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GLOBAL EQUITY:

An Action Plan for Global Economic Opportunity

We cannot live for ourselves alone. Our lives are connected
by a thousand invisible threads, and along these sympathetic

[fibers, our actions run as causes and return to us as results.
-HERMAN MELVILLE

In a world rife with tensions—between powerful and powerless countries, between democ-
racy and authoritarianism, and between vast technological innovation and grotesque depri-
vation—America has both the opportunity and obligation to lead. It is dangerously simplistic
to chart our course based on a struggle between good and evil. Indeed, the future will more
likely be driven by our success—or failure—in ensuring that an increasingly integrated world
is more united than it is divided.

The president must lead America’s reengagement with the world, and in leading ensure that
global economic integration is driven by both an inherent logic and a fundamental ethic. His
challenge is to narrow the gap between rich nations able to project power and influence and
poor countries that have been unable to accumulate wealth or reap the benefits of globaliza-
tion. Our security demands that we rise to this challenge, and our prosperity will be enhanced
by the economic stability that a world comprised of capable states, functioning economies,
and healthy producers and consumers can foster. But there also is a moral imperative at stake.
Our commitments to human dignity, equity, and freedom from need can be realized only if we
make every effort to transform them from ideals to reality. We need a new consensus rooted
in the understanding that the management of globalization cannot focus solely on organizing
for the accumulation of capital, but also must include ensuring that access to and the benefits
accrued from global economic integration are more equitably shared.
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It is dangerously
simplistic to chart our
course based on a struggle

between good and evil.

Indeed, the future will

The president must be prepared to undertake bold measures that
extend well beyond tinkering with an approach to foreign aid that
was crafted 45 years ago. To meet today’s challenges, the admin-
istration must champion a strategic development policy, provide
the resources to support it, and integrate the various overlapping
and often contradictory aid agencies, programs, and initiatives
into a single agency imbued with a strategic mission and diverse
capacities.

more likely be driven by
our success—or failure—
in ensuring that an
increasingly integrated
world is more united

than it is divided.

We must transform fundamentally the scope and manner of U.S.
economic engagement with the developing world. We can move
toward that goal by immediately pursuing three key objectives.
First, we must update U.S. foreign assistance legislation, strike
new institutional arrangements, and develop new financing in-
struments that reflect the complexity of the world today and
provide the United States with greater agility in responding to
those complexities. Second, the United States needs a new de-

velopment policy designed to support the emergence of capable
states that are able to engage fully in the global economy, enhance

regional stability, foster economic stability, and counter transnational threats posed by terror-
ist and criminal networks, disease, and environmental degradation. Third, the United States
should launch an initiative aimed at reinvigorating global trade negotiations to enhance market
dynamism and encourage more equitable competition, and thereby set the stage for the more
equitable distribution of trade benefits.

To position the United States to marshal its enormous capacity and authority behind a progres-
sive strategy that can enhance our security and foster increased economic stability while at the
same time setting the stage for greater global equity, our approach must be guided by:
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A commitment to protecting our national interests and our core values
by investing significant budgetary resources in the developing world.
Foreign aid should be a tool for making strategic investments in a safer and more equi-
table world, and not simply a reward for allies or palliatives for the world’s poor. Foreign
aid and trade benefits are the tools with which the United States can help to develop
functional economies, knit together regional markets, and ensure that a majority of
the world’s countries are equitably engaged in the global economy. To assist the world’s
poorest countries to engage in globalization as competitive players and not simply as
beggars, we must invest in structural change by shifting the current paradigm from sim-
ply compensating for state weakness to investing in the creation of capable and demo-
cratic states, transparent and effective institutions, and a sustainable human resource
base. Rhetorical commitments to reducing poverty and expanding the benefits of trade
must be reinforced by political will and backed with significant resources.

A commitment to leadership to leverage cooperation and change. Forg-
ing a new consensus at the World Trade Organization, increasing global commitments
to the Millennium Development Goals agreed to by world leaders in 2000, and using
foreign aid effectively to consolidate peace and counter crisis all require multilateral



engagement. Collective donor action, meanwhile, has the benefit of maximizing re-
sources, reducing transaction costs, and lessening the burden on developing countries
by harmonizing diverse and sometimes conflicting donor policies. During the last five
years—in Iraq, in the global fight against HIV/AIDS, and in international forums called
to increase development financing—the United States has chosen repeatedly to make
unilateral announcements, apparently designed to challenge other wealthy nations, in-
stead of coordinating and using major new aid initiatives to leverage similar commit-
ments from other donors. Reversing this course is critical.

* A commitment to ensuring that trade works for the developed and
developing worlds. In an era of fast-moving change, the fact that globalization has
not yet led to meaningful gains for the world’s poor has undermined trade negotiations,
hampered economic integration, and increased north-south tensions. By demonstrating
that U.S. policies are driven by a commitment to shared values, the United States can
break the current international trade impasse, forge a consensus at home, and set the
stage for globalization driven by both economics and by ethics. Significantly, a new ap-
proach will also yield greater benefits for more people, thus enhancing global security,
economic stability, and prosperity.

CURRENT STATE OF PLAY

The United States is pursuing an incoherent set of policies that lack strategic focus and have
little meaningful impact on global poverty, long-term stability, and growing inequality. The
facts speak for themselves. Three of the world’s six billion people live on fewer than two dollars
per day, and more than a billion survive on half that amount. An estimated 115 million chil-
dren are not in school, and 40 million people are suffering from AIDS. More than 50 countries
are poorer today than they were in 1990. Against this backdrop, the disparity between the
world’s rich and poor is increasing. The world’s ten wealthiest nations, which constitute only
14 percent of the world’s population, are more than 75 times richer than the ten poorest and
account for 75 percent of global GDP! With the rise of the Internet and satellite television,
globalization is making this divide more visible, including to those on the bottom.

Even with significant expansion, global trade has yet to yield sustainable benefits for a majority
of the world’s poorest countries. Low-income countries account for only three cents of every
dollar generated through exports in the international trading system, and although 45 percent
of America’s exports are to the developing world, our investments in those markets are paltry.?
Less than 1 percent of the total global flow of foreign direct investment is going to the world’s
least developed countries.?

The CIA forecasts that existing tensions in the Middle East will be exacerbated by “demograph-
ic pressures . . . to provide jobs, housing, public services, and subsidies for rapidly growing and
increasingly urban populations.” The lack of effective institutions in resource rich countries
will continue to exacerbate problems and they “will foster political, ethnic, ideological, and
religious extremism, along with the violence that often accompanies it.” As was made evident
by al Qaeda’s use of Afghanistan as an operational base, weak states also pose a major challenge.
“In dozens of developing countries,” notes the final report of the Commission on Weak States

CENTER FOR AMERICAN PROGRESS | 183



and National Security, “the term ‘state’ is simply a misnomer.

Rbetorical commitments Governments are unable to do the things that their own citizens
. and the international community expect from them: offer pro-
10 71 educmg poverty and tection from internal and external threats, deliver basic health

expanding the bmeﬁts of services and education, and provide institutions that respond to
. the legitimate demands and needs of the population.”™
trade must be reinforced
&y pojl' tical will and While we allocate substantial expenditures for defense to protect
America, we make only paltry, disorganized and non-strategic in-
vestments in improving the conditions that give rise to a host of
resources. threats ranging from terrorism to disease and environmental deg-
radation. Even with recent increases, the United States in 2004
was projected to spend $15.88 billion on non-military foreign
aid (excluding Iraq) as compared with $450 billion on defense.” As more than 1,500 nongov-
ernmental organizations wrote to President Bush on the eve of the 2004 G8 Summit, “It is
difficult not to question the balance between the allocation of funds for national security and
for international development, neither of which is likely to be achieved if the other fails.”®

backed with significant

The end of the Cold War and the attacks on September 11 have made clear that we must
urgently transform our military and adapt our intelligence system to meet the threats we now
face. Efforts to address these needs have begun. But despite growing recognition that global
poverty, economic disparities, and weak states constitute a modern threat to American secu-
rity, there has been no parallel effort to modernize our foreign aid strategy or instruments to
address these threats. As a result, we are relying on an outdated, incoherent system geared to
the past. Signed into law in 1961 and amended countless times since, the 2,000-page Foreign
Assistance Act includes 33 objectives and 75 priorities. Dissatisfaction with the effectiveness of
foreign aid has led Congress and successive administrations to add layers of rules, regulations,
and guidance to the operations of the U.S. Agency for International Development (USAID),
resulting in a paralyzed bureaucracy that is increasingly unable to demonstrate either effective-
ness or efficiency.

The Bush administration has overseen the proliferation of aid agencies, programs, and admin-
istrators but has failed to charge any single agency or cabinet member with the responsibility
of managing one of the most powerful tools in our foreign policy arsenal. The administration
has diminished USAID’s role, created a new aid agency—the Millennium Challenge Corpora-
tion—established a new office in the State Department to oversee the President’s Emergency
Program for AIDS Relief, developed new aid instruments managed by the White House for
complex emergencies and famine-affected countries, and enhanced significantly the role of
the Department of Defense in managing foreign assistance. As development advocates have
observed: “the administration is dispersing responsibilities and resources so widely that the
delivery and impact of foreign aid may well fall short of expectations, both in countries of
strategic interest and on a global basis.™

Meanwhile, the Bush administration has not acted on the challenges posed by the world’s
weakest states. The president’s Millennium Challenge Account (MCA) was presented as an
antidote to weak and failing states, but in fact the foreign aid investments made through the
MCA are targeted to well-governed countries. With the exception of Afghanistan, only a tiny
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portion of U.S. foreign assistance is allocated to weak states. Though the term “failed state” was
coined for Somalia, which is wracked by poverty and provides ungoverned access to terrorists,
we provide that country less than $1 million per year in development assistance.!

Finally, though successive administrations have advocated a strategy that includes aid and trade,
little has been done to ensure that aid and trade policies are mutually reinforcing. Responsibil-
ity within government for aid and trade is divided between agencies and rarely coordinated.
In some cases—including our agricultural subsidies program—U.S. positions on trade actually
undercut our stated developmental objectives.

PROGRESSIVE POLICY RECOMMENDATIONS AND ACTION TEMS

Given the scope of the challenge, the administration must be prepared to lead a global effort
to dramatically reduce global poverty and chart a new and more equitable course for global
trade. To win support for that leadership role, the president must start at home by setting the
stage for a new relationship between the United States and the developing world by launching a
strategy carried out by revitalized and focused institutions working coherently together, guided
by new development policies, and geared towards maximizing the benefits of globalization for
the world’s citizens.

The president should immediately use the power of his bully pulpit to enlist the support of the
American people and signal to the international community his willingness to lead, by refram-
ing the issues and laying out a new vision. He must make the case that the “war on terror” is
being waged against terrorism but also for a world in which the rule of law prevails, a majority
of the world’s countries are united around common interests, and more of the world’s people
live in peace and prosperity. He must persuade the American people that success requires
increased spending for homeland security and defense to counter immediate threats, but also
much greater investment in development and trade to counter the long-term threats we face.
He should reframe the currently divisive trade debate and set out a vision of a global trade
regime that provides benefits to working families at home and abroad. Finally, he must appeal
to Americans’ strong desire that our country be respected around the world and that our values
prevail.

In particular, the president should move forward on four broad fronts. He should work to
transform foreign aid; support capable, democratic states; reinvigorate global trade negotia-
tions; and ensure policy coherence.

Transform Foreign Aid

Permanent authorization for foreign aid derives from the Foreign Assistance Act. At the height
of the Cold War, most of the developing world was ruled by dictators, and U.S. foreign aid re-
flected the need to enlist anti-communist allies. It focused almost exclusively on states and the
pursuit of strong bilateral ties. No new foreign aid authorization has been enacted since 1985,
as legislators have instead opted to overcome policy and budgetary disputes by dealing with
foreign aid issues through the relevant Senate and House appropriations committees.!! Past
attempts at reform have focused on who controls foreign aid programs, and thus have exacer-
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bated tensions between the executive and legislative branches, fueled an adversarial relation-
ship between the Agency for International Development and the State Department and, most
importantly, failed to address the task of determining what institutions, policies, and tools we
need to address the challenges of the 21* century.

In today’s world, we need a foreign aid policy that reflects a host of new threats—ranging from
terrorism to disease to environmental degradation—that transcend borders. Moreover, global
stability and the structure of our economy demand that we expand the scope and benefits of
global trade to the developing world. The president must confront these challenges, and lead
a bold reform effort that: takes into account the equities of multiple government agencies;
enables the executive branch to operate with flexibility and speed; and provides for appropriate
congressional oversight. Specifically, to succeed on this first broad front, the president should
pursue the following four efforts:

1. The president should immediately appoint a Task Force mandated to draft a new For-
eign Assistance Act in order to enlist the support and involvement of a broad range of
stakeholders from the outset.

The Task Force should be comprised of high-level representatives from USAID, the Depart-
ments of State, Treasury, Commerce and Defense, the Office of the U.S. Trade Representative
(USTR) and the Office of Management and Budget. It also should include four representatives
appointed by the ranking majority and minority leaders of the House and Senate. To ensure
broad congressional engagement, House and Senate leaders should be encouraged to estab-
lish working groups, comprised of representatives of each of the committees with jurisdiction
over the so-called “150 account,” which covers the international affairs budget. These working
groups should both provide suggestions to the Task Force as well as review the proposals issued
by it.

The Task Force should be directed to incorporate the following elements into its draft legislation:

A. The consolidation of foreign aid programs under a single Department for International Develop-
ment Cooperation headed by a cabinet-level secretary. There is no single agency or official with
overarching responsibility—or authority—to formulate development policy or to manage U.S.
foreign aid investments. Consolidation is necessary to maximize the impact of foreign aid.
Cabinet-level representation is required to ensure that development receives the high-level at-
tention it warrants. American foreign aid programs are currently spread across agencies and
unevenly weighted. The relatively independent Millennium Challenge Corporation (MCC),
for example, is regarded as the crown jewel of foreign aid, while the more bureaucratized
USAID has been treated by successive administrations as an afterthought. Global funding for
HIV/AIDS is spread across four agencies: the State Department, the Department of Health
and Human Services (HHS), USAID, and the Centers for Disease Control and Prevention.
The disaggregation of foreign aid has yielded strategic and efficiency costs.

The new department would bring together under one roof what is now USAID, the MCC,
the Office of the Global AIDS Coordinator, and a number of other aid programs currently
administered by State, HHS, and other agencies. The new department would assume overall
responsibility for U.S. international development policy and programs, as well as coordinate
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closely with the Treasury and State Departments, which would retain authority over policies
towards the international financial institutions and security assistance, respectively. The new
department should, however, have the authority to program Economic Support Funds, or
security assistance, consistent with development goals.

B. Budgetary flexibility. Mirroring the proliferation of aid instruments across government agen-
cies, foreign aid allocations in the 150 account are spread across a number of objectives and
programs, with the result that in most countries, program priorities have been legislatively
determined before U.S. government field personnel undertake even a preliminary analysis.
Moreover, conditions placed on aid programming, particularly with regard to Development
Assistance (DA), are such that it can take as long as 24 months to program funds after they are
allocated, and there are more restrictions covering what cannot be done than there are incen-
tives for innovation. As a consequence, strategic opportunities are frequently missed.

To move swiftly and with greater efficiency, the new Department for International Develop-
ment Cooperation should be allowed greater budgetary flexibility. So as to ensure appropriate
congressional oversight, the Department should provide quarterly reports to Congress and
seek congressional approval for special provisions afforded to countries designated as “good
performers.” Specific provisions that would increase flexibility include:

* Line-item contingency funding, set at no more than 10 percent of the aggregate bud-
get, to allow for prompt investments in transitions or other targets of opportunity. By
releasing funds that are otherwise tightly programmed against specific objectives, the
department could respond swiftly to both opportunities and challenges, ranging from
post-conflict transitions to preventive investments designed to shore up weak states.

* The equivalent of “notwithstanding authority” for DA funds allocated to countries
with a satisfactory performance record of at least three years. Easing the considerable
contracting, procurement, and reporting requirements governing DA would allow the
department to make longer term investments in countries that are performing well and
reduce significantly the time required to program funds.

* Consistency in proposal, programming, and reporting requirements for humanitarian,
transitional, and development assistance. Currently, humanitarian assistance provided
by the Office of Foreign Disaster Assistance, post-crisis aid managed by the Office of
Transition Initiatives, and development aid programmed by regional bureaus each have
distinct and inconsistent requirements. Harmonizing these requirements would allow
aid recipients, and particularly nongovernmental organizations (NGOs), to prevent in-
terruptions when implementing programs in countries moving from relief to develop-
ment.

* Authority to pool resources and harmonize aid delivery with other bilateral donors. Spe-
cific bureaucratic requirements presently preclude the United States from harmonizing
aid requirements—such as reporting—with other donors, and also prevent the United
States from combining its aid with that of other donors to foster greater consistency in
aid implementation. Removing these restrictions would reduce transaction costs and
lessen the burden on developing countries.
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* Increased flexibility for balance of payments support to “good performers.” Current
arrangements preclude balance of payments support except to a tiny minority of coun-
tries and instead require that aid be “projectized,” or delivered in support of specific
activities. With greater flexibility, the United States could empower countries that are
performing well to allocate resources according to their national development priorities,
and also help to reduce the burden on governments forced to manage multiple donor
programs.

* The easing of restrictions on tied aid, consistent with agreements reached in the Orga-
nization for Economic Cooperation and Development (OECD). At the OECD’s De-
velopment Assistance meeting in April 2001, the United States agreed to—but has still
yet to implement—the recommendation that foreign aid be “untied,” or freed from the
provision that aid inputs be procured only from the donor country."? The procurement
of goods in the recipient country allows for faster delivery and the opportunity to lever-
age our aid by investing in the recipient country’s private sector.

* Thesignificant reduction of congressional earmarks. Earmarks added to aid appropriation
bills reduce aid effectiveness by predetermining aid priorities, restricting flexibility, and, in
some cases, allocating taxpayer dollars to programs that have no relevance to the develop-
ing world. A cap on earmarks would significantly enhance aid program effectiveness.

C. A grant facility for indigenous NGOs. The new Foreign Assistance Act should include a
special grant facility for indigenous NGOs that provides a streamlined approval process, um-
brella grants that can be used to provide smaller grants to community-based organizations, and
reporting requirements that reflect local capacity while also meeting reasonable demands for
accountability. An expanded indigenous NGO sector in the developing world has increasingly
compensated for state weakness and, more importantly, served to mobilize and respond to the
needs and aspirations of local communities. However, their ability to secure and utilize foreign
aid is constrained by bureaucratic demands, and these organizations are required to meet an

extremely high bar to obtain U.S. funding.

2. The administration should demonstrate American leadership by increasing our share of
international development financing to 0.7 percent of GDP by 2015.

Foreign aid is not the solution to global poverty, but it is a necessary component of a strategy
designed to increase the capacity of the world’s poorest countries and people to improve their
economies, engage in global trade and, over time, reduce their dependence on the developed
world. This level of funding is within our means; under the Marshall Plan, the United States
committed 2.5 percent of GDP over three years.”® But even as overall federal spending has in-
creased, U.S. foreign aid levels have fallen dramatically since the end of the Cold War, from an
average of 0.2 percent of GNP to approximately 0.14 percent in 2003."

Despite growing international consensus that the world’s wealthiest countries should allocate
0.7 percent of GDP to international development, and even with the increases in aid levels un-
der the Bush administration, the United States remains last out of 22 OECD donors in official
foreign aid as a share of national income.” In terms of aid levels as a share of GDP, Sweden
ranks first among the world’s donors while the United States ranks last.' By contrast, the Brit-
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ish government recently agreed to a 9.2 percent increase in foreign
aid by 2008, or an increase from 0.34 percent to 0.47 percent of  \W,; /o 100 allocate
Gross National Income (GNI). The government also announced
its intention to make additional increases aimed at achieving the

0.7 percent target by 2013." for defense to protect

substantial expenditures

By moving towards a goal of 0.7 percent of GDP by 2015, the America, we make only

United States would make a genuine commitment towards doing pg/j‘ry, di sorgan 1zed and
its share and, specifically, to meeting the Millennium Develop-
ment Goals agreed to by the UN General Assembly in 2000 and
endorsed by the United States at that time."® The eight goals— 70 improve those
ranging from halving global poverty to dramatically increasing
gender equality—cannot be met unless and until donors, includ-
ing the United States, significantly increase overseas development 70 @ host of threats.
commitments.

non-strategic investments

conditions that give rise

Non-military foreign aid allocations for FY 2004, exclusive of Iraq, constitute approximately
0.14 percent of GDP; by including the $18.44 billion allocated for reconstruction in Iraq, the
percentage of GDP for 2004 rises to .31 percent of GDP. Assuming that aid levels remain con-
stant, reaching the 0.7 percent goal would require an increase of approximately $34.68 billion,
or the doubling of current total non-military aid levels.

Additional assistance should be allocated towards the proposals outlined in this chapter, in-
cluding contributing the U.S. share towards paying down the debt in Heavily Indebted Poor
Countries (HIPC); creating an initiative for weak and failing states, including a contingency
fund for rapid response; providing full funding for the Millennium Challenge Account and the
President’s Emergency Program for AIDS Relief;" the provision of disaster management grants;
creating the Africa Trade Fund; and creating an indigenous NGO grant facility window.

3. The new administration should increase debt relief in support of this expanded
commitment.

The Heavily Indebted Poor Countries Initiative has allowed the write-off of $50 billion in
developing countries’ debt stock and shifted $1 billion annually from debt service payments to
investments by developing countries in health, education, and other social sectors.? It has not,
however, led to the resolution of the debt crisis. As a first step, the president should build on
the agreement reached at the 2005 G8 Summit to cancel 100 percent of the debt of some poor
countries by ensuring that relief is provided promptly and that similar benefits are extended to
more poor countries over the next 12 months.

4. The administration should move to rationalize the distribution of foreign aid to reflect
a better balance between short-term strategic imperatives and longer term investments
in our security and economic prosperity.

The United States currently provides foreign assistance to 150 countries. Over $27 billion

of the approximately $34 billion allocated for foreign aid in 2004 (including Iraq) goes to
key countries in the Middle East, allies in the war on terrorism, and the participating coun-
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tries in the campaign to control narco-trafficking in Latin

Global Stﬂbi/it)/ and the America. Less than $7 billion—or roughly 30 percent—is
being invested in more than 135 of the world’s low- and
structure Of our economnty middle-income countries.?! While immediate national secu-

demand that we expan d the rity interests will always demand a high percentage of aid in-
vestments, the United States should strive to achieve a 50:50

scope and beneﬁﬁ Of g/obdl ratio by 2010 to ensure that we can meet short-term strategic

trade to the dgyg[opl'ng world.  demands while also making the meaningful investments re-
quired now to ensure our economic prosperity and security
in the future.

Support Capable, Democratic States

At present, the primary policy goal of development assistance is to promote sound macroeco-
nomic policies. Critical as this may be, there is also a need to focus on state capacity across
sectors to promote security, economic stability, and greater global equity. The administration
should incorporate capacity assessments into the planning and program development processes
to determine a country’s capacity to: build and sustain democratic institutions; provide a mac-
roeconomic environment that is conducive to increased trade and greater equity; ensure the
security and rights of citizens; and provide for social development. This approach is consistent
with the philosophy driving the Millennium Challenge Account, which aims to consolidate
the gains made by countries that are investing in their people, promoting economic reform,
and ruling justly. Moreover, it is consistent with an approach to weak and failing states that
aims to fill critical gaps in security, capacity, and legitimacy.

The administration and Congress should work together to ensure that a new policy focus on
capacity building guides all foreign aid investments. Specifically, they should:

A. Launch a major initiative to respond to the challenge posed by weak and failing states. The rise
of extremism across the developing world and the ability of terrorist and criminal networks to
exploit state weakness in Africa, Asia and Latin America make clear the threats posed to the
United States by weak and failing states. The initiative should be consistent with the recom-
mendations of the Commission on Weak States and National Security and based on three
goals:

* Invest in prevention by promoting opportunities for broad-based growth and poverty
reduction, including through increased market access; by supporting legitimate and
democratic institutions by better targeting aid, improving U.S. sanctions policy, and
addressing the link between the extractive industries and local corruption; and by pro-
viding effective U.S. assistance to police and military forces.

 Seize opportunities by allocating resources and expertise to surge capacities unencum-
bered by bureaucratic constraints; by providing prompt and symbolic “peace dividends”
in areas such as debt relief to boost the legitimacy and prestige of struggling govern-
ments; by supporting the development of dependable regional peacekeeping capacities;
and by backing up active and sustained diplomatic efforts.
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* Organize for success by establishing an integrated
development strategy implemented by a single cabi- (.., /i ti0m is ecessary
net-level development agency and by building an ef-
fective information and intelligence strategy that de-

votes increased resources to monitoring key weak and ]FOWZ'gﬂ aid. Cabinet-level
failed states.*

to maximize the impact of

representation is Vequz'rm'

B. Modify the Millennium Challenge Account. The MCA pro- 19 ensure that dgyg[opmgnt
vides grants to countries considered “good performers” ac-
cording to criteria established to judge their commitments
to economic reform, social sector investment, and the rule 77 warrants.
of law. While the basic approach is sound, the MCA’s impact
is limited by the small number of countries that qualify and
by shortcomings in the selection criteria. Three key revisions would expand the MCA’s cover-
age, increase the ability of the MCA to consolidate gains made in some of the world’s poorest
countries, enhance regional economic integration in the developing world, and allow greater
investments in democratization.

receives the high-level attention

First, the criteria should be modified to include a country’s commitment to democratization
(in addition to the rule of law) and to allow for the provision of additional points to so-called
economic anchor countries whose markets are strong and diverse enough to support the de-
velopment of regional markets. Second, no less than 15 percent of the MCA’s overall budget
should be set aside to assist “near miss” countries that almost meet the criteria but require
additional, specific investments to qualify. Third, MCA eligibility should be reserved for low-
income and low-middle-income countries, and prohibited for countries that receive more than
$250 million annually in U.S. foreign assistance from other accounts.

C. Reorient the Presidents Emergency Program for AIDS Relief (PEPFAR). Announced as a $15
billion five-year program (but funded at slightly less), PEPFAR can and should be used to
leverage better international coordination, foster more strategic investments in fighting the
global AIDS pandemic, and signal that the U.S. favors good science over ideology. In the short
term, the president should:

¢ Announce his intention to increase the United States contribution to the Global Fund
for AIDS, Malaria, and Tuberculosis (TB), from $547 million to $1.9 billion,* so long
as that amount does not exceed 33 percent of total donor contributions;

* Immediately sign an Executive Order rescinding the “global gag rule” covering other aid
accounts. The rule prohibits U.S. funding to any entity that provides abortion services
or counseling or advocates for a woman’s right to choose and its imposition has resulted
in the closure of health care facilities in many poor countries;

* Shift policy from an exclusive emphasis on abstinence to one that includes safe sex edu-
cation; and

* Authorize the program to purchase and buy generic drugs, consistent with regulations
developed by the World Health Organization, but without the current time-consuming
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world’s donors while the

requirement that WHO-approved drugs be re-approved by the

In terms 0f 2id levels as Federal Drug Administration.
a share of GDI Sweden Over the longer term, the president should reorient the program
ranks ﬁi’St among the towards two primary priorities: supporting long-term research

and development and addressing the long-term impact of the
epidemic across sectors, with the goal of increasing the capacity

United States ranks last. of affected governments and their citizens to manage and plan

for the structural impact of this AIDS pandemic and other health

crises that may arise in the future. For legitimate reasons, the in-
ternational response to the AIDS pandemic is focused on lowering infection and death rates.
Though laudable, this limited objective drives a response that is more oriented to emergency
relief than to development. While the epidemic is killing literally millions of people, it is also
undermining the very fabric of societies and the capacity of governments: death rates are high-
est among able-bodied producers; critical institutions ranging from the military to educational
systems are being ravaged; and the management of national budgets is being undermined by
the need to make increased investments in health.

D. Expand the scope of humanitarian assistance programs to include substantially greater invest-
ments to prevent, mitigate, and manage disasters. As long as there is poverty, man-made and
natural disasters will continue to have enormous impacts on the developing world. In light of
this, the administration should issue a directive requiring that 10 percent of funding for the
Ofhice of Foreign Disaster Assistance be set aside for transferring disaster management expertise
to local responders. This would mean, for example, that the United States could help create
and invest in a regional Institute for Disaster Management in Nairobi, Kenya, which has been
the central hub for relief operations in Ethiopia, Somalia, Rwanda, Burundi, Tanzania and the
Democratic Republic of the Congo at various times during the past decade.

E. Invest in the capacity of the world’s poorest emerging markets by creating an African Trade Fund
linked to the African Growth and Opportunity Act (AGOA). Passed in 2000 with strong biparti-
san support, AGOA has created jobs and expanded exports for more than 30 eligible countries
by providing a broad range of trade benefits.> The ability of countries to exploit the opportuni-
ties afforded by AGOA or to attract foreign investment, however, has been uneven, in part be-
cause of critical capacity gaps. The president should direct the U.S. trade representative to con-
vene representatives from the Departments of Labor, State, Treasury and Commerce, USAID,
and the trade agencies (i.e., Export-Import Bank, Overseas Private Investment Corporation
(OPIC), and the Trade and Development Agency) to develop a comprehensive African Trade
Fund to provide training to all AGOA-eligible countries in: assessing regional competitiveness;
identifying new markets; gaining access to U.S. and other financial markets; meeting phyto-
sanitary and other guidelines; meeting core labor and environmental standards; developing
new credit facilities for small and medium enterprises; and improving revenue collection.

Reinvigorate Global Trade Negotiations

The president must make clear that he can both deliver to constituencies that are currently at
odds on trade and chart a course that answers legitimate domestic and international concerns.
Significantly, he must move away from “competitive liberalization” and its focus on multiple
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bilateral trade agreements targeted to relatively small markets and
instead shift toward making a genuine commitment to multilat- 77, o /i1inistration

eral trade arrangements. To signal a new approach, the president . .
should: should issue a directive

that 10 percent of

1. Propose a “grand bargain” on agricultural subsidies at the .

next round of World Trade Organization (WTO) talks by fu ndi ng fb r the Oﬁce

agreeing to act innovatively upon the recent WTO ruling Of Fo;ngz'gn Disaster

on U.S. cotton subsidies. . .
Assistance be set aside
In response to these developments, the president should announce fbr tmnsférring disaster
that the United States intends to transfer funds previously allocated
to cotton subsidies to incentive-based investments in the research
and development of clean biofuels and offer developing countries  /oca!/ V€Sp07lﬂl€75.
assistance in diversifying their energy policies in exchange for their
agreement to a six-year deadline for the transition. Such a “grand
bargain” would be a first step towards overhauling U.S. agricultural subsidies policies in prepa-
ration for the 2007 Farm Bill, with significant benefit to our domestic competitiveness and
considerable gain for the developing world.

mandgement €Xp€7‘l’i§€ to

Protectionism and subsidies by industrialized nations cost developing countries approximately
$24 billion annually in lost agriculture and agricultural income, while trade-distorting mea-
sures displace more than $40 billion of net agricultural exports annually from developing
countries.”” New research suggests that the elimination of tariffs and other barriers globally
would “lift at least 500 million people out of poverty during the course of 15 years; create
long-term economic benefits to developing countries of $200 billion per year; and enable in-
dustrial countries to convey approximately twice as much gain to developing countries as they
currently provide through foreign aid.”?* Meanwhile, the benefits to the United States also are
significant, as the production of biofuels would open up a new competitive agricultural sector
and, over time, reduce America’s dependence on foreign oil.

In September 2004, the WTO ruled against the United States and in favor of Brazil when it
determined that U.S. cotton subsidies are in fact export subsidies and not, as the United States
contends, production subsidies. Brazil’s victory signals a day of reckoning for a policy that
sustains the U.S. agricultural sector but provides for little of the innovation that might render
domestic agriculture globally competitive. The landmark legal case also marks a fundamental
shift in the balance of power within the WTO, where developing countries have begun to as-
sert their positions more effectively in the “Doha Development Round” of international trade
talks, which began in 2001. To address this shift, and also to pave the way for more construc-
tive negotiations in the Doha Round, the president should propose to Tony Blair that represen-
tatives of the “G20,” the developing countries that have joined forces in WTO negotiations, be
invited to the June 2005 G8 meeting for consultations on the next trade round.

2. Appoint a high-level panel comprised of labor, business, and development community
representatives to outline the concrete steps to be taken by the United States in support
of the International Labor Organization’s (ILO) World Commission on the Social Di-
mensions of Globalization.”
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Comprised of representatives of labor, business, government, and NGOs from the developed
and developing worlds, the ILO Commission has put forth concrete recommendations that
take into account the need for balance between global governance and national priorities,
reflect the need for productive yet equitable markets, and foster coherence between economic
and social objectives. The European Union has already issued a report outlining how it is now
implementing and how it intends to implement the Commission’s recommendations, but the
United States has not responded in detail.”* Given the Commission’s success in forging a com-
mon vision shared by labor, business, wealthy and poor countries, the United States has an
opportunity to promote greater consensus at home and abroad by outlining its plans for imple-
mentation. The high-level panel should be appointed immediately and be required to report
within 120 days so that consultations can be completed within the executive branch and with
Congress as soon as possible. Members should include representatives of organized labor, the
domestic agricultural sector, major as well as small and medium business enterprises, former
government officials, NGOs, and academic experts.

3. Mobilize export credit agencies to expand the role of small- and medium-sized Ameri-
can enterprises and increase local investment.

The share of America’s GDP that comes from exports has tripled since 1960, and small- and
medium-sized businesses in the United States have expanded significantly their share of export
credit agency facilities since that time. At present, the export credit agencies of the OECD
countries together provide in the range of $70 billion per year in debt capital. Despite these
facts, the Bush administration has reduced the budget of the Export-Import Bank by 25 per-
cent, even while the United States counts on the developing world for 45 percent of our total
exports. To expand the benefits to small- and medium-sized American businesses and to the
emerging private sector in the developing world, the administration and Congress should rein-
state Export-Import Bank funding and restore it to FY2001 levels.*

Furthermore, in a manner consistent with the Commission on Capital Flows to Africa’s recom-
mendations, the Department of the Treasury, the Department of State, and the Export-Import
Bank should mount an aggressive campaign to secure OECD agreement to: (1) extend repay-
ment terms from 10 to 20 years for the world’s least developed countries (LDCs); (2) raise the
credit ceiling for local costs in LDCs from the current 15 percent to 50 percent of the export
value, thus increasing financing for critical projects in infrastructure and other sectors where
local costs are high; and (3) offer guarantees and loans in local currency for LDCs.* Taken to-
gether, these steps would expand U.S. exports while increasing the volume of capital invested
in the developing world.

4. Launch a public-private partnership with major financial firms to create Global Devel-
opment Bonds to generate increased capital investments in the developing world.

The president should immediately instruct the Department of the Treasury to determine the
viability of Global Development Bonds, a concept developed by the Energy Future Coalition,
which would provide a new class of debt securities that could be created by any country with
a capital market and would increase the percentage of development financing provided by the
private sector.’ Treasury should be mandated to consult with representatives of the U.S. finan-
cial markets on the development of these bonds, and to work with Congress on authorizing
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OPIC to provide risk insurance as soon as practicable. The use of these bonds would engage
capital markets more broadly in the developing world by providing a securitized, rated, and
tradable product that uses private sector market enhancement mechanisms and limits govern-
ment involvement to political and foreign exchange risk management.

Ensure Policy Coherence

The president should create a joint National Security Council-National Economic Council
directorate within the Executive Office of the President. The directorate should be staffed by
experts with experience in the Departments of State, Treasury, and Defense, the Agency for
International Development, the Office of the U.S. Trade Representative, the Office of Manage-
ment and Budget, and the intelligence community. Its mandate should be to liaise with the
Task Force created by the president to draft a new Foreign Assistance Act, manage its review
by relevant agencies and by principals, and over the longer term, coordinate development and
trade policies to ensure that the government can more effectively and systematically promote
mutually enforcing policies across departments.
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