37. Foreign Aid

The United States has provided generous amounts of aid to the develop-
ing world—more than $400 billion—since the end of World War n.
Through an assortment of foreign assistance programs, Washington has
sought to promote economic growth in poor countries and exert political
influenceabroad. Unhappily for peoplein the deve oping world and taxpay-
esin the United States, most of that money has been wasted a best and
been postively harmful at wordt.

In the post-Cold War world, many nations are liberdizing their econo-
mies, and the United States faces no significant security threats. Those
developments and the sorry record of foreign ad cdl for Washington to
seek anew approach to helping the developing world. Washington should

* abdlish the US Agency for International Development within
twoyears

* trander to the State Department respongbility for dispersng all
humanitarian aid, which should only be targeted to genuine emer-
gendes or disaders .

* diminate or sharply reduce the military and security components
of the U.S aid program;

« abolish the Export-Import Bank, the Overseas Private I nvesment
Corporation, and the U.S. Trade and Development Agency;

* open U.S markets to the deveoping world's goods.

The Sorry Record of U.S. Aid

Many of the gods of U.S. foreign assistance are admirable—alleviating
poverty and fostering economic growth, for example—but it is difficult
to find countries in which U.S. aid has generated lasting improvements
in the lives of the poor. Instead, aid has typicaly heped stunt progress
and create dependence. A 1989 report by the U.S. Agency for International
Development, the principad U.S. bilateral ad ingtitution, acknowledged
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that problem: '‘Only a handful of countries that started receiving U.S,
assgance in the 1950s and 1960s has ever graduated from dependent
satus.”

More than adozen evaluationsinrecent yearshave smilarly documented
the ineffectiveness of U.S. AID. A 1993 Clinton administration task force,
for instance, conceded that "despite decades of foreign assstance, most
of Africa and parts of Latin America, Ada and the Middle East are
economically worse off today than they were 20 years ago."

Aid has failed to help people in impoverished nations because it has
served to expand aready bloated government bureaucracies, support
authoritarian regimes, subsidize inefficient state-owned enterprises, and
underwrite al manner of statist economic policies that are now recognized
as major causes of world poverty. '

With the spectacular collapse of development planning, it is especidly
gppalling that Washington directed most U.S. ad to the public sectors of
the developing world a the expense of the private sectors. Y et countries
such as Indiawere consdered too poor to be able to attract private capital,
much less let the private sector generate prosperity. Thus, between 1951
and 1985, more than 95 percent of U.S. ad to India went to the public
sector. The result, as Indian economist Shyam Kamath |aments, has been
that annual per capitaincomes have remained at about $300 after more
than 45 years of independence.

Just as ad hindered development in democratic nations such as India
and Mexico, itimpeded progressin countries ruled by dictatorships. Zaire’s
Mobutu Sese Seko, the Philippines’s Ferdinand Marcos, and Haiti's Papa
Doc Duvalier dl received lavish sums from the United States. Although
those men grew rich in power, that money did not help the citizens of
their countries. When Marcos took office in 1966, for example, his coun-
try’s foreign debt was $500 million. When he was ougted 20 years |ater,
the foreign debt had reached $28 hillion.

Inthe end, no amount of aid could foster development under any regime
if the conditions for development did not exist. Pouring money into Sate-
run economiesled to debt, not development. Financia aidinvariably helped
to politicize economies, turning peopl€'s energies away from productive
activitiestoward rent-seeking behavior and politica patronage. Thus, grant-
ing Third World governments more power to award or deny competing
congtituencies money or development schemes put politics above the
market, dlowing ruling dites to squander resources on a massve scae.
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U.S. Aid in the Post-Cold War World and Clinton’s
" Reforms'

Today, countries in the developing world are recognizing that they can
no longer sustain sociaist economies and are implementing, in varying
degrees, market-oriented reforms. Some, such as Mexico and Argentina,
have made remarkable progress, sdling off state-owned monopolies,
deregulating their markets, and reducing restrictions on trade and foreign
investment.

Thoserevolutionary changes and widespread skepticism about the utility
of foreign assistance have forced the Clinton administration to promise
reformsat U.S. AID so that past deficiencies may be corrected. Moreover,
the administration has reoriented the way ad is awarded by creating new
categories under which it is disbursed. In the words of Secretary of State
Warren Christopher, fiscal year 1995 brought the "first true post-Cold
War foreign affairs budget.” A look at the proposed changes, however,
reveds that the reforms are merdly arepackaged verson of old aid policies
with agreater emphasis on such questionable goals as population control.

To its credit, U.S. AID has begun to dose some overseas missons and
eliminate funding to 50 countries, most of which the administration has
deemed cannot make good use of U.S. assstance. But there has been no
meaningful reduction in the overdl foreign ad budget. In FY95 it stands
a $13.7 hillion. If spending on such other internationa assistance initiatives
as peacekeeping and export promotion is included, the figure risesto about
$18 billion. That level of spending is similar to aid outlays in past years.
Although some states have been cut off from official ad transfers, that
funding has ssimply been shifted to other recipient nations such as Russia
or South Africa. There is no effort to reduce the scope of U.S. AID’s
activities. Indeed, as part of its new program entitled "Lessons without
Borders,’” the agency has even begun providing adviceto city governments
inthe United States—not avery auspicious development for abureaucracy
that prides itself on being a "laboratory” for the administration's reinven-
tion of government.

The adminigtration has dso devised anew way of alocating ad money
according to certain broad objectives rather than by country. Those objec-
tives include providing humanitarian ass stance and promoting democracy
and market reforms, prosperity, sustainable development, and peace.

Those gods sound good, but they raiseimportant concerns when consid-
ered separately. Advancing democracy and desperately needed free-market
reforms in places like Eastern Europe or Russa may not be best achieved
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by officia ad transfers. Providing assistance for those ends ignores the
record of ad to the deveoping world; it dso imperils reform efforts
because foreign assstance adlows governments in recipient nations to
postpone the introduction of politically difficult liberdization measures.
Far more effective a encouraging reform is the reduction or eimination
of aid—a move that leaves recipient governments with few dternative
courses of action. Indeed, Taiwan and South Korea took off economicaly
only after the termination of large-scde U.S. ad.

The United States, nevertheless, islending money ostensibly to promote
free markets in ex-communist countries. Therepublics of theformer Soviet
Union have become major recipients of U.S. largesse—3$850 million for
FY95. Although approximately a quarter of that money is intended for
central governments, much of itistargeted to support private entrepreneurs.
Under the ad category of promoting prosperity, for example, the United
States is underwriting private-sector investment in Russa in such areas
as ail, gas, and communications. Loan guarantees have been made by the
U.S Export-Import Bank, insurance has been provided by the Overseas
Private Invessment Corporation, and the U.S. Trade and Development
Agency has funded feasibility studies.

There is no need for those agencies to subsidize major U.S. ail firms
such as Texaco and Conoco as they are doing in Russia Those agencies
should be dosad, especidly snce subsidizing private firms in Russa
and esawhere only reieves host governments of the need to establish
investment regimes that are genuindly attractiveto privateinvestors. Again,
even if it goes to the private sector, ad tends to discourage, not promote,
economic reform.

Advocates of U.S. ad not only clam that official wedlth transfers are
essential to developing nations; they aso assert that aid benefits the United
States snce 70 percent of it returns to this country to purchase U.S. goods
or services. That argument is pervasive but should not be taken serioudly.
It is pure folly to believe that the United States gains from giving money
away smply because some of that money eventudly trickles back into
the U.S. economy.

A central component of Clinton's foreign assgance program—one
that has become prominent within the aid establishment—is lending for
sugtainable development. In FY95 the United States will spend nearly $5
billion for that purpose. Unfortunately, the notion of sustainable develop-
ment rests on the false premise that economic growth and environmental
protection are at odds unless governments manage economies and societies
in away that avoids "overusg' of natural resources.
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Yetitis precisay the free play of market forces that has caused natural
resources to become abundant in modern times and improved the lives
of theworld’s inhabitants. Allowing the market, not bureaucrats, to respond
to relative scarcities and discover how to most efficiently exploit resources
is the best way to meet consumer demands and address environmental
concerns.

Pollution and other forms of ecologicd degradation are a problem in
the developing world, but the worst enemy of the environment is poverty.
Burdensome environmentd regulations will only stunt economic growth
in poor countries, thus preventing societies from cregting the wealth neces-
sary to protect their ecologies. U.S. ad targeted to fight such evils as
globa warming—a phenomenon on which no scientific consensus exists—
actudly hinders the efforts of developing countries to liberdize their
markets and cregte thriving economies.

Aid for sustainable development aso emphasizes population control
measures, on the theory that population growth is the cause of poverty.
Yet there is no correlation between population density and prosperity:
some of the most densely populated places on earth (Japan, for instance)
are dso among the richest, while some of the most sparsely popul ated
countries (Congo or Somdia, for example) are among the most impover-
ished. The evidence, disregarded by advocates of ad, reveds that when
market-libera economic policies and ingtitutions are in place, popula-
tion growth and Size cease to put a strain on ether the economy or the
environment.

The one category of the administration's foreign assstance program
worth keeping is humanitarian ad. That type of ad has long been part
.of the foreign affairs program, reflecting Americans’ traditiona dedre to
help others in distress. Famines and other types of disasters are dleviated
by U.S. food ad, which makes up the largest portion of the humanitarian
assistance program. Despite its utility, this program should be reformed.
More than $1 hbillion in food ad is distributed each year, yet only about
14 percent of that sum goes to dleviate emergencies. The rest amounts
to the dumping of surplus U.S. agriculturd goods on poor countries
markets. While this form of export subsidy may help certain U.S. farmers,
it has undermined the agricultural sectors in many parts of the developing
world where locd farmers have been unable to compete with free or
underpriced food. For example, Egypt, a country self-sufficient in food
20 years ago, has received U.S. food aid for decades. Today Egypt imports
about 50 percent of its food.
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If the United States were genuindy interested in internationa develop-
ment, it would send food only to emergency-dricken areas. The rest of
the disaster relief program, amounting to lessthan $1 billion and including
refugee assistance, could easly be administered by the U.S. Department
of State ingtead of .U.S. AID. There is no need to maintain a separate
bureaucracy to oversee ardatively smal program. Moreover, whenever
possble the federal government should merely assst the humanitarian
efforts of private reief organizations, which generdly have an impres-
gve record.

Aid to the Middle East

Theregion receiving the largest amount of U.S. foreign aid isthe Middle
East. Under the category of promoting peace (also the largest category in
the aid budget) Egypt and Israel done enjoy $5 billion per year in U.S,
economic and military assstance. The economies of both nations, however,
are among the most socidized in theworld, and the massive U.S. subsdies
have been a crucid factorin the ability of the Isragli and Egyptian govern- -
ments to sustain such systems. With its annual per capita income of $640,
Egypt remains one of the poorest countries in theworld, and * ‘Israel ranks
a the bottom of dl Western countries on every measure of economic
freedom," according to Hoover Ingtitution scholar Alvin Rabushka.

Isradl could have athriving free-market economy, capable of providing
themilitary forcesfor its own defensg, if it only introduced market reforms
of the kind other nations have been forced to implement in recent years.
Likewise, Egypt could deepen its timid liberdization measures and begin
to turn its economy around. Unfortunately, U.S. aid subsidies once again
discourage the type of change that would benefit millions of Isradlis and
Egyptians. :

There is no justification for economic ad, and the rationde for the
military ad portion of the U.S. subsdy is increasingly weak. Military
assstance became a staple during the Cold War when an aggressvely
expangonist Soviet Union openly backedradica Arab regimes and terrorist
movements. Israel faced a serious thredt to its security from such Soviet-
sponsored adversaries—as did any moderate Arab government that had
thetemerity to contemplate peacewith Isragl. Today, however, thepolitica
landscape has changed beyond recognition. The radica faction has lost
its Soviet sponsor (and theflow of armsthat accompanied that sponsorship),
leaving Arab leaders a choice of concluding peace with Isragl or perssting
in apolicy of confrontation that now has virtualy no prospect of success.
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Moreover, |srad has adecisive advantagein military capabilities—includ-
ing a nuclear deterrent of 100 to 300 bombs and warheads—over any
remaining adversary.

Under such changed conditions, Israd should be able to provide for its
own security without aperpetua military subsidy from the United States.
Egypt's principa need is for rapid economic growth and political reform.
Helping to generoudy fund me Egyptian military is hardly an effective
way to promote those gods. Washington should eliminate economic aid
to both countries within two years and phase out military assstance in
four to five years.

Such a move would not hurt the Middle East peace process, as many
ad enthusiasts dam. A high leve of U.S. participation in the peace
Process is unnecessary, as the Odo peace accords—which were the result
of secret talks between the Paegtine Liberation Organization and Israel—
demonstrated. TheUnited States should no longer pay bribesto the Mideast
countries to get them to adopt policies mat are in their own best interest.

Conclusion

The record of U.S. foreign aid has been widdly recognized as dismd.
Aid, it turns out, has done far more harm than good. Predictably, the
inside-the-Beltway response hasbeen to cdl for reform. Thereis, unfortu-
nately, no reason to believe that U.S. aid will help in the future any more
than it did in the past—especially if the United States rdlies on traditional
ad programs disguised with new names. In any case, reform cannot
overcome the inherent problems of official ad transfers. If Washington
truly wished to help, it would open its markets to the developing world’s
goods. It would dso diminate amost the entire foreign aid program and
abolish U.S. AID once and for al. With developing nations at last moving
away from stati st economic systems, peoplein the devel oping world cannot
afford any more of Washington's "help" and advice.
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