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U.N. SPECIAL SESSION ON DEVELOPMENT: A
REVIEW

WEDNESDAY, NOVEMBER 19, 1980

Houst oF REPRESENTATIVES, COMMITTEE ON FOREIGN AF-
FAIRS, SUBCOMMITTEES ON INTERNATIONAL Economic
Poricy AND TRADE, AND ON INTERNATIONAL ORGANIZA-
TIONS,

Washington, D.C.

The subcommittees met at 2 p.m. in room 2255, Rayburn House
Office Building, Hon. Don Bonker (chairman of the Subcommittee
on International Organizations) presiding.

Mr. BonNkER. The subcommittees will come to order.

This is a joint hearing of the Subcommittee on International
Economic Poficy and Trade and the Subcommittee on International
Organizations.

This is the second in a series of two hearings to assess the results
of the recently concluded United Nations special session on devel-
opment and to review U.S. policy and performance at the special
session.

The Congress was represented at the session by Congressman
Benjamin Gilman, who is a Representative from New York, and
who is to be our leadoff witness, but he is in the Capitol having
lunch with President-elect Reagan. He will be arriving shortly and
when he does we will interrupt the hearing to hear from him.

We shall proceed with the executive branch witnesses, Hon.
Robert Hormats, Deputy U.S. Trade Representative, and Elinor G.
Constable, Deputy Assistant Secretary of State for International
Finance and Development.

Please come to the table.

STATEMENT OF HON. ROBERT D. HORMATS, DEPUTY U.S. TRADE
REPRESENTATIVE

Mr. HormaTs. Thank you.

I appreciate the opportunity to appear before you today.

I also would like to acknowledge the presence of Marion Creek-
more, who is Deputy Assistant Secretary, Bureau of International
((j}rganization Affairs, and Catherine Gwin, North-South issue coor-

inator.

I appear both because of my bureaucratic interest and because of
my personal interest in the subject.

I have witnessed two things. One is a dramatic improvement in
North-South relations in the course of the 1970’s and the other is
the frustration of the dialog, by what I believe to be unproductive
rhetoric, and quibbling, and tactical maneuvers which do not serve
the interests of the developing countries. So it is a positive picture

(1)
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in some senses and negative and disappointing in other senses.
These two themes characterize what I have to say.

I will summarize my remarks briefly by giving a general over-
view of shall we say the psychological state of the dialog and
discussing some of the more specific elements of policy. Then I will
turn to my colleague, Mrs. Constable, in particular, to give her
views. She is chairperson of the U.S. delegation to the recent
meetings that took place in New York.

DIFFICULTIES IN NORTH-SOUTH RELATIONS

One of the problems in the dialog is there continues to be an
underlying lack of confidence by each side in the motives and
objectives of the other. The North tends to feel that many of the
South’s ambitious plans would harm important interests of the
developed countries and, indeed, weaken the international econom-
ic structure.

The South tends to feel that the North does not have sufficient
political will to undertake the major structural and institutional
changes necessary for developments beneficial to the South. And,
in fact, many institutions today are dominated by the North, and
the South wants to have a greater role in those institutions.

I think that the position that the developing countries took at
the 11th special session is indicative of their desire to gain a
greater role in the institutions of the international economic
system.

Also, I think it is important to recognize that the dialog, as I say,
has tended to bog down to relatively specific bureaucratic problems
and has not focused adequately on common objectives and inter-
ests, which I believe could permit progress in accommodation by
generating popular support in both developed and developing coun-
tries.

There are a number of long-term issues—a number of issues
where common interests are involved—which seem not to have
received adequate attention. I mention a couple of these in my
testimony.

In addition, there is insufficient recognition that the North-South
dialog involves a number of components. One is the political com-
ponent which centers in the United Nations and UNCTAD. There
is also a functional/economic component which involves the IMF,
GATT, World Bank, et cetera, and a bilateral or regional compo-
nent which involves the various working groups of the United
States and Nigeria, ASEAN, the United States and Mexico, and a
number of dialogs of that nature which are in many cases very
productive.

We tend to look at the United Nations as the barometer of the
state of North-South relations, and we tend infrequently to focus
on the progress made in these other forums.

Substantial progress has taken place precisely because the eco-
nomic institutions have been functioning. We want to avoid
making any commitments or concessions in the United Nations
which compromise or undermine the integrity of those institutions.

The IMF, the GATT, and the World Bank in particular are
institutions that have been doing very well on their own, and we
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have been resisting very strongly efforts by the United Nations to
overpoliticize the work of those institutions.

The final point is that the political component of the dialog
frequently suffers from the dominance of appearance over sub-
stance. In many cases this tends to put the United States at some-
what of a disadvantage. Frequently, other developed countries offer
compromises in the full knowledge that the United States, which
tends to regard its commitments more seriously and more literally
than many of them, will stand up and object.

This gives the other developed country credit for having support-
ed a compromise without ever having to deliver on its words, and
puts us at a disadvantage in many cases. These tactics do a disserv-
ice to the dialog because they mislead developing countries by
reducing the need for them to put forward pragmatic suggestions,
and often put the United States in a difficult position of appearing
alone to be blocking accommodations.

A FOCUS ON GLOBAL PROBLEMS

There are a number of ways to overcome such differences which
the United States has tried. The recent reports that we have before
us, the World Bank development report, the IMF world economic
outlook, the global report to the President, and others, depict a
fairly consistent picture of the economic outlook for the developing
countries and the global economy. One point underlies all of these
reports, and that is that many of the world problems that we are
going to face collectively over the next decade require the partici-
pation of the developing countries if solutions are to be found.

For example, the food problem is not going to be solved unless
we are able to help the developing countries deal with their food
situation. If we don’t help them, the world and the American
economy will be volatile.

Energy is a problem which requires the participation of all coun-
tries to resolve. Similarly, world environmental problems and the
overall problem of shortage of resources and raw materials require
the common efforts of a number of countries.

It is increasingly important that the United States in its own
interest, in terms of managing its domestic economy, also take a
hard look at how we can better manage, along with the developing
countries, the world economy. This should be done not for altruistic
reasons, but in our self-interest.

Here is a problem on the supply side of economics. If one looks at
the implications of deteriorating cropland and declining forests,
one recognizes that these supply-side constraints can play havoc
with the world economy and contribute very directly to inflation-
ary pressures in the American economy.

ENERGY

The U.S. policy with respect to the developing countries has
focused on a number of important, mutually beneficial sectors. One
is energy in which the United States has taken a leading role in
pressing international institutions to come to grips with the situa-
tion.
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In particular, we have taken the lead in urging the establish-
ment %y the World Bank of a new energy facility to expand lending
to the energy sector in developing countries. This is important for
two reasons:

One, it can lead to an additional amount of energy on the world
market.

Two, to the extent one can help the developing countries over-
come their energy constraints, their development will proceed at a
more rapid pace. That can be helpful to the United States also in
terms of added exports to meet the demands in these developing
countries.

One of the difficulties is in the development of the international
development strategy; the developing countries seem unwilling to
reccl:gnlize explicitly the crucial role of energy in their development
outlook.

This is discouraging, and in fact we have pressed rather hard to
have energy given its due as both a problem in the world economy
and an area where there is potential for collaboration between
developing and OPEC countries.

The developing countries seem to feel that if they agreee to
having energy put on the agenda, then they can extract certain
concessions from us. They seem to feel we want energy on the
agenda so much that we will pay to have it put on there, and in my
Jjudgment this is a major miscalculation.

It is quite logical to assume that if we are discussing the prob-
lems of the world economy and the problems of the developing
countries, energy belongs on the agenda quite logically. It is prob-
:ﬂy the single most important problem for developing countries

ay.

To omit energy from the agenda of the North-South dialog and
from a discussion of the world’s problems is equivalent to discuss-
ing glle problems of Noah without mentioning the fact that it
rained.

With respect to food, we have been more successful. A great deal
of work has been done in helping the developing countries to
increase their food production.

PROCEDURE

One point with respect to procedure. The United States is con-
tinuing, and the State Department is in the lead in those efforts in
New York and in other fora, to seek a consensus in order to
provide agreement on procedures and agenda for New York for the
negotiations which are due to take place next year.

This has run into a number of difficulties, which Mrs. Constable
can describe a bit later on. I think it is important, though, that the
U.S. position be clear to the developing countries on this. We
cannot agree simply to make institutional or structural changes
unless we see some important benefit to be served, either of a
humanitarian nature or in terms of improving the world economy
for the benefit of both developed and developing countries.

Our sense of international responsibility does not include support
for changes in institutions simply for the sake of short-term politi-
cal atmospherics, especially if those changes will weaken in the
long run the mutually beneficial aspects of these institutions.
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TRADE AND INVESTMENT

I turn now to the specifics of trade and investment on which I
won't dwell because my written testimony covers them in some
detail. It is obvious that there is increasing pressure on the world
economy as a result of higher oil prices the last several years,
particularly the sharp increase in the wake of the Iranian revolu-
tion.

As a result, many of the countries have regarded it as urgent
that the developed countries avoid protectionist pressures and con-
tinue to open up their markets. This urgency has characterized the
position taken by the developing countries in the United Nations
and other fora.

I think the United States, by and large, can be proud of the fact
that, despite a major recession in the mid-1970’s, we have kept our
markets quite open to the developing countries. There has been an
increase in developing country exports to the United States and,
indeed, to other developed countries, and this has been something
that has been particularly helpful to developing countries.

By the same token, the fact that during that major recession the
developing countries were able to sustain a high level of demand in
part by borrowing was helpful to us. It meant during a period
when we had a decline in demand, the developing countries’ pur-
chases, which were increasing at the rate of 5 to 6 percent per
year, were particularly helpful to certain sectors of our own econ-
omy in buffering the recession in the developed countries, in pre-
venting it from being even worse than it was.

INTERNATIONAL DEVELOPMENT STRATEGY

With respect to what happened in the United Nations in the
discussion of the international development strategy, let me make
a few general points:

There are a number of elements to this strategy that we have
indicated our strong objections to, but there are also a number of
elements that we believe to be quite constructive.

We have I think very strong common interest with the develop-
ing countries with the results of the multilateral trade negotia-
tions. They lead to a more open trading situation. We also recog-
nize that for a time while they are developing, developing countries
should get differential treatment. However as they develop, they
should assume a greater share of the responsibility for the interna-
tional trading system both in adhering to the rules of the system
and in opening up their markets.

Mexico or Brazil can’t be treated in the same category as Burun-
di. They shouldn’t be, and their level of development demands that
they take a share of responsibility in the trading system. We have
a number of jobs in the strategy with the targets that the develop-
ing countries have indicated they want us to commit ourselves to.

The so-called Lima target of a 25-percent LDC share of the
production of manufacturers by the year 2000 is totally unrealistic,
and the United States has dissented from that target and dissented
strongly from the developing country target of their having 30
percent of world trade manufacturers by the turn of the century.
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This is also unrealistic and unacceptable. We have also dissented
strongly from the developing countries’ desire to have industrial
redeployment as a result of either international negotiations or
national fiat.

In other words, there are a number of people in the developing
countries who would like us simply to begin exporting the textile,
the shoe, and other industries from the United States to the devel-
oping countries.

We have indicated that the world market leads to what we call
dynamic changes in comparative advantage, and these take place
over time. These changes result from changing comparative advan-
tages among countries and among sectors, and they should not be
done by government fiat. Therefore, as a result, we can’t accept the
Lima and the Arusha targets.

We have a strong interest in reciprocity in international trade.
Trade is not a one-way street. It requires both developing and
developed countries making a contribution to the system. A
number of the developing countries understand this. Their stake in
the international trading system contributes to its health. Therein
lies the distinction between the GATT and such institutions as the
United Nations.

In the United Nations, there is an attempt to politicize those
efforts and argue for solutions which developing country repre-
sentatives in such institutions as the GATT would simply recognize
as being unrealistic. There is a major dichotomy between the
United Nations and institutions such as the GATT and the IMF
where the debate is mainly carried on by technical people who
understand the nature of the trading system and would not sub-
scribe to the types of political solutions which are advocated by the
representatives of the same countries in the United Nations.

It's one of the elements that we have had to cope with and one
reason why we wanted to favor the specialized institutions such as
the Bank, the Fund, and the GATT as institutions where practical
progress can be realized.

This is not to denigrate the United Nations as an institution to
focus on major problems, but the negotiations of the solutions must
be left to the functional institutions.

Another point I would make about the overall dialog is there is a
greater recognition now than ever before that OPEC and the social-
ist countries of Eastern Europe need to play a greater role. There
is no question but in the past the Socialist countries in particular
have not done very much in the aid area. Their amounts of aid are
pitifully small and most developing countries are coming to recog-
nize that these countries must play a greater role within the
system.

It is also clear to many developing countries, although they don’t
say it quite as vocally, that OPEC needs to play a greater role,
particularly because you have now a transfer of resources from
very poor developing countries to OPEC countries. This transfer of
resources has proved highly detrimental to the development pros-
pects of some of the poorer countries, and we are beginning to get
pressured by these poorer countries and OPEC to redress the im-
balance through subsidies, direct loans or similar mechanisms.
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By and large, I would say that while the dialog—and the strategy
in some cases—has not achieved the objectives that the United
States has sought to attain, it has enabled us to clarify our posi-
tions in a number of areas and, as Mrs. Constable will indicate,
there have been some areas where agreement has been reached
which is in our common interest.

U.S. INTERESTS IN DEVELOPING COUNTRIES

Those of us who have worked in the area of North-South rela-
tions, and I believe the Members of Congress who have followed
this issue, are more and more coming to recognize that we have
important interests in the developing countries. Those are not
simply interests of an altruistic nature but hard American inter-
ests which are served by our relationships with the developing
countries. More and more the developing countries are going to
have a say, whether we like it or not, in the evolution of the
international economy.

The real question boils down to whether or not we are going to
be able to take a constructive enough role in the world economy
and, particularly, in institutions where developing and developed
nations work together in order to maintain the sort of leadership
which is in our interest and which can enable us to press forward
on solutions to these global problems of food, energy, the environ-
ment, forest management, and the structure of the international
economy. It is my firm judgment that while there are clearly in
this country today pressures to turn inward, doing so, that is, and
turning our backs on the developing countries or failing to exercise
leadership in these institutions, would not serve American inter-
ests.

Clearly, we may need to rethink what our interests are in some
respects, but the interests are there, and my hope and my expecta-
tion is that work between the executive branch and the Congress
will enable us to come to a clearer perception of where our inter-
ests are. This would provide a firmer basis for pursuing those
interests in the future.

Thank you.

[Mr. Hormats’ prepared statement follows:]
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PrEPARED StaTEMENT OF HON. RoBERT D. Hormarts, Deputy U.S. TrADE
REPRESENTATIVE

I am pleased to have the opportunity to appear before this

Committee as it considers the results of recent Noxrth/South

discussions and the likely course of North/South relationships

in coming years.

I approach this subject as one who for the last ten yes
has been closely involved with, and deeply concerned abou
North/South dialogue. I have witnessed the dramatic improvement
in North/South relations over the course of the 1970's and the
efforts by each side to accommodate to the needs of the other.
But I also have seen and felt the frustration of countless wasted
hours spent in rhetoric, quibbling, and tactical maneuvers which

have not served the interests of developed or developing nations.

Difficulties in North/South Relations

The failure to reach agreement on a basis for beginning the
Global MNegotiations at the recently concluded Eleventh Special
Session of the United Nations is symptomatic of a broader set of

difficulties in North/South relations.

First, there continues to be an underlying lack of confidence
by each side in the motives and cbiectives of the other. The

North tends to feel that the South's ambitious plans for

restructuring the world economic order/would harm many important

interests of the industrialized nations, would weaken international
institutions which have proved beneficial to both developed and
developing nations, and would be less helpful to the developing

nations than leaders of the Group of 77 realize.
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The South tends to feel that the North does not have the
"political will" to undertake the institutional and structural
changes genuinely beneficial to the South, that current

international institutions are “dominated” by the industrialized

"

nations which use them to perpetuate certain "advantages," and
that the only way to improve the situation is to exert pressure in
"political® institutions such as the United Nations in which
developing country influence and solidarity are greatest. This
last point accounts for the strong effort made by the Group of 77
at the Eleventh Special Session to strengthen the role of the
central negotiating forum in the United Nations vis-a-vis other

agencies and international institutions in the coming Global

Negotiations.

Second, the dialogue has not focused adequately on those
common objectives and interests which could permit progress and
accommodation by generating popular support in both groups of
countries, Human progress and wellbeing, which should be the
starting point and ultimate goal of the North/South dialogue,
tend frequently to be submerged under volumes of rhetoric about
tactics, procedures, and institutions to the point that those
goals--which might induce political support in developed countries
for changes which developing countries want--are blurred, if not
totally obscured. Similarly, many of the benefits of mutually
beneficial global economic, resource, and environmental
cooperation--focus on which could lead industrialized nations
to play a greater role in assisting developing nations--appears

to suffer from lack of emphasis.

Third, there is insufficient recognition that the North/South

dialogue involves many components: the political component,
—— — 2 -

which involves the UN and UNCTAD; the functional/economic

component, which involves the IMF, GATT, World Bank, WHO,
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commodity negotiations, etc.; and the bilateral/regional
component, which involves consultative arrangements and working
groups between developed and developing nations (e.g., the Lome
Agreement, the U.S./Nigerian working groups, and the U.S./ASEAN
consulations). Too little attention is paid in the political
fora, particularly in the United Nations, to the genuine
accomplishments in other components. While perhaps inadequate
from the point of view of some developing nations, negotiations

in the functional institutions have resulted in substantial
benefits for the developing nations and in institutional
improvements which promise continued responsiveness. This
responsiveness was demonstrated dramatically in this year's
IMF-IBRD Annual Meetings during which several important efforts
were launched to respond to the current economic difficulties
facing developing countries. Precisely because we believe that
IMF, IBRD, and GATT have achieved progress beneficial to developed
and developing nations, we have, in discussing the mandate for the
Global Negotiations, strongly objected to procedural arrangements

which could undermine the integrity of such institutions.

Government officials in developing countries, and the public,
frequently, but mistakenly, tend to see the climate in the United
Nations as the only "barometer" measuring the state of North/South
relations. In fact sustained progress has been made bilaterally

and in multilateral fora, irrespective of what the United MNations

"barometer" from time to time indicates. In fact, this progress

is frequently recognized by economic officials of developing
countries, while their more political representatives in the
United Nations frequently either are unaware of such progress,

state that since it was not made in a political forum it does
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not really count on the positive side of the developed countries'
ledger, or have no interest in acknowledging such progress for

fear it would weaken their demands for more progress.

Further, the political component of the dialogue often

uffers from the dominance of appearance over substance. Developed

countries from time to time offer "compromises" with the manifest
objective of improving the international atmosphere--often
acknowledging that such compromises, if implemented, would harm
their interests and that they, therefore, have no intention of
implementing them. Frequently such "compromises" are offered
with the full knowledge that the United States, which tends to
regard its commitments more seriously and literally than many
other countries, will stand up and object. This gives the
developed country which supported the "compromise" the chance to
take undue credit for being accommodating without even having

to deliver on its word. Such tactics do a disservice to the
dialogue, mislead the developing nations (reducing the necessity
for them to put forward pragmatic suggestions), and often put
the United States in the difficult position of appearing alone,

or with a few likeminded countries, to be blocking "accommodation."

Can These Difficulties Be Overcome?

A recognition of these impediments to mutually beneficial

progress in the political component of the North/South dialogue
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gives some indication as to how the dialogue can make a

effective contribution to human Progress.

A shifted Focus

One key improvement would be to shift the dialogue away from
short-term tactics and institutional differences and to focus
instead on specific global problems whose solutions require the
collective efforts of developed and developing nations, and on

medium and long-term objectives which developed and developing

nations share.

During the past year we have seen an unprecedente
reports which discuss the outloock for developing nations. These
reports stress the problems that the LDC's face and the
relationships between their problems and global difficulties.

In addition to the World Bank's annual World Development Report

and the IMF's World Economic OQutlook, we have the Global 2000

Report, the Report of the Brandt Commission, the OECD

Interfutures Report, and the Report of the Presidential Commission
—beELRTUEOs Neport

on World Hunger. Each of these depicts a consistent picture of

the economic outloock for developing countries.
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The Brandt Commission Report stresses that we are confronted

with more and more problems that affect mankind as a whole and

for which the solutions are international. The Global 2000 Report

to the President provides stark evidence of this trend and
identifies the resolution of the problems of the Third World as

a critical element in meeting the global challenges facing the
international community in the remaining decades of this century.
For example, world population will have increased by 50 percent
by the year 2000, with 90 percent of that growth in developing
countries. As world population and income grow, increased demands
will be placed on the world's resources and the environment.
Demands for fresh water, for example, are expected to increase by
200 to 300 percent, with the greatest increases in demand
originating in the LDC's, many of which already are experiencing

water shortages.

The overall picture painted by Global 2000 is one of:

an increasing gap in income between the richest and

the poorest nations;

higher real prices for food, energy, agricultural land,

fresh water, and forest products;

72-196 O—81—2
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increased potential for international conflict stemming

from various forms of resource tightness; and

serious environmental impacts, such as the loss of

40 percent of tropical forests.

The global economic outlook has serious implications for the
United States. In past years, economists have tended to see the
objectives of growth and low inflation as being in conflict with
the objectives of those concerned with conserving natural
resources. In this era of "supply-side" economics, however,
there is a growing recognition that the interests of the two
groups converge. Deterioration of cropland, deforestation, and
water shortages, particularly in developing countries, and
declining energy and resource availability worldwide portend
higher rates of inflation, slower growth, and potential price
and supply volatility. None of these problems can be resolved
without a substantial degree of coordinated effort among

developed and developing countries.

The general economic outlook highlights the need for a
redoubled effort by the international community to resolve the

problems identified in these studies.




Energy

Major progress has been made, in large measure as the result
of U.S. leadership, to increase bilateral and multilateral
resource transfers to help energy-deficient developing nations
increase energy exploration and development. The World Bank is
examining the possibility of establishing a new energy affiliate
or other facility to expand its lending in the energy sector,
and the IMF's Interim Committee has urged both industrial
countries and oil-exporting countries to provide more
concessional assistance to the non-oil developing countries.
On the other hand, in the just concluded negotiations on the
International Development Strategy, the developing countries
were unwilling to recognize explicitly the crucial impact of
the global energy situation on their economies or to use the
Strategy to further collaboration, especially with OPEC, in the
energy area. This attitude provides discouraging evidence of
the unproductive dominance of politics over pragmatism in such

fora.

The United States has argued that the issue of energy,

particularly the guestion of helping developing nations increase

their energy production, is a natural component in the dialogue.

In light of the centrality of energy in the World Bank's analysis
of developing country economic prospects, failure to discuss it

would be absurd. Our interest in discussing it, however, has
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been interpreted by some countries to mean that they can insist
upon our acquiescing in extreme demands simply to get energy

on the agenda., This is a total miscalculation. For countries
to insist that the United States or other developed nations make
concessions simply to put on the agenda an item which logically
belongs there, and which is at least as important to the
developing countries as it is to us, totally misses the point.
Energy's omission from the agenda would be equivalent to

discussing the problems of Noah without mentioning the fact that

it rained.

Food
In contrast to energy, the subject of assisting developing
nations to increase food production has received a high degree of
attention in international discussion and negotiation. The
emphasis on this subject in the consensus reached on the
International Development Strategy at the Eleventh Special Session
attests to the high degree of importance that the international
community attaches to this subject. Creation of the International
Fund for Agricultural Development (IFAD), the Food Aid Convention,
assistance to developing country food strategy formulatidn and
the World Bank/IDA provision of roughly one-third of their total
loans to agriculture constitute a substantial record of cooperation

in dealing with a serious global problem.
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However, the outlook for many developing nations is bleak
without more ambitious efforts in such areas as food aid, food
reserves, and food production, storage and waste prevention,
distribution, management of agricultural land and water management.
Both because of our humane concerns and because food shortages in
developing nations will cause inflationary pressures and price
volatility in our own nation, the United States has a strong
interest in strengthened international efforts to respond to
present and expected food problems. Accordingly, we have made

food a major part of our North/South policy.

Lest I be seen as overly negative about so-called political
fora, however, let me point out that work done in the political
component of the North/South dialogue did lead to greater attention
to the subject in developed and developing nations and to greater
efforts in the functional/economic and bilateral/regional
components to strengthen programs that address the many aspects

of the food problem.

Other Global Problems

More broadly, it would be in everyone's interest if the
dialogue were to focus to an even greater degree on some of the

more compelling resource management problems facing the world over
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the coming decade. The Global 2000 Report, and other reports on

problems facing the world economy, underline the compelling
problems of health, population, and the environment. These are
world problems, the solution to which would benefit the peoples

of all nations.

We need to improve the management of forests, agricultural
land, and other natural resources through such measures as wider
dissemination of new and improved technology. Global cooperation
is essential to achieve this end. Similarly, increased
collaboration on education and training in technical and other
skills can be an important global ocbjective to the benefit of
all nations. Environmental management and enhanced health and
population programs also are key objectives. 1In virtually all
of these areas, there are strong relationships between progress
in the developing countries and an improved global outlock. The
recognition of these subjects in the International Development
Strategy should focus more attention on them in the appropriate

functional fora.

Procedure

Developed and developing nations will need to reach a clearer
understanding as to the relationship between the negotiations
carried on in New York and those conducted in the functional

institutions. We are continuing to seek such a consensus during
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the current session of the General Assembly, but we cannot in
good conscience permit the negotiations in New York to undermine
the authority of the functional institutions. This is not a
bureaucratic argument. It is an argument based on our view as

to how practical progress can best be made. The seriousness with
which we hold this position was demonstrated by our firm stand
during the Special Session and by the President's address at the

Bank-Fund Meetings.

Developed and developing nations also will need to reach a
consensus on the end product of the exercise. Many of the
institutional and structural proposals of the developing countries
which are not directly related to achieving progress of significant
human benefit or to furthering some other mutually-agreed objective
will stand little chance of support in the United States or other
developed countries. The United States historically has recognized
the importance of efforts to improve the international economic
system because it recognizes that improvements are in its own
interests and can contribute to improved human wellbeing in
other nations. Our sense of international responsibility,
however, does not include support for changes in institutions
simply for the sake of short-term political atmospherics,
especially if those changes will weaken in the long-run the

mutually beneficial aspects of those institutions. Similarly,
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that same sense of responsibility prevents us from agreeing to
verbal commitments which we know to be unrealistic or inconsistent

with broad U.S5. interests and, thus, unsupportable in this country.

Trade and Investment

I now turn to the specific issues of trade and investment.
The immediate economic prospects in developed and developing
nations are not very promising. Furthermore, if nations try to
remedy their economic ills in uncoordinated ways and with little
concern about the interplay between domestic and international
economic forces, no nation will achieve its long-term social and
economic objectives. To illustrate this point, let me turn for a
moment to the economic situation that we face in the North/South

context in the first half of the new decade.

The sharp increases in o0il prices of 1979 have placed great
strains on the external accounts of the developing countries, and
the consequent adjustment to these strains is impeding the growth
of many developing nations. In 1980, the oil-importing developing
countries are expected to incur current account deficits of
$60 billion--more than twice the size of the deficits incurred
only 2 years ago. While these deficits may be financed
successfully in the immediate future, ultimately the borrowing
countries will have to divert resources from their development

efforts in order to meet their higher fuel import bills.




21

Meanwhile, the developed countries are confronting their own
adjustment problems and expect to experience continued slow growth
in the coming years. Their sluggish performance limits the ability
of the developing countries to pursue export expansion efforts
such as those that helped several of them to adjust successfully
to the oil price shocks of the mid-70's. By the same token,
slower growth in the LDC's will prevent them from helping to
bolster demand for developed countries' products, a role that
they played to our benefit during the 1974-75 recession. Finally,
slower growth amid accelerating inflation is likely to engender
greater political instability in the Third World and most certainly
will have a negative effect on LDC governments' efforts to alleviate

poverty in their societies.

It should be noted that the record of the developed countries,
and of the United States in particular, in the area of trade has
been excellent, especially when one reflects on the substantial
pressures for protectionism that have come from various gquarters.
Between 1970 and 1978, for example, imports from cil-importing
LDC's to all developed countries grew at an average annual rate
of more than 19 percent, and exceeded $100 billion in 197B. U.S.
imports from the developing countries have grown even faster.
Between 1970 and 1979, our imports from the non-cil developing
countries increased at an average annual rate of 20.9 percent,

which was nearly 30 percent faster than the growth of our imports
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from developed countries during the same period. Moreover, the
growth in developing country exports to the U.S. market has been
most rapid in manufactured goods, which are essential to the
diversification of LDC production and trade. Between 1970 and
1979, exports of manufactured goods from the developing countries
to the United States expanded at an average annual rate of

25 percent, which permitted the share of LDC products in total
U.S. imports of manufactured goods to increase from 13.5 percent
to 23.5 percent. Currently, the United States purchases more
than 50 percent of the LDC-manufactured goods shipped to the

Big Seven industrialized countries.

We know from the experiences of the mid-70's that successful
structural adjustment and a return to acceptable growth rates in
developing countries depends, among other things, upon a
substantial expansion and diversification of their exports., A
strong export performance enables a country to maintain critical
imports of raw materials, capital goods, and intermediate inputs
even in the face of higher energy import costs. It preserves the
country's creditworthiness in financial markets and its
attractiveness to foreign investors, Maintenance of an open
trading system will be extremely important during this round of
adjustment because so many developing countries are entering the
adjustment period with high debt-service obligations from previous

borrowing and with the prospects for substantial increases in
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concessional financing not particularly bright. This situation
compels the developing nations to seek commitments from the
industrialized countries to maintain and eventually improve the

openness of their markets.

This is the trade setting in which the Special Session completed
the drafting of the International Development Strategy (IDS). The
Strategy for the 1980's clearly reflects the fact that several
developing countries have used international trade very successfully
in their develcopment efforts during the 1970's. The new IDS states
that a fundamental objective of the world community is to achieve
a system of trade based on a "dynamic pattern of comparative
advantage and reflecting a more effective international division
of labor."™ This trade objective is meant to increase and diversify

the production of the developing countries,

Let me state at the outset that the United States does not
support, and has not agreed to, some important elements of the
IDS. We do, however, support other important elements of it.

Let me now describe the Strategy as it relates to trade and

investment, and then give our position in greater detail.

The major focus in the trade section of the IDS is an
increased access for the developing countries to the markets of

the developed countries. The most immediate task in this regard
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is to implement the agreements reached in the Multilateral Trade
Negotiations (MTN). Countries, particularly developed countries,
are urged to reduce progressively their remaining non-tariff
barriers and to avoid new sectoral agreements that hamper the
growth of LDC trade. Countries also are exhorted to make efforts
to avoid the extension of existing sectoral agreements, with a

view to their eventual elimination. Agreement on a multilateral

safequard system is identified as a major negotiating objective

to ensure that safeguard actions are not taken for protectionist
reasons or to hinder structural change. Finally, the developed
countries are advised to exert their best efforts to improve access
to their markets for exports of agricultural products and to avoid
adverse effects on LDC economies in the formulation and
implementation of their domestic agricultural policies. The

major gap in the IDS's treatment of market access is its silence

on the issue of trade liberalization by the LDC's themselves,

The second major thrust of the IDS approach to trade is the
call for differential treatment on behalf of the LDC's.
Specifically, the developing countries seek more effective
implementation of the principle of differential treatment,
and they support the Generalized System of Preferences as an
important long-term instrument for promoting increased LDC
participation in world trade. The IDS also includes a call for
special unilateral measures by developed countries to reduce
further the trade barriers facing developing countries in

the area of tropical products.




25

The goal of the various liberalization measures included in
the IDS is to support the LDCs' aspirations of a substantially
increased share of world trade and production, especially in
manufactures. The Strategy explicitly cites the so-called Lima
target of a 25 percent LDC share of world production of
manufactures by the year 2000 (a target from which, I might add,
the U.S. dissents strongly because it is unrealistic) and refers
to the Group of 77's Arusha Program for Collective Self-Reliance,
which includes a target of an LDC share of world trade in
manufactures amounting te 30 percent by the turn of the century.
The United States also dissents from this target. WNo specific
target is mentioned for international trade in services, but a
goal is set of a "more balanced" international distribution of

services industries.

The trade section of the Strategy is linked closely to the
industrialization section. I already have mentioned the Lima
and Arusha targets. The industrialization section states that
the major elements in achieving these targets should be the
creation of new industrial capacities in developing countries
and the "redeployment" of industrial capacities from industrialized
countries to developing countries. Countries are urged to support
this process by pursuing policies that encourage the continued
reallocation of resources and domestic factors of productions to
more internationally competitive product lines and sectors and

away from less competitive activities.
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The Strategy also encourages direct private investments that
are compatible with the national priorities and legislation of
developing countries, but it does not offer much guidance on the
sorts of LDC domestic policies and economic environment in which

benefits of direct foreign investment can be maximized.

The IDS also contains a relatively brief section on trade
in commodities. The main elements in this section are full and
effective implementation of the Common Fund, continued progress
in concluding international commodity agreements, consideration
of additional measures for the stabilization of commodity export
earnings and support for increased LDC processing of their raw
materials. Steps to improve the competitiveness of natural
products from the LDC's vis-a-vis synthetics and substitutes from
the developed countries also are urged and include the harmonization

of production of natural products with synthetics.

While we support many of the elements in the trade strategy,
we have substantial difficulties with some of the points. Our
delegation made clear the nature and extent of our difficulties
in a formal statement before the Second Committee of the General
Assembly on November 11. This statement indicated that U.s.
objectives in trade are to encourage LDC participation in a
market-oriented trading system with appropriate reciprocity in

trade concessions and an ultimate goal of a single set of rules
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for all countries. We stressed that trade flows should be
determined by comparative advantage in an open and expanding
trade system, not by government fiat and, therefore, that we
cannot accept the Lima and Arusha targets (which, as noted above,
we also consider unrealistic), the goal of harmonizing natural
products with synthetics or commitments to any specific balances
in services trade. We also restated the well-known U.S5. position
on reciprocity, namely, that while LDC's should not be expected
to make trade concessions to developed countries that are

inconsistent with their individual development, financial and

with those needs. This means that the veloping countries should
increase their adherence to GATT obligations in accordance with
the progressive development of their economies and improvements

in their trade situation. Related to this point, we repeated

the U.S. position that GSP is a temporary program and that such
preferential treatment of imports from developing countries is
appropriate only to the extent that it encourages the ultimate
integration of all developing countries into the trading system

as full partners.

The U.S5. position on "redeployment" also is well-known.
The United States views restructuring and structural adjustment

in the industrial sector as global phenomena that are occurring




28

continuously, primarily as a result of market forces. Through

this process new industries emerge, recede, and at times emerge

again. "Redeployment® of industries will result from the evolution
of economies, not from international negotiation. Indeed we
strongly object to policies that attract investment through
subsidies or "performance requirements” because they have a

harmful effect on jobs in the United States. The normal evolution
of industrial production responds to market forces. Our government
will not intervene directly to shift industries from the United
States to developing nations and will object to investment policies

of others which seriously distort investment decisions.

The United States supports the commitment in the Strategy by
all countries to an open and expanding trade system and to further
international progress in trade liberalization. Indeed, the
greater the contribution of developing nations to these objectives,
the greater will be our own contribution. We are particularly
pleased that the Strategy recognizes the importance of full and
prompt implementation of the MTN agreements. We will be
implementing our tariff cuts over the next several years on

schedule,

We also will be implementing faithfully the Codes on
non-tariff barriers and will insist on others doing so as well.

The relevance of these Codes to the LDC's in principle is great.
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In practice, it will depend heavily upon the extent and guality
of LDC participation in the various Code committees within the
GATT. We have been working very hard during the past year to
encourage widespread LDC acceptance of the Codes. Acceptance

gives participants a greater voice in the evolution of the

trading system--and includes important benefits and obligations.

We have had some important progress, but we still have a long way

to go.

We also must deal with the major item of unfinished business
from the MTN, namely a new Safeguards Code. We believe that the
IDS correctly emphasizes the need for agreement on a multilateral
safeguard system to provide greater uniformity and certainty in the
implementation of safeguard actions. During a time of sluggish
economic growth and pressures for structural adjustment, all nations
can expect to encounter a rising sentiment for safegquard actions.
There is an important need to bring the safeguards negotiation to
a successful conclusion. This could well be the most important
step in support of world trade growth that we could take in the

next several years.

The United States also supports steps to facilitate structural
adjustment and to resist protectionism in all countries. We feel

that there would be merit to a global trade pledge that would

provide guidelines for all countries to achieve these objectives.

72-195 0—81—-38
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We already have stated that such a pledge would be an appropriate

element in an early action program within Global Negotiations.

Given the important role that foreign investment can play in

the industrialization process, we support the IDS's recognition of
the need to encourage such investment in support of develo nt
objectives. We feel, however, that the strategy could have gone
further in considering ways in which to promote a favorable
environment in the LDC's for direct foreign investment. A central
concern of foreign investors, of course, is the legal system under
which they will operate in a host country. Certainly each country
must set its own investment priorities and conditions regarding the
admission of foreign investment, but it may be useful to explore
various mechanisms, for example, bilateral investment treaties,
that would facilitate investment to the mutual benefit of developed
and developing countries. The IDS did not deal with questions of
investment incentives and performance reguirements--which often
cause major trade and investment distortions. If trade flows are
to correspond to comparative advantage, efforts will have to be
made to curb those investment policies and programs that distort
trade. We are making a major effort to that end bilaterally,

in the OECD and in the World Bank framework.

In the area of commodities, the United States has participated
in producer-consumer discussions on possible commodity agreements

under the auspices of UNCTAD's Integrated Program for Commodities.
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Each agr ent has been considered on its own merits, and the
differences between commodities have been reflected in the
mechanisms adopted in each agreement. Now that agreement on

the Common Fund has been reached, consideration is being given

to the compatibility of any new commodity agreements with the

terms of affiliation with the Common Fund. The seriousness with
which we have taken continuing discussions on commodity agreements
is demonstrated by our participation in the negotiation of the

new International Natural Rubber Agreement and by U.S. ratification
of the Agreement in May 1980. We are cooperating with other
nations in exploring a possible basis for a new agreement in cocoa,
and we are involved in negotiations for the Sixth International

Tin Agreement. The United States also is a member of the Third
International Coffee Agreement, although the economic provisions

of that Agreement have never been used.

Finally, we are heartened that the Strategy recognizes that
others--beyond international organizations and industrialized
countries--are in a position to provide assistance to developing
countries to facilitate and promote the latter's trade and
production capacities. The time is past due when the
responsibilities of OPEC and the socialist countries of Eastern
Europe toward the LDC's are acknowledged in the North/South
dialogue. The USSR has long played an inadequate and irresponsible

role in providing aid to developing nations.




Conclusion
I have discussed what I believe to have been the problems in
the North/South dialogue so far and what I consider to be

opportunities for future progress.

I conclude by underlining the need for the United States, in
its own interest, to play a constructive leadership role in
addressing the problems of the developing nations. We have been
alerted by a variety of very distinguished groups to the urgent
global problems in which developing countries play a central role.
All of our bookshelves are filled with such reports. Unfortunately,
the airwaves and the popular print media are not. Can any of you

recall a single substantial reference to the Brandt Commission,

Global 2000, or the World Bank's Development Report on television?

Public awareness of our interdependence with the developing world
remains low, and the perceptions of interdependence that do exist

are generally negative.

The basis for conducting a meaningful North/Scuth dialogue,

and for adequate attention to those problems of the developing

countries which so directly affect our humanitarian, our economic,
our resource, and our environmental interests must be greater
understanding and support of the American people. They must be

encouraged to recognize the important and growing links between




33

their wellbeing and that of developing nations. Slow growth,
resource shortages, volatility in food production and environmental
problems in these countries will directly affect our nation's
prospects. Their contributions to an open international trading
system will benefit our people, as our contributions will benefit

theirs. Indeed, the two must go hand in hand.

This Committee, the Congress, and the Executive Branch have
a common responsibility to convey more effectively than we have
in the past the very real U.S. interests involved in our relations
with the developing countries. Our failure to do so will reduce
our ability to play the leadership role of which we are capable
and which, in the final analysis, will be a key factor in fashioning
an international economy which serves the interests of the American

people.
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Mr. BonNkeR. Thank you, Mr. Hormats, for an excellent state-
ment.

Just one question: Where do the oil-producing countries line up?

Mr. HormATs. Part of the Group of 77, part of the developing
country caucus.

Mr. BonNkeRr. How can they qualify as a developing country? Who
qualifies?

Mr. HorMATs. The best way to describe the Group of 77, which is
now on the order of 104, 105 countries, is as a political rather than
an economic entity. For instance, there are countries in the OECD
which are members of the developed country caucus but have
much lower GNP’s per capita than a number of members of the
Group of 77. Yet, as a result of political tradition, they are part of
the developed country caucus.

Mr. Bonker. Did this come out of the CIEC Conference?

Mr. Hormars. It goes back to 1964.

Mr. CREekMORE. And even back to 1955.

Mr. BonNkER. An effort on the part of the West to help developing
countries is admirable. But to help the countries of Saudi Arabia
and Kuwait, and others who are much richer per capita than we
are, seems storage.

Mr. HormATs. The assistance effort is not mainly directed at
those OPEC countries, nor even at the Brazils and Mexicos, but
focuses more—particularly the concessional assistance—on the
poorer countries. Trade is somewhat of a different situation, be-
cause the more developed of the developing countries, such as
Mexico and Brazil, are by all accounts in a much better situation
and take advantage of things, such as generalized preferences and
open trading. This is why the concessional assistance needs to be
devoted——

Mr. BoNkER. More an economic classification?

Mr. HormAnTs. Exactly.

Mr. BonkEr. OK.

Mrs. Constable, I see your statement is fairly comprehensive, so
if you can follow the fine example set by your colleague and

summarize your statement, the full text will be included in the
record.

STATEMENT OF ELINOR G. CONSTABLE, DEPUTY ASSISTANT
SECRETARY FOR INTERNATIONAL FINANCE AND DEVELOP-
MENT, DEPARTMENT OF STATE

Mrs. ConsrtaBLE. I fully intend to follow Ambassador Hormats’
fine example. I will not be able to be as eloquent as he but I will
try and be concise.

I very much appreciate the opportunity of being here today to
talk about the substance and the process of the North-South dialog.

I will focus a little more on process than substance, although the
statement which we have submitted on behalf of Under Secretary
Cooper does discuss substance. I will, as I said, skip over some of
that, but I would like to pick out two or three points which are
essential and worth emphasizing.
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GENERAL CONSIDERATIONS

One point which is extremely important and was referred to by
Ambassador Hormats is that the economic backdrop for these nego-
tiations and discussions is in our view not a very happy one. There
are further details in the statement, so I won’t go into them, but
there is a consensus on that.

Another very important consideration is the fact that the North-
South dialog can of course be defined, and we think probably
should be defined, as the whole range of discussions between indus-
trialized countries and developing countries, bilateral, and regional,
as well as multilateral, but the focus does tend to be on the
political arenas, in New York, UNCTAD, and UNIDO.

A further consideration which underlies our approach to these
discussions is that we are sympathetic to the goals and aspirations
of the developing countries. We do not, however, always agree with
the prescriptions which are offered by these countries and, in par-
ticular, we have problems with the idea that radical surgery is
needed on the international economic system.

In this connection, we think it is crucial to recognize that the
degree to which developing countries will work within the system
depends largely on our own ability to meet their basic and legiti-
mate needs and demands in areas such as trade and increased
resource flows and, of course, by that we would be referring to both
public and private, concessional and nonconcessional flows.

We also differ with some developing countries and, in fact, some
observers of the North-South dialog in our own country, who see
the kind of multilateral negotiations which receive the most public
attention as the primary means of addressing the economic chal-
lenges of the 1980’s and the needs and demands of developing
countries.

We think that the problems of the 1980’s will primarily have to
be tackled by individual countries through appropriate domestic
policies and the generation of domestic resources, as well as inter-
national action.

We do believe that national action must be complemented and
reinforced by international cooperation. It is very important to
work in that area as well, but it is essential not to neglect the
national dimension.

GLOBAL NEGOTIATIONS

Let me turn to the global negotiations and the international
development strategy, although Ambassador Hormats covered most
of the essential points I would make on the latter.

You all know the idea of global negotiations was formally pro-
posed last fall at the General Assembly, and at that time we
indicated our willingness to participate in the preparatory work
and perhaps even eventual negotiations themselves, but we urged
that priority in these negotiations be given to issues on which
results were possible.

We also urged that duplication of the work of specialized agen-
cies be avoided. We have stressed these themes throughout the
preparatory work and the special session.

We have been concerned about the nature of the subjects to be
negotiated and the relationship between a negotiating process
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based at the United Nations in New York and work underway in
specialized multilateral fora, and it was this precise issue over
which the discussions in New York broke down in September.

During the preparatory work we suggested that a useful ap-
proach would be to focus on four areas which we thought were of
general concern on the one hand, but at the same time held out
the opportunity of some consensus on the other.

Energy, the development of energy resources was one, and a
trade pledge was another. Improved world food security and the
problem of recycling were the other two.

The developing countries rather predictably countered that pro-
posal with a very long and very detailed agenda which collected in
effect all of the issues which have been under discussion in various
fora for a number of years.

I say predictable because since the Group of 77 acts as a group,
the proposals which it does put forward reflect the individual views
of the various members, and there is a diversity among the mem-
bers.dOf course, issues of interest to OPEC had to appear on that
agenda.

We did not work on the agenda during the special session. Infor-
mal discussions are underway at the moment in New York, but
there has been no agreement. We anticipate that in the end we
will have to agree to a rather general agenda that goes far beyond
the four principal issues we had originally proposed.

As I said, it was not on the agenda that the discussions broke
down but on the problem of procedure and on the basic issue, and
for us a very fundamental issue, of the a balance to be struck
between the central body in New York which we saw as giving an
overall sense of direction and impetus to the global negotiating
process, and the autonomy of the specialized fora, such as the IMF,
the GATT, the World Bank, and even UNCTAD where we have in
the past had certain difficulties.

If there are to be global negotiations, it should be obvious that a
body of some sort will have to have oversight capacity, and we
agree that such a body could indeed determine general guidelines
for the overall process.

We also believe that once it has done so, the issues falling within
the competence of specialized fora ought to be sent to the decision-
making organs of those bodies for actual substantive negotiations.
The results could then be reported back to the central forum, but
we clio not agree that the central body could renegotiate those
results.

We are willing to discuss any issue in New York. Where there
are no appropriate bodies already covering such issues, such as is
the case with energy, we would negotiate that issue in the central
body or in ad hoc groups created by it.

We were not able to reach an accord in New York, and at the
end of the day two other governments did stand up publicly with
us in opposing the draft procedures: the Federal Republic of Ger-
many and the United Kingdom. While we were alone in formally
seeking stronger procedural assurances that would preserve the
integrity of the specialty agencies, the substance of our concern
was shared by all of the developed countries and, in fact, even
some of the developing countries.
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The other governments, however, were willing to accept a some-
what more ambiguous procedural language on the theory that they
would be able to take a firm position on matters of substance when
they came up later in the negotiating process, presumably in Janu-

Br{'le thought it made more sense to get a clear consensus now on
the role that the central body would play. There has been a certain
amount of publicity surrounding the disagreements at the special
session and, unfortunately, some observers have focused on the fact
that we ended up quibbling over a handful of words.

That usually is, in any negotiation, the last stage of the process,
and in this particular case those words were terribly important in
that they reflected our differing conceptual views on the process.
We felt very strongly that it was not appropriate to paper those
differences over at this time.

INTERNATIONAL DEVELOPMENT STRATEGY

Let me turn very briefly to the international development strat-
egy. I really would only wish to add two or three points to the very
good review that Ambassador Hormats gave a moment ago.

The first is that the special session has been described by a
number of observers as a failure. They overlook the fact that there
were two important agenda items at that session, global negotia-
tions and the international development strategy. We did agree on
an international development strategy, and it could have been
adopted at the special session.

The developing countries chose to defer formal adoption of the
strategy because they did not want any formal results at the spe-
cial session and wanted to link the strategy with global negotia-
tions.

Another point worth stressing is that the United States took a
very prominent and visible role in the IDS negotiation and worked
very, very hard to broker language and keep things going, especial-
ly in the 20 straight hour session that I have referred to in the
testimony. On at least two or three occasions we kept the process
from breaking down.

We think that the document has a number of strengths and a
number of weaknesses. The weaknesses have been eloquently de-
scribed by Ambassador Hormats and I don't have to go through
them again.

We expect the strategy to be adopted shortly and it has already
been accepted by the second committee in New York. We made our
statement of reservation in that committee. Other governments
plan to make statements in plenary.

If I may depart from the statement just a moment in response to
a question posed earlier, one of the issues that was discussed in the
development strategy was the role to be played by OPEC and by
East European governments in the process of assisting developing
countries.

We insisted, and we weren’t entirely successful, that the strategy
reflect a role for both of these groups of countries. There is some
obscure language buried in a paragraph in the strategy that says
that “others in a position to do so” should assist developing coun-
tries. That was a euphemism for oil exporting countries.
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Back to global negotiations; we still hope we will be able to find
a mutually acceptable formula to allow these negotiations to get
underway and seek some positive results from them. We think it is
essential, however, that the critical issues which have been dis-
cussed here today, issues such as energy development, food secu-
rity, an open trading system, must be dealt with whether or not we
succeed in launching a global negotiation process.

We will deal with these nationally, bilaterally, and through mul-
tilateral agencies, whichever is appropriate, and depending on
which approach affords the best possibility for success. Consider-
able work is underway on new approaches, for example, a larger
role for the World Bank in energy development.

These programs require resources or difficult policy decisions in
almost every case. We must do our part and we in turn will
demand that others make contributions according to their ability,
but if our views are to have credibility and if we are to contribute
to positive solutions to the difficult problems ahead the United
States will have to meet its commitments to multilateral agencies
and conduct an active and expanded bilateral assistance program
as well.

Thank you.

[Mrs. Constable’s prepared statement follows:]
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PREPARED STATEMENT OF ELINOR G. CONSTABLE, DEPUTY ASSISTANT SECRETARY
FOR INTERNATIONAL FINANCE AND DEVELOPMENT, DEPARTMENT OF STATE

I appreciate the opportunity to talk with you today
about both the substance and the process of the North-South
dialogue. This is an opportune moment to do so. As you
know, we recently participated in a Special Session of
the UN General Assembly. That session brought together both
a variety of substantive issues in the negotiations on
an International Development Strategy for the 1980's, and
procedural questions of how to establish a round of global
negotiations on key economic issues. The session succeeded
in reaching agreement on a development strategy, but was
not able to find a consensus on all issues relating to
global negotiations.

Before looking at the specific accomplishments and
problems of the Special Session, it would be useful to
briefly examine the general characteristics of the North-South
dialogue and the economic backdrop against which that
dialogue will be conducted in the nineteen-eighties.

The dialogue can be defined in general terms as the whole

range of discussions and negotiations between industrial

and developing countries -- bilateral, regionai, and interna-

tional. Usuafly, however, the term North-South Dialogue is
used to describe the discussion of economic issues in the
most political fora at highly visible multilateral institu-

tions --particularly the UN, UNCTAD, and UNIDO.
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In these fora the developing countries press for re-
structuring of the international economic system in ways
they believe would benefit them. They want to make systemic
changes and obtain commitments from industrial nations which
would make more foreign exchange available to developing
countries, improve their access to technology, and enlarge
their voice in international economic decision making. The
dialogue has historically concentrated most heavily on
questions of how developing countries can obtain the foreign
exchange they need to support their development process --
through improved prices and market access for their raw
materials and manufactured goods; through borrowing and
obtaining equity investment on more favorable terms; and
through increased aid flows.

Industrial countries have generally been- sympathetic
to the underlying goals of the developing countries; They
have rejected the notion, however, that radical surgery
is needed on the international economic system for those
goals to be met. In the past three decades, the system has
generally respondeé flexibly to great changes and has helped
to cushion extraordinary stresses and strains. World trade
has expanded rapidly and resources have been transfered
through both official and private channels to the developing
countries. ~-Andustrial countries recognize the system

must continue to change to meet different circumstances and

new demands by the international community, but such change

must not disrupt the overall functioning of the system.
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The degree to which the developing countries identify
with the system or attack it depends largely on how well
basic LDC demands are met for better trade opportunities and
increased resource flows. This in turn relates to industrial
country decisions on such matters as import protection and
support for bilateral and multilateral assistance programs.
Unfortunately the attention of the developing countries to
such issues is at its highest when economic conditions are
difficult, precisely the time it is most difficult domesti-
cally for industrial countries to respond positively to
those needs.

While the main underlying issues of the North-South
dialogue have remained more or less constant over the past
decade, emphasis and interest level have varied somewhat
according to the state of the international economy.' This
will be true of the eighties. While projecting trends for a
decade is a risky business, I believe that economic conditions
will result in the developing countries having a high level
of interest in the Worth-South dialogue, and that some
relatively new issues such as energy will command attention.

Realistically, the international economic outlook for
the next decade is not a happy one. The most critical

single factor is the question of oil prices and availability.

Most analystsvﬁredict that the real price of oil will hold

constant or rise slowly. If so, this will mean continued
presaure:on pr{ces throughout the world economy, lower world
economic growth and an enormous drain on resources to pay
for imported oil and to finance new investment in alternative

energy sources.
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Related to high o0il bills are major imbalances in the
world financial system. 0il exporting nations, principally
those in the Persian Gulf, will amass a surplus this year of
around $120 billion; for the next few years their surpluses
may decline slowly, but will still be large. Conversely,
industrial countries and oil importing developing countries
will each have to shoulder corresponding deficits. Most of
the recycling required to move funds from surplus to deficit
countries will again have to be handled by the private
sector, but that sector may require more official assistance
and involvement may be required than was the case in the
mid-seventies.

The strains on national economies and the international
financial system are likely to affect the world trading
system as well. Slow growth will reduce demand for raw
materials and manufactured goods, and heighten protectionist
pressures in all trading countries. Maintaining an open
trading system will be a major challenge for all countries.

Finally, even though there are encouraging signs that
the rate of population growth is starting to turn down in
many countries, the eighties will increase the strain
between population and resources. Population in developing
countries Will increase by 800 million over the decade.

Under current trends, developipg countries répresenting a

third of the Third World population, particulary in Africa

and the subcontinent, will suffer food deficits of around 75

million metric tons a year by 1990. .
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The challenges for the international community are clear.
Over the next decade we must make major strides in shifting
from oil-based economies to economies based on a mix of
energy sources, and we must expand the production of hydo-
carbons as well. We must assure that the recycling of funds
from surplus to deficit countries occurs in such a way as to
allow acceptable levels of growth in developed and developing
countries. We must increase food production and improve
food security. We must keep an open trading system. And we
must increase the opportunities and incentives of people
to participate in family planning.

These tasks are enormous. They will primarily be tackled
by individual countries with domestic policies and resources.
But the international community will also play:a major role.
International cooperation and agreements will be reguired if
these challenges are to be successfully met. The North-South
dialogue should be able to play a constructive role in
advancing international cooperation on these issues.

As noted, some.gf these issues, such as the international
trading system and food security are not new -- but the
urgency remains and more needs to be done. But the centrality

of the energy question is relatively new, and has now entered

fully into the North-South dialogue.
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Many developing countries at first welcomed OPEC's success
in raising oil prices in the mid-seventies. They believed
it signaled a new fundamental change in the international
economy in which developing countries could collectively
use their raw materials to force a new international
economic order. Most oil importing countries now recognize
that this will not happen easily and that it was they who
suffered most from OPEC's success.

As a result, a number of oil importing developing
countries have encouraged the discussion of energy in
international fora, beginning at UNCTAD V in Manila in
1979. Similar pressures from within the Nonaligned Movement
in Havana of the same year resulted in a compromise among
the oil importing and exporting developing countries. They
called for a round of global negotiations which would
address major issues in the areas of raw materials, energy,
trade, development and money and finance. The idea was
proposed formally by the developing countries last fall at
the General Assembly and endorsed by all members.

At that time Secretary Vance stated that the US would
participate actively in the preparatory work to produce a
plan to conduct effectively such global negotiations. He

noted that priority should be given to issues on which

concrete resilts were possible, and that duplication of work

already conducted in existing institwtions should be avoided.
We consistent1§ supported those positions throughout the

preparatory work and at the Special Session. And it is
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these two issues -- the nature of the subjects which should
be negotiated, and the relationship between a negotiating
process based at the UN in New York and the work underway in
specialized multilateral fora -- that still must be resolved
before global negotiations can be launced.

During the preparatory work on global negotiations,
the United States took the position that an effort should be
made to focus such negotiations initially on topics which
were of immediate concern and where consensus on action

seemed possible. We suggested an early action program which

would stress four such subjects:

-- Assistance for exploration and development of energy
resources in energy deficient developing countries.

-- A worldwide trade pledge to resist protgctionist
pressures and to promote positive adjustment.

-- Improved world food security through fulfilling national
targets of the food aid convention, backing these commitments
with food aid reserves, and improving food storage and
distribution in developing countries.

~-- Buitable steps to facilitate the recycling of pay-
ments surpluses.

We believe that each of these topics addresses some aspect
of tﬁe major problems which will face the world community in
the next decadé. We are also convinced that for each some
progress is possible on an internatiomal level iargeiy because
such progress ébuld provide strong mutual benefits to all

participants in the world economy.

72-195 0—81—4¢
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The developing countries have countered with a long and
detailed agenda covering most topics which have been discussed
over the past years in the North-South arena. The political
Process within the developing country caucus leads to such a
maximum list. There is a wide and growing diversity among
the developing countries which leads to different priorities
and interests. The poorest countries need increased official
development assistance, middle-income countries want balance
of payments support with reduced conditionality and improved
reforms from commodity trade, and the wealthier developing
countries are most concerned about access to markets for
industrial produc&s, to private capital markets, and to
technology. Oil-importing countries want stable oil prices
and help to pay for the oil; oil-exporting countries WOrry
about industrial-country inflation and security of their
financial assets. Policies which might help one group cf
developing countries are of limited value or even detrimental
to others. The overall result is a list of demands based
on a maximum common Eenominator, which satisfies their
collective political needs but limits their political
effectivness in dealing with industrial countries, and
greatly complicates the overall dialogue.

We have Rot completed negotiations on an agenda for

global negotiations. We are well.aware that politically

it will probably be necessary to settle on a bgoad agenda.

Some means will have to Be found to assign priorities to

the agenda items which are selected, or we risk the kind of
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limited results produced by UNCTAD V, which suffered from
such a broad agenda that attention could not be focused on
a few critical areas.

It was not on the guestion of agenda, however, but
rather on the problem of procedures governing global nego-
tiations, on which discussions took place at the Special
Session. The basic issue was the balance to be struck
between a central body in New York which could give a sense
of overall direction and impetus to a global negotiation
process, and the autonomy of specialized forums such as
the IMF, the World Bank, the GATT and UNCTAD.

Clearly if there are to be global negotiations, a single
body will hae to have some kind of oversight capacity. We
agree that such ; body, working from a neutrally worded
agenda, could determine general guidelines for the ovérall
negotiating process. But one it has done so, issues
falling within the competence of specialized fora ought to
be sent to the decision making organs of these bodies for
actual substantive neégotiations. Results from such negotia-
tions could be reported back to the central forum, but we do
not agree that the central body could itself renegotiate
those results.

The specialized agencies include diverse memberships,
various mandaégé. and their own rules of procedures.

Some institutions, such as the IMF; World Bank and GATT,

have evolved steadily over those decades as the result of

decisions taken”unde;_prescribed rules and with the
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ratification of member states. Other institutions are

newer, such as the International Fund for Agricultural
Development and the African Development Bank. Still others
have been renegotiated but have yet to come into existence,
such as the Common Fund and International Rubber Organization.
We do not believe that it is realistic that a single body in
New York could superimpose its will over this array of
institutions and their own decision making processes,

and we will not agree to any procedure which implies that it
can.

To make our position clear -- the United States is
willing to discuss any issue in a New York forum. And,
where there are no appropriate bodies already covering an
issue, such as is generally the case with eneréyr we will
negotiate such issues in the central body or in ad hoc
groups created by it. But there are a number of issues
which are already handled in specific forums which we are
willing to negotiate but not in New York.

We were unable Eo reach an accord at the Special
Session on procedural ground rules which satisfied both
sides. We all learned a great deal about various configura-

tions a global negotiation process might take, and about the

sensitivities,of vyrious countries which would participate

in such a process. I should note that at the end of the
Special Session-the Unietd States, along with Germany and
the United Kingdom, were ‘alone in seeking stronger assurances

regarding presentation of the integrity of the specialized

agencies. In fact, a number of other industrialized nations,
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and even some developing ones, agreed with us on the substan-
tive issue of protecting the specialized fora. They were
willing to accept less clear procedural language, however,
and take a tough position once substantive discussions began
with the global negotiations next year. We believed that
rather than fight the same issue a number of times next
year, it made more sense to obtain a clearer consensus now
on the role the central body would play relative to the
specialized agencies. Thus the problem at the end of the
session was not one of a few trivial words, but rather
strong conceptual differences symbolized by those words.
Had the words been unimportant, the developing countries
would presumably quickly have conceded them. E

I now wish to turn to the other major item on the agenda
of the Special Session--the International Development
Strategy for the 1980s. Our perhaps modest success in
agreeing on the strategy has received little attention.

The IDS accepted by consensus at the Special Session,
is the third such document that has been negotiated. The first
one served as the aspirational development framework to the
decade of the 1960s; the second to the 1970s. As with its

predecessors, IDS III is intended to provide guidelines on

development p;furifies and issues for developing countries and

bilateral and multilateral aid donors'during the current decade.
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Preparatory work on the IDS had been in progress for
almost two years when the Special Session opened. Differences
remained on a number of outstanding issues. Our goal throughout

the negotations had been to produce an amitious yet realistic

document that placed the primary responsibility for development
where it belonged -- on the developing countries themselves —-

but also the critical supporting role the developed countries

must play in the process. The developing countries sought

to intensify pressure on donor countries —- Eastern European
Communist countries as well as Western industrialized countries —-
to increase aid flows and to make structural changes in the
international economic system in their favor.

In the Special Session, particularly difficult and arduous
negotiations -- one lasted almost 20 straight hours =-- resulted in
an agreed text. . The U.S. played a particularly constructive
role in this effort. We frequently took the initiative in
suggesting language that provided the basis for acceptable
compromise.

We believe the IDS document has many strengths.

It contains much useful language on social development .

The developing countries go further than they have before

in committing themselves to action to improve housing, education
and the health of their citizens; to ensure the availability

of informatibn on population control to encourage family
planning; nn? to provide more employment opportunities,

particularly in the rural areas. The IDS reécognizes the

importance of accelerated action to increase food product ion,
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improve nutrition, and enhance food security in developing
countries. It stresses the need for assistance of all types --
non-concessional as well as concessional -- and from all sources,
including the oil exporting developing counties, to speed
development of the poorer developing countries. In addition,
largely because of U.S. insistence, it initiates in its review
and appraisal provisions the first step in a process by which
development programs of developing countries will be periodically
assessed along with the aid performance of donor countries.

The document alsoc has weaknesses. The most glaring is
its less than comprehensive treatment of the importance of
enerdy to development. While it contrasts with its
predecessors in having major energy sections, IDS III does
not adeguately recognize the role of energy supplies and prices
to future development prospects of developing countries.
The oil exporting countries refused to agree to stronger
language; because of G-77 internal discipline, the oil-
importing developing countries acceded to the oil exporters'
position. The IDS also contains an overly ambitious growth
target for developiﬁé countries in the 1980s -- an annual
average of 7%, calls for donor countries to reach the 0.7
ODA target measured against GNP, and insists on some trade
concessions for developing countries that go beyond the
Multilateral Jrade Negotiations.

During th; IDS negotiations, we signaled oGr intention

to reserve on the 0.7% ODA target; on some trade, transportation

and monetary paragraphs;-and on references to permanent

sovereignty over natural resources that are not gqualified
by references. A number of other governments indicated they

would do the same. The IDS could have been adopted at the
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Special Session but the G-77 indicated a stgrong preference to
have the IDS and agreements on global negotiations
both approved at the 35th Session of the General Assembly. At
the UNGA the IDS has been accepted in Second Committee but has
not yet been adopted in Plenary. With regard to Global Negotiations,
informal discussions are now taking place in New York City on
agenda and procedures.

We still hope that we can find a mutually acceptable
formula which will allow global negotiations to get under way,
and we are still hopeful that some positive results will emerge
from such negotiations. We should make clear, that the critical
issues I mentioned earlier -- such as energy development, food
security, and an open trading system -- must be dealt with whether
or not we succeed in launching a global negotiating process. We will
deal with these issues nationally, on a bilatéral basis, and
through multilateral agencies. Much has already been accomplished,
and considerable work is underway on new approaches. A larger
World Bank program on energy development, expanded and reshaped
IMF facilities, replenishment of IFAD and enlarged food aid
commitments through the Food Aid Convention, and implementation
of the new codes and lower tariffs resulting from the Multilateral
Trade Negotiations, are just some examples of the improvements
we will work toward in the world economic system.

As alr;ﬁby noted, many of these programs require resources

or difficult policy decisions. _We must do ouf'part, and we

in turn will demand that others make contributions according

to their abildities. If our views are to have credibility,

and if we are to contribute to positive solutions to the




53

difficult problems ahead, the United States will have to

meet its commitments to multilateral agencies, and conduct

an active and an expanded bilateral assistance program as well.
It is our strong hope that the North-South dialogue

in general, and global negotiations in particular, can

stimulate all countries into doing their fair share to help

resolve the critical problems which face our world in the

remainder of this century. This can best be done by quickly

resolving procedural issues and concentrating our resources

on tackling specific substantive problems in which we all

have a stake. We must remember that the North-South Dialogue

is not an end in itself, but rather a means to produce a

better world for all ‘people, especially those who live in

the developing countries. We hope that in that spirit we

will find a way to launch the global negotiations next
spring -- negotiafions which will produce real results of

benefit to all participants.

Mr. Bonker. Thank you, Ms. Constable.

LOG EXPORTS

Ambassador Hormats, I would like to ask you about one item
which is not terribly relevant to today’s topic but is something of a
followup on your previous appearance. First, I would like to take
this opportunity to commend you and your staff for successfully
negotiating with the Japanese to import more of our finished
lumber. As I understand it, a committee has been set up consisting
of Japanese and American businessmen to discuss and explore
various ways by which the Japanese can import more finished
products.

I would like to commend you for that effort, but as we attempt to
resolve that problem I discover that the Chinese are starting to buy
our unprocessed logs, and the battle continues. This time it is a
little different. The PRC does not have a tremendous economic
need for our raw resources for its mills, and they have indicated an
interest in purchasing our finished products.

In fact, we are now exporting some 2 by 4’s to China, but I would
hate to see us get into the same routine which we did with Japan.

As long as the Chinese are interested in finished products and
because of raw resources being so important to our economic stabil-
ity in the Northwest and in order to allay potential fears of getting
back into that practice, is there anything that your office can do to
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encourage the Chinese to proceed with the program of purchasing
our finished products instead of unprocessed logs?

Mr. HorMmars. I was unaware of this new opportunity, and I will
very quickly pursue it.

It is an area that would be very helpful, I believe, to the North-
west, and we will take this up with the Chinese as soon as we can.

It is a very constructive suggestion, one we will follow up on.

Let me return the compliment on the first point. There are times
when the Congress plays an extremely useful role in prodding the
Executive to do things that we should be doing. This is one such
time.

Your leadership in pressing us to move on the exports of lumber
and pressing the Japanese has been instrumental in the progress
that has been made. We will certainly follow it up and make sure
this bilateral group really does what it is supposed to do. In addi-
tion, we will monitor events with respect to the Chinese.

Mr. BonkeR. I hope the next administration will also apply pres-
sure and prod and be constructive, as you have.

For the record, the report that we have is that China will import
200 million board feet of raw logs from the Northwest, which is a
sizable amount.

I will call on Mr. Lagomarsino for his questions.

Mr. LAcomagsiNo. I would like to compliment both of you on
very articulate statements.

CITRUS EXPORTS

Following the line of the chairman, could you tell us what is
happening in Europe with the EEC and U.S. citrus?

Mr. Hormars. I can'’t give you as positive a report as I can give
the chairman.

We have taken this up. Indeed, the last occasion was yesterday.
We took this up with the Europeans. We had a consultation be-
tween the United States and representatives of the Commission of
the European Communities, and I must say that the response was
similar to the response we have gotten over the last couple of
years.

This has not deterred us, although it has disappointed us some-
what. One problem, as you doubtless know, is that of Italy. The
argument that the Commission makes on behalf of Italy is that
they are suffering from economic difficulties, that they are threat-
ened by citrus imports from Caribbean countries, North Africa, and
Spain, and that they will under these conditions find it very hard to
undertake a liberalization that we have requested.

Now, as you know, there is underway a movement to bring Spain
into the Community as the 11th member of the Community. We
have not taken up citrus in that context because that is a couple of
years off, but we certainly have taken up the citrus issue in the
current context and will continue to take it up with the Europeans.

Unfortunately, to be very frank, we have not made the progress
we wanted, but we will not diminish our efforts.

Mr. Lacomarsino. Thank you.
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encourage the Chinese to proceed with the program of purchasing
our finished products instead of unprocessed logs?

Mr. HormaTs. I was unaware of this new opportunity, and I will
very quickly pursue it.

It is an area that would be very helpful, I believe, to the North-
west, and we will take this up with the Chinese as soon as we can.

It is a very constructive suggestion, one we will follow up on.

Let me return the compliment on the first point. There are times
when the Congress plays an extremely useful role in prodding the
Executive to do things that we should be doing. This is one such
time.

Your leadership in pressing us to move on the exports of lumber
and pressing the Japanese has been instrumental in the progress
that has been made. We will certainly follow it up and make sure
this bilateral group really does what it is supposed to do. In addi-
tion, we will monitor events with respect to the Chinese.

Mr. BoNKEeR. I hope the next administration will also apply pres-
sure and prod and be constructive, as you have.

For the record, the report that we have is that China will import
200 million board feet of raw logs from the Northwest, which is a
sizable amount,.

I will call on Mr. Lagomarsino for his questions.

Mr. LacomarsiNo. I would like to compliment both of you on
very articulate statements.

CITRUS EXPORTS

Following the line of the chairman, could you tell us what is
happening in Europe with the EEC and U.S. citrus?

Mr. HormaTs. I can’t give you as positive a report as I can give
the chairman.

We have taken this up. Indeed, the last occasion was yesterday.
We took this up with the Europeans. We had a consultation be-
tween the United States and representatives of the Commission of
the European Communities, and I must say that the response was
similar to the response we have gotten over the last couple of
years.

This has not deterred us, although it has disappointed us some-
what. One problem, as you doubtless know, is that of Italy. The
argument that the Commission makes on behalf of Italy is that
they are suffering from economic difficulties, that they are threat-
ened by citrus imports from Caribbean countries, North Africa, and
Spain, and that they will under these conditions find it very hard to
undertake a liberalization that we have requested.

Now, as you know, there is underway a movement to bring Spain
into the Community as the 11th member of the Community. We
have not taken up citrus in that context because that is a couple of
years off, but we certainly have taken up the citrus issue in the
current context and will continue to take it up with the Europeans.

Unfortunately, to be very frank, we have not made the progress
we wanted, but we will not diminish our efforts.

Mr. LacomarsiNo. Thank you.
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would be thrown off. The supplies, the price assurances that we
had relied on, wouldn’t be there.

There is another element that would cause problems. Sup
that as a result of an Iranian revolution, the OPEC end of the deal
was disturbed or destroyed. Would we then feel comfortable having
made commitments to the poorer developing countries as part of
this package? Should we cut off our aid to them simply because
OPEgacouldn’t deliver on its end of the deal?

That is the sort of problem that one would face if we tried to do
a package deal.

DIFFERENCES OF APPROACH AMONG DEVELOPED COUNTRIES

Mr. LAGoMARSINO. On page 5 you talk about compromises offered
by other developed countries. Can you us an example of that.

Mr. HorMATS. As a general proposition, a number of develoFed
countries offer compromise in the area of world resource redeploy-
ment. The developing countries would like us by fiat or through
negotiations to agree to targets like a 25-percent LDC share of
world production. This is totall absurd, and unrealistic. Yet there
are a number of countries which will go along with it, knowing full
well that they could never comply.

It would take some tremendous increment of manufacturing ca-
pacity and transfer to meet that target, which is Jjust impossible.
For us to demean the negotiations and diminish the validity of our
own word by going along with it, we consider dishonest. It makes a
mockery of what we would like to have as contructive negotiations.

Mr. LacomarsiNo. Do we call those other countries?

Mr. HormaTts. We do. They will freely sit there and admit to you
that they have no intention of living up to that or doing what is
necessary to live up to it. They know the United States, which
takes its word literally and has to account to this Congress for
what it says, is not going to go along.

Mrs. ConsTABLE. Let me give you an interesting example of that:
in these negotiations we have been asked to agree to a 0.7 percent
of GNP target for official development assistance. We have refused
to do so, but all other governments, with the exception of the East
Europeans, have agreed, even governments whose aid level is lower

an ours.

At the special session the developing countries took the next step
and said now you have agreed to the target, let's put a time frame
around it. Are you going to do it by 1984, 1985, or when? We,
having been honest in the first place, were able to sit back while
the time frame was negotiated, because we didn’t even agree to the
target.

Mr. HormATS. Sometimes the target is couched in such ambigu-
0}1&_1 language that other countries can find a way of weaseling out
of it.

That is done on occasion. There are many instances where this
constitutes a problem.

I will give you another example, that is, the points that Mrs.
Constable is making about the mandate for the global negotiations.
The language is somewhat ambiguous, and some of the developed
countries say there is enough protection of the functional institu-
tions, such as the World Bank, in the language.
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Our judgment has been that the language is so ambiguous that it
does not afford the necessary protections, and that is the reason
why we have been so firm in resisting this ambiguous language. It
is inevitable if there is an ambiguity that in the next round of
negotiations it could be interpreted in a way not to our advantage.

r. LAGoMARsiNoO. Thank you.

HAZARDOUS PRODUCT EXPORTS

Mr. BARNES [presiding]. Before turning to Mr. Gilman, let me ask
a couple of questions related to an as of development policy
that is slight(}y off what we have been discussing but very close to
the matters at hand.

As you may know, I and other members of this committee have
been concerned about the current U.S. policy which allows the
export goods which are banned in the United States.

have believed that this situation poses a threat to our relations
with Third World nations, and hurts the work of the UNDPA, and
also does damage to our Nation’s reputation as a responsible trad-
ing partner.

In an effort to resolve this, and to do so in the context of the
North-South dialog, I sponsored, and 42 members including a
number of members of this committee have cosponsored, H.R.
6587, which would prohibit the export of hazardous goods except
under certain limited conditions.

The administration has op the bill but in its place an
Executive order. During a hearing we held last September, the
subcommittee was told that the order was about to be promulgated.
However, as yet nothing has happened. I know, Mr. Igormats, you
have been involved in this issue. Can you tell us where things
stand with respect to the Executive order? Is the administration
going to do anything to complete the process that has been going
on for 2 years now, before January 20?

Mr. HormMATs. I will do my best to tell you where it stands. I am
not I confess completely up to date. I can give you a report as of
about a week or week and a half ago.

There was, as you say, an Executive order moving through the
bureaucratic process. There were two types of issues outstanding to
be resolved. One was the legal issue concerning what legislation
was applicable in this case, that is whether you could use the
export administration provisions or some other provision took prec-
edence. That is now being referred to the Attorney General for an
advisory opinion. It was referred to him by the ite House, and
my impression was that the opinion was coming down any day.
Now I do not know, I have not seen it, but I was told that Justice
was moving on this and moving rather quickly.

The second is a policy issue, and I have been in touch with
Esther Peterson, who as you know is coordinating the development
of this Executive order, to try to work out some differences. There
were, I should add, some differences between our office, the Depart-
ment of Commerce, and a few other offices and her office, the
Department of State and a couple of other agencies, EPA and CEQ.
We have been trying to work these out.

Let me say that we have not wanted to kill the Executive order,
but I know it has been portrayed in the press otherwise. We have
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some policy differences, some legal differences which we are trying
to resolve in a way which meets our needs and hers, but we are not
trying to kill it. We would like to resolve these differences before it
goes out.

The status of it is that we should be getting one more look at a
draft Executive order within the next few days. We have not seen
it yet. Once we do, and once we have resolved these things, I
suspect it could go out. I do not know when, but perhaps within the
next 3 or 4 weeks. Her intention I gather is to get it out before this
administration ceases to exist.

Mr. BARNES. And you think in fact that will happen?

Mr. Hormars. That is her intention, and I think it probably will
happen, yes. I think it will but I do not want to mislead you. I have
no assurance that it will and I do not know how quickly it is
moving through the process.

Mr. BArNES. Am I right there have been two prior rulings by the
Justice Department that the Export Administration Act is applica-
ble to this issue and can in fact be the vehicle?

Mr. HorMATs. There was one ruling. I think the Deputy Attor-
ney General made one ruling on this, and he questioned whether
the Export Administration Act could take precedence over some of
the specific acts which regulated some of the particular exports
involved, the particular substances involved. My impression was
that he was not as clear on that. I have to go back and refresh my
memory. Our lawyers took a look at this, and they said that there
was a question under the law—indeed a question as a result of his
ruling—as to whether the Export Administration Act did in fact
take precedence. What I can do is send that down to you and let
you take a look at it.

Mr. BArNEs. I would appreciate that.

Mr. HormaTs. Not being a lawyer, I find it difficult to resolve
these legal differences. I can send it down so you can take a look at
it and get a feel for what our lawyers have been telling us.

Mr. Barnes. I do not want to spend too much time in this
hearing on what could be arguably an extraneous issue, but you
are able to appraise Mr. Bonker’s prodding with respect to certain
other issues, and if it appears that some congressional prodding on
this question will be of assistance between now and mid-January,
there are a number of us here who are prepared to prod. On both
sides of the aisle there has been substantial interest in develop-
ment of this policy. In fact I think it is fair to say in this commit-
tee and the Subcommittee on International Economic Policy and
Trade, specifically, we have held off moving legislation until the
administration completes its process.

Mr. HormaATs. 1 understandp.)

Mr. Barnes. We did so on the basis of constant assurances over
the las%lyear that action was imminent.

Mr. HormATs. As I say, there are policy differences and legal
differences, but it has been my hope—indeed I have written a
letter to Esther Peterson to this effect—that we can resolve these
in a satisfactory way. There are those who want to kill the whole
Executive order. That has not been our position.

Mr. BarNes. Your statement in the Los Angeles Times is that
you think control should be used “Only very sparingly and only
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under circumstances posing extreme hazard.” It should not be
viewed as opposition to the policies?

Mr. HormaATs. Indeed it is not, and Mrs. Peterson is quite aware
of that. It is really a question of when you use those controls. I
speak for myself in recognizing that there are certainly instances
where they are meritorious, indeed honorable. My worry has been
that these not be abused to the point of making them totally
restrictive provisions.

Mr. BARNES. Thank you.

Mr. Gilman.

FURTHER STEPS IN THE NEGOTIATIONS

Mr. GiuMAN. Thank you, Mr. Chairman. I want to thank the
panel for joining us today, and for expressing their views concern-
ing the recent sfpecial session. What do you see as the time table
down the road for getting this thing back on the track, agreeing
upon an agenda and trying to undertake actual negotiations?

Mr. HorMATS. Mrs. anst,able.

Mrs. ConsrasLe. We really do not know. If the General Assembly
session is able to agree on a procedural framework, the agenda
negotiations could theoretically move rather quickly, and the
global negotiations could begin on schedule in January, but there is
not any conventional wisdom on the time table, unless my col-
league Marion Creekmore has different information. It is very
much up in the air because at this stage we do not know whether
agreement will be reached on the procedural framework.

STATEMENT OF MARION CREEKMORE, DEPUTY ASSISTANT
SECRETARY FOR INTERNATIONAL ORGANIZATION AFFAIRS,
DEPARTMENT OF STATE

Mr. CreekMORE. I might just comment on a few more details.
There is going on in New York now informal negotiations being
chaired by the President of the General Assembly that are grap-
pling witg both agenda and procedures. Some progress is being
made, but as Elinor says, we do not know if both issues will be
resolved and if so when, but it is not a matter of things not
happening. There is a lot of negotiation going on right now.

r. GiLMAN. How are those negotiations being accomplished
now? The General Assembly is in session, is it not?

Mr. CrReegMORE. The General Assembly is in session. The negoti-
ations are going on informally outside of plenary. Tomorrow a
series of statements on the followup to the special session will be
given in plenary. It will go tomorrow, Friday and maybe next
week, but these negotiations on procedure and on agenda are
taking place informally outside of the plenary. They do not involve
the whole list of countries.

Mr. GiLmAN. Is it being done by working groups in committee?

Mr. CREEgMORE. It is being done by what is called a “Friends to
the President” group under the chairmanship of Mr. Von Wech-
mar.

For instance last weekend a group went away and spent the
entire weekend working on the procedural question itself. We are
narrowing differences but we are not there yet.

Mr. GiLMAN. Then how is that distributed around?
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Mr. CREexMORE. Various people participating are keeping their
other colleagues informed to a greater or lesser extent. If agree-
ment is reached, then there will be an effort made by the people
participating to bring on all the other members in other countries
sbtl: that we could get a final agreement within the General Assem-

y.

Mr. GiLMmAN. Is that an unusual procedure?

Mr. CREEKMORE. No. It is used that way at times. Sometimes you
use ad hoc groups, sometimes committees, sometimes informal
friends of the President.

EVALUATION OF THE SESSION

Mr. GiLmaN. I note that one of the witnesses who will be appear-
ing this afternoon, Dr. Schultheis, concludes in his statement with
regard to the outcome of this special session that:

In regard to the evaluation, two facts are inescapable. First, the special session
failed to accomplish its basic objectives. And second, the U.S. is perceived by most
observers and participants to be primarily responsible for that failure. I might go
further. The U.S. has opposed over the past ten years most of the international
issues to promote development. ¥

Would you comment on that statement?

Mrs. ConstaBLE. Marion, are you looking at me?

Mr. CReekMORE. I will be happy to comment on that.

Mrs. ConsTABLE. I would like to comment on it but I think the
others would as well. I think it is wrong. It is true that as far as
the special session goes, statements have been made to the effect
that (a) it was a failure and (b) the United States is responsible, so I
suppose if one were to say that we are perceived as responsible
that might in a very narrow sense be an accurate statement. The
fact of the matter is that, as I said earlier, there were two principle
objectives of the special session. One of them was achieved, agree-
ment on an international development strategy. In that process,
the United States played a crucial role, and in fact, the Pakistani
chairman of the working group and the Indian spokesman of the
Group of 77 have both said that we would not have a stra had
it not been for the U.S. role in the negotiations, so I think it is
incorrect to characterize the special session that way. I think it is
also incorrect to say that the United States has opposed every
proposal or program over the last 10 years for the advancement of
developing countries. I would hope that Ambassador Hormats and
Marion Creekmore could comment on that in more detail, but one
could cite a number of examples not only of proposals which we
have supported but proposals which we ourselves have made,
l\:rahich perhaps have not received as much support as they might

ve.

Mr. CreekMORE. Just to follow up, just to run down a few.
Obviously a number of changes have been made in the Internation-
al Monetary Fund in terms of facilities that have been created or
expanded, that have been very much in the interests of developing
countries. The International Fund for Agricultural Development
has been established. The recently concluded multilateral trade
negotiations have direct and positive benefits for developing as well
as developed countries. The mited States played a major role in
that negotiating process for the general capital increase in the
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World Bank, on which the Congress will be giving its opinion later.
We have been a leader in the support of the funding of the bank, of
IDA, of all the regional banks, so I think the record is good. I think
a lot has been achieved over the last 10 years. That is not to say
that one should be prepared at this time to stop. There are obvious-
ly other things that need to be done, given the state of the economy
and the fact that there are a lot of people around the world that
need a great deal of help. As Ambassador Hormats mentioned, I
think we have to redouble our efforts across a whole series of
things, but I think it is incorrect to say that nothing has been
achieved or that the United States has not been out there in a
leadership position in carrying on that process.

Mr. HorMATs. I have very little to add. Elinor and Marion have
described it well. I think that quote that you have given is an
indication of what I said earlier, and that is that people tend to
regard the U.N. as the barometer of progress when in fact it is not a
good barometer of progress. It is one component and one barometer
among several. If one looks at the IMF, dramatic changes have
taken place in the way it operates, in particular in the ways it has
helped developing countries overcome the current very large defi-
cits resulting from the oil crisis. It has also come up with structur-
al adjustment loans that the developing countries have been crying
for for years, and appropriately so. The World Bank resources have
been increased dramatically. Both cases are a result of American
leadership. In the MTN negotiations, the United States was really
the one country which insisted on inclusion of the developing coun-
tries in the codes and in the overall negotiations themselves. Now
as Marion said, this is not to say our efforts are adequate. They are
not adequate. Let us not kid ourselves. We do not give as much aid
as we should. We are very low down on the totem pole. We should
be doing more in our own interests as well as because of our
humanitarian concerns. There are a number of other areas where
additional progress might be made, and indeed should be made, in
our own interests again; however, the statement in that testimony
I think is wrong and indeed misleading, because it ignores some of
the other very fruitful elements of the dialog.

Mr. GiMaN. I am sure Dr. Schultheis will have more to say.

Mr. HormATs. I am sure he will.

Mr. GiuMaN. I note too in the statement by Frank Ballance,
senior associate for the Carnegie Endowment for International
Peace, that he concluded:

The United States does not believe that it is possible to structure a global
economic deal that would include binding commitments from OPEC on stable oil
Erioes‘ and dependable supply. Withuut_au-:ﬁ-n an energy component a global economic

argain looks very onesided to the United States. Unfortunately there is practically
nothing in developing country rhetoric that leads a reasonable observer to believe
that a mutually beneficial arrangement is possible. Therefore, the UN is thrown
back on the same shop worn rhetoric and stale programs that call for massive
increases in aid, extensive LDC industrialization, much of it capital intensive, and
more concessions from the West, with scarcely a mention of OPEC or the Commu-

nist countries. It is not a respite designed to gain much sympathy from the Ameri-
can public.

I might add, or from the Congress either.

On the other hand, there is very little U.S. leadership on these issues, and no
effort to educate the American public. The deadlock at the end of the special session
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is a fitting symbol for the intellectual stalemate that has been reached on North-
South issues.

I will give you an opportunity to comment.

Mr. HormaTs. On the first point, that the United States does not
believe it is negotiable, he is absolutely right. We have gone
through this at great length, and Mr. Ballance has been one of the
leaders in the effort to try to think this thing through both when
he was on the Hill and in the private sector. A number of us have
gone through this, and we have concluded, I think all of us, pretty
much the same thing. A credible energy package, energy deal, is
simply not on.

Now with respect to stale formulations, I could see where one
would conclude that some of the things were stale. There are
certain things that are n in aid, in financial assistance.
Concessional and less concessionS money is needed by the develop-
ing countries. Many of the poor countries cannot borrow at market
rates. They need aid. They certainly need access to the markets of
the developed countries, and they also, of course, in order to get
that, need to make contributions to the trading system. So there
are certain fundamental elements of the dialog which perhaps we
could approach more creatively, but by and large they are going to
be with us for some time,

Let me just say, however, that we have made an effort to try to
overcome these constraints by looking at some of the broader
global problems that I have been mentioning, such as energy and
food. Some of the broader environmental population health prob-
lems are very important areas of mutual interest. Our hope has
been that we would be able to bridge the gap that exists now and
avoid the sort of bickering which tends to go on by focusing on the
medium term, the longer term objectives, and our common inter-
ests.

With respect to publicizing and making the American public
aware of the importance of acting on these things, I think he is
probably right. I think that the executive branch has not done
enough. I think perhaps the Congress may not have done enough. I
think that the private sector has not done enough just in terms of
its own interests. We export more today to the developing countries
taken together than we do to Europe and Japan taken together.
You never hear of that. The private sector has a major interest in
the well-being of these countries and in their economic develop-
ment. Yet how many times do you have the private sector, even
companies which have major exports to the developing countries,
come up and knock on your door and say aid is important or the
World ]gank is important. Not often. I think we all have a responsi-
bility here. The more interdependent, to use a hackneyed phrase,
the world becomes, the more we rely on these countries for mar-
kets, for raw materials and for the solution to energy and other
problems, the more important it is going to be to convey to the
American people. I think that point is dead right.

Mr. GiLmaN. De you have any comments, Mrs. Constable?

Mrs. ConstaBLE. I would agree with all that and just add one
point. I think it is quite clear that an awful lot of the rhetoric that
moves back and forth in New York on economic matters is not
terribly helpful in terms of persuading either the American public
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or, as you pointed out, the Congress that their support for particu-
lar ideas or proposals is useful or desirable, My own view is that
there is on occasion a little too much emphasis placed on that
rhetoric, that perhaps we should take it for what it is, rhetoric, and
look beyond at the substance of the proposals that are discussed
and reflect on the implications of those, and the desirability of
supporting or opposing them.

There is no question but that there are a lot of unhelpful state-
ments made in New York, and as negotiators we sometimes have
to sit and listen to them for weeks on end, but one learns what one
should take seriously and what one should ignore.

WHY SO LITTLE SUPPORT FOR U.S. POSITION?

Mr. GiLmaN. How is it that we ended up with only England and
West Germany assisting us when we disagreed with the proposals?

Mrs. ConstaBLE. Well, that is an interesting question. I am not
quite sure I can answer it. One is tempted to say that they were
the only two who saw the wisdom of our approach. One is also
tempted to say that we were not sufficiently persuasive in trying to
talk other governments into agreeing with us. I think there was an
honest difference of view in terms of where the stand should be
taken, whether we should accept an ambiguous procedural frame-
work on the theory that in any case the procedural document could
not afford full protection against the kinds of proposals which we
know will come back at us in January, for restructuring the Inter-
national Monetary Fund as one example, and our own view in the
U.S. Government, that it was essential to achieve as much clarity
in that document as possible. In that connection, I would like to go
back to the issue of the success or failure of the special session. I
think the fact that we and at least two other very important
countries, if you look at trade flows and aid flows and foreign
exchange reserves and other criteria, were willing to take a very
clear position on the substance of the issue and not paper it over
was healthy, and should not be described as a failure. Perhaps one
could regard it as a situation in which lines were clearly drawn,
which enabled the more intelligent and focused exchange to take
place as the procedural discussions continued. The ultimate answer
to your question is that I do not know.

ROLE OF PRIVATE SECTOR

Mr. LAcoMARSINO [presiding]. I might say with regard to Ambas-
sador Hormats’ statement about business not supporting foreign
aid and so on, I think that we on the Hill and you in the Executive
do not reallll),r give business, private enterprise, the credit it de-
serves for development; I know that is not deliberate. You recog-
nize the value of it, but I think it has to be more of a partnership,
and we have to work more in concert. I think that sometinies we
are all doing our own thing.

Mr. HormATs. You are right. I think that is a very compelling
point, particularly over the next several years when, let us face it,
the foreign aid budget is not going to be growing by leaps and
bounds. Foreign investment in many cases 1s going to be the key
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vehicle for development in many, many countries, particularly the
middle income developing countries, and I think you are right.

The private sector in many cases in very pragmatic ways is
ahead of the Government, because there have been many efforts
made by the private sector to accommodate the desires of develop-
ing countries to have 50 percent or 51 percent local ownership.
There have been a lot of very imaginative arrangements made
between the private sector and the developing countries.

Mr. LacomarsiNo. But there certainly should be a better part-
nership between us here and the private sector with regard to this?

Mr. HorMATS. Yes.

Mr. LacomagsiNo. I think a good example appears to be starting
out very well in the organization that has been set up with regard
to the lEl"‘,aribbean, private sector organization.

Mr. HorMmATs. That is correct.

Mr. LacomarsiNo. I might say also that with regard to percep-
tion, I think the public can understand when you talk about aid
given specific Third World countries, aid given developing coun-
tries, but when you throw them all in and say we have to do this
for all of them, there is not much support and that is understand-
able. There are some of those countries that are deserving of help,
that are helping themselves, others that they perceive as not.

Mr. HorMATs. You have Jamaica as a good case.

Mr. LacoMaRsINO. Absolutely.

Mr. HormaTts. Where you have government now. Let us face it,
the Manley government’s economic policies would not have gotten
a class A rating from any economist I could name.

Mr. LacomarsiNo. They did get some from some politicians in
this Government at one point.

Mr. HorMaATs. Oh, yes, you are right, I was talking about econo-
mists. Now there is a genuine disposition on the part of the Gov-
ernment to develop new economic policies which really come to
grips with the major economic difficulties Jamaica has, and there
1 a country very close to us. It is making efforts to do the right
thing, to get its economy in order, and there is a country which
really I think deserves shall we say a new chance.

Mr. LacomarsiNo. I agree. We have no further questions. We
thank the witnesses.

Mr. Gilman.

STATEMENT OF HON. BENJAMIN A. GILMAN, A REPRESENT.-
ATIVE IN CONGRESS FROM THE STATE OF NEW YORK

Mr. GiLmMaN. T would like to present a brief statement at this
time and submit my entire statement for the record.

Mr. LacomarsiNo. Without objection your entire statement will
appear in the record.

Mr. GiLman. I appreciate that. I welcomed the opportunity to
serve as a special adviser to the U.S. delegation to the 11th special
session. I also appreciate the opportunity to report to our subcom-
mittees, and I will submit a complete report to the full committee.
When the special session ended in September there were of course
mixed expressions of disappointment and satisfaction, but there
was a consensus reached on the international development strategy
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for the 1980’'s as we have heard here today. A resolution was
adopted urging all the countries that were able, both north and
south, to increase official development assistance to the least devel-
oped countries by the mid-decade. In addition, a resolution was
passed urging the 35th General Assembly to consider the recom-
mendations made by Secretary Waldheim last summer to overcome
the critical economic situation in many developing countries.

At the same time, however, the session was unable to reach its
major goal of adopting agreement on procedures and an agenda for
a new round of global economic negotiations. I believe it was recog-
nized from the beginning that it would be difficult to balance the
need for a central coordinating body, to provide guidance and
stimulation to the global negotiating process against the preserva-
tion of the roles and the expertise of the specialized agencies
within that body.

The U.S. delegation expressed its concern that the final text
could do more than adversely affect ongoing negotiations. It might
in fact result in an adversagr relationship that would prevent
cooperation where it is essential.

The failure of all the parties to successfully compromise on this
major issue prevented the special session from achieving its main
goal on procedures for global negotiations. The United States deter-
mined that this difference of opinion was far too important to
proceed further only to readdress this issue time and time again as
the actual negotiations began.

I think we should bear in mind the statement made by Ambassa-
dor McHenry when he addressed the final plenary session and said:

We should not, however, be quick to trumpet our inability to reach consensus on

procedures for global negotiations at the end of the North-South dialog or to impute
insincerity on the part of any of the participants.

He concluded that:

We are discouraged when progress in the dialog is delayed by differences among
the participants, but we refuse to admit that the existence of differences constitutes
defeat. We will continue to participate in the dialog.

I believe that the whole process of global negotiations is extreme-
ly important. It is new. It is ambitious, and should not be taken
lightly or in haste. The work of the special session I do not believe
is lost. On the contrary, I think it provided an extremely important
foundation from which to build. I think it is important that we
keep the issue before the new Congress, and attempt to elicit some
policies with regard to the negotiations from the new administra-
tion earlK in its term. I would hope that our committee would
explore those opportunities.

' I\t{Irll Chairman, at this point I would like to submit my statement
1n 1uall.

[Mr. Gilman’s prepared statement follows:]

PREPARED STATEMENT oF Hon. BENJAMIN A. GIiLMAN, A REPRESENTATIVE IN
ConGRress FrRom THE StaTe oF NEw YoRrk

Thank you Mr. Chairman.
As the Congressional Advisor to the United States Delegation to the 11th Special
Session of the United Nations General Assembly on Economic Development, I
reciate the opportunity to re&ort to our Subcommittees. As a Member of the
onomic Policy and Trade, I have participated in

ap
Subcommittee on International
the earlier hearings in this series on the new International Economic Order and
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wish to thank Chairman Bingham and Bonker for focusing our attention on this
imlmrtant subject.

n his concluding remarks to the 11th Special Session of the United Nations
General Assembly on Economic Development, U.S. Ambassador Donald McHenry
observed that “the Special Session has not been all that we had hoped. Yet it has
not been without its successes.” While this statement hardly reflects a ringing
endorsement of the progress accomplished in this latest chapter of the North/South
dialogue, I believe the results do represent an important step forward. When one
considers the tremendous tasks undertaken by the Special ion in just a few
short weeks, that progress becomes more apparent.

Secretary of State Muskie spelled out these tasks in his opening address before
the Special Session on August 25. He noted that the meetings were taking place
when all nations were “in the midst of a world economic crisis” and there was a
need to work together to overcome these problems. Toward that end, he was hopeful
that the Special Session could “adopt a realistic international development strategy
that will help improve development prospects” and "agree on procedures and an
agenda for a new round of global economic negotiations.”

When the Special Session ended three weeks later on September 15, there were
mixed expressions of disappointment and satisfaction. There was a consensus
reached on an International Development Strategy for the 80’s. A resolution was
adopted urging all countries that are able—both North and South—to increase
official development assistance to the Least Developed Countries by mid-decade. In
addition, a resolution was passed urging the 35th General Assembly to consider the
recommendations made by Secretary General Waldheim last summer to overcome
the critical economic situation in many developing countries. At the same time,
however, the Session was unable to reach its biggest goal, an agreement on proce-
dures and an agenda for a new round of global economic negotiations.

The center of debate surrounded the procedures question as the first step toward
reaching a consensus on how to launch a round of global negotiations. The conceptu-
al differences on this key question are substantive. They reflect a fundamental
disagreement over the responsibilities of the proposed United Nations Conference
on Global Negotiations, which would be the central forum for global negotiations,
and the various specialized agencies that are part of the U.N, system.

The developing nations led by the Group of 77 sought to force through procedures
that would centralize global negotiations in a single body. This body would have had

ter authority than the sﬂecialized agencies such as the World Bank and the

- Given the current weighted voting systems in those specialized agencies, the
intent was to transfer the power to the 153 member General Assembly where the
Third World nations and the G-77 dominate.

The United States agreed to participate in the Special Session talks leading to
global negotiations with the understanding that those negotiations would not inter-
rupt, impair the integrity of or adversely affect the functions of established organi-
zations. The report that was developed on the procedures question was judged by
the United States to contain language that could be interpreted as permitting the
central negotiating body to renegotiate agreements reached by the specialized agen-
cles.

It was recognized from the beginning that it would be difficult to balance the need
for a central coordinating body to provide guidance and stimulation to the global
negotiating process against the preservation of the roles and expertise of the special-
ized agencies. The I?% delegation expressed its concern that the final text could do
more than adversely affect ongoing negotiations. It might in fact result in an
adversary relationship that would prevent cooperation where it is essential.

The failure of all parties to successfully compromise on this major issue prevented
the Special Session from achieving its main goal on procedures for global negotia-
tions. The United States determined that this difference of opinion was far to
important to proceed further, only to address this issue time and again as the actual

na%gtiations be{a.n

e decision by the Administration to draw the line at this point in time should
not be seen as a change in our attitude toward the North/South dialogue or our
commitment t::uﬁloba! negotiations. As stated by Ambassador McHenry in his

speech to the final plenary session:

“We should not, however, be quick to trumpet our inability to reach consensus on
procedures for global negotiations as the end of the North/South dialogue or to
impute insincerity on the part of any of the participants. For it clearly is not the
end. The North/South dialogue is a complex, multifaceted process. It began many
years ago and it will continue as long as there are developed and developing
countries that believe it is important to keep up an exchange of views.
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“The United States believes in the importance of the North/South dialogue. We
are buoyed by its successes: The evolution of the World Bank into a principal lender
for development; the agreement to reduce tariffs and eliminate certain anti-competi-
tive trade practices reached at the GATT; UNCTAD's completion of the common
fund negotiations; the liberalization of IMF lending policies.

“We are discouraged when progress in the dialogue is delayed by differences
among the participants. But we refuse to admit that the existence of differences
constitutes defeat. We will continue to participate in the dialogue.”

The outcome of the Special Session underscored the pointoﬁ:'at the United States
was willing to defend a minority position if necessary to protect the integrity of the
specialized agencies. The whole process of %Lobal negotiations is new and ambitious.
It is not to be taken lightly or in haste. The work of the Special Session was not
lost. On the contrary it provided an extremely important foundation from which to
build upon. The 35th Regular Session of the General Assembly will continue the
discussions, hopefully leading to global negotiations themselves early next year.

Those of us in the Congress have a special responsibility in helping d‘:le American
people become more aware of the importance of the North/South dialogue. At a
time when our national government is in transition from one Administration to
another, we can play a unique role in providing support for those initiatives that
are beyond partisans{'lip and represent the national interest of all Americans.

It is extremely important that the Congress share the leadership in this area to
help educate the American public about the vital nature of issues at stake. We must
keep the issue before the &ngresa and encourage the new Administration to ex-
press its support early in the new term. I would hope that our Committee would be
in the forefront of this effort.

Many of the decisions that are now being made at this and other international
forums will have profound effects, not only in this country, but the entire world.
These decisions are far too important to be made for the people but must be made
by the people of the United States.

Mr. LacomarsiNo. Thank you, Mr. Gilman. I have one question
for you. Do you think that the United States did all it could at the
special session to try to reach some kind of agreement?

Mr. Giuman. I think that our delegation exhaustively explored
the methods for attempting to arrive at a consensus. As we all
recognize, when we are dealing with the 150-some nations in the
body of the United Nations, even attempting to arrive at a consen-
sus is no simple matter. You and I have both been involved in the
Law of the Sea Conference, and we recognize that that process has
been going on now for some 7 or 8 years as we tediously try to
arrive at consensus. I think a great deal was accomplished in a
very short period of time, and I think that the delegation did a
meritorious job in attempting to arrive at reasonable consensus.

Mr. LacomarsiNo. Thank you. Now we will hear from a panel of
outside observers who followed this session very closely, Mr. Frank
Ballance, the senior associate of the Carnegie Endowment for In-
ternational Peace, and Mr. Michael Schultheis, staff associate of
the Center for Concern.

STATEMENT OF FRANK C. BALLANCE, SENIOR ASSOCIATE,
CARNEGIE ENDOWMENT FOR INTERNATIONAL PEACE

Mr. BALLANCE. Thank you, Mr. Chairman.

Let me summarize some of the major points of my statement if I
may. 1 am pleased to testify before your subcommittee today. I
think it is quite important that you are holding hearings on this
subject of the 11th special session. I will address myself primarily
to a political interpretation, if you can call it that, of the talks and
the dialog, and before I begin, I might say one or two things about
the administration’s testimony.

In many ways, I think it depends upon whether you look at this
as a glass half full or a glass half empty. In fact, I was really very
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pleased by the realism of the administration’s testimony. I think it
was very good testimony. They were realistic about what they
accomplished. They obviously put the best face on it that they
could, but I think they were really quite realistic in the way they
presented their role in the session. Although in some waIys mK
remarks may seem somewhat critical of the administration, I thin
they are considerably more critical of the other side.

DIFFICULTY OF U.S. POSITION

The administration is in a very difficult position in a conference
of this sort, and I am sure you gentlemen are fully aware of that,
particularly Congressman Gilman who was there. At the session
they are under tremendous pressure from the developing countries
who operate with a strategy that puts everything on the agenda,
puts tremendous pressure on the developed countries to respond to
that agenda, ang the pressure overwhelmingly focuses on the
United States. The Europeans play a kind of moderating role, if
you will, but the real pressures fall on the United States, so that
the U.S. delegation is under tremendous pressure.

At the same time, they recognize that there is a rather unsgmpa-
thetic climate for many of these proposals in the United States
and they have to walk a tightrope because of that. The session was,
of course, in the middle of a political campaign. These issues were
not exactly the major issues that were being discussed in the
political campaign, but they are crucial issues in the world, that
the new administration must grapple with. The outgoing adminis-
tration, which at that point did not know whether it was going to
be in for another 4 years or out, did not want to raise the issues in
such a way that they became politically controversial, and in that I
think they were absolutely correct. Furthermore, they did not want
to get terms here that would bind themselves unduly in the future
or bind a future administration.

Then frankly, we also have to confront, which you will know
from previous discussions of this, that the formulation of many of
these proposals is clearly questionable in a number of ways. ‘I‘vhey
are questionable in purely economic terms. They are questionable
from the benefits they would provide to many of the developing
countries. A number of studies have been done on this. In fact,
there is a series of quite interesting studies being done now that
show that the benefits from a number of these proposals are heav-
ily skewed toward the upper income developing countries. For in-
stance, the proposals on trade liberalization would benefit primar-
ily the higher income developing countries, whereas in fact many
of the worst problems, as you know, are in the poorest developing
countries.

Even some of the commodity proposals that are being made—and
it depends upon the particular type of commodity proposal in ques-
tion obviously as to which country produces it—would benefit pri-
marily the higher income developing countries. It is not at all
clear that the proposals put forward by the developing countries
would benefit the developing countries in an optimum way. But
even beyond that, it is quite clear that a number of the prcposals
as put forward would not be in the U.S. interests when one came
actually to applying those proposals. One of the things that must
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be done in these sessions is to work out, if it is possible, a mutually
acceptable formulation so they are mutually in the interest of the
developing countries and the developed countries. Frankly that has
been a slow and difficult process, although in some areas there has
been a certain amount of progress.

EVALUATION OF SESSION

The United States was in a difficult position in this conference,
and in my testimony I said: “The efforts to reach compromise
failed clearly.” I would not necessarily call this conference a fail-
ure. I think there are two things that could be said about that. In
the first place, it is useful occasionally to have a conference of this
sort fail. g do not find a temporary failure in a long period of these
negotiations necessarily harmful at all. It makes it clear that the
United States has certain points that it will stick to, that we have
a conception of what we are after, and that we will not concede on
important issues on purely political grounds. I think that is posi-
tive, so that it does not bother me particularly that this session
failed to reach agreement.

Frankly, this is part of a process of very long-term, ongoing
negotiations, like the Law of the Sea, that will change over time.
The climate will change with world conditions. I have every expec-
tation that in 1981 these will be resumed in one form or another
and that some sort of formulation will be agreed upon to allow the
discussions to go on.

With that said, let me summarize my testimony. In the first
place, I state that the meeting was notable in a negative sense for
two reasons. First, it received very little coverage in the U.S. press.
This was in contrast to previous global meetings, such as the
seventh special session and UNCTAD IV in Nairobi. Secretary
Kissinger attended the latter and raised it to a very high political
level. This latest session was downplayed by the U.S. Government,
some of the reasons for which I have touched upon.

Mr. Lacomarsino. Could I interrupt you at that point. You said
it is downplayed but Senator Muskie did attend, did he not?

Mr. Barrance. He did.

Mr. LacomarsiNo. They just did not——

Mr. BaLLance. They did not publicize it to the same degree.
Secretary Kissinger made a major publicity effort out of his attend-
ance at the UNCTAD Conference. He presented a very broad set of
proposals. I do not think I brought that along, but I have in my
files the long list of proposals that Mr. Kissinger made at the
conference. He made a positive impression on the conference. It
was treated as a major political event, whereas this one was down-
played in every way, and even Secretary Muskie’s statement, as
Congressman Gilman knows, did not contain those kinds of propos-
als that would have been of substantial interest in developing
countries.

Second, as I say, this meeting ended in genuine stalemate, which
is somewhat unusual for U.N. conferences because there is almost
always an attempt at the end of these to try at least to paper over
the difficulties in some way. This one actually ended in disagree-
ment despite continuation several times beyond its original sched-
uled date of termination. This was not accidental. It represented a
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calculation by the United States, rescued from its isolation by
Great Britain and West Germany, that it was preferable to have
the negotiations break down over procedure rather than later over
substance. In fact, the effort to pull Great Britain and West Ger-
many in occurred rather near the end of the conference. For most
of the conference the United States was substantially in isolation,
for many of the reasons that were touched upon by administration
witnesses. They made a major effort to pull in West Germany at
the end, so that they would not stand alone on this.

INTERNATIONAL DEVELOPMENT STRATEGY

I mention that the two major tasks of the 11th special session
were the adoption of an international development strategy for the
1980’s and the establishment of a framework to govern the conduct
of global negotiations in 1981. The international development strat-
egy, of course, is a nonbinding statement of development principles
that is to be used to guide and influence government behavior. It
can contain various lapses, contradictions, and illusory goals with-
out very much harm to any of the governments involved.

There was a certain amount of tension between the United
States and other Western governments over the weight to be at-
tached to the language of the international development strategy
document. This has been touched on by previous witnesses. The
U.S. delegation kept arguing for a realistic but hopeful document,
with some relationship between target figures, such as those for
global growth, and probable reality. Others were less concerned
with how realistic the document was and more concerned with
reaching a political accommodation with the Third World. Whether
this represented a more honest American approach, as the U.S.
delegation implied, or a more practical European view of the im-
permanence of the U.N. language is a matter of opinion, but the
difference is reflective of the split between the United States in-
cluding West Germany and Britain, and other Western countries.
Such a division has been evidenced in the remarks of the Western
countries for some time. The small European countries have gener-
ally been more sympathetic to the demands of the developing coun-
tries and have felt themselves more vulnerable to energy and raw
material disruptions. France frequently goes its own way.

One factor of significance—and I think this is worth mentioning
because it was not touched on and it brings into this the relation-
ship between the political and economic issues, and emphasizes
once again that this is a political forum primarily—is the growing
division of opinion between Europe and the United States over the
future of the Middle East, the source of Europe’s energy. Europe-
ans are increasingly disenchanted with the Camp David process,
and are particularly worried about the lack of progress on the
Palestinian issue. At the height of euphoria over the Egyptian-
Israeli Peace Treaty, Europeans were willing to wait for positive
results. Now they are very restive and less ready to support U.S.
stonewalling when it seems contrary to their economic interests,
which goes along with my prior point about their being more
wiliing to bend on issues where they see their economic interests at
stake. .
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The strategy was agreed upon at the end, but it leaves out a good
deal on such issues as OPEC oil price increases and recycling. It is
frankly impossible to gain any sense from the document of the
magnitude of the impact of higher oil prices on the economies of
the poorest developing countries. It was widely recognized that the
sections of the strategy on energy and finance would remain empty
shells as long as there was not agreement on the framework for
global negotiations, since these are the two key issues for negotia-
tion.

It is worth mentioning here that the OPEC countries were par-
ticularly adroit at avoiding opprobrium from the developing coun-
tries. This issue has been touched on before. Secre Muskie
attempted to place a measure of responsibility on them by calling
rising oil prices a ponderous drag on development growth and a
major cause of inflation. There was a minirevolt at one time in the
conference led by Bangladesh, but it was suppressed by OPEC
promises of more aid. Saudi Arabia and Kuwait were noticeably
quiet at the special session. At the same time they were at home
telling IMF officials they would not provide funds unless the PLO
was granted observer status is indicative of their intention to bring
issues more directly to the forefront in the international financial
institutions.

The OPEC countries, looking at it strictly in political terms,
clearly won. They maintained their cohesion with the developing
countries and blunted American attempts to divide them; they
diverted the session’s attention from energy issues to the procedur-
al issues of global negotiations; they insured that the IDS, by its
omissions and unrealistic targets, would be junked as a meaningful
document to guide action in the 1980’s.

It was the procedural issues that the special session really fo-
cused on and were the important issues. The real difference in
opinion has been touched on. It was that the United States insisted
that the real work of the global negotiations take place in the
specialized agencies, such as the IMF, the World Bank and various
U.N. agencies. The United States did not object to their being
referred back to a global body, but they did not want that global
body to undo the work of the specialized agencies; whereas the
developing countries wanted all of the decisions taken in the spe-
cialized bodies to be referred back to the U.N. General Assembly,
meeting as the Committee of the Whole, where decisions could be
reopened and a final global round of negotiations could take place
to the advantage of the developing countries.

In other words, the United States was determined to maintain
the weighted voting system in various specialized agencies, and not
have this supplanted by an overriding conference conducted by the
U.N. General Assembly.

I mention that the efforts at a compromise failed. I think it
might be useful just to quote the language that was tried in the
draft proposal for the procedures, because the United States re-
fused to accept language that would empower the Committee of the
Whole to coordinate and conduct negotiations. The sticking point
came in paragraph 2 which said:

The conference should have universal participation at a high political level and
will be a forum for coordinating and conducting global negotiations with a view to
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insuring a simultaneous, coherent and integrated approach to all the issues under
negotiation. The conference should result in a package agreement.

And I note that the United States was also very unhappy with
the idea of a package agreement, which goes along with the idea of
reopening all the issues and trying to create a package.

y view is that the special session obviously did not break down
over a word. It broke down over a conceptual difference over what
this was about, and what the global negotiations should lead to.
The United States basically does not believe that it is possible to
structure a global economic deal that would include binding com-
mitments from OPEC on stable oil prices and dependable supply.
Without such an energy component a global economic bargain, at
least that proposed by developing countries, looks \;R one-sided to
the Unitetf States. Unfortunately, there is practically nothing in
developing country rhetoric that leads a reasonable observer to
believe that a mutually beneficial arrangement is possible.

I might say that I think Mr. Hormats gave a very good assess-
ment of why it is not possible to reach a binding ment on the
energy issue, certainly at this time, and I might mention that
it is necessary to look beneath developing country rhetoric at var-
ious times. %’mir rhetoric is often anti-Western or anti-United
States and yet on a bilateral level it is possible to cooperate with
many of these countries, and it is possible to reach mutuallly bene-
ficial arrangements on bilateral levels or even on some muitilater-
al levels, but at least the rhetoric is such that the kind of global
deal they seem to be proposing seems very unlikely. The U.N. is
thrown back on a program that has been around for a long time,
the New International Economic Order, with its same rhetoric for
massive increases in aid, extensive LDC industrialization, and more
concessions primarily from the West, very little mention of OPEC
or the Communist countries. It is certainly not a recipe designed to
gain much sympathy from the American public. On the other
hand, there is very little U.S. leadership on those issues, and no
effort to educate the American public. I might mention here that I
think U.S. leadership on these issues is absolutely essential. It is
absolutely essential in the 1980’s, and these issues are such that
they will not go away. They will only deepen, and the new adminis-
tration has a new opportunity to rethink and recast these issues
and to stimulate thinking on these problems in the United States.

It is worth mentioning here that there is a very low level of
congressional interest in these issues. It often borders on antago-
nism, and it does make it extremely difficult for the administration
to offer &ograms when they are constantly fearful of being under-
cut by Congress. This is particularly true, of course, in the aid
area, where Congress must authorize and appropriate aid funds.

U.S. PERFORMANCE

It is ironic that at the end of the Carter administration the U.S.
negotiating stance toward the Third World, at least in this forum,
was more determinedly unbending than in the latter days of the
Ford administration, despite the earlier Carter rhetoric about the
importance of the Third World and the symbolic appointment of
Ambassador Young to the United Nations. Individual bilateral re-
lations with developing countries may have improved or deteriorat-
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ed, but the United States still stands in major opposition to the
new international economic order as proposed by the developing
countries. Changes in the world economy that erode U.S. strength
are likely to force political accommodation, but probably not in
ways envisioned by U.N. resolutions. Drift and indecision are likely
to produce the worst of all possible worlds for the United States.
The old U.S. strategy has failed; it is time to try new approaches.

I would close by quoting from a recent article by Roger Hansen
in which he cites three major hurdles that must be overcome
before it would be possible to develop a new strategy to manage
North-South relations in the 1980’s.

* * * First of all, unless a higher priority is given to the management of the
North-South relationship, no new strategy is likely to emerge, let alone overcome
the inertia of present policies and the decisionmaking machinery which produced
them. Such a priority will emerge only if policymakers realize that a much more
constructive working relationship with the South is required in order to achieve a
broad range of domestic and foreign policy goals, and that such a relationship can
quite conceivably be established through an altered process of active mutual-interest
bargaining.

The second hurdle lies in the antipathy to experimenting with altered forms of
bargaining and system reform. Change will obviously prove somewhat uncomfort-
able to live with; and strong advocates of the old approach will continue to advise
against accepting its risks. Because the old, issue-by-issue approach in specialized
institutions dominated by Northern voting power is unacceptable to the South,
however, it will fail. Thus a new approach, less predictable and less controlled by
the United States, must be tried.

Finally, the hurdle of implementation remains even if the first two are cleared.
Can a new strategy be given a convincing coherence? Can its relevance for U.S.
national interest be made clear enough to overcome entrenched domestic opposi-
tion? And can it respond to Southern interests sufficiently to overcome the present
distrust and suspicion long enough to attempt an altered process of North-South
diplomatic interaction?

e possibilities of failure are obvious. But so too are the growing costs to the
United States of not making the effort. * * * Despite the recent Soviet assist in
weakening that leadership, only altered U.S. policies relating to the South and its
constituent units can ensure the transition to a more constructive, flexible and
potentially complementary range of diplomatic relationships between the United
States and the developing regions of the world.

I will ask, Mr. Chairman, if it would be possible to insert for the
record a very useful article that appeared recently in the Econo-
mist, and mentions some of the reasons why it is difficult to reach
agreement on commodities. It appeared in the Economist on Octo-
ber 4, 1980. Also there was a very interesting and useful session
toward the end of last weekend by a number of participants from
developing countries sponsored by the Stanley Foundation. I did
not attend this meeting, but they have prepared a preliminary
draft that goes into a number of these issues in substantial detail,
primarily from the perspective of the developing countries, which I
think is quite a useful document. It is in preliminary draft form at
this point, but in 2 or 3 days it will be in final draft form, and the
Stanley Foundation has said that they would be happy to have this
to go in along with the other items.

Mr. LacomarsiNo. Without objection both of those documents
will be entered in the record. You will furnish us with the final
version of the conference report.

[The information referred to follows:]
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Tae CommopiTY CHIMERA !

Attempts to control the markets don't work. There are better ways to help
countries hurt by yo-yo prices for their exports.

A $400m buffer stock fund has now finally, after years of bickering, been agreed
on by the rich and r nations. Encouraged by paternity, the fund’s parent, the
United Nations Conference on Trade and Development (UNCTAD), is on the prowl
for new commodity agreements to help level out the volatile free markets in
commodity futures. Why bother, when all around earlier attempts to bypass the free
markets by such agreements are tottering?

Take the efforts of the coffee producers and consumers this week to breathe new
life into the coffee pact. Since the new agreement was put into effect four years ago,
it has had little relevance to coffee prices. These are now at a four-year low, but
only after having shot up, after devastating frosts in Brazil, to levels so high that
consumer demand dropped away. Coffee has been second only to oil as a commodity
in world trade—so surely, the well-meaning Unctad official asks, it must harm
everyone to have its price see-saw so violently. With half a dozen countries either
producing or consuming over 75 percent of the world coffee crop, some ment of
common interest between the two sides of the market should be possible. Not so.

Time after time short-run price jerks have wreaked havoc with the most careful

ments. Who is willing to shell out good money to keep the coffee price at a
higher or lower level than the ruling free-market price, however much it might
gyrate? As with currencies, so with commodities, every central attempt to peg the
price guarantees a speculator’s gain.

Thus it has been with the commodity agreements for sugar and tin. Each buffer
stock was q]uickly exhausted once E‘r;ces rose through their respective ceilings. As
everg' sr?ecu ator knew they would be exhausted, he could safely take a bet against
the buffer stock manager. The five-year-old cocoa pact died in March (although the
two sides cannot decide whether to bury it) after years of laboriously accumulatin,
a $220m buffer stock fund. The international rubber agreement should have sta
this month, but is already looking dated even before it is ratified or actually
working: current market prices for rubber are now above the upper limit set by the
pact.

AGAIN THE UNATTAINABLE

Despite these failures, international bureaucrats persist in seeking the apparently
unattainable because in an ideal world stable prices would be so compellingly
attractive. Producing and consuming nations have a powerful common interest in
the need for steaddv raw material prices and supplies. Reducing uncertainty about
future prices would—could it be done—promote investment, growth and internation-
al trade. It would also dampen world inflation.

Nearly all pacts have tripped up on short-term greed. But there are other prob-
lems. Producers and consumers disagree about what they mean by “stable” prices.
The industrialised world wants raw material prices to stick around a long-term
trend, generally in line with the price index of developing countries’ imports.
Developing countries demand—with increasing vigour—real increases in raw-mate-
rial export earnings to make up for what they feel has been a long decline in prices
for commodities relative to manufactures between the mid-1950s and the early
1970s. So uaﬁrice ranges in commodity agreements are the result of messy compro-
mises usually quickly overtaken by inflation.

But even if these schemes were created according to strictly rational economic
calculation, they would scarcely be effective. It is not possible to predict with real
accuracy the response of world supply and demand of particular materials to
changes in price. Primary products are affected by the trade cycle, changes in
technology and the ease with which one commodity can be substituted for another:
and for agricultural products there is always the uncertainty of climate. The only
things capable of dealing with all these variables are the often speculative and by
no means perfect futures markets, which effectively measure and price marginal
supply and demand. Back to the see-saw.

gpec-at le cartels have been tried as an alternative by bauxite and copper produc-
ers, and failed. Tin-mining countries have also considered the idea, but they would
fare no better, because it is too easy to substitute other materials for tin. Cocoa and
copper exporters have toyed with their own buying organisations to support prices
artificially on the futures markets, Yet the femporary success achieved by the
coffee-producing Bogota group should prove warning enough. They had to accept
defeat this summer after Brazil's coffee crop emerged unscathed from the frost
season.

! From the Economist, Oct. 4, 1980; reprinted with permission.
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A BETTER PRESCRIPTION

But mainly thinking up complications, as so many consuming countries do, is not
ood enough. Developing countries do have legitimate complaints against the west's
%ree (and speculative) markets. Their export earnings and therefore their develop-
ment programmes and even political stability have to ride the roller coaster of
London or New York prices. Zambia, for example, earns 90 percent of its hard
currency from copper and the price of it on the London Metal Exchange has
fluctuated between £612 and £1,375 a tonne in the past four years.

More help could be given through the International Monetary Fund's rarely-used
scheme to extend credit to countries whose export earnings plummet. The Brandt
commission has sensibly urged that loans should be based on need, not the size of

uota. It has also called—rightly—for the IMF's fund to be trebled to $12 billion.
imilarly, the EEC's “stabex” scheme should be enlarged and liberalised still fur-
ther.

Unctad’s common fund is far too small to take on the world’s commodity market.
Where it could be helpful is in financing export promotion, research, and down-
stream investment. It 1s a pity therefore, that contributions to these more intelli-
gent forms of finance are both voluntary and small ($350m). Other schemes to aid
the raw-material exporters of the third world, less grandiose than commodity pacts,
are more likely to work.

Greater emphasis should be put on diversifying exports. There is still a large
number of countries—particularly in Africa—who derive most of their foreig‘k ex-
change from one export. More long-term deals with suppliers should be made. Prices
on such contracts tend to fluctuate less because they are determined by a moving
average of market prices rather than minute-to-minute market swings.

The Brandt commission has suggested a tax on the world arms trade to be
distributed to the third world. If former ﬁlitical leaders can adopt the idea, why
not those still in power? Need that always be a fat hope?

RaPPORTEUR'S REPORT—CONFERENCE ON GLOBAL NEGOTIATIONS ON INTERNATIONAL
Economic COOPERATION FOR DEVELOPMENT, SPONSORED BY THE STANLEY FounDa-
TION

INTRODUCTION

Over the past year there has been a growing realization that a United Nations
Conference for Global Negotiations on International Economic Cooperation for
Development will convene in mid-January of 1981 and continue for a specified time
frame, often mentioned to be about eight months. It would represent the culmina-
tion of several decades of what is generally termed the “North-South Dialogue,” a
series of formal and informal, sometimes’ promising and often frustrating, discus-
sions and negotiations on the broad issue of economic relations between developed
and developing countries. The question of whether or not such a conference will
actually commence as planned still hangs in the balance, since differences persist on
the procedures to be followed and on the agenda of issues to be addressed.

A great deal of progress has been achieved since early 1980, narrowing gaps of
perception and understanding on these issues through lengthy and painstaking
diplomatic efforts exerted by the various participants. Given the complexity of the
issues, the number of actors, the emotiunanistory of the dialogue, an:f the interwo-
ven nature of the different dimensions involved—political and economic, domestic
and international, and interests clustering around many diverse groupings of coun-
tries—it is nothing less than surprising that so much agreement has been reached
in such a short time. However, a few stumbling blocks remain and they now serve
as a test case to determine the capacity of participants to compromise in the pursuit
of common interest. If they cannot be surmounted, then the entire process is in
jeopardy since many feel t{at resistance to overcoming existing differences raises
the level of uncertainty and injects concerns over intentions.

As a result serious efforts are now being undertaken to resolve outstanding issues
and remove misunderstandings so that the conference can commence and substan-
tive discussions and negotiations can begin. The pu of what follows is to report
on the proceedings of a meeting designed to facilitate that effort by clarifying
positions and creating an environment more conducive to international agreement
and action. Sponsored by the The Stanley Foundation, the “Conference on Global
Negotiations on International Economic peration for Development” brought to-
gether a number of individuals, largely drawn from within the UN system, to
discuss informally and off-the-record their views, concerns and ideas related to the
current status of preparations for the global negotiations. This report aims to record
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the major thrust of the discussions as candidly and succinctly as possible, attribut-
ing no specific points to any individual. Since these comments are meant for an
audience deeply involved in the process, no attempt is made to cover familiar
ground by describing the background to current positions and issues. In addition,
some reference will be made to the positions of ups of actors involved in the
negotiations to facilitate a clear understanding of the various viewpoints presented.
However, nothing stated at this conference was done so official y, nor would it
necessarily represent what might be raised at formal meetings. The conference
focused exclusively on procedures and agenda items, currently the major areas
reluiring resolution.

t the outset it should be noted that no one disagreed that urgent action is
needed, given the level of problems confounding the international economy and
confronting particularly those developing countries faced with deteriorating econom-
ic prospects and high levels of poverty.

PROCEDURES

Once the discussions began, the basic conflict over procedural matters quickly
surfaced—the issue of the role and treatment of the specialized agencies in the
negotiating process. This conflict was manifested at many levels, such as the lan-
guage incorporated in the procedural text (agreed to by many but not all at the
close of the ial Session), the perceptions as to intentions of how the negotiating
process would operate, and the possibilities of discriminatory treatment among
1ssues on the agenda.

A fair amount of attention was given to the procedural text under consideration
(A/S-11/AC.1/L.1/Rev.1). Those wE‘ found fault with the text felt either that the
integrity of the specialized fora was not sufficiently accounted for s ifically in the
drﬁe\ren though it was the general intention of the draft’s authors, or that the
overall balance of centralized/decentralized negotiations implied in the text re-
quired some correction. Advocates of the existing draft felt that the text was the
product of considerable compromise and further alterations would prove onerous if
not impossible, that in practice the negotiations would have to proceed with the
cooperation of the specialized agencies, and that the centralized body within the
United Nations could not dictate fundamental changes in the specialized agencies
outside of the normal procedures of those institutions.

Notwithstanding these differences of approach, a number of points of consensus
became clear. First, if was generally that institutional change is the result of
internal and external stimuli, but that formal constitutional change must be adopt-
ed within the established procedures of the institution involveg. Second, it was
acknowledged that changes in structure and policy can take place and have taken
place within specialized agencies, although there maﬁ be di ment as to wheth-
er the pace and degree of change is adequate. Third, and most important, all
participants agreed that the results of global negotiations could, and probably
should, include measures for institutional reforms of the specialized agencies, or at
least that reforms should not be precluded by procedural rigidities.

One area where procedural matters were intertwined with substantive issues was
that of jurisdictional authority. In specific terms, questions involving money and
finance are currently seen within the purview of the International Monetary Fund
(IMF), whereas other concerns, especially energy issues, are largely dealt with in
the absence of any multilateral institution. Some participants felt that if the au-
thority of the centralized negotiating body is limited in dealing with certain issues
(via measures to protect institutions governing those areas), whereas issues not
within the jurisdiction of existing institutions would be subject to the full authority
of the centralized body, this would amount to discriminatory treatment. The re-
sponse to this line of reasoning was that the ambiguity of the current procedural
text precluded the setting of parameters of change that could be negotiated for any
issue area.

Those participants who expressed concern over the general balance of the proce-
dural text raised a number of possible corrective measures, One suggestion was to
insert a sentence, along the lines of the following—In so doing, the Conference will
not prejudice the competence, functions, and powers of the specialized United Na-
tions fora—to serve as the penultimate sentence in paragraph 2. Those offering this
measure stressed the point that neither the exact wording nor the placement of the
sentence were important, but that the essential meaning of the sentence should
appear somewhere. Others who felt that the term “prejudice” may appear ambigu-
ous suggested alternative formulations, such as—The competence, (Punctions, and
powers of the specialized United Nations fora shall be entirely respected.

Proponents of the existing text raised the question of whether the proposed
changes might affect the assigned role and task of the Conference, and whether or
not at some future stage of the negotiations some party might claim that the
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integrity of the r?ecia!iz.ed fora was being compromised, thereby placing the entire
process in jeopardy. : : ; :

This led to a lengthy discussion on the intended me&mnﬁ of terminology in the
existing text and in the suggested additions, focusing on the level of precision or
ambiguity desired to provide both protection and flexibility, especially with regard
to the meaning of the term “objectives and guidance.”

There emerged a general consensus around the fact that arriving at a mutuall
agreed-upon set of procedures required flexibility and pragmatism on the part of all
parties involved. One idea that surfaced as a possibility for reaching closer afree-
ment would be to add an additional sentence to that noted above, along the lines
of—The dir:cedmg words do not preclude the Conference from considering objectives
and guidance on reform of the specialized fora. Discussion on these items indicated
that the environment was conducive to some imaginative approaches.

In conjunction with the overall objectives of achieving ce among various
parties, several comments were made on other terms currently incorporated or
pro for the procedural text. Some participants expressed concern over the use
of the term “detailed” in the present text, since the level of specificity to be applied
by the various negotiating ies is not determined. One relevant observation noted
the length of time re%uired for the completion of multilateral ments, such as
trade negotiations and the Law of the Sea deliberations, thus the amount of time
currently allotted for global negotiations is likely to be insufficient.

Other garticipants sugges means for achieving balance in procedures may
involve the substitution of the phrase “negotiating a package ment” for the
current term “reaching a package ment” in paragraph 5 of the text. Historical
references were then cited on problems over the meaning of “negotiate.” Some
noted the different contexts in which the term is applied—to the entire process of
arriving at a package tﬁ-reermmt and to specific bargaining taking place in different
bodies. Others suggested that the term “negotiate’” might imply the “renegotiation”
of previously agreed upon measures. It became evident that these semantic differ-
ences and interpretations emanated from real concerns over the actual functioning
of the global negotiations.

The discussions on procedural matters indicated a clear willingness by the partici-
pants to clarify intentions and apply the creative thinking necessary to overcome
differences. Without such efforts the prospects for global negotiations themselves
would be seriously diminished.

AGENDA ITEMS

At the outset of the discussions it was noted that major progress had been made
on many agenda items to the point that agreement is nearly at hand. However,
problems remain on two broad functional areas: energy, and money and finance. It
was therefore agreed that attention should be focused on these items, beginning
with money and finance.

Money and finance

Given the fact that financial matters are significantly associated with the Interna-
tional Monetary Fund, the session opened with a discussion of the Fund's role,
operations and policies. This began with a general assessment of the deteriorating
financial conditions facing non-oil developing countries, whose current account defi-
cits are anticipated to rise from about $70 billion in 1980 to about $80 billion in
1981. IMF financing of these countries is expected to more than double in calendar
year 1980 over the previous year, from $5.75 billion to an approximate range of $12-
14 billion. Several participants observed that despite the growth in leve%s of IMF
financing, the levels are far less than sufficient to meet current and projected
requirements.

e discussion then turned to IMF practices and how these might relate to
matters to be taken up within the global negotiations. Some concern was voiced
over the amount of time required to implement major changes, such as the adoption
of new levels and methods of distribution of quotas. The response was that certain
changes, such as quota adjustment, were in fact time consuming due to difficult
technical and negotiating problems to be overcome but that other changes can be
adopted within a shorter time frame.

Several participants noted that a large number of items on the agenda for global
negotiations are already under consideration within the IMF. It was generally
agreed that several items are being examined on a selective or continuing basis but
that some proposals are not currently being considered explicitly.

After brief comments on the World Bank’s role in these issues, the participants
turned to the specific agenda items in question, particularly items 19 and 20. As
with procedures, the basic differences quickly emerged. While there was agreement
on the presence and phrasing of several items, certain participants felt strongly that
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other items were phrased in such a way as to imply prenegotiated outcomes. In
their view, the agenda should provide a neutral framework within which negotia-
tions could proceed, and the items should not be biased inherently in favor of
developing countries. Proponents of the Group of 77 formulation replied that devel-
oping countries tend to be weak and vulnerable due to biases in the current system,
so the negotiations cannot commence with perfect neutrality. In fact, the stated
purpose :g the negotiations themselves is to assist the developing countries in their
development efforts. 3

discussion on “neutrality” led to a large degree of consensus on the feeling
that developing and developed countries alike can achieve benefits from changes in
international financial policies and lpmc‘ticee, although special emfha.si.s should be
placed on the problems and needs of developing countries, especially the poorest of
the developing countries. If the term “neutrality” refers to either the prejudging of
outcomes or a bias in favor of developing countries, several J:articlpanta suggested
that steps could be taken to remove the former but not the latter aspect. This
suggestion received considerable support. The session concluded with a general
agreement that ies in the deliberations undertake efforts to establish more
mutually acceptable formulations of the agenda items.

Energy

While some progress has been made on overall ene'ﬁ{ matters, the present
formulations for agenda item 11 on energy are fundamen { at odds: the Group of
77 formulation focuses on the improvement and protection of the purchasing power
of the unit value of developing countries' energy exports, whereas the European
Community’s version emphasizes predictability in energy supplﬁr. demand, and
prices. These variations represent deep-seated differences on how the basic question
of ene should be approached. Producers are concerned with the purchasing
po::rer of their earnings, and consumers are concerned with predictability of supply
and price.

ile strong statements were made in defense of both producers and consumers,
some agreement was also expressed that both considerations are related and impor-
tant, and the agenda should reflect a balance between the two. One thought offered
as a possible means for approaching a balance was to add language to the Group of
77 formulation along the Enes of following—Energy supply and demand prob-
lems, as well as criteria for pricing, taking into account the interests and responsi-
bilities of all countries concerned, with a view to facilitating the smooth transition.

The discussion which followed concentrated on clarification of positions and the
relationship between earnings protection and supp]il price protection in the overall

agenda. One suggestion raised was to incorporate the issue of }I:urchasing power of
the unit value of energy exports elsewhere in the agenda where the purchasing
power of primary commodities and raw materials earnmffs are covered. Participants
concluded that the issue of energy in the agenda is still fluid, given the inter-related
nature of energy concerns with many or all items currently under consideration.

CONCLUSIONS

Concluding remarks noted that the presence of the participants acknowledged
their desire to overcome differences, and that this meeting of minds will assist
future efforts to draft mutually acceptable procedures and an agenda for global
negotiations. Throughout the discussions participants concurred on the urgency of
the need to begin negotiations on a sound ooting in early 1981, given the severity of
problems confronting the international economy and the developing countries. Re-
gardless of differences on form and substance, a strong consensus was voiced on the
need for flexibility and imagination to reach common ground, and a strong degree of
willingness to attempt such an effort was apparent.

Mr. LacomarsiNo. Mr. Schultheis.

STATEMENT OF MICHAEL SCHULTHEIS, STAFF ASSOCIATE,
CENTER OF CONCERN

Mr. ScruLtHES. Mr. Chairman and friends. My name is Dr.
Michael J. Schultheis. I am a staff associate of the Center of
Concern, an independent interdisciplinary team engaged in social
analysis, religious reflection, and public education around ques-
tions of social justice with particular stress on the international
dimensions. We hold consultative status with the United Nations
and have participated in many U.N. conferences on international
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social policy—issues of population, food, women’s rights, trade, de-
velopment, and unemployment.

My own background is international economics and development.
I have lived in Africa for 7 of the past 10 years and presently am
on leave from the University of Dar es Salaam, Tanzania, where I
am lecturing in economics and working with an economic research
institute. Next week I return to my work there. In recent years 1
have participated in four U.N. conferences: UNCTAD IV, Nairobi
1976; rtification, Nairobi 1977; UNCTAD V, Manila 1979; and
the recent U.N. special session on economic issues in New York
City. I ask your permission to submit for the record an_ article
which appears in the current issue of America magazine—Novem-
ber 22, 1980. In that article we have reviewed the dynamics of the
special session and placed it in the larger context of the North-
South dialog.

Mr. LacoMarsino. Without objection it is so ordered.

[The article referred to follows:]

Tue UNrTED STATES AND THE NORTH-SOUTH DiaLoG!
(By Michael J. Schultheis and Jane V. Blewett)

The eleventh session of the United Nations General Assembly on Economic Issues
(UNGASS) concluded on Sept. 15, after three weeks of deliberations. Four times the
scheduled two week session had been extended, and delegates continued their efforts
to reach a compromise agreement. In the end efforts failed. The United States,
supported by Britain and West Germany, rejected a compromise document on which
the other 148 member nations of the United Nations could agree.

What had gone wrong? Or was it inevitable, given the apparent divergence of
interests between the richer industrialized countries and the many developing na-
tions that a conference that addressed the basic structures of the global economy
should end in confrontation? And what are the basic issues behind this failure and
some of the implications for the future of the world economy? What were the basic
issues and the dynamics of the special session, and what was the context of the on-
going debate surrounding the New International Economic Order (N.LE.O.)?

The special session, in preparation for nearly three years, was designed to prepare
an International Development Strategy (I.D.S.) for the 1980’s. Last December the
General Assembly gave it the additional commission of preparing the framework for
global negotiations on the world economy. Such negotiations, sometimes referred to
as the North-South dialogue, have been stalemated since the breakup of the Paris
Conference on International Cooperation (C.ILE.C.) in 1977. The basic concept of a
Decade for Development, however, goes back to Sept. 25, 1961, when President
Kennedy proposed to the United Nations General Assembly that the 1960’s be
designated a development decade. He challenged all nations to cooperate in the
difficult and sustained battle against poverty, ignorance and disease.

The first Development Decade largely identified development with economic
growth. The Program for International Economic Cooperation, as the resolution of
the first decade was termed, proposed overall economic growth targets of 5 percent
per annum for the underdeveloped countries and regions of the world. Moreover it
advocated development assistance or foreign aid as an important component in
attaining this target. Perhaps the most important aspect of the decade, however,
was that it expressed a political commitment of the United Nations system and the
member states to the concerns of the third world.

The political geography of the world changed markedly during the 1960’s as many
countries achieved political independence. Western countries attempted to bolster
relatively weak political and economic units with development of infrastructures
and the rapid commercialization of their economies. The second development decade
for the 1970's, consequently, was a program much more specific and comprehensive
in scope and may be termed an international development strateg{, It expanded the
measures of the first resolution, set growth targets, delineated policy measures and
reiterated aid pledges.

But even as the decade of the 1970's unfolded, it was obvious to many in both

! From America, November 22, 1980; reprinted with permission.
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developed and developing countries that such measures were inadequate to meet the
needs of the majority of the world's people. Although per capita food production in
most countries was rising, the numbers living in absolute poverty and hunger were
increasing. At the same time development assistance from the rich countries was
falling, relative to gross domestic product, from 0.4 percent in the early 1960's to 0.3
percent by the end of the 1970's.

The developing countries has begun to question certain features of the world
market economy already in the 1960's. Under the framework of the United Nations,
the first Conference on Trade and Development (UNCTAD I) was convened in New
Delhi in 1964. There 77 developing countries (the Group of 77 or G-77, now number-
ing 119) urged the developed nations to grant them better terms of trade on their
processed exports, stable and remunerative prices on primary products, and in-
creased development assistance to build their social and economic infrastructures.
The developed countries were not prepared to go beyond token concessions in the
second and third UNCTAD's, which were held in Geneva (1968) and Santiago (1972).

The agenda for the Global Negotiations included five items: raw materials,
energy, trade, development and money and finance. Basically all parties, both the
G-77 and the industrialized countries, agreed to this agenda. Details, however, were
not discussed at the session, because of differences over procedural issues.

Against this background and suddenly conscious of the bargaining power of oil,
exercised so effectively by the Arab oil producing nations during the Middle East
war of 1973, the developing countries began to demand structural changes in the
international economy. The sixth and seventh special sessions of the General As-
sembly in 1974 and 1975 set forth the basic elements of a N.LE.O. that would
function to the benefit of the developing countries.

Essentially the N.LE.O. demands major structural changes in the world economy
in three broad areas: 1) world production, L.e., transfer of industrial production from
the North to South: 2) world markets, i.e, stable and remunerative prices for
primary products by means of a common fund and commodity agreements, revision
of the International Monetary Fund (LM.F ) and transfer of financial resources; and
3) world decision making, i.e., enabling the developing countries to transform their
numerical majority into action. The notion of structural change—“based on justice,
equality and mutual benefit”—is fundamental to the concept of the N.LLE.O.

Since the seventh special session, several conferences have attempted to advance
the implementation of the N.LE.O. These have included UNCTAD IV (Nairobi,
1976), UNCTAD V (Manila, 1979) and the United Nations Conference on Science
and Technology for Development (UN.CS.TD. [Vienna, 1979)). Although some
achievements can be noted, for example, the Common Fund negotiated within
UNCTAD in 1979, progress has been painfully slow.

The developed countries have not adjusted well to hearing the developing nations
define the basic problems of development in terms of political, economic and cultur-
al liberation. Understandably the richer industrialized countries are slow to accept
the need to modify an economic system that has worked reasonably well for them
over the last three decades and that they believe can be modified to accommodate
the crises that emerge, like inflation, unemployment, depletion of basic resources
and despoliation of the environment. Many argue, however, that these stresses
confirm the need for fundamental structural changes in the world economy.

The eleventh special session sought to bring these two elements together. Initial-
ly, the main business of the session was two-fold: 1) review the achievements of the
second development decade and progress toward implementation of the N.LE.O. and
2) adopt an International Devefopment Strategy for the 1980’s. However, it was
evident to the developing countries that progress on the N.LE.O. had dead-centered.
Consequently, the G-77 proposed that the General Assembly commission the special
session to inaugurate a round of global negotiations between the North and the
South. The developed countries supported aegenera] Assembly resolution (34 to 138)
to this effect, provided the agenda included energy. In addition, the special session
was to undertake a new assistance program for the rest developing countries.

A preparatory committee (Prep Comm) made up of all United Nations member
states was established to draw up an International Development Strategy. In the
name of the G-77, India submitted two informal papers: one on goals and objectives
of the L.D.S. and a second on policy measures for the LD.S. They contained what the
G-77 considered priority issues. The paper on goals and objectives dealt mainly in
specific targets for economic growth as well as in aid requests for the decade. In this
respect the strategy was similar to that of the second development decade. The
United States responded that these targets were unrealistic and political and of-
fered lower alternative figures.

In a revised draft, the G-77 emphasized more what the industrial world could do
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to assist the third world in the development process. These included the following
principal items: international trade, measures to promote third world industrializa-
tion, the increased transfer of financial resources (ODA to reach 0.7 percent per
annum by 1982 and 1.0 percent by 1990), restructuring of the LM.F., and ener?,

In reacting to the G-77 revisions, the United States in particular objected to the
ODA target levels and dates. The United States also resisted vigorously the G-77
proposal to alter the conditions under which the LM.F. granted assistance and
extended credit facilities to countries facing balance of payments deficits. In passing
it may be mentioned that the United States controls about 20 percent of the votes
within the LM.F. and has been able to protect itself from balance of yments
deficits by floating the dollar. In effect this procedure allow, it to pass the burden of
adjustment to weaker economies.

uring this same period, the United Nations Committee of the Whole (COW) was
preparing the framework—procedures, agenda and timetable—for the Global Nego-
tiations. Immediately this committee had to face the basic conflict which remained
throughout its preparatory work and the special session itself. In essence, it is the
question of where the final decision-making authority is to rest.

Within the United Nations system specialized bodies like F.A.O., WHO, UNESCO,
LL.O.,, LMF. and the World Bank have been established for specific tasks. Because
of their history, the LM.F. and the World Bank operate with a considerable auton-
omy, for the most part outside the framework of the United Nations. The G-77
proposed that these specialized agencies also be brought within the overall frame-
work of the Global Negotiations. By centralizing the decision-making, it should be
possible to achieve an integrated approach, in contrast to the present decentralized
and piecemeal negotiating process. This not only would demonstrate where interests
converge but it would also facilitate the packaging of agreements.

The General Assembly had specified no guidelines with res to the procedural
question: How and where would negotiations be conducted? The G-77 wanted them
to be centralized in a forum in New York, even for the specialized agencies. The
European countries agreed to this in the COW, but the United States adamantly

refused to consider any changes in the decentralized system. This issue had not
been resolved in the committee prior to the special session. Thus the stage was set
for the stalemate that eventually emerged.
The agenda for the Global Negotiations included five items: raw materials,
energﬁ, trade, development and money and finance. Basically all lfartiee. both G-77
the 0

and industrialized countries, agreed to this agenda. Details, wever, were not
discussed at the session because of the differences over procedural issues.

The special session was convened as scheduled on Aug. 25, although until the

week preceding there were rumors that it might be tponed or canceled because
the preparatory commission had failed to agree on final drafts of their respective
documents. While a plenary body listened to each country’'s representative address
the topic of the world economy, the real work of the session was organized around
two groups: Working Group I to finalize the 1.D.S; Working Group II, the Global
Negotiations. Although major areas of disagreement were present in each working
group, from the outset it was evident that the critical issue of the special session
related to the procedural rules which would govern the Global Negotiations.
) 1& the end of the second week, the scheduled date of the conclusion, negotiations
in Working Group II were deadlocked. A compromise text prepared by the chairman
of the group, Bogdan Crnobrnja of Yugoslavia, had served as a basis for long hours
and protracted debate over its carefully worded 12 paragraphs. Repeatedly, the two
main negotiators, Charles Meissner from the U.S. State Bepartment's gureau of
Economic and Business Affairs and Brajesh Mishra, India spokesperson for the G-
77, came together with one or other high-level special session or United Nations
official to try to resolve the differences. Inside sources indicated that the White
House and Secretary of State Muskie were also deeply involved.

Finally, a second compromise text by Mr. Crnobrnja was drawn up—by now, the
Session was in its eighth day beyond its scheduled time—and in a wrap-up session,
it was presented to the full committee of both workigf groups for their endorse-
ment. The same 12 paragraphs had been reworked en essly in an effort to dispel
especially U.S. fears.

he text called for a central forum for “coordinating and conducting” global
negotiations with a view to ensuring a simultaneous, coherent and integrated ap-
proach to all the issues under negotiation. The central forum would both entrust
agenda items either to specialized agencies or to ad hoc groups for negotiations and
receive the results of their actions, with a view to reaching consensus on a package
agreement.

The exact role of the central forum, the autonomy of the LM.F., the final “pack-
age agreement,” which would somehow leave open’ possible renegotiations of deci-
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sions made in the specialized agencies, all was too vague and uncertain for the
United States. When it was its turn to make a public response to the compromise
text, the United States refused to accept it as a basis for the Global Negotiations. To
avoid being totally isolated on this issue, Washington had pressured London and
Bonn (over the heads of the E.E.C. negotiating team in New York) and both
countries joined in rejecting the text.

In order to record accurately the amount of support for the text, the G-T7
proposed that the committee inform the General Assembly that: “With the excep-
tion of three delegations, all members of the committee expressed their readiness to
accept the compromise text as the procedural framework for the global negotia-
tions * * *." There was no doubt which country(s) had held to a hard, uncompromis-
ing line and blocked the next step in the North-South dialogue.

orking Group I eventually reached consensus on the L.D.S. text and at the final
plenary, tie consensus was “‘noted.” However, the document was not adopted by the
session but rather, along with the documents from Working Group II, forwarded to
the 35th General Assembly regular session for some future action. The G-17 pur-
posefully would not agree to the L.D.S. being adopted since this would have allowed
the United States to speak of the special session as a “success” while glossing over
the failure of the more significant Global Negotiations.

Referring the special session issues to the general assembly leaves open the
possibility that both sides could renew efforts to reach agreement on procedural
matters if they so wish.

The G-T7 have yet to decide on their course of action, but almost certainly they
will attempt to obtain action on global negotiations during the coming three months
of the regular United Nations session. If they are successful, these negotiations will
begin early next year. Such action is essential to ensure implementation of the goals
and objectives of the International Development Strategy. The United States is not
likely to accept a compromise position, however, until after the November elections.

The failure of the special session raises several troubling questions regarding the
future of the North-South cooperation. For many there is the specter of the United
States retreating into a militaristic and neoisolationist stance during the 1980’s. The
hardline and often arro?ant stance of the United States in such international
negotiations tends to confirm this and calls into question the pledge that Secretary
of State Muskie made to the plenary, that the United States is committed to a
constructive role in the North-South dialogue.

One lesson reinforced by the special session is that there is very limited citizen
support in the United States for the problems and concerns of the third world. The
mass media gave almost no coverage to the session and the issues discussed there.
One wonders why this was so. Surely this was an occasion to educate ple across
the country to issues of vital concern to the peoples of the third world. How many
American citizens know, or care, that most developing countries see the United
States as a principal obstacle to their economic progress and social development?

Yet there may be some glimmer of hope in all of this, It is evident that the global
economy is vastly more complex today than when President Kennedy called for the
first United Nations development decade. There is greater decentralization of
power. No longer can any one country exercise a dominant role, as did the United
States during the 1950's and 1960's. New alliances are forming. Workers and peas-
ants, women and trade unionists, are calling governments and multinational corpo-
rations to account for their stewardship. Precisely for this reason the United States
cannot afford to remain apart from the new initiatives that are shaping global
institutions.

Perhaps the Eleventh Special Session can be viewed as part of a process in which
there is no going back. Poverty and hunger can be turned around, and living
standards of the masses of the world's poor can be improved only if certain structur-
al changes occur. This will be facilitated by the concerted and sustained efforts of
;hgi entire community of nations. There will be no long-term beneficiaries for
ailure.

Thus the continuation of the North-South dialogue is essential for every country.
No country can gain by refusing to move forward in a spirit of compromise agree-
ment on global negotiations. The challenge is for rich and poor countries together to
fashion institutions that are capable of creatively responding to emerging global
crises and the pressing human needs of the 1980's and the 1990’s.

[Michael J. Schultheis and Jane V. Blewett are on the staff of the Center of
Concern, Washington, D.C.]

Mr. ScaurthEis. We appreciate very much this opportunity to
address the subcommittees, and wish to compliment you for this
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interest, and perhaps give a different viewpoint to what spokesper-
sons for the administration who have carried the burden of the
preparation and the negotiations have given. I will give something
of a counterposition perhaps to the statements that they have made.

I have divided my remarks into three different sections: First,
dealing with the outcome of the special session, second, the reasons
for the deadlock, why I think it is important for the United States
to support the global negotiations; and then finally some conclud-
ing remarks.

OUTCOME OF THE SESSION

It is my opinion that is shared widely I think by Third World
and many developed country observers, that in fact the special
&l?.esiion failed. Certainly there is no question that it ended in dead-
ock.

Second, that the United States is perceived by many observers,
both from the northern countries and also from the south, as being
primarily responsible for that failure, for that deadlock, and I find
this somewhat more dismaying, particularly in having worked in
developing countries, that the United States in many areas is
perceived as having stood against the major international initia-
tives which have been designed to promote development over the
past several years. Perhaps in the question period I can come back
and explain or refine that a bit.

I think a major exception would be in terms of aid to the least
developed of the developing countries, and I would also say that
there perhaps are some legitimate reasons for opposition to some of
these initiatives, but I think that statement with qualification can
stand.

I would also add that because of its hard line and often arrogant
position that it has taken in such international forums as the
special session, that the United States is increasingly seen as a
major obstacle to the development of the Third World, perhaps
only second to Russia. I find this distressing. I know a lot of
members of the NGO community also find it distressing, and I am
Slilre inasmuch as that is true, it is distressing to most of you here
also.

Several questions then would come from these observations.
First, were the objectives of the special session realistic in the
sense that they were able to be achieved? Second, and I think this
is also a legitimate question: Is it inevitable that an international
conference which addresses the fundamental issues that relate to
the basic structures of the global economy should end in confronta-
tion and deadlock? And a final question might be asked, though I
think it is too broad for our answering: Where do the real interests
of the United States and other countries of the North, the industri-
alized market-economy countries, lie in their relations with the so-
called developing world, the South? I would agree with Mr. Bal-
lance that the South is a very heterogeneous group of nations, but
the question would be whether our interests lie in polarization,
confrontation, or in a cooperative effort that would address the
major problems facing the world economies at this time.

The 11th special session concluded on September 15 after 3
weeks of deliberations. It had gone into and completed a third
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week. The efforts of the delegates to reach agreement on the basic
questions of the procedural framework which would govern global
negotiations were not successful. You have already seen this. The
United States was supported in the end by Great Britain and West
Germany, and my understanding was that they supported the
United States only after appeals had gone from Washington to
Bonn and to London, and it was only as a result of pressure at very
high levels of government that Germany and Great Britain finally
supported the United States in its position. The other 148 U.N.
member countries did accept that document as a basis for the
global negotiations.

REASONS FOR THE DEADLOCK

Now the reasons for the deadlock. I think there are several
reasons for this, but perhaps they would come down to this. That
the United States has never been very happy with the South’s
demands for more fundamental restructuring of the world econo-
my, and the questions now are becoming increasingly focused on
some of those fundamental questions.

The special session initially was commissioned to prepare an
international development strategy for the 1980’s, the third devel-
opment decade. I want to go a little bit into the background of that.
It was last December that the U.N. General Assembly gave the
special session the additional mandate of preparing the framework
for global negotiations on a better management of the world econo-
my. Such negotiation, sometimes referred to as the North-South
dialog, has been stalled since the breakup of the Paris Conference
on the International Cooperation (CIEC) in 1977. You may recall that
this itself emerged out of the move by the United States to bring
the energy question into a high level conference, primarily with
the OPEC countries, but the OPEC countries, flexing their new
found solidarity and reaching out for support from the Third
World, insisted that other questions also be involved at this point.
In their testimony, the spokespersons for the administration in
part glossed over that essential aspect. The United States together
with some of the Western European countries that are very de-
pendent upon energy have tried to isolate energy and treat it in its
own sort of special forum, but the OPEC countries have insisted
that energy should be included along with other issues that relate
to the international economy,

The reasons for the deadlock between the North and South in
1977, at the CIEC Conference, were much the same, I would argue,
as in the recent special session. We do not have time here to go
into the details about the origin and key elements in the develop-
ment of the North-South dialog but a few points are relevant. In
the past three decades the political geography of the world has
changed dramatically. Many countries, having acquired political
independence in the late 1950’s and 1960’s, seek a more active role
in the world political and economic arena. We have the formation
of the nonalined countries in the middle 1950’s. Within the U.N.
system many began to urge that the North grant them better
terms of trade on processed products and access to markets, stable
and remunerative prices on primary products and increased finan-
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cial assistance for social and economic infrastructure. This devel-
oped then within the United Nations structure into the creation of
the U.N. Conference on Trade and Development (UNCTAD). The
first session of UNCTAD was in New Delhi in 1964. It was followed
4 years later in Geneva, UNCTAD II, 4 years later in Santiago,
UNCTAD III. But the Northern countries were not prepared to
really address the basic issues that were being raised, and only
token concessions were forthcoming. These have been in the form
of general licensing preferences and a few other items.

The North-South dialog entered a new phase, however, in early
1970. This was a result of the Mideast war, when the Arab oil
producing countries embargoed oil shipments to the West, and
formed the Organization of Petroleum Exporting Countries (OPEC).
With its new found bargaining power through OPEC, the South
then began to demand structural changes in the international
economy. The outcome of all this was the 1974 special session on
economic issues. The first of the special sessions to deal explicitly
with the state of the world economy was followed the following
year, in 1975, by the seventh special session. In the December 1975
meeting of the General Assembly, there was passed the charter of
economic rights and duties of states, known as CERDS. These
sessions set forth the principal elements of a new international
economic order, that would function somewhat more to the benefit
of the developing countries.

The NIEO involves structural changes in the world economy in
three broad areas. First, world production, that there should be a
transfer of industrial production from the North to the South;
second, world markets, establishment of stable and remunerative
prices for primary products by means of an integrated commodity
program which would involve a common fund, a type of banking
funding mechanism and monetary agreements, the revision of the
International Monetary Fund and establishment of mechanisms for
the transfer of financial resources.

Finally, changes in world decisionmaking that is the modification
of institutions which would enable developing countries to trans-
form their numerical majority into action.

I don’t say running rough shod over the rights of the minority,
but transferring their needs into action at the international level.

The notion of structural change based on justice, equality,
mutual benefit is fundamental to the concept of an NIEO.

At the seventh special session in 1975, the U.S. position shifted
from its 1974 stance with a recognition that there had to be some
reconciliation, some reaching out to accommodate the demands of
the developing nations. Mr. Kissinger’s speech at the special ses-
sion is well known.

Although there have been some achievements, for example, the
Common Fund negotiated in UNCTAD in 1979, progress has been
painfully slow and frequently achieved despite the United States.

The administration’s spokespersons are reluctant to admit this. 1
have heard different spokespersons from the administration refer-
ring to the Common Fund as the single achievement in which the
United States has taken initiative.

The historical record shows that is not a correct statement. In
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my opinion the U.S. policy position and delaying, tactics in an
attempt to divide the developing countries among themselves, is
based on a fundamental misreading of the signs of the times.

By following a narrowly defined policy of self-interest, our policy-
makers have seriously compromised the potential of the United
States to exercise a positive political, moral leadership in the world
today.

Several major studies have documented the extent of the present
world economic crisis and the devastating impact it has had, par-
ticularly on the nonexporting developing countries.

Mr. Hormats has referred to these studies. Yet when the develop-
ing countries stress that the present crisis is symptomatic of seri-
ous maladjustments, when they reject the short-term and piece-
meal policy measures proposed by developed countries, as inad-
equate to resolve the crisis, the United States counters that they
are being unrealistic and political.

I think that it is something more than a problem of terminology.
The richer countries of the North are reluctant to modify a global
economic market system that has worked to their benefit reason-
ably well over the past three decades. But their reluctance to
address the underlying issues and support the major initiatives
proposed by the international community suggest that other factors
are involved.

It is important to recall that the major institutions which are at
the center of the world economic system are largely owned or
controlled by the North. For example, the United States with about
2}(3 pﬁ{ﬂfgnt of the voting stock effectively controls decisions made by
the :

The United States has not hesitated to act independently or to
change the rules of the IMF when such action seemed appropriate.

To defend my remarks against the earlier speakers, this is a very
important aspect. And when Mr. Creekmore suggested the number
of initiatives that have been taken and referred to the MTN, the
new facility within the IMF, and the World Bank, I agree to that,
but those are largely within the institutions over which the United
States has control. So these are not, I would argue, major interna-
tional initiatives, even though and in many cases they are essential
for the economic health of the Third World countries.

These observations may help us to evaluate the policy and the
ggrformance of the United States at the recent special session. The

uth has urged that the international development strategy and
the global negotiations embody a comprehensive and integrated
approach which would address simultaneously the many complex
and complementary effects of the current crisis. The United States
has argued consistently for a limited and realistic approach that is
economic rather than political in nature.

What can be pointed to then in the way of achievements at the
special session? The working group on the IDS did reach agreement
on a final text. This consensus was noted, but the text was not
forwarded to the plenary for approval because of the deadlock in
working group II on the global negotiations.

The Group of 77 had decided not to advance the IDS to the
plenary session, where presumably it would have been approved
after the United States and other countries that had reservations
would have entered those reservations. The Group of 77 did not
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agree to that process precisely, and we have evidence of their fegr,
so that the United States would not be able to point to the special
session as a success.

The record this afternoon would be an illustration of that.

Since the United States as well as several other countries had
expressed reservations on the text, those will be included in the
final IDS when it is approved by the General Assembly.

The Working Group on Global Negotiations did not agree on a
final document. The final text called for a central forum which
would coordinate and conduct global negotiations with a view to
insuring a simultaneous, coherent and integrated approach to all
the issues under negotiation. The United States objected to the text
on the gounds that it was too vague about the exact role of the
central forum, the autonomy of the IMF and the final package
agreement, which seemed to leave open possible renegotiations of
decisions made in the specialized agencies.

There are a number of cogent reasons why it is in both the short-
and long-term interests of the United States to support actively
global negotiations on the world economy. Many of these have been

argued elsewhere and time prevents us from a closer examination
here today.

WHY UNITED STATES SHOULD SUPPORT GLOBAL NEGOTIATIONS

Mr. Chairman, I would like to return to the questions posed at
the beginning of these remarks. It is imperative that the twofold
objective of the special session be achieved; that a new internation-
al development strategy be adopted for the third development

decade and that global negotiations on the world economy be
launched soon.

Although it is evident that the North and South have somewhat
different perceptions of the crisis affecting the world economy,
these differences at the international level often translate into
policy measures rather than more fundamental ones.

For example, the South neither takes issue with nor seeks to
undermine the world market system and the institutions which
support that system.

Both the international development strategy and the document
on global negotiations seek to improve the operation of the present
world economic system, to open it to wider participation by better
access to markets and by increased representation in the major
institutions like the IMF and GATT, and to restructure the system
to accommodate the needs and legitimate interests of the develop-
ing countries.

All of these items are consistent with an expanding world econo-
my and democratic institutions. To support them clearly is in the
best interests, both short and long term, of the United States. I
make the point here simply in terms of our dependence on Third
World countries for exports. In 1978 almost 40 percent of total U.S.
exports went to developing nations; of this amount, some 26 per-
cent went to non-OPEC nations. But the economic reason is not the
only reason why it is in the vital interests of the United States and
consistent with the best traditions of our society.
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It is evident to most of us that the world in which we live is
vastly more complex than the one into which we were born. There
are many more actors and stages. This recognition challenges us
all to think more creatively and to work more industriously in the
development of new institutions of cooperation.

The United States cannot remain apart from the new forces
which are shaping the world, even if it wished to do so. But it can
submerge and obstruct them at great cost to our own country and
to the world community. One fears a reversion to an outdated
policy of militarism and interventionism as a potential catastrophe
on limited dimensions. I really feel that.

CONCLUSION

In conclusion, Mr. Chairman, in his address to the plenary as-
sembly of the special session, Secretary of State Muskie pledged
that the United States remained committed to a constructive role
in the North-South dialog and the special session.

In the light of the failure of the special session and of the U.S.
responsibility for that failure, many observers and participants
question both the sincerity of his pledge and the extent of that
commitment.

It is our hope that the United States will yet assume a leader-
ship role in promoting a true internationalism and the economic
health of the world community.

We understand that the United Nations General Assembly this
week is considering the unfinished work of the special session and
that global negotiations may be convened early next year.

We urge the United States to support in fact and in principle the
main elements which were before the special session. Essentially
these can be summarized in three items:

Wider representation and participation of the developing coun-
tries in the decisionmaking structures of the world economic insti-
tutions;

A more equitable sharing of the global product;

The mobilization of the world’s human and financial resources to
meet the needs of the world community and to provide a minimal
standard of living for all.

I understand, and we all do, the political problems of moving on
that kind of an agenda.

More specifically, Mr. Chairman, we at the Center of Concern
urge that the subcommittees take the following action:

ne. Schedule congressional hearings early in January to en-
courage the administration to be forthcoming in the global negotia-
tions;

Two. Recommend to the administration that the United States
participate in the global economic summit, which was recommend-
ed by the Brandt Commission and which is scheduled to be held in
June 1981. More than 25 countries have already indicated that
they will attend. I understand that the United States declined that
invitation; and

Three. Convey to your counterparts in the Senate your concerns
on the issues of global negotiations and urge that they have future
Cabinet appointees respond to these issues.
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In conclusion, Mr. Chairman, I wish to commend you and these
subcommittees for holding these hearings. It is important that
policymakers and the general public be aware of the importance of
these issues which remain before the world community.

I was dismayed at the lack of press coverage of the special
session. When one compares it to the International Monetary Fund
session in late September, there is no comparison.

Certainly a positive response by the United States in any future
global negotiations would do much to advance the North-South
dialog and to promote the success of the international development
strategy for the 1980’s.

We of the Center of Concern urge the Congress and the adminis-
tration to move in this direction. We pledge our fullest cooperation
and assistance in your efforts to do so.

Thank you.

MIDDLE EAST INSTABILITY AND OIL SUPPLIES

Mr. LacomarsiNO. You make reference to the disenchantment of
Europeans with the Camp David process, or at least the implemen-
tation of it, and I would like to ask you, do you think that the
feeling is the same now as it was perhaps before the outbreak of
the Irag-Iran war?

What I am getting at is I think that there are a lot of people who
thought that if the Israeli-Arab problem was solved, that there
wlould be no problem at all in the future with regard to oil sup-
plies.

We see now two major producers at each other’s throats, both of
whom are strong enemies of Israel. Has that changed the feeling
about the Camp David process?

Mr. BALLANCE. I think this operates at two levels. I have to say
in advance that I am not an expert on the Middle East.

On the one hand, it is true that the Irag-Iran war has raised to a
very visible level the tensions that are present in the region quite
apart from the Israeli involvement. Of course, these tensions have
been there for a long time.

There is a real division of opinion among Arab and Moslem
countries so that this is bursting forth into war, but the tension
was there and there are fundamentalist and religious tensions
going on in a number of countries besides Iran.

Also it diminishes any European attempts to try to proceed with
their own independent strategy for a solution on the Palestinian
issue. As long as the Irag-Iran war is going on, people will focus on
that and somewhat less on the Palestinian issue.

But, leaving that aside there is a real sense in which the Pales-
tinian issue is a fundamental issue that has been a part of the
problems in the Middle East for a long time.

I think unless some progress is made on that issue, it will pre-
sent the kinds of tensions in the area that will continue to make it a
major trouble spot in the world, continue to make Western rela-
tions with those countries extremely difficult, and will continue to
be a basis on which the more radical regimes in the region can
argue that the West is acting contrary to their interests and con-
trary to the Palestinian interests, so it is very much in our interest
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and in the European interest to move toward a resolution on those
issues.

Mr. LaGoMARSINO. My point was that I think a lot of people have
come to the opinion that although it is certainly important to do
that, that it is not going to be a magical wand, that merely by
settling that issue you are not going to remove the tensions that
caused the Irag-Iran war. In fact, it might cause more because they
won't have the common enemy to go after.

Mr. BALLANCE. I am not sure it will cause more.

Mr. LacomarsiNo. That doesn’t mean we shouldn’t do everything
we can.

Mr. BALLANCE. It is a continuing thorn.

PROCEDURE VERSUS SUBSTANCE

Mr. LacomarsiNo. Why do you believe the United States wanted
to see the negotiations break down over procedure rather than
substance; that is really what you are both saying.

Mr. ScaurthEs. I would not separate the question of procedure
from substance. The two are identical. Whether the ultimate deci-
sionmaking authority will remain in the specialized agencies, the
IMF, the World Bank and GATT or whether it will come back to a
central forum which will have a coordinating and conducting right,
and out of that would emerge a package agreement.

These are substance questions, so the procedure and the sub-
stance come together here. I think our negotiators or policymakers
understood this, so they held negotiations up at the procedural
level because you have to eventually resolve that.

If you are talking about coordination of global agreements, some-
where they have to come together for review and say, well, how do
we coordinate this? The World Bank is doing one thing; GATT is
off doing another. Can we not somehow review this?

I don’t think the Third World is arguing that they will set up a
mini-IMF in New York City when you have all of this capability in
Washington, but this issue should be integrated with the other key
items that are on the agenda for global negotiations.

Mr. BALLANCE. I would say that, given the stage at which things
had come at the Conference, the difficulty in reaching agreement
prior to this, the time that it occurred in the political life of this
administration, I think they saw it as preferable to be hard on this
issue now, rather than say we will try to find compromise words
and deal with the issues substantively when they come along next
year.

I think that they felt when those issues came along next year,
had they not managed to get the wording that they wanted here,
that they would inevitably be presented with a series of package
proposals, that they would then have had to fight on substantive
grounds as a package.

I don’t think they wanted to do that, and particularly on issues
having to do with the IMF. The IMF annual meeting occurred in
Washington shortly after this, and it began before this was over
actually. There have been some changes in the IMF.

In fact, this meeting and the United Nations meetings have an
impact on specialized agencies. The IMF has moved to liberalize
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somewhat its conditionality requirements in developing countries,
and that is probably a useful move actually. '

Mr. LacomarsiNo. This is the bottom line and you are going to
have to negotiate above that line; would you agree with that?

Mr. ScuurrHEs. I would; I don’t want to be too hard on the
American negotiating team in New York because I know they were
very dedicated. The decisions in large part were out of their hands,
but look at what has just gone on at the IMF—I thought it was
rather unconscionable that Mr. Bergsten would take the podium on
Friday before even the IMF meeting had opened and give out a
kind of agenda for the IMF which had not been really cleared with
the members of the Board of Governors. This, I think, is where the
Third World countries, to speak in categories, find the arrogance of
the United States so offensive.

Another example: Mr. Kissinger in Nairobi at UNCTAD IV,
when he came into the Conference with his own agenda, most
people thought this was the height of arrogance. ther than
accept and negotiate in good faith on an agenda that was on the
floor for several months and to try to move that forward he intro-
duced his own separate proposals.

To some extent the same thing was true with issues before the
special session. Th(:{l were in the planning stage for almost 3 years,
they have been in the negotiating committee on the IDS for almost
2 years, and global negotiations only since last September.

U.S. SELF-INTEREST

It is a question of where you see your basic interest li{ing, but I

would say, we are defending the integrity of the specialized agen-
cies in order to maintain control. It is messy when we have to work
in terms of the U.N. General Assembly which we cannot dominate
and control.

We do not hesitate to take unilateral action on issues that nor-
mally are considered within IMF when it is in our benefit to do so.
So we ourselves are not consistent when we talk about maintaining
the integrity of these specialized agencies.

Mr. LacomarsiNO. You mention the 20-percent voting rights we
have. How much money do we put in?

Mr. ScHULTHEIS. About the same amount.

Mr. LacomarsiNo. You would have a very difficult time convinc-
ing Congress or the American people.

Mr. ScrHuLTHEIS. I understand that.

Frank brought out very well, I think, the problems of negotiating
in the special session, given the political issues, and I understand
that very well, so I am trying to be critical and I am critical, and
in part we are asked to respond in a critical way to the administra-
tion, but I think, given the difficulties of the politics, then maybe,
well, I have to soften my criticism in part because there is a
constraint in terms of what can be achieved.

Mr. LacoMARsINO. In your statement, you say:

By following a narrowly defined policy of self-interest our policymakers have

seriously compromised the potential of the United States to exercise a positive
political and moral leadership role in the world today.

Are you saying that we shouldn’t do things in our self-interest or
do you disagree with what they are saying our self-interest is?




92

Mr. ScaurrHEss. [ would say our self-interest lies in a larger
definition than simply what is good for business. I don’t want to
sim%Iy bring up the multinational issue. Oftentimes what is good
for business is not necessarily good for the United States. I think
this is particularly true in ’I’hirg World issues,

EXPORT OF BANNED SUBSTANCES

For example, one of the real complaints in many Third World
countries, and the issue was raised by one of the Congressmen here
before, is about the export of goods to Third World countries that
are banned within the United States. Now, a lot of Third World
countries are very angry about this. At some future point they will
be able to address this problem.

At present their ability, I can speak from personal knowledge, to
supervise imports, to establish something comparable to the Food
and Drug Administration, is fairly limiteg.

The United States is reluctant and has not taken an initiative—
and I have to check back with people on the U.N. Committee on
Transnationals—in terms of entering into codes of conduct for the
multinationals that would prohibit this kind of transaction. The
machinery does not exist very well. The United States has opposed
things like multinational binding codes of conduct.

Mr. LacomarsiNo. Why can’t any country that you mention pass
a law saying you can’t bring it in unless we say you can. All they
h}zla.v%‘]go do is pass a law saying it has to be something approved by
the FDA.

Mr. ScaurTHEIS. In terms of monitoring in their own countries,
some are moving to do this, but how do they get at the multina-
tional? If multinational corporations are an important factor in
t%rms of their own economy, it itself is involved in partly control
0 ——

Mr. Lacomarsino. What about the other side of that? It does
bring up some interesting points because there are a lot of other
lesser developed countries that feel that they should make the
decision whether they need just to pick one out, whether they need
DDT, it shouldn’t be banned just because we don’t like it here.

Mr. ScaurrhEss. This becomes very difficult; the same thing in
terms of whether Sierra Leone will allow a U.S. company to come
in and bury our atomic waste. Well, now somebody there may be
getting a payoff. Somebody is involved in that decision. It is quite
clear that it is not in the best interests of the country.

Why should I determine for the Government what is correct, but
it also is correct that at the United Nations level certain things,
certain decisions can be made that in fact help those countries
make national decisions that they may not be able to make them-
selves without the international support.

Mr. BaLLance. Could I make one comment on what he said at
the beginning, before the discussion on the question of exporting
particular items.

I would like to associate myself with Mike’s conception of widen-
ing our definition of self-interest. This is very important in terms
of our dealing with these issues. One of our problems is that,
frankly on many of these issues, it is impossible, if you define self-
interest in very narrow terms to determine a self-interest compo-
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nent in every aspect of this, which is why in some sense the
package idea is attractive.

The problem is the agenda is set to the G-77 in ways that we
don’t like. Therefore, it comes to us in a prepackaged form that we
don’t like very much, but I would not want to go on record as being
completely opposed to the package concept.

There are useful elements in it, and if you widen your definition
of self-interest sufficiently, you may find that there is a substantial
interest on one particular item in the United States, and you may
have to balance that off on others.

Congress does that all the time in terms of domestic interests,
and it is perfectly understandable that people agree upon it. It is
more difficult in an international environment, but I do think we
are going to have to broaden our conception of what is in the
national interest.

ROLE OF OPEC

Mr. Lacomarsino. If the OPEC nations were successful, as ap-
parently they were, in diverting attention away from energy issues
and insuring that the international development strategy would
not be a meaningful document, why don’t we say that caused the
Conference to fail, in other words, had they taken another ap-
proach?

Mr. BALLANCE. It is true in a way.

I think if you look just strictly in the short run, there is absolute-
ly no doubt that oil price increases have been the most destructive
factor in the world economy and far more destructive to the econo-
mies in developing countries than they have been to our economy,
where we have some resilience, so the developing countries have
suffered terribly under this burden.

There is an extremely poignant article in the New York Times
Magazine this Sunday; I recommend it to you.

It has a picture of a starving Ugandan child on the front of it
and it is an example of how badly things can go awry in a develop-
ing country that was a relatively prosperous one.

Uganda from a decade of Amin’s rule and Government incompe-
tence has now been reduced to a situation where their major crop,
coffee, most of which is smuggled out of the country, but what little
is managed to be produced and sold through Government channels
produces about $10 million a month in revenues, every last penny
of which goes for their oil bill.

They have absolutely nothing left over by the time they finish
paying their oil bill in Uganda. That is a worst case example, but
there are other cases in the world where the situation is extremely
Serious.

In fact, the developing countries themselves are going to have to
confront this issue, and both the more enlightened OPEC countries
and some of the more enlightened developing countries are strug-
gling for a way to do this.

Venezuela and Mexico are now beginning to make arrangements
in the Caribbean for discounting the price of oil and allowing the
extra amount up to the market price to be used for local develop-
ment projects, which makes a lot of sense and is something that is
basically in our interest as well.
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Mr. ScHuLTHES. I do not want to discount the importance of
OPEC because I have seen that in Tanzania as well. At the present
time we import less petroleum than we did 10 years ago and pay
about 10 times more than we did then. The government has taEgn
measures. From Thursday night to Monday morning, the gasoline
stations are closed. No driving of private vehicles on Sunday after-
noons until Monday morning, so there has been an emphasis, an
effort to try to cut down on the consumption. I think another point
is raised here, that if we in the North were equally concerned
about problems of the South, we would make a much greater effort
to cut back on our own consumption to relieve the pressure on
available oil supplies, and make some of that available to others. I
think there are other factors as well though, and we may be
moving to a position of confrontation within the South. We should
have a member of OPEC here to defend their position because they
would do a better job on that. They in fact have moved to increase
their aid flows through development banks. They are far superior
in terms of percentage of gross national product to many of the
Western countries, including the United States. The United States
is 13th of 17 ranking countries in terms of official development
assistance, with less than or approximately two-tenths of 1 percent
that goes in terms of offical overseas development assistance,
where the OPEC countries as a group are more than five times the
per capita as a percentage of GNP. So I think that there are
movements in that direction, but in part the question still comes
back to who controls the structures of the international economy.
Only a little coffee is exported to Saudi Arabia but most of it goes
to the West. There is very little ability to control any aspect of that
process other than the production. T¥us is partly what is involved
in the international economic discussions. Tea is being largely
auctioned in London. This whole area of shipping, the whole ques-
tion of redeployment of industries, which you were talking about
before, whether 25 percent is a legitimate target figure, that is
arguable, but that there should be some sort of shift in terms of the
international institutions to face this problem of international de-
velopment. The poverty of the Third World is really the crucial
issue before the United Nations. It is on the agenda for the inter-
national community, and the United States is largely unaware of
that judging from our response. I think that until we move in that
direction, we both fail in terms of the potential moral leadership
that we might exercise, and we are certainly not rising to the
challenge that I see for the remaining two decades of this century
and perhaps all of the next. I think that is the crucial issue of our
time. What have successive administrations done to try to educate,
to try to move to more imaginative creation of institutions to
adjust that inequity? I would argue very, very little, and that is
really the great tragedy. I think that the United States will be
Jjudged very harshly by history, if history judges.

VOTING PROCEDURES

Mr. LacomarsiNo. You suggest, Mr. Ballance, in quoting Roger
Hanson, that a change in voting procedures should be tried.

Mr. BALLANcE. Yes. Let me pick out Roger's point here again.
Now it seems to me that there are two things to be said on voting
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procedures. One is that there is a natural change in voting proce-
dures that occurs as other countries put in more money to an
institution, or as the United States for one reason or another
decides to diminish its role, then its voting share will go down.
That has happened in various international financial institutions,
the World Bank and so on, and it seems to me that is eminently
fair. Countries put in more money, they should have more of the
voting rights of the total, and if the United States puts in less it
will have less, and that obviously will apply in multilateral institu-
tions where there has been real pressure in the Congress to dimin-
ish the U.S. role in these institutions. If that continues, the U.S.
voting share will diminish, and I do not think anybody can com-
plain about that.

I think second, that with new institutions, and in many ways we
are talking about new institutions here, that there are new experi-
ments in voting rights that can be tried and work rather success-
fully. An example is the International Fund for Agricultural Devel-
opment. Basically the voting rights are one-third, one-third, and
one-third. One-third developing countries, one-third OPEC, and
one-third the Western countries, and that seems so far not to have
presented any substantial problems. In some cases, the OPEC coun-
tries vote with the Western countries, because after all, when they
are talking about putting up their money, then they have an
interest in seeing that the money is well spent too, so that they
may vote with the Western countries in that sense.

I do not see any problem in new institutions in trying different

atterns of voting rights, and I think it is healthy and creative.
ere I think there is a problem is when the voting rights get too
far out of line with the economic weight of the state involved on
economic issues. A lot of other people would also have a problem.
On U.N. issues, on political issues, there is a reasonable case for
the one nation, one vote system of the United Nations and the
General Assembly. That was to be counterbalanced by the Security
Council, which is proper.

The problem becomes that the U.N. General Assembly has been
the forum for talking about a lot of economic issues, where the
United States, West Germany, Japan, Britain, and France have the
real weight, and it is not rea{istic to expect that the shift will occur
to a one nation, one vote system, when we are talking about
economic weight in the system, but I am perfectly prepared, and I
think a lot of other peopﬂ: would be, to see experimentation occur
in other bodies.

Mr. LacomagrsiNo. Thank you. The subcommittees are adjourned
at this point.

[Whereupon, at 4:40 p.m., the subcommittees adjourned to recon-
vene at the call of the 8 airs.]
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