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THE INTERNATIONAL ECONOMIC CRISIS 

The world economic system's recent difficulties have been widely acknowledged. However, some would assert that with the latest 
IMF-negotiated agreements to reschedule much of Latin America's $360 billion debt, the worst is over. Other experts disagree, citing 
several persisting "symptoms" of a continuing crisis: Per capita incomes in Africa are stagnant or falling. Africa's $83 billion external 
debt is afull 25 percent of its total annual income. The Developing World currently spends at least half of its export earnings as debt 
service, and pays more in interest than it receives in loans. The U.S. has enormous budgetary and trade deficits of its own. 

These experts therefore are convinced that a systemic problem exists. Even the staunchest U.S. allies now assert that U.S.fiscal and 
monetary policies have contributed to Western Europe's current economic difficulties. Many contend that U.S. economic policy has 
become a major determinant of global economic conditions. 

This !SS UE BRIEF surveys the U.S. role in the development of multilateral financial institutions and the evolution of the internation­
al economic crisis. It begins with a point-counterpoint on the relative merits of a quintessential Reagan administration foreign aid 
proposal-the Economic Policy Initiative for Africa, (EPI). The interviewees are Princeton Lyman, Deputy Assistant Secretary of 
State for Africa and Robert Browne, Senior Research Fellow at Howard Univer.sity' s African Studies and Research Center. Formerly, 
Mr. Browne was Executive Director of the African Development Fund, the "soft-loan window" of the African Development Bank. D 

Princetqn~ .Lyman 

"EPI is intended, is aimed 
at our economic develop­
ment objectives in Africa 
That is its prime purpose." 

To what extent did the Lagos Plan of Action and the Berg 
Report influence the formulation of the Economic Policy 
Initiative? 

LYMAN: The Lagos Plan of Action (LPA) is an important 
statement because it first recognizes the severity and 
uniqueness of Africa's economic crisis, then points to the 
importance of food production and the need for more 
production incentives. 

The Berg Report did influence the formulation of the 
EPI, but some of the same issues were also raised in the 
LPA. Our conclusion-and I think the conclusion in prac­
tice of the African countries-is that they do need to in­
crease their foreign exchange earnings, and that for the 
foreseeable future the markets lie largely outside of 
Africa. 

Perhaps the biggest difference in strategy between them 
is that the LPA tended to stress more self-sufficiency and 
inter-African trade, whereas the Berg Report stressed ex­
port development and greater international connections 
for the African economies . There is an overlap, however, 
between the food production/self-sufficiency emphasis in 

"It is the imposition of 
one's views on another, be 
those views correct . or 
faulty, which is objection­
able. That is the 'colonial' 
character of the EPI 
proposal.'' 

Robert Browne 

To what extent do you think the Lagos Plan of Action and 
the Berg Report influenced the formulation of the Economic 
Policy Initiative? 

BROWNE: I think the Lagos Plan of Action is a milestone. 
The document is signed by all fifty heads of state-which 
considering the disparities in their perspectives and cir­
cumstances is indeed an accomplishment. It lays out an 
alternative to the present pattern of development; and 
since the present pattern has proven to be so inadequate, I 
certainly think the Lagos plan should be tried. I see no 
evidence that the Lagos Plan played any role whatsoever 
in the EPI. 

The Berg report is the most comprehensive study that 
we have of Africa's current economic situation. Many of 
its recommendations are satisfactory and much of the 
analysis is correct, but in attributing the causes of Africa's 
current difficulties, there was too much emphasis placed 
on Africa's internal policies and not sufficient emrliasis 
placed on the effective external factors. The prescriptions 
of the Berg report tend to focus very heavily on the incor­
rect policies of the African governments . When one is 



REAGANWATCH: U.S. AID AND THE GLOBAL ECONOMIC CRISIS 

The domestic and foreign policies of the U.S. have been 
a major factor in the last forty years of international eco­
nomic history. As the only nation to emerge from World 
War 11 with a vibrant economy, the U.S. played a key role 
in the post-war economic reconstruction of Europe and 
Japan, and by the 1960's was contributing 60 percent ofall 
economic assistance. Today however, U.S. bilateral aid 
accounts for only 16 percent of world-wide assistance, 
and excessively high U .S. interest rates and an overval­
ued dollar have reversed earlier patterns of global capital 
flows. This latter day reversal in the nature of America's 
economic role has been sharpened by the imposition of a 
foreign model of Reaganomics with three distinct fea­
tures: 
•support for private sector initiatives in Third World 
economies instead of development assistance; 
•curtailment in U.S. multilateral contributions; and 
•politicization of selection criteria for the recipients of 
bilateral assistance. 

The Reagan administration has shifted U.S . policy 
away from developmental concerns, and toward the pro­
motion of U.S. security and strategic interests. Trends in 
U.S. aid to Africa since 1981 illustrate the disproportion­
ate rise in foreign military aid: Military assistance to Afri­
ca will have risen by almost 150 percent by 1985, while 
economic aid rose by only 40 per cent-less than the 
inflation rate of that same period. The proportion of mili­
tary assistance in the total U.S. bilateral aid package to 
Africa doubled from 10-20 percent. In 1981, nineteen Afri­
can nations were receiv~ng U.S. military aid, today thirty­
six are. Grants for the military have leaped from seven 
million to 202 million dollars, thirty times in FY 1981. 
President Reagan has proposed military sales to sub-Sa­
haran Africa of $400 million for FY 1985, almost three 
time the $136 million allocated for that purpose when he 
assumed office in FY1981. Additionally, while in FY1980 
the U,S. trained 184 African military personnel from four­
teen nations, the Reagan administration proposes to train 
879 African military personnel from 36 sub-Saharan na­
tions in FY1985. 

Reagan's negative attitude towards multilateralism is 
epitomized by his administration's treatment of the Inter­
national Bank for Reconstruction and Development 
(IBRD, or World Bank). The administration curtailed 
U.S. contributions to the Bank's soft-loan window-the 
International Development Agency (IDA). While Bank 
officals recommended that IDA's $12 billion total alloca-
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tion be increased to $16 billion. the Reagan administration 
urged that the pool be lowered to $9 billion and decreased 
the US contribution by 25 per cent. African economies 
will be particularly hard-hit by this refusal, for IDA is the 
largest single source of concessional assistance to the 
continent. The proportion of IDA assistance designated 
for Africa increased from 25 percent during the 1977-1981 
period to 34 percent in 1983 , but because of U.S. action 
the absolute amount of aid actually decreased 15 percent. 

The Reagan administration is more supportive of the 
International Monetary Fund (IMF), where the U.S. con­
trols more votes than all of Latin America, sub-Saharan 
Africa, and a good part of Asia combined. Not surprising­
ly, IMF lending decisions tend to mirror U.S. foreign 
policy. For, example, the Manley and Allende govern­
ments of Jamiaica and Chile were both denied access to 
IMF funding, while the successor Seaga and Pinochet 
regimes recieved financing immediately. Despite the San­
dinistas' compliance with IMF regulations negotiated by 
Somoza in order to maintain Nicaragua's credit rating, 
Nicaragua found itself included in what the Wall Street 
Journal identified as a Reagan "hit list" of nations to be 
systematically denied mutilateral loans and assistance. 
South Africa however, was granted a $1.1 billion IMF 
loan in 1983-despite its access to other capital markets 
and forcasts that predicted a $1.6 billion South African 
trade surplus for that year. 

IMF conditionality usually requires recipient nations to 
devalue currency, reduce government services, increase 
taxes, raise utility rates, and eliminate food and health 
care subsidies. These measures usually have greatest im­
pact on those sectors of the society least able to afford 
such changes, and have provoked domestic upheavals in 
even the staunchest American allies. Despite this, receipt 
of most bilateral aid is conditioned upon compliance with 
IMF demands. 

Reagan officials note that the total amount of U.S. bilat­
eral aid has increased 25 per cent over the lastfour year 
period, but the number of eligible recipients has been 
restricted by the impostion of a new conditon-support 
for U.S. policies within international fora. Thus, Zimba­
bwe's aid package was reduced by more than half after it 
deviated from two U.S. positions within the UN Security 
Council. 

Because of their strategic position astride a major ship­
ping route, Somalia, Kenya, and the Sudan received 60 
per cent of all ESF funds earmarked for Africa and also 
were allocated 20 per cent of all Development Assistance 
appropriations. The strategic concerns of the administra­
tion are again reflected in the selection of Food for Peace 
beneficiaries: $50 million for Sudan, and between $16-20 
million each for Somalia, Liberia, and Zaire. Other Afri­
can nations were allocated three million dollars or less, in 
spite of their dire straits. U.S. prioritities are clear: Israel, 
one nation with four million people and a per capita in­
come of $5000, recieves $2.5 billion in U.S. aid. Sub­
Saharan Africa, with some 50 countries and 500 million 
people, recieved only $1.2 billion. D 



LYMAN INTERVIEW (cont'd) 

the Lagos Plan and the export emphasis in the Berg Re­
port. Much of the potential increase in foreign exchange 
can come from the agricultural sector, ·and food and ex­
port crop production can be combined on the same farms. 

Assistant Secretary of State Chester Crocker _ has said, 
"Some old shibboleths badly need re-examination including 
one that a country must produce its own food supplies when 
in some cases it may be more efficient and no less self­
sufficient to concentrate on cash crops and buy food with 
money thus earned." Does this view not contradict the 
EPl's stated goal of encouraging food self-sufficiency? 

LYMAN: Every country will want to maximize food self­
sufficiency to the extent it can. Most African countries 
have the potential for increasing their share of their do­
mestic food production. But in parts of Africa the cost of 
producing certain grains is higher than the world market 
sale price, and for some of those countries it may be more 
profitable to develop other agricultural commodities 
which command a high export price and import some of 
the food. Guinea, for example, is a country that has the 
potential for exporting high quality fruit and vegetables 
and could earn foreign exchange to cover some of its food 
imports. 

Development economists see a strong resemblance between 
the EPI and IMF conditionalities. Do you agree? 

LYMAN: The IMF has come to play a very important role 
in Africa: This is an indication of the severe liquidity 
crisis- the shortage of foreign exchange for basic im­
ports-that has been taking place. We seethe IMF as one 
piece of the equation: it imposes conditions on the foreign 
exchange situation and budget deficits. We see EPI as a 

. different part of the equation; we see it as part of the 
growth e'qtiation. So we don't see EPI conditionality, if 
you use that term, as identical to the IMF. While pro­
grams of budget austerity are needed during this period, 
the real need is for growth and development. EPI empha­
sizes the latter. 

Sopie economists argue that programs like the EPI ignore 
political and social reality, and thus are a form of colonial­
ism. How do you respond ? 

LYMAN: Most of the countries in Africa are struggling 
with- a whole host of problems: balancing budgets, in­
creasing their supplies of foreign exchange, producing 
enough food, and keeping political stability. But I think 
the Africans' first want to get out of the crisis they are in 
and move on to a path of steadier growth. The EPI pro­
vides incentives and tangible support for policy changes 
that will produce growth. 

Some of the adjustment measures, whether they are 
austerity measures or the redistribution of economic op­
portunities from rural to urban area, are going to cause 
great difficuties. Food prices will have to be raised. This 
may cause great hardship to city residents and sometimes 
lead to unrest. By adding resources at the critical time, 

EPI hopes to help ease the social strains in these 
adjustments. 

.Price supports for U.S. farmers currently cost about 22 
billion dollars annually. How then do you justify the alloca­
tion of only $500 million for 5 fiscal years-75 million for 
FY 1985-for 45 of the world's poorest countries? 

LYMAN: First, we are not advocating that other countries 
adopt the American form of agricultural incentives. What 
we are encouraging is fairer prices to farmers so that they 
can compete effectively with other sources of food. In 
most African countries, farmers receive only a fraction of 
the world market value of their crops. This discourages 
domestic production and increases the demand for im­
ported food. Second, the EPI does not contain an enor­
mous amount of money, but concentrated-as we plan to 
do in 4,5, or 6 countries per year-it can be substantial; in 
some cases it could as much as double our annual aid level 
to that country. The amount of money is important, but so 
is the timing and flexibility of the resources . We are also 
encouraging other donors to increase their aid levels. 

Skeptics have charged that the EPI may be little more that a 
"Presidential slush fund" to reward African governments 
that support U.S. foreign policy. Can the Senate Appropri­
ations Committee's failure to allocate any funds at all to EPI 
in FY 1985 be attributed to such concerns? 

LYMAN: We specifically requested that EPI come under 
the Development Assistance legislation which empha­
sizes its development purposes. The idea behind EPI was 
to provide the kind of flexible funding for a wider variety 
of African countries than those few that fall within strate­
gic emphasis of Economic Support Funds (ESF) . We also 
have agreed with the criteria in the House Foreign Affairs 
Authorization Bill which are intended to insure that EPI 
recipients are selected based on the soundness of their 
government policies. Finally, we have agreed with the 
conditions that require consultation with Congress on the 
final selection of EPI recipients. EPI is intended-is 
aimed-at our economic development objectives in Afri­
ca. That is its prime purpose. 

The Senate Appropriations Committee endorsed the 
concept and purpose of EPI, but did not agree that addi­
tional funds were needed. Instead it urged us to use exist­
ing Developmental Assistance and ESF program funds. 
The House agreed with both the concept and the need for 
funds. We hope EPI will be fully funded in the final bill. 

Once EPI is approved, there will be an opportunity to 
review the selection process at several stages along the 
way. We will notify the Authorization and Appropriations 
Committees prior to the final selection of countries for 
allocation of EPI funds. We will probably stay in touch 
with these committees as we develop and refine the list 
and then make final selections. We believe the program 
will prove to be one that is soundly administered for the 
purposes intended. For that is in the interest of the U.S. as 
well as Africa. D 



BROWNE INTERVIEW (cont'd) 

talking about forty-five countries, one is obviously very 
limited because what is good for one country may not be 
good for another. Some of the policy prescriptions, while 
good, are inappropriate for certain countries . 

But the problem with the Berg report is not one of 
specifics, but of its overall thrust. The Berg Report argues 
for an export-led development strategy, whereas the La­
gos Plan calls for an inward-focused pattern of develop­
ment, which I think is more appropriate for Africa. The 
Berg Report essentially asks Africa to continue on the 
development path that it has been pursuing since indepen­
dence; but to do so more effectively. The conclusion of 
the Lagos Plan of Action, the Africans' own document, is 
that the strategy itself needs to be changed. 

With respect to influence, although the Berg Report 
was a World Bank document, the American perspective 
was very heavily reflected in it- perhaps because the 
principal author, Dr. Berg, is an American. The Berg Re­
port preceded the EPI, so one might conclude that the 
Berg report was the basis for the EPI. However, it could 
have been just the reverse: the thinking might have origi­
nally gone from the State department to the World Bank, 
and is only now being reflected in the State Department's 
own Economic Policy Initiative. 

Assistant Secretary of State for Africa Chester Crocker has 
questioned the need for food self-sufficiency by certain 
countries. What is your view on his comments? 

BROWNE: Mr. Cracker's comments certainly aren't a 
reflection of the way Africans perceive things. Food is 
absolutely essential to any country's survival; no country 
wants to be dependent upon someone else's goodwill. 

The Lagos Plan calls for food self-suffiency for Africa 
as a whole, not necessarily each of the fifty countries. 
Some few of the African countries may be hard put to feed 
themselves, but the continent as a whole certainly can. 

Do you see the EPI as a conditionality program similar to 
the IMF's? 

BROWNE: Although there may be some differences in the 
overall objectives of the EPI and IMF loans, the condi­
tionality requirements are basically similar in that the re­
cipient country is obliged to impose austerity measures 
and policy changes which are clearly not going to be popu­
lar with its populace. 

The imposition of conditions is always somewhat of a 
violation of a country's sovereignty, but when it's done by 
an international organization like the IMF it's more ac­
ceptable because the responsibility is shared by many 
nations. I think it's very dangerous for a single country to 
impose conditions on another because the recommenda­
tions and policies that one imposes may very well be 
wrong and contribute to the ruin of the country. The local 
people can blame you even if you are not responsible 
because you interfered. 

You are known to have argued that the EPI seems to ignore 
the wishes of Africans and therefore may be considered a 
form of colonialism. Administration officials, on the other 
hand, have argued that the Africans' real goal is for eco­
nomic growth-the EPl's objective. What is your response? 

BROWNE: I'm quite sure that African countries want 
more economic growth, and the EPI may very well have 
economic growth as its main objective. But that doesn't 
necessarily mean that the EPI's route to economic growth 
is one the Africans believe to be correct. Whether the 
policies being mandated are incorrect may become clear 
only if the EPI is implemented. It is the imposition of 
one's view on another, be those views correct or faulty, 
which is objectionable. That is the "colonial" character 
of the EPI proposal. 
Do you share the criticism that EPI, a program that features 
incentive pricing within the agricultural sector as its center­
piece, is severely underfunded? 
BROWNE: The allocation of $500 million dollars for about 
forty-five countries over five fiscal years, and $75 million 
dollars for fiscal year 1985, is a pittancf!. I understand, of 
course, that AID plan~ ..!Se it in only a few countries. 
Certainly, if you put it at! in one or two countries it could 
make a difference, but it's really a very small amount of 
money for which to ask a country to sell its soul. I think 
we will soon have an opportunity to see if Africa's welfare 
is the real motivation behind the EPI. The World Bank has 
proposed a supplementary concessional loan fund for Af­
rica which has much the same character as EPI, but 
whose $2 billion annual size makes it meaningful. Most of 
the OECD countries have indicated support for this initia­
tive, so we'll see if the U.S. joins in. 
Some skeptics also have said that the EPI may be little more 
than a "presidential slush fund" to reward right-wing Afri­
can governments that support American foreign policy. 
Could such skepticism have been responsible for the Senate 
Foreign Relations Committee's failure to allocate any mon­
ey at all to the EPI for fiscal year 1985? 

BROWNE: It certainly has the potential to be used as a 
slush fund, but that's entirely within the prerogative of the 
administration. The Congress is trying to insure that such 
a fund not be misused, but whether Congress can control 
this sort of thing I really don't know. 

The press reported that the Senate didn't feel the need 
for another institution. If that's the true reason, I some­
what share their concern. It seems to me that the same 
goals could be achieved by modifying the criteria for eco­
nomic support funds (ESF). Much of the EPI is really 
similar to ESF, except for the fact that the economic 
support money must be tied to some sort of U.S. security 
consideration. Eliminate the link to the military and we 
don't need a new program. 

The World Bank's supplementary fund for Africa 
would be a much more effective avenue for achieving the 
EPI objectives, and the administration would be well ad­
vised to consider transforming. its EPI funding request 
into a request for a U.S. contribution to the W arid Bank's 
supplementary fund. 0 



INTERNATIONAL FINANCIAL INSTITUTIONS 

Two international financial institutions have dominated 
the post World War II international economic system: the 
World Bank Group and the International Monetary Fund 
(IMF). They were established in 1944 by the United Na­
tions Monetary and Financial Conference at Bretton 
Woods, New Hampshire. While forty-four nations partic­
ipated, the U.S. was the predominant actor. 

While .they have a common origin, the two institutions 
were established to meet different needs. However, they 
share a fundamental characteristic-the apportionment of 
votes according to each member nation's share of the 
global economy and contribution to the institution in 
question. Thanks to America's economic and financial 
preeminence in the world, this weighted voting mode as­
sured it of a dominant role within each institution. 

The World Bank Group, whose basic facility involves 
long-term loans for large infrastructural projects, is made 
up of three units: the International Bank for Reconstruc­
tion and Development (IBRD); the International Develop­
ment Association (IDA); and the International Finance 
Corporation (IFC) . IBRD loans carry market interest 
rates, are for periods ranging from 15 to 20 years, and are 
meant to spur capital flows, increased trade, and technol­
ogy transfer a~ng national economies. 

The other two World Bank units have more specialized 
purposes. While IDA uses IBRD's criteria in appraising 
and evaluating requests and projects, its funds (called 
''credits'' to differentiate them from IBRD loans) carry no 
interest; are for a term of 50 years with a grace period of 10 
years; and are restricted to the poorest nations-those 
with per capita GNP not exceeding $806 (iri 1982 dollars). 
IFC' s specialized purpose is to lend to private firms and to 
make equity investments. However, governments usually 
must support the loan application and are kept fully in­
formed of IFC lending decisions. 

The recent difficulties in the international economic 
. system have caused the Bank to institute structural ad­
justment lending (SAL) . Started in 1980, SAL funds are 
not for specific projects but require a recipient nation to 
undertake policy reforms. They are thus reminiscent of 
IMF conditionality. 

The World Bank is formally run by a Board of Gover­
nors composed of one representative of each member 
country. However, since the Board meets only annually, 
operational decisions are made by twenty full-time execu­
tive directors who form an Executive Board. Fifteen Ex­
ecutive Board members are elected by the Bank's mem­
ber nations; the rest are appointed by the five nations with 
the largest voting shares (France, West Germany, Japan, 
the United States, and the United Kingdom). The Bank 
president chairs the Executive Board, and to date has 
always beenfrom the U.S. 

fu contrast to the World Bank, the IMF was created to 
provide short-term balance-of-payment relief-to lend 
money to a nation whose external expenditures exceed 
earnings. However, through the sharing of financial data 
and evaluation of economic policy the Fund has become a 
lynchpin of the international financial network, and it is 
now virtually impossible for any debtor country to receive 

additional commercial, bilateral, or multilateral funds 
without IMF approval. 

IMF members are assessed a contribution, or quota, of 
which 20 per cent must be placed in the Fund's resource 
pool in the form of gold or a reserve currency. The other 
80 per cent can not only be contributed in a member' s 
national currency, but can be kept in the member's do­
mestic reserve bank. A member nation's total quota de­
termines the size of its vote, but the paid-in figure forms 
the initial basis for determining the amount it can borrow 
on demand. Because developing nations have the smallest 
quotas and the largest credit needs, they resort to supple­
mentary IMF facilities which require submission to fur­
ther regulations . 

The fundamental and distinctive characteristic of sup­
plementary IMF assistance is conditionality: a concept 
which requires nations to adopt specified austerity mea­
sures before receiving any funds . Typically, a country 
must agree to reduce government expenditures, limit 
wage increases; increase prices, devalue its currency; and 
eliminate any barriers to trade-and maintain such 
changes for five years. Conditionality requirements inten­
sify with the use of each credit tranche, and in extreme 
cases the IMF can require not only policy reforms, but 
direct supervision. By signing a letter of intent, a borrow­
er nation registers its promise to institute such changes, 
and to allow the use of IMF criteria to monitor its macroe­
conmic and/or sectoral performance. If the policy and 
performance targets are not met, the IMF witholds undis­
bursed funds. 

The U.S. is the unquestioned power wielder in these 
international financial institutions . The initiating Confer­
ence was held in the U.S.; both institutions are headquar­
tered in Washington, DC; the U.S. dollar is the system's 
only reserve currency; and executive personnel have 
been predominantly American . Operational and policy 
decisions are all heavily influenced by U.S. positions by 
virtue of its carrying the largest number of votes . 

The widespread nature and severity of the problems in 
the international economic system have led many obser~­
ers to question the current roles of both the IMF and the 
U.S. They contend that a system designed to 'help ' Euro­
pean economies of the 1940's is inherently incapable of 
dealing with Third World economies of the 1980's. They 
note that IMF conditions almost invariably lead to social 
and political upheavals, and cite Liberia, Ghana, Moroc­
co, and the Dominican Republic, as recent examples. 
Others have gone further and argued that IMF programs 
appear to create a dependency on more and more loans. 
These critics cite the case of the Sudan as classic: When it 
first approached the IMF for extra funds in 1978, Africa's 
largest country had an external debt of $2 billion. Today , 
after six years of IMF 'solutions' that mandated severe 
austerity measures and necessitated seven debt restruc­
turings, the Sudan has an external debt of $8 billion! 

Virtually all observers agree that some action must be 
taken. The disagreements center on whether the entire 
international economic system must be restructured, be­
ginning with the two largest international financial institu­
tions-the IMF and World Bank Group. D 
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