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INVE TING IN
Immanuel Kant said that world harmony
will arise from a community of
democratic nations linked together by
international commerce. However, the
theoretical possibility of such harmony is
not a guarantee of its fruition.
Kant said that it is one's duty to work
towards this theoretical possibility;
I want to speak of our duty as
citizens of the world's leading
democratic and capitalist
nation to help further this
possibility today.

-

BY JEFFREY SACH S

Adapted from the second
of three talks Professor Sachs delivered
in the William W. Cook 37th Lecture
Se1ies Jan. 17-19, 1995. The full text of his
series of talks is forthcoming from the
University of Michigan Press.
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HARMONY

I am going to discuss in particular one
of the most contentious and, I believe,
poorly-understood topics of all of
American economic policy, and that is
the topic of foreign assistance. I think
it is fair to say that foreign assistance
probably ranks even above welfare,
another gravely misunderstood
institution, as the most unpopular part
of the American budget. I am here to tell
you why, yes, you should pour more
money down that rathole, as it is
popularly conceived. I'll try to give you
some historical perspective and
theoretical and practical insight into a
topic that is vastly confused in the public
mind and among our political leaders
as well.
The first point about foreign aid is
how little of it there actually is. A recent
telephone survey shows that the general
public vastly overestimates foreign aid
expenditures. The day after the November 1994 elections, the Kaiser Foundation polled people on their attitudes
about the budget, about health care
prospects, the Contract With America,
and so on. (The Contract On America,
as I inevitably think of it now, calls for
sharp reductions in our foreign aid.)
One of the questions in this survey
was, "What is the largest single item of
the American budget?" The responses
were illuminating. While 30 percent of
the respondents said that it was defense
spending, fully 27 percent said that
foreign aid was the number one item in
the federal budget. This view is so
wrong-headed and so confused that it
serves as a starting point to explaining
public attitudes about foreign aid and
why we, as a nation, continue to make
profound policy mistakes in this arena.
Actually, the number one item in the
budget is not defense spending, but
Social Security spending, which accounted for 21.6 percent of U.S. federal
budgetary expenditures in fiscal 1994.
Number two was defense spending,

which at $279 billion accounted for 18.8
percent of the budget. In third place are
health expenditures, basically Medicare
and Medicaid, which at $255 billion is
17.2 percent of the federal budget. Nor
were the survey respondents right even
with respect to fourth place, which is now
interest on the public debt at $232 billion
or 15.6 percent of federal spending.
It turns out you have to go very very
far down on the list to get to something
remotely called foreign aid. And foreign
aid in its broadest definition includes
military expenditures as well as economic
assistance. Under that broad definition
foreign aid amounted to $12 billion fo;
the entire world in 1994, not quite
reaching one percent of our federal
spending and reaching precisely two
tenths of one percent of our national
income.
So, the starting point of understanding
foreign aid and why we seem to get so
little out of it, of course, is that we put so
little into it. There is almost nothing
there; these great battles we have been
having about whether to cut aid to Russia
in response to the war in Chechnya are
over a pittance that by itself could not be
of any significance. In fiscal 1995, the
Clinton Administration's request for
Russia is on the order of $300 million
dollars. That is one half of one hundredth
of one percent of our national income
or, if it were to be achieved, $2 per
Russian citizen for fiscal 1995. But before
you get your hopes up, you must realize
that the vast majority of that would, in
fact, go to American consulting firms and
almost nothing, in fact, would go to the
Russian people directly.

A POLICY ORPHAN
A second and even more devastating
misperception is that the possibilities and
roles for foreign aid are misjudged across
the political spectrum. It is an orphan of
policy, the one area of the budget where
there is virtually no domestic constituency either on the right or on the left.
On the right you have advocates of free
market economics (of which of course
I myself, am one of your rabid exampl~s),
and almost all free marketers say foreign
aid is a waste because market reform is
its own reward. While I share that
sentiment if one is thinking about ten or
twenty or thirty years of living under a
market economy, I believe it is wrong to
think that reform guarantees its own
success in a short period in countries in
profound crises.
On the left it used to be the case that
you would generally find more support
for giving foreign aid to people in need,
but opposition to the conditions of
economic reform that would most
usefully accompany it. Even that support
has disappeared in recent years as the
American liberal community has in large
part turned its back on the rest of the
world in the face of very obvious difficulties in our own country.
My goal is to try to offer what could be
the basis for a new and I believe
desperately needed national con;ensus
on the U.S. role in the world through this
enormously misunderstood, highly
unpopular, and vastly underutilized form
of foreign policy. I will explain how you
can give the aid accompanied by measures that will, in a period of years, allow
the country a good chance to be on its
own, on its feet and indeed enjoying
convergent economic growth that market
economies in the developing world have
accomplished in recent decades.
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THE STARTING POINT OF
UNDERSTANDING FOREIGN AID AND
WHY WE SEEM TO GET SO LITTLE
OUT OF IT, OF COURSE, IS THAT WE
PUT SO LITTLE INTO IT.

MODELING THE
MARSHALL PLAN
Let me put forth some numbers to
give you a little bit of historical background on the foreign aid budget. It
wasn't always as insignificant as it is
today. During much of the postwar
period, foreign aid was a critical component of America's efforts to shape the
world. These efforts, particularly in the
Marshall Plari, were some of the most
brilliant foreign policy efforts ever seen
by any country in history.
It is often said we can't afford another
Marshall Plan for the former Soviet
Union, as if we are anywhere close, even
literally within two orders of magnitude,
to such a plan. Between fiscal years 1948
and 1951 under the Economic Recovery
Program - the so-called Marshall Plan
funds - the United States gave an
average of close to two percent of gross
national product per year to the warravaged countries of Europe, overwhelmingly in the form of grants, not loans.
That does not include other forms of aid
to Japan and other parts of the world.
To give a comparable measurement,
today two percent of our GNP as in the
Marshall Plan would amount to $120
billion. At best, taking the largest definition of foreign aid, we spend one-tenth of
that amount. But since a lot of that total
is actually military aid or appropriations
for international institutions and not
really assistance to foreign governments,
the amount that we are actually delivering to foreign governments is a tiny
fraction . For the entire former Soviet
Union, the fiscal year 1995 request was
$900 million, with an actual appropriation of $835 million. That comes to
approximately one-hundredth of one
percent of our GNP. The part for Russia
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alone amounted to about $300 million.
For Egypt and Israel, the two largest aid
recipients, we spent $2 .1 billion and $3
billion, about half of which is military
assistance.
Military assistance has outpaced
economic assistance since 1973. Economic assistance per se had been running
at around one-tenth of one percent of
GNP all through the 1970s and 1980s,
and it has taken a sharp drop in the past
two years. What I would like to stress is
that not only are the percentages declining sharply as a percent of U.S. GNP in
the postwar era, but what is left is highly
skewed because approximately half of
regionally allocated aid goes to Israel and
Egypt. What is divided among the rest of
the world turns out to be amounts that
could not by themselves have the
strategic significance that I believe aid
can have if properly organized.
In fiscal 1993 the Ukraine - a twoyear-old nation struggling under some of
the most horrendous economic conditions that we have seen in this century,
with an extraordinarily fragile new
government in place, loaded with nuclear
missiles - received from the United
States government $29 million. With a
population of 52 million people, that
came out to 56 cents per person. I have
often thought that was good for one stop
in the Kiev McDonalds, at best. Unfortunately, I exaggerate again because I
would guess that of that $29 million,
probably $28 million was for foreign
advisors and no doubt they, not the
Ukrainians, stopped at the McDonald's.
Poland received $50 million, so 38
million people got $1.31 each; Russia, in
one of the most pivotal years for Yeltsin's
attempt at democratic and economic
reform, received $183 million, or about
$1.22 per person. As for Bosnia, as we
were wringing our hands and wondering

what to do about the great moral crisis of
our age, we apparently couldn't find even
a dollar for humanitarian assistance
that year.
In broad categories, 1993 foreign aid
expenditures dropped rather sharply
from $594 per person in Israel and $33
in Egypt to $2 .77 per person in subSaharan Africa, $3.04 in Eastern Europe,
and for the entire Commonwealth of
Independent States, $3.4 7 per person.

THE ROLES AID PLAYS
So, the sad fact is that we don't really
have much of a test of what aid can do
outside of the case of the Middle East.
Obviously we have reaped some very
important returns there in our political
and security concerns. But for the rest of
the world, the question is not, "where has
the money gone?" The question is
whether or not we were right to have
chosen to expend very little national
effort in recent years for this purpose. It
seems to me that on this issue, we are
troubled by a fundamental confusion
over what the appropriate role for foreign
assistance might be.
There are at least five fundamental
roles that have been assigned to foreign
aid in our public policy discussions
throughout this century. The first is
emergency humanitarian assistance. This
role engenders little dispute. We are
often, in cases of great international
economic, social and natural catastrophes, the first and the largest donors.
A second goal, the one that is most
associated with economic assistance, is
the goal of economic development. The
traditional kinds of aid in this realm are
infrastructure projects building roads
and bridges and so forth . Here, the Peace
Corps comes first to mind to most
people. The Peace Corps is in fact only a

BUT FOR THE REST OF THE WORLD,
THE QUESTION IS NOT, "WHERE HAS
THE MONEY GONE?" THE QUESTION
IS WHETHER OR NOT WE WERE
RIGHT TO HA VE CHOSEN TO EXPEND
VERY LITTLE NATIONAL EFFORT IN
RECENT YEARS FOR THIS PURPOSE.

very tiny program. Most of our economic
assistance aid has flowed through the
economic support funds administered by
the U.S. Agency for International Development. Similarly, the World Bank's
preeminent role in the last 40 years has
been infrastructure finance .
The third role for foreign assistance is
military assistance. Here there is somewhat less controversy over purpose in
many cases, but big debates about
effectiveness. In the past two decades,
the military component of our foreign
assistance budget has been more than
half, in fact, of the total. That has meant
that in addition to Israel and Egypt, the
greatest recipients of aid have been
countries where U.S. military bases were
located - Greece, Turkey, Spain, the
Philippines, and so on.
The fourth goal of foreign aid is simply
overtly political aid to support a friendly
"client state" or to support a policy
objective. Certainly I would put aid to
Egypt in that category; after the wars of
the Middle East the U.S. committed in
the 1978 Camp David Agreement to
provide Egypt with large-scale economic
assistance as a rather direct and explicit
quid pro quo for the peace agreement.
It is the fifth kind of aid that I think is
actually the most important and least
understood and that is aid to promote
economic reform. I would classify the
Marshall Plan as that kind of aid; indeed,
I would classify the Marshall Plan as the
greatest single foreign policy success in
foreign assistance that we have ever had,
although it has been matched on a much
smaller scale by assistance to some
developing countries, particularly Korea
and Taiwan.

DEVELOPMENT'S POOR
TRACK RECORD
Now what do I mean by distinguishing aid to promote economic development from aid to promote economic
reform? This is, I think, an absolutely
fundamental distinction for good public
policy in this area. We now see clearly,
and many economists warned us of this
fact for years, that aid could not promote
economic development. Project building,
infrastructure expenditures, long-term
building of roads, and so forth would not
only not materially change the economic
conditions of aid recipients, but in an
ironic way could actually set back
economic development.
Why set it back? Because one ironic
feature of aid is that it tends to be
overwhelmingly from government to
government. As Milton Friedman warned
nearly 40 years ago, economic assistance
would strengthen governments and
thereby weaken the private sector.
Speaking in 1957 in an age when many
development economists believed in
development planning and state-led
industrialization, Friedman's views were
very much the outlier. But they have
been vindicated by experience. Governments that relied on state development
strategies had poor economic growth
compared to market economies.
The World Bank, USAID, and others
have found that aid for infrastructure
projects has had a fairly poor record,
depending on the countries. The returns
tend to be low. Many of our largest
economic assistance recipients over the
years went from bad to worse in overall
economic conditions. While our aid by
itself was probably too small to make a
definitive judgment, I think that the
portfolio of the World Bank in its long
term finance, which is a larger pool of

aid, shows that we didn't get very high
returns out of this. The World Bank is
filled with debts from bad loans made to
a lot of very poor sub-Saharan African
countries with one-party dictatorships
and state-run economies. In such cases, I
would agree that all of the aid in the
world could not promote long-term
economic growth.
However, I think it is absolutely
wrong to confuse that kind of aid with
the use of aid to promote short-term
political stability of democratic governments intent on putting in place the
fundamental political and economic
institutions that do promote long-term
economic growth. There, I think, is
where we could find a basis for understanding among the right and left and
among foreign policy and defense analysts
that aid does what Milton Friedman said
- it strengthens governments, but
sometimes strengthening governments is
absolutely vital because governments are
vital. Even if you are a minimalist and the
most rabid free marketeer, no one could
doubt the role of governments in promoting the role of law in providing for
internal security, a judicial system, and
an orderly system of public administration that is vital for ordered liberty.
Therefore I think that Friedman is
right and wrong - right about what aid
does do, and absolutely wrong therefore
to condemn it fundamentally. Aid can be
extraordinarily important, indeed vital,
where the goal is to bolster governments
that otherwise would fail and thereby
never have the chance to create institutions of economic freedom and rule of
law which would be the foundation for
their future political and economic
development.
This clearly was the concept of the
Marshall Plan founders. In his commencement address at Harvard, George
Marshall put the issue in political, not
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THE UNITED ST ATES SURELY IS
NO LONGER IN THE POSITION
THAT IT WAS THIRTY YEARS AGO
TO DO THIS BY ITSELF. THERE IS NO
NEED TO DO SO.

economic, terms. He doesn't talk about
making Western Europe rich. He doesn't
talk about long-term economic growth.
He doesn't talk about economic development. He said that the goal of aid is to
stabilize economic conditions "so as to
permit the emergence of political and
social conditions in which free institutions can exist." Dean Atkinson put it
even more simply. He said, "We had to
show the Germans that democracy
could work. "
What made the program so fundamentally successful was first that it
underwrote these democratic governments in quite a direct way. The Marshall
Plan did not build infrastructure projects.
What it did, in effect, was give money to
governments by giving them merchandise which was then sold to raise funds
that supported national budgets.
It was a way to finance the governments and to give them enough stability
to go forward . It was a highly conditioned program, requiring economic
reforms , market institutions and international trade. It was also short-term,
which is enormously important in a
successful aid program. The idea was not
to create a dependency relationship
which would last a generation or two,
but rather to help fragile democracies get
started once again. And it was known
from the beginning that this had a very
short lifespan; indeed in effect the
Marshall Plan lasted for just three years.

KEY ELEMENTS OF AID
When I speak about a new consensus
in foreign aid, I believe that these are the
elements that would be most important.
First, it must be delivered for new
governments or governments that are in
extreme political flux, for which aid can
help to stabilize political and social
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conditions long enough for the
government to carry out economic
reform. Second, that the aid should be
conditional. Aid is not a blank check. It
is not delivering the lottery prize without
the lottery ticket. Aid comes with actions
required of the aid recipients, and we
have to be hard-nosed about it because
otherwise we won't produce the
necessary and desired results. Third, and
crucially, aid must be temporary and
known from the start to be temporary.
Indeed if you look at aid to Korea and
Taiwan at the end of the 1950s, the great
burst of reforms for Korea and similarly
for Taiwan came when we told them that
we were winding up the aid. Within two
years, Korea's inefficient, non-reforming
administration was gone; a new
government came and opened up the
Korean economy dramatically because
they saw they had nothing else to live on.
From a base of unbelievably low level of
exports, Korea became one of the great
export powers of the world in the next
thirty years.
The fourth criterion is that aid must
be coordinated with other democracies.
The United States surely is no longer in
the position that it was 30 years ago to
do this by itself. There is no need to do
so; indeed, it is imperative that the
community of wealthy democratic
nations share in this burden of supporting fledgling democracies around the
world, on a basis of agreed and established principles. I regard it as highly
disturbing that there are almost no
agreed-upon principles of foreign
assi~tance between the United States and
the other democracies, and almost no
discussions even about the basis for
foreign aid. When should there be aid?
When not? Which dictators do you
support? Which ones do you not? What
kinds of political conditionalities should
be put on? These are issues of enormous
significance in the world that are not
discussed among our governments.

FROM THE BRINK
OF BANKRUPTCY
From a theoretical or conceptual point
of view, I want to give some basic reasons
why foreign assistance can play a fundamental role necessary to governments
attempting reform. The first and most
important reason is that most of the
governments that are trying to make the
traverse from the second and third world
back to the first world start the transition
in a situation of virtual state insolvency.
Despite all of the pleadings of economists
and all of the demonstrations of successful market economies, developing
countries do not come to this idea of
reform easily or at an early point. Of the
dozens of countries that have made this
shift in the last ten years, almost every
one has done so from the brink of
bankruptcy, in utter and extreme financial chaos.
This is one of the keys to
understanding why these reforms are so
incredibly difficult. Almost every one of
these countries suffers from enormously
high inflation, which is almost always a
reflection of state bankruptcy. A
government that doesn't have the
revenues to pay its bills is going to pay
them by printing money, creating
hyperinflation. In this last decade marked
by nations moving from failed state
industrialization to market reform, there
have been more hyperinflations than in
any previous ten-year period. There were
eight hyperinflations in world history up
until 1951. Since 1985, there have been
16 in South and Central America,
Nigeria, Eastern Europe, and the former
Soviet Union.
This has profound implications,
because inflation itself is perhaps the
most destabilizing phenomenon that can
face a peacetime economy. It leads to
incredible confusion, arbitrary behavior,
panic, and all forms of political instability. It is not an accident that some of the

greatest tyrants in world history in the
modem era have come to power in the
aftermath of extraordinary inflations,
Hitler being the most famous example.
Fiscal insolvency and high inflation
provoke various circles of social disorder;
one is flight from the currency itself. We
know that high inflation can tum into
hyperinflation not even because the
government prints more money, but
because of the population's spontaneous
flight from the currency. Wh~n people
shift to other currencies, there is a
smaller money base on which to collect
this so-called inflation tax, which forces
the government to print even more
money to capture the same real resources
it was capturing before. And so a vicious
circle of spontaneous hyperinflation can
arise from merely poor financial conditions.
But other kinds of vicious circles are
obvious in countries of deep financial
instability where governments are not
powerful enough to pay allies off, to keep
control, and to use the kinds of basic
fiscal mechanisms that all governments
have to keep at least a sense of order.
You get, for example, a contagion of tax
evasion in many of these countries.
When most people are paying their
taxes and the state is healthy, there are
strong reasons why any individual also
should pay his taxes. If he evades them
he is more likely to be caught. But when
you have a general social degradation in
which everybody is evading their taxes,
then it is the rational response of any
individual to do so as well because the
value of being within the official system
is no longer what it was and the costs of
being caught are also vastly reduced. And
so what one has seen in Argentina, in Peru,
in Bolivia, in Russia today, in Yugoslavia
and in Poland is that as countries are on
this downward spiral, tax collections
plummet, tax evasion and other forms of
criminality become rampant, and inflation
therefore accelerates.
It is also a mistake to fail to see that
the breakup of Yugoslavia and the risks
in Russia right now are also related to the

inability of the central government to
provide even the most minimal levels of
social order in the society. There is little
stake in staying in a federation which is
collapsing. There is little sense of staying
in a monetary system which doesn't
deliver even the most basic rudiments of
monetary order and predictability, where
the government no longer holds the
power to collect tax revenues. And so
when I worked closely with regional
leaders in Yugoslavia in 1988 and 1989
in a period of high inflation, the newly
emerging republics of what was still
Yugoslavia were actively asking themselves, "Why don't we just get out7
Federal government is worthless for us."
Beyond its role in backstopping a
government to halt the vicious circles of
insolvency, a second reason why aid is
absolutely needed is that it restores
public confidence. In such circumstances, there is such profound pessimism that the adverse expectations of the
public itself become a factor in the
demise of the social order. Every place
where I personally have worked as an
advisor, the situation has been deemed to
be totally hopeless and on the verge of
civil war before the moment of stabilization. That fact alone cripples the chances
for enough political consensus to move
on a stabilization program.
In Poland in 1989 the expectations
were for starvation. Actually, Poland was
the recipient of emergency food shipments at the end of 1989. Now that
Poland's reforms have succeeded, I am
told almost every day that it was obvious
aid would work in Poland but it won't
work wherever the current crisis is. The
same view almost killed the Marshall
Plan; the sense of what aid could actually
accomplish in Germany, Europe, and
Japan was extraordinarily negative, as it
still is today. Every Russian specialist is
saying that nothing could work, that
market reforms couldn't take place there
either. The same thing was said in Japan
in the 1870s; it was said in Germany and
Japan in 1948; it was said in Korea in
1960; it was said in Poland in 1990. It is
nonsense in all of these cases in my view.

LIFELINES TOO SHORT,
TOO LATE
The bottom line that I am suggesting
is that while reform may be its own
reward and surely is five or ten or
twenty years out for the dozens of new,
highly fragile, bankrupt democracies
trying to make the transition to the
market, a lot of them are going to fall into
chaos, into social upheaval, into civil
violence, or into renewed dictatorship
along the way. Obviously, we are living
in an era where states can't cope without
aid and institutions such as international
bankruptcy that can handle this kind of
financial and social upheaval.
We must understand that these
nations are crossing the river, and a
lifeline from one side to the other is vital.
Once they are on the other side, then
there is a chance for them to make it on
their own. And that is exactly why even
the pittance of aid that we are talking
about had not proved to be enough in
vital cases.
Let me turn to three examples for you.
Poland, Russia , and Algeria are all cases
of countries attempting to make the
move in the last five years from dictatorships with state-led socialist economies to
market democracies. In Poland, there was
a sense of absolute desperation at the end
of 1989. The nation was wracked by
hyperinflation, fear of starvation, ominous talk of civil war or military coup,
and a sense that Poland could never get
back on its feet.
In that one case in Eastern Europe the
United States acted wisely and in a timely
way, almost entirely for domestic political reasons. There were enough proPoland votes in Chicago and Detroit to
matter. And so when Senator Paul Simon
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IT HAPPENS THAT THERE WERE
TWO GREAT BANKRUPTCIES IN
JANUARY 1992. ONE BANKRUPTCY
WAS THE RUSSIAN FEDERATION.
THE OTHER WAS MACY'S
DEPARTMENT STORE.

began the bidding process for aid to
Poland, the Bush administration had to
respond. Fortunately, it responded in an
effective way by championing the idea of
a $1 billion line of credit back to a new
convertible currency in Poland. It was a
limited, discrete, highly conditional kind
of aid not to build a bridge but rather to
put in place the foundation for a fundamental reform.
From inside the Polish government,
this was a Godsend. I believe that
without that promise, the reformers
could not have won over the skeptics
within the government to implement
such a bold and decisive step on
January 1, 1990. Indeed, the whole idea
of a convertible currency for Poland,
which is now unanimously accepted by
analysts of economic transition, was then
opposed by almost everybody. The
International Monetary Fund and World
Bank said it would take five to ten years,
yet it happened overnight with great
skepticism. The Polish zloty stabilized
only because a one-time appropriation
of what seems like an incredibly modest
amount of money had two decisive
effects.
First, the stabilization fund convinced
the government of Poland itself to act in
the direction of the reformers within the
government; second, it convinced the
Polish people that this must be a smart
thing because the West surely wouldn't
put a billion dollars behind it if it were
some crazy idea. With the money in the
bank, the Poles not only took advantage
of this new convertible currency by
cashing in their zlotys for dollars, but the
first day of the reform they brought their
dollars from under the mattress and
turned them into zlotys. Confidence in
the currency, at least in the short term,
was established.
That was the basis for what has
become the leading economic success in
Central and Eastern Europe and the
former Soviet Union. By 1993, what had
been a hopeless basket case on the verge
of starvation and civil war was the fastestgrowing country in Europe. That is not
30
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quite as remarkable as it sounds because
Europe barely grows, but it was growing
at more than four percent in 1993.
In 1994, Poland grew at an estimated
4. 9 percent. Its industrial production is
up 16.7 percent. That is a boom even
by East Asian standards, not just European standards.
Poland was the model that Yegor
Gaidar and Boris Yeltsin hoped to
emulate in December 1991, when Russia
became an independent, sovereign,
democratic federation with the demise of
the Soviet Union. Guydar called for a
stabilization fund in January 1992, saying
quite explicitly that a $6 billion fund for
Russia was vitally needed to provide
support for the ongoing reforms. What
happened in Russia is, I believe, one of
the greatest foreign policy blunders of the
West of the 20th century, or at least
could evolve into that.
Not only was the request not heard
and acted upon, it was absolutely waved
away by the Bush administration, by the
World Bank, by the IMF, and by the
other donors. Russia, it seems, was
simply too big to handle. After all, 1992
was a presidential election year. In a
heated primary campaign in New
Hampshire, Patrick Buchanan was
attacking President Bush for being the
foreign policy president. The constituency within the United States for aid to
Russia, let us say at the very least, was
meager. No Senators were jumping up
and down for support at that vital time.
It took Russia more than a year and a
half to get any form of useable aid from
the West. Until this moment there has
not been a stabilization support fund for
the Russian currency. Today, I wince at
articles talking about the IMF's "moment
of truth" in Russia as it must decide
whether to grant a $6 billion stabilization
fund to the Russians now at war in
Chechnya. Well, with all due respect, this
moment of truth came in 1992, 1993,
and 1994. We faced this difficult decision
today because we utterly neglected this

choice for three years when there wasn't
a violent and brutal war raging within
Russia, and when Russia had not been
taken over on day-to-day policy by a
secretive politburo of hard-liners and
security officers. This painful choice
today is not something that the fates have
thrust upon us, but rather something that
we thrust upon ourselves by our own
neglect.

A TALE

OF TWO DEBTORS
It is stunning to compare the treatment that Russia got with the treatment
of another important debtor that also
went bankrupt at the same time. It
happens that there were two great
bankruptcies injanuary 1992. One
bankruptcy was the Russian federation.
The other was Macy's Department Store.
Because there is no international form
of Chapter 11 bankruptcy, for the
Russian federation, there is no debt
standstill to prevent creditors' rush for
payment. There is still no stabilization
fund. For Macy's, where things really
count, it took exactly one hour of filing
to have a standstill in place on debt
servicing. Two weeks later, Macy's raised
$600 million in a debtor and possession
loan under Chapter 11 . Two weeks. It
took Russia sixteen months to negotiate a
$600 million loan and start getting
disbursements from the World Bank.
The fact of the matter is that we lost a
critical opportunity in 1992. This is a
matter of the utmost timing. If you lose
the support, you lose the confidence, you
lose the expectations, and ultimately, you
lose. At the time, everybody said, "What
could happen? What could happen?"
The truth is that we still don't know what
could happen. We do know that in a
nation as divided and desperate and
confused as a country can be, with

20,000 nuclear weapons, two million
men under arms, and the world's largest
stockpile of non-nuclear weapons of
mass destruction, very bad things can
happen.
In foreign policy, in protecting
ourselves and our children, you don't sit
around and tell a country reeling in
financial collapse that the market is its
own reward. That is exactly what we did.
Now, as it is said that we face this painful
choice, I am no longer sure that we do.
The chance may be too far gone. I am not
optimistic; I believe that it would be
inopportune to give aid now that should
have been given earlier. I'd rather wait to
see whether democrats are really in
power, or whether they are being
dangled forth for our benefit as the war
party proceeds with its efforts.
The third example we can posit is the
lack of cooperation among the G7 and
the lack of any principles in our aid
today. In January 1995, the managing
director of the International Monetary
Fund was touring the world promoting
an emergency assistance package for the
Algerian military government because the
alternative was fundamentalist revolt in
Algeria. Without going into all the
details, even a casual observer can see
that for the IMF and for France to be
calling for emergency aid now is a
pathetic response to a situation which
began at least seven years ago.
At the end of 1988 the Algerian
government faced massive riots and a call
to eliminate the socialist economic
system and non-democratic rule. Indeed,
in 1988-89 the government began brave,
remarkable economic and political
reforms. Democratic elections were set
for June 1991. In 1989, Algeria was like
Poland, Yugoslavia, Russia, Brazil,
Bolivia, Argentina - a collapsed, bankrupt state reeling under massive debt.
Obviously, initiatives to stabilize Algeria
were of vital security concern to Southern

Europe. What was the response? The
French government, Algeria's largest
creditor, sent through the IMF very
explicit instructions to the Algerians that
they must not even think about rescheduling their debts. Japan, the second
largest creditor, sent the same message.
So foreign debt service payments rose
in net transfers to the creditors between
1988 and 1989 from .7 percent of GNP
to 4.4 percent. In 1990, again the
message came: no debt rescheduling, no
ease, not even emergency loans from
France. The debt servicing went up
again, this time to 4 .9 percent of GNP.
Inflation started to soar, as happens with
bankrupt governments, to sixty percent
by 1991.
On June 3, the IMF showed up and
gave a loan under strict conditions, two
weeks before elections were supposed to
occur. The elections were postponed by
fiat for six months. Two months before
the election, with no real money being
offered, the Algerian government did
what the IMF had required, devaluing
the currency and cutting subsidies. In the
elections held in December 1991 and
January 1992, lo and behold, the radical
opposition wins by overwhelming
landslide. The next day, there is a

military coup . Thus ends a chance for
peaceful democratic economic reform.
Thus prompts the call, seven years later,
to support the military government
because it is our least of bad alternatives.
I am afraid that at this point we have
missed vital opportunities. What should
have been the glorious post-Communist
period marked by the developing world's
return to democracy and market economies is now increasingly a destabilized
and fractious world. We still very much
hope for the best, but begin to see some
of the worst risks as not altogether
implausible. And we still have vital
opportunities and hopes that this Kantian
world of democratic states linked together by peaceful commerce can be
brought to fruition. It is not going to
happen by itself, not on our current
trajectory of policies. I think what can be
done is not so hard to see. Thank goodness
the wealth of the industrial world is greater
than at any time in history. We are a $20
trillion democratic industrial community.
Even one percent of our efforts is $200
billion that could be put toward the future
of our security, but to do that we must
establish principles, strategies and international institutions that can help us get the
job done.
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