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As the Congress seeks to restrain the growth of federal 
expenditures, foreign assistance has become the subject of careful
 
scrutiny, for it is an important discretionary component of the 
federal budget. At the same time, Congressional decisions on the 
amount and type of assistance have great significance to th3 less
 
developed countries, since the United States remains the largest 
provider of such assistance.
 

This paper, prepared at the request of the Senate Budget 
Committee, focuses on the evolution of the U.S. foreign assistance 
program and its costs, together with options for modifying ft 
in the future. The paper reviews the size, scope, and distribu
tion of funds among recipients of both bilateral and multilateral 
aid. Because certain developing countries have come to rely on
 
commercial markets as an important source of funds, the paper
 
examines their past borrowings and their opportunities for con
tinued access to private markets in the near term. And since 
trade is a major source of foreign exchange for developing coun
tries, U.S. trade policies aimed at increasing LDC exports are
 
analyzed. In keeping with CBO's mandate to provide objective
 
and nonpartisan analysis, the paper offers no recommendations.
 

This paper was prepared by E. Hazel Denton and Emery Simon, 
with the assistance of Donald P. Henry, of the National Security
 
and International Affairs Division of the Congressional Budget
 
Office, under the general supervision of David S.C. Chu and
 
Robert F. Hale. The authors wish to acknowledge the valued
 
suggestions of Joan Schneider, and the very helpful contributions
 
of Jane D'Arista, Richard Davison, Dora Jean Newman, Nancy Swope,
 
and Jason Waxler. Professors James Austin (Harvard Business
 
School) and Richard Baldwin (University of Wisconsin) commented 
on portions of an earlier draft. (The assistance of external 
reviewers implies no responsibility for the final product, which 
rests solely with the Congressional Budget Office.) The 
manu
script was edited by Francis Pierce; it was typed for publication 
by Jean Haggis. 

Alice M. Rivlin
 
Director
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SM24ARY 

The United States has political, commercial, and humanitarian
 
interests in assisting the economic development of the less
developed countries (LDCs). Through foreign aid programs and 
preferential trade policies, it can increase the total resources 
available to these countries and help them overcome import bar
riers that often hinder their economic growth. For the developing
 
countries, U.S. aid is of critical importance--not only because 
the United States gives the largest amounts of aid in dollar
 
terms, but also because other countries are influenced by the size
 
of 	U.S. aid contributions in deciding upon their om aid levels. 
During the 1970s, total U.S. aid of all kinds, measured in real 
terms, increased modestly.
 

The Congress has been examining aid programs closely in
 
recent months in its attempt to restrain the growth of the
 
federal budget. To provide background information that will be
 
helpful in decisionmaklng, this paper reviews U.S. foreign assis
tance programs, both bilateral and multilateral, and summarizes
 
the recent debate over their funding. Because the economic
 
viability of the LDCs depends not only on foreign governmental

assistance but also on loans they receive from private banks
 
and on their own export revenues, the paper discusses LDC bor
rowings from commercial banks and examines ways in which U.S.
 
trade policies might be changed to increase the LDCs' export
 
earnings.
 

The LDCs vary enormously in their economic characteristics.
 
Hence, foreign assistance, commercial borrowings, export earnings,

and trade arrangements do not play the same roles for all of
 
them. A policy affecting one source of funds will benefit some
 
LDCs more than others:
 

" 	 The low-income LDCs receive proportionately more funding 
from national and international aid agencies and at
 
the most favorable rates; they borrow little from the
 
private sector; and they benefit little from preferential
 
trade policies of the developed countries.
 

o 	 The middle-income LDCs receive funding from aid agencies 
but on more stringent terms; they borrow more from the 
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private sector; and they benefit more 
from preferential
 
trade policies of the developed countries.
 

o The upper-income LDCs receive some funding from the aid 
agencies; they are the heaviest borrowers in the private 
sector; and they are significantly affected by trade 
policies of the industrial countries.
 

THE U.S. FOREIGN AID PROGRAM
 

U.S. aid moves through both bilateral and multilateral 
channels. Bilateral aid is extedded directly to the recipient 
country. Multilateral aid is provided by international agencies 
of which the United States is a member. 

Bilateral aid, generally involving low-interest loans and/or

grants that LDCs use for approved projects, takes three forms. 
Development assistance funds are aimed toward meeting the basic 
needs of the poor through projects in agriculture, health, and 
education. Allocations through the Economic Support Fund (ESF)
 
are less specific and are extended principally to countries in
 
which the United States has particular political or economic
 
interests. 
Food aid (P.L. 480) largely involves the subsidization
 
of U.S. food exports to countries with poverty-level incomes. The
 
Congress provided $1.6 billion in budget authority for development

assistance in fiscal year 1979, $2.2 billion for ESF, and $0.8
 
billion for food aid.
 

The United States to
also contributes the multilateral
 
development banks (MDBs). These include the World Bank group,

the Inter-American Development Bank, the Asian Development Bank,

and the African Development Fund. The MDBs extend loans to low
income developing countries at what are called concessional rates 
(averaging I percent per annum with a 10-year grace period) and 
to middle-income LDCs at somewhat higher, but still favorable,
 
rates (averaging 8 percent). The Congress provided $1.6 billion
 
in budget authority for paid-in capital to the MDBs in fiscal
 
year 1979.
 

Bilateral Aid Supports Immediate U.S. Political Objectives
 

In 1973, concerned with the uneven distribution of develop
ment benefits, the Congress passed the New Directions-legislation.
This required that U.S. development assistance be targeted at 
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the, poorer people of the world, and that 
it support countrlea
attempting to 
satisfy "basic human needs." 
 As a result,,by
1979 the United States was directing 81 percent of ita dcv ! 
-
ment assistance 
funds to nations meeting 
the poverty criterion
 
established by the World Bank.
 

Not all U.S. aid is bound 
by the New Directions legislation,
however. Projects 
funded through the Economic Support Fund
not tied to the 
are
 

poverty criterion, and this 
flexibility has
encouraged en:panoion of the ESF. Also, the ESF appropriationrequest is largely earmarked fpr specific countries, unlikedevelopment assistance, which is presented initially by functional
account. Because the United 
States has a political or economic
interest in 
the welfare of the selected recipients, ESF appropriations 
are less likely to be cut 
in the Congressional review
 process. 
 As a result, ESF allocations tripled in real terms inthe 1970s and 
now account for half of all 
U.S. bilateral aid.Funds for development assistance remained stable, while food
 
aid fell.
 

Partly because of the importance of the 
ESF and its predecessors 
in the aid budget, U.S. foreign aseistance has long 
been
concentrated on a relatively small number of countries, usually of
great political interest 
to the United States. 
 In the early
1970s, 
Vietnam received a 
high proportion of 
U.S. foreign assistance, today, Egypt 
and Israel account for 
40 percent of U.S.
 
bilateral aid.
 

Current Budgetary Treatment Misstates the Impact of Aid Programs
 

The annual development assistance budget gives a misleadingly
high estimate of 
the net flow of resources to 
the LDCs because it
does not 
allow for repayments on 
past loans. Consequently, the
net flow of resources to less-developed countries is overstated in
the budget request by the amount of interest and principal repayments on 
loans made in previous years. 
 For example, in 1978
offsetting receipts for repayment of principal on ESF and development assistance loans amounted to 
$302 million and for payment of
interest 
to $217 million. The estimated budget outlays for
development assistance and ESF were $2.8 billion. 
The net flow to
 
the LDCs was thus $2.3 billion.
 

A different misstatement 
occurs in 
the food aid budget
request, which does 
not include an estimate of 
farm support
expenditures 
avoided by the existence of this program. 
CBO
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prica increase, A a result, by 1978 p~ivate courcea,:t 
for on-e-half of the outetandIng debt of the .. .. 
LDCu, as c-gainot one-third in 1972. 

The bulk of ptivate lending is heavily concentrate- on 
a small number of relatively high-iineoe LDCa . Thus, at the en 
of 1978, Brazil, Mexico, and South K[orea accounted for onL--luif of 
all public debt owed to private lenders.
 

The banking community hao become concerned over the ability 
of the LDCo to carry their current Lbt, and over the concomitant 
risks for the lending banks. Some observero have cuggested that 
the rate of growth in lending to the LDCs to ,mlilely to be as 
high in the next five years as it has been in the past five. In 
response, the World Bank and the regional development banks have 
recently encouraged "cofinancing" as a way of joining with the 
private banks in providing funds to the developing countries. So 
far, the private banks have not expressed great enthusiasm for 
cofinancing, although such arrangements are increasing. The U.S. 
Agency for International Development (AID) is currently reviewing 
possible cofinancing arrangements for assistance to the LDCs, 
including U.S. government-guaranteed loans by the private sector 
for use in AID projects and a nonguaranteed program of cofinancing 
between AID and the private sector. 

U.S. TRADE PREFERENCES FOR LDCs
 

The United States has two programs that allow LDC goods to 
enter at reduced duty: the Generalized System of Preferences, and
 
the Offshore Assembly Provisions of the U.S. Tariff Code.
 

The Generalized System of Preferences (GSP) provides duty
free entry for a large variety of manufactured goods and a more 
limited number of agricultural goods from developing countries.
 
Although the program has led to a sizable increase in LDC exports
 
(estimated at about $500 million in 1977), the major portion comes
 
from only five of the most advanced LDCs. A number of proposals
 
have been made to change GSP in a way that would help the export 
position of the poorer LDCs. But trade concessions cannot do 
much for the least-developed LDCs because these nations lack the 
ability to produce a variety of competitively priced products. 

The Offshore Assembly Provisions (OAP) of the U.S. Tariff 
Code also allow LDC exportu to enter the United States at a 
reduced duty. Goods that contain U.S.-made components can enter 
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the United States subject to dty on the value of' the fitL : 
product, leoo the value of the -.- de cc izato i e. 
LDCs have been taking increased advate'2a e of 'thcuc, pin 
recent years, although the provisions are not linited to p cducts 
assembled in LDCo. tain, it haG been the aore vazned LEO. that 
have uced the provioions moot cuccesofully. 

A third way of pronoting LDC e2,ports uould be to rela% 

quantitative restrictione (quotas) on iports. The United States 
maintaino quotas on a variety of annufacturcd ooado, but only 
two restrictions--those on nonrubber footwear end tcztilcs--are 
important to LDCs-. For each of the countries subject to these 
quotas, at least some products are constrained by the restric

tions--for certain countries, the number of products affected is
 

quite large--and benefits would accrue to the affected LDCa from a
 
liberalization of quotas.
 

DECIDING ON THE FOREIGN ASSISTANCE BUDGET
 

In choosing the future level of foreign aid, the Congreps
 

will be weighing assistance to the LDCs against other spending
 

priorities. If it approves the Administration's plans for fiscal
 

years 1980 and 1981, it will expand the amount of real resources
 

involved in the programs.
 

Whatever overall funding level the Congress selects, it will
 

also need to decide on the mix of programs through which the
 

aid will be delivered. The Congress could choose one of three
 

possible strategies:
 

o 	Emphasizing U.S. political and economic interests, which
 

would imply increasing the share of aid disbursed through
 
the Economic Support Fund.
 

o 	Emphasizing equitable growth among the poorer countries,
 
which would mean allotting a higher share of funds to
 

bilateral development assistance and food aid programs,
 
or 	to the multilateral development banks.
 

o 	Emphasizing assistance to those countries best able to
 
help themselves, which could be accomplished through
 

additional trade concessions (although U.S. workers might
 

be injured by the resulting import competition).
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CHAPTER I. INTPIODUCTION
 

Over the past tuo decades, foreign nid and the role it should 
play have been contentious issues. debate has focused ou 
questions such as:
 

o What should foreign aid attcmpt to do? 

o How large should the aid budget be? 

o What form should country-to-country (bilateral) aid take? 

* How much of its aid should the United States give directly 
to the recipient countries, and how much should it channel
 
through the multilateral development banks?
 

Because of the importance of the United States as an inter
national aid donor, the foreign aid decisions of the Congress play
 
an important part in determining the resources available to the
 
less-developed countries (LDCs), and thus affect their rate of 
economic growth. l/ The U.S. interest in growth of the LDCs stems
 
from several motives: a humanitarian concern for the welfare of
 
less fortunate peoples and nations, a desire to enLourage these 
countries as growing U.S. trading partners; 2/ and the pursuit of
 
international political objectives.
 

1/ 	The World Bank defines less-developed countries as nonin
dustrialized countries. They range from Bangladesh (annual 
per capita income of $90) to Venezuela ($2,660). They are 
often divided into two groups: those for which oil exports 
are an important source of foreign exchange (oil-exporting
 
LDCs) and the others (non-oil-exporting LDCa). The two groups
 
are listed in Appendix I-A.
 

2/ 	Trade with the LDCs is increasing rapidly, especially in 
manufactures. In constant 1972 dollars, U.S. exports of 
manufactures to LDCs increased from $9.7 billion in 1970 
to $22.4 billion in 1977, while U.S. imports of manufac
tures from LDCs increased from $3.5 billion in 1970 to $11.2 
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o Ho,w much of !ta aid uhould the United States give directly 
ta the recipient countries, and h~v much ohould it channel 
through the multilateral developmcnt banka? 

Because of the importance of the United Stateo aa an inter
national aid donor, the foreign aid decisions of the C~ngreso play 
an important part in determining the resources avaUable to the 
less-devdoped cOllntries (LOCs), and thus affect the!r rate of 
economic growth. 1/ The U. S. intereat in growth of the LDCs stems 
from several motives: a humanitarian concern for the tlc!fare of 
less fortunate peoples and nations, a desire to enl.ourage these 
countries as growing U.S. trading partners; 21 and the pursuit of 
international political obje~tive6. -

!I The World Bank defines less-developed countries as nonin
dustriaUzed countries. They range from Bangladesh (annua! 
per cap!ta incarne of $90) to Venezuela ($2)660). They are 
often divided into two groups: those for which oil exporta 
are an important source ,.f foreign exchange (oil-exporting 
LOCs) and the others (non-oil-exportiug LOCs). The tuo grou~s 
are listed in Appendix I-A. 

!I Trade wi th the LDCs is increasing rapidly, especially in 
manufactures. In constant 1972 dollars, U.S. exports of 
manufactures to LDCs increased from $9.7 billion in 1970 
to $22.4 billion in 1977, while U.S. imports of manufac
tures from LDCs increased from $3.5 billion in 1970 to $11.2 
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There are, of course, io definitive answers to the qs
tions posed above. Nonetheless, a review of the current uta'tLs of 
U.S. aid programs, together with an analysis of other sources of 
funds for the recipient countries, may help future debate on the 
size and composition of foreign aid. 

OVERVIEW
 

The United States has three distinct bilateral aid programs
 
that channel resources directly to LDCs: development assistance,
 
administered by the Agency for International Development; food
 
aid, in the form of agricultural commodities; and the Economic
 
Support Fund, inteaded to serve U.S. political and economic
 
interests. The United States also contributes heavily to the
 
multilateral development banks. Chapters II and ILL describe the
 
origins of these programs, their current costs to the United
 
States, and the very different ways in which they serve U.S.
 
objectives.
 

Some LOCs are alpo able to borrow from nongovernmental
 
sources. In 1978, one-half of the total funds channeled to
 
non-oil-exporting LDCs came from the private sector (Table 1).
 
The major share of the private funds went to the richer countries,
 
leaving the poorer countries dependent upon official sources. The
 
role of private financial markets is the focus of Chapter IV.
 

The LDCs are critically affected by the trade policies
 
of the developed countries, since their export earnings provide
 
funds for importing industrial goods. Some analysts have proposed
 
that trade concessions, giving LDCs greater access to markets in
 
the developed countries, might be substituted for more direct
 
forms of assistance. Chapter V reviews the trade preferences that
 
have so far been extended by the United States to the LDCs
 
and examines their effect on LDC export revenues.
 

The immediate decisions on the foreign aid budget facing
 
the Congress are reviewed in Chapter VI, together with a dis
cussion of alternatives for the coming decade.
 

billion in 1977. National Foreign Assessment Center, The Role
 
of the LDCs in the U.S. Balance of Payments (September 1978),
 
Table 27.
 

2
 

There are~ of coutee, 110 ùefinitive ar.;swara to the q\Ws
tions pose.cl above. Nonethele!HJ J a revlcm of the curr~mt IJtatt:s of 
U.S. nid prop,rCZls, together \'lith an ana1ya18 of other uourceo I:>f 
fWlds for the recipiellt countriea, may help future dehate on the 
size and composition of foreign aide 

OVERVIEH 

The United States has three distinct bilateral nid programs 
that channel resources dlrectly to LDCs: develop'Jlent. aooistallce, 
ad!lllnistered by the Agency for International Dcvelopmentj food 
aid, in the form of agricultural commoditiegj and the Economie 
Support Fund, intended to serve O.S. political and economic 
interesta. The United States a~Bo contrib'.ltca hcavily to the 
multllateral development banks. Chaptero II and ILL deecribe the 
origins of these programa, their curreut coots to the United 
States, and the very differeut ways in which they serve U.S. 
objectives. 

Some LDCs are pl~~ able ta borraw from nongovernmental 
sources. In 1978, o.:1e-half of the total funda channeled te> 
non-oll-exporthlg LDCs came from the private sector (Table 1). 
The major share of the private funds went to the richer countries, 
leaving the poorer countries dependent upon official sources. The 
role of private finandal marl<.ets ls the focus of Chapter IV. 

The LDCs are critica11y affected by the trade policies 
of the developed countries, since their export earuings provide 
funds for importing industrial goods. Some analysts have proposed 
that trade concessions, giving LDCs greater Qcceas to markets in 
the developed ('.ountries, might be substituted for more direct 
forms of assistance. Chapter V reviews the trade preferences that 

. have so far beeu extended by the Uni ted States to the LDCs 
and examines their effect on LDC export revenueo. 

The immediate dedsions on the foreign aid budget facing 
the Congress are reviewed in Chapter VI, together with a dis
cussion of alternatives for the coming decade. 

billion in 1977. National Foreign Assessment Center, The Role 
of the LDCs in the U.S. Balance of Payments (September 1978), 
Table 27. 

2 

There are~ of coutee, 110 tlef!nitive ar~sw~rfJ to the qUCfl

tiona pos(;'.d above. Nonethelells, a revic\,1 of the currtmt otai.:l:S of 
u.s. aid prop,rcns, together uith an analyais of other tlourceo I;)f 
funds for the recipient countries, may help future dehate on the 
size and composition of foreign aid. 

OVERVIEH 

The United Statea has three distinct bilateral aid programs 
that channel resources directly to LOCs: develop'Jlent. aooist:8nce, 
ad!llinistered by the Agency for International DcveloITillent; food 
aid, in the form of agricultural cOIDmoditie8j and ttl\':! Economic 
Support Fund, intended to serve U.S. political and economic 
interests. The United Stateo a~Bo contrib'..ltca heavily to the 
multilateral development banks. Chapters II and ILL del.'cribe the 
origins of theoe programa, their current coots to the United 
States, and the very different waya in which they scrve U.S. 
objectives. 

Some LOCs are ~l~~ able to borrow from nongovernmental 
sources. In 1978, o.:1e-half of the total fundo channeled to 
non-oil-exportillg LDCs came from the private SE.".ctor (Table 1). 
The major share of the private funds went to the richer countries, 
leaving the poorer countries dependent upon official 60urceo. The 
role of private financial marl~ets is the focuo of Chapter IV. 

The LOCs are critically affected by the trade policies 
of the developed countries, since their export earnings provide 
funds for importing industrial goods. Some analysts have proposed 
that trade concessions, giving LDCs greater uccess to markets in 
the developed ('.ountries, might be substituted for more direct 
forms of asaistance. Chapter V reviews the trade preferences that 
have so far been extended by the United States to the LOCs 
and examines their effect on lDC export revenues. 

The immediate decisions on the foreign aid budget facing 
the Congress are reviewed in Chapter VI, together with a dis
cussion of alternatives for the coming decade. 

billion in 1977. National Foreign Assessment Center, The Role 
of the LOCs in the U.S. Balance of Payments (September 1978), 
Table 27. 

2 



TABLE 1. 	 NET FLOW OF LOANS AND GRANTS TO NON-OIL-EXPORTING LDCs, 1978 (Billions of dollars) 

Total 	 Loans from
 
Loans International 

and Private Government Financial International 
Income Group a/ Grants Loans b/ Loans Institutions c/ Grants Monetary Fund
 

Higher 	 0.9 
 0.4 1.2 d/ 0.2 -0.9
 
Upper Middle 11.9 9.6 0.8 0.8 1.7 -1.0
 
Intermediate 13.6 8.8 2.2 1.4 
 1.7 -0.5
 
Lover Middle 6.7 1.6 1.2 1.2 
 2.4 0.3
 
Low 7.7 0.3 2.4 2.5 
 2.8 -0.3
 

Total 40.8 20.6 7.8 5.9 8.8 -2.4
 

SOURCES: 	 World Bank, World Debt Tables, Vol. I (December 1979), Tables 6-C, 6-D, 6-E, pp. 122-127; inter
national Monetary Fund, International Financial Statistics (February 1977), pp. 12-13 and (February 
1978), pp. 9-10; Organization for Economic Cooperation and Development, Development Cooperation: 
1979 Review (November 1979), p. 229.
 

NOTES: 	 Table does not include data on private debt that is not pulicly guaranteed, local currency loari3, 
direct investment, short-term capita. movements, or debt of countries that are not mczbers of the 
World Bank. 

Details 	may not add to totals because of rounding.
 

a/ 	 Countries are listed by income group in Appendix I-A. The groupings are those of the World Bank, based 
on 1976 per capita income levels in 1976 dollars: higher income, over $2,500; upper !i.ddle income, 
$1,136-$2,500; intermediate middle income, $551-$1,135; lower middle income, $281-$550; and Iou inrcme, 
$280 or less. 

b/ 	Private loans include cuppliers' CLedits, loans from private banks and other financial institution,
 
publicly issued and privately placed bonds, and other obligations to private lenders.
 

c/ 	Loans from international financial institutions include loans from the World Bank Group, rcaional devai
opmnnt banks, and other multilateral and intergovernmental agencies. 

d/ 	 Less than $100 million. 
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HOW DOES 	FOREIGN AID aELP TUE LDC?
 

Foreign 	 aid benefito the LDCs in two ways. First, it 

total available them. facilitatesincreases the r.vourcea to Tbis 
an increase in their rate of inveotunt, which is a prerequisite 
to the growth of production, employment, and income. The inveiot

ment stimulated through aid may be in various areas, ouch as
 

education, agriculture, or industrial and social infrastructure. 

Second, foreign aid increases the foreign exchange resources 
of LDCs. Many of the inputs needed for economic growith must bs 

purchased abroad, and hence aid may significantly affect the 

rate of growth.
 

Successful aid programs produce "graduates," in the sense 

that economic growth becomes self-sustaining. 'Brazil and South 

Korea are two of the most notable graduates among countries that 

have received large amounts of U.S. aid. 

U.S. FOREIGN AID PROGRAMS
 

The United States provides financial assistance to developing
 

countries through four major programs. Three consist of country

to-country (bilateral) aid; the fourth channels funds through
 

multilateral development banks. 3/
 

Bilateral Aid
 

The development assistance program is administered by the
 

Agency for International Development (AID). It provides loans and
 

3/ The Congress appropriates funds for these programs under the
 

Foreign Economic and Financial Assistance section (subfuncion
 

151) of the International Affairs Budget. Subf-action 151
 

does not include assistance directly for military purposes.
 

Included in the foreign economic and financial assistance
 

budget, but omitted from detailed discussion in this report,
 

are the Peace Corps and refugee assistance.
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grants at concessional terms for functional develorumnt prolzts 
and for programs in the areas of haalth, education, Lnd Lrkul
ture. Its funds have been targeted on South L ad Latin 
America. Leading recipients Izeir"'I raktan,in the 190a , >' 
along with flrazl. In the 1970G, cajor cipicnJ U.e 'j' of 
Asian countries: Pakistan, India, tangladeah, Indonesia, and the 
Philippines. (For a country-',y-country brealidoun, see Appendix 
II-A.) 

The Economic Support Fund (ESF) is also adrainistered by AID.
 
It provides loans ana grants at favorable tert for developm2ental 
purposes--where feasible--for countries in which the United States
 
has special security interests. In practice, most of thaoe funds
 
have been used for balance-of-payments support. F~cm the aid
1960s until the e rly 1970s, ESF was focused on Last Asia-
primarily South Vietnam, which regularly received tu;o-thirds of 
ESF commitments. The bulk of ESF now goes to the Naddle Eastern 
countries of Egypt, Israel, Jordan, and Syria; they received 91
 
percent of the funds in 1979, as against only 1 percent in 1971.
 
(See Appendix II-B for details.)
 

The food aid program (P.L. 480) is administered by the U.S.
 
Department of Agriculture (USDA) and by AID. It finances U.S.
 
food exports through loans and grants on favorable terms. In the
 
1960s and 1970s, India was a leading recipient of food aid,
 
together with Pakistan in the early 1960s and Bangladesh in the
 
early 1970s. South Vietnam took a large share of P.L. 480 funds
 
in the period 1968-1974. In 1979, the three leading recipients of
 
food aid were India, Bangladesh, and Indonesia, accounting for 37
 
percent of total funding. (See Appendix II-C.)
 

Multilateral Aid
 

International financial institutions, including the various
 
multilateral developrient banks (MDBs) and other international
 
organizations, offer developmental assistance, primarily loans and
 
grants, on terms that depend on the economy of the recipient.
 
This assistance concentrates on providing economic infrastructure
 
(such as roads, irrigation systems, and port facilities). By
 
contrast, U.S. bilateral development assistance emphasizes the
 
social infrastructure (technical and financial assistance concen
trated in agriculture and rural development). The United States
 
usually contributes approximately one-third of the fuids that MDs
 
receive. India, Brazil, and Mexico were among leading recipients
 
of multilateral aid in tha 196Cs and 1970s, joined in the 1970s by
 
Indonesia. (See Appendix III-B.)
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primariLY South Vietnam, l1hich regularly received ttm-th1.ros of 
ESF cvmmitments. The bulk of ESF now goes to the Hiddle Eastern 
countries of Egypt, Isrnel, Jordan, and Syria; they received 91 
percent of the funds in 1979, as against only 1 pe~cent in 1971. 
(See Appendix II-B for details.) 

The food aid program (P.L. 480) is administered by the U.S. 
Department of Agriculture (USDA) and by AID. It finances U. S. 
food exports through loans and grants on favorable terms. In the 
1960s and 1970s, India was a leading recipient of food aid, 
together with Pakistan in the early 1960s and Bangladesh in the 
early 1970s. South Vietnam took a large share of P.L. 480 funds 
in the period 1968-1974. In J.979, the three leading recipients of 
food aid were India, Bangladesh, and Indonesia, accounting for 37 
percent of total funding. (See Appendix II-C.) 

Multilateral Aid 

International fiu.ancial institutions, iucluding the various 
mu.ltilateral developr.1ent banks (MOBs) and other international 
organizations, offer developmental assistance, primarily loans and 
grants, on terms t~lat depend on the economy of the recipient. 
This assistance concentrates on providing economic infraotructure 
(such as roads, irrigation systems, and port facilities). By 
contrast, U.S. bilateral development assistance ~phuGizes the 
social infrastructure (technical and financial Bssistance concen
trated in agric.ul ture and rural development). The United States 
usually contributes approximately one-third of the fu~da that MD8s 
receive. India, Brazil, and Mexico were among leading recipients 
of multilateral aid in th.:! 196<:s and 19700, joined in the 19708 by 
Indonesia. (See Appen.dix III-B.) 
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DIM SIONS OF THE U.S. FOREIGN AID BUDGET
 

U.S. outlaya for foreign aid totaled $4.4 billion in fis
cal year 1979 (Table 2). The bulk of U.S. aid was of-fred 
bilaterally, the Economic Support Fund being the 1rau Gin
gle program. 

Long-term trends in U.S. foreign aid can be aeen in Table 3, 
which ohot budget authorizations for foreign aaistance dur
ing the 1970a, e.preoased in constant dollars. Lithorikations for 
bilateral programs, excluding food aid, rose by 45 percent. Eut 

among the major bilateral programu, authorizations for the Eco

nomic Support Fund more than tripled, while those for development 

assistance fell slightly, and outlays for food aid declined 

TABLE 2. 	U.S. BUDGET AUTHORITY AND OUTLAYS FOR FOREIGN ASSIS-
TANCE, FISCAL YEAR 1979 (Millions of dollars) 

Budget
 
Authority Outlays
 

Bilateral 	Assistance
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Economic Support Fund 2,321 	 1,755
 
Food aid 	 806 316
 

Other 	 375 976
 
Receipts 

Principal -332 -332 

Interest 343 -343 

Subtotal 	 4,361 3,519
 

Multilateral Assistance
 
bltilateral development banks 2,515 683
 
International organizations 260 200
 

Subtotal 	 2-775- 883 

Total 	 7,136 4,402
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TABLE 3. U.S. MULTILATERAL AND BILATERAL 
1972 dollars)
 

Bilateral Assistance (Budget Authority)

Development assistance 

Economic Support Fund a/ 

Other b/ 


Receipts

Principal 

Interest 


Net Total 


Multilateral Assistance (Budget Authority)
Multilateral development banks 

Callable capital 

Paid-in capital 


International organizations d/ 


Total Multilateral Aid 


ASSISTANCE, SELECTED FISCAL YEARS 1910-1979 (Millions of constant 

1970 
 1972 
 1974 
 1976 
 1978 
 1979
 

1,026 1,036 752 765 
 858 947
 
437 559 559 1,332 1,488 1,433

165 107 190 131 
 142 231
 

-54 -45 
 -23 -153 -203 -194
 
-21 -16 
 -29 -116 -146 -167
 

1,553 1,641 1,449 1,959 
 2,139 2,250
 

769 1,422 c/ 2,028 c/ 
 533 1,292 1,552

(231) (954) (1,072) (74) (551) (545)

(538) (468) (956) 
 (459) (740) (1,007)

147 152 
 132 155 161 160
 
916 1,574 2,160 
 688 1,453 1,712
 

P.L. 480 Food Aid (Outlays)
Program costs 

Receipts 


Total P.L. 480 Outlays 


NOTE: 


- ------- -- -- -- -- -- --

1,397 
-437 

1,320 
-307 

873 
-294 

744 
-215 

799 
-258 

848 
-246 

960 1,013 579 529 541 602 

A U.S. GNP deflator was used throdghout this paper to 
convert current dollars to constant dollnrs, where
 
1972 - I.
 

a/ Includes Mideast Special Requirements Fund, Indochina Postwar Reconstructiou Fund, and peacekeeping cperatLons. 
b/ Includea International Narcotics Control, Inter-American Foundation, refugee aseistance, and thz Pcace Corpa. 
c/ In 1972, includes $1.08 billion to maintain gold value of U.S. dollar contributions; in 1974, inzljdes $1.31billion to maintain U.S. dollar value of contributions.
 

d/ Voluntary contributions to 
the internatioebl organizations. Assessed contributions are 
part of budget nub
function 153.
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CD .... .... 
0 

CD 
0 

~ 
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significantly. 4/ Taking these divergent trends into account,
 
CBO estimates that average annual U.S. disbursements of aid
 
rose by 7 percent in the second half of the 1970s over the
 
level prevailing in the first half, when measured in constant
 
dollars. 

HOW U.S. AID DONATIONS COMPARE WITH THOSE OF OTHER COUNTRIES 

The United States is by far the largest donor of develop
meat assistance in terms of absolute amount. But when assistance 
is measured against the size of the national economy, the United 
States ranks below a number of other countries as a donor. The 
United Nations has adopted a target for official development 
assistance (ODA) of 0.7 percent of a member's GNP. 5/ The United 
States falls well below this target, along with many other coun
tries. In 1978, the United States contributed 0.23 percent of GNP 
in official developmcnt assistance, ranking thirteenth among 17 
developed-country donors (Table 4). 

The United States, France, and the United Kingdom provided
 
more than 80 percent of official development assistance in the 
early 1960s, but in 1978 they gave only half. Other countries, 
including the Scandinavian countries and Canada, have increased 
t'ieir share of total assistance (Table 4). 

The East European countries, the Soviet Union, and China
 
pledged more than $5 billion in economic aid for the developing
 
countries in 1978, with the Soviet Union committing $3.7 billion.
 
Soviet aid is used primarily to fund large industrial projects,
 
frequently on a loan basis, and is often geared to production of
 
items needed for Soviet use. The bulk of repayments is in
 
goods--if possible, those produced by the funded project. The
 

4/ 	Outlays for food aid reflect an actual year's new commitments
 
better than do authorizations, because they are not distorted
 
by carry-forward balances of the Commodity Credit Corporation
 
(the financing agent for food aid) and receipts.
 

5/ 	A definition of ODA is given in Appendix I-B. The United
 
States has not agreed to this target. All aid, not just the
 
grant element, is counted as ODA. A very small part of U.S.
 
development aid is not counted as ODA, such as disaster relief
 
for 	developed countries and funds for peacekeeping missions.
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TABLE 4. N&T OFFICIAL BILATERAL AND M-.MULTILATERAL,. 
ASSISTANCE, DISBURSENENTS 
 (MIllions of dnT1n-,rn A 
perceut of GNP)
 

Country 


Australia 

Austria 

Belgium 

Canada 

Denmark 

Finland 

France 

Germany 

Italy 

Japan 

Netherlands 

New Zealand 

Norway 

Sweden 

Switzerland 

United Kingdom 

United States 


Total 


1966-1968 Average 
 197V
 

Percent 
 Percent

Amount 
 of GNP Amount of GNP
 

148 0.57 
 491 0.45
 
15 0.13 
 156 0.27
 
84 0.43 
 536 0.55
 

187 0.30 1,060 0.52
 
25 0.21 
 383 0.74
 
4 a/ 0.05 a/ 
 55 0.17
 

808 0.69 2,705 0.57
 
495 0.39 1,990 0.31
 
126 0.18 
 175 0.07
 
342 0.28 2,215 0.23
 
110 0.48 1,027 0.79
 
10 0.22 
 55 0.34
 
18 0.22 
 355 0.90
 
63 0.26 
 783 0.90
 
17 0.10 
 173 0.20
 

462 0.43 1,212 0.39
 
3,352 0.41 4831 
 0.23
 
6,266 
 0.40 18,204 0.32
 

SOURCE: Organization for Economic Cooperation and Develop
ment, Development Cooperation: 1979 Revicw. (November1979), p. 201, and Development Cooperation: 1978 Review 
(November 1978), p. 191. 

a/ 	Estimated.
 

East European economic aid program also aims 
at establishing new
maikets and organizing a supply of raw materials. 6/
 

6/ 	National Foreign Assessment Center, Communist Aid Activi
ties in Non-Communist Less Developed Countries,19.78 
 (1979),
 
pp. 	6-16.
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)-- oil-a,:portirZ countries blonzinL-to.: OPMeC hi. be&ni L4d 
donors. for a dccade or more, but the uIajority beceIe actively 
involved iu aid G~ly iu i% early i 27C- -...... °.i__ 
created large current account surpluses. In 1978, the OPEC 

countries contributed $3.7 billion, or 1.1 percent of their 
combined GNP. 7/ OPEC aid is largely untied, and the totals 
include multilateral as well as bilateral assiatapce. Some 

multilateral aid is channeled through OPEC agencies, but OPEC 

members also made commitments in 1978 to the World 6 the 
African Development Fund, and the Inter-American Developmenat'Bank.
 

The dominant feature of OPEC bilateral commitments is general 
support assistance, concentrated on Arab countries, but project 

aid has increasingly been extended to non-Arab countries in Africa 

and Asia. 8/ 

7/ Organization for Economic Cooperation and Development, 

Development Cooperation: 1978 Review (November 1978), p. 147, 

and Development Cooperation: 1979 Review (November 1979), p. 

269. 

8/ Organization for Economic Cooperation and Development, Devel

opment Cooperation: 1979 Review, Chapter X, pp. 133-142. 

)~C 01l-Cl:portir,z :countries' bcl.onginf$ to,; OP'EC hb:\1e bcéh' c:ld 
donora" ,for a dccedeor' more, butthe;m.ajodty beeer.ac active!y 
involveû in aiû oùly in che eaxly 1970;; ,-w-!lc;;;. h!.;h;:;;-:: o!lp:.-!c:::: 
created large current account aurplusea. In 1973, the QPEC 
countrleo ~ontribute~ $3.7 billion, or 1.1 pe~cent oi t~eir 
combined GNP. 7/ OFRC aid la largely untied, and the totale 
1nèlude multilatera1 00 ue11 ao bilatera1 assh,çap..ce. Sone 
multllatera1 aid ia ehanne1edthrough OPEC 'agènc1ea, but OPEC 
members a1ao made eOiUlllÎ tmenta in 1978 to the t'lor1c:l.It~nl:.,\ the 
Afriean Deve10pment Fund, and the Inter-American Dave1opm.e~t>lmnk. 
The dominant feature of OPEC bilatera1 commitments is"gtin~r8l 
support, assistance, eoneentrated on Arab countries, butprQjeet 
aid has inereasing1y been extended to non-Ar ab eountries in Afriea 
and Asia. ~/ 

J) Organization for Economie Cooperation and Deve10pment, 
Deve10pment Cooperation: 1978 Review (November 1978), p. 147, 
and Deve10pmeut Cooperation: 1979 Review (November 1979), p. 
269. 

Organization for Economie Cooperation and Deve10pment, Deve1-
opment Cooperation: 1979 Review, chapter X, pp. 133~l42. 
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7/ 

8/ 

Organization for Economic Cooperation and Development, 
Development Cooperation: 1978 Review (November 1978), p. 147, 
and Development Cooperation: 1979 Review (November 1979), p. 
269. 

Organization for Economic Cooperation and Development, Devel
opment Cooperation: 1979 Review, chapter X, pp. 133~142. 
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CHAPTER II. U.S. BILTERAL AID PROGRAMS 

Direct aid by the United States to other countries (bilateral
 
aid) includes three principal programs: development assistance,
 
food aid, and the Economic Support Fund. In fiscal year 1979,
 
bilateral aid comprised 80 percent of U.S. net outlays for foreign
 
assistance.
 

In a period when the Congress is attempting to restrain
 
federal spending, the competition for funding will place the
 
individual programs in conflict. If the Congress decides to
 
emphasize foreign policy objectives, it is likely to channel
 
most assistance through the Economic Support Fund. This would
 

continue a trend that characterized U.S. aid programs in the
 
latter half of the 1970s. If, instead, the Congress wishes to
 
emphasize longer-run development objectives, it will devote
 
a larger portion of funds to bilateral development assistance
 

(and perhaps to multilateral development banks, the subject o!
 
Chapter III). How large a role food aid plays will depend on
 
whether it is seen principally as a mechanism for U.S. commodity
 
management or as a vehicle for underwriting part of the LDCs'
 
"calorie gap."
 

At the same time that the Congress confronts decisions on
 
priorities among foreign aid programs, it will be facing the issue
 
of whether U.S. assistance should be concentrated on a relatively
 
small number of countries--the historical pattern--or be spread
 
more broadly. A decision to emphasize political objectives, and
 
to increase the role of the Economic Support Fund, might well
 
result in increased concentration.
 

As a guide to the debate over levels of funding for the
 
various bilateral programs, this chapter sumnmarizes their legis
lative history, describing the original Congressional objectives 
and how they have been modified. The chapter then reviews the 
current operation of the major programs, and discusses important
 
issues related to their funding. Comparisons among them are
 
complicated by the fact that current budget presentations of aid
 

do not fully reflect the net impact of every program: the chapter
 
provides estimates of these net figures where appropriate.
 
Finally, because some have argued that bilateral aid programs
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stimulate demand for U.S. exports, the chapter revie~s the evi
dence on this point.
 

LEGISLATIVE HISTORY
 

The foreign aid program in ita current fsetat begnn with
 
the establishuc-nt of the Agency for Internationul Development 
(AID) in 1961. The following section reviews the history of U.S.
 
foreign aid since that date.
 

Development Assistance l/
 

In the 1960s, U.S. development assistance programs concen
triced on building "infrastructure," such as dams, roads, and
 
power plants. Concerned with the uneven distribution of develop
ment benefits, the Congress passed the New Directions legislation
 
in 1973, requ-ring that U.S. development assistance be targeted
 
upon the poorer people of the world and upon countries attempting
 
to satisfy basic human needs. Current development projects
 
stress improvement of water supplies and sanitation facili
ties, family planning programs, access to education and health
 
care, expansion of local energy resources, and agricultural
 
development. 2/
 

I/ 	A distinction is made between bilateral aid, which covers all
 
forms of assistance provided by the United States directly to
 
developing countries, and bilateral development assistance,
 
which refers only to the loans and grants administered by the
 
Agency for International Development and excludes the Economic
 
Support Fund and food aid.
 

2/ 	The Agency for International Development also engages in the
 
coordination of funding from different sources. An example of 
this is the Club du Sahel, a regional development program for 
eight neighboring African countries suffering from prolonged 
drought. The Club began as an American-French initiative, but 
is now centered in the OECD and involves more than 20 donor 
agencies and organizations committed to an integrated program 
of 	sectoral development in agriculture, fisheries, human
 
resources, marketing, and transportation. See Organization 
for Economic Cooperation and Development, Strategy and Pro
gramme for Drought Control and Development in the Sahel (May 
1979).
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Interpreting the New Directions Icgiol'ation haz rveA 
difficult. T1e focus hau shifted to the poorer countri- nd ,
within tht27, to the poorer people, but ascesng thc- e1; iis 
of a particular project has proved controversa... i 'l'e 1.s. 
Agency for International Development has chosen a restricti.ve 
interpretation. 3/ 

Economic Support Fund (ESF)
 

The Economic Support Fund is a descendant of the Marshall 
Plan "defense support" funds of the 1940s. In 1961, with the 
enactment of the Foreign Assistance Act (FAA), this type of aid
 
was 	formally designated as Supporting Assistance. In 1971 it was
 
renamed Security Supporting Assistance and placed under the FAA
 
title concerned with military, rather than economic, aid, thus
 
emphasizing its different goals as compared with development
 
assistance.
 

The International Security Assistance Act of 1978 
replaced

Security Supporting Assistance with the Economic Support Fund
 
and Peacekeeping Operations accounts. This change was made
 
to identify more accurately the purpose of these programs,

which is "to provide budget support and development assistance
 
to countries of political importance to the United States." 4/
 

The intention is that ESF be used for development projects

wherever possible, but only 30 percent of the funds- distributed
 
between 1975 and 1979 were directly for such projects-.
 

3/ 	Among projects not pursued because of this interpretation are
 
the 	upgrading of a road between Uppe: Volta and Niger, and
 
construction of a dam in Senegal to prevent salinization of a
 
river basin so as to protect the water-for agriculture. See
 
Foreign Assistance Legislation for Fiscal Years*1980 to 1981,
Hearings and Markup before the Subcommittee on Africa, House
 
Committee on Foreign Affairs, 96:1 (February and March 1979),
 
Part 6, pp. 11-12.
 

4/ 	Foreign Assistance and Related Programs Appropriations Bill,
 
1979, S. Rept. 1194, 95:2 (1978). p. 79.
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Food Ai 

The original goals of the Food for Peace progran 5/ were 
trade expansion, disposal of surplus U.S. agrculturnl-go-o,
agricultural price stability, foreign economic develoment, arA 
support of U.S. foreign policy. 

Initially, farm goods were 
donated, bartered, or sold for
 
foreign currencies. As U.S. holdings of foreign currcncie grew,

sales for dollars on con essicnal terms bertan.
 

A reevaluation of food aid in 
1966 placed emphasis on
 
humanitarian concerns, shifting the program's focus from the

disposal of U.S. surplus goods to 
the alleviation of hunger

through agricultural development. Development concerns have
 
also been emphasized in recent legislation. Nevertheless,

establishing and maintaining commercial 
markets for U.S. pro
ducts remain an underlying objective of the food aid program.

The inherent conflict among these multiple goals is compounded by

the inclusion of political considerations in the selection of
 
recipients.
 

Food aid provides agricultural commodities for donation
 
or resale under three titles:
 

Title I: Concessional Loans for Food Purchases 
($755

million exported in 1979); 6/
 

Title II: 	 Donations and Disaster Relief ($398 million
 
exported in 1979); 7/
 

Title III: 	 Food for Development ($85 million of Title I
 
in investments in 1979).
 

5/ stablished under the Agricultural Trade Development and
 

tissistance Act of 1954 (Public Law 480).
 

6/ Commodity costs: differential freight costs were $73 million.
 

7/ Commodity costs; transportation costs were $149 million.
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Title I loans are made to LDCs at conceosional ratea to
 
finance purchases of U.S. agricultural commodities. 8/
 

Under Title II, food is donated by the Unitcd ftatoe for 
nutritionally vulnerable groups (ouch at young children and 

mothers). 

Title III, Food for Developent, began as part of the Inter
national Devolopment and Food Assistance Act of 1977. This title 
provides that at least 15 percent of repayments under Title I be 
invested by the LDCs in U.S.-approved self-help projects directed 
to the rural poor. 9/ 

CURRENT PROGRA 4 OPEBATIONS AND ISSUES
 

Development Assistance
 

The projects covered by development assistance are primarily
 
in the agriculture, rural development, and nutrition sectors; a
 
second area of significance is population planning. During the
 

second half of the 1970s, these two areas received an average of
 
55 and 15 percent of funding respectively. Health and education
 
each received around 10 percent.
 

Although highly concentrated in the past, development
 
assistance is now widely distributed. In fiscal year 1979,
 

8/ 	 The loans are to be repaid over a period of up to 40 years, 
with a grace period of up to 10 yeare, at interest rates of 2 
to 3 percent, in dollars or convertible currency. No new
 
local currency sales agreements have been concluded since
 
December 31, 1971.
 

9/ 	Food for Peace, 1954-1978, Major Changes in Legislation,
 
prepard by the Congressional Research Service for the Sub

committee on Foreign Agricultural Policy, Senate Committee on
 

Agriculture, Nutrition, and Forestry, 96:1 .April 1979),
 
p. 16. Eligibility for forgiveness was specified to be for
 

countries meeting the World Bank poverty criterion, and the
 

forgiveness was extended to appropriate developmental use of
 
the food commodities themselves, not just the appropriate
 

developmental use of the funds generated by the local sale of
 

the commodities.
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68 countries received funding. During the cacond half of the 
1970s, the three cajor recipient countrleo (Indontzuia, S,, 
and the Philippines) accounted for only 22 percent of all funds 
directed to specific countrioe and rcgioi. 10/ 

Some countries that were major recipients in the -l%0jLire
 
still major recipients, including India and Bangladesh (form2rly
 
East Pakistan). Brazil, Coloubia, and South Korea are crong the
 
program's "graduates." 1Tean1.ille, Kenya and Sri Lanka are "neu
comers." i1/
 

In 1979, 81 percent of country loans and grants went to
 
nations meeting the poverty criterion of the World Bank. 12/
 
There are, however, several programs that benefit middle-income
 
developing countries. For example, the Housing Guarantee (HG)
 
Program, under which the Agency for International Development
 
guarantees repayment to private U.S. lenders who finance AID
approved housing for low-income families, is used mainly by
 
middle-income developing countries. 13/ Another AID effort that
 

10/ 	There has, however, been an increase in expenditures on ac
 
interregional (rather than country) basis, which in 1979
 
accounted for over one-third of all AID funding (see Appendix
 
II-A). These interregional expenditures in fiscal year 1979
 
included AID operating expenses, centrally funded programs,
 
disaster relief, ocean freight, and American schools and
 
hospitals abroad.
 

11/ 	 The annual distribution of AID funds among major recipients
 
from 1962 to 1979 is shown in Appendix II-A.
 

12/ 	 The poverty criterion of the International Development
 
Association, the soft loan window of the World Bank, is
 
currently an annual per capita income of $625. See Agency
 
for International Development, Congressional Presentaton,
 
Fiscal Year 1981, Main Volume, p. 124.
 

13/ 	 By charging a fee for the guarantee, the program is made
 
generally self-sustaining. The statutory ceiling for housing
 
guarantees outstanding to September 1981 is $1.5 billion.
 
Among countries receiving HG funds are Korea, Thailand,
 
Taiwan, Argentina, Mexico, Venezuela, and Israel. See Ibid.,
 
pp. 82-85.
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bwefiL e', middle-income countriea is the Palra le Uveloqat
Program (RDPI). Technical cervices andJ planninL, az tance are 
provided, partly on a reiaburcable basis, drauing t- cth-r U.S. 
compaviev to provide goods and services for projcecto idcntifi d by 
host goverrZcnto. 14/ 

, 

Part of development assistance is offered through loans
 
rather than grants. An important policy question is what it
 
would cost an LDC to borrow the funds it rcceivea, in offIcial 
loans at co~ercial rates, Calculations Chow that the charges
in 1978 amounted to about 10 percent of the cost of borrow
ing commercially, so that 90 percent of the funds were the 
equivalent o a gift. 15/ These calculations are based on
 
a conventional market rate of 10 percent, which is too 	 low 
for the current economic situation. Thtfs, the grant element
 
in 1980 is even higher.
 

Economic Support Fund
 

ESF 	 allocations are made to "promote economic or political 
stability" in countries of concern LO the United States. 16/

Commitments averaged $1.2 billion annually during the 1970s,
 
reaching a record high of $2.2' billion in 1978, 
as shown in
 
Table 5. (Details o'f annual flows by recipient are given in
 
Appendix II-B.)
 

In the early 1970s, 75 to ,5 percent of ESF allocations
 
went to 
South Vietnam, but now similar percentages go to the
 

14/ 	 AID is requesting $4 million for RDP activities in fit
cal year 1981; the program is active in more than 40 coun
tries, including Saudi Arabia, Bahrain, Kuwait, Colom
bia, Venezuela, Brazil, and Thailand. See Ibid., pp. 
86-88. 

15/ 	 Organization for Economic Cooperation and Development,
 
Development Cooperation: 1979 Review (November 1979),
 
p. 228.
 

16/ 	 Agency for International Development, Congressional Presen
tation, Fiscal Year 1981, Main Volume, p. 65. 
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TABLE 5. ECONOMIC SUPPORT FUND CC4HITHWNTS, FIS, L
 
1979 (Billiona of dollars)-..
 

•Billions 	of Bilicna 4of
 
1972 Dollars
Current Dollars
Fiscal Year 


0.560.50
1970 

0.610.57
1971 

0.63
0.62
1972 

0.62
0.63
1973 

0.58
0.64
1974 

1.00
1.23
1975 

0.87
1.13
1976 


TQ 0.89 
 0.66
 
1.27
1.77
1977 

1.49
2.22
1978 

1.22
1.98
1979 


9.51
Total 	 12.18 


SOURCE: 	 Agency for International Development, U.S. Overseas Loans 

and Grants, 1945-1976, p. &; and U.S. Overseas Loans and 
Grants, 1945-1979, p. 6. 

Middle East (principaily zgypc\ana Lsarae), reflecting the changed 

focus of U.S. interests. 171, 

17/ Relatively small amounts of ESF aid go to Europe, Latin
 

In 1978, 	there was an increase in ESP
America, 	and Africa. 

funding for Africa, reflecting a growth in commitments to
 

Botswana ($15 million), Lesotho ($5 million), Swaziland ($13
 

million), Zaire ($10 million), Zambia ($30 million), and the
 

regional account ($38 million). See Agency for International
 
1980,
Development, Congressional Presentation, Fiscal Year 

Main Volume, p. 119. 
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TABLE S. ECONOMIC SUPPORT roND Cœ-iMITHFJITS. FIGCA1J 
1979 (Billions of dollars). 

Dillions of Ei1liaEû of 
Fiscal Ycar Current Dollars 1972 D~lllars 

1970 0.50 0.56 
1971 0.57 0.61 
1972 0.62 0.63 
1973 0.63 0.62 
1974 0.64 0.58 
1975 1.23 1.00 
1976 1.13 0.87 

TQ 0.89 0.66 
1977 1.71 1.27 
1978 2.22 1.49 
1979 1.98 1.22 

Total 12.18 9.51 

SOURCE: Agency for International Deve10pment, U.S. Overseas Loans 
and Grants, 1945-1976, p. 61 and U.S.-OVerseas Loans and 
Grants, 1945-1979, p. 6. 

Middle East (pr1nc1pa~~y ~gypc~na L8~8eL), ref1ecting the changed 
·focus of U. S. interests. 171, 

-"--------
17/ R~lat1ve1y smal1 amounts of ESF aid go to Europe, Latin 

America, and Africa. In 1978, there was an increase in ESF 
funding for Afdcs, reflecting a growth :J.n commitments to 
Botswana ($15 million), Lesotho ($5 million), S\lazi1and ($13 
million), Zaire ($10 million}, Zambia ($30 million), and the 
regiona1 account ($38 million). See Agency for International 
Development, Congresaional Presentation, Fiscal Year 1980, 
Main Volume, p. 119. . 
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Although ESF allocations are made aczording to political
criteria, the program is, nevertheless,, economic and develop
mental in nature. It excludes the outright provicion of tilitary 
aid. 18/ 

At Congressional"request, 
the 11eu Directions criteria
 
are used for ESF xhenever possible. Since iadiate economic
 
aid, rather than long-term equitable development, is the pritary
 
concern, the format of the funding differs coneiderably from
 
development assistance and may include projects of 
an industrial
 
nature. 19/ 
 More than 40 percent of ESF commitments between 
1975 and 1979 were for commodity import funding, 20/ a quarter for 
cash grants zuid loans, and 30 percent for project aid (Table 6). 

1S/ 	Since money is fungible, the effectiveness of these restric
tions is questionable. As noted earlier, this report focuses
 
on development aid 
and does not touch upon military assis
tance. 
 Funds for defense materiel and military training are
 
covered by other security assistance programs. These include
 
(1) Military Assistance Programs; (2) International Military

Education and Training; (3) the
and Foreign Military Sales
 
Financing Program. Congressional Research Service, Foreign

Aid: Overview of the International Affairs Budfet, Issue
 
Brief 78055 (February 15, 1980), p. 3.
 

19/ 	More specifically, it is unlikely that 
recent loans to
 
Egypt for gas turbine generators, a cement plant, textile
 
plant rehabilitation, or cargo handling equipment for a port

facility would have been made with regular development
 
assistance.
 

20/ 	Under the Commodity Import Program (CIP), funds are deposited

within the United States to be drawn down on behalf of the
 
countries in receipt of CIP funding. 
The purchases are
 
identified as 
relevant to the countries' development needs
 
and reviewed by the United States. 
 Excluded are military

goods, goods for which the United States is a net importer,
 
and certain other product categories. The ESF operates

with both loans and grants; the cash loans are- made at
 
concessional rates, ranging between 15 and 40 years at 2
 
to 5 percent interest. Food is also shipped as part of the
 
CIP. Of the 2.6 million metric tons shipped in 1978, half
 
went 	to Israel and half to Egypt. Between 1963 and 1974,
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TABLE 6. XCONt10:11C SUPPORT FUiN c0:arCGtrrS r tm T~pz
JISCAL IMPIRS 1975-1979 (Y111iono of dollar&) 

Cozzodity 
Lsport Froject
 

Program Cash Aid
 

Country Total Granto Loans Gra:ts Loans Grant:: Loans
 

Egypt 3,331 85 1,455 -- - 1,005 786 

Israel 3,405 1,100 755 1,290 260 .. .. 

Jordan 476 -, -- 286 -- 19 171 

Syria 438 -- 125 .. 37 276 

Greece 65 -- 65 .. ... .. 

Portugal 435 .. .. 36 300 6 93 

Zambia 50 - 50 -.. .. . 

Jamaica 12 -- 10 .. .. 2 --

South Vietnam 190 143 .. .. .. 47 --

Malta 43 .. .. 43 ... .. 

Cambodia 54 - -- 51 -- 3 -

Other 516 -- 58 58 82 259 35 

Total 9,015 1,328 2,518 1,764 642 1,378 1,361
 

Percent 100 15 28 20 7 15 15
 

SOURCE: Agency for International Development.
 

NOTE: Details may not add to totals because of rounding.
 

The relative flexibility of ESF funding encourages expansion
 

of the program. Also, the ESF appropriation, unlike develop

ment assistance, is almost entirely ior country-specific amounts,
 

such shipments remained well below $!u0 million per year but
 

began to rise in 1975, and reached $319 million in 1978 (all
 

in 1972 dollars). U.S. Department of Agriculture, Foreign
 

Agricultural Trade of the United States (July 1977), p. 18,
 

and (January 1979), p. 62.
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vhich, given the selection.of the recipients,, protects. tbi
 

section of the aid budget from significant cuts. ESP allocations
 

tripled in real terms in the 1970s, while funds for development
 

assistance remained static azd food aid fell (Table 3).
 

Food 	Aid
 

The food aid program has been significant for U.S. pro

ducers: an average of 60 percent of wheat exports and 40 per

cent of rice exports (by value) during the 1960s were shipped
 

under P.L. 480, declining to 14 percent and 20 percent, respec

tively, in fiscal. year 1978. 21/ (Details of annual flows
 

by recipients are given in Appendix II-C.)
 

In fiscal year 1978, 4.3 million metric tons of food were
 

shipped under Title I (76 percent wheat, 11 percent rice) and
 

1.5 million metric tons under Title II (which, because of its
 

nutritional focus, has a wider range of commodities). 22/ P.L.
 

480 shipments represented 4 percent of U.S. agricultural exports
 

in 1978 (Table 7).
 

In 1977, the Congress mandated that 75 percent of conces
as
sional sales under Title I go to low-income countries, defined 


those meeting the World Bank poverty criterion. 23/ Figure 1
 

shows how Title I 4ales have been allocated to meet the poverty
 

criterion, and also documents the fact that, from 1968 through
 

21/ 	 U.S. Department of Agriculture, Food for Peace, 1978 Annual
 

Report on Public Law 480 (June 1979), Table 5; Foreign Agri

cultural Trade of the United States (July 1977), Table 9;
 

U.S. Agricultural Exports under P.L. 480 (October 1974),
 

Table 2.
 

22/ 	 U.S. Department of Agriculture, Food for Peace, 1978 Annual
 

Report on Public Law 480, Table 4.,
 

23/ 	 Initially, in fiscal year 1975, tot more than 30 percent was
 

to go to countries other than tho e 'esignated by the United
 

Nations as "most seriously affected"'by food shortages. This
 

was modified to 25 percent to countries with per capita
 

incomes of $300 or less, and eventually to the poverty
 

nriterion in 1977.
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r.-... L tTABLE 7. u.S. Sii1jk 45 OF Fik& GOODS UNDER 
Y/EARS 1962-1978
 

P.L. 480 	 Shipments 
as Percentage
 

of Total
 
Agricultural
 

Millions of Billions Exports
 
Metric Tons of Dollars (by value)
 

29
1962 	 18.8 1.5 

1.5 	 29
1963 	 17.4 


23
1964 	 16.8 1.4 

1.6 	 26
1965 	 18.4 


20
1966 	 18.2 1.3 

1.3 	 19
1967 	 14.0 


20
1968 	 14.6 1.3 

1.0 	 18
1969 	 10.0 

1.1 	 16
1970 	 11.0 


131971 	 9.8 1.0 

1.1 	 13
1972 	 9.9 


7
1973 	 7.4 1.0 

0.9 	 4
1974 	 3.3 


5
1975 	 4.9 1.1 

4
1976 4.5 0.9 


TQ 2.1 0.4 7
 
41977 	 6.5 1.1 


1.0 	 4
1978 	 5.8 


SOURCE: 	 Susan A. Libbin, "U.S. Agricultural Commodity Aid and
 

Commercial Exports, 1955-1976," in U.S. Department of
 

Agriculture, Foreign Agricuitural Trade of the United
 

States (July 1977), p. 18; U.S. Department of Agricul

ture, Foreign Agricultural Trade of the United States 
(January 1979), pp. 58-59; U.S. Department of Agricul
ture, Food for Peace, 1978 Annual Report on Public Law 

480 (June 1979), Table 1. 
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ture, Food for Peace, 1978 Annual Report on Public Law 
480 (June 1979), Table 1. 
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Figure 1. 
Perccrnt of Food Commodities Programmed Under P.L. 480 Title I 
Going to Countries Below the IDA Poverty Critercn 
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23
 

Figure 1. 
Percent of Food Commodities Programmed Under P.L. 480 Tttle 1 
Going to Oluntries Belowthe IDA poverty Crite~~n 
PIrCf-.ft 

1CU~-------------~----------------------------------------~ 

90 

81l 

70 

60 

50 

40 

30 

20 

10 

o 

75:25 Split 
---Ma-;;d'atediiVthe Congress---

1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 t977 1978 

SOURCE: F1f:yina G. Ziegler, Congress, the 1970$ Food Crisis, and V.S. Food Aid Poliey, Massachusetts 
Institute of Technology, Center for International Studies (July 1979), p. 57. 

NOTE: Calendar years 1966-1974; fiscal years 1975-1978. Fiscal year 1976 includes transitional quarter. 

23 

Figure 1. 
Perctllt of Food Commodities Programmed Under P.L. 480 Title I 
Going to Oluntries 8elowthe IDA Poverty Criter.~n 
PII'Cf' .. t 
1CU~-------------~----------------------------------------~ 

90 

81l 

70 

60 

50 

40 

30 

20 

10 

o 
1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 

SOURCE: Hf:yina G. Ziegler, Congress, the 1970$ Food Crisis, and U.S. Food Aid Policy, Massachusetts 
Institute of Technology, Center for International Studies (July 1979), p. 57. 

NOTE: Calendar years 1966·1974; tiseol years 1975·1978. Fiscal year 1976 includes transitional quarter. 

23 



1973, far less than 75 percent was distributed to the poorer
 
countriec. 24/
 

Food Aid and Malnutrition. One of the goals of the food
 
aid program is relief from malnutrition. How big is the problem?
 
How much impact can U.S. food aid have?
 

One measure of malnutrition is the per capita food supplies
 
available in a country as compared with the caloric intake
 
required for an adequate diet. 25/ To close the calorie gap
 
expected in 1985, it is estimated that the developing countries
 
would need to import approximately 140 million metric tons of 
grain in that year. 26/
 

Countries can 
close the calorie gap by producing more food,
 
importing more food, or redistributing existing supplies. 27/
 
To fill the calorie gap from local production by 1985 would
 
require an increase in LDC agricultural production of between
 
5 and 6 percent per annum for the decade 1975-1985--an unlikely
 
rate 	of production growth.
 

24/ 	Tentative allocations for fiscal year 1980 indicate that 80 
percent of food aid will go to countries meeting the poverty 
criterion. (Letter, U.S. Department of Agriculture to Senate 
Committee on Agriculture, Nutrition, and Foreatry, September 
28, 1979.) The United States signed an understanding with 
South Korea in 1971 that P.L. 480 afd would be provided in 
return for restrictions on exports of textiles over a five
year period. The amount of aid remaining to be exported 
under this agreement in 1980 is $27 million. 

25/ 	 International Food Policy Research Institute, Recent and
 
Prospective Developments in Food Consumption: Some Policy
 
Issues (July 1977), p. 13.
 

26/ 	 This estimate assumes that 40 percent of incremental supplies
 
would "leak out" to persons consuming more than the adequate
 
amount. Without such leakage, the necessary imports would be
 
about 120 million tons. See Ibid., Table 6.
 

27/ 	 Per capita food availability in Brazil is sufficient to
 
achieve nutritional adequacy for everyone. Unequal dis
tribution has, however, left about one-third of the popu
lation malnourished.
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To fill the calorie gap by 1985 from imports, the major
 
grain exporters would have to sustain production growth of 4
 
percent per year, as against their actual long-term growth rate
 
of 2.5 percent per year. 28/
 

The total flow of bilateral and multilateral food aid
 
actually fell from 13 million metric Lono in 1970 to 10.5 million
 
metric tons in 1978. 29/ Even if the United States returned- to
 
the 17 million metric tons of food aid it shipped in the early
 
1960s, and other donors contributed a similar amount, food aid
 
would still provide only one-quarter of the supplies needed to
 
fill the estimated gap in 1985.
 

Evaluation of the Food Aid Program. Food aid is a versatile
 
foreign aid tool. Programs can be i~nplemented relatively rapidly,
 
providing immediate benefit to those in need, without major
 
commitments of U.S. personnel. 30/
 

A key difference between financial aid and food aid lies in
 
the additionality factor--the extent to which the food adds
 
to total supplies rather than merely substitutes for commercial
 
imports. To the extent that it does so, the United States
 

28/ 	 Only 14 developing market economies and a few developed
 
market economies have had growth of cereal production of 4
 
percent or more during the period 1960 to 1975. See Inter
national Food Policy Research Institute, Recent and Prospec
tive 	Developments in Food Consumption, pp. 20-21.
 

29/ 	 In 1977 (the latest year for which comparable data are
 
available), the United States gave an estimated $1.1 billion
 
worth of cereals in food aid, six times as much as the next
 
largest food donor, Canada, which gave $185 million. The two
 
major multilateral food aid programs are the World Food
 
Program, run by the United Nations, and the Food Aid Conven
tion. (Details are given in Appendix II-D.) See U.S.
 
Department of Agriculture, Foreign Agricultural Trade of the
 
United States (December 1978), p. 73.
 

30/ 	Title III, Food for Development, requires a greater degree of
 
involvement, but this is a relatively small part of total
 
food aid.
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in fulfilling Ito goal of icreauing the a-vailabilty of food. 
A-d~tionality 1o generally thought to be lou, however.. 31/ 

Title I food is generally resold, poviding recourcc for t.
 

recipient country. In this respect, food aid is equivalent to a 

concessional loan, bu t the question arises whether, as a ns 

of providing resources, it is as beneficial to the recipient as 

a conceacional loan. For tae United States, of couroe, the advan

tages of food aid may be greater because of Its impact on OCi U.S.
 

agricultural sector.
 

The U.S. food aid program has been criticized ao providing
 

a disincentive to local producers. The extent of the disincentive
 

depends on the factor of additionality. If the U.S. food is truly
 

additional, it must be offered in the recipient'n market at a
 

lower price than would otherwise prevail, or it will not sell.
 

The disincentive effect then depends on the response of local
 

suppliers to the drop in price. 32/ If the food aid is not an
 

addition, but replaces commodities that otherwise would have been
 

imported, t'eTe need be no local disincentive effect. 33/
 

31/ 	 The evidence is limited, and more research is needed, but
 

apparently food aid is only partially additional. Alex

ander H. Sarris, Philip C. Abbott, and Lance Taylor, "Grain 

Reserves, Emergency Relief, and Food Aid," in William R. 

Cline, ed., Policy Alternatives for a New International 

Economic Order: An Economic Analysis (Praeger, 1979). 

32/ 	Evidence on the extent of disincentives is relatively
 

limited and conflicting; one recent study of the literature
 

concluded that "theoretical analysis gives no proof that
 

food aid, if properly handled, has serious disincentive
 

effects on food production in recipient counties. Where a
 

case has been made for such short-term effects, these have
 

been far outweighed by the general advartages accruing to
 

tha economy if the opportunities offered by food aid for
 

expanding overall consumption and investment arc properly
 

utilized." World Food Program, Committee on Food Aid
 

Policies and Programmes, "A Survey of Studies on Food Aid"
 

(March 1978; processed), p. 2.
 

33/ 	A disincentive effect may be traceable to pricing policies of 

a recipient government, particularly when food prices are 

kept artifically low by means of subsidies. The disincentive 

effect may then be wrongly attributed to the supply of food 

aid. 
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a d!sincentive to local producers. The extent of the dioincentive 
depends on the factor of additionnlity. If the U.S. food 18 truly 
additional, it must be offered in the r~cipient'o ~!'ket at a 
lower price than would othenlise prevaU, or it will not selle 
The disincentive effect then depends on the resp0D.lle of local 
suppliers to the drop in price. 32/ If the food aid is not an 
addit:!.on, but replaces commoditieathat otherwise tlould have been 
i~ported, t'ele need be no local disincentive effect. 33/ 

The evidence is limited, and more research fs needed, but 
apparently food aid is only partially adàitional. Alex
ander H. Sarris, PhilIp C. Abbott, and Lance Taylor, "Grain 
Reserves, Emergency Re 11 e.f , and Food Aid," ln William R. 
Cline, ed., Policy Alternatives for a Ney International 
Economie Order: An Economie Analyols (Praeger, 1979). 

Evidence on the extent of disincentives ia relativp.ly 
limited and conflicting; one racent study of the literature 
concluded that "theoretical analY6i8 gives no proof that 
food aid, if properly handled, has ~erious disincentive 
effects on food production in recipient countties. Hhere a 
case has been made for su ch short-term effects, theae have 
been far outweighed by the General advartages accruing to 
th!:! eC:lnomy if the opportunities offered by food aid for 
expanding overall consumption and investment are properly 
utilized." World Food Program, Committee on Food Aid 
Policies and Pro~rammes, "A Survey of Studies on Food Aid" 
(March 1978; processed), p. 2. 

A disincentive effect may be traceable to pricing policies of 
a recipient government, particularly when food pric~s are 
kept artifically low by means of subsidies. The disincentive 
effect may then be wrongly attributed to the &upp1y of food 
aide 
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Buffer Stocks and the Future of the Food Aid Prograu. Should
 

the U.S. contribution be viewed aa a permanent flow of aintance 
L__'a U.S.to ease the calorie gap? When food aid ' ;aa,- 

agricultural surpluses were common. Supply Pnd (co eercial) 
demand for U.S. agricultural products are nou, h- Morv 


closely in balance. N1onetheless, the food aid 1 eroam still 

operates as if its major objective were to dispose of dcmcrtic 

surpluses. The result is that food shipments tend to fall. when 

LDCs moot need them (in periods of tight supply) and to enpand 

in periods when they are less critical (in periods of excess 

supply). For example, in the mid-1970s, at a time when LDCs 

were faced with poor crops and high world pricee, the volume 
less than half that of the precedof P.L. 480 shipments fell to 


ing years, although the value of shipments remained stable
 

(Table 7).
 

It had been proposed that this instability be offset by
 
emergency reserve of wheat to back up planned
the creation of an 


P.L. 480 commitments. 34/ Under current conditions, given
 

the recent increase in government-held food stocks, there would
 

be little net cost to the United States. In the federal budget,
 

commodity costs in the international affairs function would be
 

offset by receipts in the agriculture function. Transportation
 

costs would add to this, however. To the extent that the reserve
 

would ease demand for wheat in a time of shortage, it would
 

depress prices and is therefore opposed by wheat farmers. On the
 

other hand, it .ould diminish the uncertainty of food aid ship

ments to the benefit of the recipient countries. 35/
 

A buffer stock may be needed if the United States is to meet
 

its commitment under the 1980 Food Aid Convention to provide 4.47
 

million metric tons annually. At present prices, that pledge
 
fiscal year 1980 budget appropriaabsorbs three-quarters of the 


tion. If agricultural commodities experience price increases
 

without accompanying increases in appropriation levels, the United
 

States could have difficulty fulfilling its pledge in the future.
 

Thus, the establishment of a buffer stock could protect the U.S.
 
commitment.
 

34/ 	 In H.R. 6635, Food Security Act of 1980.
 

35/ 	 If the food was truly additional, as intended, the impact on
 

commercial sales would be minimal.
 

27
 

Buffer Stocks and the Future of the Food. Aid. Pro[;rB.m. Should 
the U.S. contribution be vieued a~ a perQ~ncnt flow'of aGaintnnce 
to ea.se the calorie gap? \1hen food aid ohi~rü~i;.nt::i , U. s. 
agricultural Gurpluseu uere common. Supply end (coc~ercial) 
demand for O.S. Dgricultural pruducto ~rc nOD,' houcvcr, mo~~ 
closely in balance. NonetbelcDD, tbe food nid ~rograc Dtill 
operatco an if lts major objective tIare to èiapofi3 of dO:ii.cntic 
Ilurpluoeo. The recult io tlmt food Ghipmentn tend to fall 'iilÎ1en 
LDCa moot ne cd thcm (in periodE) of tir:;ht oupply) and to e~pand 

in periods when they are less critical (in periodo of exceas 
supply). For cxa~ple, in the mid-1970G, at a time whon LDCs 
were faced w1 th poor crope and h1gh \'lorld priees, the volum~ 
of P.L. 480 ohipments fell to leBs than haH that of the preced
ing years, although the value of ehipments remained stable 
(Table 7). 

It had been propoaed that thia instability be offset by 
th~ creation of an emergency reserve of \vheat to back. up planned 
P.L. 480 commitments. 34/ Under current conditions, given 
the recent inct"ease in goverrunent-held food stocka, there would 
be little net cost to the United States. In the federal budget, 
commodity costs in the international affairs function \<lOuld he 
offset by receipts in the agriculture function. Transportation 
costs would add to this, however. To the extent that the reserve 
would ease demand for wheat in a time of ahortage, it would 
depress priees and is therefore opposed by wheat farmera. On the 
other hand, it • ... ould diminish the uncertainty of food aid ship
ments to the benefit of the recipient countries. 35/ 

A buffer stock may be needed if the United States is to meet 
its commitment under the 1980 Food Aid Convention to provide 4.47 
million metric tons annually. At present priees, that pledge 
ab sorbs three-quarters of the fiscal year 1980 budget appropria
tion. If agr1cultural commodities experience priee increases 
without accompanying increases in appropriation levels, the United 
St~tes could have difficulty fulfilling its pledge in the future. 
Thus, the establishment of a buffer stock could protect the U.S. 
commitment. 

34/ In H.R. 6635, Food Security Act of 1980. 

35/ If the food was truly additional, as intended, the impact on 
commercial sales would be minimal. 

27 

Buffer Stocke and the Future of the Pood. Aid Pror:;rcm. Should 
the U.S. contribution be viewed a~ a percancnt flow'of anaintance 
to ease the calorie gap? Uhen food aid ohi~rri~i;.nta bCi;<2:':l, U. s. 
agricultural Gurpluseu were common. Supply pod (coc~erciDl) 
demand for u.s. agricultural pruducto ~re now," however, mo~~ 
cloBely in balance. NonethelcDD, the food aid ~rograc ottll 
operateD an if ito major objective wero to cliapofi~ of dO:Gcntic 
Ilurpluoeo. The recult iEl tl13t food Ghipmcntn tend to fall ';;Titen 
LDCa moot need them (in periods of tiGht oupply) and to e~pand 

in periodo when they are less critical (in periodo of excess 
supply). For cxa~ple, in the mid-1970o, at a time when LDCs 
were faced tlith poor cropo and high \'lOrld pricea, the volum~ 
of P.L. 480 oh:f.pmentG fell to leas than half that of the preced
ing yeara, although the value of ohipments remained stable 
(Table 7). 

It had been proposed that this instability be offset by 
thp.. creation of an emergency reserve of t-Jheat to back up planned 
P.L. 480 commitments. 34/ Under current conditions, given 
the recent increase in government-held food stocko, there would 
be little net cost to the United States. In the federal budset, 
commodity costs in the international affairs function \<lould be 
offset by receipts in the agriculture function. Transportation 
costs would add to this, however. To the extent that the reserve 
would ease demand for wheat in a time of shortage, it would 
depress prices and is therefore opposed by uheat farmers. On the 
other hand, it • ... ould diminish the uncertainty of food aid ship
ments to the benefit of the recipient countries. 35/ 

A buffer stock may be needed if the United States is to meet 
its commitment under the 1980 Food Aid Convention to provide 4.47 
million metric tons annually. At present prices, t hat pledge 
absorbs three-quarters of the fiscal year 1980 budget appropria
tion. If agricul tural commodities experience price increases 
without accompanying increases in appropriation levels, the United 
St~tes could have difficulty fulfilling its pledge in the future. 
Thus, the establishment of a buffer stock could protect the U.S. 
commitment. 

34/ In H.R. 6635, Food Security Act of 1980. 

35/ If the food was truly additional, as intended, the impact on 
commercial sales would be minimal. 

27 



BUDGETARY TREATIMI'T 

Development Assistance
 

The development assistance budget request does not take 
account of repayments on AID loans. It is merely the sum of 
all programs proposed far funding during the budget year. Con
sequently, the net flow of resources to leec-developed countries 
is overstated in the budget request by the camount of interest 
and principal repayments on prior-year loans. 36/ 

. For mtample, offsetting receipts for repayment of princi
pal 37/ and interest on development assistance loans in 1978 
amounted to approximately $500 million. 38/ Therefore, net U.S. 
foreign aid commitments in that year were $500 million lower than 
the amount actually appropriated. Net budget outlays are there
fore clearly a better measure of U.S. efforts to assist the 
LDCs. 

With respect to future fiscal years, AID estimates that
 
repayments of principal and interest on commitments already
 
made will average around $800 million a year durit, the 1980s
 

36/ 	Principal repayments on AID and predecessor agency loans
 
are 	"netted" against the total of new budget authority and
 
outlays proposed for Subfunction 151 of the President's
 
Budget--Foreign Economic and Financial Assistance. Interest
 
charges on AID and predecessor agency loans are "netted"
 
against the total of new budget authority and outlays pro
posed for Subfunction 902 of the President's Budget--Deduc
tion 	for Offsetting Interest Receipts. Thus, repayments on
 
AID and predecessor agency loans do not enter directly into
 
calculations of AID's budget request. (Information provided
 
to CBO by AID, November 1979.)
 

37/ 	 Approximately 10 percent of these receipts were from ESF
 
loans, and the balance from AID loans.
 

38/ 	The Budget of the United States Government, Fiscal Year 1980,
 
p. 375. TLese payments appear large, but represent interest
 
on loans made for an average of 30 years at 2. percent,
 
which is in striking contrast to the cost of funds from
 
alternative sources.
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,(excluding repaymanto, in local currencieu). 39/ (r' , tso 1 
local currencies unounted to $170 million in fi-cl yct- 1978, but 
this flow will diminish because no Cue oM0 arec bn'..... uVde With 
local currency repayment provisions.) 40/ It is not -srthy that 
the existence of repayment flows offers the United States come 
flexibility in caoing the financial situation of past recipients
 
who may request rescheduling.
 

Food 	Aid
 

The net cost of the food aid program to the federal govern
ment is less than the program cost in the P.Lo 480 budget request: 

o 	Title I shipments are sales at concessional loan rates
 
producing a stream of repayments. 41/
 

o 	Some products are purchased from Commodity Credit Corpor
ation (CCC) stocks, reducing the Department of Agricul
ture's net outlays--in effect, an intragovernmental
 
transfer.
 

39/ 	 (Information provided to CBO by AID, November 1979.) From 
the lender's point of view, the flow of repayments is a 
separate issue from current budget allocations. Some of 
the repayments come from countries that are no longer aid 
recipients, such as the United Kingdom, Taiwan, and Yugo
slavia. On a regional basis, new commitments to Latin 
America in fiscal year 1978 totaled $385 million, against 
repayments of $271 million. See Agency for International 
Development, U.S. Overseas Loans and Grants, 1945-1979.
 

40/ 	 (Information provided to CBO by AID, November 1979.) Repay
ments in local currency are omitted from the repayment figure 
of $302 million. Approximately 60 percent of local currency 
repayments represent payments on P.L. 480; the remainder, 
payments on development assistance loans. By 1990, local 
currency repayments are projected to be $119 million, and by 
the year 2000, $25 million. See Agency for International 
Development, U.S. Overseas Loans and Grants, 1945-1979. 

41/ 	The budget request is net of receipts, unlike the budget 
request for AID, for which repayments accumulate in the 
Treasury as miscellaneous offsetting receipts and thus are 
not available to offset new appropriations. 
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o When farm prices fall low enough to make support prices
operative, P.L. 480 minimizes farm program outlays by
raising prices. Against the higher prices, the taxpayer
balances lower taxes. 42/ 

Assuming that shipments under P.L. 480 do not dioplace
commercial sales abroad, it is 
estimated 
that the real net budget

cost of the program in an average year 43/ may be only half of the
total costs shown in the federal budget (see Table 8). Even

assuming that half of P.L. 480 shipments displace commercial
 
exports, the net budget 
cost is still reduced, with net program

costs estimated at two-thirds of the gross budget figure in an average year. 44/ 
 (The basis for these calculations is set out in
 
Appendix II-E.)
 

EFFECTS OF THE BILATERAL AID PROGILAMS ON U.S. EXPORTS
 

One argument sometimes made in favor of bilateral aid programs is that they streugthen the market for U.S. exports.
The following paragraphs examine the evidence for this.
 

42/ Or a smaller deficit 
or increased expenditures on other
 
programs. 
 There are also distributional issues 
to consider.
 
A shift from income taxes to food prices is doubly regres
sive because a progressive tax is lifted and a regressive one
 
imposed, since lower-income families tend to spend a larger
proportion of their incomes on P.L. 4 80-type commodities than
 
do higher-income families.
 

43/ Because of the recent embargo on grain sales to the Soviet 
Union, coupled with 
large crops in many commodities, fiscal
 

1980 will be an
year atypical year for all agricultural
 
programs, including P.L. 
480. Estimates of 
the actual
 
costs of P.L. 480 for fiscal year 1980 would therefore be 
misleading. 
 This discussion is 
based on a hypothetical
 
year--average crops, average inventories, average prices, and

typical farm programs, assuming 
the President's original

budget request and the intended shipment quantities as of 
October 1979.
 

44/ By law, Title I sales should not displace any commercial 
sales; however, displacement is difficult to 
detect. To the
 
extent 
that per capita consumption rises as some people 
are

provided with more 
food than would otherwise bove been
 
available, the displacement factor is reduced.
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EFFECTS OF THE BILATERAL AID PROGlW1S ON U.S. EXPORTS 

One argument 30metimes made in favor of bilateral aid programs is that they strehgthen the market for U. S. exports. The following paragraphs examine the evidence for this. 

42/ Or a smaller deficit or increased expenditures on other programs. There are also distributional issues to consider. 
A shift from income taxes to food prices is doubly regres-' sive because a progressive taxis lifted and a regressive one imposed, since 10l~er-income families tend to spend a larger proportion of their incomes on P.L. 480-type commodities than do higher-income families. 

43/ Because of the recent embargo on grain sales to the Soviet Union, coupled with larse crops in many ::ommodities, fiscal year 1980 will be an atypical year for all agricultural programs, including P.L. 480. Estimates of the actual costs of P.L. 480 for fiscal year 1980 would therefore be misleading. This discussion is based on a hypothetical year--average crops, average inventories, average prices, and typical farm programs, assuming the President's Original budget request and the intended shipment quantities as of October 1979. 

1 .. 4/ By law, Ti tIe I sales should not displace any commercial sales; however, displacement is difficult to detect. To the extent that per capita consumption rises as some people are provided with more food than would otherwise b~ve been available, the displacement factor is reduced. 
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TABLE 8. 	ESTDIATED NET BUDCET COST OF TuE P.L. 400 PROCPLA i IN LU 

AVERAM YEAR a/ (1i11iono of dollars) 

Assuming 1.o Dioplaccment of Corm'2ercial Exports 
Total program costs 1,399 
Leso loan rcpayienta b/ -166 
Less CCC reimburoemento c/ -44 

Less farm outlays caved d/ -505 

Net cost 660
 
Net coat as percentage of program cost 47
 

Assuming 50 Percent Displacement
 
Net cost 923
 

Net cost as percentage of program cost 66
 

NOTE: 	 The table summarizes calculations that are set out in
 
Appendix II-E.
 

a! 	Assuming no significant disturbances in the time trends of
 
production, demand, stocks, and prices.
 

b/ 	Present discounted value of repayments based on sales made in
 

fiscal year 1980. This figure differs from loan repayments
 
reported in the budget, which are receipts from loans made in
 
previous years.
 

c/ 	Represents payments to the Commodity Credit Corporation from
 

the P.L. 480 program; in the absence of the P.L. 480 program,
 

CCC would not have received this money and would have been
 
holding more commodities.
 

d/ 	Price supports that would otherwise have been paid to farmers
 
if the P.L. 480 goods had been sold commercially, resulting in
 
lower prices.
 

Development Assistance and ESF
 

A large proportion of the funds distributed to the developing
 
countries in loans and grants is spent in the United State .
 
These expenditures benefit U.S. producers. (This does not mead
 
of course, that the net cost of the aid is reduced. Instead of
 
providing only funds, the United States is providing goods and
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sirvice6.) This section reviews the magnitude of"aid-finauccd
 
purchases in the United States, and examines which industries
 
benefit most.
 

Funds channeled through development azsistance cnd the ESF 
averaged $2 billion annually in fiscal years 1971 to 1977. 
Approximately three-quarters of these funds uare u-cd for the 
procurement of U.S. commodities and services, with a slight 
decrease in recent years (in part attributable to the shift toward 
programs emphasizing basic human needs, which require more local 
currency operation). 45/ This reflects U.S. policies that require
 
commodity purchases from bilateral aid funds to be made in the 
United States or in a limited number of other countries.
 

The purchase of commodities accounted for around half of 
AID procurement. The impact of these purchases on the 10 major 
commodity categories for fiscal years 1977 and 1978 is shown 
in Table 9. Foodstuffs and machinery accounted for the largest 
amounts of money (a total of $800 million). In relative terms, 
however, purchases financed by bilateral aid accounted for less 
than 1 percent of all machinery exports, and less than 2 percent 
of all foodstuff exports. They were most significant for oils and
 

fats, of which almost 10 percent of exports were comprised of AID
 
commodity purchases in 1978.
 

To assist developing countries, AID loans and grants 46/ 
have 	been partially untied. 47/ In fiscal year 1978, however,
 

45/ 	Agency for International Development, "The U.S. Balance of 
Payments and the AID Program" (June 1979; processed). Data 
on technical assistance contracts, shipping and other serv
ices, and related activities that grow from AID activities, 
by country of origin, were not available. 

46/ 	 Including ESF loans and grants to the least developed coun
tries. ESF loans and grants to other countries and to the 
Middle East continue to be restricted to U.S. procurement. 
(Information provided to CBO by AID, November 1979.) 

47/ 	 Non-European countries with annual per capita incomes of
 
less than $1,716 (1978 dollars) and Israel may compete for
 
procurement; Latin American countries may use U.S. loans for
 
purchases from other Latin American countries. (Information
 
provided to CEO by AID, November 1979.)
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TABLE 9. U.Co C0?0DITY SALES FLW:CED WEOUGU1 DBL&TERAL LQtA,3 
iWD GiATS, FISCAL YEARS 1-77-1970 a/ 

R1llione of Dollars of U . 3,- ] 
1977 1978 1977 M978 

Foodstuffs 230 204 1.6 1.3
 
Fertilizers 
 20 39 1.4 2.0
 
Oilseeds and Nuts 
 92 91 2.0 1.7
 
Paper and Paper Products 19 15 1.2 1.0
 
Chemicals 33 55 0.3 
 0.5
 
Machinery, Equipment,
 

and Parts b/ 141 0.4
219 0.5
 
Transportation Equipment
 

and Parts c/ 54 119 0.4 0.9
 
Iron and Steel Products 6 22 0.2 0.6
 
Animal and Vegetable Fats
 

and Oils 73 141 5.8 9.5
 
Basic Fabricated Textiles 23 0.6
44 	 1.1
 
Other 	 82 129
 

Total 	 773 1,078
 

SOURCES: 	 Agency for International Development, Bureau for Program
 
and Management Services, Office of Commodity Management,
 
Composition of Commodities Financed by AID (November 7,

1979), pp. 1-2; (January 11, 1978), pp. 1-3; (February
 
8, 1977), pp. 1-3; U.S. Department of Commerce, Bureau
 
of the Census, U.S. Exports, Schedule B Commodity
 
Groupings (June-December 1975; June-December 1976;
 
September-December 1977; September 1978).
 

a/ 	Funded by development assistance programs and Economic Support
 
Fund.
 

b/ 	Electrical equipment and parts, industrial machinery and
 
parts, generators, transformers, motors, engines, tractors,
 
construction equipment, mining equipment, agricultural equip
ment, and miscellaneous equipment and parts.
 

c/ 	Buses, trucks, passenger cars, aircraft, and other vehicles.
 
All chassis, equipment, and parts for these items are also
 
included in this category.
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TABLE ·9. 'jJ.e~ COif.'MODI!Y SALES rna.'\..JJCED nmOUGlI lltL&ITERAL LOA!~S 
f .. ND GP.MITS, FISCAL YBARS 1917-1976 al 

Foodstuffs 
Fertilizers 
Oi1seeda and Nuts 
Paper and Paper Products 
Chemicala 
Machinery, Equipment, 

and Parts bl 
Transportation Equipment 

and Parts cl 
Iron and Steel Products 
Animal and Vegetab1e Fats 

and Oils 
Basic Fabriceted Textiles 
Other 

Total 

Hi1110uo of Dollors 
1977 1978-

230 20/. 
20 39 
92 91 
19 15 
33 55 

141 219 

54 119 
6 22 

73 141 
23 44 
82 129 

773 1,078 

Pcrcontaze 
cf_.~..:..J?;:2,?~.!a 
1971 '.978 

1.6 1Q3 
1.4 2.0 
2.0 1.7 
1.2 1.0 
0.3 0.5 

0.4 0.5 

0.4 0.9 
0.2 0.6 

5.8 9.5 
0.6 1.1 

SOURCES: Agency for International Deve1opment, Bureau for Program 
and Management Services, Office of Commodity ~mnagement, 
Composition of CO!llIllodities Financeà by AID (Novembei: 7, 
1979), pp. 1-2; (January 11, 1978), pp. 1-3; (February 
8, 1977), pp. 1-3; U.S. Department of Commerce, Bureau 
of the Census, U.S. Exporta, Sch~du1e B Commodity 
Groupings (June-December 1975; June-December 1976~ 
September-December 1977; September 1978). 

al Funded by development assistance programs and Economic Support 
Fund. 

bl E1ectrica1 equipment and parts, industrial machinery and 
parts, generators, transformers, motors, engines, tractors, 
construction equipment, mining equipment, agricu1tura1 equip
ment, and misce11aneous equipment and parts. 

cl Buses, trucks, passenger cars, aircraft, and other vehieles. 
AlI chassis, equipment, and parts for these items are a180 
inc1uded in this category. 
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1979), pp. 1-2; (January 11, 1978), pp. 1-3; (February 
8, 1977), pp. 1-3; u.S. Department of Commerce, Bureau 
of the Census, U.S. Exports, Sch~dule B Commodity 
Groupings (June-December 1975; June-December 1976~ 
September-December 1977; September 1978). 

al Funded by development assistance programs and Economic Support 
Fund. 

bl Electrical equipment and parts, industrial machinery and 
parts, generators, transformers, motors, engines, tractors, 
construction equipment, mining equipment, agricultural equip
ment, and miscellaneous equipment and parts. 

cl Buses, trucks, passenger cars, aircraft, and other vehicles. 
All chassis, equipment, and parts for these items are also 
included in this category. 
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only $0.02 billion of $1.08 billion spent on com=odity procurement
 
went to non-U.S. producers. 48/
 

To what extent do these sums represent net ei:port gains 
for the United States? Or, ei:precsed another uay, to tunt enxtent 
does foreign assistance merely finance exports that would have 
occurred in any event? Answering this question requirea knowing 
what exports would have amounted to in the aboence of the tied 
foreign assistance program. Up-to-date estimates are not avail
able, but earlier work on this issue indicated that more than 90 
percent of U.S. development loan monies returned in the form of 
additional exports. 49/ If U.S. aid funds are spent instead in a 
third country, there- will, depending on the economy of that
 
country, still be some positive impact on U.S. exports. Estimates
 
range from 8 to 30 percent of the initial loss of the untied aid
 
funds. 50/
 

Food 	Aid
 

The food aid program is also said to improve commercial
 
markets for U.S. agricultural goods. A number of countries have
 
now made the transition from being aid recipients to becoming
 
commercial buyers: Brazil, Taiwan, Peru, Chile, Colombia,
 
Japan, and Spain. Others that still receive concessional exports
 
--such as South Korea, Portugal, the Philippines, Pakistan,
 
Indonesia, and Morocco-are major commercial purchasers; in fiscal
 
year 1978, they received $0.3 billion of concessional food and
 
purchased goods totaling $1.8 billion. 51/
 

48/ 	Agency for International Development, "The U.S. Balance of
 
Payments and the AID Program," p. 5.
 

49/ 	 That is, exports which would not have occurred in the absence
 
of the loan program and its tied provisions. If this con
clusion is still valid, most of the exports shown in Table 9
 
are in fact net additions to the U.S. export position.
 
Richard V.L. Cooper, The Additionality Factor in Tied U.S.
 
Development Assistance, R-974-AID (Rand Corporation, 1972).
 

50/ 	 David S.C. Chu and Robert Shishko, The Repending Effects of
 
Untying Aid, R-975-AID (Rand Corporation, 1972).
 

51/ 	 U.S. Department of Agriculture, Foreign kgricultural Trade
 

of the United States (January 1979), p. 62.
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Agency for International Development, "The U.S. Balance of 
Payments and the AID program," p. 5. 

That is, exports which would not have occurred in the absence 
of the loan program and !ts tied provisions. If this con
clusion is st:f.ll vaUd, most of the exports shown in Table 9 
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David S.C. Chu and Robert Shishko, The Rcopending Effects of 
Untying Aid, R-975-AID (Rand Corporation, 1972). 

u. S. Departmen t of Agriculture, Foreign Agricultural Trade 
of the United States (January 1979), p. 62. 
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An obvious question is whethear the U.S. !food aid progra=
created markets for U.S. agricultural products kor whether these
markets would have emergcd naturally in the coareo of ceinomic
developzent. If food 	 were a differentiable product, tie distribution of cczrcial purchacse might show keignificant effects from
 
past 	donations. 
 However, a product such as wheat is purchoezd on

the open market at world prices; presumably only the fact that names and places in the United Staten have become familiar willlead 	 buyers to this country rather than elsewhere, transportation 
costs being the only other variable.
 

Two other factors must be considered. The flow of
480 food often necessitates the opening of an office in 

P.L. 

recipient country, and the office is 
the 

there when commercial sales

replace concessional goods, 
as 
was the case in South Korea. 52/

Also, tastes may be affected by the type of food provided; thu-s,
wheat consumption in Japan 
was minor until familiarity with the

product was acquired as a result of P.L. 480 shipments.
 

Putting emphasis on the development of commercial 
markets
 
may 	 not be consistent with the U.S. aims of providing relieffrom hunger and helping less-developed countries achieve agri
cultural self-sufficiency. It may necessitate changing local food
preferences (thus creating dependency) and directing shipments to

potential customers 
among the richer, rather the
than poorer,
 
LDCs.
 

52/ 	A study for the Overseas Development Council concluded 
that introducing P.L. 480 food to a country, through export
sales and branch office establishment, may lead to 
a further
 
decision to 
invest locally. For example, in 1969 Korea-

Cargill Co., a subsidiary of Cargill, Inc., 
established
 
a plant to process livestock feed in South Korea, at 
a

time when South Korea was receiving major corn shipments
 
under P.L. 480. Although it has not been establishedthis corn was used in the Korea-Cargill 	

that 
operation, the

availability of corn Titlethe under I may have influenced
the Cargill decision. See Richard Gilmore, with the assis
tance of Frederick Blott, "U.S. andFood Beverage Industry
Report for the 
U.N. Centre on Transnational Corporations"

(Overseas Development 
Council, January 1978; processed),
 
p. 35.
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1\10 other factors mUGt be conaidered. The flotI of P.L. 480 food often necessitatea the opening of an office in the recipient country, and the office io there uhen com.m~rcial sales replace concessional goods, as \Jas the caGe in South Karea. 52/ Also, tas tes may be affected by the type of food providedj thus, wheat cOIis'JIJlption in Japan waa minor until familiarity t-lith the product was acquired as a result of P.L. 480 ahipments. 

Putting emphasis on the devdopment of commercial markets may not be conaistent with the U.S. aims of providing relief from hunger and helping less-devaloped countries achieve agricultural self-aufficiency. lt may necessitate changing local food preferences (thus creating dependency) and directing shipments to potential customers among the richer, rather than the poorer, LDCs. 

52/ A study for the Overseas Development Council concluded 
that introducing P.L. 480 food to a country, through export 
sales and branch office establishment, may lead to a further decision to invest locally. For example, in 1969 Korea
Cargill Co., a subsidiary of Cargill, lnc., established 
a plant to process live~to~k feed in South Korea, at a time when South Korea was receiving major corn shipments 
under P.L. 480. Although it hao not been establiohed that this corn was used in the Korea-Coargill operation, the 
availability of the corn under Title l may have iafluenced 
the Cargill decision. See Richard Gilmore, "'!th the assistance of Frederick Blot t, nU. S. Food and Beverage lndustry Report for the U. N. Centre (JO Transnational Corporations" 
(Overseas Development Council, January 1978; processed). p. 35. 
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FUTURE CHOICES FOR BILATERAL AID
 

Although the stated goals of the U.S. bilateral. aid pro
grams stress humanitarian concerns, the distribution of funds 
largely reflects U.S. political and economic interests. This is
 

particularly true of ESF, and of food aid loans.
 

The New Directions legislation of 1973 required that de

velopment funds be focused on the poorer people in countries 

that support the provision of basic human needs, with the goal 

of avoiding unbalanced growth that would destabilize their econo
mies. It is difficult to say what the impact of the legislation 

has been. The most obvious effect has been on the types of 

projects supported by U.S. bilateral development assistance 

programs. Another effect has been to encourage the funding of 
projects through the ESF, which is not bound by the New Directions 
legislation.
 

The ESF has grown rapidly during the 1970s, tripling in
 

sizc, compared to relatively static funding for development
 

assistance (as measured in constant dollars). To the extent
 

that the bulk of ESF funds are not used directly for project
 

assistance, the proportion of total U.S. aid funds allocated
 

specifically to development has therefore declined. During the
 

period 1975-1979, 70 percent of ESF funds went to commodity import
 

programs or for cash grants and loans; these are basically budget
 

support programs for countries with balance-of-payments problems 
and relate only indirectly to development assistance.
 

The food aid program has developed conflicting goals,
 

suggesting that priorities need to be clarified. Despite the
 

ei..:essed concern for alleviating malnutrition in the LDCs, and 
the considerable progress that has been made in directing assis

tance to the poorer countries, che size of the food aid program 
depends on U.S. agricultural stocks. When U.S. stocks are low, 
resulting from poor crop yields or high U.S. domestic demand, the
 

amount available for shipment to LDCs may be limited. Although a
 

floor has been established for the volume of agricultural stocks,
 

it is limited by appropriations and the availability of comaodi
ties. Establishment of a buffer stock could ease this problem.
 

In shaping the future level and form of U.S. bilateral
 

aid programs, the Congress faces a distinct choice between con

flicting goals. It can continue the recent trend, in which the
 

use of aid to support other U.S. foreign and domestic policies has 

been the principal concern, with the rt-,It that thp total aid 
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effort has been concentrated on a relatively few countries. This
 

would mean continued growth of the ESF, possibly at the expense of
 

food aid and developmtnt assistance. Alternatively, the Congress
 

could pursue the goals expressed in the New Directions legislation
 

of promoting equitable self-sustaining growth in the LDCs. In
 

that case, the development assistance programs would need to be
 

expanded, and food aid more clearly separated from the problems of
 
miannaincv thp narpimlttural marketDlace. 
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CHAPTER III. MULTILATERAL DEVELOPICET BANKS
 

In addition to providing bilateral assistance, the United
 

States participates in the multilateral development banks (MBs),
 

formed by international agreement to operate as financial inter

mediaries to facilitate economic growth of the LDCs. 1/ The MDBs
 

lend to the LDCs for development projects. Their funds originate
 

from paid-in capital of member nations and from funds raised in
 

the private markets, backed by members' pledges of callable
 

capital.
 

The Congress has expressed concern about the growth in
 

U.S. contributions to the MDBs and has questioned the extent to
 

which funds should be channeled through such organizations rather
 

than through bilateral operations. If Administration plans are
 

approved by the Congress, U.S. contributions to the MDBs will be
 

substantially higher in the 1980s than they were in the 1970s.
 

This chapter reviews the multilateral aid programs to
 

provide a background against which the future role of U.S. multi

lateral aid contributions can be assessed. 2/ It considers three
 

issues of interest to the Congress:
 

o 	What should be the U.S. share in contributions to the
 

MDBs?
 

o 	How should MDB contributions be treated in the federal
 

budget?
 

1/ 	The multilateral development banks are: the World Bank
 

Group's International Bank for Reconstruction and Development
 

(IBRD), International Development Association (IDA), and
 

International Finance Corporation (IFC); the Inter-American
 

Development Bank (IDB); the Asian Development Bank (ADB); and
 

the 	African Development Fund (AfDF), the concessional lending
 

affiliate of the African Development Bank (AfDB).
 

2/ 	The United States also extends voluntary support, beyond the
 

assessed contributions, to various international organiza

tions, detailed in Appendix III-A.
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o What balance 
ohoud the United States mantan b-twden 
multilateral and tLlateral aasistance?
 

OPERATIONS OF THE MULTILATERAL DEVELOPMENT BANKS
 

The 	 1DBs make tvo ofkinds loans--"coft" and "hard." Softloans are crzteded at highl.y ccncssional interest rates; hardloans, at comiewhat less conec anonal rates. 3/ 
Most hard loans go
to middle- and upper-income developing countries, while soft loansare extended primarily to low-icome countries (Table 10). 4/
Thirty-six percent of the MDB 	loans made in 1978 were soft. 5/
 

The World Bank Group, by far the largest among the MDBs,made more than three-quarters of all 11B commitments in 1978, 
as shown in Appendix III-B. 

Rates charged by the MDBs in 1979 for soft loans ranged from
0.75 to 2 percent per annum with a 10--year grace period; 
rates for
hard loans ranged from 7.7 
to 8 percent with graze periods of 2 to
7 years (see Appendix Ill-C). 
 By comparison, private loans in
January 1980 ranged 
from 14.5 to 
15.75 percent, plus management
fees averaging 0.5 percent of 
the total amount of the loan.
 

WHAT SHOULD BE THE U.S. SHARE OF CONTRIBUTIONS TO THE MDBs?
 

Each MDB is governed by a board of executive directors.
The United States and other major donors each have their own
 

3/ 	The terms "soft" and "hard" relate only to 
the interest rate
 
charged.
 

4/ 	Foreign Assistance and Related Programs Appropriations for
 
1980, Hearings before the Subcommittee on Foreign Operations,
House Committee on Appropriations, 96:1 
(1979), Part 2,
p. 53. The MDBs attempt to graduate from their programs
countries above $2,000 annual per capita income, although the
specific policies vary among the MDB9. 
 The 	movement from soft
to hard loans also
is a function of 
per 	capita income level
($550 in 1976 dollars) and of nbility 
to borrow elsewhere.
 

5/ 	Net figures. See Organization 
for 	Economic Cooperation and
Development, 
 Development Cooperation: 1979 Review 
 (November

1979), p. 238.
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TABLE 10. DISTRIBUTION OF MDB LOANS TO DEVELOPING COUNTRIES THROUGH JUNE 30, 1978 (Percentages) 

Inter-American 
Development Bank Asian Develop-cnt Bank 

Countries 	 Ordinary and Fund Asian tiricna 
by Income World Bank Group Interregional for Special Ordinary Develop- Development 
Group a/ IBRD b IDA c/ IFC Capital b/ Operations d/ Capital b/ =nt Fund c/ Fund c' 

Low-Income 18 86 14 - 2 26 89 86 
Middle-Income 49 13 36 43 71 70 6 14 
High-Income 19 - 29 57 27 4 e/ 
More-Advanced 
Mediterranean
 
countries and
 
centrally planned
 
economies 15 1 21 - - e/ 5

100 	 100 100 100 100 100 100 100
 

SOURCE: 	 Foreign Assistance and Related Programs Appropriations for 1980, Hearings before the Subccu-ttee on 
Foreign Operations, Rause Committee on Appropriations, 96:1 (1979), Part.2, p. 38. CalculatiAue based 
on nominal dollars. Loan authorizations by individual MDBs from 1962 to 1979 are detail.d- n Arivpesi 
Ill-B. 

NOTE: Detril may not add to totals because of rounding. 

a/ Based on 1976 GNP per capita in 1976 U.S. dollars. 
Low-income: - $280 or lesr 
.1iddle-income: $281-$1,135 
High-income: $1,136-$2,700 

b "Hard" loans.
 

c/ "Soft" loans.
 

d? "Hard" and "soft" loans.
 

1/ Less 	then 1 percent.
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.l:!ddle-incot:le: $281-$1,135 
. High-incoce: $~.,136-$2. 700 

J!.! "Hard" lonns • 

. Ef ·Soft" loana. 

!if "Hard" and "soft" loans. 

~! Less then 1 percent. 



exec:tive director, and mmaller donor3 shere esh±va dreec
tors. 6/ After an initial distribution ,f m ze 4artotl 

voting poter of each dircctor in eit in direct ° o tL. 

subscrl.ption provided by tlb eountry he ep a . 1 , 

on a 	 tthJ:, U. S.erteixal dircctives foreign .Gtance are rel2ly 
dircetives azc rutf1c.t I indirectors; the e-:tent to uhich cuch 

decisions by thae boards is a ftziction both of the ..... to La 

decided and of the votig p3.ar of the U.S. director. C/ 

the tl:ant ofThe United States was the oain donor at 

each bank, but has since chosen to reduce its share of ccatribu

tions to the UDDs. This represents a deliberate U.S. policy to 

spread the burden of support. 9/
 

The Congress has sometimes appropriated less than the Execu

tive Branch has pledged for U.S. MOB capital subscr!ptions. 
have had a serious effect onThese appropriations decisions 

In the World Bank, for example,
U.S. voting power in the MBs. 


6/ 	The United States shares a director in the AfDF.
 

7/ 	No country has an automatic veto over bank board decisions,
 

although the United States has sufficient votes in the IDB
 

to block the two-thirds majority necessary to approve conces

sional loans from the Fund for Special Operations.
 

8/ The influence of the United States extends beyond its calcu

lated voting share. Frequently, the United States takes the 
in which it is then joined bylead in advocating a position 

other members. Examples of effective U.S. influence in the 

MDBs are the adoption by the t.orld Bank of a cajor program of 

energy lending, a sectoral shift toward agriculture and rural 
interestdevelopment, adoption of a formula relating charges 

to the cost of borrowing, and creation of an independent 

Operations Evaluation Department. (See jtatcmtnt by C. Fred 

Bergsten, Assistant Secretary of the Treasury for Interna

tional Affairs, in Foreign Assistance and Related Pregrama 

Appropriations for 1980, Hearings, Part 6, pp. 455-456.) 

9/ 	 At the inception of the Asian Development Flank, the United 

States and Japan provided equal subscriptions- the U.S. role 

in the ADB has, however, diminished over time. The United 

States plans to join the African Development Bank (AfDB) 

in fiscal year 1980, and will be the leading nonregional
 

subscriber.
 

42 

exeCt!dve d:1.rec.tor. and SlJlBller donora el/are elt:(':cut:l;\N.l. ÔiiC~C
toro. 6/ After an initial distribution (,f mf;l.~het"J~ti!.I,' \rGlt(;:!l:. th'::'! 
voUng - po~cr of ce.ch dirr,;;:ctor io f.)1:::t in direct ta th'!! 
subElcr1.,tiou prGJ:id~d by th~ r.:ountry h~ rcpL'eccnta. 71 l.;1.. :;. [5<N

errm~':D.tal dir<!.ctivcB nu foro:i.(3tn CCel.otGllCC are rc:l::y~j te tb; li. S. 
dircctorsj the €'mtent to \;;nich weh dircctivco cre :reH12et~J :tu 
deciaiono by th~ boarda 10 0. fl"illction both or the irw,'.J. te b:; 
decided and of the voting pOlGcr of the U.S. dircctor. !lI 

The Un:1t€a 5tatco \Jas th" ooin douar ot the cotÔ)!icl';:-:cnt of 
each bank, but hall ainee choscn to rcducc ito allure of ccmtribu
tions to the UDne. Thio rcpresento a dclibcratc U.S. poliey ta 
spread the burdcn of oupport. ~I 

The Congreoo haa oOt:\c:timeo appropriated leGS thon the Execu
tive Branch has pledged for U.S. MDB capital BubBcr!ptione. 
These appropriations dccioiona have had a seriouo effect on 
U.S. voting pover in the MDlls. ln the World Bank. for example, 

!I The United States shares a director in the AfDF. 

JJ No country haa an automatic veto over bank board dec1s1ons t 
although the United States has Guffic1cnt votes 1n the IDB 
to block the t\.i-o-th!rdo oajority neeessary to approve conces
sional loana from the Fund for Special Operationo. 

~/ The influence of the United States extcndo bcyond its calcu
lated voting shore. Frequently. the United States tokes the 
lead in edvocating a ponition ln vhich it io th::m joined by 
other membero. futampleo of effective U. S. influence in the 
MDBs are the aJoption tly the Uorld Bilnk of a cajol' pro;.:;ruc of 
energy lending. a oectoral ohift touard 8uriculturc and rural 
development. adoption of a foroula rclaUne Interc!Jt clurges 
to the coot of borrouing, and creation of an independent 
Operations Evaluation D2p3rtc.cnt. (Sec :Jtotc:lp.nt by C. Fred 
Bergsten. Assistant Secretary of the Treacury for lnterna
tional Affairs, in Foreign Aoolo~ance and Relot2d Pronracs 
Appropriations for 1980, HearinS9, Pert 6, pp. 45~-456.) 

~/ At the inception of the Anion Dcvelopent Bank, the United 
States end Japan provided equal subccrlptiono; the o.s. role 
in che ADS hao, however, diminishcd ovcr tit:le. The United 
States plans to join the Afr1can Development Bank (AfDB) 
in fiscal year 1980, and will be the leading nonregional 
subscriber. 
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exeCt!t.ive director. and maaller donora share elC(',c1,!t;iv<,~ ob:'~c

toro. 6/ After an initial distribution (,f mm.~h2rtJ~tt~,' \rGli:.(;)[l;. d(G 
voting - po~cr of each director 10 ot:t in direct 7l.·/.l!C;:3,(;:1l to tk'! 
subocr1.,tiou pr(Nid~d by th~ r.:ountry an repL'eccnta. 71 l.;1.. ~;. G{N

errll\~,:[l.tol dirc.ctivco nn foro:i.cn ccd.otancc are ltcl::y~j tc tb; U. S. 
directors; the m~tent to ,;chich web dircctivco c!'c :refh.et~J :£.u 
decioiono by thn boardo io U {l":nction both of t'h(;l irw,'.::; to u:; 
decided and of the voting p~mcr of the U. S. d:!.rcctm:. QJ 

The Un1t€d Statca uao til" oain donor at the cDtd)11ch::cnt of 
each bunk, but haa oince chosen to reduce ito olw.rc of contribu
tions to the HDDa. Thio rcpresento II deliberate U. S. policy to 
spread the burden of oupport. ~/ 

The Consreoo haa oOt:lc:timeo appropriated leas than the Execu
tive Branch haa pledged for u.s. MOB capitol BubBcr!ptiona. 
These appropriationo dccioiono have had a serious effect on 
U. S. voting pover in the MDlls. In the World Bank. for example, 

6/ The United States ahares a director in the AfDF. 

Jj No country haa an automatic veto over bank board decisions, 
although the United States has sufficient votes in the IDB 
to block the t\io-thirdo oojority necessary to approve conces
sional loano from the Fund for Special Operations. 

~/ The influence of the United Stnteo extendo beyond its calcu
lated voting ohare. Frequently. the United Stateo tokes the 
lead in advocating a pooition in uhich it io th:!n joined by 
other membero. ~tampleo of effective U. S. influence in the 
MDBs are the aJoption by the Uorld Bank of a c!ljor pro;:;rec of 
energy lending. a oectorol ohift touard aBriculturc and rural 
development. adoption of a foroulo relatinB interc:Jt clurges 
to the coot of borrouins. and creation of an independent 
Operations Evaluation D~p3rtc.cnt. (See :Jtatc:lp.nt by C. Fred 
Bergsten. Moistont Secretary of the Tre<1Gury forlnt(;:cna
tional Affairs. in Foreign Aoolotonce ond Rclot~d Pronracs 
Appropriations for 1980, Hearing9, Pert 6, pp. 45~-456.) 

9/ At the inception of the Anion Dcvelopcnt Bank, the United 
States (t,nd Japan provided equal Gubocriptiono; the U. S. role 
in the ADS hoa. however, diminiohcd over title. The United 
States plans to join the African Development Dank (AfDS) 
in fiscal year 1980, and will be the leading nonregional 
subscriber. 
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the U.S. share of subscriptions has fallen far belou tha 24 
percent level recomended in the ficcal year 1979 foreign aouiu
tance appropriations act 	 (Table 11). As a recult, U.S. voting
strength in the Dank is not, just over 20 pcrcct anud ic in 
danZr of falling Lelou the 20 percent level neccec-ry to asure 
protection of U.S. veto power over charter anenunta. The
charter of the Inter-t ericnn Developi-nt Lank provfdco that tha 
United States naintain 34.5 percent of the total voting pow;er;
shortfalls in U.S. capital cubucriptions cay therefore prevent
other neebers frou oubscribing their anticipated shares of capital
stock. For the Asian Developreant Eank, the current U.S. capital
share (9.9 percent) is appreciably less than the parity uith Japan
(14.4 percent) originally envisaged u~hn the Eank was established
 
in 1966. Indeed, the Congress cut the Adrdnistration'n requested

authorization for the 
IDB, 	ADF, and AfDF for fiscal years 1980
1983-the first time in 
35 years thal &itthorization legislation
for the llos has been subject to gon6reoaional reduction. 10/ 

Trigger Effect of the U.S. Contributions
 

Because of Congressional reluctance to approve 
the 	capital
replenishment commitments made by the Executive Branch (as well as
 
some 
problems involving contributions from other nations), recent
 
replenishment arrangements for several 
 DaBs 	 I/ contain measures
 
to preserve negotiated cost-sharing arrane-ments. Thus, the
 
Fifth Replenilshent of the IDA Resolution (IDA-V) provides that,

unless unqualified comaitments 
of "at least 80 percent of the
 
second installment are made, IDA will not enter into new credits,

disbursements for which would be drawn from the second installment
 
of donors' contributions." 12/ A trigger mechanism thus operates,
 

.0/ 	Funds for the Inter-Americad Development Bank were reduced by

10 percent, and for the Asian Development Bank by 15 percent.
 

11/ 	 International Development Association, 
African Development

Fund, Inter-American Development Dank (Fund 
for Special
 
Operations), and Asian Development Bank.
 

12/ 
 U.S. Department of the Treasury, "Trigger Arrang=e-nts for

Replenishments of the Soft 
Fund llindows of the ljltilateral

Banks" (August 3, 1979, processed), p. 1. Afrecnent for the
 
Fifth Replenishment vas for a country's co'tment to be
 
unqualified in total
the amount, or unqualified as to
 
the first installment but qualified (that is, subject to
 
appropriation) for the second and third Installments.
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the U.S. ohare of subscr1pt1~ns bas f.l1ea fGr belovtho 24 
percent leve! reco::m.cnded in the: fiectll ye!lt' 1979 fOl"cign ~i,Q~ia
tance appropriations act (Toble 11). AIl n r(,1(;ult p U.S. votina; 
Btrcnsth in the Dank iD nov Just ovcr 20 percent aud iD in 
dtlmgcr of fnl1inG 1:;010'-1 the 20 pm:ccnt level ncccos:~ry to .tlGI:l'l.n"e 

pr~tcct1on of U.S. veto pot;or aval" chortcr aucndwlH1to. The 
charter of the IntC:!r-fJ::Ddcc1'l DcvclopL:.:::mt E::mt:. providco thnt th~ 
United Stntco r:mintain 34.5 percent of the total voUn::; po\mr; 
shortfnllo in U. G. cupitnl cubocrip!:lo11:J c~y thcrc.forc pll.'cvent 
other t::3~Jbero froc Dubocribin3 thcir Lmticip3tcd Oh.:lt'CD of capite! 
stock. For the L'.!lian D:;vclop::::.::m t DenI" the C\ilrrCl.1t U. ft. Ct1p! tal 
share (9.9 percent) 1.0 3pprcciably leGo thon the padty tlitb Japon 
(14.4 percent) originolly cnvioofied tJi.lcn the B,::mk tJ.:lO cotabliahotd 
in 1966. Indccd, the Con3rccs eut the A1t:rl.niotroUon' f< reque.ated 
authorization for the IOD, ADF, and MDl" for Hocol ye.aro 1980:-
1983-thc firot Ume in 35 ycaro thar o1·.thorizat.ion lcn!alatio:l 
for the HDDo h09 been oubjcct to ::;ofl!Sreooional rcduction. 101 

Trigger Effect of the U.S. Contributiono 

Decouse of CongreD8ional .. -eluctance to approve the capital 
replenishoent commitments made by the Executive Branch (00 weIl as 
some problemo involving contributions from other nation~), recent 
replenishment arrangements for aeveral HD13a 11/ contoin measures 
to preserve n~gotiated cODt-oharing arranncocnto. ThuG, the 
Fifth Repleniolu:.ent of the IDA Reoolution (IDA-V) provide~ that, 
unless unqualified cOm:llitmenta of "at leaot 60 percent of the 
second installment are made, IDA will not enter ioto new creàits, 
disbut'oemento for which would be drawn from the oecond Installlll\"!nt 
of donors' contributiolIS." 12/ A trigger mechanism thua operate0. 

lQl Funds for the Inter-America~l Development Bank vere reduced by 
10 percent, and for the ABian Development Bank by 15 percent. 

11/ International Develop~ent AsGociotion, African Dcvelopœent 
Fund, Inter-American Development Bank (Fund for Special 
Operations), and Asion Development Bank. 

12/ U.S. DepE>rtcent of the Treaoury, "Trisser ArrQngC::l~ntD for 
Replenishcent.s ~f the Soft ~'und t1indoîJ3 af the lZaltUateral 
Banks" {August 3, 1979; procca6cd») p. 1. ~~rec~cnt for the 
Fifth RcpJ.cnishoent uns for a country' 0 CC:""'~lI1trzcnt ta he 
unqualified in the total aoolllnt J or unqualif!ed aD to 
the firet installment but quaUf1cd (thot 113, subjeet to 
appropriation) for the second and thlrd 1notall~entl. 
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the U.S. oha~e of subscrlpt1~no bas f.1lea fer belovtho 24 
percent level rcco::m.cnded in th~' ficed ~rellr 1979 foreign ~woie
tence appropriat:f.ollfl act (Toble 11). AD 0 rCE.iult p u.s. votica; 
strcnsth in the Dank 10 nov just over 20 percent Bud io in 
d~nBer of fallinc bclou the 20 percent level nccccs9ry to DGOUra 
pr~tcctlou of u.s. veto po~er over charter DuendcDuto. The 
charter of the Int(!r-A1::~dcc1'l Devc1.opt.::::mt E::mt:. provideD tlwt th~ 
United Stateo cmintain 3/ •• 5 percent of the totol votinS pmmr; 
ohortfallo in U.5. copital c;ubucrip!:iol1!J C.:ly therefore plrcvent 
other 1::3~Jhero fron Dubocribin3 their anticipated oharcD of capitol. 
stock. For the /I..:Jian D~vclopc,::mt I:bo1t, the cwrrent U.S. capital 
share (9.9 percent) 1.0 :!Appreciably leoD thaa the parity tIith Japan 
(14.4 percent) originally cnvioogcd tJi.lcn the E:mk tJ.:lO co tabHshotd 
in 1966. Indeed, the Con3rccll cut the: Adl:rl.niotrotion'fI requested 
authorization for the IDD, ADF, and AfDF for fiocol years 19SQ-
1983-thc fiI'ot time in 35 ycaro thar o1·.thorizat.ion lcnialatio:l 
for the HDDo huo been oubjcct to ::;orl5reooional reduction. 10/ 

Trigger Effect of the U.S. Contributiona 

Bccauae of Connrco8ional .. "eluctance to approve the capital 
replenishment comrnitmenta made by the Executive Branch (09 well as 
some problems involving contributions froo other nation~), recent 
repleniahment arrangements for Geveral HDOa 11/ contain measures 
to preserve negotiated coot-ahoring errangcncnto. Thua, the 
Fifth Repleniohc:.ent of the IDA Reoolution (IDA-V) provide,; that, 
unless unqualified cOG:llitmento of "at leoot 60 percent of the 
second installment arc made, IDA will not enter into new creoits, 
disbut'oemento for which would be drawn from the oecond inatalllll\"!nt 
of donors' contributiolls." 12/ A trigger mechanism thus operate~. 

lQ! Funds for the Inter-America~l Development Bank vere reduced by 
10 percent, and for the !Bien Development Bank by 15 percent. 

11/ International DevelopJ!ent AsGociation, African Development 
Fund, Inter-American Development Dank (Fund for Special 
Operations), and Asian Development Dank. 

12/ U.s. DepE>rtcent of the Treacury, "Trigger Arronzcr::.~ntD for 
Replenishments ~f the Soft ('·und UindoiJ.:J af the 11altUateral 
Banks" {August 3. 1979; processed)} p. 1. ft~ret~cnt for the 
Fifth RepJ.cnishtlent uas for a country' 0 cC7'~lIitrncnt to be 
unq ualif i ed in the to tal aODun t J or unq ualif fed aD to 
the first installment but qualified (thot la, subjeet to 
appropriation) for the second and third instollmento. 
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TABLIll. U.S. CONTRIBUTIONS TO THE MULTILATERAL DEVLLOP:::.'T 
BANKS (Percentages)
 

n of tha Congress 
Provicciona 

Original Ccatributons 
Share (1979) 

World Bank Group

IBRD 
 34.0 24.0
 
IDA 
 42.3 
 25.0
 
IFC 
 32.0 
 23.0
 

African Davelopment Bank
 
29.0 
 18.0
Special Fund 


Asian Development Bank
 
Ordinary capital 
 20.0 16.3
 
Asian Development Fund 29.0 
 22.2
 

Inter-American Development Bank
 
Ordinary capital 
 41.0 34.5
 
Fund for Special Operations 69.0 
 40.0
 

SOURCES: Jonathan E. Sanford, 
 Multilateral Developrent Banks:
 
Can the U.S. Licit the Use ofito Contributions? Con
gressional Research Service, Issue Urief 79114 (Vovem
ber 7, 1979), p. 4; Public Law 95-401, Foreign Assis
tance and Related Progra Appropriations Act, 1979. 

cutting off IDA lending activities, and the United States, by

virtue of the size of its contributions, is a significant factor
 
in activating the trigger. 
 IDA-V could not have bacoma effective
 
without U.S. participation, since the U.S. share amounted to
 
32 percent of the total repleniohment. 13/
 

13/ The Asian Development Fund provides an eample of the trigger

mechanism at work. Replenichbznt for fiscal yearn 1930-1933 
is arranged in four equal annual tranches; loans cannot be
 
made using contributions to the second trancho until all con
tributions to the first tranche have bean rccelvcd. The de
lay in authorization of the U.S. contribution for fiscal year

1980 has forced the ADF into maklng only ccn tirnal Ioa. 
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'l'ABU 'lI. U. S. CONTRIBUTIONS ~EO" THE MUL'1\ILATERAL DEVELOPHF.:t~T 
BANKS (Percentagca) 

----------------------------------~. .~--------

Wor1d I!anlt Group 
IBRD 
IDA 
IFC 

African D~velop~ent Bank 
Special Fund 

Asian Developcent Bank 
Ordinary capital 
Asian Development Fund 

Inter-American Development Bank 
Ordinary capital 
Fund for Special Operations 

Oricinal 
Sharc 

34.0 
42.3 
32.0 

29.0 

20.0 
29.0 

41.0 
69.0 

S~ncc of tlw. Conerees 
Provioion CHl 

CcntributioU3" 
(1979) 

24.0 
25.0 
23.0 

18.0 

16.3 
22.2 

34.5 
40.0 

SOURCES: Jonathan E. Sanford, ~;latera1 DeveJoRc2nt Banks: 
Can the U.S. Li~it the Uoe of ïto Contributiona1 Con
gressional Rescûrch Service, looue er1,ef 79114 (t~ovem
ber 7, 1979L p. 4; Public Lau 95-481. Forcien Asois
tance and Related Prograon Appropriationo Act, 1979. 

cutting off IDA lcnding activitiea. ancl the United States. by 
virtue of the oize of ito contributions, 10 a significcnt factor 
in activating the trigger. IDA-V cculd not have b~coca ~ffective 
without U.S. participation, aince the U.S. ohere amounttid to 
32 percent of the total repleniohcent. 13/ 

13/ The Asian Dev~lopcent Fund provideo an exncple of the trisser 
mechanism st york. Rcplenio~~nt tor fiGcal yearo 1980-1963 
18 arranged in four cqual annua! trllnchea; lonna COnDot be 
made us~ng contributions ~o the second troneh~ unti1 all con
tributions to the firot tranche have bccn rcceivcd. The de
la1 in authoriz&tion of the U.S. contribution for flocal yoar 
1980 has forced the ADF into aaking ooly ccu~!t1cnol loans. 
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World Bank Group 
IBRD 
IDA 
IFC 

African Dzvelop~ent Bank 
Special Fund 

Asian Dcvelopacnt Bank 
Ordinary capital 
Asian Development Fund 

Inter-American Development Bank 
Ordinary capital 
Fund for Special Operations 

OriGinal 
Share 

34.0 
42.3 
32.0 
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20.0 
29.0 

41.0 
69.0 

S~ncc of tlw. ConGress 
Provloion em 
Ccntributiort::J . 

(1979) 

24.0 
25.0 
23.0 

18.0 

16.3 
22.2 

34.5 
40.0 

SOURCES: Jonathan E. Sanford, ~)latera1 DeveJoR~~nt Danks: 
Can the U.S. Li~it the Uoe of lto Contributiona1 Con
gressional ReseLirch Service, IOQue Brief 79114 (r~ovem

ber 7, 1979L p. 4; Public Lou 95-401, Foreien Asois
tance and Related Prograon Appropriotiono Act, 1979. 

cutting off IDA lending activitieo, an~ the United States. by 
virtue of the size of ito contributiono, 10 a siGnificcnt factor 
in activating the trigger. IDA-V could not hove b~coca ~ffective 
without U.s. participation, since the U.S. ohare amount~d to 
32 percent of the total repleniohcent. 13/ 

13/ The Asian Dev~lopcent Fund provideD an exacple of tho trigser 
mechanism at work. ncplcnio~~nt tor fiocal yeoro 1980-1963 
is arranged in four equal annual trancheo; lonna cannot be 
made us~ng contributions ~o the c~cond t~oucho until all con
tributions to the firot tranche have been received. The de
lay in authoriz&tion of tho U.S. contribution for floCQl year 
1980 has forced the ADF into Qaking only ccnditicnol loans. 
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Conditionality
 

At, tins, the Congress has tried to influence the use of 

the MBs by attaching reutrictions to theirU.S. 	contributions to 

appropriations. For exemple, the House ar anded the firccl year 

1980 appropriation for the Internationnl Davalopoent Anociation 

with the provision that "none of the funds appropriated or other
orwise made available by this paragraph chall be obligated 

expended to finance any assistance or reparations to the Socialist
 

Republic of Vietnam." 14/
 

To accept funds subject to restrictions would indirectly
 

violate several provisions of the banks' charters. (The charters
 

address this problem.) 15/ Acceptance of
do not specifically 

their use has been dci::d inconfunds that have restrictions on 


the MDBo by the general counsels of
sistent with the charters of 

as well as by the U.S.
the World Bank, the IDB, and the ADD, 

Treasury, the U.S. Comptroller General, and the American Bar 

IDB refused to accept a contributionAssociation. In 1975, the 
from the United States until a restriction on its use had been 
removed. 16/
 

HOW SHOULD MDB CONTRIBUTIONS BE TREATED IN THE BUDGET?
 

Callable and Paid-in Capital
 

U.S. contributions to MDBs, in terms of outlays from the U.S.
 

Treasury, can be separated into two components: "paid-in" and
 
"callable" capital. Paid-in capital consists of funds authorized
 

the 	Congress that are actually disbursed to
and 	appropriated by 

MDBs. The bulk of these funds are used to ake loans, atthe 

rates well below those prevailing in the international market, to
 

the poorest developing countries. Callable capital, while subject
 

similar Congressional authorization and appropriation, is not
to 


14/ 	 See House debate on H.R. 4473, Foreign Assistance and
 

Related Programs Appropriptions Act, Fiscal Year 1980, in
 

Congressional Record (July 18, 1979), p. H6157.
 

15/ 	 Jonathan E. Sanford, Multilateral Develop=mnt Banks: Can the
 

U.S. Limit Use of Its Contributions? Congressional Research
 

Service, Issue Brief 79114 (November 7, 1979), p. 2.
 

16/ 	 Ibid., pp. 2, 4.
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~2!Lditional1ty 

At, tiUi.~B a the Congrcsa haa tried to lnfl~lencc' tho uoe of 
U.S. contributions to the }IDBa by attachiug rc~trictiono to their 
appropriat:f.ono. For eJtel:1pl!:p th~ lIouse tlccm.ded the filJccl j'eat' 
1980 appropriation for the Intcrnllt!oD.IÜ D3vclopL1;!':nt ~acoc1ation 

with the proviGion that "non~ of thefundo opproprintcd or other
wise made available by thie paragraph choll be obliuated or 
expended to finance any aooiotance or reparationo to the Socialist 
Republic of Vietnam." 14/ 

To a~cept funds Ilubject to rcotrictiono uould ind!rectly 
violate several provisions of the bouka' charters. (The charters 
do not specifically addreos thie problelll.) 15/ Acccptancc of 
funds that have reetrictiono on their uoe haG becn dcç;~::d incon
dstent with the charters of the MDBo by the generol counoels of 
the World Bank, the IDB, and the ADn, aD uell ao by the U.S. 
Treasury, the U.S. Comptroller General, and the Anerican Bar 
Association. In 1975, the IDB refuoed to accept a contribution 
from the United Stateo until a restriction on lts use had been 
removed. 16/ 

HOW SHOULD MOB CONTRiBUTIONS BE TREATED IN TIŒ BUDG~T? 

Callable and Paid-in Capital 

U.S. contributions to MOHs, 1n terms of outlayo from the U.S. 
Treasury, can be aepar.ated into two cocponent6: "paid-in" and 
"callable" capital. Paid-in capital consiats of fundo authorized 
and appropriated by the Congreas that arc actually disbursed to 
the MOBs. The bulk of these funds arc used to malte lonno, at 
rates weIl below those prevailing in the international market, to 
the poorest developing countries. Callable capital, uhile subject 
to similar Congressional aut-horization and appropriation, io not 

14/ See House debate on H. R. 1.473, Foreign Asoiotance and 
Related programs Approprie:ions Act, Fiscal 'lear 1980, in 
Congressional Record (July 18, 1979), p. 86157. 

15/ Jonathan E. Sanford, Multilateral Develo~~~nt Barut8: can the 
U.S. Limit Use of lts Contributions? Congreso10nul Research 
Service, Issue Brief 79114 (November 7, 1979), p. 2. 

16/ Ibid., pp. 2, 4. 
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disbursed to the MDBs by the U.S. Treasury. These f~d& ao"with similar obligations on the 	 part of other donor counttrielprovide indirect guarantees for the bonds that the I'22" ii, traise capital in world financial tarketo. The prcc-: 'h f Zon bo!sales are lent by the IDB to middle-incon1 LDC9 at int rcs ratcthat 	reflect the coat of 1M borrowing. Funds would Le cz2lcd tfrom 	 the donor countries only if an MD2 was for co=e reaon V ab]to meet the amortization and interest payuento on its outstandim 
bonds.
 

About half of the budget authority requests for 	 EDBo betwee1970 	and 1979 were for callable capital (Table 12). 
 In the peris
1980-1985, 
the 	split between callable and paid-in capitalremain about the 	 same, although average annual 
wril 

requests fobudget authority will be more 
than double those 
in the 1970s
 

In the 
fiscal year 1981 budget, the President has introduceA
revisions making callable capital subject to program llmitatiomin appropriations acts, but not 
to appropriation. 
 Miether callable 	 capital should be appropriated or not is an issue that hatbeen 	addressed repeatedly by the Congress, the Administration, anc
the MDBs. 17/ The strongest argument in favor of removing callable capital from the budget is that it has never resultedactual disbursements 	 irfrom the Treasury. 
 (The 	United States no%
has a total of $11.5 billion in callable capital that has beerappropriated and would be available in 
case of MDB defaults.) 18)
Et should be noted that most 	 other donors treat callable cap-talis an off-budget loan guarantee, so that removing it from the U.S.
)udget would in fact bring the United States into conformance with

:he practice of other donors. 19/
 

17/ 	 The House Committee on the Budget implicitly, and the Senate
Committee 
on 
the Budget explicitly, acceiced this change in
their reports on the 
First Concurrent Resolution on 
the

Budget for Fiscal Year 1981.
 

18/ 
 In the event of default, the callable capital of each government could be drawn upon, on a pro-rata basis, with liability
limited by the uncalled portion of the subscription.
 

19/ 	 Changing the way callable capital is treated would not affect
comparisons of the percentage of GNP allocated by the United
States and 
other countries 
for 	foreign assistance 
to the
developing countries, 
since such comparisons 
are based on
 
funds disbursed.
 

46 

disbursed to the MOBs by the U. S. Treasury. These :6md!3) r."loJ vith similar obligations on the part of other donor COl..mt!'icl provide indirect guarantees for the bonds thut the t2):o iOl:lue t ra1ae capital in uorld Unanc1al marketo. The proccr:::do f:tGtl ho! . sales are lent by th(.! HDDo to midd1e-inc.o::lè LDCo ut intorcot rat' that reflcct the coot of HDll borra.ling •. FundB tlould 1:;0 c",l1cd l fr\lm the donor countriea only if an HDn Ulla for COi:\~ rcncon uue.bl to meet the amortization and intereot paynento on its outatandi~ bonda. 

About half of the budget lluthority requeoto for HDno botuce 1970 and 1979 vere for callable capital (Table 12). In the perio 1980-1985, the split b~twecn cllllable and pa id-in capital ~rll remain about the same, although average annua1 requeato fo budget Iluthority ,iill be more than double thooe in the 19700 

In the fieca1 year 1981 budget, the President haa introducel revisions making callable capital Bubject to progreo limUatioru in appropriations acts, but not to appropriation. t·J'hether calIable capital should be appropriated or not io an iOBU:! that hal been addressed repeatedly by the CongreoB, the Adminiotration, ane the MDBs. 17/ The strongest argument in favor of removing ca11-able capital from the budget is that it has never reoulted 1r actual disbursements from the Treaoury. (The United Stateo no\ has a total of $11.5 billion in ca11able capital thnt has bee!! 
~ppropriated and would be available in case of MOB default~.) 181 [t should be noted that most other donors treat callable capital 
IS an off-budget loan guarantee, so that removing it from the U.S. )udget would in fact bring the United States into conformance vith :he practice of other donors. 19/ 

17/ The House Committee on the Budget implicitly, and the Senate 
Committee on the Budget expUcltly) acce .. ,ed this change in their reports on the First Concurrent Resolution on th~ Budget for Fiscal VeGr 1981. 

18/ In the event of default, the callable capital of each government could be drawn upon, on a pro-rata bosio, with liabll1ty limited by the uncalled portion of the aubecription. 

19/ Changing the way callable capital ia treatcd would not affect comparisona of the percentage of GNP allocatcd by the United States and other countries for foreign assistance to the developing countrtes, since such comparisons are based on 
funds disbursed. 

46 

disbursed to the MDBa by the U. S. Treasury. These fund!.;)) r.iloJ with similar obligations on the part of other donor cmmt!'ici provide indirect guarantees for the bonda that the tmJo iOl;me t raiae capitel in yorld financial marketo. The p'1:Clccr;::1io fretl bo~ . sales are l~nt by th3 HDDo to middle-inco::!!;! LDCo at intorcot rat{ that reflect the coot of 1mB borra.ling •. Funds tlould t;~ c.sHcd l fr\)m the donor countries only if an HDB uno for con~ rcncon 'U.Q801 to meet the amortization and intereot paynento on ito outotandi~ bondo. 

About half of the budget authority requeoto for HDllo betuee 1970 and 1979 yere for callable capital (Table 12). In the perlo 1980-1985, the oplit between callable and paid-in capital '{rll remain about the same, although avcragc annual requeotD fo budget authority tiil! be more than double thooe in the 19700 

In the fioca! year 1981 budget, the Preoidcnt haa introducel revisions making callable capital flubject to progre.c U.mitatioru in appropriations acts, but not to appropriation. t·Jhether callable capital should be appropriated or not io an iooue that hal been addressed repeatedly by the CongreolJ, the Adciniotration, ane the MDBs. 17/ The strongest argument in favor of removing callable capital from the budget is that it has never reouIted it actual disbursements from the Trelloury. (The United States nOli has a total of $l!.5 billion in callable capital that has beel! 
~ppropriated and would be available in case of MDB default~.) 181 [t should be noted that most other donors treat callable capital is an off-budget loan guarantee, so that removing it from the U.S. )udget would in fact bri~g the United States into conformance with :he practice of other donors. 19/ 

17/ The House Committee on the Budget implicitly. and the Senate 
Committee on the Budget explicitly) accea-,ed this change in their reports on the First Concurrent Resolution on th~ 
Budget for Fiscal YeGr 1981. 

18/ In the event of default, the callable capital of each govern
ment could be drawn upon, on a pro-rata baoio. with liability 
limited by the uncalled portion of the aubocription. 

19/ Changing the way callable. capital is treated would not affect 
comparisons of the percentage of GNP allocated by the United 
States and other countries for foreign assistance to the developing countries, since such comparisons are based on 
funds disbursed. 

46 



TIC.1 ,ET 

AUT102ITY REQUESTS (1980-1985), BY FtSCPL V7' (A-1

lions of dollars) a/ 

TABLE. 12. HDB APPROtRIATIONS (1970-1979). A.IM BDG. 

Paid-In Capital Callable Capital Total rzquast
 

1970 0.5 	 0.20.7
 
0.2 	 0.5
1971 	 0.3 


1.4
1972 0.5 	 0.9 

0.2 	 0.7
1973 	 0.6 

1.2 	 2.2
1974 	 1.1 

-	 0.61975 	 o.6 
0.1 	 0.7
1976 	 0.6 

0.4 	 1.11977 	 0.8 

0.8 	 1.91978 	 1.1 

0.9 	 2.5
1979 	 1.6 


1980 b/ 1.6 1.0 	 2.7 

1.6 	 3.3
1981 _b 1.7 
2.3 	 4.0
1982 	 1.6 


4.0
1983 1.6 	 2.3 

2.5 	 4.7
1984 	 2.2 


4.7
2.5
1985 	 2.2 


SOURCES: U.S. Participation in the Multilateral Development
 

Banks, Senate Committee on Governmental Affairo, Com

mittee Print, 96:1 (April 1979), p. 13; information
 

provided to CBO by the U.S. Dppartment of the Treasury,
 

November 1979.
 

a/ 	Estimates based on negotiations uhere completed, and other

wise on assumption of continuation of the rate of grouth of
 

previous replenishments. If the proposal to treat callable 

capital as a program limitation Is accepted, no budget 

authority would be required for fiscal years 1981 to 1985. 

b/ 	President's revised budget request, Ilarch 1980.
 

capital would no longer be included inAlthough callable 
the budget, other limits may affect its authorization, since
 

a form of loan guarantee. thile it is
callable capital is 
in the now credit budget, it may benot explicitly included 

subject to the credit budget ceilin3s that the Administration 
1981. The inplicationa of thesehas proposed for fiscal year 


restrictions for callable capital are unclear.
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,TABLB 12 •. MDI APPRùPRIATlONS (1970-1979). AND . ".liTWIPA'r.':if:!~ mJDG1~T 
AUTHORITY REQUESTS (1980-1935). Di! if!SCAL (~,U-

1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 bl 
1981 hl 
1982 -
1983 
1984 
1985 

lions cf dallora) el 

Paid-In Capital 

0.5 
0.3 
0.5 
0.6 
1.1 
0.6 
0.6 
0.8 
1.1 
1.6 
1.6 
1.7 
1.6 
1.6 
2.2 
2.2 

Callablc Capital 

0.1 
0.4 
0.8 
0.9 
1.0 
1.6 
2.3 
2.3 
2.5 
2.5 

Total r;.equ~Gt 

0.7 
0.5 
1.4 
0.7 
2.2 
0.6 
0.7 
1.1 
1.9 

,2.5 
2.7 
3.3 
4.0 
4.0 
4.7 
4.7 

SOURCES: U.S. Participation in the Multilateral Dcvelopment 
Banks, Senate Couurlttec on Govcrruacntal Affaira, Com
mittee Print, 9~:l (April 1979), ~. 13; information 
provided to CUO by the U.S. D~p3rtocnt of th~ Trcasury, 
November 1979. 

!I Es timates based on negoUations uhcrc coopleted. and other
wise on assumption of continuation of the r.ate of arouth of 
previous repleniahmento. If the propooal to treot callable 
capital as a prograc licitation ie acccptcd, no budget 
authority would he required for fiGeaI yearo 1981 to 1985. 

Èl President's reviaed budget requcot, Harch 1980. 

Although callable capital b"Ould no longer he included in 
the budget, other licita cay affect ito authorlzation, aince 
callable capitalisa f'Ore of 100n 6uarantce. tJhile lt 19 
not explicitly included in the nev credit budset,it Day be 
subject to the credit budget ceilinao that the Administration 
has proposed for fiscal yeor 1981. The iapl:1caticno of the. 
restrictions for caliable capital are unc1ear. 
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,TABI..B 12 •. tIDB AP}lR{)l'RIATlONS (1970-1919). AND . "J.ITIGrpAT~f:!~ nUDG1~T 

AUTHORITY REQUESTS (1900-1935), BY rtISCliL (l;,U-

1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 bl 
1981 bl 
1982 -
1983 
1984 
1985 

liona of dollaro) 01 

Paid-In Capital 

0.5 
0.3 
0.5 
0.6 
1.1 
0.6 
0.6 
0.8 
1.1 
1.6 
1.6 
1.7 
1.6 
1.6 
2.2 
2.2 

Callable Capital 

0.2 
0.2 
0.9 
0.2 
1.2 

0.1 
0.4 
0.8 
0.9 
1.0 
1.6 
2.3 
2.3 
2.5 
2.5 

Total r;.Cqu~Gt 

0.7 
0.5 
1.4 
0.7 
2.2 
0.6 
0.7 
1.1 
1.9 
,2~5 
2.7 
3.3 
4.0 
4.0 
4.7 
4.7 

SOURCES: U.S. Participation in the Multilateral Development 
Banks, Senate COtm:littce on Govcrnmental Affairo, Com
mittee Print, 9~:1 (April 1979), ~. 13; inforcation 
provided to cno by the U.S. D~p3rtoent of th~ Trcaoury, 
November 1979. 

!y Estimates baaed on negotiationa uhcrc cooplctcd, and other
wise on assumption of continuation of the r.otc of arouth of 
previous repleniohmenta. If the propoool to treat callable 
capital as a prograc licitation io accepted, no budget 
authority would be requircd for £iocol ycaro 1981 to 1985. 

'El President' a revioed budget request, Harch 1980. 

Although callable capital b'Quld no longer he included in 
the budget, other licits cay affect ito authorization, oince 
callable capital io a f'Orc of loan guarantee. Uhile it is 
not explicitly included in the nev credit budget, it oay be 
subject to the credit budget cclliD30 that the Administration 
has proposed for fiocal year 1981. The ll'lpUcat!cna of these 
restrictiono for callable capital are unclear. 
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Changes! in the way callable capital Is dealth wi'h ia the
 

appropriationa process may have implicationsa' for the passage of
 

the annual foreign aid appropriations bill. Congrescional appro

priations of callable capital give the semblance of a larger
 
increace
contribution to the MDBs than is actually the cape, and 


Changing the treatcent of
the size of the federal budget. 


callable capital in the foreign aid appropriations bill would
 

decrease the total appropriation, which might serve to accelerate
 

enactment of the bill. More rapid enactment might, however, lead
 

to less detailed Congressional debate of issues relating to lBDf
 

operations.
 

Since callable capital is an indirect guarantee of NDB
 

borrowing, changing the way in which these guarantees are provided
 

could make purchasers of MDB bonds less confident of their credit

pay higher interest on their
worthiness, forcing the MDBs to 


loans. This increase in the cost of MDB borrowing could raise
 

the banks' rates of interest on their loans to LDCs, resulting
 

in a general reduction in the volume, or an increase in the
 

The change in MDB borrowing
cost, of the funds that flow to LDCs. 


costs is likely to be quite small, however, since most other
 

donors already treat callable capital as an unappropriated
 

guarantee.
 

Arrearages
 

gradually through the 1970s, U.S. arrearages
Accumulating 

in contributions to the MDBs totaled $1.3 billion by 1979. 20/ An
 

arrearage is the difference between the funds authorized by the
 

Congress for contributions to the MDBs and the amount actually
 
paid-in
appropriated. Of total U.S. arrearages through 1979, 


capital--the amount actually disbursed by the U.S. Treasury

amounted to $373 million.
 

If requests for callable capital are more acceptable to the
 

Congress as program limitations than as budget authority, this may
 

improve the degree of agreement between the Congress and the
 

Executive Branch on appropriate levels for callable capital in
 

20/ 	 International Bank for Reconstruction and Development, $863
 

million; International Development Association, $6 million;
 

Inter-American Development Bank, $249 million; Asian Develop

ment Bank, $155 million; and African Development Fund, $17
 

million.
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the future. Without ouch agreement, the large size of futu"i
requests, as chown in Table 12, suggests that the arrearage
 
problem could become much more serious in the 1980o than it was
 

in the 1970s.
 

MULTILATERAL VERSUS BILATERAL ASSISTANCE
 

In donating funds to the multilateral agencies, the United
 

States relinquishes direct control over their disbursement. Does
 
this result in a regional or sectoral pattern of aid that dif
fers from that of U.S. bilateral assistance? If so, are such
 
differences supportive of U.S. foreign policy objectives? Apart
 
from these differences, what other gains or losses accrue to the
 
United States from giving aid throuiL: multilateral rather than
 

bilateral channels?
 

U.S. 	and MDB Regional Expenditures
 

In 1979, 64 percent of U.S. bilateral aid went to the Near
 

East and South Asia, 11 percent to Latin America, and 15 percent
 

to Africa. The MDBs channeled 23 percent of their aid to the
 
Near East and South Asia, 34 percent to Latin America, and 16
 

percent to Africa. 21/ These differences reflect the strong
 
interest of the United States in Asia and the Middle East stem
ming from its traditional ties and security interests in those
 

regions. As shown in Table 13, countries such as Israel, Jordan
 
and South Vietnam have received major amounts of U.S. bilateral
 
aid but only limited multilateral assistance. In contrast,
 
Argentina, Mexico, and Venezuela have received little U.S. aid but
 
major amounts of multilateral funds. To some extent, the aiver
gence is by design. The World Bank, for example, takes into
 

account the receipts of a country from other official development
 
sources in making its own funding decisions.
 

To the extent that the United States is concerned with
 
economic development on a worldwide scale, the fact that the MDBs
 
cover the regions more evenly allows the United States freedom
 

21/ 	 U.S. bilateral commitments totaled $4.7 billion in 1978, $0.9
 

billion of which was allocated on an interregional basinand
 
is excluded from these calculations. (See Agency 16r:
 

International Development, U.S. Overseas Loans dnd -Grautd;
 
1945 to 1979.)
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TABLE 13. MAJOR RECIPIENTS OF U.S. BILATERAL AI CONTRASTED WIT 

MAJOR RECIPIENTS OF MULTILATERAL AID, 1962-1978 a/ 

Major Recipients of Major Recipients of
 

U.S. Bilateral Aid but Multilateral. Aid but
 
Not of U.S. Bilateral Aid
Not of Multilateral Aid 


Cambodia Algeria 

Israel Argentina 

Jordan Kenya 

Laosa Malaysia 

South Vietnam Mexico 
Venezuela 

a/ The annual distribution of funds from the MDBs to major
 

s in 1962-1979 is shown in Appendix III-D.
 

to distribute its bilateral aid funds more directly in line with
 

its foreign policy and trade objectives. In addition, there are
 

some countries that the United States, for political reasons,
 

does not wish to aid directly, although it may have a humani

tarian interest in assisting their populations. The existence of
 
a multilateral lending organization can accommodate these other

wise conflicting objectives.
 

U.S. Development Assistance by Sector Compared with MDB Expendi

tures
 

U.S. development assistance is aimed specifically at efforts
 
to help the poorest people in recipient countries. Agricultural
 

programs of low capital intensity have received special attention,
 

as has population planning. In fiscal year 1979, these two
 

sectors absorbed 70 percent of AID sectoral expenditures.
 

Although an increasing proportion of MDB funding goes to
 

agriculture, little is directed specifically to population plan

ning (Table 14). Moreover, the MDBs channel around one-third of
 

their funds into energy, power, and industry. This bebavior is
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TABLE 14. 	HDB LEMIEG BY SECTOR. PISCAL -1978 (ParenLA
 

Wor.Lu u,.
 
Bank Inter-Atrerican AziLan Functional
 
and Development Development Development
 
IDA Bank Bank Assistance
 

Agriculture a/ 25 32 33 54
 
Population
 

Planning 1 - - 16 
Health b/ 10 - 9 L2 
Education and 

Human Resources 5 12 6 9
 
Energy and Power 15 22 26 -

Industry 16 14 c/ 2 -

Other d/ 28 20 24 10
 

100 100 100 100
 

Billions of
 
Dollars 10.0 2.2 1.3 1.1
 

SOURCES: 	World Bank, 1979 Annual Report, p. 30; Agency for
 
International Development, Congressional Presentation,
 
Fiscal Year 1981, Main Volume, p. 116; information
 
provided to CBO by U.S. Department of the Treasury.
 

a/ 	Includes food and nutrition.
 

b/ 	Includes water and sewage.
 

c/ 	Iidustry, mining, and tourism.
 

d/ 	Includes technical assistance, tourism, urbanization, trans
portat:on, and communications.
 

taken into account by the development assistance plans of the
 
United States, which implicitly assume that infrastructure pro
jects will be handled through multilateral organizations.
 

MDB lending is now directed primarily at the poorer people in
 
each country, and at the provision of basic human needs. This
 
resulted from a policy shift in the 1970s, supported by the United
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States., In practice, this means that 1,DB projects arc evle nd in
 
light of who the beneficiaries are, whgt needs are served, and how 
the benefit8 are transferred. 22/ To rie cxcent-tat 
reviews are effective, MOB lending is in line with the exnressed 
humanitarian concerns of the United States. 

Comparative Size of Projects
 

Larger pools of funds enable the MDBs to finance larger
 
projects than AID. Of 88 agricultural projects supported by the
 
World Bank or IDA in fiscal year 1978, eight represented commit-
ments of $100 million or more. 23/ In contrast, no country
 
received as much as $100 million in development assistance from
 
AID in that year.
 

On the other hand, the smaller AID operations enable the
 
United States to introduce experimental programs and technical
 
innovations that the MDBs may hesitate to undect-ake. In some
 
instances, AID funds act as "seed money," financing the first
 
step in a major program that will Ler be assumed by the host
 
government or an MDB. 24/
 

Effects on the U.S. Balance of Payments
 

Calculations of the net impact of the MDBs on the U.S.
 
balance of payments indicate that at least as much funding
 

22/ 	 Recent projects include provision of sanitation and social
 
services in a slum of Manila, a drainage and bilharzia
 
control program in Egypt, rural and secondary education
 
projects in Upper Volta, and provision of infrastructure,
 
including producer credit and technical assistance, to
 
rural areas of Mexico.
 

23/ 	 World Bank, 1979 Annual Report, p. 9.
 

24/ 	 For example, the Basic Village Education Project in Guatemala
 
was an experimental program of nonformal instruction in
 
agricultural practices for subsistence farmers that did not
 
require literacy for participation. After being run by AID
 
for nearly three years, the program was picked up by the
 
Guatemalan government and is now being copied in Bolivia.
 
The AID funding from inception to completion was $1.7
 
million.
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relurns to the United States as was originally subscribed. 25/ 
Nonetheless, it should be rtressed that this does not: diminlsh 
the real resource transfer involved in U.S. contributlee t-0 the 
HDBs: the net effect is the provision of resourcee instead of the 
provision of money. 

Moreover, IDB-financed projects appear to purchasa propor
tionately more goods and services from the United States than from
 
other countries. The share of LDC purchases from the United
 
States related to MDB loans averaged 19 percent over three recent
 
years, compared aith the U.S. share of world exports to the
 
non-OPEC LDCs of 16 percent. 26/
 

CONCLUSIONS
 

What should be the U.S. share in contributions to the
 
MDBs? The MDBs and the U.S. bilateral agencies support different
 
activities in different regions, but their work is complementary.
 
In part, this stems from the 1tadership role the United States has
 
exercised in the MDBs. Such leadership will be more difficult to
 
maintain if the United States reduces significantly its role in
 
the banks. Recent delays in authorizing replenishments suggest
 

25/ 	 "Through the contributions of other MDB donors . . . HDB 
loans result in expenditures on U.S. goods and services well 
in excess of U.S. contributions to the banks. From the 
inception of the banks through 1978, the cumulative current 
account surplus for the United States directly attributable 
to the MDB activities . . . has been $11 billion. Cumulative 
U.S. paid-in contributions to the banks, by comparison, to
talled $7 billion." See atatement of lion. G. William Miller, 
Secretary of the Treasury, in International Development Asso
ciation Sixth Replenishment and African Development Bank 
Membership, Hearings before the Sulrommittee on International 
Development Institutions and Fina i, House Committee on 
Banking, Finance, and Urban Affali )6:2 (March 1980), 
p. 31.
 

26/ 	Years are 1976 to 1978, based on data from International
 
Monetary Fund, Direction of Trade; Organization for Economic
 
Cooperauon and Development, Development Cooperation: 1979
 
Review (November 1979), p. 238; and information provided to
 
CBO by the U.S. Department of the Treasury.
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that the Congress is having secoA Uou ghts about its 1979 guid
ance on what these shares ah')ul t .. 

how ahiuld 1 D contributions be treated in the budget? The 
amount of U.S. funds actually going to the MDBa is obscured by the
division of MDB resources into callable and paid-in capital, for
which a modified budgetary trcatment has been proposed for fiscal 
year 1981. The President's proposal would make callable capital
subject to 
a program,limitatikE rather than being appropriated in

full. The treatment of cnllable capital. would then be 
more
 
consistent with that of domestic loan guarantees in the budget 
process.
 

The balance to be struck between multilateral and bilateral 
aid ultimately involves a political decision on the part of the 
Congress. Although in its participation in multilateral aid the
 
Urited States loses direct control over its funds, it exerts
 
itfluence within the MDBs based on the size of its contribu
tions. The existence of the multilateral channel provides the
United States with a mechanism for implementing policies that 
complement its bilateral activities, and also for pursuing long
run objectives that might otherwise appear to 
be in conflict with
 
its immediate foreign policy-goals.
 

To 
the extent that the MDBs encourage development strategiev

that are supported by the United States but for which the United 
States provides only a fraction 
of the funding, the continua
tion and strengthening of their operations is in line with U.S.
interests. To the extent that they are 
seen as acting in a manner
 
inconsistent with U.S. objectives, 
or as being a less efficient
 
means of furthering U.S. interests than the direct application of

bilateral funds, U.S. support 
is likely to wane. This will be a
 
crucial issue during the next decade, since the Administration is
 
presently seeking a substantial increase in U.S,. contributions
 
during the 1980s over 
the level that prevailed in the 1970s.
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means of furthering U.S. interests than the dir~ct application of 
bilateral funds, U. S. support is likely to wane ~ This will be a 
crucial issue during the next decade, since the Administration is 
presently seeking a substantial increase in U.s, co·ntributions 
during the 1980s over the level that prevailed in the 1970s. 
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CHAPTER IV. PRIVATE I-IA-RITS AS &I ALTE!.LT!V2 LO TC2 0;', 

The developing countries have t 2de c:-tcaOivQ uua of private 
capital Markets as a source:of foreign ezhan". In fLst, loans 
from the private sector to the LDCo have increaued over the past 

decade. In 1972, private creditors accounted for one-third of the 

outstanding debt of te non-oil developing countries. By 1978, 

private sources accounted for one-half. I/ 

To the extent that the LDCo can borrowy in the private wqr

kets, their need for bilokze'al and multilateral aid may %e
 

reduced. Chapters II and III discussed the efforti of ths ail 

agencies. This chapter concentratea on the present and future 

role of private lenders. 

The oil price rise of 1973-1974, coupled with a decline
 

in prices of commodities exported by many LDCs and the subsequent
 
the developing
worldwide recession, stimulated borrowing by 


countries in the international capital market. 2/ Since then,
 

there has been an explosion of commercial bank lending to the
 

more advanced LDCs, led by banks in the United States and followed
 

by banks in Germany, Japan, and the United Kingdom. 3/ This was
 

1/ 	World Bank, World Debt Tables, Vol. I (1979), Tables 1-A, 1-B,
 

and 	l-E, pp. 18-21, 26-27. A distinction is made between loan
 

commitments and debt disbursed. Disbursements represent
 

drawings on loan commitments and are shown in the year in
 

which the drawing takes place. These data refer to disbursed
 
debt, total outstanding.
 

2/ 	Helen Hughes, "Debt and Development: The Role of Foreign
 

Capital in Economic Growth," World Development (February
 

1979), p. 105.
 

3/ 	Although the developing countries long had access to the
 

private markets, borrowing was at a relatively low level
 

before 1974. Such borrowing as occurred generally reflected
 

a preference for avoiding the conditiouality attached to
 

official credits rather than a lack of resources from bf

lateral and multilateral agencies. See H.S. Wionczek,
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vre* loans to nd'Ustralited countrlao. ae diff" 0,11c

however, as 'leader 
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also narrowed. The spread on lending to LD-. iurau. fr l 1et
2 percent over the London Interbank Offer !!ate (LIUVC) 
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barely 0.75 percent in 1979. 6/ During tk:- pact year, i.
spreads have widened on loans to devclopin - countrieG. Concern
has increacud as to tLh ability of thz borrouiars to handle thzairrising debt in the face of pricenew oil increases and a world 
economic recession. 

WHO BORROWS IN T E PRIVATE MI4Af!1ET?
 

The richer countries have been the major borrowers from

private sources (Table 15). Conversely, the poorer countries have

borrowed 
little from the private markets, depending instead on

official loans. There has 
been remarkably little change in the

distribution of and
private public l.ending by LDC income class
 
between 1973 and 
1978, although the dollar 
totals have tripled.
 

Private lending is concentrated to a striking degree upon a
 
small number of countries. These countries tend to have large

economies and, by their very size, to
tend dominate the totals.

At the end of 1978, one-half of all public debt *'wed 
to private

lenders had been loaned to 
three middle-income countries--Brazil,
 
Mexico, and South Korea (see Table 16).
 

In contrast, official lending is distributed more evenly.

In 1978, 23 countries received 75 percent of official loans
 
disbursed to non-oil-exporting LDCs, whereas 9 countries received
 
81 percent of private funds.
 

It is notable that certain countries (Mexico, Brazil,

and South Korea, 
for example) are not only major borrowers of
private funds but also receive large amounts of official funds. 
The terms 
they receive from official lenders are generally more

attractive, as 
shown by the average interest rates on commitments
 
in Table 16. 7/
 

6/ 
The spread is the amount -f the increase in interest rate over
 
LIBOR charged by the lender--in effect, the profit margin.
 

7/ Official loans are also 
for longer periods and at fixed
 
rates, compared to the generally shorter periods at floating
 
rates for private loans.
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TAXML 15. PUBLIC DEBT. OUSTAN-ItNG UP~3U2 177 
(COWUTI3I1S, BY SOURC., 1973 -AC) 17 .... 

Country
 
1978
Inco: 1973 

Group aI Total Official Private Total Offc al Private 

8 3.2High 	 11 8 17 10 
20 	 30
Upper Middle 18 12 28 	 11 

28 	 35
Intermediate 31 	 38 28 43
 
7 10 12 9Lower Middle 9 9 


31 43 10 24 41 5Low 

100 100 100 100 100 100
Total 


Value
 
(billions of
 

48 26 210 109 101
dollars) 74 


(1979), Tables I-A,
SOURCE: World Bank, World Debt Tables, Vol. I 

1-B, l-E, pp. 18-21, 26-27.
 

Detail may not add to totals because of rounding.
NOTE: 


a/ 	Definition of income groups and listing of countries is given
 
in Appendix I-A.
 

PRIVATE LENDING AND THE ROLE OF COFINANCING
 

Official aid may play a ccmplementary role in encouraging
 

private lending: it provides an inflow of foreign exchange,
 

which indicates a continuation of investment in development. From
 
this may be one of the factors
a commercial bank's viewpoint, 


considered in determining a country's ability to make repayment.
 

to
Even countries that have good access the private markets
 

are eager to remain borrowers from the MDBs, for several reasons:
 

the ongoing economic dialogue that ensues; the reassurance this
 

provides to commercial lenders; and the technical assistance MDBs
 

can give with "institution building."
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Country 
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liigh 11 8 17 10 8 12 
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Total 100 100 100 100 100 100 

Value 
(billions of 
dollars) 74 48 26 210 109 101 

SOURCE: Wor1d Bank, Wor1d Dabt Tables, Vol. l (1979), Tables I-A, 
1-B, 1-E, pp. 18-21, 26-27. 

NOTE: Detail may not add to tota1s because of rounding. 

al Definition of income groups and listing of countries ie given 
in Appendix I-A. 

~RIVATE LENDIMG AND THE ROLE OF COFINANCING 

Official aid may play a ccmp1ementary ro1e in encouraging 
private 1ending: it provides an inf10w of foreign exchange, 
which indicates a continuation of investment in deve1opment. From 
a commercial bank's viewpoint, this may be one of the factors 
considered in determining a country's abi1ity to make repayment. 

Even countries that have good acceas to the private markets 
are eager to remain borrowers from the MDB~, for severa1 reasons: 
the ongoing economic dialogue that ensues; the reassurance this 
provides to cowmercia1 1endersj and the technical assistance MDBs 
can give with "institution building." 
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in Appendix I-A. 

~RIVATE LENDING AND THE ROLE OF COFINANCING 

Official aid may play a ccmplementary role in encouraging 
private lending: it provides an inflow of foreign exchange, 
which indicates a continuation of investment in development. From 
a commercial bank's Viewpoint, this may be one of the factors 
considered in determining a country's ability to make repayment. 

Even countries that have good access to the private markets 
are eager to remain borrowers from the MDB~, for several reasons: 
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TABLE 16. NON-OIL-EXPORTING DEVELOPING COUNTRIES LISTED BY AMOUNT OF PUBLIC DEBTTO PRIVATE AND OFFICIAL LENDERS, 1978 (Billions of dollars 
MfED 

and percenut~g
 
interest rates)
 

Owed to Private Lenders 
 Owed to Official Lenderc
 

Average 
 Avzage

Interest Rate 
 Interest Rate
Amount on Loan 
 Amount on Loan
Country Disbursed Commitments Country Disbursed Coitments
 

Brazil 22.0 10.1 
 India 
 15.1 1.8
Mexico 21.3 
 8.3 Egypt 8.5 2.3
South Korea 6.8 9.8 Pakistan 7.2 2.0
Spain 6.0 9.6 
 Israel 
 5.6 4.2
Argentina 
 4.6 10.2 Turkey 5.4 6.9
Israel 
 3.6 
 5.6 Brazil 5.2 7.5
Peru 
 2.8 12.7 South Korea 
 5.2 7.4
Chile 
 2.5 11.1 Mexico 
 3.5 7.8
Morocco 2.5 9.3 
 Yugoslavia 3.0
Greece 
 2.3 10.2 Bangladesh 2.6 
7.7
 
1.4
Philippines 2.2 8.8 
 Peru 
 2.5 6 1Ivory Coast 2.1 
 8.9 Morocco 
 2.1 4.5.
All Others 22.5 
 Colombia 
 2.0 7.5
 

All Others 40.9
 

Total 101.2 9.6 
 108.8 5.0-


SOURCE: 
World Bank, World Debt Tables, Vol. I (December 1979), Tables 1-A, 1-3. 1-CX 
=J' 
12, pp. 18-21, 26-27, 195-211.
 

TABLE 16. NON-oIL-EXPORTING DEVELOPING COUNTRIES LISTE» BY AMOUNT OF PUBLIC DEBT omm TO PRIVATE AND OFFICIAL LENDERS, 1978 (Billions of dollars and perèen~~ interest rates) 
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Average AV12rc~e Interest Rate IntereGt P..ate Amount on Loan Amount on Lacn C'~untry Disbursed Commi ments Country Disbursed Com::;rl. œente 

Brazil 22.0 10.1 Iodia 15.1 L8 Mexico 21.3 8.3 Egypt 8.5 2.3 South Korea 6.8 9.8 Pakistan 7.2 2.0 Spain 6.0 9.6 Israel 5.6 4.2 Argentina 4.6 10.2 Turkey 5.4 6.9 Israel 3.6 5.6 Brazil 5.2 1.5 Peru 2.8 U.7 South Korea 5.2 7~4 Ch11e 2.5 11.1 Mexico 3.5 7.8 Morocco 2.5 9.3 Yugoslavia 3.0 7.7 Greece 2.3 10.2 Bangladesh 2.6 1.4 Philippines 2.2 8.8 Peru 2.5 é~l Ivory Coast 2.1 8.9 Uorocco 2.1 405 
; AlI Others 22.5 Colombia 2.0 1.~ 

AlI Others 40.9 

Total 101.2 9.6 108.8 5.l' -

SOtmCE: ~orld Bank, World Debt Tables. Vol. l (December 1979), Tables l-A, l-B. l-E .. tu::3. U, pp. 18-21, 26-27, 195-211. 

TABLE 16. NON-oIL-EXPORTING DEVELOPING COUNTRIES LISTED BY AMOUNT OF PUBLIC DEBT mmD TO PRIVATE AND OFFICIAL LENDERS, 1978 (Bil!ions of dollars and pcrceu~~ interest rates) 

Owed to Private Lenders Owed to Off!cial Lenders 
Average P,.v-nrcsc Interest Rate Interect i'.at~ Amount on Loan Amount on Loan C·;,untry Disbursed Commi tments Country Disbursed Co;::;:;:rl.ments 

Brazil 22.0 10.1 India 15.1 L8 Mexico 21.3 8.3 Egypt 8.5 2.3 South Korea 6.8 9.8 Pakistan 7.2 2.0 Spain 6.0 9.6 Israel 5.6 4.2 Argentina 4.6 10.2 Turkey 5.4 6.9 Israel 3.6 5.6 Brazil 5.2 7.5 Peru 2.8 U.7 South Korea 5.2 7~4 Chile 2.5 11.1 Mexico 3.5 7.8 Morocco 2.5 9.3 Yugoslavia 3.0 7.7 Greece 2.3 10.2 Bangladesh 2.6 1.4 Philippines 2.2 8.8 Peru 2.5 (;~l Ivory Coast 2.1 8.9 Uorocco 2.1 405 
; All Others 22.5 Colombia 2.0 1.5 

All Others 40.9 

Total 101.2 9.6 108.8 5.{' -

SOtJB.CE: ~orld Bank, World Debt Tables. Vol. I (December 1919), Tables I-A, I-B. l-r. .. (.::.:1 U, pp. 18-21, 26-27, 195-211. 



The role of the International Monetary und io of particukae
interest to commercial bankero. If a country has ngotlated c
standby agrecment 8/ with the INF, and has tl'e.-U Implicitly h=
its economic strategy approved, this provides a zcacurc of ccnfi
dence for the cozzercial banks, oven if no RIF fwn are dra=zz.
Thus, auong nonco=-rcial lenders, I1F haic atha pleyd oiaruifi
cant 	 role even though it was not a net lender in ceveral recent, 
years. 9/
 

The World Bank and the regional development banko have 
recently encouraged "cofinancing," in uhich they join uith t a
private banks in providing funds to developing countrieo. 10/
A borrower country is considered less likely to default or delay
payments if to do so would jeopardize its credit rating with a
multinational organization. This arrangenent also gives the
 
private banks access to detailed country information through
 
the international organization.
 

As yet, private banks have not expressed great enthusiacm for
 
cofinancing, although such arrangements are increasing. Comer
cial bankers argue that cofinancing entails increased cdminis
trative costs for the private banks, while it may not achieve
much reduction in risk. II/ Access to information is, however,
of great interest 
to private banks. Their participation in
 
cofinanced projects has tended to be focused on the richer LDCs,
which offer more potential for additional business. The private
 
sector contributed $550 million to World Bank cofinanced projects
 

8/ Agreements 
that members may draw upon IMF credits, usually
 
of one year in duration.
 

9/ International Monetary Fund, International Financial Statis
tics (February 1977), pp. 12-13, and (February 1978), pp. 
9-10.
 

10/ 	Jessica P. Einhorn, "Cooperation Between Public and Private
 
Lenders to the Third World," The World Economy (H!ay 1979),
 
p. 36.
 

_1/ 	 As one banker put it: "The only time one needs the cross
default clauses is when there is trouble- and if there
 
is trouble, it's better to be able to
in alone and react
 
quickly."
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!I Agreements that members may draw upon IMF credits, usually 
of one year in duration. 

!I International Monetary Fund, International Financial Statis
tics (February 1977), pp. 12-13, and (February 1978), pp. 
9-10. 

101 Jessica P. Einhorn, "Cooperation Between Public and Priva te 
Lenders to the Third World," .:rhe World Economy (Uay 1979), 
p. 36. 

111 As one banker put it: "The only time one needo the cross
defaul t c l~uses iswhen there io trouble~ and if there 
is troubie, ft' s better to be in alone and able to react 
quickly." 
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in fiscal yeur 1979, as compared with a total of $22 billion in 
12/development assistance from official lenders in L978. 


The Agency for Intcrnational Devclopnent i currently 

reviewinG forms of cofinanning that could be directed tmward 

the LDCa. Propools include U.S. govcrnacnt-gunranted loann by 

the private sector for u-,o in AID projects, and a neannaranteed 

program of cofinancir3 by AID and the private cector. 13/ Loan 

guarantees -ould be a new departure in cofinancing; tChy would 

also be a new departure for AID, rcquirin- addititnal lcgiala
riskless overseas investment would
tion. Opportunities for 


presumably be highly attractive to private lenders and would
 

channel funds into countriec'and sectors in which private lenders
 

The net result for the U.S. government
do not currently invest. 

would be an off-budget increase in AID funds. 14/
 

for 	 and Development,
12/ 	 Organization Economic Cooperation 


Development Cooperation: 1978 Review (November 1979), p.
 

199, and information provided to CBO by the World Bank,
 

The OPEC countries have found cofinancing a
October 1979. 

useful vehicle for distribuiting funds to non-oil LDCs at a
 

time when they have relatively few mechanisms for project
 
1978,
identification and appraisal. In fiscal year OPEC
 

agencies (multilateral and bilateral) were involved in 25
 

cofinancing projects with the World Bank, contributing $523
 

million; in fiscal year 1979, however, they reduced their
 

participation to 15 projects at $267 million. By compari

son, non-OPEC bilateral agencies (including U.S. AID) were
 

active in 48 World Bank cof~nanced projects in fiscal year
 

1979, contributing $1.15 billion, and non-OPEC =ultilateral
 

agencies were involved in 55 projects, providing $585
 

million.
 

13/ 	 Peat, Marwick, Mitchell & Co., "Selection and Development of
 

a Private Sector Financing Instrument," prepared for the
 

Agency for International Development under Contract No.
 
AID has been
AID-otr-C-1499 W.O. No. 17 (September 1979). 


successful with a similar program, the Houoirg Guarantee
 

Program, with its current ceiling of $1.5 billion.
 

14/ 	 Other official programs that involve coordination with
 

private funding in developing countries are the International
 

Finance Corporation (IFC), an affiliate of the World Bank
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èavelopment bsaistance from official lendera in ~978. 12/ 

The Agcncy for IntcrDoti"lnol Develol'not'lt illl cm:rontly 
revietliaG formo of cofillllun!ne thot coula 00 dit'ccted tCHtu'd 
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preaumably be highly attractive to privote lendoro and would 
channel fundo into count~ieo'end occtoro in which pri~Qte ~ender8 
do not currently inveat. The net reoult for the u.s. governœent 
would be an off·budg~t incr~ase in AID funds. 14/ 

12/ Organization for Economie Cooperation and Development, 
Development Cooperation: 1978 Revie~ (November 1979), p. 
199, and information provided to CBO by the \>lorld Bank, 
October 1979. Tte OPEC countr.ies have found cofinancing a 
useful vehic1e for distrib"ting funda to non-oil LOCs et a 
time when they have re1atively feu cechaniooo for project 
identification and appraisa1. ln fiecal year 1978, OPEC 
agencies (mul tilateral and bilateral) \Jere involved in 25 
cofinancing projects with the Horld Bank, contributing $523 
million; in fiscal year 1979, houevcr, thoy rcducc~ their 
participation to 15 projects at $267 oillion. By coopari
son, non-oPEC bilateral agcnciea (including U. S. AID) vere 
active in 48 Horld Bank cofjnanced projccto in fiGcal year 
1979, contributing $1.15 billion, and non-oPEC cultU&teral 
agenciE::s vere involved in 55 pr'>jects, providing $585 
million. 

13/ Peat, Marwick, Mi tchell & Co., .. Selection and D~velop:lent of 
a Private Secto!:' Financing Instrument," preporcd for the 
Agency for International Developoent under Contract No. 
AID-otr-C-1499 w.o. No. 17 (Septecber 1979). AID has been 
successful \ilth a similar program, the Houoirg Guat'sntee 
Program, vith its eurrent ceiling of $1.5 billion. 

14/ Other official progrscs tbat involve coordination vith 
private funding in deve10ping countriea are the International 
Finance Corporation (IFC), an affiUate of the World Bank 
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THE 7UTUB ROLE OF PRIVATE LENDING 

The debt servicing that accompanies both private and public
loans may impoca a significant burden. For example, Brazil paid
66 percent of its export earnings for paymenta of principal andinterest in 1979 (on all loans, includinq thoce fron multilateral 
development banks). 15/ The banhing ccmrunity Is concerned over 
the ability of the LDs to carry their current debt, and over the
 
concomitant ricko for the banks that have lent to than. 
Obcrvers
 
doubt that the rate 	 of growth in lending to the LDCo in the next 
five 	years will be 
as high as it was in the past five.
 

The World Bank nonetheleso anticipates that private lending
will continue to play an important part in the supply of credit to 
developing countries. In 1990, according to a Uorld Bank projec
tion, the middle-income LDCs will obtain three-quarters of their 
external assistance from private loans financed at market terms.
 
Low-income LDCs, however, 
will obtain only one-tenth of their
 
needs trom ouch sources (Table 17).
 

The World Bank's projection is based on assumptions that 
may prove optimistic. It assumes modest rates of economic growth

for the LDCs and continued growth in private lending 
of about
 
4 percent per year. 16/ Moreover, the recent rise in oil prices
 

that supports private enterprises, selling off its invest
ments as the businesses develop; the U.S. Overseas 
Private
 
Investment Corporation, which facilitates American investment 
in LDCs and is financed on a self-sustaining basis; and the 
U.S. Export-Import Bank, which assists in the financing of
 
U.S. exports and is under 
a separate oubfunction of the
 
budget.
 

15/ 	 Bank for International Settlements, "Press Review" (March 14,

1980), p. 4. The proportion of export earnings needed for
 
debt service is not a sufficient measure of a country's

credit-worthiness. 
It is, however, a guideline.
 

16/ 	 Low-income countries are projected to 
grow at 4.7 percent
from 1975 to 1985, and at 4.9 percent from 1985 to 1990;
middle-income countries at 5.3 and 5.8 percent in the same
periods; and industrialized countries at 3.4 percent from
 
1970 to 1980 and 4.2 percent from 1980 to 1990 (avetrge

annual percentage growth rates, 1975 prices). (See World
 
Bank, World Development Report, 1979, pp. 3-4, 9.)
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The debt cervicing that accompanies both private and public 
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concomitant riolm for the banlto thot have lent to thc::l. ObS:,H:vcro 
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will continue to play an important part in the oupp1y of credit to 
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external assistance from private loans finaneed at market terme. 
Low-income LDCo, however, t1iU obtain ooly one-tonth of their 
n2eds trom such Gourees (Table 17). 

The World Bank' a projection ls based on aoaumptions that 
may prov~ optimistic. lt assumes modest rates of economic gr~wth 
for the LDCs and continued growth in private lending of about 
4 percent per year. 16/ ~~reover, the recent rise in oi1 priees 

that supports private enterprisea, 6e1ling off !ta Invest
ments as the buaincs6es devclop; the U.S. Overseao Private 
lnvestment Corporation, which facilitates American investment 
ln LDCs and is financed on a self-suatalning basio; and the 
U. S. Export-Import Bank, which aooloto in the financing of 
~.S. exports and te under a separate oubfunction of the 
tudget. 

15/ Bank for International Settlements, "Press Review" (!ft.arch 14, 
1980), p. 4. The proportion of export earningo necded for 
debt service is not a sufficient meaoure of a country's 
credit-worthiness. lt ia, hO\'1ever, a guide1ine. 

16/ Low-income countriea are projected to grou at 4.7 percent 
from 1975 to 1985, and nt 4.9 percent from 1985 to 1990; 
middle-incol.ae countriea at 5.3 and 5.8 percent in the eame 
periode; and induatria1ized co\~ntrieo ut 3.4 percent from 
1970 to 1980 and 4.2 percent from 1980 to 1990 (ovet~e 
annual percentage growth rates, 1975 priees). (See World 
Bank, World Development Report, 1979, pp. 3-4, 9.) 
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151 Bank for International Settlemento, "Preso Review" (fJ.arch 14, 
1980), p. 4. The proportioll of export earningo needed for 
debt service is not a sufficient meaoure of a country's 
credit-worthiness. It is, hot'1ever, a guideline. 

161 Low-income countries are prOjected to grou at 4.7 percent 
from 1975 to 1985, and at 4.9 percent from 1985 to 1990; 
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TABLE 17.IM I MMSM-211 OF? I-Bl.1 A11 	 2X-2_ ]22i* 

OFFICIAL GULUTS TO DEVELOPIIUG COUUIT hI S -_ 0"! 

CAPITAL AW) BY COUrY M.OUP, 1976 AND 190 (Porcnt
ageo) 

Low-Income Middle-Inco-me 
Countrieo a/ Countric b/ 

1976 1990 1976 1990 
Actual Projected Actual Projected 

43 	 11
Official Grants 21 12 

Concessional Loans 47 46 10 11
 
Loans at Market Terms 32 11 77 78
 

Official 	 (10) (7) (10) (14)
 

Private 	 (23) (4) (67) (64)
 

Total 	 100 100 100 100
 

SOURCE: World Bank, World Development Report, 1979 (August 1979),
 
p. 9.
 

a/ 	Low-litcome: Developing countries with annual per capita
 
incomes at or below $300.
 

b/ 	Middle-Income: Developing countries with annual per capita
 
incomes above $300.
 

and the recession in the industrialized countries have worsened
 
the balance-of-payments outlook for the LDCs. While private
 
lending helped the LDCs adjust to oil price rises in the early
 

1970s, it is unlikely to do so on the same scale in the 1980s.
 

Private bank lending has been concentrated on a handful
 
of the most advanced developing countries, leaving the others
 
largely dependent on official institutions for loan funds. For
 

this reason, official lending will play a crucial role in the
 
1980s. Cofinancing may prove to be a way of using official
 
lending to encourage additional private efforts, but the device is
 
too new to permit a full evaluation of its future role.
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Low-Income Hiddlc-Incooa 
Countrieo oj Countr~eo bl 

1976 1990 1976 1990 
Actual Projected Ar:.tual Projected 

Official Grants 21 43 12 11 
Concessional Loans 47 46 10 11 
Loans at Market Terms 32 11 77 78 

Official (10) (7) (10) (14) 
Private (2'3) .J!l (67) ~ 

Total lUO 100 lUO 100 

SOURCE: World Bank, World Development Report, 1979 (August 1979), 
p. 9. 

al Low-!ucome: Developing ccnmtries with annual per capita 
incomes at or below $300. 

bl Middle-Income: Developing countries with annual per capita 
incomes above $300. 

and the recession in the industrialized countries have worsened 
the balance-of-payments outlook for the LDCs. While private 
lending helped the LDCs adjust to oil price rises in the early 
1970s, it is unlikely to do so on the same :scale in the 1980s. 

Pcivate bank lending has been concentrated on a handful 
of the most advanced developing countries, leaving the others 
largely dependent on official institutions for loan funds. For 
this reason, offic:Ltl lending will play a crucial role in the 
1980s. Cofinanc!ng may prove to be a vay of using official 
lending to encourage additional private efforts, but the device is 
too new to permit a full evaluation of its future role. 
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CAPTER V* LADWEPEPNCES A14D U.S. FORMG AID PoLI Y 

In 1978, developing countries derived about 10 tireo as. much 
foreign exchange from trade ao they did from bilateral and multi

lateral aid flowa. This chapter considers the part that a prefer
ential trade policy might play, as a complement to oifjelal aid 
programo, in aosiotina the LDCo. 

TRADE AND LDC DEVELOPMENT
 

Many LDCo are engaged in development programs aimed at
 
increasing their exports, particularly of manufactures. This
 
strategy has two basic objectives:
 

o To accelerate industrialization, and thereby increase
 

employment and output; and
 

o To increase foreign exchange earnings.
 

The effectiveness of such trade-oriented development strat
egies is circumscribed by several factors. Perhaps most critical
 
is that many LDCs lack the necessary infrastritctural and indus
trial base to produce competitively priced manufactu:es. The
 
development of competitive export-oriented manufacturing indus

tries may require a large investment of capital and labor, divert
ing these resources from other economic activity. Production for
 
export may also be more demanding of skilled labor, capital, and
 
other inputs than is domestic production, requiring a reallocation
 
of scarce resources. A third obstacle is po:ed by barriers to
 
free trade, such as tariffs and import quotas.
 

In the mid-1960s, the LDCs as a group--through the United
 
Nations Conference on Trade and Development (UNCTAD)-asked for
 
preferential access to the developed countries' markets. I/ The
 

1/ 	The stabilization of commodity prices has been another
 
major issue at the last two UNCTAD conferences, and is at
 
the center of the current dialogue between developed and
 
developing countries. Because the primary aim of LDCo with
 
respect to commodities concerns pricing policy rather than
 
volumes of trade, commodities will not be considered further
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proposed export incentives would take the form of lower tariffs on
 
imports from LDCa than on similar imports from other sources, and
 
the liberalization of nontariff barriers. The effect of these
 
trade concesaions on LDC exports would depend on the products
 
covered, the reduction in duty provided, and the capacity of the
 
particular LDC to respond to these Incentiveo.
 

Three trade preference policies are examined in thin chapter,
 
two of which are already in operation: the U.S. Generalized
 
System of Preferences, and the Offshore Asceubly Provisions
 
of the U.S. Tariff Code. The analysis focuses on the additional
 
trade created by these two programs, and its distribution among
 
the LDCs, as a guide to decisions relating to possible modifica
tion of the programs.
 

A third approach would be to relax or remove altogether
 
quantitative restrictions on LDC exports to the United States.
 
But the reasons that prompted the imposition of such restrictions
 
in the first place make it unlikely that they will be relaxed or
 
abandoned. Nonetheless, this chapter provides an sessment of
 
the benefits that might accrue to LDCs if they were.
 

THE GENERALIZED SYSTEM OF PREFERENCES
 

The Generalized System of Preferences (GSP), authorized by
the Trade Act of 1974 and put into effect in January 1976, allows 
wany agricultural and manufactured products of developing coun
tries to enter the United States free of duty. In the early 
1970s, most other developed countries set up similar schemes, 
with slight variations in the products and countries that were 
eligible. 

Whether GSP is judged a success or not depends on the
 
increases in the volume of eligible developing country (EDC)
 
exports that can be attributed to the scheme. 2/ Evidence
 

2/ Certain countries are excluded from the U.S. GSP program by
 
the Trade Act of 1974. Among those excluded are all OPEC
 
nations and all nations "dominated by international commu
nism" unless they are signatories of the General Agree
ment on Tariffs and Trade and members of the IDM. Because
 
of some modifications in the program introduced by the
 
1979 Trade Agreements Act, several OPEC members will become
 
eligible for GSP concessions. They are Indonesia, Venezuela,
 
and Ecuador.
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suggests that the export-promoting effect of GSP has been modest, 
both in terms of the overall increase in exports and in terms 
of the number of countries that have benefited. Of almost 
100 eligible countries, five,-Hong Kong, Taiwan, South Korea, 
Mexico, and Brazil--account for well over half of total GSP 
trade. 

Product Limitations
 

GSP's limited effect is attributable primarily to the
 
fact that a number of important EDC exports are excluded from
 
eligibility. Several products were declared ineligible be
cause employment and output in competing U.S. industries might
 
be reduced by increased imports of those products. mong the
 
products excluded are watches, import-sensitive steel, electronics
 
and glass articles, textiles, and footwear.
 

The exclusion of textiles and footwear Is of particular 
importance. EDC economies are well suited to produce these 
goods competitively: their manufacture requires large inputs 
of semiskilled and unskilled labor, of which EDCs have an abun
dance, while the technology is well known, easily available, 
and relatively inexpensive. Duty-free treatment for these pro
ducts would increase the benefits provided by GSP, particularly 
since the average duty on both textiles and footwear is quite 
high. 3/ Because most textiles and nonrubber footwear exports 
from the major EDC suppliers are also constrained by quantitative 
limits (quotas), a removal of such barriers would further promote 
these nations' exports.
 

The Competitive Need Criteria
 

Besides product exclusions, the effect of GSP is also
 
limited by the Competitive Need Criteria. These were adopted in
 
part to compensate for the disparity in competitiveness among
 
EDCs, and in part to prevent major disturbances in U.S. domestic
 

3/ The average tariff on apparel products in 1979 was 27.0
 
percent, while on footwear it was 10.4 percent. The average
 
tariff on all manufactures was only 8.1 percent.
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Industries. 4/ Of $9.7 
billion of U.S. imports eligible for 03P
In,1978, $3.2 billion were denied duty-free entry because of

competitive need limitations. (See Table 18 for data on the first
 
three years ot operation of GSP.)
 

The competitive need criteria have been criticized both

by 
the 	eligible developing countries and by representatives

of 	those U.S. industries that are affected by GSP imports.
Developing countries have focused 
their criticism on the 50
 
percent market share limitation. They contend that, because
product categories are defined very narrowly, it is easy to exceed
 
the 	market share limit, while the volume of the 
products shipped

may 	be quite 
small. 5/ The 1979 Trade Agreements Act addressed
this issue, modifying the 50 percent market share rule so 
that it
will be invoked only if U.S. imports of a GSP product exceed $1
 
million. 6/
 

The two criticisms of the competitive need criteria 
most

often voiced by U.S. labor and business are that products cannot
be removed permanently and that no mechanism exists for removing

countries from eligibility. 7/ 
 A product can be redesignated

as 
eligible if, in the year subsequent to its removal from eligi
bility, exports drop below the ceilings. U.S. labor representa
tives contend that permanent removal of 
a country's eligibility
 

4/ 	Exports of specific products are declared ineligible for GSP
benefits if the products attain a specific level of competi
tiveness. As defined by the 1974 
Trade Act, a product is
deemed competitive, and therefore ineligible, if in any one
 
year exports exceed $25 million in 1974 dollars (in 1979 this
 
amount was $41.9 million) or if it accounts for more 
than 50
 
percent of U.S. imports of the product.
 

5/ 	Testimony by H. Cubillos, Director, GSP Project, UNCTAD/

UNDP, before the Inter-Agency Trade Policy Staff Committee on

the Generalized System of Preferences (September 18, 1979.)
 

6/ 	As with the other competitive need limitations, this ceiling

is linked to growth of the U.S. GNP.
 

7/ 	Statements by Stanley Nehmer, President, 
Economic Consulting Services, Inc., and 
Rudolph Oswald, Director, Depart
ment of 
Research, AFL-CIO, before the Inter-Agency Trade
Policy Staff Committee on the Generalized System of Prefer
ences (September 18 and 20, 1979).
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TARM 18. U.S, IMORTS FEWA. GSP-ELIGIALE,'DEVELOPING COUNTRIES,
 

'976-1978 (Billiono of dollar.)
 

1976 L977 1978
 

Total Imports from Eligible
 
Developing Countries 28.1 34.7 41.4
 

Most Favored Nation Imports
 
Duty free 7.1 9.2 10.0
 
Dutiable 14.4 17.8 21.6
 

Eligible for
 
Generalized System
 
of Preferences 6.5 7.7 9.7
 
Less
 

Exceeds 50
 
percent limit a/ (0.7) (0.8) (1.0)
 

Exceeds dollar
 
limit a/ (1.2) (2.0) (2.2)
 

Not granted GSP b/ (..5) (1.0) (1.3)
 

Granted Generalized
 
System of Preferences 3.2 3.9 5.2
 
Agriculture (0.5) (0.6) (0.6)
 
Manufactures (2.6) (3.3) (4.6)
 

SOURCE: Office of the U.S. Trade Repreeentative.
 

a/ 	Denied duty-free entry because of competitive need criteria
 
limitations.
 

b/ 	Denied duty-free entry because insufficient share of value 
added originated in the exporting country, or because of 
transshipment or other factors. 

for specific products, as well as permanent removal of countries
 
from eligibility, are necessary in order to assure that the
 
poorest developing countries have a chance to take advantage of
 
GSP. These contentions are discussed in more detail below.
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TABLE 18. U. S. IHFORTS FROM GSP-ELIGlnLIL.DEVELOPING. COUNTRIES, 
~ 976-1918 (Billion f } of Qollars) 

Total Importa trom Eligible 
Developing Countriea 

Most Favored Nation Importa 
Dut y free 
Dui::f.able 

Eligible for 
Genera1ized System 
of Preferences 

Less 
Exceeds 50 

percent 1imit al 
Exceede dt)Uar 

1imit al 
Not granted GSP ~I 

Granted Generalized 
System of Preferences 

Agriculture 
Manufactures 

1976 

28.1 

7.1 
14.4 

6.5 

(0.7) 

(1.2) 
(1.5) 

3.2 
(0.5) 
(2.6) 

SOURCE: Office of the U.S. Trade Repreeentative. 

L977 

34.7 

9.2 
17 .8 

7.7 

(0.8) 

(2.0) 
(1.0) 

3.9 
(0.6) 
(3.3) 

1978 

4T.4 

10.0 
21.6 

9.7 

(1.0) 

(2.2) 
(1.3) 

5.2 
(0.6) 
(4.6) 

al Denip.d duty-free entry because of competitive need criteria 
limitations. 

bl Denied duty-free entry because insufficient share of value 
added originated in the exporting country, or because of 
transshipment or other factors. 

for specifie products, as weIl BS permanent removal Qf countries 
from eligibility, are necessary in order to assure that the 
poorest developing countries have a chance to take advantage of 
GSP. These contentions are discussed in more dètail below. 
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Developing Countries 

Moat Favored Nation Imports 
Duty free 
Dui::f.able 

Eligible for 
Generalized System 
of Preferences 

Leas 
Exceeds 50 

percent limit ~/ 
Exceeds dt)Uar 

limit a/ 
Not granted GSP ~/ 

Granted Generalized 
System of Preferences 

Agriculture 
Manufactures 

1976 

28.1 

7.1 
14.4 

6.5 

(0.7) 

(1.2) 
(1.5) 

3.2 
(0.5) 
(2.6) 

SOURCE: Office of the U.S. Trade Repreeentative. 

L977 

34.7 

9.2 
17.8 

7.7 

(0.8) 

(2.0) 
(1.0) 

3.9 
(0.6) 
(3.3) 

1978 

4r.4 

10.0 
21.6 

9.7 

(1.0) 

(2.2) 
(1.3) 

5.2 
(0.6) 
(4.6) 

a/ Denip.d duty-free entry because of competitive need criteria 
limitations. 

b/ Denied duty-free entry because insufficient share of value 
added originated in the exporting country, or because of 
transshipment or other factors. 

for specific products, as well as permanent removal of countries 
from eligibility, are necessary in order to assure that the 
poorest developing countries have a chance to take advantage of 
GSP. These contentions are discussed in mote detail below. 
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&=%xcot of factoro alcso ~ti oth _ '1"0'"X:1*et 
variety of: ratoono, a of IL
 

Aqilygair COW ccsc~nt do not in 2&'at 41c' Yn
 

goods tea nfr co otother ccano, thag..are pe: c: olt l A, ' 
7
admitted duty ra b.c.u.. of ft 3-

difficult to docutnt tha VlAhec oiglin, :i 1,og c ,c Lp-'r at 
does not fulfill the rcquiraevnt that bt le3a 5.:Pf 2a ita 
value ozr.linate in a beneficiary country. In 1973, $!63 bLllon 
worth of othertulc eCigib1u goods failed to cntar fr~c of ',nty 
because of these conldoeationa (Table.1). 

Effect of GSP on Xliible Doe,nrics' K22Kor_ 

For the reaaons discuvoed above, only about one-half of the 
products decignated as GSP-aligible in 1978 entered duty free 
(Table 1$). Of those, the vast cajority ware a-,ufactures, with 
agricultural imports accounting for only 12 percent. 

Duty-free entry changes the relative price of GSP items
 
with respect both to donectic goods and to ioports from ineligible 
countries. Table 19 presents estiontes of the increase in U.S. 
Imports of nanufacturea frora eligible developing countries that 
resulted from these tuo effects. 8/ The increase in 1977 was 
valued at $549 million, consloting of $511 million because of 
improved price :onpetitivenes relative to U.S.-produced goods, 
and $38 million becauce of diversion of trade from nonbene
ficiarls. 9/ This increase represents a gain of about 2 percent 
in exports of all nanufactures from eligible countries to the 
United States and a gain of 9 percent in exports of GSP-eligible 
manufactures. 

8/ Only the changes in imports of manufactures were analyzed, 
both because of data limitations and because GSP is aimed
 
primarily at increasing manufactured exports from EDCs.
 

9/ Theae estimates may be overstated because of the large volume
 
of trade classified as miscellaneous manufactures, which, 
due to data limitations, could not be disaggregated. The
 
estimates are also, however, sonewhat understated because
 
average tariffs for each category were used rather than
 
tariffs for specific GSP products.
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For the r~aoono discuoead aboya, only about one-hall of the 
products daa!.{tllulted 00 GSP~eU.B!ble in 1918 cnt~lr'cd dut y frce 
(Table un. (Jf thooe, the vaot c.ajority wore CiN'iufoctu!'co, with 
4grlcultarol l~porto accountlng for only J2 percent. 

Duty-free eatry changes the relative priee of GSP items 
vith '!'eopect both to dOl:l~t:tic goodo and to lcporto from inalinible 
countr.ica. 'rable 19 preGentlJ e'!:;t1mateo of the increooe in U.S. 
impor1.:G of manufactureo frof.il eUglblc develop:1nr, countrieo that 
reaul ted from thesc tua affect.o. 8/ Thle Incl"!!aoc i:l 1977 vas 
valued at $549 million, conalotinu of $511 mil1:!.on bccouoe of 
Improved price .:onpctitivencoo relative to U.S.-produced goodo, 
and $38 million bccauoe of diver~ion of trado frum nonb~nc
fic1a~1~s. 91 This increoGe r~preGeutG a gcin of about 2 percent 
in exports -of al! manufactures from eligible countr1eo to the 
United States and a gain of 9 percent in exports of GSP-elig!ble 
manufactureB. 

8/ Only the chanses in importa of manufactures were analyzed, 
both because of data limitations and becaust! GSP is aimed 
primarily at Incressing manufactured exports from EDCs. 

9/ Theae estimates may be overotsted because of the large vol~ 
of trade claosificd oa miocellaneouG manufactures, which, 
due to data limitations, coulc not be diGassregatcd. Tite 
eatimatcs are alao, however p sUlI'lowhat understated beclniGe 
aver~8e tariffs for each category vere used ratliGr tban 
tariffa for specifie GSP producte,. 
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resul ted fr()1!l these tuo cffect.o. S/ Thle incl"!!aoe i:l 1977 was 
valued at $549 mllUno, cODaioting of $511 mill:!.oc bccouoe of 
improved price .;:onpetit1vencoo relative to U.S.-produced go:>do, 
and $38 million becauoe of diver~ion of trade frUID nonb~nc
fic1a~i~s. 9/ This inc~eoGe r~prCGeut9 a gcio of about 2 percent 
in exrorto -of all manufactures from eligible countries to the 
United States and a gain of 9 percent in exports of GSP-elig!ble 
manufactureR. 

8/ Only the chanses in imports of manufactures were analyzed, 
both because of data Umitations and becaust! GSP io aimed 
primarily at increasing manufactured exporto from EDCs. 

9/ These estimates may be overotated becauGc of the large volu=e 
of trade classified ao miscellaneous manufactures, uhich, 
due to dato limitations, could not be diGasgregated. Tile 
estimates are aloo, hOilever p BOIl'lQwhat understated bec!l\we 
aver~ge tariffs for each category were ~sed rather than 
tariffs for specific GSP products,. 
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of dollaro)
 

1976 	 1977
 

Increaced EMporta Bacauce of
 
Additional U.S. Dznand 
 360 	 511
 

Increased E:ports Because of
 
Diversion from Nonbeneficiaries 29 


Total Increase 	 389 549
 

SOURCE: 	CBO estiD'ates, calculated from data provided by the
 
Office of the U.S. Trade Representative.
 

NOTE: For a description of the methodology used to perform the
 

calculations, see Appendix V-A; for a breakdown by sector,
 
see Appendix V-B.
 

Distribution of Increases in Exports
 

The largest s!.are of these increased exports accrued to
 

five of the most advanced EDCs: Taiwan, South Korea, Hong Kong,
 

Mexico, and 5razil. As Table 20 demonstrates, these countries
 

accounted for 68 percent of the Imports that entered the United
 

States under GSP in 1978. This is particularly striking in that
 
these countries accounted for only 56 percent of total imports
 
of manufactures from all eligible developing countries. The
 
differences in ability to export GSk-eligible products are further
 
illustrated by the fact that the high-income eligible countries as
 

a whole accounted for 86 percent of U.S. GSP trade in 1978, while
 

middle- and low-income eligible countries accounted for only
 

11 percent and 3 percent, respectively.
 

Some observers suggest that the GSP scheme should be modL
fled so as to distribute benefits more widely among the eli
gible countries. Proposals as to how best to achieve this are' 
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'fAILi 19. ESTIiUlTED UiCr:.1:~'H3E lU U. [i • 
Ji11l0œi r.Ll(n:mJ~ DLWELOx:n!C 
GEl;2PJl1,lZt'J) t')llSJtGt! 0:;' 
of dol1uro) 

IncreeGcd El:porto llccauoc of 
Additionnl li. S. D.:::oand 

Incresacd E~tporto Decouse of 
Diversion from Nonbeneficiarics 

Total Increosc 

1916 1977 

360 511 

29 38 

389 .549 

SOURCE: cao estb.ates, calculated from data provided by the 
Office of the U.S. Trade RepLesentative. 

NOTE: For a description of the methodology used to perform the 
cal~ulations, see Appendix V-A; for a breakdown by sp.ctor, 
see Appendix V-B. 

Di8~ribution of lncreases in Exports 

The 1argest s!.B,rc of these increllsed exports accrued to 
five of the most ddvanced EDCs: Taiwen, South Karea, Hong Kong, 
Mexico, and !;razil. As Table 20 c!emonstrates, these cOWltries 
accounted for 68 percent of the 1...lllports that entered the United 
States under GSP in 1978. This ia par~icu1arly striking in that 
these countries accounted for only 56 percent of total importa 
of manufactures from al1 ellgible developing countrics. The 
differences in ability to export GS~-eligible producto are further 
lllustrated by the fact that the high-income eiigible countriea as 
a whole accounted for 86 percent of U.S. GSP trade in 1978, while 
middle- and low-income eligiblecountries sccounted for only 
11 percent and 3 percent, respectively. 

Some observers suggeet that the GSP scheme ehotild be modi~ 
fied so ao to distribute benefito more widely among tbeléli
g1ble countries. Proposais as to aow best ta achieve thiS 111~e 
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1976 

360 

29 

389 

1977 

511 

38 

.549 

SOURCE: cao estb.ates, calculated from data provided by the 
Office of the U.S. Trade Rep,eoentative. 

NOTE: For a description of the methodology used to perform the 
cal~ulations, see Appendix V-A; for a breakdown by sp.ctor, 
see Appendix V-B. 

Dis~ribution of Increases in Exports 

The largest s!.B,re of these increased exports accrued to 
five of the most ddvanced EDCs: Taiweo, South Korea, Hong Kong, 
Mexico, and !;razil. As Table 20 demonstrates, these countries 
accounted for 68 percent of the 1...lllports that entered the United 
States under GSP in 1978. Thin is par~icu1arly striking in that 
these countries accounted for only 56 percent of total imports 
of manufactures from all eligible developing countries. The 
differences in ability to export GS~-eligible producto are further 
illustrated by the fact that the high-income eiigible countries as 
a whole accounted for 86 percent of U.S. GSP trade in 1978, while 
middle- and low-income eligiblecountrieG accounted for only 
11 percent and 3 percent, respectively. 

Some observers suggest that the GSP scheme shoUld be modi~ 
fied so ao to distribute benefits more ~id~l~ among the ~li
gible countries. Proposals as to how best to achieve ehb ai.e 
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Diatribution of 
Total Imports 
from Eligible Diotritution of 
Developing Trade Entring
 
Countries Under SP
 

Income Groups
 
Advanced developing
 

countries a/ 72.3 85.5
 
Hiddle-income
 
developing countries b/ 22.3 11.2
 

Low-income
 
developing countries c/ 5.1 3,L
 

Leading GSP Traders 
Taiwan 12.5 27.5 
South Korea 9.1 12.5 
Hong Kong 8.3 10.3 
Brazil 6.7 9.0 
Mexico 14.6 8.8 

Total 51.2 68.1
 

SOURCE: Office of the U.S. Trade Representative.
 

a/ GNP of $900 or more per capita.
 

b/ GNP of $900 to $300 per capita.
 

c/ GNP of $300 or less per capita.
 

numerous. They include changing the competitive need criteria 
so that a country's eligibility to export specific producto 
under GSP is permanently removed, eliminating additional coumtries 
from eligibility, and expanding the range of products that are 
eligible for duty-free entry. Some of the proposals, such as 
expanding the product coverage of GSP, are advocated by developoig 
countries but opposed by U.S. labor and business, while others, 
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TABLt 20 .. , D!G~:f~IBUT:rm; 'Ul~ u .. r;. OSE' 
tISV~LOl?:U~G coum:,m: Hicc:m ~1~0U11!!m. 
LEl>.DUZG 'rRADlms (I?c::C(;;l~tt:t,:,:;::.l) 

In COUle Groups 
Advanced developing 

countries al 
Midd1e-income 

developing countries !I 
Low-income 

developing countries !:.I 

Leading GSP Traders 
Taiwan 
South Kor~a 
Hong Kong 
Bradl 
Mexico 

Total 

Distribution or 
Totel. Importa 
from Eligible 

Deve10ping 
Countrieo 

72.3 

22.3 

5.1 

12.5 
9.1 
8.3 
6.7 

14.6 --
51.2 

SOURCE: Office of the U.S. Trade Representative. 

al GNP of $900 or more per capita. 

bl GNP of $900 to $300 per capita. 

!:.I GNP of $300 or less per capita. 

Dlotrihution of 
Trndc Ent;:'1'ing 

UnderGSP 

85.5 

11.2 

3,;::' 

27.5 
12.5 
10.3 

9.0 
8.8 

68.1 

numerous. They inc1ude changing the competitive need criteria 
so that a country's eligibi1ity to export srecific produ~tQ 
un.der GSP is permanently removed, eliminating additions1 countties 
from eligibility, and expanding the range of producte that are 
e1ig1b1e for duty-free entry. Some of the proposa!a.suchae 
expanding the product coverage of GSP, are advocated bydetie1.opiilg 
countries but oppose,d by U. S. 1abor and business, whilèothets,' 
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IncOUle Groups 
Advanced developing 

countries a/ 
Middle-income 

developing countries l!/ 
Low-income 

developing countries E/ 

Leading GSP Traders 
Taiwan 
South Korea 
Hong Kong 
Brazil 
Mexico 

Total 

Distribution of 
Totol. Importo 
from EliGible 

Developing 
Countrieo 

72.3 

22.3 

5.1 

12.5 
9.1 
8.3 
6.7 

14.6 --
51.2 

SOURCE: Office of the U.S. Trade Representative. 

a/ GNP of $900 or more per capita. 

b/ GNP of $900 to $300 per capita. 

~/ GNP of $300 or less per capita. 

DlotrUmtion of 
Trade Ent;:.L'inn 

UndcrGSP 

85.5 

11.2 

3,~ 

27.5 
12.5 
10.3 

9.0 
8.8 

68.1 

numerous. They include changing the competitive need criteria 
so that a country's eligibility to export sreCific produ~tQ 
un.der GSP is permanently removed, eliminating additional countries 
from eligibility, and expanding the range of producte that are 
eligible for duty-free entry. Some of the proposals ,euchas 
expanding the product coverage of GSP, are advocated bydevelop1Dg 
countries but oppose,d by U. S. labor snd business, whileotbats., 

12 



auch as the so-called country gra&Ation ccheco acA __C'oated 
by U.S. ddceotie intereoto bu~t cyrx3--d by Ltc 
trios. Although many of theoo propocaci have c- )v . t3 a 
desire to c:.,V-n1 tho o =port-p.wcotn.O- cucct that onxlthe 
least copetitive c-zuntrieo, it io unllkly t ay of- thaant 

propocalo could Lr-rkcdly cffect their cap.city to c-:p;ort =anu
factures in thO iuu=diato future. 10/ 

A recent study prepared by thl Department of Labor Investi
gated the effect that removing products frca eligibility wuuld 
have on the e:porting countries. 11/ In the first ttLa yearIof 
operation of GSP, there were 181 products for which a. least 
one of the top five beneficiaries loot eligibility because of 
competitive need limitations. The Labor Department study analyzed 
changes in the trade of these goods from 1976 to 1977, and found 
that net duty-free exports of the four top traders not losing 
preference, and those of the more than 90 other erporters, in
creased by similar amounts ($33 million and $38 million, respec
tively), while net duty-free exports from the countries losing
 
preference decreased by $200 million.
 

Changes in trade flows responding to changing circumstances
 
usually occur after a lag, and the period considered here may
 
be too short to take this into account. Nevertheless, the results
 
suggest that losses of preferences caused by competftive need
 
criteria do not result in immediate dramatic increasce in exports
 
from the least competitive countries (although they clearly hurt
 
the countries losing preferences). A change in product eligi
bility for GSP is but one of many factors that affect the exports
 
of developing countries. Actual exports depend on the ability of
 
the economy to produce competitively, and preferences of the
 
sort granted by GSP may not be sufficient to compensate for the
 
differences in competitiveness among countries, or between U.S.
 
producers and those in the developing countries.
 

10/ Trade concessions have the greatest immediate export-promot
ing effect when a country has established industries, 
which, with some extra advantage, can compete successfully in
 
world markets.
 

11/ "GSP Graduation," Memorandum from Howard D. Samuel, Deputy
 
Under Secretary for International Affairs, U.S. Department of
 
Labor, to members of the Trade Policy Review Group (March 29,
 
1979i pzocessed).
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lenat coopctitivc cnuntl'!co, it io unl:H:.::lly thet c,gy Olr: tha 
propotJD.lo could c.;1rltcdly affect th2ir cap:.city ta 1.::1:port ucnu
facturco in th-o il.:::.::::diato future. 101 

A rccent otudy prcparcd by tIn Dcpartocut of L:::.bor :hwcati
gated tho effect that removing producto fre::! cl!UibilitYi.-ou1d 
have on the c:~portin3 countr1eo. 11/ In the UlCot tt.:o ycaro of 
operation or GSP, there vere 181producto for tJhich al,leost 
one of the top five beneficiarieo lODt elilJibility bccauoel of 
competitive need limitations. The Lubor Department otudy ana1yzed 
changea in the trade of theoe goodo froID 1976 to 1977, and found 
that net duty-free exports of the four top tradero not looing 
preference, and thoae of the more thon 90 other eltporters, in
creased by similar amounts ($33 million and $38 million, respec
tively), while net duty-free exports from the countrieo 10sing 
preference decreased by $200 million. 

Changes in trade flows respor.ding ta changing circumatances 
usually occur after a lag, and the period conaidered here may 
be tao short ta take this into account. Neverthe1caa, the reBults 
suggest that los ses of preferences caused by compet:f.tive need 
criteria do not result in immediate dramatic increaoeo in exports 
from the 1east competitive countries (a1though they c1ear1y hurt 
the cauntrles 10sing preferences). A change in product e1igi
bi11ty for GSP ls but one of many factors that affect the exports 
of d~ve1oping countries. Actua! exports depend on the ability of 
the economy ta produce competitive1y, and preferences of the 
sort granted by GSP may not be sufficient ta compeneate for the 
differences in competitiveness among countries, or between U. S. 
producers and those in the deve10ping countries. 

10/ Trade concessions have the greatest immediate export-promot
ing effect when a country has established industries, 
which, with sa me extra advantage, can compete successfully in 
world markets. 

!l/ "GSP Graduation," Memorandum from Howard D. Samuel, Deputy 
Under Secretary for International Affairs, V.S. Dapartment of 
Labor, ta members of the Trade Policy Review Group (March 29, 
1979i p~~~esged). 
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deo!re to c::pc.nd tila ,,~cport-pl'C:lotinH Gil.(.;;c,t th:H: CSl? i It:':;:j ou tho 
lcaot coopctitil1c cnuntd.co, it io unlH:.:::ly thet c.ny Ole tha 
propoLJ.::llo could c.-:lr!tcdly effect th2ir cap::.city to (;1:port nc.nu
factureo in th·::J il.:::o::::diato future. 10/ 

A recent otudy prepared by tll:! Dcpartncut of L.:11;or :hwcsti
gated tho effect that removing producto fre:::! cl!UibilitYb'Uuld 
have on the e:qJOrtinn countrieo. 11/ In the firot tt.:o yeara of 
operation of GSP, there vere lOlproducto for which al,lcast 
one of the top five beneficiarieo loot eligibility bccauo~ of 
competitive need limitations. The Lubor DepartQent otudy analyzed 
changea in the trade of theoe goods from 1976 to 1977, and found 
that net duty-free exporto of the fout' top tradero not looing 
preference, and thoae of the more than 90 other mtporters, in
creased by similar amounts ($33 million and $38 million, reopec
tively), while net duty-free e~{ports from the countrieo losing 
preference decreased by $200 million. 

Changes in trade flows respor.ding to changing circumstances 
usually occur after a lag, and the period conoidered here may 
be too short to take this into account. Neverthelcao, the results 
suggest that losses of preferences cauoed by compet:l.tive need 
criteria do not result in immediate dramatic increaaeo in exports 
from the least competitive countries (although they clearly hurt 
the countries losing preferences). A change in product eligi
bility for GSP is but one of many factors that affect the exports 
of d~veloping countries. Actual exports depend on the ability of 
the economy to produce competitively, and preferences of the 
sort granted by GSP may not be sufficient to compensate for the 
differences in competitiveness among countries, or between U. s. 
producers and those in the developing countries. 

10/ Trade concessions have the greatest immediate export-promot
ing effect when a country has established industries, 
which, with some extra advantage, can compete successfully in 
world markets. 

11/ "GSP Graduation," Memorandum from Howard D. Samuel, Deputy 
Under Secretary for International Affairs, U.S. Department of 
Labor, to members of the Trade Policy Review Group (March 29, 
1979i p~~~es8ed). 
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Bmilarly. it io 'not clear that by graduati , ccrtain coatries, gretatr bconefit would accrue to those still e! rlblu. Menotion of Graduation that is currently being debatcl 1Y/ a=z3othat, alth the onception of "five to ton countr'o -,all 2 icoarc equally cmp3titive. Thio hardly ccce.is the Zoo dveOaLPIcountriev of the t:orld are not a hc=Cenzau2 group; vide dr reaties enxit acong then in teoru of recourceo, iufrastructural bats,
and the availability of skilled labor. The elinination of t'moat advanccd EDCo would not alter this aituation--at lest not in
the short run. Thus, although it is im, oooiblc to estinate the
effect that the graduation of the moot advanced EDo wumld have,the Exports of countries uith continued GSP benefits would not be
 
likely to increase i=iediately.
 

The permanent removal of 
products from 'ligiblity, together
with country graduation, might, however, have an effect on 
those
U.S. industries that compete with GSP products. 
A number of
 cases are known 
in which competition from GSP 
items has caused
disturbances in 
the U.S. economy. 13/ A more stringent application of competitive need and eligibility criteria, in effect
reducing the number of products that enter duty free (particularly

if directed at certair. !mport-sensitive items), might reduce the
disruptions caused 
by GSP. The cost of such measures would of
 course be borne by those developing countries whose exports became
ineligible for duty-free entry and 
also by U.S. consumers, who
 
would pay higher prices.
 

Another way of increasing benefits 
to the eao competitive
exporters, while 
not changing the eligibility of the major bene
ficiaries, would be to allow all their GSP-eligible products
to enter free of 
duty, regardless of competitive need 
criteria
or other considerations. 
CBO estimates that this would have
incrpused the 
developing countries' exports to the United States

in 1977 by $66.2 million, raising the trade-promoting effect of
GSP by 52 percent (Table 21). 
 The products registering the major
increases would include nonferrous metals, textiles, 14/ lumber,
 

12/ See testimony of Nehmer and Oswald.
 

13/ The most important such product 
was leather apparel, which
 
was 
originally a GSP-eligible item but 
was removed from
 
eligibility in 1978.
 

14/ A small.'number 
of textile products are eligible for GSP.
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TAILS 21. INCRE&H IH LDC EXPORTS, OraHE TUPUN T.' tW . 
FIVE TMj~~fERS,, IF ELL GSP-ELIGID12 CvC -113L~~J~ 
DUTY FREE IN 1977 (MiWlioni of doiErc) 

Increce 
in Etporta
 

Trade Benefits of All Eligible
 
Countries Under Current GS? Limitations 549.2
 

Top five eligible
 
countries (42248)
 

All other eligible
 
countries (126.4).
 

Increase in Exports if
 
Restrictions Were Removed,
 
Excluding Top Five Trading Countries 66.2
 

SOURCE: 	 ChO estimates calculated from data provided by the Office
 
of the U.S. Trade Representative.
 

NOTE: 	 For distribution of increases for 25 manufacturing cate
gories, see Appendix V-C.
 

and miscellaneous manufactures. Although this would be a large
 
increase in benefits, it would be relatively small in comparison
 
te total exports of those countries to the United States. For
 
certain countries with limited exports, however, even a small
 
increase in trade volume would represent a sizable net gain.
 

Multilateral Trade Negotiations
 

Developing countries are concerned about the effect that 
tariff reductions, agreed to by the industrial nations in the 
recently concluded Tokyo Round of tultilateral Trade Negotiations, 
may have on GSP benefits. This concern is Justified. The level 
of preferential access granted to developing countrieas' cxports by 
GSP is dependent on tariff levels. More specificallyo it depends 
on the difference between the zero duty charged orG.3PW.,t&. and 
the tariff charged on imports of similar items from nonboneficlary 
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PIVE' mtDBM, U AtLGap"'EL!GID~ Goon;:; ILt1fJ 
DUT! rREB Df 1917 (U!U1on~' of dollBt'G) 

----------------------------------------,----------~""--------

Trode Benefito of AlI Eligible 
Countries Under Current GSP Limitations 

Top five eligible 
countrieo 

AlI other eligible 
countriea 

Increase in Exports if 
ltestrictiona '''ere Removed, 
Exc!uding Top Five Trading Countries 

Im:roulJo 
in E:l\:l1'orta 

549.2 

(422.0) 

(126.4);. 

SOURCE: CbO estimates calculated from data provided by the Office 
of the U.S. Trade Representative. 

NOTE: For distrlbution of incref:lses for 25 manufactuting cate
gories, see Appendix V-Co 

and misceUaneous manufactures. Although this would be a large 
increase in benefite, it would be relatively smal! in comparison 
te total exports of those counttiea to the United States. For 
certain countries with limited exports, hOliever, even a small 
increase in trade volume would represent a sizoble net gain. 

Multilateral Trade Negotiations 

Developing countriea are concerned about the effect that 
tariff reductions, egreed to by the industriel nations in the 
recently concluded Tokyo Round of ~rultil&teral Trade llegat1ations, 
may have on GSP benefite. Thie concernis juotified. The level 
of preferential access granted to deva10ping countri~'Y' a:port~ by 
GSP :te dependent on tatiff levels. Hore f.lpecifical1YII itdepends 
on the difference between the zero dut y charged o~ GSP1tct.1o an.d 
the tstiff charged on imports of similor items fram tlonbenef:1c1.a~y 
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(422.0) 

(126.4)~ 

SOURCE: CbO estimates calculated from data provided by the Office 
of the U.s. Trade Representative. 

NOTE: For distr1.bution of increases for 25 manufacturing cate
gories, see Appendix v-C. 

and miscellaneous manufactures. Although this would be a larse 
increase in benefits, it would be relatively small in comparison 
to total exports of those countries to the United States. For 
certain countries wi th limited exports, hOliever. even a small 
increase in trade volume would represent 8 sizable. net gain. 

Multilateral Trade Negotiations 

Developing countries are concerned about the effect that 
tariff reductio!1s, agreed to by the industrial notiona in the 
recently concluded Tokyo Round of ~rultilsteral Trade llegotiations. 
may have on GSP benefits. This concornia juotified. The level 
of preferential access granted to developing countri~'Y' or-port; by 
GSP is depend~nt on tariff levels. ~lore fJpecifically, it depends 
on the difference between the iero duty charged Oli GSP1tof.1a and 
the tariff charged on imports of similar itema from llonbenef:f.d.ary 
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dourde6. Reductions in tariffs deerance tho. vaLa tLv 
deVntae that C5P importe enjoy aver othbo ±;alpr. UrtUy 

as a conscquence of thin. change in relative pvc s-U. 
domestic dc-_nd would shift from GSP to nono-.3P sourccn thereby 
reducing GSP trade.
 

Tariff reductions are, however, likely to provide some
 
important benefits for the LDCa. Only one-fourth of eligible
 
countrieo' dutiable exports to the United States are currently
 
granted duty-free entry under GSP; the rermining three-fourtha 
are subject to tariffs. Among those items cubject to t6riffa
 
are exports excluded from GSP because of import oncsitivity
 
considerations, as well as products subject to coop"titive need
 
iLmitations. 15/ While GSP concessions have been gronted'for a
 
limited period of time, the Tokyo Round tariff reductions, are
 
permanent (although they will be phased in over an eight- to
 
ten-year period). If the GSP program were to lapse, the eligible
 
countries would still be assured the benefit of lower tariffs
 
negotiated in the Tokyo Round.
 

The net effect that tariff reduction will have on developing
 
countries' exports depends on whether or not the decline i -


GSP exports is offset by increased exports of non-GSP productsa.
 
Excluding trade in agricultural products and textiles, and using a
 
1977 trade base, CBO estimates that exports of GSP-eligible
 
manufactures to the United States will decline by $39 million
 
and non-GSP exports will increase by $367 million, for a net
 
increase of $328 million. 16/ About one-fourth of the estimated
 

15/ 	 Over time, an increasing number of prodtcts that are cur
rently eligible for GSP will exceed compst .tive need limi
tations and become subject to tariffs. The lower the tariff,
 
the smaller the disruptions that are likely to result from
 
loss of duty-free access.
 

16/ 	 These calculations assume that all tariffs will be reduced
 
at the same time, therefore overstating, perhaps markedly,
 
their estimated effects. Because of data limitations, it was
 
necessary to use average tariffs for each of 24 industrial
 
categories rather than the average tariffs on the dutiable
 
component of these sectors, therefore understating the
 
effects of the reductions in duty. The methodology used to
 
perform these calculations is described in R.E,, Baldwin and
 
T. Murray,. "MFN Tariff Reductions and Developing, Country
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.oürèet.. Ib.adueU.0i18 in tarifie dcct~n6C tho. 1'.'elic'l.th-::s: p1::Lee 
tutV.ntdge that' GSP importe èujoy C~lar othe!!' 1itlPOlCt;C. ;:'lrEZouti:'lbly 
as a consequence of thio change in r~lc.tiva f,i'eiccm, OO::i~ u.s. 
d0ll8St:LC de!!.!lnd tJould ohUt frolii GSP CO aon"'G3P GCut'caD g thcl'cby 
reducing GBP trode. 

Tarfff red~ctiono are, houevcr, lihe1y to provldo Gome 
important banefito for the LDCo. On1y one-four th of cHgible 
countrieo' dutiable cJtporto to the United Stoteo ore currcntly 
sranted dut y-froc cntry under GSP j the rOŒ!linin[J tlu:co-fot\1).'thd 
are subject to tariffo. Amons thooe itamo oubjcct to, tariffa 
are exporta excluded from GSP becauoe of'inportoanoit1vity 
considerations, aD well aD producto oubject to coopètitivo nee~ 
i:l.mitationo. 15/ 1'1h11e GSP conceooionB have becn or'anted ',for a 
limited pedod of time, the Tokyo Round tarlff rcductiono, are 
permanent (although they will be phaoed in over an eight~ to 
ten-year peri.od). If the GSP program were to lapoe, the eligible 
countries would still be assured the benefit:, of lower tariffa 
negotiated in the Tokyo Round. 

"',. 
The net effect that tariff reduction will have on dévelop~ng 

countries' exports dependo on whether or not the decline\i~ 
GSP exports is offset by increased exporta of non-GSP productB .. 
Excluding trade in agricultural products and textiles, and using a 
1977 trade base, CBO estimates that exporta of GSP-eligib1e 
manufactures to the United States will decline by $39 million 
and non-GSP exports will increase by $367 million, for a net 
increase of $328 million. 16/ About one-four th of the estimated 

15/ Over time, an increasing number of prod"cts that are cur
rently eligible for GSP will exceed compcat:.tive need limi
tations and become subject to tariffs. The lower the tariff, 
the smaller the disruptions that are likely to result from 
loss of duty-free access. 

16/ These calculations assume tltat a11 tariffa will be reduced 
at the same time, therefore ovel~Btating, perhaps markedly, 
their estimated effects. Because of data limitations, it waa 
necessary to use average tariffs for each of 24 indus trial 
categories rather than the average tariffe on the dutiab1e 
component of these sectors, therefore underatating the 
effects of the reductions in duty. The methodo10gy uEled to 
perform these calculatious 1a deacribc:d in R.E.Baldwin and 
T. Murray" "MFN Tadff Reduc tions and Deve1oping, Country 
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= 
decline in exports will result from a chift in U.S*' &= 0, for 
imports of consumer electronics products to uabunafc~ieay 
countries (cootly developed nations), while the msjorTincaoas 
in euporto rill come in miscallaneous *manufacturos9 rubber 
and plastic products, consumer electronics, and scientlfic. and 
meeaurinpt inotrumonto. 17/ 

conclusions on GSP
 

The success of the GSP program depends on the criteria
 
used to evaluate it. As a device for accelerating and expand
ing exports from those developing nations that have attained a 
moderate level of international competitiveness, GSP ba been 
largely succesoful. As a means of promoting exports of manu
factures from those developing nations that have demonstrated only 
a very limited capacity to engage in trade, it has achieved only 
modest results. The increase in trade- foumes attributable to GSP 

in absolute terms are impressive: an additional $500 million 
worth of manufactured exports to the United States in 1977, and 

presumably larger increases in 1978 and 1979. These results 
compare favorably with the more traditional U.S. foreign aid 
programs. (In 1977, total U.S. bilateral development assistance 
outlays amounted to $4.2 billion.) On the other hand, compared 
with total exports from eligible countries to the United States,
 
the share attributable to GSP is less striking. The program has
 
been in operation for only four years, however, and in time
 
developing countries may improve their response to the incentive
 
GSP provides.
 

Trade Benefits Under the GSP," Economic Journal (March 1977).
 
The authors, using a 1971 trade base including agricultural
 
products but excluding textiles and footwear, and assuming a
 
50 percent across-the-board tariff cut, estimated that net
 

EDC exports to the United States will increase by $38 mil
lion. In a paper prepared for UNCTAD, P.J. Ginman and
 
others, using a set of different assumptions and a 1976
 
trade base, estimated that net exporta from EDCs will decline
 
by $316 million. (See P. J. Ginman and others, "Implications
 
of the Tokyo Round of Multilateral Trade Negotiations for
 
Exports from the Developing Countries" (July 1979, updated
 
August 1979; processed.)
 

17/ See Appendix V-D for breakdown by sector.
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Concluolono on GSP 
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largely oueceeaful. As a meana of promoting exporta of mlU1U
faeturce from thoae developing nations that have demonotrated on1y 
a very limitcd eapadty to engage intrad(:, it haa D.chievcd only 
modes t reoul to. The ine reaoe in trade' '."Olumeo attributable to GSP 
in absolute terme are impreeaive: anadditional $500 million 
worth of mattufactured exportn to the Un:lted States in 1977, and 
presumably larger inereaaes in 1978 and 1979. Theoe reoults 
compare favorably with the more traditional U.S. foreign nid 
programs. (In 1977, total U.S. bilateral development assistance 
outlays amounted to $4.2 billion.) On the other hand, compared 
with total exports from eligible countries to the United States, 
the share attributable to GSP is less striking. The program has 
been in operation for only four years, ho~ever, aud in time 
developing eountries mayimprove their response to the incentive 
GSP provides. 

Trade Benefits Under the GSP," Eeonomic Journal (Mareh 1977). 
The authors, using a 1971 t:rade base including agricultural 
products but exeluding textiles and footwenr, and ass~ing a 
50 percent aeross-the-board tariff eut, estimated that net 
EDC exports to the United States will increase by $38 mil
lion. In a paper prepared for UNCTAD, P.J. Ginman and 
others, using a set of dif~er~nt assumptions and a 1976 
trade base, estimated that net e'~portB from EDCs will deeline 
by $316 million. (See P. J. Ginman and others, "Implications 
of the Tokyo Round of Multilateral Tràde Negotiations for 
Exports from the Developing Countries". (:July 1979, updated 
August 1979; processed.) 

17/ See Appendix V-D for breakdown by sector. 
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d~cU.ao in exports rill r;~ault fzom. a shUt .in U .. S .. : dCiZ."&WJ. for 
imports of consumer clectroniC!tl products to n.c~b~nQfici.!!,\i:,· 
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in ettporto u11l cooc in ciacQIlQueouamQnufacturQa~ ru~ber 
end ploot:1c producto,consumer electronics. Bnd Bcientif.tc> and 
meoDurinr. inotruconto. ~/ 
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ing exporto from those developing nations that have' attained a 
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largely oucccooful. AD a meana of promoting cxporto of CDJ1U

facturea from thoae developing nations that have demonotrated only 
a very limited capacity to engage intrad!:, it hao achieved only 
modest reoulto. The increase in trade' '."Olumea attributable to GSP 
in absolute terms are impressive: an additional $500 million 
worth of mattufactured exportl1 to the Un:lted Statea in 1977, and 
presumably larger increases in 1978 and 1979. Theoe results 
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programs. (In 1977, total U.s. bilateral development assistance 
outlays amounted to $4.2 billion.) On the other hand, compared 
with total exports from eligible countries to the United States, 
the share attributable to GSP is less striking. The program has 
been in operation for only four years, ho~ever, aud in time 
developing countries may improve their response to the incentive 
GSP provides. 

Trade Benefits Under the GSP," Economic Journal (March 1977). 
The authors, using a 1971 t:rade base including agricultural 
products but excluding textiles and footwear, and ass~ing a 
50 percent across-the-board tariff cut, estimated that net 
EDC exports to the United States will increase by $38 mil
lion. In a paper prepared for UNCTAD, P.J. Ginman and 
others, using a set of dif~er~nt assumptions and a 1976 
trade base, estimated that net eJ;porto from EDCs will decline 
by $316 million. (See P. J. Ginman and others, "Implications 
of the Tokyo Round of Multilateral Trade Negotiations for 
Exports from the Developing Countries". (July 1979, updated 
August 1979; processed.) 

17/ See Appendix V-D for breakdown by sector. 
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A number of proposals have been advanced to codify GGP. 
These proposals fall into two eategoriao: thoce aited atI 
creasing the tdva tgo that the least ccmpatitive countrica darive
from tha proarnm, and those ained at reducin3 the d uptine that 
it causes 
in U.S. industries., Theac goalo involve contredictory

policies. The first, increasing the product coverage of the
 
scheme, implies increased imports, tihile the latter involves
 
reducing product coverage, and thereby reducing duty-free imports.
 

OFFSHORE ASSEIMLY PROVISIONS OF THE U.S. TARIFF CODE
 

The offshore assembly provisions 
(OAP) of the U.S. Tariff
 
Code allow certain exports of manufactured products to enter the
 
United States at reduced duty. Both developed and developing

countries may benefit from these provisions. They apply to metal
 
products and to manufactures containing U.S.-made componenta. 18/

Metal products sent abroad for processing and returned to the
 
United States for further processing are charged a tariff upon

reimportation only on the value of the processing performed

abroad (Tariff Code 806.30). Similarly, any manufactured product

assembled abroad that contains U.S.-made components is subject
 
to a tariff on the total value of the product less the value of
 
the U.S. components that it contains (Tariff Code 807.00). 
Of all
 
products entering the United States under OAP, about 90 percent
 
enter under this clause. As with GSP, OAP is not unique to the
 
United States; the tariff codes of most industrial nations contain
 
similar clauses.
 

These offshore assembly provisions provide a variety of
 
incentives 
to developing countries to promote their manufacturing

industries. In effect, the provisions allow labor-rich developing

nations to exploit their competitive advantage in labor costs.
 
The incentives provided by Tariff 
Code 806.30 tend to be limited
 
by the restriction that the offshore operation involve only

processing. The stimuli provided by Tariff Code 807.00 affect 
a
 

18/ These provisions consist of items 806.30 and 807.00 of the
 
U.S. Tariff Code. Item 806.30 was enacted by the Tariff Act
 
of 1930 in order to allow U.S. manufacturers to ship their
 
goods to Canadian plants for processing that could not be
 
accomplished in the United States. 
 Item 807.00 was enacted
 
in 1965 to correct an anomalous practice that arose under the
 
Tariff Act of 1930. Both provisions have been modified
 
several times, most recently in 1974.
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wider range of Industrial activitieo, oim- duty in chared ona.the 
valuo of the U.S.-mtda components reGardlecs of the nahbr of 
manufacturing stepo or their complexity. Manufactureru in LDCs 
may be encouraged to produce locally a variety. of componento that 
can 'jo added to the US.-cado ones, and cines the regulations"
require only that the U.S. components not be materially 'altered, 
the assembly process may involve a varietyof proceoucs, further 
encouraging diversification in the LDCa.
 

The fact that OAP has provided incentives to LDCs to increase
 
their exports io demonstrated by the rapid rate'of increase of OAP
 
exports from LDCo to the United States. From 1970 
to 1978, LDC
 
exports of OAP goods increased almost fivefold in real terms.
 
In nominal terms, the increase has been from $540 million in
 
1970 to $4.3 billion in 1978, the latter figure representing
 
about 10 percent of U.S. imports of manufactures from LDCs in
 
1978. The major products were electric machinery, apparel,
 
measuring and controlling instruments, nonelectrical machinery,
 
and transportation equipment.
 

As with GSP, a small group of the most advanced LDCs ac
counted for most of the trade. In 1978, the top five GSP bene
ficiaries accounted for 66 percent of the U.S. OAP trade with
 
developing countries. 19/ If Singapore and Malaysia are in
cluded, seven countries accounted for 88 percent of the trade. 20/

The low-income developing countries (with annual per capita
 
incomes of $300 or less) were, as in the case of GSP, able to take
 
only very limited advantage of the program, accounting for less
 
than 10 percent of the OAP trade.
 

Developing countries have not 
put great emphasis on the
 
offshore assembly provisions, preferring instead to press for
 
expanded GSP programs and for increased foreign aid. The bene
fits from OAP are, however, significant. One analyst estimated
 

19/ 	 Taiwan, Hong Kong, South Korea, Mexico, and Brazil.
 

20/ 	One country in particular, Mexico, accounted for more than
 
one-third (36 percent) of the OAP trade with LDCs in 1978. 
A
 
large number of industries have developed along the border
 
with Mexico, particularly along the Texas border, specializ
ing in OAP products. Many of these factories are in fact
 
subsidiaries of U.S. manufacturers who ship their components
 
to these border factories for assembly in order to take
 
advantage of the lower labor costs in Mexico.
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that if OAP had not existed in 1975, ADC exports of =nufacturcs
 
to the United States durinR that year would hve been $235 million
 
lover. 21/
 

Along with benefito, OAP nay also entail ccrtain coato for
 
LDCs. Incentives to utilice U.S.-ezide componento oy dioccurage
 
some local LDC induotrio from producing these components.
 
Furthermore, inefficiencies may be introduced if the U.S.-Made
 
components are not the cheapest available.
 

QUANTITATIVE RESTRICTIONS ON LDC TRADE
 

The 	second major type of barrier to LDC trade, other than
 
tariffs, consists of quantitative restrictions on imports. Many

of the products limited by quantitative restrictions are also
 
subject to tariffs, which for some manufactured products are quite
 
high.
 

Some observers suggest that developed nations could provide

effective export incentives to developing countries by relaxing or
 
removing quantitative restrictions on imports. The success of
 
such a policy would depend, of course, on the degrec to which
 
quotas currently restrict LDC exports. 22/
 

21/ 	 This estimate excluded textiles. Curiously, in the absence
 
of OAP, net U.S. textile imports would have increased by
 
about $59 million. This would have occurred because foreign
 
producers would have substituted more expensive foreign
 
components for U.S. components, thus increasing the price of
 
their goods, while maintaining their exports constant as
 
allocated by U.S. import controls. Including textiles, net
 
LDC exports to the United States in the absence of OAP would
 
have declined by $177 million. See Thomas Birnberg, "Trade
 
Reform Options: Economie Effects on Developi- and Developed

Countries," in William R. Cline, ed., Policy Al ernatives for
 
a New International Economic Order (Praeger, 1979), pp.

240-245. For a technical explanation, see J.M. Finger,
 
"Trade and Domestic Effects of the Offshore Assembly Provi
sion in the U.S. Tariff," American Economic Review (Sep
tember 1976), pp. 598-611.
 

22/ 	The trade-restrictAng effect of a quota depends on the
 
level at which the ceiling on imports is set, If the ceiling
 
is near to or above the productive capacity of the exporter,
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The follovina sections will analyze the affoct of- U.SIG 
nonrubber footwear and textile quotas on the exoorts of the LDCs 
subject to them. 23/
 

Footwear
 

The United States 
has negotiated bilateral agreements, to 
restrict trade in nonrubber footwear with two countries, Taiwan 
and South Korea. These understandings, known as Orderly Market
ing Agrdementa, vent into effect in July 1977 and will expire in 
1981. txlmtn hao agreed to ship no more than 506 oillion pairs 
over tei fotr-year period, and South Korea has agreed to foura 
year cellin8'of 145 million pairq.
 

These quotas have indeed ristricted Taiwanese and South
 
Korean exports. In the first ful1 year of operation (July 1,
 
1977, to June 30, 1978), both countries largely filled their
 
quotas: Taiwan shipped 124.7 million pairs, 99 percent of the
 
amount allowable; and South Korea, 28.3 million pairs, or 78
 
percent of the quota.
 

There is more direct evidence of the effect of the quotas on
 
Taiwanese and South Korean exports. From calendar year 1977 to
 
calendar year 1978 (1978 being the first full year that the quotas
 
were in force), the two countries' combined market share of
 
total U.S. nonrubber footwear imports dropped from 61 percent to
 
40 percent. 
 Net U.S. imports from the two countries combined
 
declined by 77.2 million pairs, while total U.S. imports increased
 
by 5.5 million pairs. 
 From 1978 to 1979, their net exports to the
 
United States of nonrubber footwear increased slightly, by 1.4
 
million pairs, while total U.S. imports increased by 31.1 million
 

its trade-restricting effect is likely to be modest. 
 If the
 
ceiling is at a level substantially short of the current
 
productive capacity of the exporter, however, and if 
there
 
are no alternative markets available for these goods, the
 
quota could inhibit new investment in the industry, and even
 
result in some plant closings.
 

23/ The United States also has quantitative restrictions 
on a
 
number of agricultural products that LDCs export, as well as
 
on color television exports from South Korea.
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United Sté! tes of nonrubber foo twear increased slightly, by 1.4 
million pairs, while total U.S. imports increased by 31.1 million 

its trade-restricting effect is likely to be modeste If the 
ceiling is at a level substantially short of the current 
productive capacity of the exporter, hOl~evE)r, and if there 
are no alternative markets available for these goods, the 
quota could inhibit new investment in the industry, and even 
result in some plant closings. 

23/ The United States also has quantitative restrictions on a 
number of agricultural products that LDCs export, as weIl as 
on color television exports from South Korea. 

81 

The followins sections v111 8n81Y8e the af'f~ct ,of· thS. 
nonrubber foott:ear ond texUle: quotas 00 the eXDorts of the Loo~ 
subject to theIll. 23/ 

Pootvel!r 

The United States haa negotiated bilateral agreewents. to 
restrict trade in nonrubber footwear with ttl0 count~ieoJ Taiwan 
and South Koren. Thece underotondingo, know os Orderly lfurket
ing Agrel',!lllcntll. l1'~nt into effect in July 1977 and trl.1l expire in 
1981. tMt:.~n hoI') agreed to ship no more than 506 o11lion pairs 
over t~p,· .~o\'.(.'-ye:lr period, and South Korea haa agreed to a four
year t:ellinB f of 145 million pairo,. ._ 

.... "' ... ".a. " ... " ..... 
These quotoa have indeed rli.stricted Taiwaneoe and South 

Koree.n elcporta. In the firstf"t.iJ.,t year of operation (July I, 
1977, to June 30, 1978), both coutitries largely filled their 
quotas: Taiwan shipped 124.7 million pairs, 99 percen t of the 
amount allowable; and South Korea, 28.3 million pairo, or 78 
percent of the quota. 

There is more direct evidence of the effect of the quotas on 
Taiwanese and South Korean exports. From calendar year 1977 to 
calendar year 1978 (1978 be in!; the first full year that the quotas 
were in force), the two countries' combined market share of 
total U.S. nonrubber footwear imports dropped from 61 percent to 
40 percent. Net U.S. imports from the two countries combined 
declined by 77.2 million pairs, while total U.S. imports increased 
by 5.S million paira. From 1978 to 1979~ their net exports to the 
United States of nonrubber footwear increased slightly, by 1.4 
million pairs, while total U.S. imports increased by 31.1 million 

its trade-restricting effect is likely to be modest. If the 
ceiling is at a level substantially short of the current 
productive capacity of the exporter, howevE)r, and if there 
are no alternative markets available for these goods, the 
quota could inhibit new investment in the industry, and even 
result in some plant closings. 

23/ The United States also has quantitative restrictions on a 
number of agricultural products that LOCs export, as well as 
on color television exports from South Korea. 

81 



pairb. 24/ While It is difficult to make accurate calculations,estimates of the productive capacities of the nonrubbcr footuearIndustries In Taiwan arid South Korea suggest that they haveremained virtually conotat since 1976-1977. Parthercore, totalU.S. imports of nonrubber footu-ar have been incrcaolng since1976, while domestic demand and production have stagnated,
suggesting that the quotas have 	hurt South Korea and Taiwan while

being ineffective in protecting U.S. producers. 
 The ccuntry that

increased its exports of footwear moot dramatically over the
period wao Italy-not a 
developing nation--iwhich achieved 
a 24
percent share of 
the U.S. import market in 1979, up from 13
 
percent in 1976.
 

Assuming that all the reductions in South Korean and Taiwanese exports were the result of quotas,U.S. 25/ a maximum trade
loss 	 can be calculated. This 	 loss is etimated by taking the average share of the U.S. market for import: of nonrubber footwear

that these countries accounted for in the 
two years before the
quotas took effect, 1976 and 1977, 26/ and applying these market
shares to 1979 trade volumes and values. The results of thesecalculations suggest 
that Taiwan lost a maximum of $191 million
worth of trade and South Korea a maxmu, of $217 million, if 
quotas were the sole cause of the change. 27/ 

Textiles
 

Estimating the effect of changes in U.S. textile quotas

is more difficult, partly because the United States has negotiated
 

24/ 
 Total U.S. imports of nuurubber footwear between 1976 and
1979 	were: 1976, 370 million pairs; 1977, 368 million pairs;

1978, 374 million pairs; and 1979, 405 million pairs.
 

25/ 
 A variety of other factors--such as 
changes in exchange rates

and relative wage rates, development of markets other than

the United States, 
 and changes in competitiveness--could
 
also have contributed.
 

26/ 	 Shipments from both countries in the first half of 1977 were

exceptionally high because of 
an attempt to make sales

before the quotas went into effect. Therefore, the average
market share 
in these two 
years is somewhat overstated.
 

27/ 
 See Appendix V-E for calculations.
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different bilateral agreements on textile trade with each of the
 

19 countriea (18 developing countries and Japan) subject to
 

quan1tative limits. The restrictions in most countries apply to
 

yarn, fabric, and apparel manufactured from cotton, wool, and
 
on
manmade fibers. Furthermore, while aggregate ceilings all
 

textile trade are binding for a majority of the countries subject
 

to them, product-specific ceilings are binding only on a fraction
 
Because of 	this, and
of the products exported by these nations. 


various data limitations, it is difficult to assess either the 

value of trade that has been discouraged by the quotasvolume or 
from their removal or or the increase in trade that would result 

relaxation.
 

countries that
It is possible, however, to identify those 

also those
have been 	most affected by the quotas, which are 


a relaxation of
countries that probably would benefit most from 


the current restrictions.
 

Of the 13 nations subject to aggregate quotas--which set
 

a nation's exports of all products manufactured from
ceilings on 

types of fibers, measured in square-yard equivalents-the three 


seven countries (Hong Kong, Taiwan, South Korea, Macao, Pakistan,
 

Haiti, and Poland) filled their quotas by 70 percent or more in
 
and
1978. 28/ Howevr, four of these--Pakistan, Macao, Haiti, 


percent of 	 the volume of controlledPoland---accounted for only 8 
U.S. trade in textiles in 1978, and for 5 percent of total 

trade. 	 The other three countries that filled their quotas by 

or more--Hong Kong, Taiwan, and South Korea--were the70 percent 

major rxporters of textiles to the United States in 1978, account

ing for 58 percent of the volume cf controlled imports and 38
 

percent of total imports. 29/
 

of the
The product-specific quotas give another measure 


effect of U.S. restrictions. Table 22 presents data on the share
 

28/ It is assumed that the disruptive effects of a quota first
 

at the level of 70 percent filled.
manifest themselves 

Although this may be too low a level for some products,
 

shipped in large quantities
particularly for those that are 

and are subject to large quotas, conversations with several
 

textile trade and quotas suggest that
observers who monitor 

For detail of quotas by
this is a plausible level to select. 


country, see Appendix V-F.
 

29/ See Appendix V-G for detail by country.
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ditferent bilateral a8r~ement8 on textile trade vith each of the 
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1978. 28/ HowevE:r, four of these--Pakistan, Hacao, Haiti, and 
Po1and~ccounted for only 8 percent of the volume of controlled 
U.S. trade in textiles in 1978, and for 5 percent of total 
trade. The other three countries that filled their quotas by 
70 percent or more--Hong Kong, Taiwan, and Southi<orea--were the 
major ~xporters of textiles to the United States in 1978, account
ing for 58 percent of the volume cf controlled imports and 38 
percent of total imports. ~/ 

The product-specific quotas give another measure of the 
effect of U.S. restrictions. Table 22 presents data on the share 

28/ 

29/ 

It is assumed that the disruptive effects of a quota first 
manifest themselves at the level of 70 percent filled. 
Although this may be too low a level for some products, 
particularly for those that are shipped in large quantit~es 
and are subject to large quotas, conversations with several 
observers who monitor textile trade and quotas suggest that 
this Is a plausible level to select. For detail of quotas by 
country, see Appendix V-Fe 

See Appendix V-G for detail by country. 
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TABLE 22. TRADE ACCOLqTED FOR BY QUOTAS 70 PErZCLT Qa vvnt0 FnumD 
IN 1978 (1illtona of squnre-.yard equivalets ) 

Per&ecntl of Totail 
Shipw2nta Accounted h::nto AccouLated 

for by Qzotao for by Qotas 
Total 70 Percent or 70 Percent or 

Shipments lore Filled More Filled 

Hong Kong 924.2 828.8 	 90.0
 
Taiwan 700.0 595.2 	 85.0
 
Pakistan 165.1 139.2 	 84.0
 
South Korea 541.7 444.4 82.0
 
Thailand 76.3 56.2 73.7
 
Mexico 134.9 94.5 19,1
 
Singapore 123.3 79.1 629
 
Malaysia 27.5 17.3 62.9
 
Poland 32.3 20.3 628
 
Romania a/ 12.3 6.9 56.1
 
India 85.6 48.9 56.1
 
Macao 38.7 21.4 55.3
 
Colombia 45.8 23.7 51.7
 
Haiti 75,4 36.0 47.7
 
Brazil 33.0 14.9 45.2
 
Philippines 161.2 57.4 35.6
 

SOURCE: 	 CBO calculations performed from data provided by the U.S.
 
Department of Commerce.
 

a/ Only 	products made from wool and manmade fibers.
 

of total exports accounted for by quotas that were 70 percent or
 
more filled. These comparisons presume that the greater the total,
 
share of exports for which a product accounts, the greater its
 
importance in the export package of the nation. Once again, the
 
three major exporters, plus Pakistan, stand out, with over 80
 
percent of each country's total exports of textiles accounted
 
for by those products for which quotas were 70 percent or more
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filled. 30/ These data could be interpreted as suggesting that
 
quotas have a relatively greater importance for thece countries
 
than for moot others subject to restrictions on textile trade.
 
For the majority of the other countries, products for which quotas
 
were 70 percent or more filled accounted for between 50 and 65
 
percent of total trade by volume.
 

Conclusions on Quotas
 

A relaxation of U.S. quotas on footwear and textiles would
 
leid to increased exports from most of those LDCs subject to
 
them. A relaxation or removal of restrictions on Taiwanese and
 
South Korean footwear exports could result in a maximum increase
 
in trade that compares favorably with the benefits these nations
 
derive from the Ceneralized System of Preferences. Changes in
 
U.S. textile quotas would be likely to result in increased exports
 
from all nations subject to them, but the countries that would
 
benefit most in the short run are the ones for which quotas have
 
the greatest export-restraining effecc--Taiwan, Hong Kong, South
 
Korea, and Pakistan.
 

30/ Pakistan is somewhat: different from the other three coun
tries. Most of its trade was accounted for by exports of
 
cotton fabric, and 1978 was an exceptional year in that
 
Pakistan exported twice the volume of cotton products that it
 
did in 1977.
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CHAPTER VI. FUTURE DECISONS ON THE FOREIGN ASSISTMICE DUDM&T 

The baoic decisions to be made regarding the foreign aid 
budget concern its level and its composition:
 

o 	How much aid should the United States provide?
 

o 	How should it be divided between multilateral and bi
lateral channels?
 

o 	How should it: be distributed among bilateral programs?
 

This chapter reviews the immediate decisions facing the
 
Congress, and examines how their outcome will affect both the
 
level and the composition of foreign aid. It concludes with a
 
discussion of the alternative courses of action open to the
 
Congress for the decade of the 1980s.
 

CURRENT BUDGET DECISIONS
 

The Level of Foreign Aid
 

In attempting to limit the growth of the federal budget, 
the Congress will give close scrutiny to foreign aid as a source 
of possible savings. The developing countries, however, will seek 
increased assistance as slower growth in the developed countries 
and further increases in the price of oil constrain their earnings 
and development prospects. 

Fiscal Year 1980. The difficulty of reconciling these
 
conflicting pressures became evident in the deliberations on the
 
foreign assistance appropriations bill for fiscal year 1980.
 

The Revised Second Concurrent Resolution on the Budget
 
for Fiscal Year 1980 included $15.2 billion in budget authority
 
and $10.5 billion in outlays for the international affairs
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lateral channels? 

o How should it: be distributed among bilateral programs? 

This chapter reviews the immediate decisions facing the 
Congress, and examinl!s how their outcome td.ll affect both the 
level and the compooltion of foreign aid. It concludes with a 
discussion of the alternative courses of action open to the 
Congress for the decade of the 1980s. 

CURRENT BUDGET DECISIONS 

The Level of Foreign Aid 

In attempting to limit the growth of the federal budget, 
the Congress will give close scrutiny to foreign aid as a source 
of possible savings. The developing countries, however, will seek 
increased assistance as slower growth in tha developed countries 
and further increases in the price of oil constrain their earnings 
and development prospects. 

Fiscal Year 1980. The difficul ty of reconciling these 
conflicting pressures became evident in the deliberations on the 
foreign assistance appropriations bill for fiscal year 1980. 

The Revised Second Concurrent Resolution on the Budget 
for Fiscal Year 1980 included $15.2 billion in budget authority 
and $10.5 billion in outlays for the international affairs 
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function. 1/ Spending legislation previously enactud fo-r ths
 
function totals $14.5 billion in budget authority and $10.2
 
billion in outlays. Enactment of the 1980 foreign assistance
 
appropriations bill would require an additional. $1.1 billion in
 
budget authority and $282 million in outlays. Other pending
 
supplementals wnuld require $275 million in budget authority avi
 
$254 million in outlays. Thus, the new budget ceiling will not
 
accommodate all of the Administr.tion's spending proposals for
 
1980.
 

Fiscal Year 1981. The constraints on the level of aid
 
operations caused by the restrictive funding of fiscal year 1980
 
are not likely to be eased for fiscal year 1981.
 

The First Concurrent Resolution on the Budget for Fiscal
 
Year 1981 included $23.6 billion in budget authority and $9.5
 
billion in outlays for the international affairs function. CBO's
 
preliminary reestimate of the Administration's revised budget
 
request for fiscal year 1981 is, however, $24.43 billion in budget
 
authority and $10.26 billion in outlays. The targets in the first
 
concurrent resolution suggest that the Congress is unlikely to
 
approve the full amount o. the Administration's request. The
 
outlay ceiling poies a particular problem for foreign aid. Some
 
assistance programs (bilateral development assistance and contri
butions to the multilateral development banks) result in only
 
small outlays in the budget year. Thus, quite significant cuts in
 
these programs would be needed to meet the outlay ceiling. Other
 
programs (ESF, food aid) require larger outlays in the budget
 
year, but the historical record suggests that these are less
 
likely to be reduced.
 

Bilateral Aid
 

The distribution of aid to countrier varies among the
 
three bilateral aid programs. Currently, development assis
tance and food aid are widely spread geographically, while ESF is
 
focused primarily on the Middle East.
 

1/ 	Function 150, International Affairs, covers bilateral develop
ment assistance, multilateral development banks, international
 
organizations and programs, migration and refugee assistance,
 
foreign military credit sales, the Foreign Military Sales
 
Trust Fund, administration of foreign affairs, the Interna
tional Communications Agency, and the Export-Import Bank.
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De'-7lopment Assistance. The Administration proposes a real
 
increase in bilateral development assistance for fiscal year
 
1981. As compared with the conference report on the foreign
 
assistance appropriations bill for fiscal year 1980, which,
 
althouph not enacted by the Congress, is indicative of the posi
tion of the Appropriations Commaittees, the Administration's
 
(revised) request for fiscal year 1981 would provide 9 percent 
real growth in funding for developnent acoiqtance. Uasured in 
current dollars, budget authority would rise from $1.65 billion to 
$1.94 billion.
 

If approved by the Congress, this increase in fundidg would 
be in line with the New Directions goal of supporting long-term 
economic development and providing for basic human needs. The
 
countries most dependent upon this kind of offcial aid are the
 
poorer developing countries. Their needs are increasing with the
 
rise in oil price3 and the reduction of export opportunities.
 

Economic Support Fund. The ESF has tripled in real terms
 
over the past decade, but the Administration does not propose to
 
continue this growth. Its request for fiscal year 1981 shows 
no increase over the level contained in the foreign assistance 
appropriations conference report for fiscal year 1980, which,
 
in real terms, was 25 percent below the fiscal year 1979 level.
 

But the reasons behind the ESF's growth make it unlikely
 
that fundtng will fall much in the near future. ESF aid supports
 
countries in which the United States has a security interest,
 
primarily Middle Eastern countries. And the fact that the funds
 
are mostly earmarked by country helps to preserve them from the
 
across-the-board cuts made in development assistance programs,
 
which are presented by functional account.
 

Food Aid. The amount of U.S. food aid is related to domes
tic agricultural production and to commercial demand for farm
 
products. An increase in agricultural exports, coupled with a
 
decline in food aid funding, has resulted in sharply diminished
 
aid shipments during the 1970s.
 

During the 1970s, increases in LDC cereal production kept 
pace with population growth, 2/ but little progress was made 
toward decreasing the LDCs' need to import food. Since the rate 

2/ Information provided to CBO by the International Food Policy 
Research Institute, June 1980.
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of agricultural production 
is uot likely to accelerate in the

19805, thn 
 .sed for U.3. food aid will continue.
 

How much the United States contributeb in food aid will
depend both on the dollar level of P.L. 480 appropriations and on
commodity prices. Under tha 1980 Food Aid Convention, the UnitedStates is pledged to a uiniL-u.i annual shipment of 4.47 uillionmetric tons of food grain. The food aid budget level implicit inthe fiscal 1980
year budet, including supplemental requests,
would permit shipzments of 6 million metric tons at current prices,
compared to the 6.7 million shipped in fiscal year 1919. TheAdministration's budget request for fiscal year 1981 also implies
shipments of 6 willion metric tons. 

Multilateral Development Banks
 

Until this year, the Congress had always approved the Admin
istration's authorization requests for the 
 Bs without reduction.

Recently, hcever, Congressthe has shown a reluctance to continuefull support, as reflected in recent amendments to authc:ization
legislation for replenishments falling due in fiscal years 1980to 1983. For example, the foreign assistance authorizations
conference report for fiscal years 1980 to 1983 provided forcontributions of $4 billion (for the Inter-American DevelopmentBank, the Asian Development Bank, and the African Development
Fund), but bill passed thethe as by Congress in Miay 1980 author
ized only $3.6 billion.
 

Other contributing countries have expressed concern as to
future U.S. participation in and support for the MDBs. especially
as MDB requests in the 1980s will exceed requests during the 1970s
 
even if authorization is sought only for 
paid-in capital. The
next decision will be made in fiscal year 1981, when authorization

will be requested for the proposed IDA-VI replenishment of $3.2
billion over three years. passed, this would result in annual
If 

appropriations of approximately $1.1 billion. 3/
 

Although Administration plans call for a significant increase
 
in U.S. support of the MDBs in the 1980s, 
the Congress may decide
that these funds are better employed in other parts of the foreign

assistance program, or for domestic purposes. 
To maintain paid-in

capital contributions in the 
first half of the 1980s 
at the same
real level as in the last 
half of the 
1970s would require the
 

3/ The replenishment is in support of soft loans and is therefore
 

fully paid in.
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Congress to approve at least 75 percent of 
the Administration's
 
planned requests.
 

A decision not to proceed with current Administration plans
for MDB contributions could have : variety of concc quences. The 
size of the U.S. share in the ADBs affects the !_ility of the 
United States not only to veto a specific decision, but also to
lead the banks in policy changes. Past U.S. leadership in the 
MDBs has encouraged develop acat of policies in line with U.S. 
preferences, and U.S. contributions have thus triggered funding 
many times greater than its own in support of such policies.
 

U.S. Trade Policy Toward LDCs
 

U.S. trade policy toward developing countrieQ is not likely

to change in the near term. The Generalized System of Prefer
ences, now in the fifth of the ten years for which it 
was author
ized, is undergoing review. Recommendations and proposals from 
interest groups in the United States have focused on incremental 
adjustments aimed 
at making GSP operations more efficient. 
Proposals advanced by LDCs to expand the list of eligible pro
ducts, and raise limits on theto the value of ship-nents, are 
not likely to be acted on favorably. The offshore assembly
provisions are subject to change in the context of U.S. tariff
 
code revisions, but no modifications of them are foreseen at this
 
time. Finally, the domestic economic factors that prompted the 
imposition of U.S. quantitative restrictions on textiles and
 
footwear have not changed. The bilateral agreements on footwear
 
and the multilateral agreement on textiles 
are both subject to
 
renegotiatiou in the early 19809.
 

CHOOSING THE FUTURE LEVEL AND COMPOSITION OF FOREIGN AI: STRATE-

GIES FOR THE 1980s
 

During the 1970s, U.S. foreign assistance outlays rose
 
modestly in real terms. Marked changes took in theplace compo
sition of U.S. assistance, with the shzre of the Economic Support

Fund increasing as other aid programb stabilized or declined.
 
Because ESF is the vehicle for assisting countries of particular

political interest to the United States, typically focusesit on 
only a few nations. At the moment, Egypt and Israel are the major
 
recipients of ESF monies.
 

These trends run counter to the Basic Human Needs legislation
 
enacted by the Congress in 1973. That legislation called for
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focusing U.S. aid on support of developing countries'provide for efforts tobasic human needs. Funds directly supportingpolicy have shown this no real growth during the past decade ,and one-ouiponent, food aid, has even been reduced.
 

In choosing 
the future 
level of foreign aid, 
the Congress
will have to 
weigh assistance 
to the 
poorer countries
other objectives, againstsuch as the domestic needs of theStates. UnitedIn deciding 
on the composition of foreign aid, 
the
Congress can follow one of several possible strategies:
 

o Emphasize U.S. 
security interests. 
 This 
would continue
the trend of the 1970s, runbut slightly counter tocurrent Administration proposals. 
 would increase
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APPENDIX I-A. 
WORLD BANK LIST OF LESS-DEVELOPED COUNTRIES
 

Higher-Income 
(over $2,500) 

Upper-Middle-

Income 
($1,136-$2,500) 

Intermediate-
Middle-Income 
($551-$1,135) 

Lower-Middle-

Income 
($281-$550) Low-Income ($280 or less) 

Oil-Exporting 
Developing 
Countries a/ 

Greece 

Israel 

Oman 
Singapore 

Spain 

Argentina 

Bahrain 

Barbados 
Brazil 

Cyprus 
Fiji 

Lebanon 
Malta 
Panama 
Portugal 

Uruguay 

Yugoslavia 

Algeria 

Chile 

hina, 
Republic of 

Colombia 
Costa Rica 
Dominican 

Republic 
Guatemala 
Ivory Coast 

Jamaica 

Jordan 

Korea, 

Bolivia 

Botswana 

Cameroon 
Congo, People's 
Republic of 

El Salvador 

Ghana 
Guyana 

Honduras 
Liberia 

Mauritania 

Morocco 

Papua New 

Afghanistan 

Bangladesh 

Benin, People's 
Republic of 

Burma 
Burundi 

Central African 
Empire 

Chad 
Comoros 

Egypt, Arab 

Republic of 
Ethiopia 

Sri Lanka 
Tanzania 

Togo 
Uganda 

Upper Volta 
Yemen 

Arab Republic 
Yemen, People's 
Democratic 
Republic of 

Zaire 

Algeria 

Ecuador 

Gabon 
Indonesia 

Iran 
Iraq 

Nigeria 
Trinidad and 
Tobago 

Venezuela 

Republic of 
Malaysia 

Guinea 
Philiprines 

Gambia, The 
Guinea 

Mauritius Senegal Haiti 
Mexico Sudan India 
Nicaragua 
Paraguay 

Swaziland 
Tiailaid 

Kenya 
Lesotho 

Peru Zambia Madagascar 
Syrian Arab Malawi 
Republic Mali 

Tunisia Nepal 
Turkey Niger 

Pakistan 
Rwanda 
Sierra Leone 
Somalia 

SOURCE: 
 World Bank, World Debt Tables, Vol. I (1978), pp. 21-23. 

NOTE, Based on 1976 GNP per capita in 1976 U.S. dollars.
 

a/ Countries that export 
large quantities of oil, or 
for which oil exports are of considerable Importance 

APPENDIX I-A. WORLO BANK LIST OF LESS-OEVELOPEO COUNTRIES 

Higher-Income 
(over $2,500) 

Greece 
Israel 
Oœan 
Singapore 
Spain 

Upper-Middle
'rncollle 

($1,136-$2,500) 

Argentina 
Bahrain 
Barbados 
Brazil 
Cyprus 
Fiji 
Lebanon 
Halta 
Panama 
Port usaI 
Urusuay 
Yugodavia 

Intermediate
Middle-Income 
(S55l-$l,135) 

Algeria 
ChUe 
<l1ina, 

Republ1c of 
ColOClbia 
Costa Rica 
Dominiclln 

Republ1c 
Guatemala 
Ivory Coast 
Jamaica 
Jordan 
Korea. 

Re pub lic of 
Halayoia 
Mauritius 
Mexico 
Nicaragua 
Paraguay 
Per,) 
Syrian Arab 

Republ1c 
TuniB1a 
Turkey 

Lower-Middle
Income 

(S28l-$550) 

Bol1via 
Botswana 
Cameroon 
Congo, People's 

Republic of 
El Salvador 
Ghana 
Guyana 
Honduras 
Liberia 
Mauritania 
Mo roc co 
Papua New 

Guinea 
Philiprines 
Se neg al 
Sudan 
Swaziland 
Th all aud 
Zambia 

SOUlCE: World Bank, World Debt Tables, Vol. l (1978), pp. 21-23. 

HOTE~ Based on 1976 GNP per capita in 1976 u.s. dollars. 

Low-Income ($280 or less) 

Afghanistan Sri Lanka 
Bangladesh Tanzania 
Benin, People's Togo 

Republic of Uganda 
Burma Upper Volta 
Burundi Yemen 
Central African Arab Republic 

Empire Yemen, People's 
Chad Democratie 
Comoros Bepublic of 
Egypt, Arab Zaire 

Republic of 
Ethiopia 
Gambia, The 
Guinea 
Haiti 
India 
Kenya 
Lesotho 
Madagascar 
Malawi 
Mali 
Ne pal 
Niger 
Pakistan 
Rwanda 
Sierra Leone 
SallAlia 

Oil-Exl'Orting 
Developing 

Countries !!I 

AIgeria 
Ecuador 
Gabon 
lndonesia 
Iran 
Iraq 
Nigeria 
Trinidad and 

Tobago 
Venezuela 

!!/ Countries that export large quantltles of 011. or for whlch 011 exports are of considerable 11IportaDce 
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Higher-Income 
(over $2,500) 

Greece 
Israel 
o.un 
Singapore 
Spain 

Upper-Middle
'Income 

($1,136-$2,500) 

Argentina 
Bahrain 
Barbados 
Brazil 
Cyprus 
Fiji 
Lebanon 
Halta 
Panama 
PortU8al 
Uruguay 
Yugoslavia 

Intermediate
Middle-Income 
(S35l-$l,135) 

Algeria 
Chile 
OIina, 

Republic of 
ColOClbia 
Costa Rica 
Dominican 

RepubUc 
Guatemala 
Ivory Coast 
Jamaica 
Jordan 
Korea, 

RepubUc of 
Halayoia 
Mauritius 
He:dco 
Nicaragua 
Paraguay 
Per,) 
Syrian Arab 

Republic 
Tunhla 
Turkey 

Lowe r-Middle
Income 

(S281-$550) 

Bolivia 
Botswana 
Cameroon 
Congo, People's 

Republic of 
El Salvador 
Ghana 
Guyana 
Honduras 
Liberia 
Mauritania 
Morocco 
Papua New 

Guinea 
Philiprines 
Senegal 
Sudan 
Swaziland 
Thailand 
Zambia 

SOURCE: World Bank, World Debt Tables, Vol. I (1978), pp. 21-23. 

HOTE~ Based on 1976 GNP per capita in 1976 u.S. dollars. 

Low-Income ($280 or less) 

Af g lulni stan Sri Lanka 
Bangladesh Tanzania 
Benin, People's Togo 

Republic of Uganda 
Burma Upper Volta 
Burundi Yemen 
Central African Arab Republic 

Empire Yemen, People's 
Chad Democratic 
Comoros Republic of 
Egypt, Arab Zaire 

Republic of 
Ethiopia 
Gambia, The 
Guinea 
Haiti 
India 
Kenya 
Lesotho 
Madagascar 
Malawi 
Mali 
Nepal 
Niger 
Paldstan 
lblaDda 
Sierra Leone 
Sollalia 

au -Ex{IOrUng 
Developing 

Countries }!I 

Algeria 
Ecuador 
Gabon 
Indonesia 
Iran 
Iraq 
Nigeria 
Trinidad aDd 

Tobago 
Venezuela 

!!-' Countries that export large quantities of 011, or for which 011 exports are of conaiderable 1IIportaDce 





APPENDIX I-B. DEFINITION OF OFFICIAL DEVELOPMENT ASSISTANCE
 

In order for foreign aid flows to be counted as Official
 
Development Assistance (ODA), as defined by the Organization for
 
Economic Cooperation and Development (OECD), the aid flow must
 
meet the following requirements:
 

o 	It must go to a country ron the OECD list of less-developed
 
countries or to a multilateral institution that provides
 
development assistance to such countries. (All proposed

fiscal year 1980 U.S. development assistance funds will go
 
to such institutions and countries.)
 

o 	The aid must be provided for the promotion of economic
 
development and welfare. Any aid that is clearly to be
 
used for military weapons or for military purposes is not
 
included.
 

o 	The aid must be concessioaal in character, containing
 
a "grant element" of at least 25 percent. The grant
 
element is the difference between the face value of a
 
financial loan ccmmitment and the discounted present
 
value (using a 10 percent discount rate) of the service
 
payments the borrower will make during the lifetime
 
of the loan, expressed as a percentage of the face
 
value.
 

All U.S. food aid counts as ODA, as does the Economic Support 
Fund. A very small amount of U.S. foreign economic assistance 
does not count as ODA--for example, military-type operations, such 
as the U.S. contribution to the UN forces in Cyprus and the U.S. 
Sinai Support Mission ($21 million in fiscal year 1980); the 
subsidy paid to the U.S. Merchant Marine for transporting P.L. 480 
commodities ($93 million in fiscal year 1980); and a few loans 
that are provided on terms that are insufficiently concessional to 
qualify as ODA (none planned for fiscal year 1980). 1/ 

1/ Information provided to CBO by the Agency for International 
Development, November 1979.
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APPPENDIX II-A. DISBURSEMENTS OF U.S. BIATERAL DEVELOPMENT -ASSISTANCE FUNDS BY MAJOR
 

Country 	 1962 1963 1964 1965 1966 1967 1968 1969,
 

India 	 467 402 344 265 310 212 301. 203
 
Pakistan 	 217 186 236 188 127 137 132 104
 
Brazil 	 85 61 130 235 244 215 194 12
 
Turkey 	 16 77 131 158 140 139 72 44
 
Colombia 	 8 93 79 4 86 105 78 101
 
Indonesia 	 17 15 10 3 - - 23 56
 
Bangladesh 	 - - - - - - - -
Chile 	 143 41 79 100 93 16 58 35
 
South Korea 38 38 33 k2 86 70 40 25
 
Philippines 4 3 3 3 4 11 10 6
 
Bolivia 13 26 48 5 25 15 4 11
 
Nigeria 21 27 46 28 23 22 21 17
 
Tunisia 19 26 22 19 18 26 14 9
 
Panama 3 8 9 7 9 25 19 16
 
Ethiopia 7 10 5 6 35 14 7 17
 
Afghanistan 8 17 22 11 11 25 9 9
 

Subtotal 1,066 1,030 1,197 1,084 1,211 1,032 982 665
 

Other Countries
 
and Specific Regions 487 569 366 328 277 317 281 271
 

Total Fuuds Through
 
AID to Specific
 
Countries and Regions 1,553 1,599 1,563 1,412 1,488 1,349 1,263 936
 

Total Interregional
 
AID Funds b/ 151 110 129 144 146 153 163 166
 

Total
 
(Current Dollars) 1,704 1,709 1,692 1,556 1,634 1,502 1,426 1,102
 

Total
 
(1972 Dollars) 2,438 2,403 2,347 2,117 2,167 1,928 1,767 1,304
 

SOURCE: 	 U.S. Agency for International Development, U.S. Overseas Loans and Grants, 
1945-1971, and 1945-1978; information provided to CBO by AID. 
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RECIPIENTS, FISCAL YEARS 1962-1979 (Millions of dollars)
 

1970 1971 1972 1973 1974 
 197S 1976 TQ 1977 1978 1979 Total
 

224 206 6 17 15 20 
 - - - 60 91 3,143
124 7 62 96 58 96 106 31 71 20 9 2,007 
88 79 12 41 5 3 1 - 1 - - 1,406
43 54 59 17 2 1 - - 1 70- 1,024 
76 84 93 77 40 14 14 7 1 - a/ 960 
56 79 115 122 79 43 17 42 7450 93 896 
- - 199 102 29 62 27 62 95 9010 676
 
18 2 1 1 5 31 21 1 1 a/ a/ 646
 
25 61 27 6 - 130 27 20 - - 579 
9 11 31 36 
 44 55 54 7 35 53 44 423
 
3 4 54 17 39 20 22 2 
 36 35 29 408
 

12 14 22 11 4 7 
 - - - - - 275 
15 13 17 3 2 2 3 
 a/ 11 20 is 254
 
12 11 23 7 11 8 23 
 14 21 20 250 
16 20 31 9 21 17 6 - 1 5 3 230
 
7 9 10 27 13 16 6 2 20 5 
 3 230
 

728 654 765 610 415 81 295 389 470
394 339 13,407
 

308 261 265 346 277 315 280 129 402 
 479 509 6,467
 

1,036 915 1,030 956 671 730 210 697 868 979
619 19,874
 

201 220 237 271 
 322 384 407 114 459 522 589 4,888
 

1,237 1,135 1,267 1,227 993 1,114 1,026 
 324 1,156 1,390 1,558 24,762
 

1,387 1,211 1,292 1,199 900 912 786 241 819 
 932 968 24,680
 

a/ Indicates less than $0.5 million.
 

b/ Includes 
operating expenses, centrally funded programs, transportation, disaster
 
relief, and American schools and hospitals.
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RBCIPIEH'rS, PISCAL YEARS 1962-1979 (Hi1Honsof dollars) 

1970 1971 1972 1973 1974 197:> 1976 TQ 1977 1978 1979 Total 
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relief, and .\merican schools and hospita1s. 
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APPENDIX 11-B. ECONOMIC SUPPOIT FUND DISBUYSM!41TS BY MAJO2t F1-i2S, 

Country 	 1962 
 1963 164 *165 1966 19 ! 1X0 19169 Pi7C 

South Vietnam 113 133 160 217 503 490 392 
 2M9 P1
 
Israel 	  - - -
Egypt 	 20 10 

- 
- - - -


Jordan 11 36 34 33 
 32 	 2 10 - -South Korea 	 90 76 70 61 45 20
35 10
Laos 	 29 38 33 39 46 53
46 41 44

Syriv 
 - - - - - - - - -Portugal 
 - - - - - - - - -Thailand 
 16 10 7 12 30 
 36 36 25 19
Zaire 	 63 35 20 15 
 19 17 15 3 
 -
Other Countries 428 261 136 
 106 134 107 61 
 55 69
 

Total
 
(Current 	dollars) 799 613 466 492 905 773 
 602 443 503
 

Total
 
(1972 Dollars) 1,143 862 646 669 
 1,200 992 746 524 
 564
 

SOURCE: 	 U.S. Agency for International Development, U.S. Overseas Loans and Grants.
1945-1971, and 1945-1978; information provided to CBO by AID.
 

APPENDIX II-C. FOOD AID 
(P.L. 480) DISBURSEWkTrS BY MAJOR PECIPIENTS, 
FISCAL YEARS
 

1962 1963 1964 1965 
 1966 1967 1969
1968 1970
 

India 252 251 268 591 567 360 
 325 269 222
Pakistan 
 152 173 155 158 23 
 94 163 8 86

South Korea 
 71 73 113 63 115 62 95 
 ! ;9 101,

South Vietnam 
 32 53 59 50 143 74 139 99 111
Egypt 	 158 
 98 94 26
95 12 -  -Indonesia 	 2 5 3
5 24 
 26 58 178 146

Bangladesh 
 - - - - - - - - -Brazil 
 73 48 151 25 25 79 22 
 10 62
Chile 
 7 22 27 14 14 8 23 
 15 	 7
Israel 
 25 18 17 29 27 52 37 41
Morocco 	 16 45 20 22 34 36 
 56 28 17

Philippines 21 10 16 11 
 6 29 5 10 14
Sri Lanka 	 4 7 3 4 
 7 23 18 4
Tunisia 
 17 32 19 30 2 .8 35 
 37 28
Turkey 	 113 33 
 36 32 17 8 
 12 47 46

Cambodia 
 - - - - - - - - -Other Countries 407 548 474 426 
 552 146 326 270 
 237
 

Total
 
(Current dollars) 1,350 1,416 1,457 1,353 1,582 965 1,334 
 1,215 1,125
 

Total
 
(1972 dollars) 1,931 1,992 2,021 1,841 2,098 1,239 
 1,653 1,438 1,261
 

SOURCE: 
 U.S. Agency for International Development, U.S. Overseas Loans and Grants,
 
1945-1971, and 1945-1978; information provided to CBO by AID.
 

APrDDIX XI-a. ECONOMIe SUPPOllT FUND DIS:ttmSf!!mNTS BY M.UOIt !:,~çirIl1}rrS, r:rSCA!~ l:;V~.r:~ 

-------.----. . 
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Total 
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1945-1971, and 1945-1978; information provided to CBO by AID. 
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1945-1971, and 1945-1978; information provided to CBO by AID. 
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1962 1963 1964 1965 1966 1967 1968 1969 1970 
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Egypt 158 98 94 95 26 12 
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1962-1979 (Hillions of dollars) 

1971 1972 1973 1974 1975 1976 TQ 1977 1976 1979 Total 

384 
-
_ 

5 

385 
50 

-

55 

312 
50 

-

50 

333 
50 
9 
45 

33 

Inp 
315 
253 
88 
-

2 
700 
253 
46 
35 

75 
537 
86 

-

-
735 
700 
70 

-
-

-
785 
751 
93 
-
-

-
785 
835 
93 
-
-

4,352 
3,555 
3,368 
85 
5653 
559 

41 

17 

47 

15 

45 
... 

11 
-

33 

-

5 
-

24
8.1 
15 

-

-
17 
35 

12 

-
79 
65 

-

80 
20 

20 

90 
300 

10 
-

90 
-

-

439 
435 
239 
229 

126 68 154 132 290 22 49 141 192 179 2,710 

573 620 622 640 1,266 1,122 891 1,766 2,221 1,982 17,299 

612 634 608 580 921 859 663 1,265 1,490 1,223 16,201 

1962-1979 (Millions of dollars) 

1971 1972 1973 1974 1975 1976 TQ 1977 1978 1979 Total 

235 
101 
107 
188 
-

98 
-
35 
6 
56 
40 
27 
18 
31 
29 
7 

250 

105 
103 
212 
68 
-

125 
87 
6 
6 

54 
36 
38 
17 
24 
8 

21 
313 

64 
82 
159 
188 
1 

118 
59 
10 
3 
60 
17 
37 
11 
14 
6 
26 

264 

71 
43 
7 

270 
13 
11 
51 
6 

2 
17 
16 
9 
7 
4 

183 
260 

228 
85 
14 
50 

117 
46 

242 
8 

62 
9 

13 
11 
30 
10 
4 
94 

315 

181 
97 
117 
1 

206 
57 
183 
1 

59 
14 
29 
19 
26 
8 
-
-

302 

22 
33 
13 

16 
38 
-
2 
4 
4 
3 
2 
2 
-
-
-

53 

-

126 
37 
75 

209 
92 
83 
1 

32 
7 

23 
49 
44 
12 
-
-

403 

136 
58 
56 

-
192 
123 
99 
-
6 
7 

25 
27 
38 
18 
-
-

444 

138 
41 
38 

-
50 
96 
117 
1 
9 
5 

21 
24 
21 
16 
-
-

507 

4,211 
1,692 
1,683 
1,525 
1,287 
1,251 

921 
565 
327 
464 
498 
372 
289 
368 
395 
331 
.49 

1,228 1,223 1,119 973 1,338 1,300 192 1,193 1,229 1,084 22,676 

1,311 1,248 1,094 882 1,087 995 143 855 824 669 22,215 

1962-1979 (M!111ono of dollars) 

-
1971 1972 1973 1974 1975 1976 TQ 1977 197~ 1979 Total 

384 385 312 333 !lHl 2 4,352 

50 50 50 3:;'5 700 75 735 785 785 3,555 

9 253 253 537 700 751 835 3,368 

5 55 50 45 88 46 86 70 93 93 8QS 

33 35 5513 

41 47 45 33 Z4 559 

8':- 17 79 80 90 90 439 

15 35 65 20 300 435 

17 15 11 5 239 

12 20 10 229 

126 68 154 132 290 22 49 141 192 179 ..],710 

573 620 622 640 1,266 1,122 891 1,766 2,221 1,982 17,299 

612 634 608 580 921 859 663 1,265 1,490 1,223 16,201 

1962-1979 (Millions of dollars) 

1971 1972 1973 1974 1975 1976 TQ 1971 1978 1979 Total 

235 105 64 71 228 181 22 126 136 138 4,211 

101 103 82 43 85 97 33 37 58 41 1,692 

107 212 159 7 14 117 13 75 56 38 1,683 

188 68 188 270 50 1 1,525 

1 13 117 206 16 209 192 50 1,287 

98 125 118 11 46 57 38 92 123 96 1,251 

87 59 51 242 183 83 99 117 921 

35 6 10 6 8 1 2 1 1 565 

6 6 3 62 59 4 32 6 9 327 

56 54 60 2 9 14 4 7 7 5 464 

40 36 17 17 13 29 3 23 25 21 498 

27 38 37 16 11 19 2 49 27 24 372 

18 17 11 9 30 26 2 44 38 21 289 

31 24 14 7 10 8 12 18 16 368 

29 8 6 4 4 395 

7 21 26 183 94 331 

~50 313 264 260 315 302 53 403 444 507 6,497 

1,228 1,223 1,119 973 1,338 1,300 192 1,193 1,229 1,084 22,676 

1,311 1,248 1,094 882 1,087 995 143 855 824 669 22,215 
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612 634 608 580 921 859 663 1,265 1,490 1,223 16,201 
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188 68 188 270 50 1 1,525 

1 13 117 206 16 209 192 50 1,287 

98 125 118 11 46 57 38 92 123 96 1,251 

87 59 51 242 183 83 99 117 921 

35 6 10 6 8 1 2 1 1 565 

6 6 3 62 59 4 32 6 9 327 

56 54 60 2 9 14 4 7 7 5 464 

40 36 17 17 13 29 3 23 25 21 498 

27 38 37 16 11 19 2 49 27 24 372 

18 17 11 9 30 26 2 44 38 21 289 

31 24 14 7 10 8 12 18 16 368 
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APPENDIX II-D. MULTILATERAL FOOD AID PROGRAMS
 

WORLD FOOD PROGRAI
 

The World Food Program was approved by the United Nations
 
in 1961. The program 3.s a c-nrdinating mechanism for project
oriented multilateral food ad. The Title II donations of the 
United States (and some Title I donations) comprise the U.S.
 
contribution. The program selects the recipients for it& allo
cation of Title II aid in line with U.S. Congressional directives.
 

FOOD AID CONVENTIONS
 

Food Aid Conventions do not distribute food aid directly but
 
rather coordinate the political and economic aspects of bilat
eral food assistance. The Food Aid Convention of 1980 commits
 
donors to providing a minimum volume of 7.6 million metric tons
 
of food grain annually, with the United States being the major
 
donor. I/ Whereas donors under the World Food Program make a
 
monetary commitment, Food Aid Convention donors pledge a opecific
 
quantity. This difference is significant in periods of short
 
supply and high prices, as in 1973 to 1974. Under the current
 
convention, the United States is pledged to provide a total of
 
4.47 million metric tons. Donations under Tittes I and II are 
counted toward this goal, but not food prov:tded through the 
Economic Support Fund.
 

i_ Press Release, food &id Committee, July 2, 1980.
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APPENDIX II-E. ESTIMATED 1ET BUDGET COST OF P.L. 430
 

Table 8 in Chapter II shows the estimated net costs of the 

P.L. 480 progran in an average year. Total costs are adjusted to
 

r,,flect two categories of rffsetting vaounts: savings in the
 

overall federal budget, and increaves in export revenues.
 

The assumptions upon wbich these calculaions are based are
 

outlined below.
 

It 	should be emphas!:zed that thece calculations are not
 

based on an actual year but rather on an "average" fiscal year 
1980. Because of extraordinary and unsettled events in inter

national agricultural markets, calculations for the actual fiscal 
year 1980 are impossible. Using a hypothetical year makes 
these calculations typical rather than actual.
 

PUPCHASES FROM THE COMODITY CREDIT CORPORATION
 

Some P.L. 480 products are purchased from Commodity Credit 

Corporation (CCC) stocks, which reduces net Department of Agri

culture outlays. This is in effect an intragovernmental trans

fer. In fiscal year 1979, reimbursements Lo the CCC accounted for
 

only 3 percent of P.L. 480 program costs, or $44.1 million. This
 

figure was used in the estimate for fiscal year 1980 as well.
 

LOAN REPAYMENTS
 

Loan repayments from countries in the P.L. 480 program will 

reduce future budgets. The present discounted value of these 

repayments should therefore be subtracted from the program costs. 

As only Title I sales involve any sort of repayment, the budget 

savings will be sensitive both to the overall program level and to 

the mix between Title I and Title II funding. CBO has arrivcd at 
a present value of theae loan repayments of 26 percent. This 
figure is based on the following assumptions: 

o 	 15 percent of Title I loans are made with a two-year grace 
period at an interest rate of 2 percent, followed by 19 

years of repayment in equal installments at 3 percent 
interest on the outstanding balance. 
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o 85 percent of the loans are made with a 10-year grace 
period at an interest rate of 2 percent, followed by 31
 
years of repayment in equal installments at 3 percent
 
interest on the outstanding balance.
 

o Future repayments are discounted at a rate of 10 percent.
 

The value of loan repayments based on cales uede in 1980 is 
equal to 26 percent of the original Title I budget request for 
fiscal year 1980 of $843 million, less $93 million for transporta
tion and 15 percent of Title I funds reinvested under Title III, 
for a total of $166 million.
 

PRICE EFFECTS
 

In estimating the effect of P.L. 480 on price levels, one
 
critical parameter is the degree to which P.L. 480 shipments
 
displace commercial shipments. By law, Title I and Title II
 
shipments are supposed to be completely additional: they should
 
not displace commercial shipments at all. Displacement, however,
 
is difficult to deLect. Title I recipients are required to meet a
 
.usual marketing requirement" and maintain commercial imports near
 
their average levels for the previous five years, but past imports
 
are not always a good indication of future import intentions. A
 
country with increasing imports can, over time, displace commer
cial imports with P.L. 480 aid. Furthermore, a country that might
 
increase imports in response to a production shortfall. could meet
 
its "usual marketing requirement" and instead utilize P.L. 480
 
aid. Any estimates of the actual degree of displacement require
 
information about the import intentions of recipient countries,
 
inforwation not readily available from those countries. Because
 
an accurate displacement figure is difficult to derivc, two
 
displacement figures are used in estimating program costs: no
 
displacement (0 percent) and 50 percent displacement, which
 
correspond to complete (100 percent) and 50 percent additionality.
 

Wheat
 

With no displacement, P.L. 480 will increase the U.S. and
 
international price of wheat by about $0.20 per bushel. With 50
 
percent displacement, the price change should be closer to $0.10
 
per bushel. These price changes are based on the following
 
assumptions:
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o 85 percent of the lORns are mad.a with a lO-year grace 
period at an interest rate of 2 percent, followed by 31 
years of repayment ln equal Installmen.ts at 3 percent 
Interest on the outstanding balance. 

o Future repayments are discounted at a rate of 10 percent. 

The value of loan repayments based on cales made in 1960 ls 
equal to 26 percent of the original Title l budget requeot for 
fiscal year 1980 of $843 million, lees $93 million for transporta
tion and 15 percent of Title l funds reinvested under Title III, 
for a total of $166 million. 

PRICE EFFECTS 

In estl.mating the effect of P.L. 480 on price levels~ one 
critical parameter is the degree to which P.L. 480 shipments 
displace commercial shipments. Dy law, Title land Title II 
shipments are supposed to be completely additional: they should 
not displace commercial shipments at aIl. Displacement, hotJ'ever, 
is difficult to de~ect. Title l recipients are requlrcd to meet a 
"usual marketing requirement" and main tain commercial importa near 
their average levels for the previous five years, but past imports 
are not always a good indication of future import intentions. A 
country with increasing importa can, over time, displace commer
cial imports with P.L. 480 aide Furthermore, a country that might 
increase imports in response to a production shortfall could meet 
its "usual marke ting requirement" and instead utilize P. L. 480 
aide Any estimates of the aetual degree of displacement require 
information about the import intentions of recipient countries, 
infonùation not readily available frem those countries. Because 
an accurate displacement figure is difficult to derivL, two 
dlsplacement figures are used in estimating progrB!ll Cvsts: no 
displacement (0 percent) and 50 percent displacement, which 
correspond to complete (100 percent) and 50 percent additionality. 

Whèat 

With no displacement, P.L. 480 will increade the U.S. and 
international price of wheat by about $0.20 per bushel. Wlth 50 
percent displacement, the priee change should he closer to $0.10 
per bushel. These price changes are based on the following 
assumptlons: 
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o 85 percent of the loans are mad!! wi th a 10-year grace 
period at an interest rate of 2 percent, followed by 31 
years of repayment in equal installmen.ts at 3 percent 
interest on the outstanding balance. 

o Future repayments are discounted at a rate of 10 percent. 

The value of loan repayments based on cales made in 1980 Is 
equal to 26 percent of the original Title I budget requeot for 
fiscal year 1980 of $843 million, less $93 million for transporta
tion and 15 percent of Title I funds reinvested under Ti tIe III, 
for a total of $166 million. 

PRICE EFFECTS 

In estl-mating the effect of P. L. 480 on price levels~ one 
critical parameter is the degree to which P.L. 480 shipments 
displace commercial shipments. By law~ Title I and Title II 
shipments are supposed to be completely additional: they should 
not displace commercial shipments at all. Displacement, hO\leVer, 
is difficult to de~ect. Title I recipients are required to meet a 
"usual marketing requirement" and maintain commercial importn near 
their average levels for the previous five years, but past imports 
are not always a good indication of future import intentions. A 
country with increasing imports can, over time, displace commer
cial imports with P.L. 480 aid. Furthermore, a country that might 
increase imports in response to a production shortfall could meet 
its "usual marketing requirement" and instead utilize P.L. 480 
aid. Any esttmates of the actual degree of displacement require 
information about the import intentions of recipient countries, 
inforIJlation not readily available frcm those countries. Because 
an accurate displacement figure is difficult to derivL, two 
displacement figures are used in estimating progrB!ll Custs: no 
displacement (0 percent) and 50 percent displacement, which 
correspond to complete (100 percent) and 50 percent additionality. 

Whc!at 

With no displacement, P.L. 480 will increade the U.S. and 
international price of wheat by about $0.20 per bushel. With 50 
percent displacement, the price change should be closer to $0.10 
per bushel. These price changes are based on the following 
assumptions: 
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o 	Prices will rise by $0.125 per bushel for every additional 
100 million bushelb of P.L. 480 eApur ab b it 

the commercial markets are reduced. ($0.125 is the middle 
of a price response range of $0.10 to $0.15 calculated by 
the Department of Agriculture.) 

o 	 P.L. 480 wheat shipments are 4.3 million ietric tono (1.58 
hundred million bushels). The P.L. 480 program was 
expected to ship this quantity of heat at the 1--gjnning 
of fiscal year 1980, before the events in Cambodia and 
Afghanistan.
 

o 	With no displacement, the entire 1.58 hundhe million 

bushels represent a reduction in ,upply. If the price 
effect of such reductions is $0.125 per bushel per each 

hundred million bushels, then 158 million bushels will 
raise the price by $0.20 per bushel. With a 50 percent 
displacement rate, the additional shipments amount to only 
79 million bushels, and prices will rise by only $0.10 per
 

bushel.
 

Rice
 

With no displacement, P.L. 480 will increase the U.S. and
 
international price of rice by about $1.54 per hundredweight
 
(cwt.). With 50 percent displacement, the price change will be
 
closer to $0.77 per cwt. These price changes are based on the
 
following assumptions:
 

o 	 Prices will rise by $0.175 per cwt. for every additional 
million cwt. of rice shipped under P.L. 480. ($0.175 is 
the middle of a price response range of $0.15 to $0.20 
calculated by the Department of Agriculture.)
 

o 	P.L. 480 rice shipments are 0.4 million metric tons (8.8
 
million cwt.). The P.L. 480 program was expected to ship
 

this quantity of rice at the beginning of fiscal year
 
1980.
 

o 	With no displacement, $0.175 per cwt. per million cwt.
 
times 8.8 million cwt. is equivalent to $1.54 per cwt.
 
With a 50 percent displacement rate, the additional
 
shipments amount to only 4.4 million cwt., and prices will
 
rise by only $0.77 per cwt.
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Rice 

~ Priees will rise by $0.125 per bushel for every additional 
100 million bushela uÎ P.L. 480 t:X'p(jn.b~ ab bUl~i!l1li:b ou 
the commercial markets are redur.ed. ($0.125 ia the middle 
of a price response range of $0.10 to $0.15 calc~lated by 
the Department of Agriculture.) 

o P.L. 480 wheat shipments are 4.3 million metric tone (1.58 
hundred million bushels). The P.L. t.60 proeocem vas 
expeeted to ship thio quantity of wheat at thu b0ginning 
of fiscal year 1980, before the eventB in Carubodia and 
Afghanistan. 

o With no displacement, the entlre 1.58 hU4!ch-e;.! i:li1Hon 
bushels repreoent a reduction in fmpply. If the priee 
effeet of 8uch reductiOIlS i8 $0.125 pel' oUBhel p~t" each 
hundred million bushels, then 158 million bushelo will 
raise the priee by $0.20 per bushel. lli th a 50 percent 
displaeement rat~. the additionsl shipments amount ta only 
79 million bushels, and prlces will rise by onl y $0.10 per 
bushel. 

With no displacement, P.L. 480 will inerease the U.S. and 
international priee of riee by about $1.54 per hundredweight 
(ewt.). With 50 percent displaeement, the priee change will be 
eloser to $0.77 per ewt. These priee changes are based on the 
following assumptions: 

o Priees will rise by $0.175 per ewt. for every additiûnal 
million cwt. of riee shipped under P.L. 480. ($0.175 ia 
the middle of a price response range of $0.15 to $0.20 
ealculated by the Department of Agriculture.) 

o P.L. 480 riee shipments are 0.4 million metrie tona (8.8 
million ewt.). The P.L. 480 program \'138 expeeted to ship 
this quantity of riee at the beginnir.g of finesl year 
1980. 

o With no displacement, $0.175 per eut. per million ewt. 
times 8.8 million ewt. is equi valent to $1. 54 per ewt. 
With a 50 percent displacement rate, the additionsl 
shipments amount to only 4.4 million cwt., and prices will 
rise by only $0.77 per ewt. 
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Rice 

Q Prices will rise by $0.125 per bushel for every additional 
100 million bushels uf P.L. 430 t:Xp(jrl.b~ /so bUIJtillt:" Ou 
the commercial markets are reduc.ed. ($0.125 ia the middle 
of a price response range of $0.10 to $0.15 calc~lated by 
the Department of Agriculture.) 

o P.L. 480 wheat shipments an~ 4.3 million ll).I~tl'ic tOuD (1.53 
hundred million bushels). The P.L. LI60 prOCl"Em was 
expected to ship thin quantity of wheat at tIlt! b0ginning 
of fiscal year 19130, before the eventa in Carubodia and 
Afghanistan. 

o With no displacement, the entire 1.58 hu~dre~ Dillion 
bushels reprencnt a reduc tion in rmpply. If the price 
effect of such reductiOIls is $0.125 per bushel p~l." each 
hundred million bushels, then 158 million bushelD wUl 
raise the price by $0.20 per bushel. HI th a 50 percent 
displacement rat~, the additional shipments amount to only 
79 million bushels, and prlces will rise by only $0.10 per 
bushel. 

With no displacement, P.L. 480 will increase the u.s. and 
international price of rice by about $1.54 per hundredweight 
(cwt.). With 50 percent displacement, the price change will be 
closer to $0.77 per cwt. These price changes are based on the 
following assumptions: 

o Prices will rise by $0.175 per cwt. for every additlClnal 
million cwt. of rice shipped under P.L. 480. ($0.175 is 
the middle of a price response range of $0.15 to $0.20 
calculated by the Department of Agriculture.) 

o P.L. 480 rice 
million cwt.). 
this quantity 
1980. 

shipments are 0.4 million metric tons (8.8 
The P. L. 480 program \'1813 expcc ted to shi p 

of rice at the beginning of tioclll year 

o With no displacement, $0.175 per cut. per cillion cwt. 
times 8.8 million cwt. is equivalent to $1.54 per cwt. 
With a 50 percent displacement rate, the additional 
shipments amount to only 4.4 million cwt., and prices uill 
rise by only $0.77 per cwt. 
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FAlM PROG"-! SAVINGS 

The farm program savings were calculated based on crops 
and 120 million cut. for rice.

of 2.0 billion bunhels for wheat 
is aesumed to be 80 percent

Eligibility for deficiency payments 
rice. These figures are roughlyfor wheat and 100 percent for 

time trends and past. experience. The
consistent with previous 

be at or below the target price estab
farm price io assumed to 

or 
lished by the U.S. Department of Agriculture, and no 

eet-asides 

The farm program savings are calculated
diversions are in effect. 


price changes effected by P.L. 460 ship-aents by
by multiplying the 

asamount would otherwise go to farmers
the eligible crop. This 

deficiency payments. If prices werc to fall as far as the loan 
equivalentrate, the federal government would have to rpend an 

the loan program. With no displacement, P.L. 480 will 
amount on 

reduce farm program outlays by $320 million fo&- wheat and by $185
 

of $505
million for rice, yielding a total farm program savings 

With a 50 percent displacement rate, the total Is
 million. 

reduced to $252 million.
 

Farm program savings were calculated only for wheat 
and rice
 

quantities

because other commodities are shipped in such small 


are probably
compared to total production that price effects 


P.L. 480 feed grain shipments are about 0.2 percent
negligible. 


are about 7 percent.
of the total crop, while both wheat and rice 


EXPORT REVENUE CHANGES 

based total
changes are on
Calculations of export revenue 


exports of 1.2 billion bushels for wheat and 75 million cwt. for
 

In all cases, the present discounted value of P.L. 480 
loan


rice. 

million, represents an increase in export


repayments, or $166 


income.
 

to account for 158 million bushelsP.L. 480 was estimated 

of wheat and 8.8 million cwt. of rice. Commercial exports would
 

for wheat and 66 million cwt. for
thus be 1.04 billion bushels 

taken
 

no displacement,
 
rice. If it is assumed that P.L. 480 commodities are 


entirely from domestic supply, and that there is 


the price increases effected by P.L. 480 of $0.20 per bushel for
 

for rice will increase the value of wheat
wheat and $1.54 per cwt. 


shipments by $208 million and rice shipments by $102 million, 

which, together with thp P.L. 480 repayments, will increase the
 

export earnings of the bnited States by $476 million.
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lAllK PIlOGlCb.~ SAVINGS - . 
The farm program sav1ngs wera calculated based on cropo 

of 2.0 bllUon bU$JJ.lels for wheat and 120 million eut.. for rice. 

Eligibility for deficiency payments lB a8sumc{1 to be 80 perc.cnt 

fer \Jheat and 100 percent for rlce. These figures are roughl.y 

consistent with previous Ume trends and p2.st expertence. The 

fam priee 10 ar.:lGumed to be at or belûw th", tm:gct I)r1c~ eatab-

11shed by the U. S. Departr.:ent of AJ~riculture, anj no Gct-asidca OI 

diversions are :1.n effcct. 111e f<?ro progruu ()[!viuno are c.alculated 

by multiplying th!'~ priee chanGes effected by P.L. 480 IJhip~'.lents by 

the eligible crop. This œnount \Jould othenlice go to fermera as 

defieieney paymentEl. If priees \letc tû fall ua far as the 108n 

rate, the federal Ijoverrunent \JDuld have to e.pend an equivalcnt 

amount on the louu proGram. Hith no displace(!lcnt, P.L. 4(\0 viII 

redùee fann progrem outlays by $320 million fo .. - wheat rmd by $185 

million for riee, yielding a total farm progrœn savingo of $505 

million. With a 50 percent displacement rate, the total la 

reduced to $252 Billion. 

Farm prograffi sàvings were caleulated only for \lheat and rice 

because other eommodities are shipped in sueh small quaI'.tities 

compared to total production that priee effecto are probably 

negHgible. P.L. 480 feed grain shipments are about 0.2 percent 

of the total crep, while both wheat acd rice are about 7 percent. 

EXPORT REVENUE CHANGES 

Caleulations of export revenue changes are based on total 

exports of 1.2 billion bushcls for wheat and 75 million cwt. for 

rice. In aIl cases, the present discounted value of P.L. 480 10an 

repayments, or $166 million, represeüts an inerease in export 

income. 

P. L. 480 was estimated to aecount for 158 million bushels 

of wheat and 8.8 million ewt. of riee. Com~ercial exports would 

thua be 1.04 billion bushela for wheat and 66 million ewt. for 

rice. If it is assumed that P.L., 480 commodities are taken 

entirely from do'.nestic supply, and that there is no dis~lace:nent, 

the priee inClCeases effected by P.L. 480 of $0.20 per bushcl fot:' 

wheat and $1. 54, per cwt. for ricewill increaae the va1lle of whe.'.at 

sid.pmects by $208 million and rice shipments by $102 millicj't:, 

which, together with tM P.L. 480 repaymeots, will increase the 

eXDort earnings of the United States by $476 million. 
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lAllK PJlQG1v.\..'! SAVINGS -- . ~ 

The farm program savings vera calculated based on cropo 

of 2.0 bllUon bUSil,lels for wheat and 120 million crt. for rice. 

Eligibility for deficiency payments is s8sumetl to be 80 perc.ent 

fer "'heat and 100 percent for rice. These figures are roughly 

consistent with previous time trends and pest e.xperlence. The 

farm pl:ice io aSf.nJilled to be at or below thE target pr1c~ estab

lished by the U. S. Departl:.!ent of Ar:;ricultu:ce, and no cet-asides or: 

diversions are 1.n effect. l1w f<?oro prograo [)c.vinno are c.alculated 

by multiplying th!'~ price chanGeo effected by P.L. 460 ohip~;}ents by 

the eligible crop. This D!!Iount \Jould othertlice go to farmers as 

deficiency paymentEl. If priceD \letc to fall e.G far as the loan 

rate, the federal eoverrunent would have to E.pend an equivalent 

amount on the loan progrc.m. Hith no displaceClcnt, P.L. 4(\0 will 

redJce farm progre.m outlayo by $320 million fOL' wheat and by $185 

million for rice, yielding a total farm progrrun fJ8vin$s of $505 

million. Hith a 50 percent displacement rate, the total is 

reduced to $252 sillion. 

Farm program savings were calculated only for ~lheat and rice 

because other commodities are shipped in such small quat'.tities 

compared to total production that price effects are probably 

negHgible. P.L. 480 feed grain shipments are about 0.2 percent 

of the total crep, while both wheat acd rice are about 7 percent. 

EXPORT REVENUE GHANGES 

Calculations of export revenue changes are based on total 

exports of 1.2 billion bushels for wheat and 75 million cwt. for 

rice. In all cases, the present discounted value of P.L. 480 loan 

repayments, or $166 million, represents an increase in export 

income. 

P.L. 480 was estimated to account for 158 million bushels 

of wheat and 8.8 million cwt. of rice. Com=ercial exports would 

thus be 1.04 billion bushels for wheat and 66 million cwt. for 

rice. If it is assumed that P.L. 480 commodities are taken 

entirely from do'.nestic supply, and that there is no dis~lace:nent, 

the price increases effected by P.L. 480 of $0.20 per bushel for 

wheat and $1.54, per cwt. for rice will increase the val\lC of wht'.at 

sh1lX1leC.ts by $208 million and rice shipments by $102 milliel'l:, 

which, together with tlv2 P. L. 480 repayments, will increase the 

eXDort earnings of the United States by $476 million. 
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Assuming 50 percent displacement, the price effects are cut
 
$104 million
in half. Cem±_erea! weet exports would bring in 

more, and commercial rici exports would bring in $51 million 

more. Some commercial exports have, however, been displaced, and
 

the revenues that would have tesulted from these sales must be
 

It is assumed that the wheat is
subtracted from the price gains. 


sold for $3.40 per bushel and the rice for $9.05 per cut. (These
 

were the target prices at the beginning of fiscal year 1980.) l/
 

If half of P.L. 480 wheat sales (79 million bushels) and half of
 

rice sales (4.4 million cwt.) are displacementG of commercial
 

be lost on wheat and $36 million on rice.
sales, $261 million will 
This loss of $297 million is offset by the increase in revenue 

from the price rise effected by P.L. 480, $104 million on wheat 

of $155 million on commercialand $51 million on rice, for a loss 

shipments. When the P.L. 480 repayments are added to this figure,
 

the net gain is $23 million.
 

P.L. 480 	commodities might not be taken entirely from domes

tic 	supply. The price rise might discourage other foreign
 

In the unlikely event that all the commodities were taken
buyers. 

a total of
from exports, then net export earnings would drop by 


$96 million with no displacement, and by $273 million with 50
 

In this case, the dcmestic price elasticity
percent displacement. 

would have to be zero.
 

These prices reflect the effect of the P.L. 480 program. Were
1/ 

it not for the program, the prices would be lower: $3.20 for
 

wheat and $7.51 for rice with no displacement, and $3.30 and
 

$8.28 with 50 percent displacement. These prices were used to
 

calculate the loss in export revenues.
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Assuming 50 percent disp1ueement, the priee effeete are eut 
in balf. Cov~erc!a1 wheat exports l;.'Ou1d bring in $104 million 
more, and commercial ric~ exporte would bring in $51 million 
more. S(,)me eOm;;Jlercial exporta have, hOl;f~ver, been disp111ced, and 
the revenues that wou1d have lesulted from theaG sales mugt be 
suhtracted from the priee gains. It i6 Bssumed that the wheat ia 
sold for $3.40 per bUGhel and the riee for $9.05 per cut. (TheBe 
were the target priees at the beginning cf fiGeaI year 1980.) l/ 
If half of P.L. 480 \Jheat sales (79 million bushelG) and haH of 
rice sales (4.4 million et1t.) are dioplacemento of commercial 
sales, $261 million \Jill be lost on wheat and $36 million on riee. 
This 10B8 of $297 million is offset by the increoGe la revenue 
from the priee rise effp.cted by P.L. 4130, $104 million on \vheat 
and $51 million on rice, for a 1068 l')f $155 million on commercial 
shipments. ~fuen the P.L. 480 repayments Brf:! added to this figure, 
the net gain i8 $23 million. 

P.L. 480 corumodities vlight not be taken entirely from domes
tic supply. The priee rise might discourage other fore1gn 
buyers. In the unlikely event that ull the commodlties were taken 
from exports, then net export earninga would drop by a total of 
$96 million with no displacement, and by $273 million with 50 
percent displacement. In this case, the dcmestic priee elaaticity 
would have to be zero. 

1/ These priees refleet the effeet of the P.L. 480 program. Were 
ft not for the progrem, the priees \lould he lower: $3.20 for 
wheat and $7.51 for riee with no d1splaeement, and $3.30 and 
$8.28 with 50 percent displacement. These priees were used to 
ealeulate the loss in export revenues. 
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Assuming 50 percent displacement, the price effects are cut 
in half. Ccv.2!erc!el ~heat exports \.'Ould bring in $104 million 
more, and cGmm~rcinl ric~ exports would bring in $51 million 
more. Some co~ercial exports have, hot.f~ver, been displaced, and 
the revenuefJ that would have lcsulted from thefle sales IDUUt be 
subtracted from the price gains. It is assumed that the wheat il3 
sold for $3. 110 per buohel and the rice for .$9.05 per C\lt. (These 
were the target prices at the beginning cf fiGcal year 1980.) 1/ 
If half of P.L. 480 \Jheat sales (79 million bushels) and half of 
rice sales (4.4 million C\lt.) are dioplacemento of commercial 
saleo, $261 million \rlll be lost on wheat aCid $36 million on rice. 
This 10B8 of $297 million is offeet by the increoGc ia revenue 
from the price rise effp.cted by P.L. 400, $104 !:lillion on \vhent 
and $51 million on rice, for a loss of $155 million on commercial 
shipUients. ~fuen the P.L. 480 repaymento an~ added to thin figure, 
the net gain is $23 million. 

P.L. 480 commodities vdght not be taken entirely from domes
tic supply. The price rise might diocourage other foreign 
buyers. In the unlikely event that all the commoditieo were taken 
from exports, then net export earnings would drop by n total of 
$96 million with no displacement, and by $273 million with 50 
percent displacement. In this case, the dcmestic price elasticity 
would have to be zero. 

11 These prices reflect the effect of the P.L. 480 program. Were 
it not for the prognm, the prices .. muld be lower: $3.20 for 
wheat and $7.51 for rice with no displacement, and $3.30 and 
$8.28 with 50 percent displacement. These prices were used to 
calculate the loss in export revenues. 
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APPENDIX III-A. INTERNATIONAL ORGANIZATIONS AND PROGRAMS
 

The United States makes contribution; to various agencies 

of the United Nations and to other international organizations
 

and the Organization
such as the Organization of American States 

for Economic Cooperation and Development. These contributions are 

The bulk of the U.S. donations are
either assessed or voluntary. 


the basis of ability to pay, usually measured by
assessed on 

net national income. l/
 

Only voluntary contributions are considered under the Foreign
 

the budget (Function
Economic and Financial Assistance section of 


150), and therefore are subject to annual Congressional authoriza

tion and appropriation. The major recipient agencies are the UN
 

concentrates on 
technical assistance;
Development Program, which 

Agency, which aids refugees; and the UN
the UN Relief and Works 


Fund, which provides clothing, food, and clinics for

Children's 


these contributions
children. As shoim in Appendix 	Table III-Al, 

past three years, from $191
have risen by $68 million in 	the 


$259 million in fiscal year 1979.
million in fiscal year 1976 to 


Measured in constant dollars, however, there has been only a small
 

increase.
 

Currently, U.S. contributions comprise around 20 to 30
 

international organizations' budgets, a decline
percent of the 


from the level of the mid-1960s but a level consistent with
 

responsibilities by the
encouraging more sharing of financial 


various donor countries.
 

In fiscal year 1979, the United 	States contributed an assessed
1/ 

share of $386 million to international organizations.
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APPENDIX III-A. INTERNATIONAL ORGANIZATIONS AND PROGRAMS 

The United States makes contribu.tic"nl to varioua agencies 
of the United Nations and t0 other international organizatlonR 
such as the Organization of American States and the Organization 
for Economic Cooperation and Development. Theee contributions are 
either asscssed or voluntary. The bulk of the U.S. donations are 
assessed on the basis of ability to pay, usua11y meaoured by 
net national incarne. 1/ 

On1y vo1untary contributions are considered under the Foreign 
Economic and Financia1 f~siatance section of the budget (Function 
150), and therefore are subject to annual Congresoional authoriza
tion and appropriation. T~je major recipient agenciea ar2 the UN 
Development Pt'ogram, lilhich concentrates on technical asoiotance; 
the UN Relief and Horles Agency, \Ihich aida refugeca; and the UN 
Children' s Fund, \-lhic h prov ides cIo thing. food, and clinics for 
children. As shmm in Appendix Table III-Al, these contributions 
have risen by $68 million in the paat three yeara, from $191 
million in fiGcal year 1976 to $259 million in f16cal ycar 1979. 
Measured in constant dollars, however, there pas becn only a small 
increase. 

Currently, U. S. contributions. comprise around 20 to 30 
percent of the international organizations C budgets, a decline 
from the level of the mid-1960s but a level consistent with 
encourag1ng more sharing of finandal responsibllities by the 
var10us donor countries. 

1/ In fiscal year 1979, the United States contributed an assessed 
share of $386 million to international organizations. 
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APPENDIX III-A. INTERNATIONAL ORGANIZATIONS AND PROGRAMS 

The United States makes contribut:ic.nl to various agencies 
of the United Nations and t.> other international organizationff 
such as the Organization of American States and the Organization 
for Economic Cooperation and Development. Theee c.ontributions are 
either assessed or voluntary. The bulk of the U.S. donations are 
assessed on the basis of ability to pay, usually measured by 
net national income. 1/ 

Only voluntary contributions are considered under the Foreign 
Economic and Financial l~siDtance section of the budget (Function 
150). and thet'efore are subject to annual Congressional authoriza
tion and appropriation. T~je major recipient agencieo ar-e the UN 
Development Program, ~lhich concentrateo on technical asoiotance; 
the UN Relief and Horks Agency, vhich aids refugeeo; and the UN 
Children's Fund, which provides clothing, food, and clinics for 
children. As shmffi in Appendh Table Ill-AI, these contributions 
have risen by $68 million in the past three years, from $191 
million in fiocal year 1976 to $259 million in fiBcal year 1979. 
Measured in constant dollars, however, there pas been only a small 
increase. 

Currently, U. S. contributions comprise around 20 to 30 
percent of the international organizations r budgets, a decline 
from the level of the mid-l960s but a level consistent with 
encouraging more sharing of Hnanci.al responsibilities by the 
various donor countries. 

1/ In fiscal year 1979, the United States contributed an assessed 
share of $386 million to international organizations. 
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APPENDIX TABLE III-Al. APPROPRIATIONS FOR U.S. VOLUNTARY CONTRI-
BUTIONS TO INTERNATIONAL ORGANI4ATIONS AND
 
PROGRAMS, FISCAL YEARS 1976-1979 (Millions
 
of dollars) a/
 

1976 1977 1978 
 1979
 

United Nations and
 
Related Agencies


UN Development Programs 
 100 100 115 126
 
UN Relief and Works Agency 40 67 52 52
 
UN Childrens' Fund 
 20 20 
 25 30
 
Other 
 2 15 19 20
 

Subtotal 
 162 202 211 228
 

Organization of American States 
 24 15 18 16

Other 
 5 
 6 10 15.
 

Total
 
(Current dollars) .91 223 239 259
 

Total
 
(1972 dollars) 146 160 
 160 160
 

SOURCE: Information provided to CBO by the Agency for Interna
tional Development. 

a/ Some voluntary contributions are 
funded under other accounts.
 
These include the UN Fund 
for Regulation Activities (funded

through AID); UN Forccs i~i Cyprus (funded through ESF); 
and
 
the UN Fund for Drug Abuse Control (funded through the Depart
ment of State).
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AP{'BNDIX TABLE III-Al. APPROPRIATIONS FOR U.S. VOLUNTARYCONTRI
BUTIONS TO INTERNATIONAL ORGANI~ATIONSAND 
PROGRAMS, FISCAL' YEARS 1976~1979 (Millions 
of dollars) al 

1976 . 1977 1978 19~9 

United Nations and 
Re1ated Agencies 

UN Development programs 100 100 115 126 
UN Relief and Works Agency 40 67 52 52 
UN Chlldrens' Fund 20 20 25 30 
Other 2 15 19 20 

Subtota:" 162 202 211 228 

Organization of American States 24 15 18 16 
Other 5 6 10 15 

Total 
(Current dollars) :.91 223 239 259 

T0+:a1 
(1~72 dollars) 146 160 160 160 

SOURCE: Information provided to CBO by the Agency for Interna-
tional Deve1opment. 

al Sorne vo1untary cOùtributions are funded under other acc.6unts. 
These include the UN Fund for Regulation Acti '!ities (funded 
through AID); UN Forc€;s ilt Cyprus (funded thrc.ugh ESF) j and 
the UN iund for Drug Abuse Coutrol (funded through the 'Depart
ment of State). 
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APPENDIX III-B. LOAN AUTHORIZATIONS BY MULTILATERAL DEVELOPMENT BANKS, U.S. FISCAL- YEARS 
1962-1979 (Billions of dollars)
 

1962-71 1972 1973 1974 1975 1976 
 TQ 1977 1978 1979 Total
 

World Bank Group
 
IBRD 10.2 1.9 1.8 3.5 4.0 4.8 1.1 
 5.8 6.0 7.2 46.3
 
IFC 0.5 0.1 0.2 0.2 0.2 0.2 a/ 0.2 0.3 0.4 2.3 
IDA 3.1 0.7 1.7 1.1 1.6 1.7 0.-2 1.4 2.8 2.6 16.8 

iDB 3.6 0.5 
 0.9 1.1 1.1 1.4 0.3 1.4 1.9 2.0 14.2 

ADB 0.4 0.3 0.4 0.4 0.6 0.9 0.1 0.7 1.0 1.0 5.9 

AfDB a/ a/ a/ 0.1 0.1 0.2 a/ 0.3 0.2 0.2 1.1 

Total 17.8 3.5 4.9 6.4 7.7 
 9.2 1.7 9.8 12.3 13.4 86.6
 

SOURCE: Agency for International Development, U.S. Overseas Loans and Grants, 1945-1978,
 
p. 204, and 1945-1979, p. 208.
 

NOTE: Detail may not add to totals because of rounding.
 

a! Less than $100 million.
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APPENDIX III-C. 
TERMS AM ELIGIBILITY CRITERIA OF U.S. 

Agency for 

International 

Development 


Lowest-Income Recipients
 

Maturity (years) 
 40 


Grace period (years) 
 10 


Grace period

(percentage interest rate) 
 2 


Amortization period
(percentage interest rate) 
 3 


Middle-Income Recipients
 

Maturity (years) 
 20 


Grace period (years) 
 2 


Grace period
 
(percentage interest rate) 
 2 


Amortization period
(percentage interest rate) 
 3 


SOURCE: 


AND MULTILATERAL DONORS
 

uLt - Imerican 

World 
 World Development Bank,

Bank 
 Bank 
 Ordinary and'Inter

(IBRD) a/ (IDA) 
 Regional Capital a/
 

- 50
 

- 10
 

- 3/4 b/
 

- 3/4 b/ 
 -

15-20 
 - 15-30
 

3-5  /
 

7.9  7.9
 

7.9 
 - 7.9
 

Information provided to 
CBO by the Agency for International Development

(July 1980).
 

NOTE: 
 All terms were those in effect in mid-1979.
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APPENDIX III-C. TERKS AND ELIGIBILITY CRt'rnRIA OF U.S. AND MULTILATERAL DONORS 

.LU Lt:,,-rouerl.can 
Agency for World Wodd Dcvelopme~t Bank, International Bàilk Bank Ordinary and·ln~er-Development (lBRD) !! (IDA) Regional Capital ~ 

Lowest-lncome Recipients 

Maturity(y~ars) 40 50 

Grace period (years) 10 10 

Grace period 
(percentage interest rate) 2 3/4 El 
Amortization period 
(percentage interest rate) 3 3/4 El 

Middle-Income Recipients 

Maturity (years) 20 15-20 15-30 
Grace period (years) 2 3-5 El 
Grace period 
(percentage interest rate) 2 7.9 7.9 
Amortization period 
(percentage intereet rate) 3 7.9 7.9 

SOURCE: Information provided to CBO by the Agency for International Development (July 1980). 

NOTE: AlI terme were those in effect in mid-1979. 
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Inter-American 	 Internationnl rund
 
Development Bank, Asian Asian African African for Aricultural 
Fund for Special Development Development Development Development Develop-mcnt
 

Operations Bank Fund Bank Fund (IFAD)
 

40 - 40 - 50 50 

10 - 10 - 10 10 

1 - 1 b/ - 3/4 b/ 1 b/ 

2 -I b/ - 3/4 b/ 1 b) 

25-30 10-30 - 12-25 - 15-20 

5-7 2-7 - 2-6 - 3-5
 

2-4 7.7 - 8 - 4-8 

2-4 7.7 - 8 - 4-8 

a/ 	 The interest rate is 1/2 percent above the bank's cost of borrowing. Rates change 
every quarter. These rates were in effect April to June 1979.
 

b/ 	 These loans are not subject to interest payments. The charge is for the cost of 
the 	services associated with processing the loans.
 

c./ 	The grace period is tied to the time required to finish the proJeet plus an
 
additional six months.
 

115
 

Inter-American 
Dcvelopm~nt Bank. 
Fund for Special 

Operations 

40 

10 

1 

2 

ol5-30 

5-7 

2-4 

2-4 

Anian 
Development 

ilank 

10-30 

2-7 

7.7 

7.7 

Adan 
Development 

Fund 

40 

10 

l'El 

l'E! 

African 
Development 

Bank 

12-25 

2-6 

8 

8 

African 
Dcveloptlent 

Fund 

50 

10 

3/4 'El 

3/4 ~ 

Iutexuationnl Fund 
for Agricultural 

DuveloF·:lcnt 
(IFAD) 

50 

10 

l~ 

1!J 

15-20 

3-5 

4-8 

4-8 

~/ The interest rate is 1/2 percent above the bank's cost of borrowing. Rates change 
every quarter. These rates were in effect April to June 1979. 

'El These loans are not subject to interest payments. The charge is for the cost of 
the services associated with processing the loans. 

~/ The grace period is tied to the time required to finish the project plus an 
additional six months. 
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7.7 
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Development 
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every quarter. These rates were in effect April to June 1979. 

bl These loans are not subject to interest payments. The charge is for the cost of 
the services associated with processing the loans. 

~I The grace period is tied to the time required to finish the project plus an 
additional six months. 
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APPENDIX III-D. DISTRIBUTION OF FUNDS FROM MULTILATERAL DEVELOP2eNT DAILCS
 

Country 1962 1963 1964 1965 1966 1967 1968 1969 1070
 

India 
Brazil 
Mexico 
Indonesia 
South Korea 

195 
26 

183 

-

203 
19 
48 

14 
-

95 
22 
72 

. 

207 
157 
48 

-

199 
147 
225 

-

226 
237 
43 

-

-

25 
138 
213 

-
17 

209 
183 
109 
51 
93 

271 
374 
280 
93 
72 

Philippines 
Colombia 
Argentina 
Yugoslavia 
Turkey 
Thailand 
Bangladesh 

39 
95 

122 
-
-
-
-

23 
85 
33 
65 
27 
37 

-

-
60 
5 

35 
-
1 
-

26 
23 
51 
70 
39 
23 

-

5 
66 
24 
-
1 

31 
-

49 
51 
77 
10 
25 
11 

-
83 

118 
60 
-

54 
-

18 
189 
188 
46 
88 
42 

-

6E 
18] 
167 
99 
15 
57 

-
Egypt 
Malaysia 
Morocco 
Pakistan 
Nigeria 
Peru 
Kenya 
Iran 

-
-

22 
-

15 
3 
-

-
-

17 
54 
14 
16 
-

59 
-

133 
32 
26 
3 

17 

-

-
15 
98 

117 
29 
10 
37 

-
30 
38 
77 
32 
79 
-

10 

-
53 
-

68 
1 

36 
18 
25 

-
14 
4 

45 
-

39 
15 
36 

-
36 
11 

174 
20 
-
4 

68 

26 
30 
75 
61 
36 
9 

46 
.47 

Subtotal 700 655 560 950 964 930 861 1,529 2,007 
Other Countries 437 226 577 593 521 606 496 813 994 

Total 
(Current
dollars) 1,137 881 1,137 1,543 1,485 1,536 1,357 2,342 .3,001 

Total 
(1972
dollars) 1,627 1,239 1,577 2,099 1$969 1,972 1,682 2,772 3,364 

SOURCE: Agency for International Development, U.S.Overseas Loans and Grants,

1945-1971, and 1945-1979.
 

~PENDIX III-D. DISTRIBUTION OF FUND3 FROM MULTILATERAL DEVELOPHENT !lAMCS 

Country 1962 1963 196/1 1965 1966 1967 1968 1969 1~70 

India 195 203 95 207 199 226 25 209 271 
Brad1 26 19 22 157 147 237 138 183 374 
Mexico 183 48 72 48 225 43 213 109 280 
Indonesia 51 93 
South Korea 14 17 93 72 
Philippines 39 23 26 5 49 18 6S 
Co1ombia 95 85 60 23 66 51 83 189 181 
Argentina 122 33 5 51 24 77 118 188 167 
Yugoslavia 65 35 70 10 60 46 99 
Turkey 27 39 1 25 88 15 
Thalland 37 1 23 31 11 54 42 57 
Bangladesh :... 

Egypt 26 
Malaysia 59 30 53 14 36 30 
Morocco 17 15 38 4 11 75 
Pakistan 22 54 133 98 77 68 45 174 61 
Nigeria 14 32 117 32 1 20 36 
Peru 15 16 26 29 79 36 39 9 
Kenya 3 3 10 18 15 4, 46 
Iran 17 37 10 25 36 68 47 

Subtota1 700 655 560 950 964 930 861 1,529 2,007 

Other Countries 437 226 577 593 521 606 496 813 994 

Total 
(Current 
dollars) 1,137 881 1,137 1,543 1,485 1,536 1,357 2,3423,001 

Total 
(1972 
dollars) 1,627 1,239 1,577 2,099 1$969 1,972 1,682 2,772 3,364 

SOURCE: Agency for International Deve1oplIIent, U.S.'Overseas Loans and Grants, 
1945-1971, and 1945-1979. 
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Yugoslavia 65 35 70 10 60 46 99 
Turkey 27 39 1 25 88 15 
Thailand 37 1 23 31 11 54 42 57 
Bangladesh :... 

Egypt 26 
Malaysia 59 30 53 14 36 30 
Morocco 17 15 38 4 11 75 
Pakistan 22 54 133 98 77 68 45 174 61 
Nigeria 14 32 117 32 1 20 36 
Peru 15 16 26 29 79 36 39 9 
Kenya 3 3 10 18 15 4, 46 
Iran 17 37 10 25 36 68 47 

Subtotal 700 655 560 950 964 930 861 1,529 2,007 

Other Countries 437 226 577 593 521 606 496 813 994 

Total 
(Current 
dollars) 1,137 881 1,137 1,543 1,485 1,536 1,357 2,342 3,001 

Total 
(1972 
dollars) 1,627 1,239 1,577 2,099 1.969 1,972 1,682 2,772 3,364 

SOURCE: Agency for International Development, u.s. 'Overseas Loans and Grants, 
1945-1971, and 1945-1979. 



TO MAJOR RECIPIEW£S, U.S. FISCAL YEARS 1962-1979 (Millions of dollars)
 

1971 1972 1973 1974 1975 1976 TQ 1977 1978 1979 Total 

243 314 722 442 849 901 80 891 1,602 1,207 8,881 
291 675 362 695 478 831 175 706 888 960 7,364 
175 336 332 466 558 542 95 263 636 932 5,556 
131 104 218 148 441 678 31 541 695 1,071 4,202 
145 99 289 153 410 513 61 446 540 666 3,518 
61 78 104 228 309 402 34 475 665 436 3,020 

118 62 236 122 82 184 64 371 397 518 2,987 
207 134 106 13 216 107 91 493 323 383 2,858 
99 118 109 148 262 292 - 336 452 275 2,476 

122 1.58 201 242 220 254 26 145 205 500 2,268 
27 60 129 208 67 269 81 208 344 307 2,016 
- - 223 91 319 209 - 196 203 425 1,666 
- 30 51 44 231 175 52 373 165 340 1,487 

67 60 93 204 143 128 48 156 171 173 1,465 
45 24 109 140 66 77 77 180 89 422 1,389 
47 8 20 - 31 55 18 70 58 235 1,274 
99 120 3 109 107 70 17 62 90 182 1,111 

100 13 11 95 75 147 46 154 6 186 1,082 
44 56 9 84 104 130 45 123 113 265 1,072 
169 110 97 367 52 - - - - - 1.035 

2,190 2,559 3,424 3,999 5,020 5,964 1,041 6,189 7,642 9,543 56,727 

1,212 927 1,476 2,384 2,640 3,248 612 3,652 4,631 3,827 29,872 

3,402 3,486 4,900 6,383 7,660 9,212 1,653 9,841 12,273 13,370 86,599 

,631 3,557 4,790 5,787 6,268 7,054 1,230 7,049 8,231 8,253 74,151 
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APPENDIX V-A. METHODOLOGY USED IN CALCULATING "TRADE CREATION" 
AND 	"TRADE DIVERSION"
 

The 	 equations used to calculate changes in eligible develop
ing country (EDC) exports resulting from trade concessions follow
 
the methodology used by Baldwin and Murray. I/ The equation fcr
 
increases in LDC exports resulting from additions to U.S. demand,
 
referred to as trade creation (TC) in the economics literature,
 
is:
 

TC - Miei[ Ati + (1 + ti)] 

Where
 

Mi 	 = initial level of imports from the EDC by 
the 	developed nation granting preferences;
 

ei 	 = import demand elasticity;
 

at 	 = change in tariff rate;
 

ti 	 = the initial tariff level; and
 

i 	 = the ISAC trade categories. 2/
 

The diversion of trade from nonbeneficiary sources is
 
calculated by weighting trade creation by the ratio of imports
 
from nonbeneficiary sources (Mn) to domestic production (Vi):
 

1/ 	R.E. Baldwin and T. Murray, "MFN Tariff Reductions and Devel
oping Country Trade Benefits Under the GSP," Economic Journal
 
(March 1977), pp. 30-46.
 

2/ 	Data on tariff rates and trade volumes were obtained from
 
the Office of the U.S. Trade Representative, and the import
 
demand elasticities from William R. Cline and others, Trade
 
Negotiations in the Tokyo Round: A quantitative Assessment
 
(The Brookings Institution, 1978).
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AND ·'TRA;)E DIVERSION" 

The equations used to calculate changea in eliÛib1<.> develop
ing country (EDC) e1cporta resulting from trade ccnccasions follow 
the methodology usee! by Baldwin and l1urray. y The equation fer 
increasee in LDC exports resulting from additions to U.S. demand,
referred to as trade creation (TC) in the economics literature, 
is: 

TC 

Where 

Mi ... initial level of imports from the EDC by 
the developed nation granting preferences; 

e
i 

... import demand elasticity; 

At
i 

... change in tariff rate; 

t
i 

.. the initial tariff level; and 

i .. the ISAC trade categories. 2/ 

The diversion of trade from nonbeneficiary sources is 
calculated by weighting trade creation by the ratio of imports 
from nonbeneficiary sources (M ) to domestic produc tion (Vi): 

ni 

1/ R.E. Baldwin and T. Murray, "MFN Tariff Reductions and Devel
oping Country Trade Benefits Under the GSP," Eccmomic Journal 
(March 1977), pp. 30-46. 

2/ Data on tariff rates and trade volumes were obtained from 
the Office of the U.S. Trade Representative, and the import 
demand elasticitieq from William R. Cline aud others, Trade 
Negotiations in the Tokyo Round: A Quantitative Assessment 
(The Brookings Institution, 1978). 

119 

APPENDIX V-A. METH(.IDOLOGY USED IN CALCULl..TING "TRADE CREATION" 
AND ·'IRAi>! DIVERSION" 

The equations nced to calculate changeo in elieibl<.> develop
ing country (EDC) e~cport8 resulting from trade ccnccasionG follow 
the methodology used by Baldwin and Hurray. Y The equation fer 
increases in LDC exports resulting from additions to U.S. demand,
referred to as trade creation (TC) in the economics literature, 
is: 

TC 

Where 

Mi - initial level of imports from the EDC by 
the developed nation granting preferences; 

e
i - import demand elasticity; 

Ati - change in tariff rate; 

ti .. the initial tariff level; and 

i .. the ISAC trade categories. 2/ 

The diversion of trade from nonbeneficiary sources is 
calculated by weighting trade creation by the ratio of imports 
from nonbeneficiary sources (M ) to domestic production (Vi): 

n
i 

1/ R.E. Baldwin and T. Murray, "MFN Tariff Reductions and Devel
oping Country Trade Benefits Under the GSP," Eccmomic Journal 
(March 1977), pp. 30-46. 

2/ Data on tariff rates and trade volumes were obtained from 
the Office of the U.S. Trade Representative, and the import 
demand elasticitieq from William R. Cline aud others, Trade 
Negotiations in the Tokyo Round: A Quantitative Assessment 
(The Brookings Institution, 1978). 

119 



TD w TC (M ju 
jIn i 

This equation is based on the aosumptiou that the substitutability
of imports between goods originating fror-mostly developed ineligible countriescountriea--and EDCOs is the same astutability between U.S.-made goods and imports from EDCs.
 
the substi
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AJMlUIX V-B. SECTORLL DISTRIBUTION OF INCIRASED ELIGIBLE DEVELOPING COUNTRY 
EXPORTS OF MANUFACTURES RESULTING FROM GSP In 1976 AND 1971 (Millions 

of dollars)
 

1977
1976 


Diversion
 

Additional From Additional From
 
Diversion 


U.S. Ineligible U.S. Ineligible
 

Demand Countries Total Demand Countries Total
 

18.1
13.2 0.3 13.5 17.7 0.4 


Lumber 5.1 0.3 5.4 6.4 0.4 6.8
 
Textiles 


- 0.2 0.3 - 0.3
?aper 0.2 

Industrial Chemicals 1.7 0.2 1.9 2.1 0.2 2.3
 

0.1 2.2
Drugs and Soaps 1.6 0.1 1.7 2 1 


Paints, Miscellaneous
 
Chemicals 
 0.3 - 0.3 0.3 - o.3 

Rubber, rlastic 27.1 1.0 28.1 39.8 1.3 41.1 

3.7 29.7 23.3 3.5 26.8
Leather 26.0 

Stone, Clay, Ceramics 4.2 0.2 4.4 7.2 0.4 7.6
 

Ferrous Metals 3.3 
 0.3 3.6 6.4 0.7 7.3
 
5.7 0.4 6.1
Nonferrous Metals 12.4 0.9 13.3 

11.0 0.4 11.4
Cutlery, Hand Tools 7.1 0.2 7.4 


Other Fabricated
 
0.6 19.4 30.2 '" 1.6" 31.2
Metals 18.8 


Construction, Mining
 
Equipment 0.1 
 - 0.1 0.1 -. 0.1 

Office Equipment 2.0 0.1 2.1 2.1 0.1 2.2 

Non-Electric Equipment 6.7 0.4 4.1 9.3 0.5 9.8 

Heavy Electrical
 
7.6 0.2 7.8 13.1 0.4 13.5
Machinery 


4.4 17.5
Consumer Electronics 13.5 4.9 18.4 13.1 

14.9 15.9
Scientific Instruments 8.7 0.6 9.3 1.0 


3.8 4.9 0.6 '5.5
Photographic Equipment 3.5 0.3 


Non-Consumer
 
- 4cm.2Electronics 0.5 - 0.5 1.2 

Transportation 
5.3 0.3 5.6 13.7 0.8 14.5
Equipment 


3.4
Aerospace 3.3 0.1 3.4 3.3 0.1 


Automotive 
 3.3 0.5 3.8 6.6 0.9 7.5
 

Miscellaneous
 
276.0 20.8 296.8
Manufactures a/ 184.0 14.0 198.0 


29.3 388.8 510.8 38.4 549.2
Total 359.5 


the U.S. TradeSOURCE: CBO estimates based on data provided by the Office of 

Representative.
 

a/ This category includes sporting goods; toys and games; jewelry; u'asical instru

furniture; printing and publishing; writing instruments; small arms and
ments; 

ammunition; and manufactures not elsewhere classified.
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Ul'UllIX V-B. S!CTOIAL PIST1IBUTION or IRCIXA8!D ELIGIBLE DIVELOrlnG COUfi7RY 
!IPOUS or HANUJAC'l'URES lEStlLTING Pll.CH CSP IH 1976 Atm 1971 (Millions 
of doUara) 

1~76 1977 

Diversion Dive:ce1on 
Additional FroU! Additional From 

U.S. Ineligible U.S. Ineligible 
Demand Countriea Total Del1lund Countriea Total 

Textiles 13.2 0.3 13.5 17.7 0.4 18.1 
LUllber 5.1 0.3 5.4 6.4 0.4 6.8 
?aper 0.2 0.2 0.3 0.3 
Industria1 Chemicals 1.7 0.2 1.9 2.1 0.2 2.3 
Drugs and Soapa 1.6 0.1 1.7 2.1 0.1 2.2 
Paints, Miscellaneous 

Chemica1s 0.3 0.3 0.3 0.3 
Rubber, rlsstie 27.1 1.0 2B.1 39.8 1.3 41.1 
Leather 26.0 3.7 29.7 23.3 3.5 26.8 
Stone, Clay, CersmiCB 4.2 0.2 4.4 7.2 0.4 7.6 
Ferrous Metals 3.3 0.3 3.6 6.4 0.7 7.3 
Nonferrous Heta1e 12.4 0.9 13.3 5.7 0.4 6,1 
Cut1ery, Hand Too1s 7.1 0.2 7.4 11.0 0.4 11.4 
Other Fabricated • 

Meta1s 18.8 0.6 19.4 30.2 ' . 1.cf· 31.2 
Construction, Mining 

Equipment 0.1 0.1 0.1 0.1 
Office Equ"lpment 2.0 0.1 2.1 2.1 0.1 2.2 
Non-E1ectric Equipment 6.7 0.4 '.1 9.3 0.5 9.8 
Heavy Electrical 

Mschinery 7.6 0.2 7.8 13.1 0.4 13.5 
Consumer Electronics 13.5 4.9 18.4 13.1 4.4 17 .5 
Scientific Instruments 8.7 0.6 9.3 14.9 1.0 15.9 
Photographie Equipment, 3.5 0.3 3.8 4.9 0.6 "S.5 
Non-Consumer 

E1ectronics 0.5 0.5 1.2 ~.2 
Transportation 

Equipment 5.3 0.3 5.6 13.7 0.8 14.5 
Aerospace 3.3 0.1 3.4 3.3 0.1 3.4 
Automotlve 3.3 0.5 3.8 6.6 0.9 7.5 
Misce11aneolls 

Manufactures !!,/ 184.0 14.0 198.0 276.0 20.8 296.8 

Total 359.5 29.3 3BB.8 510.8 38.4 549.2 

SOURCE: CBO estimstes based on data provided by the Office of the U.S. Trade 
Representative. 

!!,/ This category inc1udes sporting goods; toys and games; jeve1ry; lII'J8ical instru" 
ments; furniture; printing and publ1fi1hing; lil'iting instruments; small ara. and 
ammunition; and manufactures not e1sevhere c1assified. 
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Ul'UllIX V-I. SICTOIAL PIST1IIUTION or IRClEA81D ELIGIBLE DIVELOPInG COUfi71Y 
!IPOlTS ar MANUfACTURES RESULTING riCH CSP IN 1976 A"D 1977 (Kill tone 
of dollara) 

1~76 1977 

Diversion Diversion 
Additionsl FroU) Additional From 

U.S. Ineligible U.S. Ineligible 
Demand Countriell Total Demand Couneries Total 

Textiles 13.2 0.3 13.5 17.7 0.4 18.1 
LUlllber 5.1 0.3 5.4 6.4 0.4 6.8 
?aper 0.2 0.2 0.3 0.3 
Industrial Chemicals 1.7 0.2 1.9 2.1 0.2 2.3 
Drugs and Soaps 1.6 0.1 1.7 2.1 0.1 2.2 
Paints, Miscellaneous 

Chemicals 0.3 0.3 0.3 0.3 
Rubber, rlastir. 27.1 1.0 2B.l 39.B 1.3 41.1 
Leather 26.0 3.7 29.7 23.3 3.5 26.8 
Stone, Clay, Ceramics 4.2 0.2 4.4 7.2 0.4 7.6 
Ferrous Metals 3.3 0.3 3.6 6.4 0.7 7.3 
Nonferrous Hetals 12.4 0.9 13.3 5.7 0.4 6.1 
Cutlery, Hand Tools 7.1 0.2 7.4 11.0 0.4 11.4 
Other Fabricated • 

Metals 18.8 0.6 19.4 30.2 ' . 1.(f· 31.2 
Construction, Mining 

Equipment 0.1 0.1 0.1 0.1 
Office Equipment 2.0 0.1 2.1 2.1 0.1 2.2 
Non-Electric Equipment 6.7 0.4 ,.1 9.3 0.5 9.8 
Heavy Electrical 

Machinery 7.6 0.2 7.8 13.1 0.4 13.5 
Consumer Electronics 13.5 4.9 lB.4 13.1 4.4 17 .5 
Scientific Instruments 8.7 0.6 9.3 14.9 1.0 15.9 
Photographic Equipment, 3.5 0.3 3.8 4.9 0.6 "S.5 
Non-Consumer 

Electronics 0.5 0.5 1.2 ~.2 
Transportation 

Equipment 5.3 0.3 5.6 13.7 0.8 14.5 
Aerospace 3.3 0.1 3.4 3.3 0.1 3.4 
Automotive 3.3 0.5 3.B 6.6 0.9 7.5 
Miscellaneous 

Manufactures ~/ 184.0 14.0 198.0 276.0 20.8 296.8 

Total 359.5 29.3 3BB.B 510.8 38.4 549.2 

SOURCE: CBO estimates based on data provided by the Office of the U.S. Trade 
Representative. 

,!/ This category includes sporting goods; toys and games; jewelry; III'Jaical instru" 
ments; furniture; printing and publifilhing; wdUng instruments; small araB and 
ammunition; Bnd manufactures not elsewhere classified. 
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APPENDIX V-C. 	 SFCTORAL DISTRIBUTION OF INCREASED EXPORTS OF ELIGIBLE 
DVSLOPING COUNTRIES, OTHER THJAN TOP FIVE n.f1!4ICL4RIES, IF 
ALL ELIGIBLE GOODS HAD ENTERED DUTY FREE IN 1977 (Millions 
of dollars)
 

Additional 
Increased Increase Die
 
Trade to Removal of Percent of
 

Due to GSP Limitations a/ Increase
 

Textiles 	 6.4 4.5 68
 
Lumber 	 3.0 1.2 40
 
Paper 	 ....
 
Industrial Chemicals 	 1.4 0.2 14
 
Drugs and Soaps 	 1.0 0.6 60
 
Faints, Miscellaneous
 
Chemicals 	 0.2 0.2 100
 

Rubber, Plastic 	 7.3 0.4 5
 
Leather 	 17.0 2.4 14
 
Stone, Clay, Ceramics 1.3 0.6 	 46
 
Ferrous Metals 	 2.4 0.1 4
 
Nonferrous Metals 	 5.0 9.1 182
 
Cutlery, 	Hand Tools 2.3 0.1 4
 
Other Fabricated Metals 4.1 0.5 	 12
 
Construction, Mining
 

Equipment 	 -- --

Office Equipment 0.8 2.6 325
 
Non-Electric Equipment 2.3 0.5 22
 
Heavy Electrical
 
Machinery 2.6 2.5 96
 

Consumer Electronics 2.1 4.7 223
 
Scientific Instruments 3.8 0.5 13
 
Photographic Equipment 1.1 0.5 	 45
 
Non-Consumer Electronics 0.1 0.1 100
 
Transportation Equipment 2.4 1.8 75
 
Aerospace 3.4 0.3 9
 
Automotive 1.6 0.4 25
 
Miscellaneous
 

Manufactures 54.7 32.4 59
 

Total 	 126.4 66.2 52
 

SOURCE: 	 CBO estimates based on data provided by the Office of the U.S.
 
Trade Representative.
 

a/ 	These restrictions include Competitive Need Criteria (50 percent market
 
shares and ceiling on value of trade in specific products) and value
added limitations, transshipment, etc.
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APPIIDIX V-C. S~CTOUL DISTRIBUTION OF INCREASED EXPORTS OF ELIGIBLE 
oeWLOPIHG COL'HTIHES, OTHER THf ..... "l TOP PIVE ~F.N!:f'ICL-\RIES, IF 
ALL ELIGIBLE GOODS HAn ENTERED DUTY FREE IN 1977 (Millions 
of dollars) 

Additional 
lncreased Increasc Ihle 

Trade to Removal of Percent of 
Due to GSP Limita tions !}} lncrease 

Textiles 6.4 4.5 68 
Lumber 3.0 1.2 40 
Paper 
Indus trial Chemicals 1.4 0.2 14 
Drugs and Soaps 1.0 0.6 60 
Faints, Miacellaneous 

Chemicala 0.2 0.2 100 
Rubber, Plastic 7.3 0.4 5 
Leather 17 .0 2.4 14 
Stone, Clay, Ceramics 1.3 0.6 46 
F~rrous Metals 2.4 0.1 4 
Nonferrous Netals 5.0 9.1 182 
Cutlery, Hand Tools 2.3 0.1 4 
Other Fabricated Meta1s 4.1 0.5 12 
Construction, Mining 

Equipment 
Office Equipment 0.8 2.6 325 
Non-Electric Equipment 2.3 0.5 22 
Heavy Electrical 

Machinery 2.6 2.5 96 
Consumer Electronics 2.1 4.7 223 
Scientific Instruments 3.8 0.5 13 
Photographic Equipment 1.1 0.5 45 
Non-Consumer Electronics 0.1 0.1 100 
Transportation Equipment 2.4 1.8 75 
Aerospace 3.4 0.3 9 
Automotive 1.6 0.4 25 
Miscel1aneoufl 

Manufactures 54.7 32.4 59 

Total 126.4 66.2 52 

SOURCE: CBO estimates based on data provided by '::he Office of the U.S. 
Trade Representative. 

!}} These restrictions include Competitive Need Criteria (50 percent market 
shares and ceiling on value of trade in specific products) and value
added limitations, transshipment, etc. 
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APPIInIX v-c. S~CTOIAL DISTRIBUTION OF INCREASED EXPORTS OF ELIGIBLE 
Of~LOPIHG COL~RIES, OTHER TaA~ TOP PIVE ~F.~PICLAJtIES, IF 
ALL ELIGI8LE GOODS HAD ENTERED DUTY FREE IN 1977 (Millions 
o{ dollars) 

Additional 
Increased Increase Ihle 

Trade to Removal of Percent of 
Due to GSP Limi ta tions !}} Increase 

Textiles 6.4 4.5 68 
Lumber 3.0 1.2 40 
Paper 
Industrial Chemicals 1.4 0.2 14 
Drugs and Soaps 1.0 0.6 60 
Faints, MiBcellaneous 

Chemicals 0.2 0.2 100 
Rubber, Plastic 7.3 0.4 5 
Leather 17 .0 2.4 14 
Stone, Clay, Ceramics 1.3 0.6 46 
F-errous Metals 2.4 0.1 4 
Nonferrous Metals 5.0 9.1 182 
Cutlery, Hand Tools 2.3 0.1 4 
Other Fabricated Metals 4.1 0.5 12 
Construction, Mining 

Equipment 
Office Equipment 0.8 2.6 325 
Non-Electric Equipment 2.3 0.5 22 
Heavy Electrical 

Machinery 2.6 2.5 96 
Consumer Electronics 2.1 4.7 223 
Scientific Instruments 3.8 0.5 13 
Photographic Equipment 1.1 0.5 45 
Non-Consumer Electronics 0.1 0.1 100 
Transportation Equipment 2.4 1.8 75 
Aerospace 3.4 0.3 9 
Automotive 1.6 0.4 25 
Miscellaneoufl 

Manufactures 54.7 32.4 59 

Total 126.4 66.2 52 

SOURCE: CBO estimates based on data provided by '::he Office of the U.S. 
Trade Representative. 

!}} These restrictions include Competitive Need Criteria (50 percent market 
shares and ceiling on value of trade in specific products) and value
added limitations, transshipment, etc. 
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MANUFACTURES ON A 1977 
APPENDIX V-D. 	 SECTORAL DISTRIBUTION OF NET CHAN( IN GSP-ELIGIBLE COUNTRIES' EXPORTS OF 

TRADE BASE RESULTING FROM TOKYO ROUND TARIFF REDUCTIONS (Millions of 1977 dollars' a/ 

Additional U.S. Net Caanges in 

Diversion Demand for Exports GSP-Eli ible 

from GSP from GSP-Eligible Countries' Trade 

Exports Due to Countries Due to eusulting fria 

Tariff Reductions Tariff Reductions Tariff Reductions 

8.4 	 8.30.1Lumber 0.2
0.2-Paper 0.8
0.9
0.1
Industrial Chemicals 
 0.20.40.2Drugs and Soaps 0.3 
Paints, Miscellaneous Chemicals -	 0.3 

36.438.0
1.6
Rubber, Plastic 
 6.91.1 	 8.0.Leather 
2.8 	 2.5 

Stone, Clay, Ceramics 0.3 	
7.28.7
1.5
Ferrous Metals 
 7.3
8.4
1.1
Nonferrous Metals 
 1.0
 

Cutlery, Hand Tools 	 0.3 1.3 

3.3
3.7
0.4
Other Fabricated Metals 
 0.2
-Construction, Miming Equipment 	 0.2 

2.22.40.2Office Equipment 1.50.3 	 1.8Non-Electric Equipment 

8.0 	 7.6 
Heavy Electrical Machinery 0.4 	

14.724.4
9.7
Consumer Electronics 
 13.8
15.9
2.1
Scientific Instruments 
 1.4
 
Photographic Equipment 0.4 	 1.8 


17.6
17.9
0.3
Non-Consumer Electronics 
 2.9
0.4Transportation Equipment 	 3.3 
7.07.2
0.2
Aerospace 
 2.4
2.7
0.3
Automotive 


181.9
199.9
18.0
Miscellaneous Manufactures 


327.6
366.6
39.0
Total 


CBO estimates based on data provided by the Office of the U.S. Trade 
Representative.


SOURCE: 


a/ Excluding textiles.
 

APPENDIX V-D. SECTORAL DISTRIBUTION OF NET CHANGE IN GSP-ELlGIBLE COUNTRIES 1 EXPORTS OF MANUFACTURES ON A l'ill1 
TRACE BASE RESULTING FROM TOKYO ROUND TARIFF REDUCTIONS (Millions of 1977 dollars) ~I 

Lumber 
Paper 
Industrial Cbemicals 
Drugs and Soaps 
Paints, Miscellaneous Cbemicals 
Rubber, Plastic 
Leather 
Stone, Clay, Ceramics 
Ferrous Hetals 
Nonferrous Hetals 
Cutlery, Rand Tools 
Other Fabricated Hetals 
Construction, Mining Equipaent 
Office Equi~ent 
Non-Electrir. Equipment 
Heavy Electrical Kachinery 
ConsUQer Electronics 
Scientific Instruments 
Photographic Equl~ent 
Non-ConsUQer Electron1cs 
Transportation Equipment 
Mro6pace 
Autocotive 
!'.1scellaneous Manufactures 

Tot.al 

Diversion 
from GSP 

Exporta Due to 
Tariff Reductions 

0.1 

0.1 
0.2 

1.6 
1.1 
0.3 
1.5 
1.1 
0.3 
0.4 

0.2 
0.3 
0.4 
9.7 
2.1 
0.4 
0.3 
0.4 
0.2 
0.3 

18.0 

39.0 

Additional U.S. 
Demand for Exports 
from GSP-Eligible 
Countries Due to 

Tariff Reductions 

8.4 
0.2 
0.9 
0.4 
0.3 
~8.0 

8.0 
2.8 
8.7 
8.4 
1.3 
3.7 
0.2 
2.4 
1.8 
8.0 

24.4 
15.9 
1.8 

17.9 
3.3 
7.2 
2.7 

199.9 

366.6 

SOtm.CE: cao estimates based on data provided by the Office of the U.S. Trade Representative. 

~I Excluding textile •• 

Net Caanges in 
GSP-Eligible 

Countrie!<' Trade 
RP.auiting fr~ 

Tariff Reduct~ons 

8.3 
o.: 
0.8 
0.2 
0.3 

36.4 
6.9 
2.5 
7.2 
7.3. 
1.0 
3.3 
0.2 
2.2 
1.5 
7.6 

14.7 
13.8 
1.4 

17.6 
2.9 
7.0 
2.4 

181.9 

3~7.(> 

APPENDIX V-D. SECTORAL DISTRIBUTION OF NET CHANGE IN -:;SP-ELlGIBLE COUNTRIES I EXPORTS OF MANUFACTURES ON A l'il17 
TRADE BASE RESULTING FROM TOKYO ROUND TARIFF REDUCTIONS (Millions of 1977 dollars) ~I 

Lumber 
Paper 
Industrial Chemicals 
Drugs and Soaps 
Paints, Miscellaneous Chemicals 
Rubber, Plastic 
Leather 
Stone, Clay, Ceramics 
Ferrous Metals 
Nonferrous Metals 
Cutlery, Hand Tools 
Other Fabricated Metals 
Construction, Mining Equipment 
Office Equi~ent 
Non-Electrir. Equipment 
Heavy Electrical Machinery 
Consucer Electronics 
Scientific Instruments 
Photographic Equl~ent 
Non-Consucer Electronics 
TrannpGrtation Equipment 
Aer06pllce 
Autocotive 
~.i6Cellaneous Manufacturea 

Tot.al 

Diversion 
from GSP 

Exports Due to 
Tariff Reductions 

0.1 

0.1 
0.2 

1.6 
1.1 
0.3 
1.5 
1.1 
0.3 
0.4 

0.2 
0.3 
0.4 
9.7 
2.1 
0.4 
0.3 
0.4 
0.2 
0.3 

18.0 

39.0 

Additional U.S. 
Demand for Exports 
from GSP-Elig!ble 
Countries Due to 

Tariff Reductions 

8.4 
0.2 
0.9 
0.4 
0.3 
~8.0 

8.0 
2.8 
8.7 
8.4 
1.3 
3.7 
0.2 
2.4 
1.8 
8.0 

24.4 
15.9 
1.8 

17.9 
3.3 
7.2 
2.7 

199.9 

366.6 

SOURCE: CBO estimates based on data provided by the Office of the U.S. Trade Representative. 

~I E:clud ina tex tile •• 

Net Caangea in 
GSP-Eligible 

Countrie!i' Trada 
RP.mu ting fr.~ 

Tariff Reduct~ons 

8.3 
0.: 
0.8 
0.2 
0.3 

36.4 
6.9 
2.S 
7.2 
7.3. 
1.0 
3.3 
0.2 
2.2 
1.S 
7.6 

14.7 
13.8 
1.4 

17.6 
2.9 
7.0 
2.4 

181.9 

3~7.(> 



APPENDIX V-E. ESTIMATED MAXIMUM LOSS IN NONRUBBER FOOTWEAR 
EXPORTa TO n'L UNIM~tE STPA PWO VDALZ 177 AU A%= CA r-= 

KOREA DUE TO QUANTITATIVE RESTRICTIONS IN 1979 

Taiwan South Korea
 

'979 Percentage Share
 
of U.S. Market 	 30.9 6.0
 

1979 Volume of Exports
 
(millions of pairs) 	 124.9 24.4
 

1979 Value of Shipments
 
(millions of 1979 dollars) 	 463.1 166.6
 

Average Percentage Share
 
of U.S. Market,
 
1976-1977 43.6 13.9
 

Volume of Trade in
 
1979 Corresponding to
 
1976-1977 Market Share
 
(millions of pairs) 176.4 56.2
 

Value of 1976-1977
 
Market Share in 1979
 
(millions of 1979 dollars) 654.1 a/ 383.7 b/
 

Net Loss in Value oi Shipments
 
(millions of 1979 dollars) 191.0 217.1
 

SOURCE: 	CBO e3timates based on data provided by the U.S. Depart
ment of Commerce.
 

a/ 	Assuming an average unit price of $4.045, obtained by dividing
 
the value of shipments by the volume of shipments.
 

b/ 	Assuming an average unit price of $6.856, obtained by dividing
 
the value of shipments by the volume of shipments.
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APPENDIX V-E. ~STIMATED MAXIMUM LOSS IN NONRUBBER. FOOTWEAB. 

KORBA DUE TO QUANTITATIVE RESTRICTIONS IN 1979 

·979 Percentage Shdre 
tlf U.S. Market 

1979 Volume of Exports 
(millions of pairs) 

1979 Value of Shipments 
(millions of 1979 dollars) 

Avera~e Percentage Share 
of U.S. Harket, 
1976-1977 

Volume of Trade in 
1979 Corresponding to 
1976-1977 Market Share 
(millions of pairs) 

Value of 1976-1977 
Market Share in 1979 
(millions of 197~ dollars) 

Net Loss in Value oi Shipments 
(millions of 1979 dollars) 

Taiwan 

30.9 

124.9 

463.1 

43.6 

176.4 

654.1 al 

191.0 

South l'..orea 

6.0 

24.4 

166.6 

13.9 

383.7 El 

217.1 

SOURCE: CBO e3tlmates based on data provided by the U.S. Depart
ment of Commerce. 

al Assuming an average unit priee of $40045, obtained by div1ding 
the value of shipments by the volume of ship~enta. 

bl Assuming an average unit priee of $6.856, obta1ned by dlviding 
the value of shipments by the volume of shipmenta. 

124 

APPENDIX V-E. ~STIMATED MAXIMUM LOSS IN NONRUBBlm FOOTWZAB. 
EXPORTS TO TH! L':!ITEn STf .. TES FP .. C~ T .. l..!;;!,'= t.::~ eo~:! 
KOREA DUE TO QUANTITATIVE RESTRICTIONS IN 1979 

·979 Percentage Shdre 
tlf U.s. Market 

1979 Volume of Exports 
(millions of pairs) 

1979 Value of Shipments 
(millions of 1979 dollars) 

Avera~e Percentage Share 
of U.S. Harket, 
1976-1977 

Volume of Trade in 
1979 Corresponding to 
1976-1977 Market Share 
(millions of pairs) 

Value of 1976-1977 
Market Share in 1979 
(millions of 197~ dollars) 

Net Loss in Value of Shipments 
(millions of 1979 dollars) 

Taiwan South l'..orea 

30.9 6.0 

124.9 24.4 

463.1 166.6 

43.6 13.9 

176.4 

654.1 al 383.7 hI 

191.0 217.1 

SOURCE: CBO e3timates based on data provided by the U.S. Depart
ment of Commerce. 

al Assuming an average unit price of $40045, obtained by dividing 
the value of shipments by the volume of ohip~entB. 

bl Assuming an average unit price of $6.856, obtained by dividing 
the value of shipments by the volume of shipmenta. 
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APPENDIX V-F. EXTENT TO WHICH AGGREG'ATE CEILINGS ON U.S TEXTILE 
AND APPAREL IMPORTS VI RE FILLED IN 1978 (Millions 
of square-yard equivalents) 

Percent of 
Aggregate 

Quota Level 
Total Volume 
3f Shipaento 

Aggregate 
Quota Filled 

Pakistan 
 150.0 165.1 110.1
 
Hong Kong 957.7 924.2 
 96.5
 
Taiwan 
 758.9 700.0 92.2

Macao 
 42.4 38.7 
 91.4
South Korea 
 623.7 541.7 86.9
 
Haiti 
 88.5 75.4 85.2
Poland 
 44.5 32.3 
 72.5
 
Philippines 
 255.1 161.2 63.2
 
Singapore 
 232.0 123.3 
 53.1

India 
 186.2 85.6 46.0
 
Colombia 
 104.0 45.8 
 44.0
 
Romania a/ 
 33.5 12.3 36.7

Brazil 
 130.5 33.0 25.3
 

SOURCE: U.S. Department of Commerce, Bureau of Textiles.
 

a/ Only products made from wool and manmade fibers.
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APPBlmIX V-P. BXTENT TO WIlICR AGGREG...Ii'l'E r~ILINGS ON U. S l'EX'rILE 
AND APPAREL IMPORTS 'W'ERE PILLRD III 1978 (Millions 
of squa~e-yard equivalenta) 

t'erc~nt of 
Aggregate Total Volutlo P.ggregate 

Quota Leve1 :)f Shipuento Quota Filled 

Pakistan 150.0 165.1 UO.1 
Hong Kong 957.7 924.2 96.5 
Taiwan 758.9 700.0 92.2 
Macao 42.4 38.7 91.4 
South Korea 623.7 541.7 86.9 
Haiti 88.5 75.4 85.2 
Po1and 44.5 32.3 72.5 
Philippines 255.1 161.2 63.2 
Slngapore 232.0 123.3 53.1 
Indla 186.2 85.6 46.0 
Colombia 104.0 45.8 44.0 
Romania al 33.5 12.3 36.7 
Braz11 130.5 33.0 25.3 

SOURCE: U.S. Department of CommErce. Bureau of Textiles. 

!/ On1y products made from wao1 and manmade fibers. 
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APPBlmIX V-P. EXTENT TO WHICH AGGRI!G..ftTE r£ILINGS ON U. S l'EXTlLE 
AND APPA.REL IMPORTS WERE FItLRD IH 1978 (Millions 
of squa~e-yard equ!valenta) 

1?erc~nt of 
Aggregate Total VolUIJO P..ggregate 

Quota Level =:>f Shipu2nto Quota Filled 

Pakistan 150.0 165.1 110.1 
Hong Kong 957.7 924.2 96.5 
Taiwan 758.9 700.0 92.2 
Macao 42.4 38.7 91.4 
South Korea 623.7 541.7 86.9 
Haiti 88.5 75.4 85.2 
Poland 44.5 32.3 72.5 
Philippines 255.1 161.2 63.2 
Singapore 232.0 123.3 53.1 
India 186.2 85.6 46.0 
Colombia 104.0 45.8 44.0 
Romania af 33.5 12.3 36.7 
Brazil 130.5 33.0 25.3 

SOURCE: U.S. Department of CommErce. Bureau of Textiles. 

af Only products made from wool and manmade fibers. 
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APPENDIX V-G. NUMBER OF PXODUCT-SPECIFIC QUOTAS ON UL 	 S. TEXTILE 
OR MORE INAND APPAREL, IMPORTS FILLED BY 70 PERCENT 

1978 

Fercernt of Quotas
Number of Number of Quotas 

70 Percent
Product-Specific 70 Percent 


or More Filled
Quotas or More Filled 


!ong Kong 31 23 74
 

South Korea 77 36 47
 
39
Pakistan 28 	 11 

36
Taiwan 80 	 29 

29
Poland 45 	 13 

28
Macao 36 	 10 


14 25
Thailand 55 

9 	 23
Malaysia 40 


21
Haiti 43 9 


Singapore 56 12 21
 
2O
Mexico 79 	 16 

13
Romania 52 	 7 


9 	 12
India 	 74 

3 	 10
Brazil 30 

6 8
Colombia 75 


SOURCE: 	 CBO estimates based on information provided by U.S.
 

Department of Commerce, Bureau of Textiles.
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APPBNDIX V~. NUMBER OF PRODUCT-SPECIFlC QUOTAS ON U, S.TEXTILE 
AND APPAREL'.,IMPORTS FlLLED BY 70 PERCENT OR HORE IN 
1978 

Number of Number of Quotas Fercer.t of Quotas 
Product-Specific 70 Percent 70 Percent 

Quotr.ts or More Filled or More Fil1ed 

dong Kong 31 23 74 
South Korea 77 36 47 
Pakistan 28 11 39 
Taiwan 80 29 36 
Poland 45 1.3 29 
Macao 36 10 28 
Thailand 55 14 25 
Malaysia 40 9 23 
Haiti 43 9 21 
Singapore 56 12 21 
Mexico 79 16 20 
Romania 52 7 13 
lndia 74 9 12 
Brad1 30 3 10 
Co1ombia 75 6 8 

SOURCE: CBO estimates based on information provided by U.S. 
Department of Commerce, Bureau of Textiles. 
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APPENDIX V~. NUMBER OF PR,ODUCT-SPECIFIC QUOTAS ON U, S.'rEXTILE 
AND APPAREL ',IMPORTS FILLED BY 70 PERCENT OR HORE IN 
1978 

Number of Number of Quotas Fercer.t of Quotas 
Product-Specific 70 Percent 70 Percent 

Quotr.ts or More Filled or More Filled 

dong Kong 31 23 74 
South Korea 77 36 47 
Pakistan 28 11 39 
Taiwan 80 29 36 
Poland 45 1.3 29 
Macao 36 10 28 
Thailand 55 14 25 
Malaysia 40 9 23 
Haiti 43 9 21 
Singapore 56 12 21 
Mexico 79 16 i:0 
Romania 52 7 13 
India 74 9 12 
Brazil 30 3 10 
Colombia 75 6 8 

SOURCE: CBO estimates based on information provided by U.S. 
Department of Commerce, Bureau of Textiles. 
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