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FOREIGN ECONOMIC AND FINANCIAL ASSIS'rANCE 

History: 

Economic assistance became a major part of U.S. foreign 

policy in the aftermath of World War II. Its object was to 

contain the spread of international Communism by 

strengthening the economies of free world nations. 

Assistance of this type may be said to date from the 

Marshall Plan, which was launched in 1947 to rebuild 

war-devastated Western Europe. During the 1950s and 1960s, 

the geographic focus of economic aid ~ shifted from Europe 

to the developing nations of Asia, Latin America, and 

Africa. 

The U.S. has supported the efforts of many countries to 

move from poverty to relative prosperity. rrlltre obvious 

successes in this area 

Taiwan, and Brazil. 

O The Program~ 

include the countries ot:: 

Currently, more than 60 developing countries receive 

U.S. z ilate ral aid, while 1uany moSL receive u.s. 

assistance through multilateral aid. 



., 

Bilateral aid is rendered directly by the U.S. 

to the recipient country , principally through: 

* The Agency for International Development (AID), 

which makes loans and grants to countries in Asia, 

Africa, and Latin ~nerica, for projects aimed at 

improving food production, health, energy, and 

human resources development. 

* P.L. 480 food aid, through which conpessional 

loans and humanitarian grants provide U.S. 

agricultural commodities to developing countries 

for hwnanitarian purposes and also to help 

develop export markets for the U.S. 

* The Peace Corps, which places volunteers abroad 

to promote better understanding between peoples 

and assist in small-scale development activities. 

* Refugee assistance, which provides humanitarian aid 

to refugees in foreign countries, and finances 

transportation and initial placement of refugees 

coming to the United States. 



Multilatera l ass istanc* is provided through 

international organizations to which the United 

States belongs. There are two major channels for 

this kind of assistance: 

* Multilateral development banks, comprising the 

~ 
world Bank and its affiliates, a/id the regional 

banks for Asia, Africa, and Latin America. 

- These banks make loans at near-market terms 

and long-term low interest loans to finance 

development activities. 

- Industrialized countries support these banks with 

direct contributions and borrowing guarantees. 

The U.S. is the largest single contributor to the 

world Bank, providing about 20 percent of the 

bank's capital. 

* International organizations and programs, which 

make grants for development, humanitarian, and other 

activities. 

- The United States supports these efforts through 

voluntary contributions; i.e. through donations 

over and above the annual assessments this country 

pays as a member of various international 

organizations. 



- Examples include contributions to the United 

Nations Development Program, and the United Nations 

Children's Fund (UNICEF). 

this 

* Over the years, various foreign aid programs have been 

reported under different budget headings. For the 

purpose of comparision, all figures given above reflect 

the funding levels of all programs presently reported 

as bilateral and multilateral economic aid, even if 

certain programs were reported under different headings 

in earlier years. 

used here instead of 
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o Administration J ctiorflii: cl,,;ta; h I _qe 

.&! 0 
-- FY 1982 A--- • 

~ l:..$4.0 billion 

~ al bJ., 7 billiorL 

' -Ptv ,,[~-:.I . 

~ ..J.4-l;:d:_/ .. • ./ ' 

l 



, 

equestedAbudget authority 

~ .l ,,I. ~ . , ..... ~ 1!:, . 

~/.;$2.9 billion 

* Congress approve d« ~ a,.-.,,11 <"'! 
t -

the amount requested for --- ' ,,,,~ 
- - ,,·/t..;. 

beo&t4: "44, . , 
'f .,.,..,.. --

- - AID bilateral progrrun ~ ) which contribute importantly to 

" s~~·c. P.,..,,.,._ ~ •. 
- • '"". d ,,. ,._ -~ . 



developing nations in building roads, bridges, d~ns, 



both political and development goals. 

Multilateral banks, where Congress has failed to 

appropriate the amounts needed to comply with previous 

funding commitments agreed to by the~ nited States. 

Refugee assistance programs, where the number of 

people who require aid is declining. 

International organizations, which are judged of lower 
,I 

priority than other programs that address the sa~e 

goals. 

o , P.L. 480, Peace Corps, and smaller aid programs wj] ] ~ e 

iliaHa an0s• at or near the 1983 levels. 
, ,._:d, ~ ,·r ,,.,.-, .. ,ff.•.,_:_,/. . , 

) 
· -.. ~ ~ r· i •.tl ~ ·p.. r,.,1-F ~ '"' ft i.ilff i.... . 

Justification >a.f(,w,-.) , : ~-f;,,1,.,,;~~ 4, -ft..Jll.. 

ff« r-.,to-t ~ 1/o..,- '- ,,. r to._ /tf L 

~ J'v.Sti··Ftcd;;... ( s ~ \ 0 
"-i .. ~ ~ 

o The Reagan Administration position on for l i gn aid: 

o c.,....._ -. ,wa..w, ,._...,.., a.~c;G',c, ..,.,'-----
- - f.:-.e_~ ~ .....,.______L_ ,. 
.. - ,..., .. ...,, v.lil• ---v ~ 

-- In contrast ~ o previous administrations, President 

Reagan has emphasized free market solutions to the 

problems of developing nations. , ?ti,:g ~&c.o'I 'i'L.J- - ·p ~ ~ ; ~~ 
* His a&nin stration has urged these countries to 

0 ,..; d. -ID p,o 't -,,,,..,.,-. ~ 
adopt free trade and other policies designed to 



encourage foreign invesbnent. 

* In the future, American aid will be directed 

toward promoting self-help among the developing 

nations, rather than toward propping up failed 

socialist experiments. 

o Increases are proposed only for those progr~us that have 

proved effective. 

AID bilateral assistance progr~ns are designed to 

encourage appropriate economic policies: 

* Expanding the role of the private sector. 

* Sharing appropriate U.S. technology and know-how. 

* Building indigenous institutions that will foster 

economic growth. 

Multilateral banks have an important role to play in 

promoting sound economic policies in recipient 

countries. 

* "Soft" loans (long-term, nominal interest) from the 

World Bank and regional develo~nent banks assist 

developing nations in building roads, bridges, dams, 



and other projects that will lead to greater 

economic growth. 

o The P.L. 480 program, which will grow modestly in 1984, 

permits the use of U.S. agricultural products, especially 

those which are surplus to domestic requirements, to 

assist American farmers and to 

world. 

Questions and Answers 

relieve hungar around the 

~ 

o How much aid? Other industrialized nations -- Sweden, 

west Germany, Japan, and Great Britain among them --

devote higher percentages of their respective GNPs to 

foreign aid than the U.S. Shouldn't this country be doing 



o Free enterprise for everybody? But how will encouraging 

free enterprise policies help the T~ World? President 

Reagan's approach to foreign aid sounds like a glib excuse 

for doing as little as we decently can. 

Free enterprise works as well for the developing 

countries as well as c ;;;..:e ~ ed countries. 

* Hong Kon.9,.L for example, is a rock that doesn't 

---even have its own water supply; yet it has 

prospered without massive infusions of foreign 

aid. 

* Sing apore has succeeded on much the same tenns. 

--- --
* Taiwan and Korea, ~~success stories 

among the developing nations of Asia, were forced 

to adopt realistic economic policies by the im­

pending withdrawal of American aid in the early 



Foreign aid i frequently and 

counterproducti 

/~ ctv- '+ 
C" t,v'> t fb \ Lt:,,_ t/V\r-

J * Huge sums are l st through official corruption or 

else 

that have little 

real economic nee 

* Worse yet, foreign 

discouraging recipi 

to their economic 

What President 

combination of 

country's 

breeds dependence by 

countries fran facing up 

oposed is a judicious 

and deve lopmen 

self-help. 

assistance ge , ed towards promoting 

o Bank bailouts. Isn't the proposal that the U.S. 

contribute more to international lending institutions 

aimed more at helping those U.S. banks that have made 

large loans to developing countries than at helping 

those countries themselves? 

Loans to assist developing countries in meeting their 

financial obligations will be "hard" loans from the 

International Monetary Fund (IMF). 

* In other words, these are short-term loans 



\v 

that must be repaid at near-market interest. 

* Those countries who borrow will have to adopt -~~ c.. 

zeta s Lelfi t¥ r,)lfQ ,r arns ar .J at ber measures designed to 
~ :e 

put their fi o a n,,c,.;La 1 hou 9Jr§ in or:de£ so as to / nsure 
...... 
repayment. 

IL Pi'. "' \ I I' 
.... ,- ... .,., ~· ,._.11o1oi.) 

-- U.S. participation in the IMF is .+62 t@dTly l!OH?igli 

_.-p_i:'8Jf - e ut part.Mil ii~~~ a joint effort to promote 

international financial stability -- something in 

which all developed nations have a stake. 

* Developing countries benefit by being able to pay 

their bills, preserve their credit ratings, and 
14 ... ; \ 

,;,a..,.,,,_,~ p in putting the i \.'.' ff a i rs in or de r . 

-e.e~"' 
* Developed countries are spared the financial shocks 

that might occur through massive defaults on loans. 

* If major banks benefit, the benefits are incidental 

to the achievement of these other objectives. 
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i1J (. t OREIGN ECONOMIC AND FINANCIAL ASSISTANCE 

History. 

Economic assistance became a major part of U.S. 
policy in the aftermath of World War II. Its object 
contain the spread of international Communism by 
strengthening the economies of free world nations. 

foreign 
was to 

Assistance of this type may be said to date from the 
Marshall Plan, which was launched in 1947 to rebuild 
war-devastated Western Europe. During the 195Os and 196Os, 
the geographic focus of economic aid shifted from Europe to 
t he developing nations of Asia, Latin America, and Africa. 

The U.S. has supported the efforts of many countries to 
move fran poverty to relative prosperity. More obvious 
successes in this area include --1:-ae eeent'-r ±e-s 0-~ Sou th Korea 
Taiwa~ nd- Braz:i;:1:. ~ 

o The Program. 

Currently, more than 60 developing countries receive 
u.s. bilateral aid, while many more receive U.S. 
assistance through multilateral aid. 

Bilateral aid is rendered directly by the U.S. 
to the recipient country, principally through: 

* The Agency for International Development (AID), 
which makes loans and grants to countries in Asia, 
Africa, and La tin America, for projects aimed at 
improving food production, health, energy, and 
human resources development. 

* P.L. 480 food aid, through which ~ onal 
loans and humanitarian grants proi~~ 
agricultural commodities to developing countries 
for humanitarian purposes and also to help 
develop export markets for American firms. 

* The Peace Corps, which places volunteers abroad 
to promote better understanding between peoples 
and assist in small-scale development activities. 

* Refugee assistance, which provides humanitarian aid 
to refugees in foreign countries, and finances 
transportation and initial placement of refugees 
coming to the United States. 

\ 

L 
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Multilateral assistance is provided through 
international organizations to which the United 
States belongs. There are two major channels for 
this kind of assistance: 

* Multilateral development banks, comprising the 
world Bank and its affiliates, and the regional 
banks for Asia, Africa, and Latin America. 

- These banks make loans at near-market terms 
and long-term low interest loans to finance 
development activities. 

- Industrialized countries support these banks with 
direct contributions and borrowing guarantees. 
The U.S. is the largest single contributor to the 
world Bank, providing about 20 percent of the 
bank's capital. 

* International organizations and programs, which 
make grants for development, and humanitarian and 
other activities. 

- The United States supports these efforts through 
voluntary contributions; i.e., through donations 
over and above the annual assessments this country 
pays as a member of various international 
organizations. 

- Examples include contributions to the United 

Costs.* 

Nations Development Program, and the United Nations 
Children's Fund (UNICEF). 

-- Budget authority for economic and financial aid totaled 
$2.7 billion in FY 1970, including: 

$1.9 billion for bilateral aid. 

$810 million for 

* Over the years, vario s foreign aid programs have been 
reported under diff& ent budget headings. For the 
purpose of compari ~ on, all figures given above reflect 
the funding levels of all programs presently reported 
as bilateral and multilateral economic aid, even if 
certain programs were reported under different headings 
in earlier years. 
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ft¥ 
Budget authority approximately dou led by FY 1980, 
totalling $5.3 billion, including: 2.7 billion for 
bilateral aic, enl!~ $2.6 billion for multilateral aid. 

o Administration Action to Date. 

For FY 1982: 

* President Carter requested total budget authority 
of $6.7 billion, including: 

- $4.0 billion for bilateral aid. 

- $2.7 billion for multilateral aid. 

* President Reagan requested total budget authority of 
$5.l billion, including: 

- $3.4 billion for bilateral aid. 

- $1.7 billion for multilateral aid. 

* Congress approved a total budget authority of $4. /t, 
billion, including: 

- $3.1 billion for bilateral aid. 

- $1.5 billion for multilateral aid. 

For FY 1983: 

* The Reagan Administration requested budget authority 
,__ of $4.7 billion, including: 

- $2.9 billion for bilateral aid. 

o Increase total budget authority to $4.9 
above the amount requested for FY 1983, 

$3.1 billion for bilateral aid. 

$1.8 billion for multilateral aid. 

o Specific program changes: 

billion, or , 2% 
includi~g: ~ 

budget levels for AID bilateral 2rogrruns , and 
ral bankse 



~...:w=:u:: 

Reduce budget levels for refugee assistance progr~ns 
and international organizations. 

Maintain budget levels at or near 1983 funding for 
p.L. 480, Peace Corps, and smaller aid progr~s. 

( Justification (~ 

o Create a new, more effective approach to foreign aid. 

_( 

In the past, foreign aid progr~s have been wasteful 
and counterproductive. 

* Huge sums have been lost through official corruption 
or else squandered on costly "show" projects that 
have little to do with the recipient country's real 
economic needs and potential. 

* Worse yet, foreign aid has bred dependence by 
enabling recipient countries to avoid facing up to 
their economic problems. 

In contrast to previous administrations, President 
Reagan's program emphasizes free market solutions to 
the problems of developing nations. 

* The President has urged these countries to adopt ~•' · ~ , 
free trade and other P.Olicies designed to encourage 
foreign investmen & 

~ are proposed for those progr~s that have 
nD~. rov e:fifective. 
v)y~ 

A~~ilateral assistance progr~s, where properly 
designed, can be used to encourage more beneficial 
economic policies through: 

* Expanding the role of the local private sector. 

* Sharing appropriate U.S. technology and know-how. 

* Creating indigenous institutions, such as banks and 
other lena ing a u cnor itie,, ,hat will foster economic 
growth. (Y 



Multilateral banks. 

* "Soft" loans (long-term, nominal interest) fran the 
world Bank and regional development banks assist 
developing nations in building roads, bridges, dams, 
and other "infrastructure" projects that will support 
economic growth. 

o Reductions. 

Refugee assistance. 

* The number of people who need refugee assistance is 
declining. 

International organizations. 

* Those organizations presently supported by the 
U. S. are frequently less effective than other 
programs that address the same goals. 

o Maintain at or near current levels. 

The P.L. 480 program, by transferring surplus U.S. 
agricultural products, helps both to s~pport American 
farmers' incomes, and to relieve hun :ier ) a ound the 
world. 

--~~ 'f~Ov4--

a .~~......._. yo ~-(( ~ 



Questions and Answers. 

o How much aid? Other industrialized nations -- Sweden, 
west Germany, Japan, and Great Britain among them --
devote higher percentages b f their respective GNPs to 
foreign aid than the U.S . .( Shouldn't this country be doing 
more? 

-- The U. S. is 
direct aid . 

...t:,e:a S Ol"fs : 

of 

But U.S. assistance to developing nations cannot be 
simply by the number of dollars devoted to 
aid." 

The U.S. market is one of the most open in the world 

- For developing countries, trade is more effective 
than aid in stimulating their econom i es. 

- U.S. trade with non-OPEC developing countries is 
twice their total aid from all other sources. 

* President Reagan's 
was a major factor 
worldwide. 

decision to deregulate oil prices 
in reducing the price of oil 

("fl~~~ 
The dramatic surge in ~ il prices during the 1970s 
was the a 3ev ~ac ~or, i ~ increas · • the developing 
countries' external debt. 

. I 

- Lower oil prices will provide more help to develop­
ing nations than any expected amount of aid could 
provide. 

* UoS. defense expenditures support stability both 
globally and regionally. 

- Stability is essential for development. 

- Furthermore, many of those nations that contribute 
a higher respective share of their GNPs to foreign 
aid are able to do so because the U.S. shoulders 
the largest share of the fre~ world's defense 
burden. 
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o Free enterprise for everybody? But how will encouraging 
free enterprise policies help the Third World? President 
Reagan's approach to foreign aid sounds like a glib excuse 
for doing as little as we decently can. 

Fr ee enterprise works as well for the developing 
countries as it does for the developed countries. 

* Hong Kong, for exmnple, is a rock that doesn't 
even have its own water supply; yet it has 
prospered without massive infusions ~f foreign 
aid e 

* S i ngapore has succeeded on much the smue terms. 

L
* Ta i wan and Korea, two other success stories 

among the developing nations of Asia, were forced 
to adopt real i stic economic policies by the im~- -­

.,?l>end i ng withdrawal of American aid in the early 
t 1960s. ~ 

The U.S. is actually providing <more aid l:n -FY 1984 
t han during the previous year, but is making sure that 
the recipient countries adopt effective econom,).-~--­
c es11GtPM :P9 licie ~ so that the aid has maximurr( 9ene-f f ~ 

e-~ al effe ct. -- _ _ ~ 
o Bank bail""out.s. I sn't the proposal that the u.s. 

contr i bute more to international lending institutions 
aimed more at helping those U.S. banks that have made 
large loans to developing countries than at helping 
those countries themselves? 

-----r-:--:--:=.... Loans to assist developing countries in meeting their 
oMt\l.l"e,,-,. ~A_,\~ financial obligations will be "hard" loans from the 
.S. A.Jc,~ i ~ Internat i onal Monetary Fund (IMF). 

c., M~r tc.Jus~o * In other words, these are short-term loans 
~•ve.l•f•~ c•~~,.•-.&., Alt that must be repaid at near-market interest. 

"'-~ "''-' ~ ,w * Those cou n tries who borrow will have to adopt 
~l► e!'f!''Ht.,_ -to measures designed to put their financial houses in 
fJ~alOf•:S CO"-~• order so as to ensure repayment. 

ftw+' df ~ ••hl\ - U.S. participation in the IMF is not really "foreign 
tf"-+--IO ~t..Hi- aid," but part of a joint effort to p r omote 
~ c ,..c,H,es in~ernational financial stability -- something in 

_,,.. e O 
_ --1. ~ hich ~ developedAnat ions have a stake. 

tu•~« c..-~•~ ·-- ,oo~ ~ ,Aue.lop,-!! 
e~~o~•~ kA.Js~ . * eveloping countries benefit by be i ng able to pay 

their bills, preserve their credit ratings, and 
receiv i ~ help in putting their economic affairs in 
order. 

* Developed countries are spared the financial shocks 
that might occur through massive defaults on loans. 



* If major banks benefit, the benefits are incidental 
to the achievement of these other objectives. 
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. ; 0 m deep sea bed mining taken by the Authority would first 
~e used to fu nd the Authority's operation and bureaucracy, 
and there wo uld be 1 it tle if any left over. Moreover, by 
r-estricting t he rational development of seabed mining, the 
LOS treaty could force up the future prices of ocean 
minerals to consumers in developing countries and thereby 
hinder t hese countries' economic advance. Developing 
countries could t hus be worse off under the LOS treaty. 

How to help the Third World prosper 

Recognizing this, President Reagan from the outset has 
sought a more effective means for the industrialized 
count ries to a id the deve loping nations of the Third World. 
Be has found that solution in a combination of judicious 
assistance and self-help. As he told the Boards of 
Governors of the World Bank and the International Monetary 
Fund on September 29, 1981: 

We who live in free market societies 
bel i eve that growth, prosperity, and, 
ulti mately, human fulfillment are 
cre a ted f rom the bottom up, not the 
governme n t down. Only when the human 
spirit i s allowed to invest and create, 
only when individuals are given a 
personal stake in deciding economic 
poli cies and benefitting from their 
successes -- only then can societies 
remain economically alive, dynamic, 
prosperous, progressive and free. 

Two weeks later, before departing for a summit meeting 
on relations between the developed and the developing worlds 
at Cancun, Mexico, the President outlined his 
administration's strategy for global growth in an address to 
the World Affairs Council in Philadelphia. The President 
set forth five specific guiding principles: 

~ftimulating international 
trade by opening up marketsJ both 
within inai vidual countries and 
between countries 

S J; a i lor i ng particular 
development strategies to the 
specific needs and potential of 
incfTv'"i'a a countries and regions 
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,-1,S-: u i ding as si st,nce • owai:d 
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n r odu c ~ive ca2 aci t i e ~ , p a rt i cular l y 
i'n f o o d and energy($)-

/__-~ . . f th ~ ~~!.- • prov i ng 1 n many o e 
countr i es the climate for privats;,_ 
investme n t _ ~nd the voluntary transfe~ 
o __ tec h nology_ that c o me s with s u ch 
invest: ent· ,a HEl , 

• ~~~a /:Creating a political atmosoher e, 
in wh i c h practical- solution s ca n move 
f orwa r , -a ~hec l'!cffl c!§ e ana e t" n a 

~ e ea-.f§ 01: rn i sgu i a ed po!· i es t h a t: rest-ra i n 
- a ~e- i F t er€ere with the i nterna n ona f 
~ r~et or foster inflat·on 

It is on the basis of these principles, rather that the 
redistributionist s cheme exemplified by the LOS treaty, that 
all nations can e xpect to grow and prosper in peace. 

Al t ernatives to the LOS treaty 

Ratification procedures prov ide that 60 nations must 
approve t h e trea t y for it to go into effect. At th i s time, 
it remains to b e seen how many states will ratify the LOS 
convention. Fo r while representatives of more than 117 
nations hav e si g ned the document, this does not mean that 
ratification is a foregone conclusion. The U.S. and s ome 
other key indus t rialized countries have not si g ned it. 
Under the circ umstances, many of the countries whose 
delegates signed t he LOS treaty may def e r ratification until 
they see what the developed nat i ons intend to do. 

Fortunately, there are attractive and beneficial 
alternatives to the seabed mining provisions of the LOS 
treaty. Some de ve loped nations might well opt for this type 
of arrangement. I ndeed, indiv i dual sovereign states possess 
the requisite a u t hority to authorize and regulate the ocean 
mining activiti e s of their citizens, and to enter into 
reciprocal agre ements with one another -- including mutual 
recognition of mining operations conducted by their 
citizens. 

Conclusion 

The Law of the Sea Treaty's seabed rn in i ng regime ,is 
thus h opelessly flawed. It will not produce a positive 
consensus that would enrich internatfonal law, nor 
contribute to economic development that can benefit all 
peoples. It also violates some of the United 
St ates' fundamental principles, and would exacerbate rather 
than reduce global tensions. 
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~ World Bank 

U.S. Role in the World Bank Faces New Tests 
The United States used its influ­

ence to found the World Bank follow­
ing World War II and has been the 
bank's main supporter ever since. 

Now the Reagan administration is 
proposing to reduce future U.S. con­
tributions to the bank and is pressing 
the bank to place tighter conditions on 
its loans to developing nations. 

In an irony of timing, President 
Reagan also · is asking Congress to in­
crease funding for the always contro­
versial bank in fiscal 1983. 

The future cutbacks were pro­
posed in a report, issued Feb. 18 by 
the Treasury Department, assessing 
the U.S. role in the World Bank and 
other multilateral development banks. 

The report was initiated at the 
urging of several of the banks' critics 
in Congress, who said the United 
States should reconsider whether to 
continue supporting the banks. The 
World Bank long has been the target 
of many conservatives, whu dislike 
what they see as its "giveaway" lend­
ing policies. (Box, p. 454) 

Although proposing reduced U.S. 
contributions to the multilateral 
banks in the future and demanding 
several changes, the report generally 
endorsed the banks' goals and oper­
ations. Even with the cutbacks, the 
report suggested continued large con­
tributions to the International Devel­
opment Association (IDA), the most 
controversial arm of the World Bank. 

Impact on Congress 
The Treasury report provided en­

couragement for both critics and sup­
porters of the development banks. 

Critics in Congress can be pleased 
that the report proposed substantial 
reductions in U.S. contributions to the 
banks and demanded some changes in 
bank policies. 

Supporters of the banks saw their 
views vindicated in the report's en­
dorsement of most of the banks' oper­
ations and policies. 

The combination led Frank Vogl, 
a World Bank spokesman, to predict 
that the Treasury report will have a 
"neutral" political effect in Congress. 

-By John Felton 

Congressional aides said members 
of Congress had suggested numerous 
changes in a draft of the report circu­
lated last fall. Many of the changes 
were incorporated in the final version. 

Sources in both congressional and 
executive offices said congressional 
handling of this year's budget requests 
will determine in large part the Rea­
gan administration's success in pursu­
ing its policy goals. If Congress were to 
reject or sharply cut Reagan's requests 
for IDA, one Treasury official said, the 
administration initiative might "fall 
flat" at the World Bank. 

Still unclear is the impact of per­
sonal lobbying by World Bank Presi­
dent A. W. Clausen, who has been 
meeting with influential members. 

A leading bank supporter, Rep. 
Matthew F. McHugh, D-N.Y., said he 
would back administration initiatives 
on the bank - up to a point. "If they 
reduce our [IDA] funding to below a 
meaningful level or if they try to alter 
the fundamental purpose of the bank, 
people like me will not support the 
administration," McHugh said. "And 
we will not support any money for the 
bank - to bring this issue to a head." 

Rep. C. W. Bill Young, R-Fla., a 

vocal critic, said he sought "positive 
changes" in the bank; with the report 
and with Clausen in charge, he said: "I 
see definite indications that they are 
coming or have already been made." 

But Young said it may be "too 
much to ask me" to support funding 
for the bank this year. 

Rep. Mickey Edwards, R-Okla., 
another staunch opponent, said he be­
lieved Congress will sharply reduce 
funding for IDA this year. 

Bank Response 
Even before the Treasury report 

was released, Clausen and bank offi­
cials were armed with two responses. 

First, they said, the bank already 
was moving to meet U.S. concerns. 
Vogl said the bank had taken steps in 
line with some U.S. proposals, such as 
improving efficiency, targeting more 
aid to the neediest countries (espe­
cially in Africa), and helping countries 
get along without bank loans. 

Second, Clausen said the bank 
needs more, rather than less, support 
from the United States and other rich 
nations. The day before the Treasury 
report was released, Clausen called on 
the United States to increase its con-

World Bank loans helped India improve its railway system. 
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tributions. A U.S. delay in making 
promised IDA contributions was "a 
heavy blow" to the poorest nations of 
the world, he said. 

U.S. Dilemma 
The Treasury report admitted 

that its recommendations could create 
a dilemma: The United States is cam­
paigning for changes in the banks at 
the same time it is cutting back its 
own contributions. 

U.S. influence in the banks "has 
been directly related" to its contribu­
tions and leadership, the report said. 
"Drastic or precipitous reductions in 
U.S. financial support for the [banks) 
could undermine our ability to influ­
ence [bank) policies and practices in 
the future." 

But in releasing the report, Trea­
sury Under Secretary Beryl W. Sprin­
kel said the proposed cuts would not 
reduce U.S. influence because "we will 
undoubtedly remain the biggest con­
tributor. We do have a lot of influence 
and we expect to preserve that influ­
ence," he said. "Would you have even 
more influence if you spent a lot more 
money? Maybe, but that's not a realis­
tic possibility." 

C. Fred Bergsten, who was the 
Treasury assistant secretary responsi­
ble for the banks in the Carter admin­
istration, warned that the United 
States may run into resistance from 
other donor nations in its campaign to 
force changes in the banks. 

"It is a little hard for the U.S. or 
any country, on the one hand to cut 
way back on the resources it contrib­
utes, and on the other hand say, 
'Make the following dozen changes I 
want you to make,' " Bergsten said in 
an interview. "That's a little hard to 
swallow." 

Ironically. administration pres­
sure on the World Bank coincides with 
a temporary loss of the U.S. veto over 
changes in the bank charter. Such 
changes - which are rare - require a 
vote of 80 percent of the bank's sub­
scriptions. Until recently, the United . 
States had at least ·20 percent of the 
voting power, giving it a veto. 

As of Feb. 23, the U.S. share had 
fallen to 19.29 percent. A bank spokes­
man said the share would rise over 20 
percent again when the United States 
made its fiscal 1982 contribution. Ac­
cording to Treasury projections, the 
U.S. share will fluctuate around 20 
percent for the next few years. 

A temporary loss of the veto has . 
little technical importance because 
U.S. allies probably would help block 
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any changes opposed by the United 
States. But Thomas C. Dawson, a 
Treasury official , admitted that loss of 
the veto could be seen as a symbol of 
reduced U.S. financial support. 

A Changing Role 
The World Bank is owned by its 

141 member governments. It makes a 
profit ($610 million in fiscal 1981), 
most of which is put into reserves. 

The bank has gone through sev­
eral phases since its founding in 1945. 
Its early role was postwar reconstruc­
tion, as indicated by its formal title: 
the International Bank for Recon­
struction and Development (IBRD). 
Austria, Belgium, France and Italy 
were among the first borrowers. (Con-

World Bank 

gress and the Nation, Vol. I, p. 172) 
IDA was founded in 1960; in the 

following decade the ban1c and IDA 
both focused on creating "infrastruc­
ture" - such as roads and power 
plants - in de.veloping countries. 

Under Robert S. McNamara's 
presidency in the 1970s, the bank grew 
rapidly and directed more lending to­
ward agriculture and rural develop­
ment projects. The bank also helped 
developing nations make economic re­
forms to respond to oil price rises. 

Clausen, who had been president 
of BankAmerica Corp., succeeded Mc­
Namara last June. Clausen must steer 
a delicate course between the develop­
ing countries - which want more aid 
with fewer strings attached - and the 
industrialized countries, which have 
their own economic woes. • 

He acknowledged in a Jan. 13 
speech that the bank's mandate can 
be carried out only if the bank "re-
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tains the support of the governments 
and private markets" that support it. 

The pressur·es on the bank are es­
pecially intense because it appears to 
be ·at a crossroads. The enormous ex­
pansion of bank resources and lending 
almost certainly will end. The ques­
tion now is whether the bank will con­
tinue as before, but in a r duced role, 
or set off in some new direction. 

The Reagan admin.i tration is 
firmly on the side of a new direction. 

Treasury Recommendations 
The Treasury report dealt with 

the World Bank and the three devel­
opment banks serving Africa, Asia and 
Latin America, but the bulk of the 
report concerned the World Bank. 

The basic thrusts of Treasury's 
recommendations were to: 

• Slow and eventually stop the ex­
pansion of lending by the banks. 

• Eliminate "paid-in capital" to the 
banks as soon as possible. Paid-in cap­
ital is the money t hat donor nations 
pay directly to the b anks to back their 
finances. Donors also subscribe "call­
able capital," which is not directly 
paid to the banks and is similar to 
loan guarantees. Both forms of capital 
support lending by the "hard-loan 
windows," which charge near-market 
interest rates. 

• Limit future U.S. contributions to 
the "soft-loan windows" of the banks, 
which make low-cost loans to the 
world's poorest nations. IDA is the 
largest and most controversial soft­
loan window. Although the report did 
not cite a specific .... number for IDA, 
Treasury officials have discussed a 
$750 million annual limit on U.S. do­
nations to IDA starting in fiscal 1985. 
The current U-S. contribution is $700 
million, but Reagan has requested 

_§945 million for fiscal 1983. . 
• Move aggressively to wean bor­

rowing nations off bank financing. 
• Emphasize the role of the private 

sector in economic development. The 
administration endorsed "co-financ­
ing," under which private banks make 
joint loans with the development 
banks. The report also supported 
Clausen's plans for a major expansion 
of the International Finance Corpora­
tion, the World Bank agency that 
lends directly to private businesses in 
developing countries. 

• Exercise U.S. influence in the 
banks to direct loans to nations willing 
to change their economic policies to 
strengthen private enterprise. 

The underlying goal of Reagan 
policy is to play down the develop-
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ment role of official agencies such as 
the World Bank and to emphasize the 
role of private markets. 

In a speech to the bank last Sept. 
29, Reagan offered his prescription for 
poor countries: Follow the example of 
the United States. The road to eco­
nomic improvement is not through 
foreign aid and government spending, 
but through the "magic of the market­
place," he said. "Unless a nation puts 
its own financial and economic house 
in order, no amount of aid will pro­
duce progress." 

A Treasury official said it may be 
two or three years before the success 
of the administration initiative can be 
measured. "What we're doing is evolu­
tionary, , not revolutionary," said 
Dawson, deputy assistant secretary of 
the Treasury for developing nations. 

Financing the Banks 
The Treasury report said the 

banks can and must get along with 
less money from the United States. 
Treasury officials cited budget con­
straints as the major reason, but they 
insisted that cutbacks would be justi­
fied in any event. 

Other donor nations almost surely 
will follow the U.S. lead, thus forcing 
the banks to stretch their resources 
when demand for them is increasing. 

The report called for reductions 
in contributions that the United 
States pays directly to the bank and 
that contribute to the U.S. deficit. 

Another type of contribution -
callable capital for the hard-loan win­
dows - is not directly appropriated. 

IDA. The $750 million level sug­
gested for IDA would take effect with 
the seventh replenishment of IDA 
funding, which is expected to begin in 
fiscal 1985. Negotiations among do­
nors on IDA VII may start this year. 

Congress has authorized a $3.24 
billion contribution to the sixth re­
plenishment of IDA. An agreement by 
President Carter called for appropri­
ations of $1.08 billion a year for three 
years, but in 1981 Congress limited 
the fiscal 1981-83 installments to $500 
million, $700 million and $945 million, 
respectively. (1981 Weekly Report pp. 
2492, 1514) 

Reagan requested $945 millio.n for 
the third installment in fiscal 1983. If 
Congress approves that amount, the 
United States will still owe IDA $1.095 
billion. (Week ly Report p. 255) 

The report also proposed reduced 
contributions to the Fund for Special 
Operations (FSO), the soft-loan win­
dow of the Inter-American Develop-
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Top World Bank Borrowers, 1979-81 
The following table shows the t~p 20 recipients of World Bank lending 

for the past three fiscal years, along with one measure of wealth in those 
countries: the per capita gross national product (GNP) . 

"Bank" indicates loans by the International Bank for Reconstruction 
and Development; "IDA" indicates credits by the International Develop­
ment Association. Some countries receive lending from both agencies. 

Loans and Credits 
Fiscal Years 1979- 1981 Per capita 

(in millions of dollars) GNP 
Nation Bank IDA Total 1979 

India $ 855.0 $4,008.0 $4,863.0 $ 190 
Indonesia 1,957.0 300.0 2,257.0 370 
Brazil 2,213.0 2,213.0 1,780 
Mexico 1,933.0 1,933.0 1,640 
Turkey 1,634.5 1,634.5 1,330 
Colombia 1,379.5 1,379.5 1,010 
Philippines 1,340.5 1,340.5 600 
S. Korea 1,331.0 1,331.0 1,480 
Thailand 1,093.0 60.0 1,153.0 590 
Yugoslavia 1,053.0 1,053.0 2,430 
Egypt 483.0 547.1 1,030.1 480 
Romania 980.0 980.0 1,900 
Bangladesh 872.0 872.0 90 
Nigeria 789.3 789.3 670 
Morocco 776.0 776.0 740 
Kenya 364.0 212.0 576.0 380 
Pakistan 531 .0 531.0 260 
Argentina 401.0 401.0 2,230 
Algeria 398.0 398.0 1,590 
Sri Lanka 386.5 386.5 230 

(Sources: World Bank Annual Reports, 1979-1981; World Development Report, 1981) 

ment Bank. U.S. donations to the FSO 
have averaged $175 million annually 
in recent years. The administration re­
portedly would reduce that to about 
$125 million. 

The report suggested nominal in­
creases in U.S. contributions to two 
other soft loan agencies. Contributions 
to the Asian Development Fund would 
be increased to $130 million a year, 
compared to a recent average of $111 
million; contributions to the African 

.Development Fund would be in;__ 
creased . to $50 million, compared to 
the recent $42 million average. 

The report said the United States 
would press for the adoption of two 
priorities for all soft-loan agencies: 
The poorest countries, especially those 
unable to borrow privately or from the 
hard-loan windows, should have the 
first claim on loans; only afte r their 
needs are met should soft loans be 
made to other countries with problems 
paying their bills. 

Paid-in Capital. Treasury offi-

cials said they face tough negotiations 
with other donor nations in the bid to 
phase out the requirement for paid-in 
capital to the hard-loan agencies. 

In the hard-loan windows, each 
donor nation makes a percentage of its 
contribution as paid-in capital and the 
rest as callable capital. For current 
contributions to the IBRD, 7.5 percent 
of donations must be paid-in capital. 

The Treasury report cited esti­
mates that the IBRD, the Inter­
American Bank and the Asian Devel­
opment Bank could get along in the 
future without paid-in capital. 

But the report admitted that re­
ducing direct financial backing for the 
banks could lower their standing in 
the private credit markets where the 
banks borrow the money they in turn 
lend to developing nations. Such a re­
sult could fo rce the banks to put more 
lending into projects with high eco­
nomic rates of return and less into 
projects that might benefit large num­
bers of people but turn less profit. 
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Report ndorses 
For years the World Bank and other international 

development banks have been derided on Capitol Hill as 
socialistic enterprises running wildly out of control. Com­
plaints about World Bank loans to Vietnam and India 
have been exhibits No. 1 and 2 in speeches by conserva-
tives who oppose the banks. , 

But now, following a yearlong study, the Treasury 
Department has published a 194-page report debunking 
nearly all the criticisms. The report was written by con­
servative Republicans, including several officials who had 
long supplied intellectual and factual ammunition for the 
congressional critics. 

What happened? 
Some Treasury officials admit that, in examining the 

policies and operations of the banks, they found the crit­
ics to be wrong on most important counts. 

"Many of us came in . skeptical about the banks, 
because many of the criticisms came from people we knew 
and respected," said Thomas C. Dawson, deputy assistant 
secretary for developing nations. "We learned that the 
facts did not always support the criticisms." 

But one of the harshest critics of the banks has 
another explanation. Rep. Mickey Edwards, R-Okla., 
blames the State Department for pushing its pro-bank 
views on the Treasury Department. If the State Depart­
ment had its way, Edwards said, it "would give away 
everything" to the banks. 

In spite of Edwards' complaint, sources on Capitol 
Hill and in the executive branch agreed that the Treasury 
report may change the character of congressional debate 
on the subject. • 

"It's already had an impact," said James C. Orr, 
Republican staffer on the House Banking subcommittee 
on the international development banks. "This report is 
forcing the critics to be more responsible in what they say, 
and the supporters to be less doctrinaire." 

The Treasury report examined 19 major criticisms, 
many of which originated in Congress. The report found 
some basis in fact for several criticisms, but broadly sup­
ported only two: that the banks, especially the World 
Bank, tend to emphasize lhe quantity of loans over the 
quality of loans, and that the banks have not done enough 
to get borrowing countries off the dole. 

The report gave little credence to complaints that the 
banks are giveaway programs promoting socialism in de­
veloping countries, and that the United States cannot 
influence policies of the banks. 

IDA As 'Giveaway' 
On Capitol Hill, most criticism is directed at the 

International Development Association (IDA), the World 
Bank agency that lends to the poorest nations. 

In an interview, Rep. Edwards, a member of the 
House Appropriations Foreign Operations Subcommittee, 
summarized his complaints this way: IDA is "a concept of 
aiding the poorest of the poor through a giant worldwide ~ 
welfare program." IDA does little for private business in 
developing countries, he said, and instead subsidizes un­
stable governments, allowing them "to spend the_ir own 
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evelopment Banks. • • 
funds on things like sports complexes in New Delh~." 

Bank President A. W. Clausen has launched a vigor­
ous campaign to dispute that view and to persuade the 
world that the bank is not merely a welfare agency. 

Clausen said in Tokyo Jan. 13 that IDA "is not in t_he 
business of redistributing wealth from one set of countries 
to another set of countries. It is not the Robin Hood of 
the international financial set, nor the United Way of the 
development community." 

The Treasury report clearly backed Clausen.. Al­
though noting that IDA loans are virtually grants, the 
report said most IDA money goes for necessary develop­
ment in countries that are too poor to borrow in interna­
tional financial markets. Even IDA's programs aimed at 
improving "basic human needs" such as schooling and 
food production "are not redistributional or 'welfare' 
projects," the report said. 

Lack of U.S. Influence 
Perhaps the most effective congressional argument 

against the World Bank is that the United States has 
little say over its day-to-day operations. . 

"I don't really feel that we have any control," Ed­
wards said. "In fact, everybody would agree that we don't 
have any control over what happens at the World Bank." 

But the Treasury r~port did not agree. 
The main evidence cited by Edwards and other crit­

ics in support of that charge is IDA's lending, in August 
1978, of $60 million to communist Vietnam for an agricul­
tural irrigation project. 

The Treasury report used the Vietnam case to dis­
pute the Edwards view. Congressional reaction to the loan 
was so negative that Robert S. McNamara, then World 
Bank president. was forced to sign a highly unusual letter 
to Congress promiain& not to make new loans to Vietnam. 
Vietnam has not received any World Bank loans since. 

Another exampl of U.S. influence was the Reagan 
administration's success last year in killing a proposed 
World Bank affili te to make loans on energy projects. 

The Treasury report S(Jid the United States is with­
out quest.ion the major influence in the bank, in spite of 
setback.a on aome pecific issues. "On the whole," the 
report said, 1'the polid and programs of the World Bank 
group have been n1J tent with U.S. interests." 

The report eumined 70 cases over the last 10 years 
in which ih United tt.empted to influence World 
Bank policy. The United tat.ea waa successful in about 
80 percent 4f those ea • with major success coming on 
such i ue1 as halting l Dding to Afghanistan following 
the viet i_nv ion and r umin, lending to Southeast 
Asian allies of the Uni tatea. 

Blla eraf n . Multllat raJ 
relat d fu ue raised by Edwards and others is that 

the Uni d t t m re influence over foreign aid it 
giv dir cLl,y ( 11 ''bil teral" aid) than over aid given 
through multlla rsl cle auch as the banks. Accord-

. i'!I to I.hat IU)lUtn nt. the United Si;ates directly controls 
. _ b1laicral aid bu to fight to mfluence how aid is 
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• • .And Rejects Congressional Complaints 
handed out by the banks. 

Edwards said U.S. aid should go to countries that 
support U.S. policies around the globe, not to countries 
that consistently oppose the United States. For example, 
he said the heavy World Bank lending to India "has not 
done anything whatsoever to bring the Indian govern­
ment more in line with our government in terms of policy. 
The Indians consistently align themselves with the Soviet 
bloc in the U.N., as opposed to our bloc." 

In an interview, McNamara admitted that it is politi­
cally difficult to justify aid to countries, such as India, 
that oppose the United States on foreign policy matters. 
But he said Americans should look beyond the anti-U.S. 
rhetoric of some of the developing nations. 

"I don't think you can buy, by development assis­
tance, a country's support of U.S. policies with which they 
have a deep and fundamental disagreement," he said. 
"But on balance, the developing countries are not anti­
U.S. There are occasional differences of view between the 
U.S. and its NATO allies, for example, but we don't stop 
providing support for NATO . . . simply because the 
French or the Germans or the British voted against us in 
the U.N. And I don't think we should treat the developing 
nations any differently than we treat the NATO nations." 

The Treasury report said both bilateral and multilat­
eral aid benefit the United States. 

Bilateral aid has the advantage of being readily iden­
tified with the United States, Treasury said. 

But funneling aid through the development banks 
can be more efficient, since each dollar contributed by the 
United States is combined with money from other coun­
tries to produce about $50 worth of aid. 

The Bank and the Private · Sector 
In recent years, some critics have questioned whether 

bank lending helps or hinders private enterprise in devel­
oping countries. The critics answer their own question by 
charging that the banks undermine private enterprise by 
placing too much emphasis on public sector development. 

Edwards said bank projects do little to directly help 
private business. The economies of some countries prob­
ably have benefited from World Bank lending for projects 
such as roads and dams, but that "doesn't necessarily 
help the private sector," he said. 

"I have yet to see an example of a country, or several 
countries, where in fact because of all this money that we 
have put into these natfons, they., now have a thriving, 
growing, widely distributed private eriterprise system," 
Edwards said. "And that is what develops an economy." 

Rep. Jack F. Kemp, R-N.Y., also has charged that 
the banks have not done enough to encourage borrowing 
countries to adopt policies that Kemp claims would spur 
private enterprise. The author of the Kemp-Roth tax cut, 
Kemp is especfally concerned about what he views as 
unnecessarily high tax rates in some developing countries. 

The Treasury report said the banks do enhance pri­
vate ente rprise in developing countries, but it agreed with 
Kemp that they must do more toward that end. 

The report classified 383 projects funded in recent 

years by all the development banks according to whether 
they would have been handled by the public or the pri­
vate sector in the United States. Overall, 42 percent of the 
projects clearly would have been handled by the U.S. 
public sector, 26 percent would have been handled by the 
private sector, 32 percent would have been handled by a 
mixture of the two, and only 8 percent would have been 
competitive with the private sector. 

Officially, the World Bank is ideologically neutral in 
the private vs. public debate. In his first speech to the 
bank last September, Clausen said the bank "has no 
political axes to grind, and no ideological banners to wave. 
It concerns itself exclusively with pragmatic economics." 

But Clausen's list of policies that poor nations must 
adopt in order to improve their economies could have 
been lifted straight from the Republican Party platform: 
reducing obstructions to private enterprise; encouraging 
exports; and reducing the drain on government budgets 
caused by subsidies and ineffective social programs. 

U.S. Share Too Big? 
The United States always has been the largest single 

contributor to the World Bank. The United States con­
tributed 34 percent of the first capitalization for the 
World Bank, and 41 percent for the first funding of IDA. 

But the U.S. share has steadily declined in recent 
years, largely due to congressional pressure. The current 
U.S. shares are 22 percent for the bank and 27 percent for 
IDA. Donations from new economic giants such as Japan 
and Saudi Arabia have increased to take up the slack. 

In spite of that history, bank critics maintain that the 
U.S. share is still too large. Edwards, for one, said it is 
time to cut back on foreign commitments. 

"We're cutting back on food stamps, school lunch 
programs and every other conceivable social benefit pro­
gram that we've offered to our people," Edwards said. 
"When we're cutting back on all those things, it would 
take some imagination to say we have enough surplus to 
be able to distribute it through the World Bank to the 
rest of the world." 

While calling for cut.backs in U.S. contributions to 
the banks, the Treasury report said it is important for the 
United States to remain the largest single contributor. 
One reason is to preserve U.S. influence in the banks. 

Pressure to 'Push' Loans 
There has \!!t_en _widespread criticism that the enor­

mous expansion of the World Bank in the 1970s was 
possible because the bank "pushed" loans on developing 
countries and moved so rapidly in some cases that it 
failed to make adequate plans for projects. 

The Treasury report lent some support to this com­
plaint, noting that the bank has set annual targets for the 
amount of loans and has pushed to make sure those 
targets are met. The pressure to meet lending goals had 
two negative results, the report said: the quality of indi­
vidual projects often was reduced, and the bank squan­
dered some of its leverage in getting borrowin~ countries 
to adopt policies that would promote economic grov,rth. 
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Terms of Bank/lDA Loans 
owhere is the dual role of the 

World Bank - as a bank and as · a 
development agency - more visible 
than in discussions about the terms on 
which it lends its money. 

To conservative critics, the hard 
loans are not hard enough, and soft 
loans are much too cushy. • 

To some borrowing countries, the 
reverse is true, at least for hard loans. 
India, for one, has complained that it 
cannot afford the 11.6 percent interest 
rate now charged on IBRD loans. 

The future seems to be on the 
side of the critics. To maintain the 
support of donors, as well as to 
strengthen its own finances, the bank 
is charging more on its !endings. The 
bank on Jan. 5 imposed new service 
charges on IBRD and IDA credits, 
both of which were described . as rev­
enue-raising measures for the bank. 

There is little talk of charging ac­
tual interest on IDA credits, which are 
for 50 years. Dawson of the Treasury 
noted that many of IDA's heavy bor­
rowers in Africa and Asia "are so poor 
that I don't think anyone would con­
sider requiring harder terms." 

The administration has suggested 
that the IBRD (like commercial 
banks) make loans with variable inter­
est rates, under which the interest 
fluctuates with market rates. 

Clausen said the bank is consider­
ing such a move, but he told a 
Brookings Institution seminar Jan. 7 
that the bank "should avoid even the 
appearance of a commercial bank." 

Clausen also has suggested a pro­
cedure for speeding up loan payments 
from countries that could afford to do 
so. That would free money for loans to 
more hard-pressed nations. 

Getting Off the Dole 
Almost everyone agrees the banks 

must do a better job of easing coun­
tries off the dole. But cutting off a 
borrower is about the touchiest task 
facing the bank. 

The administration has served 
notice that it would make improving 
that process a high priority. • 

There are two parts to the issue: 
"maturation," the act of moving coun­
tries from soft loans to the hard loans; 
and "graduation," which is moving 
countries from hard loans into the 
commerical marketplace. 

In addition to the obvious result 
of reducing demand on the banks' re­
sources, both processes free loan 
money for nations most in need of it. 
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Under the IBRD graduation 
policy, when a nation whose per capita 
gross national product reaches a "trig­
ger" level of $1,750 in 1977 dollars 
($2!650 in 1980 dollars) it undergoes a 
senes of analyses to determine when it 
can get along without hard loans. Re­
cent graduates from the IBRD include 
Iceland, Finland Israel Ireland 
Spain, Singapore ~nd Gree'ce. ' 

After a reportedly hot debate Jan. 
26, the _bank board essentially decided 
to contmue that policy because mem­
bers could not agree on changes. ' 

The Treasury report cited 10 "po­
ten~ial" graduates, including some 
maJor ~orrowers. Argentina, Portugal, 
Romama and Yugoslavia already are 
abov~ or ne_ar the trigger level. Algeria, 
Brazil, Chile, Korea, Malaysia, and 
Mexico probably will cross it in the 
1980s, the report said. (Box, p. 453) 

The Treasury report also said the 
United States would push to reduce 
IDA lending to countries that can af­
ford to borrow from the IBRD. 

Twenty-four nations that once re­
ceived credits only from IDA now bor­
row from the IBRD. Among them are 
several countries with strong ties to 
the United States, such as Egypt, Mo­
rocco, South Korea, and Thailand. 

:IDA policy says nations with per 
capita incomes above $680 in 1979 
dollars are ready for IBRD loans. 

Conditionality 
Another administration priority is 

"conditionality" . - imposing condi­
tions under which the banks make 
loans to developing countries. 

Page after page of the Treasury 
report argued that the banks must be 
tougher in telling borrowing countries 
to adopt free-market policies. 

The report did not specify exactly 
what those policies should be. It did 
list broad goals for developing nations, 
such as minimizing government com­
petition against private business, 
limiting price subsidies on consumer 
products, and encouraging private in-
vestment. -- • -.i--· 

Treasury's Dawson said the banks 
already embrace those policies. "It's 
just a matter of enforcement." 

The report repeatedly said the 
banks have had little success in using 
force - such as the threat of with­
drawing loans - to get borrowers to 
make economic changes. The World 
Bank, it said, has had more success by 
trying "to resolve policy differences 
without rupturing relations with its 
borrowers .. . . " 
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In spite of that warning, T reasury 
officials made it clear that they intend 
to push the banks to adopt tougher 
attitudes toward borrowing countries. 
Although insisting that the United 
States is "not trying to dictate domes­
tic policies of borrowing countries," 
Treasury's Sprinkel said the adminis­
tration is serious in its goals. 

"This is not a game we're playing; 
it's for real," Sprinkel said. . 

The U.S. offensive began last fall, 
when the United States vetoed an In­
ter-American Development Bank 
(IADB) loan to Guyana because of 
that country's economic policies. In 
January, the United States opposed 
loans to the leftist government of Nic­
aragua on the same grounds: The 
United States killed a :oan by the 
IADB and unsuccessfully voted 
against a $16 million World Bank 
loan. 

Working With Private Banks 
• In recent years the bank has 

moved to share its burden. Using a 
procedure called "co-financing," both 
IBRD and IDA are making loans in 
conjunction with .other agencies. 

Most such loans are made in con­
junction with off1cial agencies, includ­
ing· other development banks. 

An increasing number of loans are 
co-financed with private banks. The 
Reagan administration is pressing for 
even more, saying up to two-thirds of 
bank projects could involve private co­
financing by the late 1980s. 

Although bank and U.S. officials 
have proclaimed co-financing to be 
the wave of the future, some observers 
are worried that co-financing eventu­
ally could undermine the fundamental 
purposes of the bank. 

Robert C. Ayres, a fellow at the 
Overseas Development Council, said 
he was concerned that co-financing 
could become merely a tool for pro­
moting the exports and investment 
schemes of American businessmen. 

"I think it's very dangerous if you 
just turn the World Bank into sort of 
an underwriter of schemes and initia­
tives of American private business, 
which is what I think some of the 
more extreme people would like to 
do," said Ayres, who is writing a book 
about the bank. 

His worries were dismissed by 
Marc E. Leland, Treasury's assistant 
secretary for international affairs. "I 
would rather have someone with 
something at stake involved in these 
lending programs," he said in an inter­
view. I 
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pointed out we don't think this is the time 
for such a thing." 

U.S. Positions Questioned-Spokesmen 
for a number of developing countries 
voiced doubt about the U.S . call for 
reliance on private enterprise and also 
indicated they would favor a larger role for 
the U .N. in the global negotiations. These 
views, however, were generally expressed 
in moderate terms, and the leaders of the 
developing countries seemed to be at pains 
to avoid using strident language that would 
aliena te the U.S. 

Brazilian Foreign Mini ster Ramiro Sa­
ra iva Guerreiro argued that private enter­
prise could not always deal with the prob­
lems of development, it was reported Oct. 
23. Even in Brazil, Guerreiro said, "It has 
been necessary for the state to pragmati­
cally take over considerable responsibilities 
in important sectors." 

Mexican President Jose Lopez Portillo 
voiced doubt about the U.S.'s expressed 
preference for conducting negotiations 
through the specialized agencies. Such 
organizations, Lopez Portillo said Oct. 22, 
had "deepened resentment and frustra­
tion." "They tended to become mere 
sounding boards" for the countries that 
dominated the voting, he added . 

Nevertheless, the developing countries 
generally insisted that they had not come 
to Cancun to engage in recriminations of 
the U.S. or other industrialized powers. 
"The idea is not to review the past 200 
years and see who is responsible for the 
state of the developing countries," said 
Mexican Foreign Minister Jorge Castane­
da, according to a report Oct. 22. Casta­
neda added, "The idea is not to put a group 
of nations in the chair of the accused." 

Reagan Calls Meeting a Success - In a 
statement Oct. 24, Reagan described the 
Cancun summit as a " substantial success,''. 
saying that it had "dealt with hard issues 
and yet succeeded in finding many areas 

E of shared priorities and of common 
ground." 

The conference participants, Reagan 
said, " succeeded in creating a spirit of new 
hope which we want to translate into 
progress to revitalize the world economy 
and accelerate the growth of developing 
countries." 

The summit, Reagan continued, "did 
not waste time on unrealistic rhetoric or 

F 
unattainable objectives." Instead, it took 
up practical questions of growth, agricul­
tural development and measures to im-
prove food security. Other leaders, Reagan 
said, had agreed with the U.S. proposal 
"that task forces should be sent to develop­
ing countires to assist them in finding new 
agricultural techniques and transmitting to 
farmers techniques now in existence." 

For Reagan, the summit also served the 
purpose of enabling him to meet a number 
of foreign heads of government. Secretary 

G of State Haig said Oct. 24 that the Presi­
dent "established a personal rel ationship 
with each and every head of state" at the 
conference. Indian Prime Minister Indira 
Gandhi and Chinese Premier Zhao Ziyang 
were among those Reagan met Oct. 21 for 
the first time. 

Other participants at the conference also 
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generally took a positive view of the 
outcome, although they were less effusive 
than Reagan. Lopez Portillo said Oct. 24 
the summit would "move global negotia­
tions forward.'' A similar point was made 
by Mohammed Bedjaoui, the Algerian 
delegate to the U.N ., who commented, "A 
real political push has been given . It is a 
matter of starting the global negotiations. 
A commitment to start these negotiations 
has been taken here." 

French President Mitterrand said Oct. 
24, "I personally consider that we have 
moved forward ." Among the industrialized 
countries, France .was noted for voicing 
strong support for action to assist the 
developing countries, including global ne­
gotiations. 

The vagueness of the final summary that 
was issued and the . lack of a definite 
agreement on what would be the next step 
in the negotiating process led some partici­
pants to question whether much had been 
accomplished, although these doubts were 
usually expressed off the record. 

Soviets Criticize Summit - The Soviet 
Union, which had turned down an invita­
tion to attend the conference, criticized the 
meeting as a ploy by the advanced capital­
ist countries to divide the Third World. 
The U.S., for its part, criticized the Soviet 
absence. 

The Soviet Union had declined to attend 
the meeting on the grounds that Western 
colonialism was responsible for Third 
World poverty. An article published Oct. 
19 in Pravda, the newspaper of the Soviet 
Communist Party, said that "the experi­
ence of the past shows that such meetings 
cannot produce positive results unless capi­
talist states radically change their ap­
proach to the developing countries ." 

The Western powers, the article said, 
calculated that they could offer conces­
sions on secondary issues and thereby "not 
have to admit a complete breakdown of the 
international economic relationships built 
up in the colonial era." 

The British foreign secretary, Lord 
Carrington, observed at the conference 
Oct. 22 that the Soviet contention that all 
the ills of the Third World were the result 
of colonialism was losing plausibility. Brit­
ain by itself gave more aid than all of 
Eastern Europe considered together, Car­
rington said. 

Haig also took the Soviets to task. The 
fact that the Soviets had "unleashed an 
increasing crescendo of critici sms of Can­
cun," Haig said Oct. 24, pointed up "a 
keen sense of inadequacy in the sense that 
they refused to participate and are now 
extremely self-conscious about it. They 
smarted greatly at the criticism that came 
from, not the United States at this confer­
ence, but from other participants ... " 

Tass, the official Soviet press agency, 
carried a response to Haig's comments 
Oct. 25. The Cancun summit, according to 
the Tass article, "developed into a confron­
tation between 'civilized' plunderers and 
the plundered peoples which have never 
put up with such a state of affairs, and the 
real state of affairs is exactly such, no 
matter what Mr. Haig has to say about 
it." 

The Soviet Union, the article said, 
favored a "new international economic 
order.'' Soviet aid was not used as a means 
of advancing political or military interests, 
the article maintained, nor was it used to 
gain concessions. The U.S. and Western 
countries, on the other hand, were sepa­
rated from the Third World by an "insur­
mountable chasm" of debts, "exorbitant 

Cancun Summit Participants Profiled 
Energy Energy, 
imports per capita Education 

Per capita as a% of consump- Total debt, Debt as% Military, & health, 
income exports lion in billions of G.N.P. per capita per capita 

The South (1979) (1978) (1979) (1979) (1979) (1978) (1978) 

Bangladesh $90 35 41•• $2.8 $29.6 $1 $2.3 
India 190 27• 242 15.6 12.3 5 7 
China 260 N.A. 835 N.A. N.A. 26 21 
T anzania 260 N.A. 53 I.I 25 .3 10 17 
Guyana 580 N.A. N.A. N.A. N.A. 10 61 
Philippines 600 32 356 5.2 I 7.3 II 15 
Nigeria 670 2 83 3.7 5.0 28 38 
Ivory Coast 1,040 JO 234 3.6 40.3 I I 78 
Algeria 1,590 2 671 15.3 49.1 36 133 
Mexico 1,640 4• 1,673 28.8 24.5 8 78 
Brazil 1,780 39 1,062 35.1 17.7 18 82 
Yugoslavia 2,430 25 2,440 3.7 5.2 105 236 
Venezuela 3,120 22 3,055 9.8 20.0 44 232 
Saudi Arabia 7,280 0 1,554 - - 1,004 647 

Total 
Energy Energy, develop- Develop-
imports per capita ment ment Education 

Per capita as a% of consump- aid given, aid as a% Military & health, 
income exports lion in millions of G.N.P. per capita per capita 

The North (1979) (1978) (1979) (1980) (1980) (1978) (1978) 

Sweden $11,930 15 8,502•• $928 .76 $365 $1,810 
' W . Germany 11,730 14 6,627 3,512 .43 350 1,082 
United States 10,630 31 12,350 7,091 .27 499 906 
France 9,950 21 4,995 4,041 . 2 350 1,058 
Ca nada 9,640 9 13,534 1,035 .42 174 1,157 
Japan 8,810 32 4,260 3,300 @) 80 878 
Austria 8,630 14 6,975 174 :22 93 814 
Britain 6,320 13 5,637 1,776 .34 262 565 

*Figures for 1977 **Kilograms of coa l equivalent 
Sources: World Bank, World Priorities, New York Times, 9 / 20/8 I, 10/ I 8/81 
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FOREIGN ECONOMIC AND FINANCIAL ASSISTANCE 

History: 

Economic assistance became a major part of u.s. foreign 

policy in the aftennath of World War II. Its object was to 

contain the spread of international Communism by 

strengthening the economies of free world nations. 

The Marshall Plan, launched in 1947 to rebuild 

war-devastated Western Europe, was followed by similar 

assistance to friendly Asian states after the fall of China 

in 1949 and the outbreak of the Korean War in 1950. 

During the 1950s, economic aid to countries on the rim 

of the Soviet and Chinese Communist enpires was finnly 

established as part of U.S. foreign policy. In the decade 

that followed, the scope of this policy was expanded to 

include the emerging nations of Africa and Asia as well. 

The establishment of a Communist regime in Cuba during this 

same period gave rise to a foreign aid program for Latin 

America . 

o The Program: 

Foreign economic aid is both bilateral and 

multi lateral. 

I 



* Bilateral aid is rendered directly frcrn 

the U.S. to the recipient country. 

* Multilateral aid is rendered indirectly, 

through U.S. contributions to international 

o r ganizations like the United Nations . 

Bilateral development assistance programs are carried 

out by the Agency for International Development (AID), 

which was established by the Foreign Assistance Act of 

1961. AID provides both economic and international 

security assistance. 

* Economic development assistance is provided in 

the form of loans and grants designed to improve 

the condition of the poorest people of the 

less-developed countries through programs in 

agriculture, rural development, family planning 

health, education, and energy. 

Multilateral development assistance is carried out 

through organizations like the World Bank and its 



affiliates, the regional development banks (the U.S. is 

a member of the Asian Develoµnent Bank and the 

Inter-American Development Bank), the United Nations, 

the International Fund for Agricultural Develoµnent, 

and others. 

* Multilateral assistance usually takes the form of 

low-interest loans to developing countries. 

* The World Bank is representative of this type of 

assistance. 

o Costs: 

The U.S. Government provides about 20% 

of the bank's capital, which is in turn lent by 

the bank's directors. 

The U.S. is the largest single contributor to the 

World Bank. As such, it participates in shaping 

the bank's policies, but the bank itself is an 

independent international organization, not an 

arm of u.s. foreign policy. 

-- Bilateral and multilateral assistance combined came to 

* $2.8 billion in 

~ lt;t O 
\3 ~~..\01.1~ 

~" \ ~\. \, \ t,..,°"\ 

FY 1970, ~ 



* $5.6 billion in FY 1980. 

o Administration Action: 

-- FY 1982 

* The Carter Administration requested $7 billion for 

foreign economic assistance. ;'"'""'~ 
~~.\, \ ~ 

* President Reagan reduced that request to 

$5.4 billion. ~' \ :\ Q.vc,J... 

~\)\\.\\c,..~ 
L..: 

* Congress voted $4.S f billion for that year. 

i·, :\~ ' 
-----

-- FY 1983 "" \\, :\~~ 

* The Reagan Administration requested $4.3 billion for 

foreign economic assistance. 
~ -,,~\C\.-c.-L 

"-"v\\·, '"'-~~ 

* Congress (through continuing resolution and 

supplemental appropriation) voted a total of 

---
$4. tff\ billion. : \~-\-ev4 

"'~-\: cl\~ 

-- The Reagan position on foreign aid: 

* In contrast to previous administrations, President 



Reagan has emphasized free market solutions 

to the problems of developing nations L1'ttis 

administration has urged these countries to 

adopt free trade and other policies designed to 

f .. JJt~f . encourage ore1gn 1nvestment. c, In~ uture, American 

aid will be directed toward• promoting self-help 

policies in the developing world, rather than 

towardf. propping up failed socialist experiments. 
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- Mult( 1L teral $ .81 billion 

* FY 1980 

- Bilateral $ ~7y 7 billion 

- Multilateral $ ~ .6 billion 

o Administration Action: 

-- FY 1982 

* The Carter Administration requested budget authority 

of: 

- Bilateral $4.0 2 billion 

- Multilateral $2.7 billion 

* The Reagan Administration reduced this request to: 

- Bilateral $ 3 • 3 t bi 11 ion 

- Multilateral billion 

* Congress approved: 

- Bilateral $ 3 • Ob bi 11 ion 



- Multilateral $1 • 4 l bi 11 ion 

-- FY 1983 

* The Reagan Administration requested budget authority 

of: 

- Bilateral 

- Multilateral 

$2.98 billion 
>-, 

$1. 7 t billion 

* Congress approved: 

- Bilateral $2.9t billion 

- Multilateral $1.7 . billion 



Background 

o History 

"FAIRNESS" 
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FOREIGN ECONOMIC AND FINANCIAL ASSISTANCE 

Foreign economic assistance became a major part of U.S. foreign 
policy in the aftermath of World War II. Its object was to 
contain the spread of international Communism by strengthening 
the economies of free world nations. During the 1950 1 s and 
1960's, the geographic focus of economic aid was shifted from 
Europe to the developing nations of Asia, Latin America and 
Africa. U.S. assistance programs, which address a range of 
security, economic - and humanitarian objectives, have supported 
the efforts of many countries to move from poverty to 
relative prosperity. Successful instances of U.S. economic aid 
include Korea, Taiwan, and Brazil. Currently, more than 60 
developing countries benefit from bilateral U.S. economic aid 
while numerous others receive multilateral aid from institutions 
to which the United States contributes. 

o Programs 

Economic aid can be divided into the major categories of 
bilateral and multilateral assistance. 

Bilateral assistance is given directly to developing 
countries. Major program elements are: 

o The Agency for International Development (AID) which 
makes loans and grants to more than 60 countries in Asia, 
Africa and Latin America for projects aimed largely at food 
production, health, energy, and human resources 
developm e nt. AID programs are increasingly concentrated on 
the development of active private sectors in recipient 
countries. 



o P.L. 480 food aid, through which concessional loans and 
humanitarian grants provide U.S. agricultural commodities 
to developing countries for security, developmental and 
humanitarian purposes as well as to develop export markets 
for the United States. 

o The Peace Corps, which places volunteers abroad to promote 
better understanding between peoples and assist in 
small-scale development activities. 

o Refugee assistance, which provides humanitarian aid to 
refugees in foreign countries and finances transportation 
and initial placement of refugees coming to the 
United States. 

Multilateral Assistance is provided through international 
organizations to which the United States belongs. There are 
two major multilateral channels: 

o Multilateral development banks, comprising the World Bank 
and its affiliates and the regional banks for Asia, Africa, 
and Latin America. These banks make loans at near-market 
terms and long-term low interest loans to finance 
development activities. Industrialized countries support 
these institutions with direct contributions and borrowing 
guarantees. 

o International Organizations and Programs, which make grants 
for development, humanitarian and other activities. These 
programs are supported by voluntary contributions. 

Proposals 

o For 1984, the Administration is proposing budget authority of 
$4,868 million, an increase of $113 million, or 2%, above the 
amount requested for 1983. 

- Increases are requested for AID bilateral programs, which 
contribute importantly to both political and development 
goals, and multilateral banks, where Congress has failed to 
appropriate the amounts needed to comply with previous 
funding commitments agreed to by the United States. 

- Reductions from prior levels will be sought for refugee 
assistance progiams, where the numbers bf people who require 
~id is declining, and international organizations, which are 
judged of lower priority than other programs that address the 
same goals. 

- P.L. 480, Peace Corps, and smaller programs in this category 
will be financed in 1984 at or n~ar the 1983 levels. 

2 



Justification 

o Continued substantial amounts of economic assistance reflect the 
importance accorded by the Administration to promoting economic 
growth in poorer countries abroad. President Reagan has 
emphasized free market solutions to the problems of developing 
nations. His Administration has urged these countries to adopt 
free trade and other policies designed to encourage foreign 
investment. American economic aid is directed towa.rds promoting 
self-help policies in the developing world which will enable 
recipient countries to become economically self-reliant. 

o Program increases are proposed for the most important of the 
economic assistance programs. 

AID bilateral assistance programs aim at encouraging 
appropriate economic policies, at expanding the role of the 
private sector, at transferring appropriate U.S. science and 
technology and at building indigenous institutions that will 
be able to carry .out policies of economic growth. 

- Multilateral banks have an important role to play in 
promoting sound economic policies in recipient countries. The 
magnitude of funding available to the banks provides 
substantial leverage in encouraging balanced growth. 

- The P.L. 480 program, which will grow modestly in 1984, 
permits use of U.S. agricultural products, especially those 
which are surplus to domestic requirements, to encourage 
agricultural development and to satisfy humanitarian goals 
abroad. 

3 
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Trade _; 

Surprise Action: 

a ib an 
s ays 

A bill that would provide duty­
free entry into the United States for 
the products of most Caribbean na­
tions was pushed through the House 
Ways and Means Committee Dec. 9. 

The bill (HR 7397) is a portion of 
President Reagan's Caribbean Basin 
Initiative, designed to improve the se­
curity of that multi-nat ion region by 
boosting its economic health. Reagan 
said last month the initiative was one 
of his top priorities for the lame-duck 
legislative session. (Background, 
Weekly Report p. 2304) 

Speaker Thomas P. O'Neill Jr., 
D-Mass., said Dec. 8 the Caribbean 
initiative did not have the votes to 
pass the full House. But Ways and 
Means Chairman Dan Rostenkowski, 
D-Ill., said that prediction was based 
on "very preliminary counts." 

"A strong vote today, combined 
with an energetic bipartisan cam­
paign, I think, will turn the House our 
way when the bill reaches the floor ," 
Rostenkowski said. His committee re­
sponded by approving the bill on a 27-
6 vote, and requesting that the Rules 
Committee bar amendments to the 
measure on the House floor. 

In sp ite of that show of strength, 
the bill will have a difficult time mak­
ing it through the House and the Sen­
ate before Congress adjourns. 

The measure includes one prong 
of the trident with which Reagan in ­
t ended to attack the problems of Ca­
ribbean countries. Congress enacted a 
$350 million aid plan earlier in the 
year. (Weekly Report p . 2104) 

The third part of the package, a 
proposal to grant tax credits to U.S. 
firms that invest in the region, was 
ignored by Ways and Means. Trade 
Subcommittee Chairman Sam Gib­
bons, D-Fla., said the tax credit was 
too complex and controversial to be 
dealt with in the lame-duck session. 

The committee leadership suc­
cessfully fought back amend ments by 

- By Alan Murray 
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members who were afraid the duty­
free Caribbean imports would harm 
industries in their districts. 

Attempts to exclude various prod­
ucts - including tuna, processed steel 
and mushrooms - from the tariff ex­
emptions were defeated, as was an 
amendment by Richard T . Schulze, R­
Pa., to exempt for five years all prod­
ucts that have been found to be "im­
port sensitive" by the U.S. 
In ternational Trade Commission. 

Committee members also voted to 
eliminate a provision restricting the 
amount of duty-free Caribbean rum 
entering the country. That amend­
ment had been added by the Trade 
Subcommittee, which approved its 
version of the bill (HR 5900) May 5. 

Compromise Bill 
The compromise bill, worked out 

in a caucus before the committee's 
meeting, does provide protection to 
U.S. leather goods, textile and sugar 
industries by excluding those products 
from the measure. The textile and 
sugar exemptions had been recom ­
mended by the administration, and 
the leather goods exemption was 
added by the Trade Subcommittee . 

The committee also added petro­
leum and petroleum products to the 
list of exempted products. 

The bill includes a provision al­
lowing tax deductions for the expense 
of attending conventions in the Carib­
bean. Gibbons said that would pro­
mote the region 's tourist industry. 

Most products of the Caribbean 
region already are exempted from U.S. 
tariffs under the '·generalized system 
of preferences" (GSP), which provides 
preferential treatment to the exports 
of impoverished countries. 

The new measure, however, en­
compasses some products not covered 
by the GSP, and would ensure that 
duty-free status continue for 12 years, 
through Sept. 30, 1994. The GSP pro­
gram is subject to congressional reau­
thorization by 1984. Given the current 
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protectionist sentiment in Congress, it 
is likely to come under heavy attack. 
(Background, 1974 Almanac p . 554) 

To prevent exports from other 
nations gaining duty-free access to the 
U.S. market by simply "passing 
through" the Caribbean, t he bill re­
quires that 35 percent of the labor and 
parts going into duty-free exports 
come from the Caribbean. That "do­
mestic content" ratio would drop to 20 
percent if at least 15 percent of the 
parts and labor were of U.S. origin. 

As proposed by the president, the 
bill would have required only 25 
percent domestic content. But con­
fronted with fears that developed 
countries would build final assembly 
plants in the region and flood the U.S. 
market with tariff-free imports, the 
committee raised the percentage. 

The GSP program also requires 
35 percent domestic content. 

Uncle,· the bill , the president may 
exclude a Caribbean nation from the 
program if it is a communist country, 
if it has nationalized U.S. property, if 
it has not acted in good faith in recog­
nizing arbitration awards in favor of 
U.S. citizens, or if it offers special 
trade preferences to other nations that 
it does not offer the United States. 

At the request of Marty Russo, D­
Iil., the bill also exclud es countries• 
whose governments broadcast copy­
righted films or television shows with­
out the consent of the owner. And it 
contains an amendment by Andrew 
Jacobs Jr., D-Ind., excluding countries 
that have not signed an extradition 
treaty with the United States. 

A provision added by Thomas J. 
Downey, D-N.Y., also requires that 
each country submit a "stable food 
production plan" to ensure that land 
needed for bas ic foodstuffs is not be­
ing converted to export industries. 

To help shelter Puerto Rico and 
the Virgin Islands from the conse­
quences of the measure, the bill re­
quires that all excise taxes collected 
on foreign rum be t ransferred to those 
U.S. islands. That provision would 
cost the United States an estimated 
$13 million in revenue in fiscal 1983. 

Rostenkowski, who was initially 
skeptical of the Caribbean proposal, 
was one of seven committee members 
who toured the region in November. 
He gave an enthusiastic endorsement 
of the bill Dec. 9. I 




