet chronic or 
unexpected food shortaqes, on condition that the countries 
themselves undertake self-help measures to improve the 
efficiency of production, marketinq and distribution of 
foodstuffs. Title I food is qenerally sold for local 
currencies to end-users by the recipient qovernments, and 



loans must be repaid in dollars over a of 20 to 40 
years, dependinq on the country's repayment capacity. 

0 Title I1 provides donations of food to U.S. voluntary 
aqencies, or directly to host qovernments, to sponsor 
feedinq proqrams tarqeted at the needy, particularly 
malnourished children, and small-scale "food-for-work" 
development proqrams. The proqram also covers food aid 
merqencies and refuqee feedinq proqrams. The food normally 
is not sold by the recipient; no repayment to the United 
States is required. 

Title 111, the Food for Development Proqram, provides 
multi-year commitments of food aid under Title I 
appropriations. The proqram allows the host qovernments to 
sell the foodstuffs for local currencies; a repayment of 
dollar funds to the United States can be waived if the 
recipient country and the U.S. Government aqree that the 
local currencies qenerated by the sale of Title I PL 480 
commodities are to be used for mutually aqreed rural 
development activities. The waiver is almost always 
conditioned on modification of host qovernment aqricultural 
policies, when such chanqes are believed necessary. After 
aqreement has been reached, the local currencies qenerated 
by the sale of the commodities can be credited as 
repayments of the U.S. loan. 

Amounts allocated to the various titles of PL 480 proqrams 
are shown in Table XII. Note that annual funding allocations 
have ranqed from $785 million to $1,120 million for Title I and 
$549 to $1,001 million for Title 11. For FY 1987 $1,157 
million is beinq requested for Title I (and 111) and $685 
million for Title 11. 

d .  Housinq Investment Guarantee Proqram (HIG) 

This proqram is A.I.D.'s principal mechanism for 
assistinq developinq countries address their enormous shortaqes 
of adequate shelter for lower income people. Shelter proqrams 
make an important contribution to the improvement in the 
quality of life of poor families and support a nation's 
economic qrowth and employment objectives. Housinq Guaranty 
(HG) loans can also play a crucial role in helpinq LDC's to 
establish a sound policy, leqal and requlatory framework for 
their shelter proqrams. HG loans demonstrate to local 
entrepreneurs and institutions that low-cost housinq can be 
financially viable, with the appropriate financial and 
institutional arranqements, i.e., housinq which poor families 
can afford and the private sector can provide. The HG proqram 



finances the ranqe of infrastructure and services which usually 
cannot be provided by the families themselves or by the private 
sector, includinq slum and squatter settlement upqradinq, site 
preparation, provision of services, core housinq, and community 
facilities. 

Project technical assistance and traininq funds in 1987 are 
beinq used for strenqtheninq urban analysis capabilities which 
will ultimately provide the framework for more effective urban 
proqrams. 

e. International Disaster Assistance 

Since 1964, A.I.D. has administered the foreiqn 
disaster assistance proqram and has provided relief to the 
victims of over 800 disasters which have affected 800 million 
people. Thirty-eiqht new disasters were declared in FY 1985. 
Due to the Africa drouqht emerqency, $137.5 million were 
appropriated in supplemental funds in addition to the $25 
million annual appropriation to meet disaster needs. The 
famine in Africa, cyclones in Banqladesh, the Philippines and 
Fiji, volcanic activity in Papua New Guinea, the Philippines 
and Colombia and the devastatinq earthquakes in Chile and 
Mexico, brouqht new attention to the need for preparedness, 
early warning and mitiqation assistance. 

f. American Schools and Hospitals Abroad (ASHA) 

The ASHA proqram, also administered by A.I.D., 
assists private, non-profit, American-sponsored schools and 
hospitals overseas which serve citizens of other countries and 
demonstrate American ideas and practices in education and 
medicine. ASHA assistance increases the capacity of these 
institutions to transfer American technical ability and educate 
a cadre of citizens who can communicate, share values and work 
with Americans in business, qovernment, the sciences and other 
mutually beneficial endeavors. ASHA qrants help selected 
institutions to build and renovate facilities, to purchase 
equipment and, in a few cases, to meet operatinq costs of 
educational and medical proqrams. In FY 1985, 40 institutions 
received qrants totalinq $30 million. Since FY 1981, 69 
institutions have been assisted. These institutions annually 
train more than 135,000 persons from 104 countries and provide 
medical services to more than 3.5 million persons. 

6. Associated Financing Policies and, Practices 

Aid has two Associated Financinq (AF) proqrams: a proqram 
desiqned to match financial offers made by foreiqn competitors 



of U.S. exporters, and a proqram that provides concessional and 
non-concessional finance to LDC intermediate credit 
institutions. Both of these proqrams are consistent with the 
DAC Associated Financinq Guidelines. 

A. AID Tied-Aid Credit Proqrams 

1. The Trade Financinq Facility For Eqypt (TFF) was 
created in 1981 and under special circumstances draws from the 
U.S. Commodity Import Proqram for Eqypt. Its purpose is to 
match mixed credits offered by foreiqn competitors of U.S. 
exporters. Under the TFF, AID qrants can be combined with 
export credits provided by the U.S. Export Import Bank and/or 
with private funds. 

2. The AID Tied-Aid Credit Proqram was established under 
Yhe provisions of the Trade and Development Enhancement Act of 
1983. The proqram is used for defensive purposes, when a U.S. 
firm is the low responsive bidder and stands to lose a contract 
because of predatory financinq offered in support of a foreiqn 
competitor. 

B. Proqram for Venture Capital 

Since late 1981, when AID's Bureau of Private Enterprise 
was established, AID has been runninq a proqram to fund venture 
capital or intermediate credit facilities in developinq 
countries. For this purpose, AID extends loans at or near 
market terms out of which debt and equity capital can be 
provided to small and medium-sized LDC enterprises. 

C. Cofinancinq Arranqements with Private Sector Institutions 

Cofinancinq development projects toqether with other 
bilateral or multilateral official institutions has been a 
lonq-standinq AID practice. A major aspect of AID's interest 
in cofinancinq has been the potential it offers to encouraqe 
the participation of the private sector, both indiqenous and 
foreiqn, in the development process of developinq countries' 
economies. All countries receivinq aid are now eliqible for 
cofinancinq arranqements under appropriate circumstances. 

7 .  Special US. Programs 

a. Peace Corps 

The Peace Corps continues to play an important role in 
U.S. development efforts. Over 1,000 Peace Corps volunteers -- 
about 17% of the total -- are servinq in AID-funded 



development prbjects and this number will increase in FY 1987. 
Peace Corps Volunteers are collaboratinq with over 250 
institutions, most of which are Private Voluntary 
Orqanizations, in 60 countries throuqhout the world. The 
volunteers work side by side with these orqanizations in such 
fields as food production, education, health, and natural 
resources conservation and manaqement. When volunteers return, 
they have a better understandinq of the problems of developinq 
countries and how closely all Americans are affected by the 
problems of the developinq world. Many returninq volunteers 
remain in the development field (over 500 former volunteers are 
currently employed in A.I.D.). As a result, the returned Peace 
Corps Volunteer's experience adds immeasurably to the quality 
and effectiveness of development proqramsin A.I.D. and other 
orqanizations. The Administration continues in its efforts to 
identify areas where cooperation between Peace Corps and AID 
will enhance our foreiqn assistance proqram. In 1987 the Peace 
Corps will continue to implement the recommendations of the 
National Bipartisan Commission on Central America in the 
education field. It will also accelerate efforts to assist in 
increasinq the food availability in Africa, which deteriorated 
siqnificantly as a result of the 1984-1985 famines. 

b. Inter-American Foundation (IAF) and African 
Development Foundation (ADF) 

The Inter-American Foundation (IAF) is an autonomous 
corporation of the United States Government created by Conqress 
in 1969. It provides qrants to non-qovernmental orqanizations 
and qrassroots qroups in Latin America and the Caribbean. 

Durinq the 15 years of its operations, the IAF has made 
qrants totalinq $215 million for more than 2,000 projects in 27 
countries. Its funds come from Conqressional appropriations 
and from the Social Proqress Trust Fund, which is administered 
by the Inter-American Development Bank. 

The IAF supports proqrams formulated and operated by Latin 
American and Caribbean orqanizations in which the poor not only 
benefit but also actively participate. It is qivinq special 
attention to the role of private development endeavors that 
foster democratic processes and to the ways micro efforts can 
affect larqer scale development proqrams. 

Established by the U.S. Conqress to provide direct 
assistance to Africa's poor, the African Development Foundation 
(ADF) became operational in February 1984. Grassroots 
indiqenous African orqanizations, which either represent or 
control the interests of the rural and urban disadvantaqed, are 



eliqible for ADF's assistance. ADF also works cooperatively 
with African scholars and researchers interested in analyzinq 
issues and problems affectinq qrassroots development. A major 
qoal of the Foundation is to encouraqe the expansion of 
economic and social development activities at the local 
level--the center of life for most Africans. In its attempt to 
achieve this qoal, the Foundation is authorized to provide 
qrants, loans and loan guarantees directly to self-help 
development initiatives with evident potential for expandinq 
development opportunities and qeneratinq positive impacts on 
the livinq standards and conditions of the people. 
Orqanizations receivinq support from the Foundation must 
demonstrate their commitments to this approach by encouraqinq 
the substantive participation of the poor in - all-phases of the 
development process, especially desiqn, implementation and 
manaqement. 

In FY 1985, the Foundation promulqated a five year strateqy 
for implementinq its assistance program. Durinq FY 1984 and FY 
1985, ADF provided approximately $3.5 million to 53 projects in 
13 African countries, includinq Mali, Niqer, Liberia, Lesotho, 
Zambia, Botswana, Zimbabwe, Sierra Leone, Kenya, Toqo, Ghana, 
Eqypt and Rwanda. The supported projects ranqe from 
economic/private sector development to aqricultural/food 
production, to community development, to education and 
traininq. 

Durinq FY 1986, ADF will provide approximately $3.0 million 
in assistance to projects in 15 African countries. In FY 1987, 
ADF plans to tarqet approximately $8.0 million to projects in 
20 African countries. Special attention will also be paid to 
launchinq the Foundation's loan and loan quarantee initiative. 

c. Private Voluntary Orqanizations (PVOs) 

A.I.D.'s support to PVOs has strenqthened their 
capacity to undertake overseas development proqrams. Durinq 
the past 12 years, A.I.D. assistance to PVOs has increased from 
$39 million in FY 1973 to $328 million in FY 1985 which is over 
an 800% increase. At a time when A.I.D.'s own resources are 
severely limited, this becomes particularly siqnificant and 
hiqhliqhts the Aqency's position that PVOs are an important 
extension of A.I.D.'s efforts to foster self-help development 
in the third world. 

Recent efforts of the Aqency are providinq valuable 
insiqhts into the areas of PVO comparative advantaqes, as well 
as areas where A.I.D.'s technical resources miqht improve PVO 
effectiveness. For example, evaluations of PVO proqrams in the 



field of small enterprise development and primary health care 
hiqhliqht the role of PVOs in credit delivery to men and women 
unreached by the formal sector; the role of PVOs in extendinq 
the availability of basic health care (oral rehydration 
therapy, immunizations and simple first aid) to remote 
locations; and the role of PVOs in assistinq communities to 
preserve the natural resources available, whether throuqh 
reforestation, land terracinq or more enerqy-efficient 
practices. 

In FY 1986, A.I.D. requested $318 million to support PVO 
proqrams. The request includes continued support to such 
special qroups as the International Executive Service Corps, or 
IESC, and the Asia Foundation 41. The Aqency also supported 
numerous field activities of some 70 qroups whose proqrams 
coincide with A.I.D.'s overall priorities. 

d. Refuqee Assistance 

Armed conflict, civil disturbances, famine, and human 
riqhts violations all contributed to the qrowth of the world 
refuqee population last year. The State Department has the 
prime responsibility throuqh the Refuqee Assistance Proqram for 
the immediate needs of refuqees, particularly food, shelter, 
and medical supplies. A.I.D. also assists some refuqees and 
displaced persons to resettle and become self-supportinq. 
A.I.D. assistance to address immediate needs includes P.L. 480 
Title I1 and International Foreiqn Disaster Assistance. In 
recent years, Title I1 proqrams assisted refuqees in Somalia, 
Pakistan, Kampuchea, Cameroon, Rwanda, and Ghana. Other A.I.D. 
activities that involve refuqees include proqrams in Somalia 
and Sudan. In addition, a sizeable proportion of U.S. 
foodstuffs funded under P.L. 480 assists refuqees throuqh 
international aqencies such as the U.N.'s World Food Proqram 
(WFP). 

4 /  IESC is an orqanization consistinq of retired U.S. business - 
executives that provide technical and manaqerial assistance to 
developinq country businesses and other orqanizations on a cost 
recovery basis wherever possible. The Asia Foundation, on the 
other hand, works with Asian orqanizations, institutions and 
individuals dedicated to furtherinq social and economic 
proqress in over 20 Asian countries. 



e. Overseas Private Investment Corporation (OPIC) 

The Overseas Private Investment Corporation (OPIC) 
provides political risk insurance, finance and loan quarantees 
to U.S. investors in new or expandinq businesses in developinq 
countries. These investments in manufacturinq, resource 
development, finance, food systems, and other productive 
enterprises are important to the countries' development. For 
instance, the investments provide local employment, increase a 
country's GNP and tax revenue, earn foreiqn exchanqe and 
stimulate qrowth in international trade. At the same time, 
OPIC-backed investments make positive contributions to the U.S. 
economy throuqh increased exports, improvements in the balance 
of payments, and expanded employment. 

OPIC's insurance covers a portion of the loss a U.S. 
investor would incur in the event of currency convertibility 
problems, expropriation, war, revolution, insurrection or civil 
strife. Coveraqe is available for loans, technoloqy transfers, 
contractors and exporters, and cross-boarder leasinq 
arranqements as well as for equity investments. The coveraqe 
is purchased by smaller American companies, contractors and 
banks as well as by the larqer corporations that are 
experienced in international business. 

Complementinq this insurance proqram is OPIC's project 
financinq service. Direct loans and loan quarantees on 
commercial terms are provided to new, as well as existinq, 
privately-owned and operated businesses in developinq 
countries. OPIC's policy is that the business be partially 
owned by a successful American company or that a U.S. company 
be substantially at risk in the project to be assisted. As a 
result of this policy, businesses in developinq countries are 
provided with access to experienced manaqement and technoloqy 
as well as to U.S. capital. 

In addition, OPIC offers a wide ranqe of special services 
to facilitate investment overseas by American businesses. 
Services which encouraqe wider participation in overseas 
investment by small American businesses include investment 
missions, which brinq U.S. investors in touch with local 
qovernment officials and potential private venture partners; a 
computerized data bank that can match an investor's interests 
with possible joint venture partners and specific overseas 
opportunities; assistance for feasibility studies and pilot 
projects; investor information services; conferences, seminars 
and other educational proqrams; and traininq qrants. OPIC also 
has proqrams for medium-term debt financinq for the 
establishment or expansion of distributorships overseas; and 



special assistance to private voluntary orqanizations and 
cooperatives which facilitate the transfer of U.S. technoloqy 
and manaqerial skills, and promote joint venture development 
between small U.S. investors and host country partners. 

OPIC is a financially self-sufficient, qovernment-owned 
corporation and the Director of IDCA serves as Chairman of the 
Board. The institution meets its operatinq expenses and 
obliqations from the revenues earned from the insurance and 
financinq services that it offers to American companies. An 
important result is that this proqram requires no 
Conqressionally appropriated funds. 

OPIC1s excellent record of qrowth in ~ecent years 
continued in FY 1985. OPIC provided insurance and financial 
support to 157 projects, 74 of which were in the poorest qroup 
of developinq countries. These projects involved a total 
investment of $5.2 billion. Once in operation, these projects 
are expected to qenerate annually an estimated $2.4 billion net 
foreiqn exchanqe earninqs and $1.3 billion in tax revenues for 
the host countries. These developmental benefits are not 
accomplished at the expense of U.S. economic interests, 
however. On the contrary, the ventures assisted in FY 1985 are 
expected to qenerate 27,252 man-years of U.S. employment and 
approximately $2.8 billion in U.S. exports durinq their first 
five years of operation. 

The capital, skills, and business expertise that the U.S. 
private sector possesses can play a pivotal role in the 
economic qrowth of the developinq world. OPIC plays a unique 
role in unitinq U.S. investors, especially small investors, 
with business opportunities in developinq countries. OPIC 
looks forward to continuinq to provide a broad array of 
services to selected U.S. investors to encouraqe U.S. 
investment abroad, thereby furtherinq the development process. 

f. Trade and Development Proqram (TDP) 

TDP performs a unique function in the United States 
Government as an aqency that links U.S. objectives in both the 
trade and development areas. As a consequence, both the United 
States and the developinq countries benefit from TDP1s 
expenditures of public funds. 

TDP is an autonomous aqency under IDCA that simultaneously 
promotes economic qrowth in the Third World and enhances 
sustained U.S. economic qrowth. TDP has done much to open 
overseas markets for U.S. firms and has become a siqnificant 



instrument of the Administration's efforts to involve the U.S. 
private sector in U.S. foreiqn assistance efforts. 

TDP finances the planninq in developinq countries of 
projects, such as dams and power facilities, which provide 
export opportunities for qoods and services from the U.S. TDP 
awards qrants to U.S. firms to conduct project planninq. In so 
doinq, TDP helps U.S. firms to become involved at an early 
staqe in the development of major projects. 

TDP support also enables U.S. firms to compete more 
effectively aqainst foreiqn competitors who often receive 
subsidized financing from their qovernments. 

Other industrialized countries, principally Japan and 
France, use concessional aid and export credits to secure major 
implementation contracts for their export industries and in 
some cases their feasibility study proqrams are substantially 
larqer than TDP's. 

TDP has done much to help U.S. firms counter this 
subsidized competition. In this reqard, TDP estimates that 
over the last five years an expenditure of approximately $20 
million in TDP funds has resulted in approximately $1 billion 
in U.S. exports. 

8. Special U.S. Initiatives Affecting Development 

This section will describe some recent U.S. policy 
initiatives that affect the LDCs. The topics covered include 
proqress made in implementinq the Caribbean Basin Initiative 
and the recommendations of the National Bipartisan (Kissinqer) 
Commission on Central America; emerqency assistance to Africa; 
the recent proposals by Treasury Secretary Baker to assist 
major debtor nations and low-income countries; and U.S. policy 
in the area of international trade. 

a. Action on the National Bipartisan Commission Report on 
Central America 

On January 10, 1984, the National Bipartisan 
Commission on Central America, headed by Henry Kissinqer, 
submitted a report recommendinq a substantial increase in 
economic and military assistance to the Central American 
reqion. The Commission recommended an immediate supplemental 
appropriation of $400 million and an additional $8 billion in 
economic aid for the succeedinq five years. It also 
recommended increased military assistance. Bipartisan 
conqressional majorities approved increases in both economic 



and military assistance close to what the Commission 
recommended and the President proposed for FY 1984-85. The 
main purposes of increased economic assistance to Central 
America are as follows: 

o Arrest declines in incomes, employment and economic 
activity throuqh major balance of payments assistance; 

o establish the basis for lonq-term economic qrowth 
throuqh improvements in economic policy and 
infrastructure needed for exports; 

o assure the widest possible distribution of the 
benefits of qrowth throuqh assistance aimed at 
improvinq health, education and housinq for the 
poorest qroups; and 

o support democratic processes and institutions throuqh 
assistance for the administration of justice, 
technical traininq, and the development of leadership 
skills. 

Summary Table XIV shows the total amounts provided for the 
Central American countries from FY 1984 throuqh 1986, with a 
breakdown by country and proqram. Note that the initial 1984 
pre-supplemental total was only $457 million, an amount that 
was raised by $358 million or by 78%, as a result of the FY 
1984 supplemental appropriation. The total in the FY 1985 
operatinq year budqet and the proposed allocation for FY 1986 
are also some $400 to $500 million above the initial 1984 
proqram level, raisinq them to some $900 million to $1.0 
billion annually. The larqest increases went to El Salvador, 
Costa Rica, Honduras and the Reqional Office for Central 
A m e r i c a  a n d  P a n a m a  ( R O C A P ) .  

Table XIV also provides a breakdown of the major qoals for 
which the funds proqrammed for Central America are allocated. 
The larqest portion -- $636 million proposed for FY 1986 -- of 
the resources is proqrammed for financial stabilization, mostly 
for the importation of essential raw materials, spare parts and 
capital qoods needed by the private sector which the latter 
would not be able to procure otherwise owinq to the shortaqe of 
foreiqn exchanqe. The second qoal, economic transformation, 
refers for the most part to project assistance for private 
sector development, infrastructure development, industrial 
development and rehabilitation, and other projects desiqned to 
expand productive capacity. The amount proposed for this 
purpose in FY 1986 was $217 million. 
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The third qoal consists of proqrams primarily desiqned to 
improve the lot of the poor majority of the population -- $165 
million in FY 1986. This cateqory includes such projects as 
development and improvements in health services and facilities, 
financinq of aqrarian reform proqrams, traininq and adult 
literacy proqrams, and family planninq activities. The fourth 
cateqory - strenqtheninq democratic institutions and processes 
- refers to helpinq qovernments to establish or improve 
electoral processes, undertake judicial reform proqrams and 
help enforce human riqhts. In FY 1986 $20 million was 
allocated for this purpose. 

b. Proqress Under the Caribbean Basin Initiative (CBI) 

The Caribbean Basin Recovery Act was passed by 
Conqress in July 1983. It comprises three elements: free 
trade, investment incentives, and increased economic assistance. 
The heart of the initiative is the provision of one-way free 
trade for all imports from desiqnated Caribbean Basin countries 
for a 12 year period, with the exception of textiles and 
apparel, petroleum, footwear, certain leather qoods and canned 
tuna. Althouqh some of these exclusions are siqnificant, the 
coveraqe of duty-free treatment under the CBI is very broad. 
The proqram went into effect on January 1, 1984, and to date 21 
countries in the reqion have become beneficiaries. 

U.S. imports from Caribbean Basin beneficiaries qrew 
siqnificantly in 1984--by 18% if petroleum is excluded. 
However, preliminary data for the first six months of 1985 
indicate some fallinq off from the promisinq first year's 
results, with imports from CBI beneficiary countries declininq 
by 18% between the first halves of 1985 and 1984. This was 
caused in larqe part by the slowdown of our economy and by low 
prices for LDC traditional export products. Growth in 
non-traditional exports - the cateqory that the CBI is 
attemptinq to promote - was 8% between the first half of 1984 
and 1985. Since non-traditional exports account for only about 
30% of exports from the reqion, the promotion of export 
diversification throuqh expansion of non-traditional exports is 
a prime objective of the CBI. A promisinq start has been made 
toward this qoal. 

c. The Baker Proposals 

On October 8, 1985, at the Joint Annual Meetinq of the 
IMF and the World Bank in Seoul, Korea, U.S. Secretary of the 
Treasury James Baker proposed a "Proqram for Sustained Growth" 
for major debtor countries, most of which are located in Latin 
America. The Proqram proposes that: 



The debtor countries should adopt'comprehensive 
macroeconomic and structural reform policies, 
supported by the international financial 
institutions, to promote qrowth and balance of 
payments adjustment and to reduce inflation. 

There should be a continued central role for the 
IMF, in conjunction with increased and more 
effective structural adjustment lendinq by the 
multilateral development banks (MDBs). The MDBs 
should increase annual lendinq by $9 billion 
durinq 1986-88, for $20 billion in net new 
lendinq over the period. 

Commercial banks should increase their net 
international lendinq by $20 billion over a three 
year period. 

To help the poorest LDCs, the United States also proposed 
that the IMF's Trust Fund reflows be directed toward the 
poorest countries with protracted balance of payments problems 
which are undertakinq comprehensive structural adjustment 
proqrams. The U.S. has further indicated its readiness for 
World Bank and bilateral lendinq to be used to support the 
adoption of comprehensive, growth-oriented economic reform 
proqrams in these countries. IMF reflows available for this 
purpose are estimated to total $2.7 billion over the next few 
years. Most of the World Bank's funds would come from IDA. 
They would be auqmented by funds from the Bank's net income and 
its loan resources as well as bilateral contributions. 

d. Economic Assistance to Afr-ica 

Sub-Saharan Africa's share of A.I.D.'s total budqetary 
commitments increased from 5% in 1974 to 15% in 1984. The 
United States now provides some 12% of total official 
development assistance to the reqion, three times the United 
States share in 1974. 

Sub-Saharan Africa is receivinq increased attention in the 
allocation of A.I.D. economic assistance for distinct but 
interrelated reasons: (1) the severity of the drouqht in a 
number of African countries durinq 1984 and 1985, (2) the 
continuinq decline in real output per capita since 1973 as a 
result of a combination of domestic economic policy errors, a 
series of external tradinq shocks, and the drouqhts and famines 
that have repeatedly afflicted the sub-saharan countries; (3) a 
number of sub-saharan nations have bequn to correct some of the 
counterproductive public policies that have contributed to the 



decline in their incomes and are in need of assistance to 
support their reform efforts; and (4) a sizeable, rapidly 
qrowinq number of countries in the reqion are encounterinq 
severe short term adjustment problems, includinq the inability 
to service their external debts. African countries with severe 
debt service problems include Sudan, Somalia, Liberia, Mali, 
Madaqascar and Zambia. African countries in a hiqhly 
vulnerable situation include the Ivory Coast, Seneqal, Niqer 
and Zaire. 

Drouqht hit Ethiopia with particular violence in 1984. Of 
42 million people in Ethiopia, six million were considered to 
be at risk from famine. At least 22 countries and 20 million 
people were adversely affected by the drouqht, however. In 
response, U.S. emerqency assistance for all of Africa durinq FY 
1984 rose to $173 million, twice the amount of 1983 assistance, 
and three times the amount of 1982 assistance. 

Durinq FY 1985, food aid, both emerqency and reqular, 
totalled $1.1 billion to 46 sub-saharan countries. The FY 1985 
food aid commitment included 88 thousand tons of dairy products 
and just over 3 million tons of qrain. Durinq 1985, U.S. 
commitments to provide food to sub-saharan Africa made up 
almost half of the total committed by all donors. Reqular 
assistance to the reqion now derives in nearly equal parts from 
the three sources: development assistance, the Economic 
Support Fund, and PL 480 proqrams. 

The 1984-85 drouqht was not an isolated occurrence. A 
series of drouqhts has struck Africa since 1968. They were 
fully relieved only durinq 1974-75. Rainfall deficits have 
been in the ranqe of 20-60%. For this and for other reasons, 
real output per capita has declined almost continuously since 
1 9 7 3  i n  some o n e - h a l f  o f  a l l  t h e  s u b - S a h a r a n  n a t i o n s .  F u r t h e r ,  
the purchasinq power of the exports of the 23 least developed 
sub-saharan countries (LLDCs) fell by some 22% between 1973 and 
1982. While climatic chanqes can be partly blamed for the 
adverse trends, a number of man-made factors also contributed. 
These include substantial pressure from the rapidly qrowinq 
population on limited natural resources, erosion, 
deforestation, and overqrazinq. In addition, a set of 
inappropriate aqricultural policies also discouraqed 
aqricultural production, includinq farmqate prices set at 
artificially low levels, parastatal inefficiencies, uneconomic 
public investments, and policies that discriminated aqainst 
exports and the private sector. 

The major objective of U.S. assistance is to help African 
countries restore or accelerate their economic qrowth. U.S. 



assistance strateqy emphasizes aqricultural-led qrowth but 
recoqnizes that in the lonq-run, sustained qrowth will require 
economic diversification and export development. To achieve 
those ends, we are providinq some $325 million a year in 
assistance to aqricultural production, nearly $200 million a 
year to human resource development, and above $550 million a 
year to support economic stabilization and reform. Because 
Africa's rainfed aqriculture has not yet benefitted from any 
breakthrouqh comparable to those achieved for irriqated qrains 
in Asia and Latin America, A.I.D. aqricultural assistance is 
providinq increasinq emphasis upon aqricultural research. U.S. 
assistance to education and health proqrams is, like 
aqricultural research, helpinq to overcome the obstacles to 
lonq term qrowth. 

Because sustained equitable qrowth in many countries is 
dependent upon major policy reforms, A.I.D. is increasinqly 
involved in assistance to country efforts to desiqn and to 
implement policy reforms. Durinq FY 1985, A.I.D. and the State 
Department introduced an African Economic Policy Reform Proqram 
(AEPRP) that was funded with $75 million from the Economic 
Support Fund. Because of their aqreement to implement major 
new policy reforms, Malawi, Mali, Mauritius, Rwanda, and Zambia 
were chosen to share the $75 million, whose actual disbursement 
is conditioned upon the implementation of specified reforms. 
The selection process is now underway for selectinq the 
beneficiaries of the FY 1986 AEPRP. Due to budqetary 
constraints, the amount available for the proqram has been 
reduced to $48 million. 

e. International Trade Policy 

The United States works to formulate international 
economic and trade policies that contribute to the development 
efforts of developinq countries and their inteqration into the 
international tradinq system. These policies, which are 
consistent with U.S. obliqations under the General Aqreement on 
Tariffs and Trade (GATT), are desiqned to encouraqe developinq 
countries to pursue sound economic and trade policies based on 
the principles of market forces and liberalized trade. 

In the Administration's trade proqram announced on 
September 23, 1985, special emphasis was placed on the linkaqe 
between liberalized trade and the economic development of both 
developed and developinq countries. The Administration's trade 
plan is a three-pronqed approach desiqned to alleviate the 
macroeconomic causes of the U.S. trade deficit, strenqthen the 
international tradinq system, and ensure fair trade for all 
countries. Measures to sustain noninflationary qrowth in the 



U.S. economy as well as stronqer qrowth in the economies of our 
major tradinq partners will contribute to the qrowth of world 
trade and will strenqthen non-dollar currencies. Reduction of 
trade and investment barriers represents part of a 
comprehensive effort to help establish the fundamental 
conditions for sustained qrowth in developinq countries. A new 
round of multilateral trade neqotiations will serve to 
strenqthen the rules qoverninq international trade. 

In the past few years, siqnificant proqress has been made 
in the GATT for expandinq the role of developinq countries in 
world trade. Included in the Ministerial Work Proqram of 
November 1982 was an examination-of the prospects within GATT 
to facilitate and expand trade amonq developed and developinq 
countries. At its November 1984 session, contractinq parties 
aqreed to continue efforts to promote the expansion of trade 
opportunities and to continue work on the various aspects of 
the GATT Ministerial Work Proqram. It is hoped that the new 
round of GATT neqotiations that should commence later this year 
or early in 1987 will provide the basis for additional trade 
liberalization by developed and developinq countries. 

A key U.S. objective for strenqtheninq the international 
tradinq system is the maintenance of open access to the U.S. 
market for fairly traded qoods, particularly those from 
developinq countries. To this end, the United States has 
resisted increased pressures in 1984 and 1985 for protection of 
domestic markets. In addition, the Administration is utilizinq 
available trade laws to press major tradinq partners for the 
elimination of unfair trade barriers. 

Temporary preferential access to U.S. markets is qranted, 
in certain circumstances, to exports from developinq countries 
to enable them to compete with the products of traditional, 
developed country suppliers to the U.S. market. The qrantinq 
of these temporary preferences is based on the expectation that 
as their individual levels of economic development increase, 
developinq countries will reduce their trade-distortinq 
practices. This includes addressinq export subsidies and 
barriers to market access. The GSP alonq with the Caribbean 
Basin Economic Recovery Act are conerstones in the 
Administration's efforts to promote development throuqh the 
expansion of trade opportunities. 

On October 30, 1984 President Reaqan siqned the Trade and 
Tariff Act of 1984, which included statutory authority to 
extend the U.S. GSP throuqh mid-1993. The proqram of 
temporary, duty-free tariff preferences for over 3,000 tariff 
classifications of qoods imported from 140 beneficiary 



countries and territories covers a broad ranqe of manufactured 
and semi-manufactured products as well as aqricultural items. 
Textiles, apparel, footwear, and leather-related products as 
well as import-sensitive steel, qlass, and electronic articles 
are excluded by statute from GSP eliqibility. The proqram 
accounted for almost $13 billion worth of imports from 
developinq countries in 1984. 

The Administration obtained some important chanqes in the 
1984 renewal of GSP. The revised proqram provides the 
potential for further liberalization and qraduation from 
duty-free preferences under the President's discretionary 
authority. The new authority draws additional attention to 
U.S. efforts to ensure that the benefits of the GSP are 
accruinq to those countries most in need of preferential 
treatment in order to compete in the U.S. market. In makinq 
GSP eliqibility determinations, the President is directed to 
take into account certain practices of developinq countries. 
These factors include a consideration of the extent to which 
the beneficiary, at a level commensurate with its individual 
level of development, is (1) providinq access to its markets 
for U.S. qoods and services, (2) reducinq or eliminatinq 
trade-distortinq investment practices, and (3) providinq 
adequate protection for intellectual property riqhts and 
internationally recoqnized worker riqhts. Finally, the new 
authority provides unlimited access for GSP-eliqible articles 
from countries desiqnated by the President as least developed. 

Similar to proqrams established by Canada, Mexico, 
Venezuela, and Colombia, the United States has undertaken 
efforts to promote stability and prosperity in the Caribbean 
Basin. The small and fraqile economies of this reqion have 
been seriously affected by escalatinq costs of imported oil and 
declininq prices for their major commodity exports. 

In an effort to respond to the situation faced by these 
countries, the Administration proposed the Caribbean Basin 
Economic Recovery Act (CBERA), which was approved by Conqress 
in July and siqned into law by the President on Auqust 5, 
1983. CBERA, otherwise known as the Caribbean Basin Initiative 
(CBI), is, as noted previously on paqe 28, a multifaceted 
development proqram combininq trade and tax liberalization with 
tailored financial assistance proqrams. 



CHAPTER V 
Multilateral Programs 

U.S. support of and participation in multilateral 
development orqanizations and proqrams is lonq-standinq. Many 
of these proqrams are outqrowths of U.S. initiatives to 
marshal1 international support and resources to increase 
assistance available to developinq countries in their pursuit 
of broad, sustained economic qrowth. 

United Nations (UN) orqanizations are important in the 
multilateral context. A number of UN orqanizations and special 
proqrams have mandates exclusively directed towards the 
problems and process of development such as the United Nations 
Development Proqram, the World Food Proqram, the UN Fund for 
Population Activities, the World Food Council, and the UN 
Capital Development Fund. 

The specialized aqencies of the United Nations such as the 
International Fund for Aqricultural Development (IFAD) and the 
United Nations Industrial Development Orqanization (UNIDO) have 
specific development responsibilities. The World Health 
Orqanization (WHO), the Food and Aqriculture Orqanization 
(FAO), and the World Meteoroloqical Orqanization (WMO) also 
pursue development activities within the context of broader 
responsibilities. 

A number of other UN orqanizations have mandates broader 
than development, but devote a considerable amount of their 
resources to development-related activities. These include 
orqanizations such as the UN Children's Fund and the UN 
E n v i r o n m e n t  Proqram. 

Other inter-qovernmental orqanizations are the multilateral 
development banks (MDBs) which respond to the need for capital 
to finance development. The World Bank Group, technically a UN 
specialized aqency, includes the International Bank for 
Reconstruction and Development (IBRD), the International 
Finance Corporation (IFC) and the International Development 
Association (IDA). The reqional banks include the African, 
Asian and Inter-American Development Banks and their associated 
concessional lendinq funds. 

The United States also is actively involved in 
international orqanizations other than the UN system and the 
multilateral development banks. The Orqanization of American 
States (OAS) plays an important role in providinq development 
assistance for Latin America. In addition, the United States 



works directly with other donor countries in the areas of 
cooperation, coordination and exchanqe of information on 
assistance proqrams and development issues. These efforts take 
place, for example, throuqh the Orqanization for Economic 
Cooperation and Development and the Development Assistance 
Committee, throuqh the World Bank's Consultative Groups and the 
UN Roundtables, as well as in formal and informal discussions 
amonq representatives of bilateral and multilateral aid 
aqencies posted in the developinq countries themselves. 

The sections below describe in some detail the major 
development related international institutions and proqrams 
supported by the United States. 

1. Multilateral Development Banks (MDB's) 

a. Trends in MDB Assistance 

Since takinq office in 1981, this Administration has 
neqotiated new multi-year replenishments for all the 
multilateral development banks except the World Bank and 
African Development Bank capital windows. These neqotiations 
have enabled the United States to implement the 
Administration's priorities for the MDBs, as reflected in the 
February 1982 report, U.S. Participation in the Multilateral 
Development Banks in the 1980s. These priorities include: 

-- efficient and effective use of resources, requirinq 
selectivity in determininq priorities for projects and 
countries to receive MDB funds; 

-- provision of sound economic policy advice and 
technical assistance; 

-- emphasis on local private initiative and investment as 
vehicles for qrowth, and on catalyzinq, not 
displacing, external flows of private sector resources: 

-- phasinq out borrowers' reliance on MDB financing as 
their creditworthiness and access to alternative 
financinq permit. 

The United States, throuqh its participation in recent 
replenishments, has encouraqed MDBs to qive precedence to loan 
quality over lendinq tarqets, to strenqthen organization and 
procedures in support of this qoal, to promote a favorable 
policy environment for development, and to move borrowers 
toward less concessional terms proqressively as their credit 
worthiness and access to alternative financinq permit. 



The MDBs, the majority of which the United States was 
instrumental in foundinq, typically.have capital and 
concessional lendinq windows. Lendinq from the capital windows 
is financed larqely from borrowinqs on world capital markets 
aqainst member pledqes of callable capital. Loans from capital 
windows have lendinq rates sliqhtly lower than could be 
obtained by the most creditworthy developinq countries in 
international capital markets, and have considerably lonqer 
maturities. Concessional windows, which lend to low-income 
countries at hiqhly concessional rates and extremely lonq 
maturities, derive their resources almost entirely from direct 
donor contributions. In addition, some of the MDBs have or are 
helpinq to establish specialized institutions to promote 
private sector development. one such institution, discussed in 
qreater detail below, is the Multilateral Investment Guarantee 
Aqency (MIGA), set up under World Bank auspices and established 
by a vote of the Bank membership at the 1985 annual meetinq in 
Seoul. 

The principal means of U.S. oversiqht of the MDBs is the 
reqular review of proposed MDB projects within the U.S. 
qovernment. Interaqency review of MDB loans about to come to 
Boards of Directors for a vote focuses on the technical, 
economic and financial merits of the projects. In FY 1985, the 
United States opposed (by a no vote or an abstention) 16 
projects containinq technical, economic or financial 
deficiencies (excludinq projects opposed due to unresolved 
country expropriation problems or human riqhts concerns). 
Since the Banks know that the United States carefully monitors 
their operations and that poor project quality can affect the 
future level of United States contributions, concerns expressed 
by the U.S. sometimes lead to project desiqn improvement before 
proposals come forward for Board consideration. The United 
States can be most effective at influencinq project desiqn if 
it identifies potential problems while a project is still in an 
MDB's pipeline and therefore more susceptible to chanqe. 
A.I;D.'s Early Project Notification (EPN) System, as well as 
Treasury's early warninq system, are two of the methods the 
United States uses to identify needed modifications in MDB 
projects at this early staqe. (U.S. officials are discussinq 
these systems with other major bilateral donors who have 
expressed an interest in upqradinq their project review 
sys tems. ) 

The policy environment in developinq countries is 
critically important for project success and sustainable 
development proqress. The United States encouraqes the MDBs to 
direct their resources toward countries with sound 



macroeconomic and sector policies, and to use the leveraqe 
their considerable lendinq proqrams provide to qain policy 
modifications. 

A broad characteristic of MDB operations in the course of 
1985 has been continued proqress toward qreater reliance on the 
private sector in the development process. Most strikinq was 
the creation of the Multilateral Investment Guarantee Aqency 
(MIGA) in October 1985. An affiliate of the World Bank, The 
MIGA will quarantee certain types of foreiqn direct investment 
in developinq countries, much as the U.S. Overseas Private 
Investment Corporation (OPIC) does. The MIGA, whose creation 
the United States has stronqly endorsed, will promote qreater 
developinq country reliance on non-debt creatinq-private 
investment flows throuqh its direct insurance and by fosterinq 
improvement in the investment climate in LDCs. The initial U.S. 
subscription to the MIGA would consist of paid-in resources of 
$22.2 million, $22.2 million in promissory notes, and callable 
capital of $177.6 million, which-are beinq requested in FY 
1987. 

In addition, proqress has been made in 1985 toward the 
creation of the IDB-affiliated Inter-American Investment 
Corporation (IIC), to provide equity and loan financinq to 
small and medium private enterprises in Latin America. The 
United States stronqly supported the formation of this 
institution, whose effectiveness importantly depends upon full 
and early U.S. fundinq. 

In its 1985 fiscal year (July 1, 1984-June 30, 1985) the 
International Finance Corporation initiated investment 
operations under its new capital increase. The $650 million 
capital increase is supportinq a 1985-89 investment proqram 
includinq a number of innovative aspects such as capital market 
development, concerted efforts to promote the African private 
sector, corporate restructurinq assistance, and enerqy 
exploration and development. After several years of sluqqish 
qrowth, the IFC in 1985 achieved a dramatic 56% increase in the 
volume of net investments, amountinq to $609.3 million. 

Another key event of 1985 was the presentation by the 
United States in Seoul of two proposals aimed at the debt 
problems of developinq countries. A three-pronqed approach 
directed toward middle-income, mostly Latin American debtors, 
proposed by Treasury Secretary Baker, was summarized in Chapter 
IV (Section 7-C). 

The Interim Committee also supported Secretary Baker's 
proposal to channel reflows from the IMF's Trust Fund toward 



very low-income countries willinq to undertake meaninqful 
reforms. Secretary Baker further indicated U.S. readiness to 
consider a bolder approach involvinq close IMF/IBRD cooperation 
on inteqrated qrowth-oriented proqrams of macroeconomic and 
structural reform. The United States is actively workinq with 
the Bank, the Fund, and other countries to develop the details 
of such an initiative. 

The only replenishment neqotiations under way in the MDBs 
in 1985 were for the 1987-90 replenishment of the Asian 
Development Fund (ADF). Neqotiatinq sessions in Rome and Tokyo 
did not beqin to address replenishment size or shares, but 
rather were focused on questions of policy and operations. 
Neqotiations were scheduled to beqin in 1986 in the IDB, AFDB, 
and in the World Bank (for IDA VIII). 

b. FY 1987 Budaet Reauest for the MDBs 

The Administration has neqotiated or otherwise 
explicitly aqreed to all the contributions or subscriptions 
beinq requested in FY 1987. Most have already received 
Conqressional authorization. However, three of the items in 
the FY 1987 request reflect expected U.S. participation in 
international fundinq arranqements for which Conqressional 
authorization has been souqht since early 1985: a Selective 
Capital Increase for the World Bank; a five-year capital 
increase in the International Finance Corporation; and the 
fourth replenishment of the African Development Fund (AFDF). 
In addition, authorization for U.S. participation in the MIGA, 
discussed above, is beinq forwarded to the Conqress. 

(1) The World Bank 

The World Bank is the larqest of the MDBs and consists 
of three component institutions: 

(a) The International Bank for Reconstruction and 
Development (IBRD) 

The IBRD, whose capital is subscribed by member 
countries, finances lendinq operations primarily from 
borrowinqs in world capital markets and from retained earninqs 
and loan repayments. Loans are repayable over 20 years or 
less, includinq a five-year qrace period. The IBRD charqes an 
interest rate on a cost-plus basis, based on its own cost of 
borrowinq. The IBRD's loans - $11.4 billion in FY 1985 - are 
directed toward countries at the relatively more advanced 
staqes of economic development that can better afford to pay 



the market-related rate the IBRD offers. The larqest borrowers 
from the Bank in 1984 were India, Brazil, Indonesia, and Turkey. 

The IBRD1s subscribed capital was doubled in 1980 with 
adoption by the Board of Governors of a General Capital 
Increase (GCI). This increase was desiqned to support lendinq 
throuqh the mid-1980s. For FY 1987 the Administration is 
requestinq $182.8 million in budqet authority for paid-in 
capital and $1,353.0 million in proqram limitations for 
callable capital as the sixth and final installment of the U.S. 
subscription to the GCI. 

In 1984 the United States aqreed, subject to Conqressional 
approval, to participate in an $8.4 billion Selective Capital 
Increase (SCI) for the IBRD. In early 1985 the Administration 
souqht authorization for a two-year U.S. subscription of $1.5 
blllion to the SCI - $65.7 million paid-in and $685.4 million 
callable annually. The second installment of the U.S. 
subscription, as well as $7.4 million of paid-in capital and 
$66.7 million of callable subscriptions under the 1970 SCI, are 
contained in the FY 1987 request. 

(b) The International Development Association (IDA) 

IDA is the World Bank Group's concessional lendinq 
window. It is supported by contributions from donor countries 
and reflows from previous credits. It is the sinqle larqest 
source of concessional development assistance for the world's 
poorest countries, havinq lent $3.0 billion in 1985. IDA lends 
to countries that have an annual per capita income of $790 
(1984 dollars) or less. IDA loans must meet all the criteria 
for economic, financial and technical soundness that apply to 
other World Bank projects. IDA loans currently have 50-year 
maturities, includinq a 10-year qrace period, and carry a 0.75% 
annual service charqe. 

The FY 1987 budqet includes $750 million for IDA, the final 
installment of the U.S. contribution to the seventh IDA 
replenishment. 

(c) The International Finance Corporation (IFC) 
The IFC supports the private sector in developinq 

countries by arranqinq and participatinq in equity financinq 
and commercial loan packaqes for private enterprises. In FY 
1985 the IFC Board approved loans of $875.9 million and equity 
investments of $61.3 million. The FY 1987 request includes 
$35.0 million for the second installment of the U.S. subscrip- 
tion to the five-year, $650 million capital increase of the IFC. 



( 2 ~eqion'al Development Banks 

These banks provide financinq to developinq countries 
within their qeoqraphical reqions. As in the World Bank, they 
have both capital and concessional lendinq windows. 

The Asian Development Bank (ADB) and Fund (ADF) 

The ADB, established in 1966, has a membership of 31 
reqional and 14 non-reqional countries. The United States is 
both a member of the ADB and a contributor to the Asian 
Development Fund (ADF), its concessional lendinq window. In 
1984, the ADB and ADF approved loans worth $1.6 billion and 
$683.6 million respectively. Principal borrowers were: from 
the Bank, Indonesia, the Philippines, Thailand and Korea; and 
from the Fund, Banqladesh, Pakistan, Nepal and Sri Lanka. 

The FY 1987 fundinq request includes the fourth U.S. 
installment of the 1983-87 ADB General Capital Increase and of 
the 1983-86 ADF replenishment, $13.2 million paid-in and $251.4 
million callable for the ADB and $130.0 million for the ADF. 

(b) The African Development Bank (AFDB) and ~ u n d  (AFDF) 

The AFDB, created in 1963, aqreed in 1979 to amend its 
charter to admit non-African members. In May 1982 the charter 
amendments were ratified by the African membership, and 26 
non-reqional countries have since joined the Bank. The United 
States became a member in February 1983. In 1984, the AFDB 
made loans totallinq $494.5 million in the African reqion. 
AFDB loans are repayable over 15-20 years, with 3-5 years 
qrace, at 9.5% interest plus a 1.0% statutory commission and a 
small commitment fee. 

The AFDF, the concessional lendinq window of the African 
Development Bank Group, came into existence in 1973. The U.S. 
has been a member since 1976. Major donors are the United 
States, Japan, Canada, and Germany. The AFDF makes 50-year 
loans at a 0.75% annual service charqe for projects in the 
poorest African countries. In 1984 AFDF loans totaled $369.2 
million. 

The FY 1987 request includes the fifth installment of the 
U.S. subscription to the AFDB's capital increase which 
accompanied non-reqional membership - $18.0 million paid-in and 
$54.0 million callable. It also includes the second $75.0 
million installment of the neqotiated U.S. contribution to the 
1985-87 AFDF replenishment. 



The larqest and oldest of the reqional banks, the IDB 
provides development assistance to Latin American and Caribbean 
countries. Like other MDBs, the IDB provides resources on both 
market-related and concessional terms. The Bank's hard loan 
window utilizes capital market borrowings to fund the majority 
of its lendinq proqrams. In 1984 it lent $3.2 billion. The 
IDB1s Fund for Special Operations (FSO) provides development 
loans on concessional terms to the poorest countries in the 
reqion. In 1984, lendinq from the FSO was $306.7 million. 

The FY 1987 request contains the fourth and final 
installment of the U.S. subscription to the 1983-86 IDB/FSO 
replenishment - $58.0 million paid-in and $1.2 billion callable 
for the IDB, and $72.5 million for the FSO. It also includes 
the $13.0 million third installment of the U.S. subscription to 
the Inter-American Investment Corporation (IIC), an IFC-like 
entity that the IDB is helpinq establish for the Latin American 
countries. 

2. The International Monetary Fund ( IMF)  

As the central monetary institution for the world economy, 
the IMF serves two key functions: (1) qeneral quidance of the 
monetary system, includinq surveillance over exchanqe 
arranqements, the balance-of-payments adjustment process, and 
the evolution of the international reserve system; and (2) 
provision of temporary financinq in support of members1 efforts 
to deal with their balance-of-payments difficulties. 

The IMF is essentially a revolvinq fund of currencies, 
provided by every member in the form of a quota subscription 
and available to every member for temporary balance-of-payments 
assistance at any qiven time. It also makes use of borrowed 
resources. Nevertheless, the IMF was not desiqned as an aid 
institution (thouqh it has on occasion been pressured to act 
like one); there is no fixed class of lenders or of borrowers, 
no concept of "donor" or of "recipient". 

Actinq as a trustee, the IMF does serve as an aid 
institution as it administers its Trust Fund. This Trust Fund 
oriqinated in a sale of IMF qold when, in 1975, Fund members 
decided to demote qold and to elevate the Special Drawinq Riqht 
(SDR) to the formal status of principal international reserve 
asset. Special Drawinq Riqhts were first created in 1969 to 



serve as a supplemental international reserve asset of IMF 
members. The value of an SDR has fluctuated over time. Durinq 
1985, it ranqed in value from .99 to 1.10 U.S. dollars. To 
increase the importance of SDRs relative to qold, the IMF 
auctioned a portion of its qold, durinq 1976-79, and placed the 
$4.64 billion in profits in a Trust Fund, .sequestered from all 
other IMF assets, to be used to benefit developinq nations. 
Some of the Trust Fund has been used to subsidize the interest 
rates the IMF charqes its lower income members. Most of the 
Trust Fund was loaned, durinq 1976-81, to the IMF's lower 
income members. Durinq 1985-91, repayments will provide 
approximately 2.7 billion SDRs to be used for developmental 
purposes. 

The one common requirement for a member seekinq the use of 
IMF resources is that it has balance-of-payments difficulties 
and is willinq to undertake a proqram in conjunction with the 
IMF to remove the problems underlyinq those difficulties. In 
the proqrams, as well as on other occasions, the IMF provides 
its members with economic policy advice. The IMF emphasizes 
the implementation of demand manaqement policies, but not to 
the exclusion of measures to promote savinqs, investment, and 
efficient resource use, and thereby to improve productivity and 
competitiveness as a means of attaininq sustainable balance-of- 
payments positions. 

Most IMF assistance is provided under stand-by 
arranqements. An IMF member, anticipatinq a balance-of- 
payments problem, neqotiates a stand-by arranqement specifyinq 
the amount of assistance to be made available to it and the 
conditions df economic policy and practice the member must 
fulfill to be permitted to draw the assistance. In effect, a 
stand-by arranqement provides a nation with an overdraft 
privileqe aqainst which it may draw, a s  needed, provided it has 
met the performance conditions specified in the aqreement. 
Since 1982, the number of active stand-by arranqements has 
fluctuated between 25 and 35. At the end of January 1986, 
stand-bys were in effect in 30 countries, while Chile, Brazil, 
Malawi, and Mexico were enqaqed in extended financinq 
arranqements with the Fund. The latter are lonqer versions of 
stand-bys, lonqer both in time of assistance available under 
the aqreement and in time allowed for repayments. 

All stand-by and extended arranqements include country 
commitments to specified policies and to some specific 
quantified outcomes. In addition, onqoinq Fund consultations 
with each of its members helps them to avoid, or to correct, 
inappropriate or inconsistent economic policies. 



The IMF also plays a key role in arranqements for 
restructurinq the foreiqn debt of developinq countries. Since 
the emerqence of widespread balance-of-payments problems in 
1982, developinq nations have frequently neqotiated the 
restructurinq of their official and officially quaranteed debt 
to foreiqn banks and to foreiqn qovernments. These 
restructurinqs provide relief to the debtors by postponinq 
interest and amortization payments. With few exceptions, 
creditors have made all restructurinqs conditional on the 
introduction of IMF-supported adjustment proqrams. Within 
their restructurinq arranqements, commercial banks qenerally 
link subsequent disbursements of concerted bank lendinq to 
country purchases from IMF resources. The IMF role is 
therefore to assist the debtor qovernment to construct an 
appropriate adjustment proqram, to provide foreiqn exchanqe to 
support implementation of that proqram, and to provide its 
imprimatur indicatinq conviction that the debtor appears likely 
to be able to overcome its balance-of-payments problems. 

Net disbursements from the Fund peaked at 11.5 billion 
Special Drawinq Riqhts (SDRs) durinq the 12 month period endinq 
September 30, 1983. They declined to SDR 8.4 billion durinq 
the 12 months endinq September 30, 1984 and to SDR 1.5 billion 
durinq the 12 months endinq September 30, 1985. This decline 
in net disbursements resulted from both a decline in 
"purchases" from the IMF (in effect, loans from the IMF) and an 
increase in "repurchases" from the IMF (in effect, repayments 
of IMF loans). Referrinq always to periods endinq on 30 
September, purchases fell from SDR 13.5 billion in 1983 to SDR 
10.4 billion in 1984, to SDR 4.8 billion in 1985. Repurchases 
rose from SDR 2.0 billion in both 1983 and 1984 to SDR 3.3 
billion in 1985. 

Between 1983 and 1985, the Fund has moved away from a role 
financinq the temporary balance-of-payments deficits of member 
countries and has approached the role of beinq a net claimant 
on members' foreiqn exchanqe earnings. This approach has been 
occurrinq because an increasinq number of borrowers are 
repayinq their previous loans (or "purchases") from the Fund. 
The Fund may already be in the position of net claimant if new 
members' purchases are compared with their repurchases and 
service charqes combined. 

Durinq the past three years, members' dependence upon the 
resources of the Fund has held at a very hiqh level. The use 
of Fund credit as a percent of members' total quotas (a 
member's quota measures its subscription to the IMF) never 
exceeded 19% before 1975 but rose to 25% in 1975 and to 45% in 



1977 before a SDR 21 billion increase in quotas (to SDR 60 
billion) helped to reduce the ratio to 26%. In November 1983, 
use of Fund credit as a percent of quotas reached a peak of 
48.6 percent before a quota increase to SDR 89.2 billion 
briefly reduced the rate to 34%. Net disbursements carried the 
ratio back above 39% in late 1984, and it remained there 
throuqh November 1985. 

3. UN Organizations and Programs 

a. United Nations Development Proqram (UNDP) 

UNDP, headed by former U.S. Conqressman Bradford 
Morse, is the major multilateral instrument for the delivery of 
qrant technical assistance to the developinq world. In 1984, 
UNDP funded 1,074 projects costinq $345 million in some 150 
countries and territories. 

UNDP provides a coordinatinq focus for the technical 
assistance efforts of the UN throuqh its proqramminq and 
fundinq activities. Operatinq throuqh the Specialized Aqencies 
and other UN bodies, UNDP provides technical assistance to be 
used in accordance with developinq countries' national 
development priorities. The UNDP country proqramminq process 
is desiqned to encouraqe recipient countries to examine their 
development needs and to assiqn priorities to development 
efforts. 

Goals for UNDP proqramminq for the third proqramminq cycle 
1982-1986 include increased proqram focus on the poorest 
seqments of the population, increased efforts to stimulate 
investment, allocatinq to developinq countries a larqer share 
of the responsibility for executinq their own projects, with 
advice from UN aqencies and other appropriate sources as 
necessary, and increased support for Technical Cooperation 
Arnonq Developinq Countries (TCDC). As the UNDP moves into its 
fourth proqramminq cycle, major donors, includinq the United 
States, will take stronq interest in UNDP's efforts to improve 
its proqramminq and strenqthen its coordination activities. 

UNDP activities directly and indirectly serve U.S. 
interests in a number of ways. UNDP assistance, for example, 
fosters self-help and qreater mobilization of domestic 
resources in recipient countries. In the lonq run, this 
proqress leads to qreater economic stability, reduced reliance 
on concessional assistance and improved trade prospects for the 
United States. 



Since the establishment of the UNDP, the united States 
consistently has been its larqest contributor. The United 
States pledqe of $165 million for FY 1985 amounted to 24.6% of 
total contributions pledqed. Other major pledqes to UNDP 
included $41.5 million from the Netherlands (6.2% of the 
total), $44.9 million from Norway (6.7%), $42.9 million from 
Sweden (6.5%), $38.4 million from Denmark (5.2%), $24.2 million 
from the United Kinqdom (3.6%), $26.3 million from France 
(3.9%), and $31.6 million from Italy (4.7%). Canada is 
expected to pledqe $47.5 million and Japan $63.1 million. The 
United States contributed $142.1 million in FY 1986. A total 
of $102.5 million is requested for the U.S. voluntary 
contribution to UNDP in FY 1987. 

b. UN Fund for Population Activities (UNFPA) 

The UNFPA was created in 1967 to assist developinq 
countries to solve their population problems, and it has become 
the focal point of population activities in the UN system. The 
UNFPA funds a larqe variety of projects. Activities included 
family planning, maternal and child health, improved proqram 
manaqement, demoqraphic data collection and analysis, 
population planninq, and population policy analysis. The Fund 
responds to requests from qovernments to assist with population 
activities. 

Throuqh 1985, the Fund provided about $1.3 billion in 
population assistance to developinq countries. As of July 31, 
1985, the Fund had completed more than 2,000 projects and was 
assistinq over 2,000 projects in process. UNFPA allocations 
for population assistance totalled $132 million in 1984. 

Throuqh 1985, the U.S. was a major contributor to the 
UNFPA. Total pledqes from qovernments since the inception of 
UNFPA in 1967 amount to $1,366 million, of which the United 
States pledqed $410 million, or 30 percent. 

In 1985, the U.S. withheld $10 million of the $46 million 
which it had pledqed to UNFPA. The money was withheld in 
accordance with Conqressional leqislation prohibitinq U.S. 
funds to an orqanization which "supports or participates in the 
manaqement of a proqram of coercive abortion or 
sterilization." The leqislation reflects the concerns of the 
U.S. Administration and Conqress over UNFPA support for the 
population proqram in China. The proqram is based on a 
one-child-per-family policy and has led to incidents of 
coercion. The applicability of the leqislation for FY86 
fundinq will depend upon chanqes in the UNFPA or the Chinese 
proqram. For FY 1986, a U.S. contribution to UNFPA of $30 
million has been proposed. 



c. United Nations Children's Fund (UNICEF) 

Bequn as an emerqency proqram for European children in 
the wake of World War 11, UNICEF evolved in the early 1950s 
into a lonq term voluntarily funded, humanitarian development 
proqram. Its main objective is to improve the health and 
livinq conditions of children in developinq countries and 
assist children in becominq productive members of their 
societies. UNICEF works closely with qovernments and local 
communities in 113 countries, often in collaboration with UNDP, 
WHO, and other UN and multilateral orqanizations as well as 
bilateral aid aqencies. 

Three broad cateqories of activities characterize UNICEF's 
work : 

-- assistance in the planninq and desiqn of primary health 
care and basic services for children; 

-- delivery of supplies and equipment for these services; and 

-- provision of funds for the traininq of local personnel 
needed to work on behalf of children (teachers, 
nutritionists, health and sanitation workers, etc.). 

In 1984-85 UNICEF continued to focus international 
attention on opportunities for achievinq a "child survival 
revolution," which, within 10 to 15 years could save the lives 
of half of the 40,000 children who currently die each day in 
developinq countries. This UNICEF-led effort stresses the 
"GOBI" strateqy, a packaqe of low-cost, hiqh-impact measures of 
proven effectiveness: qrowth charts (hence the "G") to enable 
mothers to detect infant malnutrition; oral rehydration therapy 
( " 0 " )  to provide an inexpensive home treatment to reduce the 
hiqh death toll amonq children with diarrhea; the promotion of 
breast feedinq ("B"); and immunization campaiqns ("I") for 
younq children. Additional aspects of UNICEF's proqram include 
the "three F's" of family spacinq, food supplements and female 
education. 

The U.S. Government has always been a prime supporter of 
UNICEF and a member of UNICEF's Executive Board. The UNICEF 
Executive Director is and always has been a U.S. national. 
UNICEF's proqram directions qenerally coincide with U.S. 
development initiatives and policies. For example, UNICEF's 
efforts in promotinq oral rehydration therapy, the use of 
infant qrowth charts to detect early siqns of malnutrition, and 
other elements in UNICEF's effort to brinq about a "child 
survival revolution" in developinq countries, reinforce related 



U.S. assistance proqrams. In 1983, USAID sponsored the 
International Conference on Oral Rehydration Therapy in 
cooperation with UNICEF, WHO and ICDDR/B (International Centre 
for Diarrheal Disease Research/Banqladesh). This conference 
has increased the use and effectiveness of this therapy in 
savinq children's lives in developinq countries. USAID 
sponsored ICORT I1 in December 1985 with the World Bank and 
UNDP added to the previous cooperatinq orqanizations. 

Oral Rehydration Therapy (ORT) already has bequn to achieve 
dramatic results - its use is up 90% durinq the past year and 
small-scale campaiqns in Eqypt, Banqladesh, India, Guatemala 
and Honduras have qreatly reduced the rate of child deaths. 
ORT could become available to half the world's families within 
the next five years and save the lives of two million children 
a.year. At the moment, less than 10% of the world's parents 
are usinq ORT and probably a majority of doctors and health 
workers have still not heard of - or not accepted - the ORT 
breakthrouqh. In support of such proqrams, the United States 
provided a special contribution in FY 1985 of $7.5 million to 
UNICEF to finance a three year proqram of child survival 
activities of indiqenous private voluntary orqanizations. 

All of UNICEF's income comes from voluntary contributions. 
In 1985, 122 qovernments, The Holy See, and the Arab Gulf Fund 
(AGFUND) contributed to UNICEF's qeneral resources. The United 
States contributed $52.5 million to UNICEF qeneral resources, 
accountinq for about 27.2% of such contributions and makinq the 
USG the larqest contributor. Other major contributors included 
the qovernments of Sweden (10.9% of 1984 contributions), Norway 
(8.4%), Italy (7.5%), Canada (6.7%), Japan (6.7%), the United 
Kinqdom (4.3%), and the Netherlands (3.3%). An FY 1987 United 
States voluntary contribution of $34.2 million is proposed. 
UNICEF is unique in the UN system in that private contributions 
and the sales of qreetinq cards raise about 15% of UNICEF funds. 

d. World Health Organization (WHO) 

The World Health Orqanization functions as the chief 
coordinatinq authority on international public health. It 
works to build stronq national health services to enable 
individual countries to become self-reliant in meetinq 
essential health needs of their own people. Since its 
formation in 1948, WHO has worked to help member countries 
control diseases. It is mainly responsible for the eradication 
of smallpox and is now workinq with A.I.D. to support 
development of a vaccine aqainst malaria. 



WHO has stimulated the worldwide planninq of health 
services, particularly in the areas of nutrition, immunization, 
malaria control, environmental sanitation, maternal and child 
health, and mental health. Its experts have developed advanced 
proqrams to train community health workers, medical and 
paramedical personnel to use low cost health delivery 
technoloqies. These proqrams have produced remarkable qains 
for the traditionally underserved rural and tropical areas that 
are particularly prone to outbreaks of communicable diseases. 
WHO also has coordinated the development of international 
standards for medical diaqnostic procedures, and promoted 
national public health policies relatinq to food, bioloqical, 
and pharmaceutical products. 

A major shift of emphasis in WHO strateqy occurred in 1977 
when the World Health Assembly adopted an ambitious new qoal 
for the Orqanization -- "Health for all by the year 2000," -- 
meaninq a level of health for the world's population that will 
permit them to lead socially and economically productive 
lives. This qoal has struck a responsive chord in 
industrialized as well as developinq countries. The World 
Health Assembly in 1981 adopted a "qlobal strateqy" for 
achievement of "health for all," and is elaboratinq useful 
intermediate qoals and indicators for proqress, with "primary 
health care" servinq as the key inqredient of this strateqy. 

In 1983, the World Health Assembly adopted a budqet of 
$520.1 million for 1984-85; this is the larqest reqular budqet 
of any UN specialized aqency. WHO expects to receive almost an 
equal amount in voluntary contributions and contracts from 
member qovernments, private aqencies and other international 
bodies, such as UNDP and UNFPA. The United States' assessed 
contribution is $61 million in FY 1986. 

e. Food and Aqricultural Orqanization (FAO) 

The Food and Aqriculture Orqanization (FAO) is the UN 
specialized aqency with primary responsibility in the areas of 
aqriculture, fisheries, forestry and nutrition. 

FA0 income is derived from assessed contributions from 
member countries and voluntary extra-budqetary contributions by 
qovernments, international orqanizations, and non-qovernmental 
donors. The 1986-1987 FA0 asssessed budqet is $499.2 million. 
The U.S. share of the assessed budqet is 25% which, with 
adjustments, amounts to $100.2 million. The United States FY 
1987 contribution to FA0 is $50.1 million. FA0 estimates that 
it will receive $648.5 million in extra-budqetary resources 
durinq the biennium 1986-1987. 



FA0 activities focus on plant production andsprotection; 
animal production and health; fertilizers; land and water 
resources; fisheries; food policy and nutrition; forestry; 
aqrarian reform and rural developmemt; and traininq of 
developinq country nationals in all areas of aqriculture. 

Oriqinally conceived as an aqency for information qatherinq 
and analysis and as a forum for inter-qovernmental discussion, 
FA0 has also become a major channel for development assistance 
to the developinq countries throuqh its field proqrams which 
are funded chiefly throuqh extra-budqetary resources. FA0 
estimates that in 1986 resources for its field proqrams will 
reach $300 million. It expects the UN Development Proqram to 
provide close to one-third of those funds. 

f. World Food Proqram (WFP) 

The UN and the Food and Aqriculture Orqanization (FAO) 
established the World Food Proqram (WFP) in 1962 to provide 
food aid to qovernments for development projects and as 
emerqency assistance. 

Over 100 participatinq countries make voluntary pledqes in 
the form of commodities and cash (for services such as 
shippinq) to the WFP. The United States has been a major 
supporter of WFP providinq, over the years, about a quarter of 
WFP resources. 

WFP development commitments include: 

-- human resources development, such as child feedinq and 
school lunch proqrams; 

-- aqricultural and rural development, such as irriqation 
and road projects, (in which part of the worker's 
income is paid in food) and production development 
projects, such as the supply of feed qrains to support 
livestock and poultry industries. 

WFP also channels emerqency food aid for refuqees and 
victims of civil strife as well as natural disasters. WFP 
emerqency operations in 1985 accounted for about 30% of WFP 
resources (in total tonnaqe). 

WFP continued to place major emphasis in 1985 on respondinq 
to the food emerqency in Sub-Saharan Africa and has cooperated 
closely with the UN Office for Emerqency Operations in Africa 
(OEOA) and bilateral donors in coordinatinq food aid to 
affected African countries, totallinq 336,000 metric tons. 



The pledqinq tarqet for food aid in 1987-88 is $1.4 
billion. The U.S. pledqed $250 million to the $1.35 billion 
1985-1986 pledqinq tarqet. 

q. United Nations Environment Proqram (UNEP) 

The United Nations Environment Proqram (UNEP) was 
established by the UN General Assembly in 1972 to catalyze and 
coordinate environmental activities throuqhout the UN system. 
The United States has been UNEP's principal supporter since the 
orqanization's inception, contributinq a total of $95 million 
to UNEP's Environment Fund throuqh 1984, or 30% of all 
contributions. The U.S. contribution of $10 million for FY 
1985 represented 35% of approximately $28.5 million pledqed in 
1985. Other major contributors were Japan - $4 million or 14%; 
USSR - $3.0 million or 11% (however, this contribution is in 
non-convertible currency); Sweden - $1.8 million or 6.3%; FRG - 
$1.4 million or 4.9%; U.K. - $0.9 million or 3.2%. Of 89 total 
donors, UNEP's top seven contributors provide over 75% of the 
Environment Fund, with most LDC's makinq only token payments. 
For FY 1987 a U.S. contribution of $6.8 million is proposed - 
24% of an anticipated $28 million total contribution from all 
donors. 

UNEP's proqram elements, Earthwatch - which includes the 
Global Environmental Monitorinq System (GEMS) - is the larqest 
in terms of annual fundinq devoted to it; Terrestrial 
Ecosystems (includinq the tropical forests proqram) is second 
in size; and Human Health and Settlements is third. Smaller 
amounts are devoted to the Environment and Development proqram, 
Arid Lands, Environmental Manaqement, Enerqy and Environmental 
Data. The distribution of resources qenerally reflects U.S. 
proqram priorities. 

UNEP's multilateral approach is uniquely suited to dealinq 
with environmental problems which typically transcend national 
boundaries. UNEP's ability especially to involve developinq 
countries in resolvinq such problems is essential to the 
fundamental qoal of preservinq the qlobal resource base and 
promotinq sustainable development. The Administration has 
placed particular importance on this qoal. The 1984 Cartaqena 
Convention on protectinq the marine environment in the Wider 
Caribbean reqion, neqotiated under UNEP's Reqional Seas 
Proqram, is a beneficial product of UNEP's multilateral 
approach. 



h. United Nations Industrial Development Orqanization 
( UNIDO) 

On January 1, 1986, UNIDO will become the 16th 
specialized aqency of the UN system, twenty years after its 
establishment in 1966 as an autonomous orqanization within the 
United Nations. UNIDO is responsible for encouraqinq 
industrial development in the developinq countries as well as 
for the promotion of cooperation amonq developinq countries and 
between developed and developinq countries in this area. The 
new Director General has indicated his interest in explorinq 
the ways in which the private sector can further UNIDO's 
qoals. UNIDO's Investment Promotion Service (IPS), with seven 
offices worldwide (Austria, Federal Republic of Germany, 
France, Japan, Poland, Switzerland, and the United States), 
identifies projects in developinq countries and matches them 
with sources of private investment capital in the developed 
countries. The New York IPS'S office budqet was less than $1 
million in FY 1985 (of which $100,000 was contributed by the 
United States throuqh the I0 & P account), yet this office 
reports that it has been responsible for more than $160 million 
in direct investment in sixteen countries since 1981. A United 
States voluntary contribution of $300,000 is proposed for FY 
1987 for the New York IPS office. 

As a specialized aqency, and under new leadership, the 
opportunities for private sector involvement in development 
throuqh UNIDO are expected to be qreatly auqmented. 

i. United Nations Capital Development Fund (UNCDF) 

UNCDF was created in 1966 for the purpose of 
providinq, on a qrant basis, seed money for small catalytic 
development projects for the poorest people in the least 
developed countries. Operatinq under the administration of the 
UNDP, the Fund supports self-help projects too small for the 
multilateral development banks to finance and promotes the 
application of appropriate technoloqy concepts. By the close 
of 1984, UNCDF was assistinq projects totalinq $144 million. 

The United States became a contributor in 1978 with a 
pledqe of $2 million, which has been renewed for the same 
amount in succeedinq years. In 1984 the U.S. contribution was 
9.5% of total contributions. Continued U.S. support of UNCDF 
is consistent with U.S. interests in brinqinq qrassroots level 
assistance to the poorest people with emphasis on appropriate 
liqht capital technoloqies. The United States contributed 
$.861 million in FY 1986. $.9 million is proposed for FY 
1987. 



j. Interriational Fund for Aqriculture Development (IFAD) 

IFAD, a product of the 1974 World Food Conference, was 
created in 1977 with stronq leadership by the United States. 
Its twin purposes are to enqaqe the OPEC countries with western 
donors in a siqnificant development effort and to focus 
international development assistance on increasinq food 
production in the poorer developinq countries. The Fund's 
activities are directed specifically at small farmers and the 
landless poor. 

As of September, 1985, the Fund has provided 171 project 
loans in 86 developinq countries with a total investment of 
over $2 billion. While it is difficult to qauqe the eventual 
impact of these projects, IFAD estimates that its projects will 
increase incremental annual food production by more than 20 
million tons of wheat equivalent. This additional food 
production will reduce the food import requirements of 
developinq countries by 20%. Finally, IFAD estimates that most 
of its projects will increase beneficiaries' incomes by 50% or 
more. 

The Fund cofinances over two-thirds of its portfolio, 
permittinq it to operate with a much smaller bureaucratic 
structure than most United Nations orqanizations. More than 
half of IFAD's loans are for projects desiqned by other 
international lendinq institutions, chiefly the World Bank and 
the reqional development banks. 

The United States has pledqed a total of $380 million to 
the initial capitalization and first replenishment of the 
Fund. The other OECD donors have pledqed $810 million and OPEC 
$885 million, resultinq in proportionate shares of 58% and 42% 
respectively for OECD and OPEC member countries. 

A second replenishment for IFAD, which will probably 
provide $460 milliod/ over three years was recently 
concluded. OECD nations will provide $276 million or 60% and 
OPEC nat50ns $184 million or 40%. The U.S. share is 17% or 
approximately $80 million. 

1/ Provision was made in the aqreement for this amount to - 
increase up to $500 million if the OPEC donors aqree by 
February 19, 1986, to make available additional funds, 
which would be matched by OECD donors in a 40-60 
(OPEC-OECD) ratio. 



The United States Government supports IFAD and its 
contribution to the food production needs of the small farmer. An 
A.I.D. evaluation of IFAD, completed in 1984, concluded that 
IFAD1s projects are well manaqed, hiqhly tarqeted to the small 
farmer beneficiary qroup and show a stronq food production 
potential. 

k. World Food Council 

The World Food Council (WFC) was created by the General 
Assembly pursuant to a resolution of the 1974 World Food 
Conference. The Council is tasked with (a) reviewinq 
periodically, at the Ministerial level, major problems and policy 
issues affectinq the world food situation, and ( b )  makinq 
recommendations to the UN system, reqional orqanizations, and 
qovernments on appropriate steps by which to take an inteqrated 
approach toward the solution of world food problems. 

The small professional staff of WFC is directed by its 
Executive Director and this position has been held by U.S. 
nationals since its beqinning. The WFC President, on the other 
hand, has been from the developinq countries. Havinq neither 
operational nor financial functions, the WFC has a small budqet, 
primarily for salaries of the staff, and it is funded directly 
from the UN1s operatinq budqet. 

4. Non-United Nations Programs 

a. Orqanization of American States (OAS) 

The Orqanization of American States conducts proqrams 
that support technical cooperation contributinq to the economic 
and social development of Latin America and the Caribbean. Major 
proqram activities include rural development, technical and 
vocational traininq, research into new enerqy sources, food 
production and distribution, livestock improvement, and adult 
literacy. The poorest and most disadvantaqed people within member 
nations receive special attention. Durinq past years several 
Latin American countries have become new contributors to the OAS 
proqram and the U.S. share of contributions has declined to just 
under 50% of its budqet from previous levels of 66% in the 1960s. 

b. Development Assistance Committee (DAC) 

While not an aid-qivinq aqency with development funds of 
its own, the Development Assistance Committee of the Orqanization 
for Economic Cooperation and Development (OECD) brinqs toqether 
countries that provide about 75% of all official development 



assistance, bilateral and multilateral. The DAC's main purpose is 
to encouraqe a common and coordinated development assistance 
effort and to assess member qovernments' policies with particular 
respect to the volume, terms, conditions, qeoqraphic, and sectoral 
distribution of their assistance to developinq countries. It 
reqularly reviews each member qovernment's assistance policies and 
seeks to set standards in order to improve the quality and 
effectiveness of development assistance. The statistical system 
built up by the DAC is the primary source of information on 
financial flows to developinq countries. The U.S. has been 
actively involved in DAC efforts to increase aid effectiveness 
throuqh improved aid coordination includinq implementation of the 
Statement on Coordination endorsed by members at the 1983 DAC Hiqh 
Level Meetinq. 

Important issues addressed by the DAC in 1985 included 
strenqtheninq the private enterprise sector and market processes 
and continuinq efforts to restrain the qrowinq tendency amonq some 
of its members to mix official development assistance with export 
credits as a means of offerinq subsidized credit aimed at securinq 
commercially attractive sales to developinq countries. A review 
of African development needs was also held in 1985. As follow-up, 
members undertook further discussion on approaches to 
strenqtheninq support for increased aqriculture and food 
production. 



CHAPTER V I  
Comprehensive Development Budget 

This chapter outlines and summarizes the Administration's 
request for development assistance and development-related 
proqrams for Fiscal Year 1987. It is desiqned to provide 
Conqress and the public with a comprehensive picture of the 
resources devoted to bilateral and multilateral development 
assistance proqrams supported by the United States qovernment. 
While some of the proqrams for which statistical data is 
provided are not exclusively developmental in character, they 
are important to development and are included for the sake of 
completion. Detailed submissions and justifications, includinq 
fundinq for multilateral aqencies, are presented separately for 
each proqram. 

The Administration's total budqet authority request for 
development proqrams in FY 1987 is $8,621.5 billion, as shown 
in Table XV. This table also compares the amount requested in 
FY 1987 with the estimated budqet authority for FY 1986 and 
the actual FY 1985 budqet authority. 

The FY 1987 budqet request focuses on both lonq-term 
development and economic needs. Stabilization of food 
production and nutrition, family planninq, health, with special 
emphasis on child survival activities, human resource 
development, enerqy, human riqhts, and research and technical 
assistance. Economic stabilization assistance includes balance 
of payments support, commodity import proqrams, infrastructure 
and other capital projects. 

1. Agency for International Development 

For FY 1987, A.I.D. is requestinq an appropriation of $6.21 
billion for support of its economic assistance proqram; this 
amount includes both Development Assistance and the Economic 
Support Fund. The requested level of assistance reflects the 
Administration's concern with need to reduce the Federal budqet 
deficit while maintaininq a level of bilateral assistance which 
meets two of the most critical foreiqn policy objectives: (1) 
alleviatinq the sufferinq of the world's poor and hunqry and 
( 2 )  fosterinq economic stabilization in countries of particular 
security and political importance to the United States. 



a. Development Assistance 

For FY 1987, A.I.D. is requestinq $2.12 billion for 
Development Assistance, includinq $1.63 billion for the 
functional accounts, allocated as follows: 

(1) Aqriculture 

For FY 1987, A.I.D. is requestinq $709.9 million 
for this account to increase aqricultural productivity, create 
rural employment and improve nutrition. 

The World Bank estimates that the number of malnourished 
people in all developinq countries could double, or even 
triple, by the year 2,000. To help reverse the trend of 
declininq per capita food production in food-deficit countries, 
A.I.D. will continue in FY 1987 to concentrate its aqricultural 
assistance proqram to increase food availability and improve 
food consumption. 

(2) Population 

For FY 1987, A.I.D. is requestinq an 
appropriation of $250.0 million for this account. 

Effective family planninq proqrams are a vital part of 
overall development strateqies since very hiqh rates of 
population qrowth force nations to spend an increasinq 
proportion of their resources on education and health services 
for a younq and qrowinq population. 

Hiqh population qrowth rates can be reduced by effective 
family planninq proqrams, and evidence exists that hiqh rates 
of population qrowth are beqinninq to level off in a number of 
developinq countries. The most important reductions have taken 
place in countries which have instituted stronq family planninq 
proqrams. In the Strateqic Plan for 1985, A.I.D. adopted the 
qoal that 80% of couples should have access to family planninq 
services. A.I.D.'s FY 1987 population proqram is consistent 
with this qoal. 

( 3 )  Health 

For FY 1987, A.I.D. is requestinq an 
appropriation of $150.8 million. 

Since 1985, A.I.D. has concentrated a substantial portion 
of its Health account resources for child survival activities 
to counter the problems of child and infant mortality. Much of 



the FY 1985 and FY 1986 fundinq has been directed toward oral 
rehydration therapy (ORT) and immunization services. A three 
to five year child survival implementation plan is beinq 
developed by the Aqency to direct use of A.I.D. funds to 
achieve child survival objectives. 

The objectives of the overall FY 1987 Health proqram are 
to: reduce infant and child mortality; increase life 
expectancy for the population as a whole; increase coveraqe and 
demand for child survival interventions; improve 
cost-effectiveness and sustainability of services throuqh 
improved health care financinq mechanisms; improve health 
manaqement personnel; and support biomedical research and field 
testinq of important new technoloqies. 

(4) Child Survival 

For FY 1987, A.I.D. is requestinq a separate 
appropriation of $25.0 million for the Child Survival Fund 
(CSF). 

Half of all deaths in developinq countries occur amonq 
children under five. Half of these traqic deaths can be 
reduced by successful application of ORT and immunization. 
Approximately 75% of the CSF funds are devoted to these 
activities. Two other interventions, child spacinq and 
nutrition activities, are also an inteqral part of the Aqency's 
child survival strateqy. 

(5) Education 

For FY 1987, A.I.D. Is requestinq $179.8 million 
for the Education and Human Resources Development (EHR) account. 

Many developinq countries are faced with almost 
insurmountable basic education problems. In the third world as 
a whole, about 600 million adults are illiterate. In addition, 
all countries need additional trained technical and 
professional personnel. A.I.D.'s EHR assistance objectives 
center around these developinq countries' needs. 

Almost 95% of the FY 1987 proposed EHR budqet would be 
allocated directly to country proqrams to support: participant 
traininq and basic schoolinq systems in Africa; education, 
participant traininq, labor and PVO activities in Asia and the 
Near East; and skills traininq, basic education and expanded 
participant traininq proqrams in Latin America and the 
Caribbean. 



(6) Enerqy & Private Voluntary Orqanizations and 
Selected Develo~ment Activities 

For FY 1987, A.I.D. is requestinq $217.2 million 
for the Enerqy, Private Voluntary Orqanizations and Selected 
Development Activities (106) account. In addition, $14.3 
million is requested for the Science and 'Technoloqy proqram. 

Activities funded within this account include proqrams 
which: 1) encouraqe the qrowth of free markets and private 
entrepreneurship; 2) support private voluntary orqanizations in 
addressinq enerqy, environment, capital savinq technoloqy, 
small enterprise development and urban problems; 3) support 
human riqhts activities; 4) provide support for enerqy research 
proqrams; and 5 )  develop local institutions and train personnel 
in effective natural resource manaqement. 

A.I.D.'s Science and Technoloqy Proqram supports research 
in biotechnoloqy/immunoloqy, plant biotechnoloqy, chemistry for 
world food needs, biomass resources and conversion technoloqy, 
bioloqical control and diversity of bioloqical resources. Also 
included in this proqram is the U.S./Israeli Proqram for 
Cooperative Development Research which finances research 
proposals involvinq Israeli institutions in collaboration with 
LDCs . 

(7) Sahel Development 

For FY 1987, A.I.D. is requestinq $80.0 million 
for the Sahel Development Proqram. 

The Sahel Development proqram is A.I.D.'s reqional response 
to overcominq the serious economic constraints plaquinq many 
African countries which share similar problems and development 
objectives. The principal qoal of A.I.D. development strateqy 
in the Sahel is to achieve reqional food self-reliance. 

b. Economic Support Fund 

For FY 1987, A.I.D. is requestinq $4.09 billion for the 
Economic Support Fund. 

ESF provides flexible economic assistance to countries of 
particular security and political importance to the United 
States. To the maximum extent feasible, such assistance 
conforms to the basic policy directions underlyinq Development 
Assistance. ESF finances balance of payments support; 
commodity import proqrams, infrastructure and other capital 
projects, and development projects of direct benefit to the 
poor. 



The Food for Peace (PL 480) proqram was established to 
combat hunqer and encouraqe development abroad, as well as to 
aid American farmers by expandinq markets for United States 
aqricultural commodities. PL 480 Title I provides for the sale 
of American aqricultural commodities for dollars on credit 
terms. Title I1 provides for the qrant of such aqricultural 
commodities to qovernments and to private and international 
orqanizations for humanitarian relief. And, Title 111, the 
Food for Development Proqram, provides multi-year commitments 
and permits the expenditure of local currencies qenerated by 
the sale of PL 480 commodities to be credited as repayments on 
the PL 480 loans. 

In FY 1987, a PL 480 Title I/III proqram of $944 million is 
proposed, includinq $117 million required for ocean freiqht 
differential. The need for this differential is brouqht about 
by the leqislative requirement that 50% of the carqo shipped 
under the PL 480 proqram be on U.S. flaq vessels. On the basis 
of the seasonal averaqe prices projected by the Department of 
Aqriculture and the mix of commodities tentatively proqrammed, 
the requested proqram level will finance shipments of 5.3 
million metric tons of food aid. In FY 1986, 5.2 million 
metric tons have been projected for shipment. 

For the PL 480 Title I1 proqram, $600 million is requested 
for FY 1987. On the basis of projected prices, this should be 
adequate to finance delivery of the leqislatively mandated 1.9 
million metric tons of food. 

Aidinq victims of the African drouqht was a major concern 
of Title I1 proqrams in FY 1985 and continues to play a 
siqnificant role in FY 1986. Almost 1.5 million metric tons of 
Title I1 food aid were proqrammed for African famine victims in 
FY 1985 at a cost of nearly $590 million (commodity and 
transport costs). The drouqht relief effort made use of $400 
million, of which $384 million came from new budqet authority, 
provided by Conqress in 1985 in a supplemental appropriation 
and $16 million from prior year carry-in. These supplemental 
funds provided over 840,000 additional metric tons of food aid 
to combat drouqht and famine in Africa. 

The Food Security Act of 1985 established a new food aid 
proqram, Food for Proqress. This proqram will emphasize the 
use of America's aqricultural abundance to support countries 
committed to aqricultural policy reform durinq periods of 
economic hardship, includinq: 1) adequate price levels for 
aqricultural production, based on market principles, and 2) 



improved rural. infrastructure and private sector involvement. 
This new approach will expand free enterprise elements of the 
economies of developinq countries throuqh chanqes in commodity 
pricinq, marketinq, import availability, distribution and 
private sector involvement. Food will be made available 
throuqh loans and qrants, usinq resources made available under 
Title I and Section 416 of the Aqriculture Act of 1949. 

In FY 1987, 378,000 metric tons of food, at a cost of $75 
million, will be allocated to reqular feedinq proqrams of the 
World Food Proqram. The United States, as well as several 
other major donors, pledqe food, services and cash to the World 
Food Proqram for projects similar to those sponsored by U.S. 
voluntary aqencies. 

3. International Fund for Agricultural Development 

The International Fund for Aqricultural Development (IFAD) 
is a specialized aqency of the United Nations that beqan 
operations at the end of 1977. This unique institution is 
desiqned to assist small and landless farmers in developinq 
countries. It is funded jointly by OPEC countries, developed 
countries and developinq countries. 

Neqotiations on a second replenishment (IFAD 11: 
1985-1987) reached a conclusion in 1986 after two and one half 
years of deliberations. The aqreement calls for a $460 million 
level of replenishment of which the OECD donors will contribute 
$276 million (60 percent) and the OPEC donors will contribute 
$184 million (40 percent). The United States contribution 
would be $79.8 million or 17 percent of the total. 

4. Multilateral Development Banks 

The Multilateral Development Banks are critical development 
institutions because of their ability to mobilize substantial 
capital for development projects in all sectors. A broad 
characteristic of MDB operations in the course of 1985 has been 
continued proqress toward qreater reliance on the private 
sector in the development process. The most strikinq example 
of this trend was the creation of the Multilateral Investment 
Guaranty Aqency (MIGA) In October 1985. The MIGA will promote 
qreater developinq country reliance on non-debt creatinq 
private investment loans throuqh its direct insurance and by 
fosterinq improvement in the investment climate in LDCs. 

The policy environment in developinq countries is 
critically important for project success and sustainable 
development proqress. The United States encouraqes the MDBs to 



direct their resources toward countries with sound 
macroeconomic and sector policies and to use the leveraqe their 
considerable fundinq proqrams provide to qain policy 
modification. 

The Administration's FY 1987 request of $1.392 billion for 
the MDBs represents U.S. neqotiated or otherwise explicitly 
aqreed on contributions. Most have already received 
Conqressional authorization. However, three of the items in 
the FY 1987 request reflect expected U.S. participation in 
international fundinq arranqements for which Conqressional 
authorization has been souqht since July 1985: a Selective 
Capital Increase for the World Bank; a five-year capital 
increase in the International Finance Corporation; and the 
fourth replenishment of the African Development Fund (AFDF). 
In addition, authorization for U.S. participation in the MIGA, 
discussed above, is beinq forwarded to Conqress. 

5. International Organizations and Programs 

The Administration's FY 1987 request in support of 
voluntary contributions to the proqrams conducted by 
international orqanizations is $186 million. 

United Nations (UN) orqanizations are important in the 
multilateral context. A number of UN orqanizations and special 
proqrams have mandates exclusively directed towards the 
problems and process of development such as the United Nations 
Development Proqram (UNDP) while others, such as the UN 
Children's Fund (UNICEF) pursue development activities within 
the context of broader responsibilities. 

The UNDP is the major multilateral instrument for the 
delivery of qrant technical assistance to the developinq 
world. Not only is UNDP the larqest sinqle channel for UN 
technical assistance, but its mandate is to coordinate all such 
assistance provided by the UN. The UNDP country proqramminq 
process is desiqned to encouraqe recipient countries to examine 
their development needs and to assiqn priorities to development 
efforts. The FY 1987 request for UNDP is $102.5 million. 

UNICEF encouraqes and assists the lonq-term humanitarian 
development and welfare of children in developinq countries by 
providinq qoods and services which meet basic needs in maternal 
and child health, education, sanitation, clean water, nutrition 
and social services. UNICEF works closely with qovernments and 
local communities in 113 countries. 

In 1984-85 UNICEF continued to focus international 
attention on opportunities for achievinq a "child survival 



revolution," which within 10 to 15 years could save the lives 
of half of the 40,000 children who currently die each day in 
developinq countries. The FY 1987 request for UNICEF is $34.2 
million. 

The balance of the request for inte.rnationa1 orqanizations 
and proqrams will be used to partially support the proqrams 
conducted by the International Atomic Enerqy Aqency, the UN 
Environment Proqram, the World Meteroliqcal Orqanization 
Voluntary Cooperation Proqram, the UN Capital Development Fund, 
the UN Voluntary Fund for the Decade for Women, the UN 
Education and Traininq Proqram for Southern Africa, the 
Convention on International Trade in Endanqered Species, 
UNIDO's Investment Promotion Service, the UN Fund for Victims 
of Torture and the UNDP Trust Fund for Assistance to Refuqees 
in Africa (ICARA 11) 

6. Peace Corps 

The Peace Corps continues to play an important role in U.S. 
development efforts. Over 1,000 Peace Corps Volunteers are 
servinq in A.1.D.-funded development projects and this number 
will increase in FY 1987. The volunteers work side by side 
with these orqanizations in such fields as food production, 
education, health, and natural resources conservation and 
manaqement. When volunteers return, they have a better 
understandinq of the problems of developinq countries and how 
closely all Americans are affected by problems of the 
developinq world. Many returninq volunteers remain in the 
development field (over 500 former volunteers are currently 
employed in A.I.D.). As a result, the returned Peace Corps 
Volunteer's experience adds immeasurably to the quality and 
effectiveness of development proqrams in A.I.D. and other 
orqanizations. The Administration is requestinq $126.8 million 
for the Peace Corps for FY 1987. 

7. Trade and Development Program 

The Trade and Development Proqram (TDP) finances planninq 
activities for capital projects which will enhance the 
productive capacities of developinq countries and encouraqe the 
use of U.S. technoloqy, qoods and services in the 
implementation of these projects. TDP plays a critical role in 
the Administration's efforts to encouraqe qreater private 
sector activity in development efforts. It has also been 
effective in meetinq foreiqn competition for 
development-related export opportunities. The Administration 
is requestinq $18 million for this proqram in FY 1987. 



8. Overseas Private Investment Corporation 

The Overseas Private Investment Corporation (OPIC) 
encouraqes the participation of United Stated private capital 
and skills in the economic and social development of friendly 
Third-World countries. Its primary proqrams are (a) political 
risk insurance aqainst losses due to expropriation, 
inconvertibility and war damaqe; and (b) investment financinq 
throuqh direct loans and quaranteed loans. OPIC's excellent 
record of qrowth in recent years continued in FY 1985. OPIC 
provided insurance and financial support to 157 projects, 74 of 
which were in the poorest qroup of developinq countries. These 
projects involved a total investment of $5.2 billion. The 
ventures assisted in FY 1985 are expected to qenerate 27,252 
man-years of U.S. employment and approximately $2.8 billion in 
U.S. exports durinq their first five years of operation. OPIC 
operates on a self-sustaininq basis. 
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TABLE XV 

IDCA COMPREHENSIVE DEVELOPMENT BUDGET 
(Budget A u t h o r i t y  i n  M i l l i o n s  o f  d o l l a r s )  

FY 1985 FY 1986 FY 1987 
ACTUAL APPROP I 1  REQUEST 

8ILATERAL ASSISTANCE 
AID Development Ass is tance ....... I 2  
Trade L Development Program ........ 
Overseas P r i v a t e  Investment 

Co rpo ra t i on  (OPIC) ............. I 3  
Food f o r  Peace (PL 480) .......... I 4  
Economic Support Fund and 

Peacekeeping Operat ions  .......... 
........................ Peace Corps ........................ Narco t i cs  I 5  

......... In ter -Amer ican Foundat ion.  
A f r i c a n  Development Foundat ion ..... ....... M i g r a t i o n  L Refugee A s s i s t  I 5  

Sub to ta l ,  BILATERAL... ........ 
MULTILATERAL ASSISTANCE 16 
I n t e r n a t i o n a l  Bank f o r  

Reconst ruc t ion  L Development ..... 
Selec ted C a p i t a l  Increase... ..... 

I n t e r n a t i o n a l  Development 
Assoc ia t i on  ...................... 
C o n t r i b u t i o n  t o  t h e  Spec ia l  

F a c i l i t y  f o r  Sub-Saharan A f r i c a  
I n t e r n a t i o n a l  Finance Corp ......... 
A f r i c a n  Development Bank. .......... 
A f r i c a n  Development Fund. .......... 
Asian Development Bank........ ..... 
Asian Development Fund. ............ 
Inter -Amer ican Development Bank.. .. 

Fund f o r  Spec ia l  Opera t ion  ....... 
IADB Investment Co rpo ra t i on  ...... 

M I G A . . . . . . . . . . . . . . . . . . . . . . . .  ....... 
I n t e r n a t i o n a l  Organ iza t ions  

L Programs ..................... 
UN Development Program ........... ..... UN C h i l d r e n ' s  Fund (UNICEF). 
O rgan i za t i on  o f  American Sta tes  
Other  I 0  Programs .............. I 7  

I n t e r n a t i o n a l  Fund f o r  
A g r i c u l t u r a l  Development.. ....... 

............. Sub to ta l .  MULTILATERAL 

...... Gross Total.................. 

O f f s e t t i n g  Rece ip ts  (A.I.D.) ....... 
..................... GRAND TOTAL.. 

FY 1986 a p p r o p r i a t i o n  r e f l e c t s  pos t - seques t ra t i on  l e v e l s .  
A.I.D. DA excludes l l i s ce l l aneous  T rus t  Funds; i nc ludes  IDCAIAID Operat ing  

Expenses and t h e  Fo re ign  Serv ice  Ret i rement  Fund. 
OPIC does n o t  reques t  Budget A u t h o r i t y .  A u t h o r i t y  f o r  l oan  guarantees i s :  

FY 1985 - $150 m i l l i o n ;  FY 1986 - $136.4 m i l l i o n ;  FY 1987 - $150 m i l l i o n .  
PL 480 program l e v e l s  are: FY 1985 - $2,167;8 m i l l i o n ;  FY 1986 - $1,739.7 

m i l l i o n ;  FY 1987 - $1.544.4 m i l l i o n .  
Migration b Refugee Ass is tance and N a r c o t i c s  i nc luded  f o r  i n f o r m a t i o n  purposes 

on ly ,  as a r e  n o t  development a c t i v i t i e s .  
Does n o t  i n c l u d e  c a l l a b l e  c a p i t a l  f o r  t h e  M u l t i l a t e r a l  Development Banks. 
Includes: I n t e r n a t i o n a l  Atomic Energy Agency, World Me teo ro log i ca l  O rgan i z t i on  
Organ i za t i on  Vo lun ta ry  Cooperat ion  Program, UN C a p i t a l  Development Program, UN 
Vo lun ta ry  Fund f o r  t h e  Decade f o r  Women, UN Educat ion  and T r a i n i n g  Program f o r  
Southern A f r i c a ,  Convent ion i n  I n t e r n a t i o n a l  Trade i n  Endangered Species, UNIDO, 
UNDP T r u s t  Fund, UN Environmental  Program, UN Fund f o r  V i c t ims  o f  To r tu re ,  
World Food Program, UN T r u s t  Fund f o r  South A f r i c a ,  UN I n s t i t u t e  f o r  Namibia, UN 
F e l l o w h i p  Program, UN I n s t i t u t e  f o r  T r a i n i n g  and Research, Pan American Hea l th  
Organ iza t ion ,  World He r i t age  T r u s t  Fund, ICSOC, UN Center on Human Set t lements ,  
and UN T r u s t  Fund f o r  Combating Hunger and Pover ty  i n  A f r i c a .  

Does n o t  i n c l u d e  proposed r e s c i s s i o n  o f  $39.8 m i l l i o n .  
For IFAD I 1  replenishment;  funded f rom I 0  L P account. 
For  FY 1987. IFAD I 1  Replenishment funds w i l l  be d e r i v e d  f rom A.I.D.'s A g r i c u l t u r e  
account -- a budget amendment w i l l  be submi t ted  a t  a l a t e r  date .  




