
Melanne VerveerTo:

From: Kirsten Moy, Director

Date: February 12, 1997

Louisville Community Development BankRe:

In an effort to keep you informed about the CDFI Fund and its 
activities, starting with this memo I will occasionally be sending 
important and newsworthy information such as the attached.

COMMUNITY DEVELOPMENT 
FINANCIAL INSTITUTIONS FUND

On January 23rd, the Louisville Community Development Bank opened 

its doors. The bank will serve Louisville’s most distressed 
neighborhoods and is located in Louisville’s Empowerment Zone. I 
joined Mayor Abramson, whose initiative launched the bank, 
Kentucky Lieutenant Governor Henry, and representatives of private 
sector investors such as Fannie Mae for the opening ceremony. The 
CDFI Fund is providing a $2 million equity investment as well as 
$336,500 for technical assistance. Per our program requirements, this 
investment will leverage over $30 million in equity and pledged 
deposits provided by almost 300 corporations, financial institutions, 
individuals, and other public and private entities.
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St* Louisville
w v Development Bancorp, Inc.

February 4, 1997

Dear Kirsten:

Sincerely,

IL tj.,

INHWdG i

Ms. Kirsten Moy, Director
Community Development Financial Institutions Fund
U.S. Department of the Treasury
1500 Pennsylvania Ave., N.W.
Washington, D.C. 20220

We appreciate the help you have given us in developing and successfully 
opening the Louisville Community Development Bank.

Kelly Downard
President
Louisville Community Development

Bank

Thank you so much for joining us at our Opening Ceremony for the 
Louisville Community Development Bank. We were so pleased that our 
negotiations worked out so that CDFI could be a featured part of our program, 
and we especially appreciated the endorsement from Secretary Rubin.
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P.O. Box 11700
2901 West Broadway
Louisville, Kentucky 40251 -1700

502-778-4000
502-775-5232 fax

Kim Burse
President and CEO
Louisville Development Bancorp, Inc.
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LOUISVILLE COMMUNITY DEVELOPMENT BANK OPENS
WITH RECORD FUNDS AVAILABLE FOR INNER-CITY NEIGHBORHOODS

The 10 a.m. ceremony at the Bank’s headquarters, 2901 W. Broadway, featured 
presentations by:
* Louisville Mayor Jerry E. Abramson, who first launched the idea for the 
development bank more than four years ago and secured a $4 million federal 
investment to help capitalize the Bank;
* representatives of local banks and other investors who purchased $10 million in 
stock to start the Bank;
* representatives of hundreds of agencies, corporations and individuals who 
pledged purchases of $21 million in Certificates of Deposit before the Bank 
opened, to give it a running start on its loan funds;
* representatives of the 100-member citizen Empowerment Zone Board, which 
called for creation of the Bank and helped insure neighborhood involvement;
* and national partners from Washington and ShoreBank in Chicago who played 
key roles in developing the Bank.

The Louisville Community Development Bank is a keystone of Louisville’s 
Empowerment Zone. The Bank will focus its lending and banking services 
exclusively in 11 inner-city neighborhoods including the West End, Shelby Park 
Phoenix Hill, and Smoketown.

The Bank has garnered more than $31 million in stock investments and pledged 
deposits from almost 300 corporations, individuals, government, public and civic 
agencies. This achievement is a first in the country for any known bank, and it 
translates into funds usable for business and development projects in Louisville's 
inner-city neighborhoods.

The Louisville Community Development Bank celebrated its Grand Opening 
today with congratulations from U.S. Treasury Secretary Robert Rubin. Kentucky 
Lt. Gov. Stephen Henry, U.S. Rep. Anne Northup and other dignitaries, plus a 
dramatic announcement.

CONTACT:
Jerome Hutchinson, Jr. 
(502)491-7266
Bank No; (502) 778-7000

P.O. Box 11 700
2901 West Broadway
Louisville, Kentuck/
40251-1700

FOR IMMEDIATE RELEASE
January 23, 1997

Louisville
Community Development Bank

It's more than a bank.



Page Two - Louisville Community Development Bank

Fannie Mae’s agreement to invest in the Bank was its first selection of a 
Community Partner in its plan to increase homeownership and affordable rental 
opportunities across the U.S.

Lisa Richter, Managing Director of Shorebank Advisory Services in Chicago, 
which provided early consulting to the Bank, cited these “firsts” for the Louisville 
Community Development Bank:
* It is the first Bank of its kind to have equity investments from virtually all of the 
commercial banks in its city.
* It is one of the first banks known anywhere to open with more than $20 million 
in deposits already pledged and soon to be available for lending.

Dignitaries participated in a ceremony of planting seeds, to represent the Bank's 
intended role in “growing the seeds of opportunity” for its target investment area. 
The seeds sprouted “flowers” labeled with benefits such as expanded 
businesses, improved home ownership, and other benefits the Bank is striving to 
provide for the inner-city.

Also in attendance were officials from the U.S. Department of Housing and 
Urban Development. The City of Louisville in 1995 won a $4 million Economic 
Development Initiative grant from HUD - the largest such grant awarded that 
year, and the first in the country used as a non-voting stock investment in a 
private bank. The arrangement has since become a HUD model for similar 
grants in other communities.

The U.S. Treasury Department is close to making a $2 million investment in the 
B a nk through its Community Development Financial Institution s Fund. Ms .Moy 
quoted U.S. Treasury Secretary Robert Rubin as saying that “The launching of 
the Louisville Community Development Bank represents a landmark in private 
sector-driven approaches to neighborhood revitalization.”

Others who brought congratulations at the ceremony were Kirsten Moy, Director 
of the Community Development Financial Institutions Fund of the U.S. Treasury 
Department; and Suzanne Parker, Director of Housing Investments for Fannie 
Mae.
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COMMUNITY DEVELOPMENT BANK

OPENING REMARKS

Thank you, Kim.

On Monday, I was privileged to be invited to attend President Clinton’s 
second inauguration in Washington.

Shivering there in the cold, perhaps I was more struck by the President 
risking pneumonia by taking his coat off then I was by the speech, but when I 
heard these lines, they struck a chord.

With help from the Clinton Administration, city government has been the 
catalyst in creating—not a government program—but this private sector, for-profit 
financial institution which— by seeking to create wealth, new businesses and new 
jobs in disinvested areas of our city— is aimed at giving people the tools to help 
themselves.

And I believe that is the essence of what we are trying to do here today in 
opening this new Community Development Bank.

The President said, “As times change, so government must change. We 
need a new government for a new century, humble enough not to try to solve all 
our problems for us, but strong enough to give us the tools to solve our problems 
for ourselves.”

I look around this room and I am amazed that we are here today, 
celebrating the founding of an institution that I believe holds the potential to be the 
most powerful vehicle for economic revitalization that western Louisville and our 
other inner-city neighborhoods have ever known.

And I must add that it is an extraordinary accomplishment — something of 
a miracle, really — that we have come to this day, after five long, difficult and 
challenging years of work. Creating a bank from scratch is not for the faint of 
heart. And it’s definitely not in the job description for Mayor.
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It is a bank.

Their answer was simple and straightforward: Create opportunity. Give 
people a way to better themselves, to move up the ladder of success, to build 
wealth and build up their community and they won’t want to tear it down.

And the law firms of Wyatt, Tarrant and Combs, Brown, Todd and 
Heyburn, and Stites and Harbison, who had no idea what they were getting into 
when I called them up and asked if they could do a little pro bono work for us.

We put together a task force of some of our best banking partners and 
people involved with business development and housing development and 
government programs that support small business, and we asked them to take 
inventory of what existed and figure out what was missing.

It all started with the LA riots in 1992, when I convened a group of 
African-American business and religious leaders and asked them to help us figure 
out how to make sure that nothing like that ever happened in our community.

And their answer, again, was simple and straightforward: For the short 
term, we need summer jobs for kids. For the long term, we need to create a 
powerful vehicle that has the capacity to begin to reverse the decades of 
disinvestment that has sent our inner city neighborhoods into a spiral of decline.

We need a new institution that is well-capitalized, self-sustaining and 
entrepreneurial -- driven by the same hard-headed rigor that drives hanks — but is 
focused on bringing about economic development in western Louisville and other 
inner city neighborhoods.

At about the same time, a candidate for President named Bill Clinton 
started talking about the South Shore Bank in Chicago and its 20+ year track 
record as a catalyst for economic revitalization in South Shore Chicago. And 
that’s when we started figuring out the answer: It isn’t a government program 
like a bank that we were after.

I look around here today, and Ijee so many partners who made such an 
enormous contribution to getting us here...Kim and Kelly, of course, Barry 
Alberts and Carolyn Gatz from my staff, Morton Boyd, who began as a skeptic 
and ended up as Chairman of the Board. Our investor partners from the private 
sector, HUD officials, representatives from our mentor SouthShore Bank and 
Kirsten Moy from the CDFI.



3

They take deposits from people all over the community and leverage those 
dollars into good, solid loans that earn a profit for the bank and keep it going to 
make more loans tomorrow and the next day and the next.

I believed in that idea. I believed that this initiative offered us the best hope 
yet for creating a new vehicle that could really make a difference in the long run 
that I put the full weight of my administration behind it.

They take deposits, they safeguard your deposits for you, they meet all the 
regulators’ requirements for safety and soundness, they invest their deposits and 
have them insured by the FDIC and make loans to your neighbors to build wealth, 
create jobs, and keep the lifeblood flowing through the community.

Those were difficult and complex negotiations -- and their success is proof 
that President Clinton means it when he talks about inventing a new form of 
government that supports the efforts of communities to help themselves.

For five years, we were driven by the logic of it - by how much sense it 
made -- The power of a bank to help build community -- what banks did on the 
frontier, what they did when most of America’s cities were small towns, what they 
do today:

But I also found a significant group of private sector leaders and partners 
who were willing to sign on -- to give this bold new strategy a chance -- and to put 
their money into it. So we obtained initial commitments for $6 million in private 
investments and grants to the non-profit that will work hand-in-glove with the 
Development Bank.

Then, in 1994, when we were developing our Empowerment Zone strategy 
for the mner city, I went looking for investors, and I found some skepticism.

Of particular note among those investors, as you’ve already heard were 
Louisville’s banks. We have a great banking community in Louisville — an 
outstanding banking community, committed to serving all quarters of this 
community and extraordinary in their ability to work together to make things 
happen.

Banks don’t ask for charity and they don’t ask you to give your money 
away.

And over the nexttwq years, we; found major federal and national partners 
at HUD, Fannie May and the new Community Development Financial Institutions 
Fund -^federal partners willing to undertake the difficult challenge of tailoring 
their investments to make them work as equity capital invested in a bank.
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Together, they combine top executive management experience, with deep 
roots in the community, solid banking background, with plenty of experience at 
the hard work of actually making things happen.

And judging from the tremendous success of the pre-opening campaign for 
deposits, I’d say they’ve already proven the tremendous advantage that their 
personal credibility and know-how offers this fledgling bank.

Focused ruthlessly and working with a non-profit affiliate whose mission is 
to generate new small businesses and make them bankable.

Proving that concept is the challenge that confronts Kelly Downard and 
Kim Burse. And I must tell you that nothing that we did over all those five years 
was more critical to the prospects for success for this new institution than the day 
we landed Kim Burse as the CEO of the Bank Holding Company and Kelly 
Downard as the President of the Bank.

Lisa read of the record of “firsts” that this bank represents, and I will add 
another, crucial First: We are the first Community Development Financial 
Institution in the country that has been able to attract top-flight LOCAL talent to 
lead the institution -- a feat that means that this bank should hit the ground 
running.

We’ve seen that in affordable housing, in the Housing Partnership, in many 
projects on which we have joined forces. And virtually all of them are represented 
here today as investors in this bank, this special bank that will forge the way for a 
new banking relationship between the community it serves and the broader 
banking sector.

Why would these outstanding banks in Louisville invest in a “competitor?” 
Because the Louisville Community Development Bank is born of one simple 
business strategy: Carve out your niche and Focus, Focus, Focus.

This bank’s mission -- its very survival - will depend on finding or 
generating new markets for good, solid loans in its target areas -- loans that all its 
banking partners will help it make through participation in which they will spread 
the risk - and leverage the resources.

After careful analysis beginning with those first meetings five years ago, the 
partners working on this project - both from government, from the community 
and from the banking community - came to believe that there are latent markets 
for specialized community development loans that a bank focused ruthlessly on 
finding those loans can uncover.
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work..

Not with a handout, but with a hand up -- and a small business loan.

This bank is a platform for working together to bring new life into our most 
difficult neighborhoods — through the same hard-headed, hard-charging, 
entrepreneurial energy that helped make this community a great place to live and

Now we — Kelly and Kim and all of us who are now their partners -- have 
to build on this remarkable record of accomplishments leading up to today’s 
Grand Opening. This Community Development Bank is a place where all of us 
who care about Louisville and the future of our community can come together in a 
new way.

Black and white, rich and poor, this bank offers us a platform to do more 
than wish we could help change the poverty and despair that leads to violence and 
decay in our inner cities.
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Loans help add dollars, life
to low-income neighborhoods
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grandmother left her in Parkland. ■ 
here’s what she said a banker i
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you won t be able to open a
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SHOWPLACE: Builder
James Morrow erects his 
home in Park DuValle 
neighborhood. B4

Bv KAREN MERK 
The Courier-Journal

When Saa J. Hurt wanted to in­
vest S88.000 in the house her

J
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to see a bakery or a dry cleaner 
open near their home should 
make an effort to invest their sav­
ings in an entity that would sup­
port such ventures, rather than in 
a conventional bank, which might 
or might not do so. "That would

y
I-.?:.':

Hurt, reflected in a bedroom mirror, invested $88,000 in 
renovating the house left to her by her grandmother.

■n 10 ofJthe^ city's lowest-income, small businesses and homeown- be something that would help 
u._> . ers  w promote economic them from two different angles."

growth and job creation in the I--------- — *------1------------ "

See NEW
Page 4. col. 1. this section
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checking or savings account, and pany are designed to suppon ad- tional mortgages, except as a 
it won’t offer consumer loans, ditional small businesses there partner with other banks.
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PHOTOS BY BILL LUSTER. THE COURIER-JOURNAL

Saa Hurt said fixing up her house on Virginia Avenue was "reinvesting in the neighborhood."

I

said Kim Burse, president of the and elsewhere. But the bank will offer home­
bank's holding company. "We want to focus people on improvement loans, as well as

cates of deposit at competitive does you some good, as well as
rates — and tum that money your community." Burse said, 
around as loans to entrepreneurs. She said people who would like

" ■■ 1 
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told her:
"He said 1 could take that mon-■ i

ey and go to the suburbs and get [
something really nice.' she said.

But Hurt didn't want to move to 1
the suburbs. Her mother lives just
across Virginia Avenue, and the I
house holds fond memories.
What’s more, she said. "I looked
on it as reinvesting in the neigh­
borhood."

It's that sort of commitment
and reinvestment that's a major
goal of the Louisville Community
Development Bank, which will
have its grand opening today.

The bank, a for-profit institu­
tion modeled on a similar venture
in Chicago, is a cornerstone of
Louisville's multimillion-dollar
"empowerment zone" effort to in­
crease job opportunities as well
as business and home ownership
j ■

highest-enme neighborhoods, in- i
eluding Parkland. growth and job creation in the Improving housing stock will

It's not a traditional bank — target neighborhoods. be one of the bank's pnorities. At
you won't be able to open a The bank and its holding com- least for now it won't offer tradi-
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penence in dealing with contractors, investment if she sells the house she 

••if a person by themselves is trying feels she's getting her monev's worth

whelming if you've never done it be- ing too much in a remodeling job '— 
lore Burse said Snmptimi>c nonnlo mirrio ~rc i.___ :_______

I

not sure that the Community Devel- As the Community Development 
opmeni Bank's expertise, had it been Bank - and the other business-boost-

Hurt said she's glad she staved 
"If I had moved to the East EEast End.

suited a lawyer and is considering fil- esting architecture, Parkland "is a 
lnB su'* beautiful part of town."

With some work still undone, she 
said she has already spent substan- 

But she's not sorry. While Hurt
BANK OPENING FESTIVITIES
■ Today: Grand opening celebration for charter investors, who 

have pledged more than $12 million so far, and key people who 
had a role in the bank's creation.
■ Saturday: A neighborhood open house from 1 to 5 p m. at 

the bank, 2901 W. Broadway. The public is invited

Continued from Page B 1

want to buy a house and improve it. tialTy more than sheVanned "” ""' 
One benefit is that these customers But she's not sorry. While Hun 

will have as a resource the bank's ex- readily admits she'll never recoup her 
penence in dealing with contractors, investment if she sells the house she 

"if a person by themselves is trying feels she's getting her money's worth 
io handle that whole massive scenar- by enjoying it "while I live."
io. then it becomes somewhat over- Conventional wisdom is that invest-

lore. Burse said. Sometimes people might not pay off in lower-income 
fear angering the contractor and “are neighborhoods like Parkland.
not as stern as sometimes maybe they "It's like a glass ceiling on appre- 
<hoiild be about things getting done ciation." said LaQuita Washington, a 
ui1-' 'vav they want them real-estate agent and member of the

l.ldei ly people, for example, might community board that's helping direct 
want to make their homes more ac- the empowerment-zone efforts "It's 
cessible bur fear being cheated bv un- discouraging. "
-crupulous contractors, she said' The But one of the goals of the Commu- 
bank. as an iniermediary with an in- nity Development Bank is to encour- 
terest m protecting its investment, age more home-improvement efforts, 
can give them guidance. so everyone's property values rise.

"Our role is lo actually have some Hun, a former federal employee 
long-term impact on the change of who retired a few years ago from the 
landscape." Burse said. "We don't Louisville-Jefferson County Office for 
want to have people just renovating Economic Development, is optimistic 
homes and the quality of that renova- about the bank and other empower- 
non not be what they want, because mem-zone efforts.
that doesn't achieve anything either." She said in the past couple of years 

Hun's ambitious renovation includ- she's seen more people in her neigh­
ed adding a second floor with bed- borlmod taking pride in their proper­
loom. walk-in closet and luxury bath; tv. Across the street, two houses have I 
and three decks — one with a hot tub been remodeled recently and a new 
She financed much ol the work one was built on a vacant lot, 
tnrough sayings. Burse said she wasn't surprised at

She said shes had her share of Hurt's experience with the banker 
irouble with contractors, though she's who urged her to leave Parkland 
not sure that the Community Devel- As the Community Development 
opmeni Bank's expertise, had it been Bank - and the other business-boost- 
avadable then, would have helped ing entities that are part of the hold- 

, , ing company — get rolling and start
She said she d already paid $35,000 achieving their goals. "People won't 

io one of the contractors when he have the question, 'Why are you 
went bankrupt and didn't finish the wanting to stay there?' We hope to 
work A series of contractor errors change that response over time — 
meant she paid three times the bud- that's what we’re all about.’’ 
geted amount for her new bathroom. Hurt said she's glad she staved
bhe even suffered carbon-monoxide "If I had moved to the East End
poisoning when a furnace vent was the traffic would have gotten me " 
covered wiih a plank She has con- she said With its tall Irees and inter-
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rThe Quiet Revolution
Diane B. Bendahmane
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Ecuador, El Salvador, Guatemala, g HHHHHI
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n the wall over my desk 
hang two multicolored 
(maps portraying the ad­

vance of a quiet revolu­
tion that is altering the 

human condition without much no­
tice in the popular media. During the 
past 30 years, programs to reduce in­
fant and child mortality have made 
inroads in virtually every region of 
the world. The 1960 map is predomi­
nantly yellow and orange, the colors 
signifying mortality rates of 125 per 
1,000 or higher for children under the 
age of five. In the 1992 map, many 
countries have graduated to purple, 
green, or gray—colors indicating 
much lower mortality rates (74 per 
1,000 or fewer). With the exception of 
a number of countries in sub-Saharan 
Africa and a few in Asia and the Near 
East, most of the world has escaped 
the yellow range, and even regions 
that would have been considered 
"developed" in 1960 have progressed. 
The United States, Canada, and most 
of Europe, for example, moved up 
from green (25-49 deaths per 1,000) to 
gray (fewer than 25 deaths per 1,000).

The maps were published by the 
U.S. Agency for International Devel­
opment (USAID) as part of its Eighth 
Report to Congress on Child Survival, 
which celebrates through vivid charts, 
graphs, and photographs the agency's 
many successes in this area. USAID's 
Child Survival Program was launched 
in 1985. Its hallmark was a "package" 
of health interventions aimed at re­
ducing child mortality: oral rehydra­
tion therapy, immunization, im­
proved nutrition, treatment of acute 
respiratory infections, and promotion 
of child spacing. According to USAID 
Administrator J. Brian Atwood, infant 
mortality has declined about 10 per­
cent since the program was unveiled 
in countries his agency assists. Certain 
high-mortality countries were desig- | 
nated for "emphasis," including Bo- & I 

livia, the Dominican Republic, |
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Child Survival Comes of Age

I

The Cruel Paradox

Grassroots Development 18/2 1994 3

longer a matter

of humanitarian

relief; it is key

to sustainable r
development

for the next

century.
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Haiti, Honduras, Nicaragua, and Peru 
in Latin America and the Caribbean. 
Infant mortality has decreased in all 
nine countries (see figure 1).

Throughout the developing world, 
infants and children who would have 
died 20 or 30 years ago from readily 
preventable diseases, such as diar­
rhea and measles, survive the vulner­
able first five years of life because of 
improved health care. Between 1965 
and 1986 in developing countries 
overall, there was a 5 percent increase 
in the number of infants surviving the 
first year of life. Coupled with im­
provements in survival for children 
aged one to five, this has pushed up 
life expectancy in developing coun­
tries from 50 years in 1965 to over 
60 years in 1986 (World Bank, 1988).

Too many children, like this girl from 
Pilcuyo, Peru, live in communities 
coming apart from the pressures of 
increased poverty, population, and 
environmental degradation. Reversing 
the trend means rethinking structural 
adjustment policies that preclude 
investments in the human capital of 
tomorrow.
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What is happening to these children 
who are "surviving" today thanks to 
the efforts of USAID, the World Health 
Organization, UNICEF, governments, 
and the other development organiza­
tions that marshaled their forces to 
wage this campaign? Is it true, as Fe­
derico Mayor, director general of the 
U.N. Educational, Scientific, and Cul­
tural Organization (UNESCO), has 
said, that the survivors have become 
victims of a "cruel paradox" which 
condemns them to a world in which 
their "prospects for self-betterment are 
diminishing?"

If we could somehow "map" the 
status of the beneficiaries of child 
survival programs, as child mortality 
has been mapped, it would be appar­
ent that Mayor is correct. Today's
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Let us flesh out these general state­
ments with facts and figures, starting 
with the most unassailable. By virtue 
of the fact that most live in develop­
ing countries, victims of the cruel 
paradox are poor. Per capita income 
is just $370 per year or less (in 1991 
dollars) for 23 developing countries, 
including Haiti, the only Western 
Hemisphere country falling in this 
group. Close to 2.5 billion people live

in those countries, and a high per­
centage of them are children or youth 
(World Bank, 1993). Latin American 
countries fall mainly in the middle­
income group, with per capita gross 
national products (GNPs) in the 
$1,300 to $2,500 range, but some join 
Haiti in the very-low category, in­
cluding Nicaragua, Honduras, and 
Bolivia (see table 1). These statistics 
are somewhat deceptive, of course, 
because incomes are highly skewed 
in the region. Large pockets of 
poverty exist even in the more afflu­
ent countries, and the numbers of the 
poor are growing. Children and 
youth bear the brunt of this poverty. 
Some experts estimate that by the 
year 2020 there will be 300 million 
urban minors in Latin America, 30 
percent of them very poor.

In recent years, conditions have 
been slipping. Poverty has deepened 
in developing countries unable to 
grow during a worldwide recession, 
and unable to stay upright with 
heavy debt burdens weighing them 
down. World Bank figures estimate 
that the percentage of people in ex­
treme poverty in Latin America and 
the Caribbean has grown from 22.4 
percent in 1985 to 25.5 percent in 
1990. Other indicators, shown in 
table 1, depict a region in decline 
throughout the 1980s. While family 
incomes have dropped during the 
worldwide recession, states have 
been forced by international lending 
banks to undertake structural read­
justment policies that slash public 
services in health, education, and 
food. A draconian regimen has been 
imposed that more-developed coun­
tries would not stand for. There is 
now some interest by big lenders to 
soften the impact on the poor, but it 
has been late in coming.

While poverty was once largely a 
rural phenomenon in developing 
countries, today it has moved to the 
city. During the past three decades, 
millions of children and youth have 
been swept along with their parents 
in a massive tidal flow of population 
from the countryside. In Latin Amer­
ica the pace of urbanization is espe­
cially rapid; the region was 71.9 per­
cent urban in 1990 and will be 83.4 
percent urban by 2020 (USAID, 
1992). The barrios, favelas, pueblos 
jbvenes, villas miserias, and poblaciones 
that girdle most large cities are teem-

youth are likely to be poor, and 
poorly educated. Many live in inhos­
pitable urban environments and 
grow up in dysfunctional families. 
The young are often targets of vio­
lence from civil strife or crime. And, 
to complete the picture, they must 
compete for a place in the world with 
huge cohorts and little in the way of 
support from the often beleaguered 
governments of their countries.
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Modern war increasingly victimizes civilians, including young children. This girl 
from Croatia is participating in one of the psychosocial trauma exercises developed by
UNICEF to educate those working with children caught in the crossfire.
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Emphasis Countries in Latin America and the Caribbean

1980-91

average
annual 
growth

Percent of 
central 

government 
expenditure 

on education 
1980*

Many children and youth survive 
these "ills" only to be caught up in 
civil strife, much of it spawned by

Formal education systems are often inad­
equate, and family and community 
structures in the urban environment 
provide little opportunity for informal 
education, such as through peers, grand­
parents, and so on.... The proportion of 
unattended or abandoned children is high 
and there are limited facilities at the com­
munity level to provide them with care 
and protection. Under these conditions, 
children easily fall prey to the entice­
ments and promises of unscrupulous 
people. Abuse and exploitation of chil­
dren in a variety of different ways, down 
to the extremes of their involvement in 
prostitution and crime, are becoming 
common features of the cities.

Nicaragua
Honduras

ing with youth. In these makeshift 
settlements, overcrowding, polluted 
drinking water, substandard or 
nonexistent sanitation, indiscrimi­
nate dumping of trash, and other 
conditions threaten basic health, as 
the cholera pandemic of recent years 
sadly demonstrates.

Life in these settings is also inimi­
cal to the emotional and spiritual 
nurturing of the young. Children 
often do not attend school because 
they are needed as workers in the in­
formal economy where their parents 
or guardians patch together a living. 
The mutual support of village life 
and extended family begins to break 
apart, leaving young, poorly edu­
cated, unskilled women with sole re­
sponsibility for raising a family. In 
the urban jungle, it is as if the social 
contract described by sixteenth­
century philosopher Thomas Hobbes 
has come unraveled. The combined 
stresses of poverty and city life lead 
some parents to abandon their chil­
dren to the streets, while some chil­
dren flee there from abusive parents 
or from a future that offers no exit 
from poverty. Estimates of the num­
ber of street children worldwide 
vary, depending on how the term is 
defined. UNICEF counts 100 million, 
40 million of whom live in Latin 
America—a number equal to the en­
tire population of Spain.

A study by UNICEF and WHO de­
scribes succinctly the "hostility" of 
the urban environment to children of 
the poor:

Table 1: Economic Conditions in Latin America and 
Expenditures in Education

* Some figures are for the most recent year. 

Source: World Bank, World Development Report 1993
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Table 2: Basic Education in Latin America

Country

Source: UNICEF, The State of the World's Children 1994
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Figure 2. Primary Schooling
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economic inequalities and population 
pressure. In the past, the violence of 
war was not purposefully directed at 
children, but this taboo seems to be 
breaking down, as the world watches 
television footage roll in from the for­
mer Yugoslavia, Sudan, El Salvador, 
Somalia, Rwanda, and other coun­
tries. According to UNICEF, 1.5 mil­
lion children have been killed and 
6 million disabled in armed conflict 
during the past 10 years.

Land mines are often a primary 
cause. In El Salvador, 300,000 chil­
dren and adolescents were disabled 
in 12 years of civil strife. Seventy-five 
percent of the victims of land-mine 
accidents in El Salvador have been 
children. Worldwide, some 100 mil­
lion land mines remain hidden, 
threatening people indiscriminately 
in over 60 countries.

Education can provide an escape­
hatch from poverty and the disloca­
tion and violence that sometimes ac­
company it, particularly in large 
cities with too many drugs and too 
few opportunities. But the report 
card for schooling is poor. Gains in 
education have not matched gains in 
child survival. Ninety percent of chil­
dren in developing countries now 
start school—a noteworthy achieve­
ment—but the percentage who reach 
grade five is far lower. In South 
America, 99 percent enter primary 
school but only 48 percent complete 
the fourth grade. In Central America 
and the Caribbean, 96 percent enter; 
66 percent make the fifth grade. 
Throughout the developing world, 
the big push to enroll students ends 
with a seeming inability to retain 
them (see figure 2).

Currently an estimated 100 million 
children worldwide drop out of 
school by the fifth grade, and the 
number will climb to 118 million by 
the year 2000 (Pezzullo, 1992). With­
out at least a rudimentary education, 
what chance will these young sur­
vivors have to escape their poverty?

Table 2 shows male and female lit­
eracy and primary-school completion 
rates for 22 Latin American and 
Caribbean countries. Of the 22, more 
than one-third graduate 50 percent or 
less of their primary school popula­
tions. Only three have achieved the 
1990 U.N. Summit for Children goal 
of 80 percent graduation. Literacy 
rates, while higher on average in Latin

■

Sub-Saharan M. East &
Africa N. Africa
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49,003
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1,622

1,495

2,774

1,190

though developing countries will ex­
perience a larger growth proportion­
ally in older age groups in the coming 
decades, the absolute number of 
young people in child-bearing years 
will remain large and will keep gov­
ernments under extreme pressure to 
meet the needs and aspirations of the

■

The struggle to enhance child sur­
vival must not cease until all regions 
of the map are colored green or gray. 
At the same time, the world must 
face up to the fact that children

America than in other regions, could 
be improved, especially for females, 
which as we will see later, is crucial 
for breaking the cycle of poverty.

One final detail remains in this por­
trait of the prospects facing child sur­
vivors: Most live in countries where 
the majority of people are young. Al-

J

young. Table 3 provides the figures 
behind the population pyramid for 
Latin America and the Caribbean. 
The aging of the population is more 
evident in the Caribbean than in Latin 
America, but if the forecasts are accu­
rate, there will be 278.5 million per­
sons under the age of 24 in the region 
at the turn of the century.

When that moment arrives, if pres­
ent trends hold, the sharp lines of de­
marcation between youth in develop­
ing and developed countries will have 
blurred. In the United States, for ex­
ample, children as a group are worse 
off economically than they were 25 
years ago. Today 20 percent of chil­
dren live below the poverty line, 
many in urban ghettos where violence 
has become a way of life. High-school 
dropout rates are increasing. Jobs are 
harder to land. Increasing numbers of 
children are being born into fatherless 
households.

The developed world is not immune 
to the problems of youth, and success­
ful programs, wherever they surface, 
have lessons of relevance to all.

w ■

Table 3: Population Distribution
by Age, 1985-2000
(in thousands)
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Although the most important factor in breaking the cycle of poverty is education, 
many urban and rural poor are denied equal access. Because their school is not state 
funded and lacks basic supplies, these children from a shantytown just east of Mexico 
City must carry their own desks and chairs to and from class daily.
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The Vicious Circle: From the outset, 
the USAID Child Survival Program 
was motivated by more than human­

family to provide for itself and the 
capacity of a country's social services 
to meet human needs. Ironically, this 
poverty fuels accelerated population 

growth. In poor families, where child 
morbidity is likely to be high, parents 
do not feel confident that they will be 
taken care of in their old age unless 
they have many children. They may 
also need more hands to gather fire­
wood and water, tend cattle, and 
earn income in the informal sector to 
make do in the present. Because edu­
cation levels are low in poor families, 
awareness of family-planning meth­
ods is also low. For these and other 
reasons, fertility rates stay high.

The interaction of overpopulation 
and poverty contributes to environ­
mental degradation. More people 
mean more sewage and garbage to 
dispose of properly. More mouths to

itarianism. USAID officials believed 
this program would help developing 
countries break free of the vicious cir­
cle in which they found themselves. 
This vicious circle—described by 
UNICEF in its 1994 report. The State 
of the World's Children, is a chain of re­
ciprocal cause-and-effect links that 
keep countries from developing and 
generate political and economic in­
stability. UNICEF calls it the "PPE 
spiral" because the three most im­
portant links in the chain are popula­
tion, poverty, and environment.

The spiral may be described from 
the perspective of any of the three 
links, but this brief and necessarily 
oversimplified explanation will 
begin with population. Prolonged 
and rapid population growth out­
strips society's ability to generate em­
ployment; it strains the capacity of a 

whose lives were saved are now in 
danger of being "lost" through ne­
glect of their human environment. 
We must concentrate on providing 
the nurturing, education, and social­
ization that will make it possible for 
them to live fully, to realize their po­
tential. What is at stake is the condi­
tion of the world we will all live in.

The crossroads at which we stand 
can be described in terms of two de­
velopment "circles"—a positive one 
spiraling upward, or a negative one 
spiraling downward. As the follow­
ing sections will show, investments 
in the human capital of children and 
youth will help determine if the circle 
will be "vicious" or "virtuous."

r

Access to basic health care helps reverse the downward spiral of the vicious circle. The Movimiento Guatemalteco de Reconstruction 
Rural in Rio Dulce, Guatemala, provides a wide range of medical services in the Kekcln Indian community. Improved health services 
lower infant mortality and fertility rates, as parents realize that their children will live to care for them in their old age.
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In making its case for more invest­
ment in interventions that break into 
the PPE spiral, UNICEF points out 
that, based on the experience of 108 
countries, infant mortality rates must

Figure 3. Relationship 
Between Under-five Mortality 
and Fertility in 108 Countries

If development is fundamentally about 
improving the lives of people, there can 
be no better investment than in the health 
and well-being of today's generation of 
children. If they enter school healthy, they 
have a better opportunity to learn. More­
over, as children survive and thrive, par­
ents have fewer children; they themselves 
begin to have more time and energy for 
productive activities and are better able 
to invest in their children's education. 
Better-educated individuals earn more 
and can contribute more to society.

Latin

fall to somewhere around 100 or less 
per 1,000 before fertility begins its 
corresponding downward trend. Be­
cause many countries are now poised 
at this threshold, child survival activ­
ities must not slacken. They benefit 
not just today's children but future 
generations as well.

Education, like health, has a power­
ful positive effect on the vicious circle. 
UNICEF (1994) argues that better- 
educated people, like healthier people, 
"can participate more fully in the pro­
cess of modernization and develop­
ment, and are better able to raise their 
own incomes and contribute to the 
economic development of their na­
tions." Better-educated people can 
more readily understand and make the 
adjustments and basic changes needed 
in agricultural, industrial, and re­
source management practices. Better-

Seventh Report to Congress (1992) on 
child survival expressed it:

feed lead to overfishing, overgrazing, 
and overuse of pesticides and fertil­
izers—all of which can threaten the 
resource base for future production. 
People whose very survival is at risk 
today do not have the luxury of plan­
ning how to conserve tomorrow's en­
vironment. And there is little margin 
for error since the poorest of the poor 
likely occupy land that is the most 
environmentally fragile.

The consequences are predictable. 
People get less for their effort, and 
their health and well-being suffer be­
cause their soil is depleted, their 
aquifers and rivers are polluted, their 
forests have disappeared. This situa­
tion is particularly alarming in Latin 
America and the Caribbean. Accord­
ing to UNICEF (1994), in the "envi­
ronmental disaster areas" of the 
Andes, Haiti, the Dominican Repub­
lic, and the central highlands of Cen­
tral America, over 50 percent of agri­
cultural land is "significantly eroded." 
In Latin America, 35 million or 74 per­
cent of the poorest rural people live 
where agricultural potential is low 
and "threatened by environmental de­
terioration." In sub-Saharan Africa 
and Asia, the percentages are much 
lower: 51 and 57 percent, respectively.

Thus, the vicious circle closes: 
poverty -»population—* environmen­
tal degradation —* poverty —> and so 
on, spiraling downward.

In many countries, the PPE spiral 
has led to political and social insta­
bility, which makes it even more dif­
ficult to break any link in the causal 
chain. For example, instability can 
spur military budgets, draining re­
sources from primary health care, ed­
ucation, family planning, or environ­
mental protection.

Child survival programs have 
weakened the poverty-* population 
link in the PPE spiral by saving in­
fants' and children's lives. As mortal­
ity rates have gone down, fertility 
rates have followed, after a slight lag, 
apparently for couples to adjust to 
the idea that they do not have to 
bring five children into the world to 
count on two or three growing up. 
Figure 3 shows the "matching" rate 
of decreases in infant mortality and 
total fertility.

Weakening the population —► pov­
erty link has a beneficial effect on the 
whole downward spiral. As USAID's
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Polluted water bred the recent cholera 
pandemic in Latin America. Many, like 
this girl in Lima, Peru, must walk miles 
and wait hours for clean water.
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vol (see page 19) and Kevin Healy on 
CEMSE (see page 32) show how this 
might be done by nongovernmental 
organizations (NGOs) that function 
as "laboratories" in which ideas can 
be tried out and developed, and then 
mainstreamed through other public 
and private agencies.

of income distribution (as measured 
by the ratio of income shares between 
the richest 20 percent and the poorest 
20 percent of the population). Brazil 
was the lone Latin American country 
to place in the top 20 for GDP. The 
rest ranked either in the middle or 
below, and what growth they experi­
enced was accompanied by increas­
ing income inequality (see figure 4).

When countries are compared on 
the basis of GDP growth and income 
inequality, Brazil, Colombia, Mexico, 
Venezuela, Chile, Bolivia, Argentina, 
and Peru mark among those in 
which the top fifth of their popula­
tions receive 10 times or more income 
than the lowest fifth. Only Brazil and 
Colombia had GDP growth rates 
above 2 percent. None of the Latin 
American countries achieved high 
growth and distributed the benefits 
widely, while seven of the eight high 
performers in East Asia did.

According to Birdsall's and Sabot's 
analysis, state policies of "shared 
growth" pursued by the East Asian 
"tigers" ignited a virtuous circle of 
sustainable economic growth and de­
velopment. These policies, in combi-

A young girl attending the Moulay el-Hassan primary school in Taza, Morocco. 
According to Birdsall and Sabot, the correlation between girls' education and 
decreased fertility rates is critical in breaking the “poverty-► population -► 
environmental degradation" cycle.

The Virtuous Circle: UNICEF argues, 
as we have seen, that the downward 
PPE spiral can become an "upward 
spiral" through the synergistic effects 
of health and nutrition, education, 
and family planning. Economists 
Nancy Birdsall and Richard Sabot 
(1994) also use the circle metaphor in 
their analysis of how education pro­
motes development. Their "virtuous 
circle" is close kin to UNICEF's up­
ward spiral.

Birdsall and Sabot looked at the 
economic performance of all major 
countries over the 1965-1985 period 
and noted that eight East Asian coun­
tries (Japan, Hong Kong, the Republic 
of Korea, Singapore, Taiwan, Indone­
sia, Malaysia, and Thailand) led the 
list both in terms of growth in gross 
domestic product (GDP) and equity

'sJ'*- **
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educated women are more likely to 
control their fertility and to postpone 
their first pregnancy.

The salutary effects of education K 

are especially pronounced among fe­
males. USAID's Congressional pres­
entation for fiscal year 1994 stated, 
"Typically, investments in basic edu­
cation for girls yield returns of over 
20 percent, a higher rate of return 
than most other investments in de­
veloping countries." Jessica Math- F 
ews, senior fellow at the Council on ■ 
Foreign Relations, in a recent Wash­
ington Post op-ed article about the 
September 1994 U.N. Conference on 
Population and Development i 
Cairo, points out that of all the social 
and economic factors "studied for | 

their connection to lowered fertil­
ity... education of women has 
proved the most consistent," show- I 
ing up with even a year or two of pri- L 
mary school. Colleagues in the water ■ 
and sanitation field report that when 3 
mothers know how to read, water 
and sanitation improvements have a 
much larger effect on reducing the in­
fant mortality rate.

Yet UNESCO figures show that 
many developing countries still in­
vest minimally in the education of fe­
males. Only 15 percent of girls are en­
rolled in secondary school in Africa, 
compared with 33 percent of boys; in 
Arab countries the percentage for 
girls is 41 and for boys 57; for East 
Asia 39 versus 50; for South Asia 25 
versus 44. In Latin America, the 
record is much better—the percent­
ages are nearly equal. (However, 
UNESCO reports that nearly half of 
all youth of secondary school age in 
the region are not enrolled.)

The U.N. Summit for Children in 
1990 set the goal of basic education 
for all children and completion of pri­
mary education by at least 80 percent, 
a halving of the adult illiteracy rate, 
and the achievement of equal educa­
tional opportunity for males and fe­
males. To meet these goals, develop­
ing countries and international 
donors will have to increase their in­
vestments in education. According to 
UNICEF, only about 2 percent of all 
aid for development is targeted at pri­
mary education. Donor funding in 
this area might be increased, or as 
Susan Pezzullo suggests (see page 
13), money could be spent more judi­
ciously. Articles by Ron Weber on Ser-
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tion, and all had secondary enroll­
ment rates that were above interna­
tional norms given their incomes 
(again, except Thailand)."

The percent of GDP that the eight 
high performers allocated to educa­
tion was not higher than average for 
developing countries. The difference 
is that in East Asia less money was 
spent on university-level education: 
15 percent, for instance, versus 24 per­
cent for Latin America. Primary and 
then secondary schools received the 
lion's share of support, with the em­
phasis on reaching all segments of the 
population. Birdsall and Sabot note:

nation with aggressive management 
of labor relations and a push for ex­
ports, spelled success. All eight coun­
tries strongly supported public edu­
cation; other shared-growth policies, 
which included land reform, housing 
programs, investment in rural infra­
structure, and credit and export 
guarantee programs for small- and 
medium-sized enterprises, were 
common but differed in degree from 
country to country. Birdsall and 
Sabot note that "by 1987, all of the 
[high performers] except Thailand 
(with 95 percent enrollment) had 
achieved universal primary educa-

Switzerland •

Pakistan

Malawi

Korea and Venezuela provide an extreme 
example of the contrast. In 1985, though 
public expenditure on education was 
higher in Venezuela as a percent of GDP 
(at 4.3 percent) than in Korea (at 3 per­
cent), 43 percent of public education spend­
ing went to higher education in Venezuela 
compared to 10 percent in Korea.

In Latin America the pattern has 
been to expand higher education pre­
maturely—before universalization is 
achieved at the lower levels. It is 
mostly elites who have been able to 
take advantage of such expansion. If 
the money had been spent instead on 
primary education, many now not re­
ceiving benefits from the educational 
system would begin to have a greater 
share in their countries' growth 
through increased opportunities.

Other characteristics of the school 
system that have contributed to the 
success of the shared-growth policy 
in East Asia are as follows:

• Higher education has focused on 
training in fields to make countries 
more competitive internationally, 
such as engineering, science, and 
public administration;

• Quality of primary and secondary 
education has risen, as measured 
by primary-completion rates and 
test scores;

• And education of girls has been 
emphasized—paying off some 
years later in reduced fertility, ac­
companied by large benefits in 
children's health and nutrition.

The virtuous circle follows this ap­
proximate path: Investments in edu­
cation lead to lower fertility, better 
health, and increases in GDP and in­
come equality; thus, there are fewer 
children to educate and more money 
to invest in them, resulting in an even 
wider distribution throughout the 
population of the benefits of eco­
nomic development. Birdsall and 
Sabot call it the process of "human 
capital accumulation."

What are the lessons for Latin 
America? Making social investments 
to break the cruel paradox of child 
survival can make sound economic 
sense. Stressing primary and sec­
ondary education for all broadens the 
base of growth and leads, like 
UNICEF's upward spiral, to long-run 
political stability.

• Italy

• Austria 
Spain

* • France

Japan

Indonesia

Colombia

• . Mexico •
Philippines

• Venezuela

• Argentina
• Peru

• Cote d1 Ivoire

• 'ndia chile

^‘bo?

GDP growth per capita (percent)

8

15 20
Income Inequality

Note: Income Inequality is measured by the ratio of the income shares of the richest 20 percent and the poorest 20 
percent of the population.

Source: World Bank, The East Asian Miracle: Economic Growth and Public Policy (1993), cited by Birdsall and Sabot
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"underdevelopment" in the twenty- 
first century. ❖

This issue of Grassroots Development 
examines how innovative youth pro­
grams started by groups throughout 
the hemisphere are working to lay the 
foundation for a better tomorrow by 
freeing the potential of the young 
people who are that tomorrow. Such 
efforts may seem little more than 
noble gestures given the magnitude 
of the problem, but the dynamic of 
the PPE spiral and the virtuous circle 
suggest otherwise. The child survival 
campaign has taught us that human­
itarian actions can have a long-term 
impact if the political will exists to fol­
low them through.

As Carol Michaels O'Laughlin of 
the International Youth Foundation 
(IYF) suggests (see Forum, page 43), 
governments, donors, NGOs, and the 
private sector will have to pool ener­
gies to make it happen. The pro-
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Children in Nairobi play during a school recess. Improvements in child survival 
during the last three decades show action for a better future is possible. Investments 
today in education and health care will decide if the future of tomorrow's children 
will be full or hollow.
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grams developed by Servol in the 
Eastern Caribbean and CEMSE in Bo- = 
livia show how that can happen. 
Both efforts originate in multicultural 
societies and are being scaled up na­
tionally and internationally. They 
work not because they represent uni­
form blueprints for success but be­
cause their methodologies involve 
local communities in the education 
of their children. Servol has also 
shown that new financing mecha­
nisms are possible. It has used 
matching grants from the Bernard 
Van Leer Foundation and the IYF 
and "covenants of agreement" with 
local businesses to create an endow­
ment fund for its youth programs. By 
brokering a partnership with the 
state, which pays teachers' salaries, 
and local communities, which main­
tain school facilities, Servol is bring­
ing into being national networks of 
preschools and adolescent skills­
training centers.

In the early 1980s, the haunting 
photographic images of wasted, 
dying children preyed on the world's 
conscience and brought about the 
child survival revolution. As the 
child survival movement comes of 
age, I hope the world will find the re­
solve to build on what we already 
know works. The choice is ours. In­
vestments in human capital can set 
the virtuous circle spinning and help 
prevent the PPE downward spiral 
from being the dominant mode of
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George C. Marshall: The Marshall Plan

It is already evident that, before the 
United States government can proceed 
much further in its efforts to alleviate the 
situation and help start the European world

I need not tell vou gentlemen that the 
world situation is very serious. That must 
be apparent to all intelligent people. I think 
one difficulty is that the problem is one of 
such enormous complexity that the very 
mass of facts presented to the public by 
press and radio make it exceedingly difficult 
for the man in the street to reach a clear 
appraisement of the situation. Furthermore, 
the people of this country are distant from 
the troubled areas of the earth and it is 
hard for them to comprehend the plight 
and consequent reactions of the long- 
suffering peoples, and the effect of those re­
actions on their governments in connection 
with our efforts to promote peace in the 
world.

In considering the requirements for the 
rehabilitation of Europe, the physical loss of 
life, the visible destruction of cities, facto­
ries, mines, and railroads was correctly esti­
mated; but it has become obvious during 
recent months that this visible destruction 
was probably less serious than the disloca­

43 b _

cult problems, the rehabilitation of the 
nomic structure of Europe quite evidently 
will require a much longer time and greater 
effort than had been foreseen.

There is a phase of this matter which is 
both interesting and serious. The farmer has 
always produced the foodstuffs to exchange 
with the city dweller for the other necessi­
ties of life. This division of labor is the basis 
of modern civilization. At the present time 
it is threatened with breakdown. The town 
and city industries are not producing ade­
quate goods to exchange with the food­
producing farmer. Raw materials and fuel 
are in short supply. Machinery is lacking or 
worn out. The farmer or the peasant cannot 
find the goods for sale which he desires to 
purchase. So the sale of his farm produce 
for money which he cannot use seems to 
him an unprofitable transaction. He, there­
fore, has withdrawn many fields from crop 
cultivation and is using them for grazing. 
He feeds more grain to stock and finds for 
himself and his family an ample supply of 
food, however short he may be on clothing 
and the other ordinary gadgets of civiliza­
tion.

Meanwhile people in the cities are short 
of food and fuel. So the governments are 
forced to use their foreign money and cred­
its to procure these necessities abroad. This 
process exhausts funds which are urgently 
needed for reconstruction. Thus a very seri­
ous situation is rapidly developing which 
bodes no good for the world. The modern 
system of the division of labor upon which 
the exchange of products is based is in dan­
ger of breaking down.

The truth of the matter is that Europe’s 
requirements for the next three or four 
years of foreign food and other essential 
products — principally from America — 
are so much greater than her present ability 
to pay that she must have substantial addi­
tional help or face economic, social, and po­
litical deterioration of a very grave charac­
ter.

The policy known as the Truman Doctrine successfully checked the spread of Soviet 
expansion in the Mediterranean and the Middle East, hut the future of Western Europe 
remained in jeopardy. The war bad devastated its economy and widespread popular 
discontent was fomented by Communist propaganda, both from within and without. Of the 
four great European powers before the war, only the Soviet Union remained a power 
in Europe. As the economic and political situation deteriorated, the United States 
deemed it necessary to bolster the economic recovery of Europe in order to check the 
further spread of Communism. In a commencement speech at Harvard University on 
June 5, 1947, Secretary of State George C. Marshall outlined the principles of what 
was to become the European Recovery Program, popularly known as the Marshall Plan.

Source: Record. App. 80 Cong., I Sess., p. At 248.

The remedy lies in breaking the vicious 
circle and restoring the confidence of the 
European people in the economic future of 
their own countries and of Europe as a 
whole. The manufacturer and the farmer 
throughout wide areas must be able and 
willing to exchange their products for cur­
rencies the continuing value of which is not 
open to question.

Aside from the demoralizing effect on the 
world at large and the possibilities of distur­
bances arising as a result of the desperation 
of the people concerned, the consequences 
to the economy of the United States should 
be apparent to all. It is logical that the 
United States should do whatever it is able 
to do to assist in the return of normal eco­
nomic health in the world, without which 
there can be no political stability and no 
assured peace. Our policy is directed not 
against any country or doctrine but against 
hunger, poverty, desperation, and chaos. Its 
purpose should be the revival of a working 
economy in the world so as to permit the 
emergence of political and social conditions 
in which free institutions can exist.

Such assistance, I am convinced, must not 
be on a piecemeal basis as various crises de­
velop. Any assistance that this government 
may render in the future should provide a 
cure rather than a mere palliative. Any gov­
ernment that is willing to assist in the task 
of recovery will find full cooperation, I am 
sure, on the part of the United States gov­
ernment. Any government which maneuvers 
to block the recovery of other countries 
cannot expect help from us. Furthermore, 
governments, political parties, or groups 
which seek to perpetuate human misery in 
order to profit therefrom politically or oth­
erwise will encounter the opposition of the 
United States.

tion of the entire fabric of European econo­
my. For the past ten years conditions have 
been highly abnormal. The feverish prepara­
tion for war and the more feverish mainte­
nance of the war effort engulfed all aspects 
of national economies. Machinery has fallen 
into disrepair or is entirely obsolete. Under 
the arbitrary and destructive Nazi rule, vir­
tually every possible enterprise was geared 
into the German war machine. Long­
standing commercial ties, private institu­
tions, banks, insurance companies, and ship­
ping companies disappeared through loss of 
capital, absorption through nationaliza­
tion, or by simple destruction. In many 
countries, confidence in the local currency 
has been severely shaken.

The breakdown of the business structure 
of Europe during the war was complete. 
Recovery has been seriously retarded by the 
fact that two years after the close of hostili­
ties a peace settlement with Germany and 
Austria has not been agreed upon. But even 
given a more prompt solution of these diffi-
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The materials on which it bases itself are 
extensive and complex. But the outstanding 
features of Communist thought as it existed 
in 1916 may perhaps be summarized as fol­
lows: (a) that the central factor in the life 
of man, the factor which determines the 
character of public life and the “physiogno­
my of society,” is the system by which ma­
terial goods are produced and exchanged; 
(b) that the capitalist system of production 
is a nefarious one which inevitably leads to 
the exploitation of the working class by the 
capital-owning class and is incapable of de­
veloping adequately the economic resources 
of society or of distributing fairly the mate­
rial goods produced by human labor; (c) 
that capitalism contains the seeds of its own 
destruction and must, in view of the inabili­
ty of the capital-owning class to adjust itself 
to economic change, result eventually and 
inescapably in a revolutionary transfer of 
power to the working class; and (d) that 
imperialism, the final phase of capitalism, 
leads directly to war and revolution. . . .

two forces and the relative role of each in 
the determination of official Soviet conduct. 
Yet the attempt must be made if that con­
duct is to be understood and effectively 
countered.

It is difficult to summarize the set of 
ideological concepts with which the Soviet 
leaders came into power. Marxian ideology, 
in its Russian-Communist projection, has al­
ways been in process of subtle evolution.

Now it lies in the nature of the mental 
world of the Soviet leaders, as well as in 
the character of their ideology, that no op­
position to them can be officially recognized 
as having any merit or justification whatso­
ever. Such opposition can flow, in theory, 
only from the hostile and incorrigible forces 
of dying capitalism. As long as remnants of 
capitalism were officially recognized as 
existing in Russia, it was possible to place 
on them, as an internal element, part of the 
blame for the maintenance of a dictatorial 
form of society. But as these remnants were 
liquidated, little by little, this justification 
fell away; and when it was indicated offi­
cially that they had been finally destroyed, 
it disappeared altogether. And this fact cre­
ated one of the most basic of the compul­
sions which came to act upon the Soviet 
regime: since capitalism no longer existed in 
Russia and since it could not be admitted 
that there could be serious or widespread 
opposition to the Kremlin springing sponta­

on its way to recovery, there must be some 
agreement among the countries of Europe 
as to the requirements of the situation and 
the part those countries themselves will take 
in order to give proper effect to whatever 
action might be undertaken by this govern­
ment. It would be neither fitting nor effica­
cious for this government to undertake to 
draw up unilaterally a program designed to 
place Europe on its feet economically. This 
is the business of the Europeans. The initia­
tive, I think, must come from Europe. The 
role of this country should consist of friend­
ly aid in the drafting of a European pro­
gram and of later support of such a pro-

neously from the liberated masses under its 
authority, it became necessary to justify the 
retention of the dictatorship by stressing the 
menace of capitalism abroad. . . .

Now the maintenance of this pattern of 
Soviet power, namely, the pursuit of unlim­
ited authority domestically, accompanied by 
the cultivation of the semi-myth of implaca­
ble foreign hostility, has gone far to shape 
the actual machinery of Soviet power as we 
know it today. Internal organs of adminis­
tration which did not serve this purpose 
withered on the vine. Organs which did 
serve this purpose became vastly swollen. 
The security of Soviet power came to rest 
on the iron discipline of the Party, on the 
severity and ubiquity of the secret police, 
and on the uncompromising economic mo­
nopolism of the state. The "organs of sup­
pression,” in which the Soviet leaders had 
sought security from rival forces, became in 
large measure the masters of those whom 
they were designed to serve.

Today the major part of the structure of 
Soviet power is committed to the perfection 
of the dictatorship and to the maintenance 
of the concept of Russia as in a state of 
siege, with the enemy lowering beyond the 
walls. And the millions of human beings 
who form that part of the structure of pow­
er must defend at all costs this concept of 
Russia’s position, for without it they are 
themselves superfluous.

As things stand today, the rulers can no 
longer dream of parting with these organs 
of suppression. The quest for absolute pow­
er, pursued now for nearly three decades 
with a ruthlessness unparalleled (in scope at 
least) in modern times, has again produced 
internally, as it did externally, its own reac­
tion. The excesses of the police apparatus 
have fanned the potential opposition to the 
regime into something far greater and more 
dangerous than it could have been before 
those excesses began.

But least of all can the rulers dispense 
with the fiction by which the maintenance 
of dictatorial power has been defended. For

The political personality of Soviet power 
as we know it today is the product of ideol­
ogy and circumstances: ideology inherited 
by the present Soviet leaders from the 
movement in which they had their political 
origin, and circumstances of the power 
which they now have exercised for nearly 
three decades in Russia. There can be few 
tasks of psychological analysis more difficult 
than to try to trace the interaction of these 
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The forward thrust of Soviet power in the immediate postwar period led to a shift in 
American foreign policy from one of promoting cooperation with Soviet Russia to one 
of “containment " of Soviet Communist expansion. The “containment" policy was first 

formulated by George F. Kennan, counselor of the American Embassy in Moscow in 
1945 and later director of the Policy Planning Committee of the State Department. 
The Truman Doctrine was the first public expression of the “containment" policy, a 
position that shortly after was elaborated and defined in an unsigned article in Foreign 
Affairs. It was soon learned that the article bad been written by KenndK and it 
attracted widespread attention as a more or less official statement of American policy 
toward the Soviet Union. “The Sources of Soviet Conduct" is reprinted here in part.

Source: Reprinted by special permission from Foreign Affairs, July I S>47. Copyright by 
the Council on Foreign Relations, Inc., New York.

gram so far as it may be practical for us to 
do so. The program should be a joint one, 
agreed to by a number [of], if not all, Eu­
ropean nations.

An essential part of any successful action 
on the part of the United States is an un­
derstanding on the part of the people of 
America of the character of the problem 
and the remedies to be applied. Political 
passion and prejudice should have no part. 
With foresight, and a willingness on the 
part of our people to face up to the vast 
responsibility which history has clearly 
placed upon our country, the difficulties I 
have outlined can and will be overcome.
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afterward to the radical newspaper the Guardian that the 
cancellation was "a real victory for the solidarity move­
ment in this country. It's a clear indication that we are 
effective." The issue here isn't whether President Rea­
gan's Central America policies are right or wrong, but 
whether they can be openly discussed. If the Coalition for 
Peace and Life in El Salvador is serious about its name, it 
should recognize that free debate is prerequisite for peace 
and life in the United States as well as El Salvador.

□ MEGABLURBS: Our "Nothing Succeeds Like Excess" con­
test announced in the May 4 issue has produced a worthy 
winner. The contest was inspired by Hammer, the biogra­
phy of Dr. Armand Hammer that was so heavily laden 
with blurbs from famous celebrities we thought it worth 
honoring. We asked for book jackets or advertisements 
bursting with fulsome praise. Bruce Klein of Forest Hills, 
New York, sent our way the 1984 paperback edition of 
John Naisbitt's Megatrends. The ten pages of tribute from 
47 people makes Hammer look positively self-effacing. 
"Super-researched," gushed European Regional Magazine. 
"Insightful and Inciteful," said Kirk Hanson of Stanford 
Graduate School of Business, and the ever discerning 
Hugh Sidey called Megatrends "first-rate." Dick Gephardt 
weighed in with a plug, as did Gary Hart. Former Virginia 
Governor Charles Robb was so inspired by the book that 
he promised to appoint a committee to study the future. 
Mr. Klein will be rewarded with a complimentary copy of 
Hammer.

□ PEACE AND LIFE... AND SHUT UP: Salvadoran president Jose 
Napoleon Duarte was supposed to make a speech before 
the World Affairs Council of Northern California on May 
1, but it was canceled when a group called the Coalition 
for Peace and Life in El Salvador promised to send 1,000 
demonstrators to protest his appearance. The coalition, 
made up of the Committee in Solidarity with the People of 
El Salvador (CISPES), Pledge of Resistance, and other 
groups opposing U.S. policy in Central America, claimed 

■

NEED NOT tell you, gentlemen, that the world 
situation is very serious." With this characteristical­

ly laconic observation, George C. Marshall began his com­
mencement address at Harvard on June 5,1947, in which he 
made the offer to the devastated countries of Europe that 
quickly took shape as the Marshall Plan, perhaps the single 
greatest triumph of American foreign policy in this centu­
ry. The 40th anniversary of this initiative is being observed 
in celebrations from Washington to various European cap­
itals; June has already been proclaimed George Catlett 
Marshall Month. It is doubtful that America could find 
such vision today, or implement it so effectively and 
promptly.

When Dean Acheson, who was undersecretary of state at 
the time, called his memoirs Present at the Creation, he was 
referring to the creative years of American foreign policy 
under Harry S Truman. In the late 1940s the foundations 
were laid for a prosperous and democratic Western Europe; 
America's allies in Europe were secured against Russian in­
vasion, encroachment, and subversion; and the first explor­
ative but enduring structure of a united European commu­
nity was put in place. The three main stepping-stones were 
the announcement of the Truman Doctrine in 1947; the in­
stitution of the Marshall Plan in 1948; and the formation of 
NATO in 1949. What was created, in short, was the world 
order that by and large still exists, and has so far prevented 
an annihilating war between the two superpowers.

The Truman Doctrine and NATO were more or less con­
ventional initiatives. But the Marshall Plan was an inspired 
invention. It offered massive economic aid to Europe in 
novel ways for imaginative and far-reaching ends. Mar­
shall's brief speech galvanized Europe into action, offering 
a desperately needed economic lifeline if the European 
nations agreed to come together to plan, cooperate, and 

work toward their own recovery.
In the speech there was no reference to the Soviet Union, 

its satellite countries, or any Communist threat. "Our poli­
cy," Marshall explicitly said, "is directed not against any 
country or doctrine," and he added: "The program should 
be a joint one, agreed to by a number of, if not all, European

New Repbulic

are calling for a lower budget deficit, more saving, in­
creased productivity, investment in education and re­
search, and longer-term economic planning. They all want 
America to be No. 1 again, and the wise ones understand 
that we will have to get there by our own efforts, and not 
by dragging down and freezing out No. 2. Between No. 1 
and No. 2 there does have to be some tough negotiating, 
but in every case it ought to be to open up world trade and 
not to form U.S.-Japan cartels. It ought to be to adjust the 
burdens of a changed partnership, in which the United 
States still has the dominant role in keeping the world 
militarily at peace, but in which the Japanese employ eco­
nomic power (preferably through multinational channels) 
to keep the world growing and politically safe. Inevitably, 
in any partnership, the richer one is likely to be the more 
influential. If we don't want Japan telling us what to do, we 
had best stop whining and start producing.

□ ACQUIRED JOURNALISTIC DEFICIENCY SYNDROME:

may be on the decline
"... And the finding doesn't mean AIDS cases will 
decline."
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that its satellites could not cooperate with the rest of Eu­
rope in a plan for rebuilding the continent. They were no 
longer to be part of the European community.

the two historic nations; and the foundations of the Euro­
pean Common Market were laid.

All of these and other steps toward greater unity and 
cooperation in Western Europe, in place of the national 
rivalries that had torn the Continent for centuries, were the 
direct result of the fundamental stipulation by Marshall 
that the European nations should make their recovery a 
joint enterprise. The Plan was far more than a supreme act

’T’HE INVITATIONS were issued on July 3. Only nine 
X days later the representatives of 16 nations assembled 

in Paris. The Marshall Plan began officially when Congress 
approved the Economic Cooperation Act on April 3,1948, 
and it was successfully ended on December 31, 1951. In 
that brief time, Western Europe was transformed. Those 
who were not there may read, look at photographs, watch 
documentaries. But when they gaze on Western Europe 
today, how can they believe that in 1947 it was on the verge 
not only of economic collapse, but of complete social and 

political disintegration?
If anything, the situation had deteriorated since 1945. 

Even after two years of peace, Europe did not have the bare 
necessities, especially food and fuel, with which to start on 
the road to recovery. The cities had not been rebuilt; indus­
tries had not been revived. There wasn't the coal to pro­
duce the steel needed for reconstruction; there wasn't the 
steel to rebuild the mines to produce the coal. Beyond the 
physical destruction, the institutions of a complex modern 
international economy had in many cases disappeared.

In the cities were millions of homeless, their houses and 
apartments in ruins, and the threat of starvation was grow­
ing. And there were millions of displaced persons, who 
seemed to have lost their identities with their homelands. 
Apart from these dire cases, one got used to seeing on the 
streets all over Europe whole populations who were under- 

'nourished, threadbare, hollow-eyed. We watched fearful­
ly every election, especially in France and Italy, with their 
then-strong Communist parties. Even calm observers 
talked of the possibility of revolution.

Then came the Marshall Plan, and by 1951 it was as if a 
wand had been waved over the Continent. In place of the 
devastation Western Europe looked almost spruce. New 
homes had risen from the ruins. The new modem factories 
were busy. Agriculture had dramatically increased its 
product beyond even the pre-war level. The general stan­
dard of living was relatively high and improving. The food 
and clothing stores were well stocked and thronged. The 
Continent, except for the Russian satellites, was bustling. 
Even the “economic miracles" of West Germany and 
France had begun. The network of an international econo­
my had been restored. The Federal Republic of Germany 
was created, and so re-entered the European community. 
The later merging of basic elements of the French and 
German economies heralded an enduring peace between

OW DID it come about? There is no need to em­
phasize the contribution of Marshall, the soldier­

statesman, with his erect, impassive bearing, who seems 
never to have conceived his position in terms of personal 
interest, but only of his duty to serve the civilian author­
ity of his country, unfailingly loyal to his presidents, and, 
it should be emphasized, obedient to the will of Congress. 
Marshall never took shortcuts, and it is the example of 
men like him that makes one despair at the decline of 
public honor in America, and its acceleration under the 

present administration.
The leadership of Truman also needs little emphasis: his 

commitment to the Plan from the start; his resolve in 
getting it through a Republican Congress (he asked for 
$17 billion, and got $13.3 billion); his active part in the 
efforts of the Committee for the Marshall Plan to educate

I

. nations." So when Ernest Bevin, the British foreign secre­
tary, and Georges Bidault, his opposite number in France,
responded to the speech, they invited 22 nations to send
representatives to Paris to draw up a cooperative recovery
plan—including the Soviet Union and the nations of the
Communist bloc. Czechoslovakia accepted, but within a
few days Russia had forced it to reverse its decision. Noth­
ing was more dismaying at the time than this evidence that
Russia intended the Iron Curtain to be so impenetrable oLAmerican generosity. It was statesmanship.

. <• r- r -p|le prOgrarn was administered from America by the

Economic Cooperation Administration, headed by a busi­
nessman and Republican, Paul Hoffman, the president of 
Studebaker. In Europe the ECA's special representative 
was W. Averell Harriman. The Western European coun­
tries were under tremendous pressure from the Americans 
to abandon the restrictive trade barriers of centuries. The 
aid went to individual countries, but only insofar as their 
plans had been approved by the ECA and fit into the 
greater plan for the general recovery of the Continent.

To this end, American missions of economic advisers, 
labor representatives, and technical experts were estab­
lished in the capitals of all the Marshall Plan countries. 
They were not the kinds of men who sought a high profile, 

and yet one was very aware of their presence and their 
activity. They seemed to be ambassadors of a civilization 
that was not only technically progressive and efficient, but 
that, more unexpectedly to Europeans, had developed a 
class of men of political intelligence and diplomatic skills, 
including a necessary sensitivity to the feelings of Europe­
ans in their dependence on the Americans.

At the same time, dozens of teams of European manag­
ers, technicians, and workers toured American steel mills, 
automobile plants, textile mills, and other industries to 
study American technical and management methods. 
American businesses freely passed on detailed knowledge 
of their technology, and even opened their books to the 
European visitors. Yet the emphasis was on Europe's own 
effort. American aid funds met the critical needs, whiltQhe 
Europeans conducted their own huge investment program 
to increase production. It was estimated that every dollar 

of aid generated six dollars of capital formation.
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Plan with remarkable certainty. The Marshall Plan took 
11 cents of every federal dollar. Today the total budget for 
foreign affairs takes only five cents. In the Second World 
War and its aftermath was the evidence that you cannot 
incite a people to be selfish in their lives at home, and then 
expect them to make sacrifices for their country abroad. 
The Marshall Plan was not founded on sentimental ideal­
ism; the stipulation that Europeans should cooperate and 
work for their own recovery was always there. But the 
countless Americans who worked at home and abroad to 
make the Marshall Plan a success, of which the stability of 
Western Europe now is the monument, would today be in 

law firms and corporation headquarters.

T ASTLY, and perhaps above all, there was the mood of 
1_J the American people. Confident after the war, gener­
ous, even idealistic, aware of their good fortune, and believ- 

■ ing they had the responsibility to extend it to other peoples.

I

'HE REALITIES of the so-called debt crisis are often 
ignored, possibly because powerful political and com­

mercial interests both in the West and in the Third World 
have a stake in overlooking them. Third World debtors 
could readily meet their obligations, but they would be 
foolish to do so as long as they are not being pressed. The 
decision by Citicorp bank to write off $3 billion in foreign 
loans relieves the pressure further.

Third World debt is sovereign debt, owed or guaranteed 
by governments. The debtors can always pay, since gov­
ernments can tax their citizens. They also generally have 
substantial marketable assets, and they can requisition the 
assets of their citizens. The sovereign debtor cannot be 
taken to courts. Payment depends on the government's 
willingness, which depends on the political and economic 
consequences of the decision. Governments try to avoid 
the political and economic costs until the consequences of 

default outweigh them. The most important adverse con­
sequence would be the failure to secure further external 
finance, which could result in economic breakdown. In the 
current climate, such an outcome is improbable. Debtors 

feel little incentive to pay.
The statistics bandied about on Third World debt sound 

frightening. But the figures of hundreds of billions of dol­
lars are misleading. It is rarely made clear whether the 
figures are gross or net—that is, whether they allow for 
the financial assets of the debtors, let alone for other mar­
ketable assets. And it is often left unspecified what debts 
are being discussed. Some statistics refer to debt to the 
banks; others include debts to Western governments and 
international organizations such as the International De­
velopment Association (IDA). These are unindexed loans 
of 50-year maturity with ten-year grace periods at zero 
interest. Although termed loans, they are effectively 
grants. Yet they are included in Third World debt. Debts 
owed to Western governments are usually subsidized loans 

they eventually aligned themselves behind the Marshall under foreign aid programs. They are often scaled down or 

written off by the creditors cum donors.
The assets of the debtors are rarely mentioned in polite 

international society—even large liquid assets that in 
many cases run into billions of dollars. Petroleos de Vene­
zuela, the Venezuelan state oil monopoly, was recently 
reported to have billions of dollars in financial assets held 
in the United States. The government of Peru, an intransi­
gent debtor, recently refused to pay a few million dollars of 
interest on its external debts. Its foreign reserves are about 

$1.2 billion.
Liquid reserves aside, the major debtors also have large 

marketable assets. In 1983 Pemex, the state-owned Mexi­
can oil monopoly, earned $5.3 billion. It is widely believed 
that if it were managed privately the earnings would have 

HENRY FAIRLIE been much larger. But even at $5.3 billion the capital value

d the leaders of public opinion around the country; and his 
readiness to ask the people for sacrifices, as in a personal 
broadcast plea to them to reduce their consumption of food 
so that more grains and meat could be sent to Europe.

Immediately after Marshall's speech the administration 
brought Senator Arthur H. Vandenberg, the Republican 
chairman of the Senate Foreign Relations Committee, into 
its councils. For months Vandenberg labored to persuade 
his colleagues on the Hill to support not only the Plan, but 
the emergency appropriations to enable Europe to hold on 
until the Plan had been passed. Few administrations have 
been more brashly Democratic than Truman's—and 1948 
was an election year—yet it sought and found this collabo­
ration with Vandenberg and other Republican leaders, 
such as Everett Dirksen and Karl Mundt.

Then there were the permanent officials of the State 
Department. However much credit must be given to Mar­
shall, Acheson, and the "wise men," behind them, and 
vitally engaged at every step, was a State Department and 
foreign service that had not yet been disrupted by two 
influences. The first was Joe McCarthy, whose accusation 
of treason destroyed much of the experienced talent and 
confidence of the men in the State Department and foreign 
service. The second was the rise of the National Security 
Council, which began during Eisenhower's administration, 
to replace the State Department as the proper adviser of the 

president on foreign affairs. The consequences were pre­
dictable, and now dismally obvious.

The business community and their representatives in 
Congress often tried^yturn the Marshall Plan to their own 

advantageTby insisting, for example, that 50 percent of all 
commodities should be carried in American shipping; or, to 
appease the flour millers, that 25 percent of all wheat 

shipments should be in flour. But partly through the Plan's 
administrator, Paul Hoffman, the business community on 
the whole came round to a more enlightened view of the 
pfogramT-
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After World War II ended in 1945, the United States resolved to avoid the suffering im­

posed on Europe after the first world war and to work for “a sane economic construction of 

Europe”—a policy against hunger, poverty and chaos. In our September, 1947, issue, Sidney 

B. Fay discussed this philosophy, embodied in the Marshall Plan.

n June 5, 1947, upon receiving an hon­
orary degree before a distinguished gath­
ering at Harvard’s Commencement, Sec­

retary of State George C. Marshall made a very 
noteworthy proposal which has come to be known 

as “The Marshall Plan.”
In many respects it was the most important pro­

nouncement made by any statesman since the ac­
tive fighting ceased two years ago. It held forth the 
possibility of a sane economic reconstruction of 
Europe and a gradual restoration of normal world 
trade and production that is so much needed. But 
the discussion it received soon revealed the hates, 
fears and national selfishness by which Europe is 
torn apart, and especially the deep cleavage be­
tween the totalitarian communistic and the demo­
cratic capitalist countries. It revealed a situation 
which already existed but which statesmen had 
hesitated to acknowledge publicly — the fact that the 
optimistic idea of “One World” had already been 
shattered by the “Iron Curtain” which stretches 

from the Elbe to Trieste.
Secretary Marshall began: “The world situation 

is very serious;” more serious than Americans real­
ize, because “the people of this country are distant 
from the troubled areas of the earth, and it is hard 
for them to comprehend the plight and consequent 
reactions of the long-suffering peoples, and the ef­
fect of those reactions on their governments.” He 
pointed out that the physical loss of life, the visible 
destruction of cities, factories, mines and railroads 
“was probably less serious than the dislocation of the 
entire fabric of European economy.” After analyz­
ing the causes of this he said: “It is logical that the 
United States should do whatever it is able to do to 
assist in the return of normal health in the world, 
without which there can be no political stability and 
no assured peace. Our policy is directed not against 

any country or doctrine, but against hunger, pover­
ty, desperation and chaos.”

In essence, the Marshall Plan called on Europe 
(1) to draw up a balance sheet of European re-

By Sidney B. Fay
Professor Emeritus of History at Harvard University (1876-1967)

sources and needs; (2) to work out a blueprint for 
self-help; and (3) to submit to the United States a 
program under which United States dollars may be 

best used to help Europe help itself. 
A few persons protested that Secretary Marshall 

was bypassing the United Nations Organization 

and thus weakening it; that the recovery program 
should have been handed over to the United Na­
tions Economic and Social Council. But many of its 
18 members do not represent European states and 
are not primarily acquainted with Europe’s special 

problems.
Aside from this and some other minor objections 

by selfish American isolationists, the Marshall Plan 
was generally greeted with enthusiasm everywhere 
in the world except in Soviet Russia. It was regard­
ed as a statesman-like step toward overall and long­
time planning instead of piecemeal and haphazard 
aid which we had given in special emergencies, such 
as President Truman’s $400,000,000 aid to 

threatened Greece and Turkey.
It has also revived morale in Europe by en­

couraging countries to think that they could help 
themselves instead of continuing to be mere helpless 

recipients of American aid.
It recognized that it is usually easier to work for 

economic than political cooperation and unity. The 
former often makes possible the latter; the Prussian 
economic union (Zollverein), for instance, paved the 
way for Bismarck’s unification of Germany. Some 
enthusiasts hoped that Secretary Marshall’s pro­
posal for common economic action might eventual­
ly lead to some kind of politically united Europe, 
such as has been urged by Aristide Briand, Winston 

Churchill and so many others.
The Marshall Plan was especially welcomed by 

Foreign Secretary Ernest Bevin in Britain and by 
Foreign Minister Georges Bidault in France 
because these two countries were having to spend 
more rapidly than anticipated the dollar credits 
already granted to them by the United States. Bri­
tain and France would therefore soon be faced with
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the dire prospect of inability to buy the food, raw 
materials, and machinery vitally needed to keep up 
even their already low standard of living.

Mr. Bevin flew to Paris on June 17 to consult 
with Mr. Bidault on the practical steps to give effect 

as soon as possible to Secretary Marshall’s proposal. 
1 wo days later, in order to secure Russia’s coopera­
tion, they invited Soviet Foreign Minister V. M. 
Molotov to join them in Paris.

After four days of hesitation, Molotov accepted 
their invitation, and on June 27 flew to Paris. He 
brought with him such a large delegation of ex­

perts—more than 80 —that the Western Powers 
were encouraged to think that he might seriously 
cooperate with them. Hopes for One World again 
revived. But these hopes soon proved vain. After 
five days of heated discussion at Paris between 
Bevin, Bidault and Molotov, the latter flatly re­
jected on July 2 the steps proposed by Britain and 
France, and at 4 a.m. [Molotov] abruptly flew back 
to Moscow.

The Marshall Plan caught Russian diplomacy off 
balance. Suddenly confronted with a proposal for 
European cooperation, backed by American food, 
machinery and dollar credits, the Russians were 
uncertain what attitude to take. They wanted to 
share in any aid offered by the United States, but 
they were shy of any cooperative action which 
would revive Europe and increase America’s pres­
tige and influence. For a brief period there was a 
curious lack of coordination between the Press and 
the Government. The Russian Press had sharply 
attacked Marshall’s Harvard address as “a plan for 
political pressure with dollars” and denounced it as 
meaning “interference in the internal affairs of other 
countries.” But just before Molotov announced that 
he would go to Paris, the Russian Press suddenly 
reversed itself for a few days, and the official news 
agency, Toss, stated that the Soviet Government 
was “considering” the Marshall Plan and was “in­
terested” in receiving more information about it.

This Russian press misrepresentation of the 
Marshall Plan as a proposal motivated to promote 
American export trade and prevent a capitalist col­
lapse in the United States was soon parroted in the 
Soviet-dominated countries, and even by Pierre 
Cot in the French Assembly. It contained a danger 

(Continued, on page 51)
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Today pressure might be put on Poland to produce 
more coal even though it be at the expense of the other 
branches of Polish industry because that is in the in­
terests of certain European countries; tomorrow it will 
be said that Czechoslovakia must be required to in­
crease her agricultural production and to reduce her 
engineering industry, and it will be said that Czecho­
slovakia should receive machinery from other Euro­
pean countries wishing to sell goods at higher prices.

Doubtless Mr. Molotov had also other motives 
for going to Paris. He may have feared that other­
wise there might be formed a European bloc against 
Russia. He may have feared that Western Ger­
many would become more closely consolidated 
against her. And he may have hoped to modify the 
Marshall Plan so that American aid should be doled 
out directly to all countries, including Russia, and 
that each should be left to use the aid as it saw fit 
without regard to the interests of Europe as a whole. 
That, at any rate, is what he proposed at Paris. The 
way the Marshall Plan was handled could have 
been used to illustrate the way Torr and the Russian 
press misrepresent facts and try to inculcate Soviet 
ideology.

One Russian paper in reporting Marshall’s Har­
vard address represented him as saying that one 
purpose of his proposal was to promote American 
exports and thus prevent the threatening economic 
crisis in the United States. There was not a word in 
Marshall’s address justifying this false statement. 
Yet it was repeated in the Toss broadcast from 
Moscow on June 29:

Quite obviously ... the U.S.A., for its part, is also 
interested in making use of its credit possibilities for 
expanding its external markets, especially in view of 
the approaching crisis. When, in connection with Mr. 
Marshall’s speech, the French and British Govern­
ments suggested a conference of the three Ministers, 
the Soviet Government received this proposal favor­
ably, despite the fact that the system of planning on 
which the Socialist national economy in the U.S.S.R. 
is based precludes the possibility of the various crises 
and economic shake-ups mentioned.

WHY THE CHANGE?
Poland and Czechoslovakia, also desperately in 

need of American aid and anxious for a renewal of 
their normal economic ties with the West, had en­
thusiastically endorsed the Marshall Plan. The 
Kremlin evidently feared these states, and possibly 
also Hungary, Bulgaria and Rumania, might break 
away from Soviet economic control, and that it 
would therefore be wise to gain time and, at least, 
send Molotov to Paris to look into or to thwart the 
proposals.

This fear of losing economic control over Poland 
and Czechoslovakia seems confirmed by one of the 

arguments used by Molotov at Paris against the 
Marshall Plan:
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others of what she herself was doing. Soviet in­
terference was soon strikingly manifest when the 
Kremlin prevented Poland and Czechoslovakia 
from joining the Marshall Plan.

COOPERATION FOR THE MARSHALL PLAN
Twenty-two states were invited by France and 

Britain on July 3 to send delegates to Paris by July 
12 to join in putting the Marshall Plan into opera­
tion. How many would accept? Molotov had

THE MOLOTOV PLAN
After Mr. Molotov left Paris on July 3, Britain 

and France at once issued invitations to 22 other 
European countries to join in a conference at Paris 
to consider drawing up a blueprint of Europe’s 
needs and resources for presentation to the United 

States.
In order to thwart as far as possible this move 

toward the Marshall Plan, the Kremlin and Soviet 
press emphasized another line of attack. It was 
argued that the United States had not stated defin­
itely how much it would give and that it was un­
likely that Congress would carry out even Secretary 
Marshall’s indefinite promises; countries which 
counted on it would be building on false hopes; it 
would be better for them to follow the Russian lead. 
They were warned that otherwise they ran the risk 
of suffering Soviet resentment some day in the 
future when the Soviet Union would be econom­
ically much stronger than the United States.

Most of the Russian arguments noted above 
either sprang from Marxian ideology or were prop­
aganda intended to confuse and mislead the people 
of Russia and the discontented masses of Europe. 
The Soviet Union’s basic opposition to the Marshall 
Plan was three-fold: it would increase the influence 
and prestige of the United States and the capitalist 
countries by lessening poverty, hunger and chaos; it 
would tend to unite Europe and make it less 
adapted to Soviet propaganda; and it would 
weaken what now was beginning to be called the 

“Molotov Plan.”
The Molotov Plan was nothing new. Russia had 

been working toward it ever since the end of the 
war. It aimed to bring as many states as possible 
under Soviet economic and political control by the 
presence of Russian troops, by the infiltration and 
appointment of Communist officials, and by trade 
agreements which would bind countries to the 
Soviet system of planned economy. Thus, Russia 
would be steadily strengthened, just as Hitler had 
steadily strengthened Germany. Eventually, the 
day would come when the Soviet system would be 
strong enough to give the final push to bring about 
the inevitable overthrow of the capitalist system as 
laid down in Marxian dogma.

the three Punic Wars; but if mortal catastrophe 
should overtake the British Nation and the British 
Empire, historians a thousand years hence will still 
be baffled by the mystery of our affairs. They will 
never understand how it was that a victorious na­
tion, with everything in hand, suffered themselves 
to be brought low, and to cast away all that they had 
gained by measureless sacrifice and absolute vic­

tory-gone with the wind!
Now the victors are the vanquished, and those 

who threw down their arms in the field and sued for 
an armistice are striding on to world mastery. That 
is the position — that is the terrible transformation 
that has taken place bit by bit. Now is the time at 
last to rouse the nation. Perhaps it is the last time it 
can be roused with a chance of preventing war, or 
with a chance of coming through to victory should 
our efforts to prevent war fail. We should lay aside 
every hindrance and endeavor by uniting the whole 
force and spirit of our people to raise again a great 
British nation standing up before all the world; for 

such a nation, rising in its ancient vigor, can even at 
this hour save civilization. B

THE MARSHALL PLAN

, (Continued from page 31)

for the Marshall Plan. It might lead Europeans to 
believe that they did not have to do anything to help 
themselves — that, if they merely sat back with fold­
ed hands, American loans to finance our export 
trade would be forthcoming anyway. This, 

would certainly not be the view of Congress.
The Russian press also denounced the Marshall 

Plan on many other grounds: (1) It was an attempt 
to split Europe apart and destroy its unity. This, 
however, was the very thing which Russian policy 
had been bringing about ever since the end of the 
war. (2) It was another example of American im­
perialism, like the Truman Doctrine for dominat­
ing the Middle East. But, in fact, Truman’s aid to 
Greece and Turkey aimed to protect those countries 
from communist aggression and intrigue. Russia’s 
true attitude was revealed a little later when Mr. 
Gromyko vetoed the American proposal in the 
United Nations Security Council for setting up a 
border commission to see that Yugoslavia and Bul­
garia did not aid Communist guerrilla forces in 
Greece. (3) It would mean interference in the inter­
nal affairs of other countries. But Bevin and Bidault 
had made clear that there would be no compulsion 
— that all agreements would be voluntary and there 
would be no infringement of any country’s sover­
eignty. There would be nothing like the Soviet 
Union’s flagrant interference in the internal affairs 
of Rumania, Hungary, and the other Communist- 
controlled satellites. This was another instance of 
the familiar Russian propagandist trick of accusing 
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banged the door on it, but it was opened again for 
him if he should change his mind. Polish and 
Czechoslovak officials at first stated that their coun­
tries would be represented. Toss announced that 
they would not be represented. The Russian am­
bassador in Warsaw was reported to have forbidden 
Poland’s acceptance. The Czech Premier, Klement 
Gottwald, flew to Moscow, conferred with Stalin 
and Molotov, was inveigled into signing a new 
trade agreement with the Soviet Union, and then 
telephoned to his Cabinet in Prague that the Paris 
invitation must not be accepted. So both countries 
were forced to reverse their attitude and abandon a 
policy undoubtedly favored by a majority of their 
peoples. What about Russia’s noble protests about 
“interference in the internal affairs of other coun­

tries?”
Russia’s six other satellite states, more abjectly 

under Moscow’s thumb, declined the invitation in 
terms that echoed the Soviet press objections to the 
Marshall Plan. The other 14 states quickly accepted 
and sent delegates to Paris, and thus, with Britain 
and France, made up the 16-power “Conference for 
European Cooperation” which began its sessions on 
July 12. These states were: Austria, Belgium, Den­
mark, France, Greece, Iceland, Ireland, Italy, 
Luxembourg, Netherlands, Norway, Portugal, 
Sweden, Switzerland, Turkey, and the United 

Kingdom.
Absent from the Paris Conference were the states 

east of the Stettin-Trieste line: Albania, Bulgaria, 
Czechoslovakia, Finland, Hungary, Poland, Ru­
mania, the Soviet Union, and Yugoslavia.

Absent also were Germany, which had no gov­
ernment to speak for its 66 million people, and 
Spain, which was not invited because its dictator, 
General Franco, was disapproved of.

The larger area and population of the Eastern 
European bloc (Molotov Plan) does not at all mean 
that it is stronger than the Western bloc (Marshall 
Plan). Russia and her satellites suffered far greater 
physical and industrial destruction in the war than 
Western Europe. Even before the war they were far 
inferior in industry, means of communication and 
technology, and are so today, in spite of Russia’s 
considerable achievements. The three western 
Military Zones of Germany, which include that 
country’s greatest industrial resources, will prob­
ably be integrated with the Marshall Plan bloc. 
Finally, the most important, behind the latter stand 
the immense power of the United States. ■

THE UNITED STATES AND
RUSSIA IN WORLD WAR II 

(Continued from page 29)

any replies from them.
For its China policy the Roosevelt administration 

ever kept ready its rose-tinted glasses. If the fatal 

weakness of the National Government was not visi­
ble at the time of the Cairo meeting, it began to be 
demonstrated by the spring of 1944. A violent alter­
cation between Chiang and the peppery General 
Joseph Stilwell, who had promoted the idea of a 
Burma campaign, uncovered the gravity of 
Chiang’s war with the Chinese Communists.

Roosevelt made an effort to compose the strug­
gle. The American Embassy in Chungking argued 
with Chiang the possibilities of sharing his power 
with the Communist leaders. A special mission 
headed by Henry A. Wallace presented the same 
case to the Generalissimo, but got for an answer the 
advice to the United States to “show aloofness” 
toward the Chinese Communists. Wallace was fol­
lowed immediately by a second mission headed by 
Brigadier General [Patrick] Hurley, chosen at the 
instance of Stimson and Marshall. In both of these 
cases the President ignored the Department of 
State. Hurley paid a visit to Moscow in September, 
1944, and got from Stalin’s own lips an expression 
of indifference toward the Chinese Communists. 
Hurley then ranged himself violently against the 
latter; and when the two Communist leaders, Mao 
Tse-tung and Chou En-lai, secretly approached 
General [Albert] Wedemeyer, who had succeeded 
Stilwell, to arrange for them a personal interview 
with the President in Washington, Hurley in­
tervened to foil the attempt. What might have come 
of this we cannot say. But the President, who was 
by now out of touch with the Department of State, 
was deprived of his last opportunity to hear the case 
of Chiang’s opponents. Roosevelt stuck by Chiang 

to the last. Meanwhile, the Soviet government con­
tinued to assert its lack of interest in the Chinese 
Communists and to express its readiness to 
recognize the National Government. At Yalta, 
Stalin, having made provision for the restoration of 
Russia’s right in Manchuria, raised no objection to 
concluding a treaty with Nationalist China. This in 
fact he did on August 14, 1945, as we remember, six 
days after his army had started into Manchuria.

We shall probably never know the full story of 
how the Roosevelt administration was inveigled in­
to binding itself irrevocably to the falling fortunes of 
Chiang Kai-shek. Behind the scenes in Washing­
ton, Chiang’s two brothers-in-law, H.H. Kung and 
T.V. Soong, labored incessantly to get the ears of 
officials in the Treasury, War, and Navy Depart­
ments. Chiang himself sent numerous cables to 
various persons within the administration. If the 
head of any other foreign state had behaved in this 
manner, verily he would have been given a stinging 
rebuke. But there was no limit to which the Amer­
ican government was willing to indulge the poli­
ticians of Nationalist China. On his part, Secretary 
[Cordell] Hull, while willing to stand by Chiang,
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control; human rights; scientific, com­
mercial, and cultural relations; and 
increased our political dialogue as they 
have responded on specfic concerns.

We have also witnessed a series of 
high-level official exchanges. Chairman 
Fascell and Senators Kennedy, Nunn, 
Specter, and Warner visited Poland. 
Ways and Means Chairman Rosten- 
kowski hosted a Sejm delegation in 
Washington and Chicago June 1-5 and is 
visiting Poland this week as the Presi­
dent’s personal representative to the 
Poznan Trade Fair. After two rounds of 
talks, we have initialed a science and

SECRETARY SHULTZ,
MAY 26, 1987*

technology agreement. After trade talks 
in April, we have agreed to a U.S.-Polish 
Joint Trade Commission session here in 
the fall.

We hope to effect an exchange of 
Ambassadors. The Poles have told us 
they are prepared to move ahead here, 
and we have reassured them we will 
reciprocate.

Cypriot side has adhered to the
Secretary General’s March 1986 draft 
framework agreement. We have actively 
sought to use our influence, as in the 
past, in support of the UN Secretary 
General’s good offices mission. He has 
made clear that he would not allow his 
mission to be stalled. We agree and are 
continuing to urge the two Cypriot sides 
to work with the Secretary General to 
develop a mutually acceptable process 
leading toward a negotiated Cyprus 
settlement.

Addresses by Secretary Shultz on 
May 26, 1987, in celebration of the 40th 
anniversary of the Marshall Plan and 
President Reagan on June 1 during a 
signing ceremony declaring George C. 
Marshall Month.

I appreciate your presence here, and I 
appreciate the occasion because it marks 
something important that has happened, 
and it gives me an opportunity to reflect 
on that in terms of problems that, at 
least as I see it, we face today. So we’re 
here this evening to mark the 40th anni­
versary of one of this nation’s most 
splendid accomplishments, the Marshall 
Plan, and to honor its creator, George C. 
Marshall. It’s humbling to reflect that 
this plan was only a part of Marshall’s 
distinguished record in the office I’m 
now privileged to hold and that his term 
as Secretary was only part of the serv­
ices he rendered this nation and the 
world.

The Marshall Plan has a special 
meaning for many of you who were pres­
ent at the creation. For all of us, the 
Marshall Plan is one of the turning 
points of history. The term has passed 
into our language, shorthand for an 
international program of short-term 
sacrifice for long-term benefit.

The United States and Europe have 
come to enjoy unprecedented levels of 
prosperity since the days of the Marshall 
Plan, in no small measure because of the 
plan. The per capita GNP [gross national 
product] of the European recipients

complete transcript of the hearings 
iblisned by the committee and will be

Poland

In the last 6 months, we made progress 
in expanding U.S.-Polish dialogue 
through a step-by-step approach. We 
have engaged the Polish Government on 
a wide range of issues, including arms

Romania

On June 2, the President decided to 
renew Romania’s most-favored-nation 
(MFN) tariff status for another year. 
The decision was exceptionally difficult. 
The President carefully weighed the 
strong criticisms that have been made of 
Romania’s human rights record. The 
Administration shares the concerns 
expressed in the Congress and by 
private citizens about violations of basic 
human rights in Romania, despite the 
Romanian Government’s freely under­
taken commitments under the Helsinki 
Final Act and other international 
instruments.

After weighing all the factors and 
options, the President decided that we 
should continue the MFN relationship 
with Romania as long as it enables us to 
help substantial numbers of people. Over 
the years since Romania has had MFN, 
170,000 people have emigrated, includ­
ing 30,000 to this country. MFN has also 
enabled us to have some impact on 
Romania’s other human rights practices 
and to help strengthen the conditions for 
religious observances there. I believe 
that were MFN suspended or allowed to 
expire, these benefits, which are more 
modest than we would like but, 
nonetheless, important in human terms, 
would be lost.

For the Administration, therefore, 
humanitarian considerations were most 
compelling, indeed decisive, in putting 
forward the request to renew Romania’s 
MFN status. We have taken the position 
that it is better to direct our efforts to 
improving conditions that arouse our 
concern than to abandon the principal 
means of influence we now have and 
walk away.

increased overall by one-third during 
the years of the plan. Their GNP 
continued to expand after the plan 
ended, increasing by about 160% by 
1986, a yearly average of 4.6%—oh, for 
a 4.6% growth these days.

The United States started from a 
stronger base but still nearly doubled per 
capita GNP from 1947 to 1986. The Mar­
shall Plan is only one of the factors in 
both of these performances, but it is cer­
tainly one of the most substantial.

Our contemporary well-being, in 
fact, may make it difficult for us to recall 
the bleakness of postwar European pros­
pects. Memories fade. Most of today’s 
adults have few, if any, personal 
recollections of those days. It is essential 
that we do not forget: Europe came 
close to economic collapse, which may 
well have been followed by political 
chaos. There had been mass destruc­
tion—on a scale never before seen—of 
people, infrastructure, and institutions.

A brief postwar recovery was 
followed by runaway inflation, black 
markets, and corruption, undermining 
public confidence in economic and social 
institutions. Venerable political institu­
tions showed cracks. The unthinkable, 
the end of the British Empire, suddenly 
became imaginable, and imagination 
became reality. Nature herself dealt 
Europe a fierce blow in the dreadful 
winter of 1946-47. A heavy air of 
malaise hung over the continent. There 
was clearly much worse to come if help 
did not arrive.

The momentous events of early 1947 
set the stage for that help:

First, the decision by the United 
Kingdom that it could no longer continue 
its aid to Greece, then fighting a

‘The com]
will be published by the committee an 
available from the Superintendent of 
Documents, U.S. Government Printing 
Office, Washington, D.C. 20402. ■
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communist-backed insurgency, and to
Turkey; and

Second, the U.S. response of step­
ping in to replace the British, deliber­
ately taking up a new role in the world.
Underlying this initiative was the
Truman Doctrine that the United States
would support “free peoples who are
resisting attempted subjugation by
armed minorities or by outsioe
pressures.”

Only in hindsight does this new role
seem inevitable. The country’s mood was
inward looking, somewhat isolationist.
Demobilization was underway. Truman
and Marshall effectively had to bring the
American people into world affairs
against their natural inclinations. It is
one measure of the greatness of these
men that they succeeded so well.

Once the Truman Doctrine had been
accepted, the new U.S. role expanded
quickly. Under Secretary Acheson had
already created a committee to examine
the problems of European recovery. And
he had at hand someone who, today, I
am privileged to have working very
closely with me, Paul Nitze [special
adviser to the President and the
Secretary of State on arms control mat­
ters], who is around here somewhere.

Its conclusions, Dean Acheson’s
study, buttressed Secretary Marshall’s
own reflections. Only 2 months were
needed to reach the decision Marshall
announced at Harvard on June 5: the
United States would do whatever it
could to “help start the European world
on its way to recovery.”

American prosperity in the early
postwar years made us the obvious,
indeed the only, candidate to undertake
assistance to Europe on the scale
required. This is not to say that the
Marshall Plan was easy for the United
States. The idea did not meet instant __ ___
approval. It was clear there was sacrifice p]e Qf enlightened diplomacy, 
involved and far from clear that sacri- — - 
fices would produce success. Nonethe­
less, Marshall and his colleagues knew
we must make the effort.

The foreign policy community acted
swiftly and decisively. Congressional
leaders, headed by Senator Vandenberg,
committed themselves to Marshall’s idea
and helped mobilize public opinion. The
private sector lent powerful support.
Less than a year after Marshall’s speech,
the plan was in effect.

; • ..................
ness in Europe. From the outset, Mar-

affairs infinitely more complex. The col­
lapse of the bright expectations fostered 
by independence is yet another threat to 
world stability.

The Marshall Plan is still relevant in 
the solution of these problems. Among 
its many lessons, I believe, are the 
demonstrated linkage of economic pros­
perity and political stability and, in par­
ticular, the linkage of European and
U.S. well-being. We must join together 
as partners to advance our common 
interests or we shall diminish our mutual 
fortune.

This means, among other things, 
working together to open markets, not 
close them. It means taking joint action, 
in the Uruguay Round, to dismantle the 
subsidies and trade barriers that are 
distorting agricultural markets. Without 
a firm commitment to these actions, we 
are in for very bad times.

Similarly, in our relations with the 
Third World, economic solidarity in the 
West is the key to success—not in the 
sense of offering a united front, an 
implacable North confronting a South 
beset by debt burdens and intractable 
problems of development; rather, in the 
sense of a partnership marked by global 
vision and, if I may be so old fashioned, 
a sense of altruism in pursuing the com­
mon good. If we all decide to let the 
other fellow do it and simply reap the 
gains, we will soon discover that collec­
tively there is no other fellow. The whole 
debt and development conundrum is a 
collective problem that requires a collec­
tive response. We are capable of such a 
response if we return to the spirit of the 
Marshall Plan and make a commitment 
to work together.

It is natural that we seek to advance 
our individual interests. But we must 
remember that we have mutual interests 
and obligations. The United States, for 
example, would do well to reflect on the 
history of the Marshall Plan. In those 
days, we committed a tenth of our 
Federal budget to international affairs. 
That figure has steadily declined, falling 
now below 1.5%. That’s counting every­
thing—security assistance, economic 
assistance, Voice of America, contribu­
tions to international organizations of all 
kinds, operating the State Department, 
operating the Voice of America, Export- 
Import Bank-all in 1.5% of the Federal 
budget.

This is shocking and simply unaccept­
able. No country can expect to continue

Eastern bloc—under Soviet pressure-
declined, 16 countries were left to put
together such a plan. Their work was
arduous but well rewarded. Once united,
Europe was able to use American aid to
get on the road to recovery. And
cooperation led to other initiatives for
European renewal.

European statesmen such as Schuman
and Monnet had long dreamed of a united
Europe-Churchill’s “United States of
Europe”—and they went to work with
gusto. They built on the success of the
organization created by the Marshall
Plan itself, the Organization for Euro­
pean Economic Cooperation (OEEC).

In less than a decade, there was an
impressive array of other organizations
for cooperation: the Council of Europe,
the European Coal and Steel Commu­
nity, the Atomic Energy Community,
and the European Economic Commu­
nity. The institution-building reached
beyond Europe with the formation of
NATO in April 1949. And the Marshall
Plan or OEEC countries joined with the
United States and Canada in 1960 to
create the OECD [Organization for
Economic Cooperation and Develop­
ment], today the major institution for
economic coordination among the
industrialized democracies. I might say
the OECD had a meeting-a very impor­
tant meeting—just a couple of weeks
ago, focusing people’s attention on a
problem of very serious moment today,
namely, the agriculture problem.

The benefits of Marshall’s vision
have been mutual: what strengthened
Europe strengthened us. Our investment
of some $13.3 billion over 4 years was
returned many times over in increased
exports. And from the Marshall Plan
came the infrastructure that has been
for 40 years the bedrock of European
and Atlantic political, economic, and 
security affairs. There is no finer exam-

This success not withstanding, it is
still true, and necessary to say, that the
world situation remains serious. The
context has changed. The challenges are
different, but they are equally grave. We
have a new, perhaps dangerously excit­
ing, political era. We face a Soviet bloc 
under new leadership, whose motives
and dynamics are only partially
understood.

We are also beset by an enduring
. and powerful adversary—protectionism.

This took parallel speed and decisive- There are disturbing levels of national ---------------------
 ' " . " - ‘ debt across the globe. World agricultural as a major actor in world affairs at this
shall had insisted on an integrated Euro- production is seriously out of kilter. The
pean program. After the emerging great coionja] systems of Europe have

largely been disbanded, making world
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for what has been the most remarkable 
period of peace and prosperity in the 
history of that continent.

It’s a pleasant coincidence that George 
C. Marshall Month, which we will pro­
claim today, coincides with the upcoming 
economic summit. I’m certain that 
General Marshall would approve of my

PRESIDENT REAGAN,
JUNE 1, 1987*

level of financial commitment. We must 
do better. The challenge to our leader­
ship today is to mobilize political support 
for the resources necessary to carry out 
an effective foreign policy. Secretary 
Marshall called for a willingness on the 
part of our people to face up to the vast 
responsibilities which history has clearly 
placed upon our country, and the 
American public responded.

Marshall did not call only for the 
best in the United States. He also 
challenged Europe. So, too, today’s 
challenges are not just for the United 
States but for the alliance as a whole. 
We have the opportunity to reshape the 
structure of our mutual defense. The 
United States has consulted fully, and 
will continue to do so, with our allies. 
We do not intend to act in isolation. We 
expect, in turn, that our allies will also 
work with us in shaping a response to 
the new proposals and to the different 
security policies that they portend.

Another challenge lies in the need 
for the allies to note and act on the real­
ity that the United States can no longer 
carry the largest share of the burden. 
We have devoted a much larger propor­
tion of our national budget to defense 
than have our allies. At one time we 
could do this without much strain. But 
today the U.S. economy no longer domi­
nates the Western world, as it did 40 or 
even 20 years ago. The Marshall Plan 
helped to create economic equality 
between the two halves of the Atlantic 
alliance. We must share responsibilities 
equally.

I have spoken of the alliance. By this 
I mean, of course, NATO. But there is a 
larger alliance, a partnership which goes 
far beyond any one organization. The 
OECD is perhaps the most representa­
tive of the interests I have in mind, the 
protection and expansion of political 
democracy and market economies.

We must recast this worldwide part­
nership to make it adequate to the 
demands of a new century. Such 
rebuilding calls for creative leadership. 
We cannot do better than remember the 
vision that sustained Secretary Marshall 
and his counterparts in Europe. If we 
work in that spirit, we will not fail.

It’s difficult in this time of plenty to 
imagine the destitution, devastation, and
hopelessness that pervaded Europe after of the Marshall Plan was to provide 

incentives for Europeans to find com­
mon ground, to bring down the political 
barriers which stifle economic activity

was won. And that victory was not a
triumph of conquerors in a struggle for 
power and domination but a desperate ,_________ ,
fight of free peoples for the preservation the role of motivation. “It is the spirit 

which we bring to the fight that decides 
the issue,” he once wrote. “It is morale 
that wins the victory.”

George Marshall’s speech was viewed 
by many Europeans as a lifeline thrown 
to them at a time when they were foun-

society.
Resources used to fuel the war

machines were gone. Great destruction
had been brought upon the face of
Europe. Germany lay in almost total
ruin. Throughout the rest of the conti­
nent, cities and factories were in
disrepair; the whole economic infra­
structure had been devastated. The
monumental job of rebuilding seemed
overwhelming.

It was at this time of despair when,
under the leadership of wise and decent
individuals like George C. Marshall, by
then Secretary of State, our country
stepped forward with a program
Winston Churchill referred to as the
“most unsordid act in history.”

Forty years ago June Sth, Secretary
of State George Marshall gave the com­
mencement address at Harvard Univer­
sity. In it, he laid out a proposal for the
reconstruction of Europe, the foundation ess of cooperation and” enterprise that 

has carried the peoples of the Western 
democracies to new heights.

But there was one most important 
achievement, too much overlooked. A 
reading of history reveals that in past

dedicated to ideals which were not build, to invest. And in short order, pur-
forgotten after the enemy was vanquished, pose replaced aimlessness. Enterprise 

replaced inertia.
The second and most important goal

taking advantage of this opportunity to
speak with you also about some of our
expectations, our goals, for that impor­
tant gathering.

First and foremost, today we gather
to honor George C. Marshall, a gallant
soldier, a visionary statesman, and an
American who set a standard of honor
and accomplishment for all who have
followed.

George Marshall is the only profes­
sional soldier ever to win the Nobel Prize
for Peace. It was a fitting tribute. Even
in time of war, Marshall was a champion
of peace. During his tenure as Chief of
Staff of the U.S. Army, a war—the o_______________
greatest conflagration in human history- guished from the mere transfer of money.

First, it was designed to generate
hope where there was none. George
Marshall, as a soldier, well understood '

In today’s money, the Marshall Plan 
was a commitment of extraordinary pro­
portions, about $60 billion. And with 
that, industry, large and small, was pro­
vided capital; harbors, canals, roads, 
electric systems were rebuilt; and the 
production lines began to roll as Europe 
wSnt back to work.

The Marshall Plan was an investment 
America made in its friends and in the 
future. If it had simply been a gift of 
resources, it would likely have been a 
colossal failure. The success of this 
greatest of undertakings, the rebuilding 
of a battle-scarred continent, can be 
traced to goals that are easily distin-

of the humane values and democratic
institutions they held dear.

What made the Second World War
different from all those that had pre­
ceded it was that Western civilization,
by its outcome, was left in the hands of _______________ _______ v
leaders like George Marshall—individuals dering. It gave them reason to work, to
y——--- -- ----- -I—1---------- i build, to invest. And in short order, pur-

the close of the Second World War. The
conflict had taken the lives of millions of
Europeans, many of them the young
leaders who are the greatest asset of any and growth. Our leadership helped 

officials overcome local interest groups 
and work with other governments to 
beat back the pressures for protec­
tionism and isolation; to free the flow of 
commerce, materials, and resources 
across international frontiers; to inte­
grate transport and power systems; and 
to develop economic and political ties that 
would serve as an engine for progress.

The Marshall Plan led to the creation 
of institutions that today are pillars of 
the free world’s economy—the European 
Economic Community, the General 
Agreement on Tariffs and Trade, the 
OECD [Organization for Economic
Cooperation and Development]—and 
created the environment where the 
World Bank and the IMF [International 
Monetary Fund] could function. The 
Marshall Plan was an act of generosity, 
but it was not a give-away program.
Instead, it was the beginning of a proc-
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or abusive, a country cannot expect to 
attract the expertise and private invest­
ment needed to advance, nor will its own 
people have the incentives needed to 
push their economy forward.

After the war, German industry was 
little more than a shell. If Ludwig 
Erhard and Konrad Adenauer, coura-

wars, the peace settlement laid the foun­
dation for the next war. Hatreds and 
enmity remained. And today, we have 
known 40 or more years of peace, and 
one-time enemies are the closest of 
friends and allies as a result of the 
Marshall Plan.

With us today is an individual who, 
at President Truman’s direction, took a 
central role in polling the leadership, 
gathering the ideas, and putting 
together a comprehensive overview of 
foreign policy strategy. This effort was 
the genesis of the Marshall Plan. His 
dedication, creativity, and resourceful­
ness were of great service to his presi­
dent and his country at that pivotal 
moment. And, Clark Clifford, we are 
proud to have you with us today.

those that confronted struggling democ­
racies four decades ago. We sought to 
achieve prosperity; now we seek to 
preserve it and ensure that our standard 
of living continues to improve. Nothing 
can be taken for granted.

We must be active and vigorous to 
be successful. And we must work 
together. And that is what freedom is all 
about. And that’s why we call the por­
tion of the planet on which we live the 
free world. People here are not told 
what we must do. We talk things over 
and decide what to do for ourselves.

There’s a story about an American 
and a Russian. As is often the case, the 
American was bragging about how in the 
United States everyone was free to 
speak. Well, the Russian replied, “In 
Russia we’re just as free to speak; the 
difference is in your country you’re free 
after you speak.”

The greatest challenge for those of 
us who live in freedom is to recognize 
the ties of common interest that bind us, 
to prove wrong those cynics who would 
suggest that free enterprise and democ­
racy lead to short-sighted policies and 
undisciplined self-interest.

Today—and we can’t say this too 
often—it is in the common interest of all

parochialism and protectionism, to keep 

of us in every free land, to work against consider following Japan’s goocI example, 
parochialism and protectionism, to keep However, as I noted about the Euro­
markets open and commerce flowing. By pean example of four decades ago the 
definition, protecting domestic producers transfer of cash alone is not the solution, 
from competition erodes national com- If tax rates are too high, if markets are 
petitiveness, slows down economic activ- not free, if government is big, corrupt, 
F . . • T< i _ ii___ x__  «... ponnnt PYDPC.t to

Trade and Economic Concerns

Now, in a few days, I will leave for the 
economic summit in Venice. It will be 
the 13th time the seven major industrial 
democracies have so met, and the 
seventh time I’ve been privileged to 
represent the United States. While our 
country is still looked to for leadership, 
the free world is now undeniably a part­
nership among democracies, to a large 
degree because of initiatives we set in 
motion four decades ago.

Today free world efforts—economic, 
political, and security—depend on genu­
ine cooperation. Self-determination, as 
we’ve recognized since the time of 
Woodrow Wilson, is consistent with the 
interaction of free peoples. We sought it, 
and, brother, we’ve got it.

The governments of Western Europe, 
North America, and Japan face the 
future together, and meetings like the 
economic summit build unity and sense 
of purpose. And that unity is increas­
ingly important. The velocity of eco­
nomic change reshaping our world is 
making greater demands on our govern­
ments, individually and collectively. This 
change flows naturally from the open 
economic system we’ve established in 
the West. Our peoples and countries are 
now operating in a global market. Instan­
taneous communications, multinational 
corporations, the flow of international 
investment, widespread computer tech­
nology, and the integration of financial 
markets are facts of life.

The progress of mankind, however, 
remains dependent on political as well as 
economic and technological momentum. 
Today we face challenges comparable to 

world expansion, preserving a growing 
world economy is the business of every 
member of the world trading commu- -------------------------- . „
nity. It is the special responsibility of the of enterprise, competition, and the profit 
. * • Ta.___’ll 1___ — — _ ___cn iirail tnsjt tnP
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United States now must maneuver with 
economically powerful competitors,
friendly competitors.

from competition erodes national com-

ity, and raises prices. It also threatens 
the stability of the entire free world 
trading system.

Some countries, which have taken 
full advantage of America’s past open­
ness, must realize that times have 
changed. Today any country selling 
heavily in the United States, whose mar- 

Amer^an people No country that closes one fell swoop, eliminated most of the 
 j intrusive controls on the West German

that growth-oriented domestic policies 
are needed to bolster the world trading 
system upon which they depend.

We and our allies must always fulfill 
our agreements concerning exchange 
rate stability. Economic policy decisions 
made last year in Tokyo, and at this 
year’s meetings of the Group of Seven 
finance ministers in Paris and in Wash­
ington, cannot be ignored or forgotten. 
The commitments made at these meet­
ings need to be translated into action.

Talks continue to flow about the 
necessity of a coordinated attack on 
market-distorting agricultural policies- 
policies which are found in almost every 
Western country. The time to act is fast 
approaching.

One concern shared by the industri­
alized powers is what to do about the 
Third World countries which are not 
developing, not progressing—countries 
that, if something doesn’t happen, will 
be left behind.

Japan has made admirable strides in 
this direction by offering to share some 
of its wealth—some of its trade surplus— 
with lesser developed nations. I hope 
that during the course of this summit, 
Japan will clarify what form this aid will 
take. I also hope that other countries will

However, as I noted about the Euro-

its own markets, or unfairly subsidizes

trading partners to remain open. This 
point will be driven home in Venice. It 

was 1---------------------
at last year’s Tokyo summit to launch 
the Uruguay trade round.

While the vibrancy of the U.S. eco­

might not have had the miraculous 
L ™  - - impact that it did If we’re serious about
the central theme of our agreement changing the plight of less fortunate 

nations, we must, at the very least, be 
candid with them about these economic 
realities—open their eyes to the secret of 

the amazing growth taking place on the 
Pacific rim. That secret is a Marshall 
Plan of ideas. It is simply that freedom

larger economic powers. It will be made motive work. They work so well that the 

clear, especially to our friends in Japan ” --------------
and the Federal Republic of Germany,
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And we are working together in a 
number of critical areas. Our friends and 
allies have been cooperating ever more 
closely to combat the scourge of ter­
rorism. Democracies are peculiarly 
vulnerable to this form of international 
criminality, and, at the upcoming Venice 
summit, we will give renewed impetus to 
the momentum which has developed in 
the past year.

The Western alliance, with courage 
and unity of purpose, has time and again 
thwarted threats to our prosperity and 
security. During the last decade, as 
American military spending declined, the 
Soviets raced ahead to gain a strategic 
advantage, deploying a new generation 
of intermediate-range missiles aimed at 
our European allies. This hostile maneu­
ver—part of a long-term strategy to 
separate Europe from the United 
States—was countered by a united 
alliance. Pershing and cruise missiles 
were deployed in Western Europe, even 
amidst the noise and clamor of some­
times violent opposition and an intensely 
hostile Soviet propaganda campaign.

Let no one forget, 6 years ago we 
offered to refrain from deploying our 
intermediate-range missiles, if the 
Soviets would agree to dismantle their 
own. It was called the “zero option.” 
The other side refused. At that time, a 
vocal minority in Western countries, 
including the United States, suggested if 
we moved forward with deployment of 
our Pershing and cruise missiles, all 
hope of arms control agreements would 
be lost.

The pessimists, however, have been 
proven wrong, and Western resolve is 
paying off. In recent months, we’ve 
witnessed considerable progress in our 
talks with the Soviet Government. The 
Kremlin now, in principle, accepts the 
“zero option” formula in Europe, and our 
negotiators are busy seeing if the details 
can be worked out. In short, we may be 
on the edge of a historic reduction of the 
number of nuclear weapons threatening 
mankind. If this great first step is taken, 
if nuclear arms reduction is achieved, it 
will be due to the strength and determi­
nation of allied leaders across Western 
Europe who refused to accept the Soviet 
nuclear domination of Europe.

European leaders, and indeed most 
Europeans, have come to understand 
that peace comes only through strength. 
Strength and realism are the watch­
words for real progress in dealing with 
our Soviet adversaries. As we view 
changes which seem to be happening in 
the Soviet Union with cautious 
optimism, let it be remembered that,

four decades ago, the Kremlin rejected 
Soviet participation in the Marshall Plan. 

If the current Soviet leadership 
seeks another path, if they reject the 
closed, isolated, and belligerent policies 
they inherited, if they wish their country 
to be a part of the free world economy, 
we welcome the change. Let there be no 
mistake: the Soviet Government is sub­
ject to the same rules as any other. Any 
government which is part of our deals 
with the West’s major economic institu- 

, tions must do so with good faith, open 
books, and the open government on 
which both depend. Economic transac­
tions are not maneuvers for political 
gain or international leverage; such 
destructive tactics are not tolerated. 
Countries which are part of the system 
are expected to do their best to 
strengthen the process and institutions 
or be condemned to economic isolation.

The Soviet Union must also under­
stand that the price of entry into the 
community of prosperous and productive 
nations is not just an economic price. 
There is a political price of even greater 
significance: respect for and support for 
the values of freedom that are, in the 
end, the true engines of material 
prosperity.

Time will tell if the signs emanating 
from the Soviet Union reflect real 
changes or illusion. The decisions made 
by the Soviet leaders themselves will 
determine if relations will bloom or 
wither. Any agreement to reduce 
nuclear weapons, for example, must be 
followed by reductions in conventional 
forces. We are looking closely for signs 
that tangible changes have been made in 
that country’s respect for human rights, 
and that does not mean just letting out a 
few of the better known dissidents. We 
are waiting for signs of an end to their 
aggression in Afghanistan.

And, yes, let us admit the recogniz­
able friction among the great democ­
racies about trade and economic policy. 
Our heated debates and maneuverings— 
and the fact they’re front-page news- 
are a healthy sign. First, during eco­
nomic movement, close friends disagree, 
but no one should lose sight of the 
impressive strides taking place. Second, 
the attention paid to complex economic 
issues, which decades ago were subject 
matter only for specialists, suggests 
the wide degree of consensus our nations 
have reached on the vital issues of war 
and peace, human rights, and 
democracy.

America’s Commitment to Freedom 

This year is also the 40th anniversary of 
the Truman Doctrine, which fully recog­
nized the need for economic assistance 
but underscored the necessity of pro­
viding those under attack the weapons 
needed to defend themselves. On March 
12, 1947, President Truman addressed a 
joint session of Congress and spelled out 
America’s commitment: “[I]t must be 
the policy of the United States to sup­
port free peoples who are resisting at­
tempted subjugation by armed minorities 
or by outside pressures. I believe that we 
must assist free peoples to work out 
their own destinies in their own way.” 
So said Harry Truman.

Security Issues

Today the unity of the West on security 
issues is something which George 
Marshall and his contemporaries would 
look on with a deep and abiding pride. 
Marshall led America through war and 
out of isolationism. Like protectionism, 
isolationism is a tempting illusion. Four 
decades of European peace and the 
greatest economic expansion in history 
stand as evidence that isolationism and 
protectionism are not the way. We must 
work with like-minded friends to direct 
the course of history, or history will be 
determined by others who do not share 
our values, and we will not escape the 
consequences of the decisions they make.

Nowhere is this burden heavier than 
in the Middle East, a region that has 
been plagued with turmoil and death. If 
we retreat from the challenge, if we sail 
to a distance and wait passively on the 
sidelines, forces hostile to the free world 
will eventually have their way.

Two weeks ago, we lost 37 of our sons 
in the Persian Gulf. They were the pride 
and joy of their families, fine young men 
who volunteered to wear the uniform and 
serve their country. We have none bet­
ter than these. They died while guarding 
a chokepoint of freedom, deterring 
aggression, and reaffirming America’s 
willingness to protect its vital interests.

Yet, the American people are aware 
that it is not our interests alone that are 
being protected. The dependence of our 
allies on the flow of oil from that area is 
no secret. During the upcoming summit 
in Venice, we will be discussing the com­
mon security interests shared by the 
Western democracies in the Persian Gulf. 
The future belongs to the brave. Free 
men should not cower before such 
challenges, and they should not expect to 
stand alone.
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freedom. It succeeded through the 
mutual efforts of the American, Greek, 
and Turkish people, who through their 
courage and perseverance met head-on 
and defeated the immediate postwar 
threat. Today Greece, Turkey, and the 
United States are linked together as 
members of the North Atlantic Treaty 
Organization, freedom’s strongest 
shield.

Today we celebrate the wisdom and 
courage of President Truman and those 
who worked so hard to make this a cor­
nerstone of American foreign policy. We 
also salute our Greek and Turkish allies. 
Our ties are built on a proud tradition of 
mutual respect and support, one that we 
are dedicated to preserving and nurtur­
ing in the years to come.

Nineteen forty-seven was a volatile 
political year for our country. I was a 
Democrat back then. President Truman 
was under attack from both sides of his 
own party, and the opposition controlled 
both houses of Congress—and believe 
me, I know how frustrating that can be.

Even amidst the deep political divi­
sions so evident in 1947, the Marshall 
Plan and Truman Doctrine were 
approved by Congress. In the end, it was 
our ability to overcome our own domes­
tic political discord and forge a bipar­
tisan approach that made the difference. 
Greece and Turkey were saved. Western 
Europe was put on the path to recovery. 
Human freedom was given a chance. 
Democracy has its weaknesses, but its 
strengths will prevail.

I leave for Europe with confidence. 
This generation of free men and women, 
too, will work together and succeed. We 
will pass on to our children a world as 
filled with hope and opportunity as the 
one we were handed. We owe this to 
those who went before us, to George C. 
Marshall and others who shaped the 
world we live in.

With this said, I will sign the order 
proclaiming George C. Marshall
Month.

Forty years ago today, President 
Truman signed Public Law 75 of the 
80th Congress, which provided $400 
million in U.S. military assistance to 
Greece and Turkey. This was the first 
postwar commitment of the United 
States to provide the resources and sup­
port necessary for free countries of the 
world to meet the threat of communist 
expansionism and brought into being the 
Truman Doctrine.

The Truman Doctrine was rooted in 
a fundamental assumption as true now 
as in 1947: a healthy democracy in the 
United States requires strong demo­
cratic partners in the world. Its purpose 
was to help the peoples of Greece and 
Turkey in their efforts to secure their 'Text from Weekly Compilation of

Presidential Documents of May 25, 1987. ■

'Press release 117 of May 27,1987. 
2Text from Weekly Compilation of

Presidential Documents of Jun. 8, 1987. ■
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velopment priorities; countless NGO members exer­
cise leadership roles in their communities and ad­
vocate views in public policy debate; and numerous 
new networks link NGOs within countries and across 
international frontiers.

Amid galleries of Renoirs, Bonnards and Cezannes, with Dixieland piano jazz playing in the back­
ground, nearly 300 friends and associates of Pact gathered at the Phillips Collection in Washington, DC on 
March 26, 1996, to celebrate Pact's 25-year investment promoting pluralism in emerging democracies. 
Joining them were special honorees Dr. Carol Lancaster, former deputy administrator of the United States 
Agency for International Development (USAID) and five former Pact board and staff members. It was a 
time to renew old acquaintances and reconnect with a vital part of the history of development assis­
tance that has touched nearly everyone in the U.S. PVO community.

evening came
when former
USAID deputy
administrator,
Dr. Carol Lan­
caster was hon­
ored for her
leadership in
focussing the
goals of USAID
on the needs of
women and the
poorest of the
poor. In recognition of her many significant contribu­
tions, Pact board chairman Richard Richter awarded Dr. 
Lancaster, now returned to her position as Assistant Pro­
fessor at the School of Foreign Service, Georgetown Uni­
versity, a $10,000 grant to be used at her discretion on 
behalf of students pursuing special study or careers in 
foreign assistance at the school.

In making the award, Mitchell observed, “the genius of 
a good leader is to leave behind a situation in which 
people of common sense, without the grace of genius, 
can move forward successfully, and Carol has demon­
strated that quality.”

$10,000 Grant to Georgetown 
University School of Foreign Service
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Pact’s investment 
in capacity building 
has yielded returns 
around the world 
today. Thousands 
of local organiza­
tions devise strat­
egies and imple­

ment programs 
based on local de-

1
<

T) ecalling Pact’s humble beginnings, CEO Louis L. 
JTV Mitchell recounted that when Pact began it had an 

annual budget of $23,000 and no programs in its portfo­
lio. Today Pact has a presence in 13 countries, includ­
ing the United States, and manages 20 projects with 
annual revenues of $24 million.

Founded in 1971 as a membership organization for PVOs 
and NGOs, Pact initially received direct funding from 
USAID to independently approve and monitor USAID 
grants to PVOs and NGOs. As part of its charter, Pact 
also provided training and technical assistance in or­
ganizational development to a broad spectrum of PVOs 
and NGOs outside its membership. Serving as a cata­
lyst and intermediary in the field, Pact over the years 
demonstrated the value of strengthening the capacity 
of local leaders and organizations to meet the social, 
political and economic needs of their communities.

In late 1992, adapting to changes within the develop­
ment community, Pact revised its bylaws, dissolved its 
membership, set up a broad-based board of directors 
and established Pact as an independent, nonprofit, in­

ternational corpo­
ration headquar­
tered in the U.S.

A

Carol Lancaster reads Pact grant award 
letter. Standing next to her are Pact board 
chairman Richard Richter and former 
CEO Tom Byrne.

4^

25 Years 
Promoting Pluralism
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Tom Byrne, Pact’s CEO front 1985 -1989, who held 
Pact true to its calling during a period of great un­
certainty.

Roland Johnson, a member of Pact’s board of di­

rectors for over 15 years and its chair for 10 of 
those years, who employed his distinctive skills

as a mediator and negotiator within a changing 
U.S. PVO community.

Jake Pfohl, a visionary in the field of strengthen­
ing local NGOs in Asia, who laid the foundation 
for all the successes garnered by Pact in Asia 
over the past six years.

Rita Gibbons, recently associate director of the 
NGO Forum on Women in Beijing and known as 
the “mother of Pact” throughout the PVO com­
munity, who provided her wise counsel to Pact 
for nearly 17 years.

Bob O ’Brien, the “father” and founder of Pact, who 
gave shape to its ideology and mission of attain­
ing sustainable development through empower-

Ms. Melanne Verveer

Deputy Asst, to the President & Dep. Chief of Staff to 
the First Lady

Office of First Lady

Old Executive Office Building, Room 100

17th St. & Pennsylvania Ave, NW

Washington, DC 20500

Pact honoree Rita Gfbbo^
appreciation from LoiRSntcmf^

Byrne, Roland Johnson, Jake Pfohl and Bob O'Brien 
look on.

J

Pact
1901 Pennsylvania Avenue, NW
Suite 501
Washington, DC 20000

Pact honorees Roland 
Johnson, former Pact board 
chair; Bob O'Brien, Pact 
founder; and Tom Fox of 
World Resources Institute.
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Former Pact Leaders Honored
Ijlive former Pact board and staff members, who sus- 
JT tained Pact from its beginning 25 years ago, also 

received recognition for their unwavering conviction 
and tireless efforts to strengthen and empower 
grassroots organizations. Receiving certificates of ap­
preciation were—

The Next Twenty-five Years
Tn looking ahead,
A Mitchell described a fu­

ture in which civil society 
will be recognized as the 
only culture in which de­
mocracies can flourish and 
capitalism be equitably 
sustained. Pact’s achieve­
ments lay a strategic foun­
dation for the next quarter 
century for Pact as a part­
ner in participatory devel­
opment and contributor to 
the growth of civil societ­
ies worldwide.
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THE PARTICIPATION INITIATIVE

I

These efforts include;

The Participation initiative is premised on two assumptions: 1) 
participation is not new to USAID (on the contrary, skilled and 
committed USAID practitioners have "written the book," both 
figuratively and literally, in applying many sorts of
participatory approaches); and 2) we need to "fix our systems" to 
enable us to use participatory approaches more fully and 
effectively.

For this reason, the Participation Inititative is both a central 
rationale for the Agency's reform agenda, and a broad set of 
efforts undertaken in support of the reform agenda.

The Participation Working Group (the Agency-wide reference 
group for the Participation Intitiatlve), which has since January 
1994 ensured that Agency decisionmaking consider how to enhance 
participation and how to facilitate existing participatory 
practices; results of pwg efforts range from language in the 1994 
directives on strategic planning and project design that mandate 
customer and partner participation, to greater awareness in 
AID/Washington of how sudden shifts in funding impact on 
participation in the field;

The Participation Forum, a monthly, noon-hour opportunity 
for USAID staff and some other development practitioners to learn 
from each other's experience in implementing participatory

'COPY
VATION

The goal of the Participation Initiative is; to make the Agency's 
programs and procedures more conducive to, and ourselves us USAID 
staff more skilled and committed to, broadening access of people 
to their country's economy and their society's decisionmaking 
processes. "Participation” is "both the end and the means; both 
the results we seek, and the way that we, ag providers of 
development and humanitarian assistance, must nurture those 
results."

In November 1993, Administrator Brian Atwood issued a "Statement 
of Principles on Participatory Development," which outlines the 
key concepts of USAID's participation initiative:

Decisions about development priorities and policies are to 
be reached in the host country by those who must sustain 
them;
USAID assistance complements the "social energies" and 
commitments shown by the recipient society;
USAID projects and programs are accountable to the end user 
or customer; and,
USaid programs aim to strengthen the capacity of the host- 
country society--particularly the poor--to take the next 
steps in improving conditions and opportunities in a 
sustainable way.
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Collection and dissemination of participatory practices 
(for which an electronic conversation on Internet, Global
Participation Net, or GP-NTST, as well as other more traditional 
means, are used to identify and discuss the cases); and 

TOOPY
VATK>

-- Dissemination of tools and technical assistance in support 
of implementing participatory, customer-focused approaches.

For further information on the Participation Initiative, contact 
Diane La Voy, Senior Policy Advisor for Participatory Development 
(dlavoy@usaid.gov) ,- or Wendy Kapustin, manager of GP-NET 
(wkapustin@usaid.gov).

approaches; written,summaries are prepared that include 
presentations and discussion, along with additional comments and 
ideas received by e-mail; they are sent electronically to the 
approximately 700 members of USAID's Participation Network and by 
hard copy to other interested development practitioners;



3 JTUSAID

November 7, 1995

The Administrator

SUBJECT: MESSAGE TO USAID EMPLOYEES FROM THE ADMINISTRATOR

Dear AID Colleagues:

1

320 Twenty-First Street, N.W., Washington, D.C. 20523 ■ Phone: (202) 647-9620 ■ Fax: (202) 647-1770

Today's world is not the world our leaders contemplated as 
they emerged from World War II. Those leaders were strongly 
influenced by the post-World War I period and their desire to 
manage the global economic system in such a way as to avoid the 
repetition of history. The global management system they created 
through the Bretton Woods institutions and bilateral assistance 
programs was thus heavily oriented first toward reconstruction 
and economic development and then toward the containment of 
communism.

We reached a very strong consensus on the key issues before 
us, particularly on our vision of USAID's vital role in American 
foreign policy and our three important missions: sustainable 
development; humanitarian response; and managing transition 
situations. We agreed at the outset that decisions about how the 
agency will face budget cuts will be driven by these missions, 
and by what we want to accomplish from a development and foreign 
policy perspective.

Our contemporary challenges are more complex. We face, on 
the one hand, a vastly expanded global economy and its capital 
flows into emerging markets; on the other, a proliferation of

U.S. Agency for 

International

Dextlopment

This past Friday I met with our senior managers in a day­
long retreat to consider the future of the Agency. All of us 
left that meeting with a feeling of confidence, sobered by the 
difficult task ahead of us, but convinced that we can make the 
changes necessary to accommodate to the needs of the post-Cold 
War world and to the drastic budget cuts we face. This meeting 
was the beginning of a quickly moving process to determine how 
the agency will prepare itself to meet these challenges. I want 
to outline for you what we decided at the retreat and how we plan 
to proceed.
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Our sustainable development programs must focus on nations 
where U.S. political and economic interests are engaged, 
where need is apparent, where we can achieve results in a 
positive partnership with the host government and people and 
where we can contribute to the resolution of global 
development problems. Making choices as to where our 
reduced resources should be deployed will not be easy, 
these guiding principles will facilitiate our efforts.

We agreed that we must strengthen our capacity to work in 
classic post-crisis transition situations to support 
directly the processes of peace and reconciliation that 
follow negotiated settlements of disputes or the rejection 
of closed political systems and command economies. We are 
doing this job well in Haiti, Cambodia, the West Bank and 
Gaza, Mozambique, Ethiopia, South Africa, Central America 
and in Central and Eastern Europe and the former Soviet 
Union. And we need to prepare to do it well in places like 
Bosnia, Angola, Liberia and, one day soon, in a free Cuba.

Finally, we recognized that in a time of budgetary 
constraints, it is challenging indeed to make a case for 
long-term, sustainable development. But addressing the root 
causes of instability is the most cost effective approach to 
peace and prosperity. We were encouraged that this case has 
been strongly supported in recent studies showing a direct 
correlation between development indicators and the 
vulnerability of nations to implode and collapse. We also 
recognized that we must work to enhance the relevance of our 
work to crisis prevention, and we discussed ways that could 
be done. We acknowledged that further study is required in 
that current development theory, analysis and practice do 
not yet adequately factor in the need to counter or mitigate 
potential instability.

highly costly complex crises. These crises are often stimulated 
by weak or corrupt governmental institutions, unsustainable 
population growth, deteriorating environmental conditions food 
insecurity and abject poverty, all of which can spawn the most 
desperatetypes of human behavior. These conditions, when mixed 
with ethnic or religious differences, or a government's 
authoritarian or expansionist impulses, create volatile crises 
that directly impact on U.S. national interests.

We reviewed each of USAID's missions in the context of these 
— Our conclusions will not surprise you:

We agreed that we must maintain and enhance our capacity to 
respond to crises with humanitarian relief and we must 
continue to view that relief as part of a continuum that 
will lead to a nation's recovery and to its long-term 
development.
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Reengineering and reduced budgets will also cause us to re­
examine AID/Washington. No bureau or office will be exempt from 
our ongoing effort to assure that our human and fiscal resources 
effectively serve our missions.

While the legislative process that will determine our FY-96 
budget is not yet complete, we must begin now to plan for severe 
program and OE reductions because we are already into the second 
month of the fiscal year. _ The House and Senate have both agreed 
in conference on the Foreign Operations Appropriations bill and, 
while there is still an item in disagreement and a presidential 
veto is possible both because of this issue (the Mexico City 
policy question) and the low levels contained in the bill we 
cannot responsibly anticipate that the levels assigned to'our 
accounts will improve.

the capacity to influence host governments and the sectoral 
insights we need to leverage resources from, and influence the 
strategies of, other donors.

our field missions are our strength and that we should maintain 
our field presence to the extent that this is feasible given our 
budgetary constraints. We will clearly have to redeploy, reduce 
and regionalize our presence, but we believe our field presence 
gives us knowledge of the development sectors in which we work

Faced with this reality, we agreed on a process that is as 
inclusive and transparent as possible to consider the FY-96 
allocations and the operating expense reductions we will have to 
make. The process will be driven by: our desire to further 
define our mission and our structure in the second phase of Vice 
Fresident Gore's reinventing government program; the pipeline 
obligations we carry and our so-called "mortgages"; earmarks and

hav,e received from Congress; and the commitments 
r*
It is obvious that with a $600 million reduction in DA and 
development—related ESF programs — a reduction that is 
compounded by significant earmarks — we will have to examine 
each of these areas. None of them will survive intact.

We will clearly have to look at program and OE funding 
together, since both accounts provide considerably less than 
requested. It will be particularly hard to live within OE 
constraints. As the GAO confirmed, $495 million was the minimum 
OE needed to avoid violating the Anti-Deficiency Act. Congress

whichWCea?o?kd Set eXit 9°alS f°r 311 nationS in

five years, we will devise very specific exit strategies that 
will emphasize the interventions we can make that will both 
enhance the likelihood of graduation and create bridges to assure 
the long-term sustainability of our contributions.

We agreed with every serious external review of USAID that 
our field missions are our strength and that we should maintain 

budgetary constraints. We will'clearly* haven’t o^edeplo^Vr educe
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senior
once a week withmanagers, but I will continue to meet at least 

the senior staff to finalize plans for the agency's 
restructuring.

and program cuts and still enable the Agency to carry out its 
programs. _ This process will be carried out with maximum 
Goilegiaiity and the involvement of each of the Assistant 
Administrators, their senior staffs and field missions, as 
appropriate. We have assigned some of the short term tasks

The strict hiring freeze and systematic reductions in our 
work force will continue. This has enabled us to avert a RIF 
and/or furloughs, actions that other agencies have not been able 
to avoid. Of course, we must keep all options open but I 
continue to believe that RIFs and furloughs do not produce 
soiutions and that they normally result from a failure to
anticipate. And anticipate we must. We expect that a serious 
and responsible effort to restructure and downsize the Agency 
over the next four years will both enable us to reduce OE costs 
and save us from extreme OE cuts as we work with OMB and the 
Congress on our FY-97 needs. If that proves not to be the case, 
then we will have to consider a RIF. Such a step would be costly 
and it would damage our institutional capacity to accomplish 
missions vital to the U.S. national interests.

given us authority to
Even if all goes well as

of our goal. Thus, we need to act now to reduce the monthly*1^ 
overhead we carry for salaries, rents and basic services.

We will be counting on the regional and functional bureaus 
a™; r_®_£leld misslons to suggest ways to accommodate both the OE

This process will be carried out with maximum

has appropriated $465 million and has
reprogram to acquire $25 million more. we±± as
we implement our tough austerity program, we will still be short

Obviously, we are hopeful that our efforts to enhance 
USAID's capacity and restructure its operations to fit the new 
challenges we face internationally — in the context of the need 
to balance our national budget — will produce a positive 
response both from within the Administration and from the 
Congress. We believe sincerely that the humanitarian and 
development investments contained in our reduced budget 
contribute to America's economic growth, to our foreign policy 
and to our overall national interests. At the same time, they 
reflect the humanitarian values and generosity of the American 
people. The course we have set at this retreat we hope will not 
only enable our Agency to survive, but enable it to maintain its 
unique leadership role for many years to come.

As we have endured together the internal reforms and the 
external attacks, I have drawn strength from your creative energy 
and your support. The people of USAID, I have come to 
appreciate, are very special. I believe we draw our resilience 
and our staying power from the people with whom we work, the poor
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i am sure you agree that, for us, survival is not enough. 
We must continue to strengthen ourselves institutionally, to do 
more with less and to play the highly relevant role that the 
future requires of us. Many thanks to all of you for believing 
as you do that we can overcome any obstacle if we continue to 
work together.

We believe in our mission and in our capacity to 

; development



IUSAID

November 15, 1995

Dear Melanne,

a

320 Twenty-First Street, N.W., Washington, D.C. 20523

I wanted to bring you up to date on the very disturbing turn 
of events that has occurred in Congress — one that promises to 
affect my agency and its programs very deeply.

The Deputy 

Administrator

Ms. Melanne Verveer
Deputy Chief of Staff to the First Lady
Office of the First Lady
Old Executive Office Building
Washington, D.C. 20501

As the enclosed letter shows, Senator Kerry has agreed with 
Senator Helms that the "Helms Bill" on consolidating USAID, USIA 
and ACDA into the Department of State (and mandating a number of 
other policies affecting our relations abroad) will now be 
brought to the floor of the Senate with two major provisions: 
cut of $1.7 billion over five years in the budgets of these
agencies, 70% of which must come from operating expenses; and a 
ceiling of 15% on those cuts coming from the Department of State 
budget (which is the largest for operating expenses by far of the 
four agencies).

U.S. Agency for

International

Development

Senator Kerry apparently arrived at this deal with Senator 
Helms after consulting with the Secretary of State but not with 
other agency heads and without a common Administration position. 
This is a regrettable way of operating, to put it mildly, and it 
makes us all look undisciplined. If it succeeds (and Senator 
Kerry seems to think he has support from at least part of the 
Administration), it will force the President to reorganize the 
foreign affairs agencies (despite his stated opposition and his 
prerogatives) — a point acknowledged in the letter from Senator 
Kerry to Senator Helms. This back door legislating of Executive
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Sincerely,

Lancaster

Enclosure:

Branch reorganization through drastic budget cuts is particularly 
unfortunate as we move into an election year where the role of 
Congress and the President in foreign affairs is likely to be an 
issue.

Also regrettable will be the impact of the cuts in this 
agreement if it passes the Senate (which it may well do with 
Democratic support now) and the House and is signed into law. 
USAID will be forced to absorb most of cuts on top of what have 
been severe cuts in our operating expenses and program funds 
already this year. We are only now struggling to avoid firing a 
portion of our staff in the coming months. The cuts in this deal 
would force either a major RIF and/or our closing down completely 
as we run out of money before the end of this fiscal year and 
contravene the Anti-deficiency Act. The impact on our programs 
will be to deepen further the 20% to 40% cuts we already have to 
take. It promises to have a horrendous effect on our ability to 
achieve the goals abroad we all share.

I cannot tell you how discouraging this is to all of us 
trying to manage the agencies who feel like they are being sold 
out. Are our functions so unimportant to the United States and 
the rest of the world that we can be undercut in such a manner? 
I realize that this is truly an awful time. But if we were to 
stand firm together against irresponsible behavior on the part of 
Congress, we might prevail. However, it looks increasingly like 
we may have lost this one and with it, our ability to accomplish 
the missions we joined the Administration to fulfill. I hope I 
am wrong.
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November 14, 1995

Dear Jesse:

I thought we

The Honorable Jesse Helena
Uhited States Senate

Unittd States Senate
WASHINGTON, DC 20510-2102

JOHN KERRY 
■LuiAoutm

I thought we had a productive meeting last week on 
consolidation and other issues in S. 908. the Foreign Relations 
Revitalization Act of 1995. For the sake of clarity, I would like 
to recapitulate the status of our discussions.

On the question of consolidation, I gave you a legislative 
proposal mandating that the Administration achieve savings of $1.7 
billion from the FY 1995 appropriated level over five fiscal years. 
Not more than 30 percent of these savings may be realized through 
programmatic reductions, and not more than 15 percent may come from 
the administrative expenses of the State Department. The President 
would be authorized to send a reorganization plan to Congress 
within six months of enactment of the legislation. If he fails to 
do so, USIA, AID, and ACDA will be abolished automatically and 
their functions and responsibilities transferred to the State 

Department.

As I indicated, this is a good-faith proposal that enjoys the 
support of my Democratic colleagues on the committee. I am 
persuaded that the Administration will be able to achieve this 
level of savings, even permitting scene program cuts to be counted 
toward this amount, only by engaging in significant reorganization 
and consolidation. I understand that you are considering that 

proposal.

I also gave you a finite list of other provisions in s. 908 
which my colleagues and I believe must be changed in order for us 
to support action on the bill. Several of these items have been 
resolved in discussion between our respective staffs. We now have 
four outstanding issues: authorization levels for the operating 
expenses of the agencies and contributions to the United Nations, 
section 168 relating co confiscation of property, section 603 
relating to coercive population control policies, and section 604 
dealing with Iraq claims. We agreed that we would increase the 
authorization levels once we get to conference. Our staffs are 
currently working to see if we can resolve the remaining three 

issues.



1 I I -

*

2

I look forward to your response.

SincerelA<

. Kerry

I know that we cannot bind ourselves with respect to all 
issues that may arise in conference. However, as I indicated, if 
my colleagues and I consent to move S. 908 through the Senate with 
one agreed upon managers' amendment embodying the changes you and 
I have discussed, we must have your commitment that changes in the 
Senate position on consolidation be made only by consensus among 
the Senate conferees.

Finally, on the critical question of the committee's 
business, I believe that we reached the following agreement: that 
the cocranittee will act promptly on START II and the 18 pending 
nominations, that you will seek to expedite Senate floor action on 
the START II treaty and the nominations, and that you will 
establish a firm schedule for committee consideration of and action 
on the Chemical Weapons Convention this year, without any 
procedural delays.

We also had a lengthy discussion about what might transpire in 
conference. As I explained there is concorn among the Democratic 
members of the committee that the Senate's majority conferees might 
abandon or agree to alter the consolidation provisions contained in 
the managers' amendment, and to agree to includa in the conference 
agreement foreign aid provisions, particularly those at variance 
with the Senate's position on funding for international population 
activities, including UNFPA and the so-called ’Mexico City policy." 
Because the Senate has not passed a foreign aid authorization bill, 
we do not believe that the population provisions, or any ocher 
foreign aid provisions in H.R. 1S61, the House companion to S. 908, 
should be conferenced with S. 908.

Jesse, in order to bring our negotiations to a successful 
conclusion, it would be extremely helpful to me if you would affirm 
in writing that the Senate position on consolidation will be 
changed only by consensus among the Senate conferees and that you 
are prepared to handle the committee's business in the manner that 
I have outlined above. I appreciate the agreement we have reached 
on other issues.
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The rationale for continuing (and also reforming) development cooperation is discussed 

annex to this paper.

Why the United Nations Is Essential
To Successful Development Cooperation (and Vice Versa)

Though one would hardly know it from the media coverage, most of the UN's financial 
resources and most of its personnel are dedicated to development. Through programmes in 173 
countries and territories, the United Nations provides substantial resources to developing 
countries - about $5 billion a year. Surprisingly, the UN's funds and specialized agencies 
provide slightly more official development assistance than the Bretton Woods institutions. 
Moreover, the UN’s funds are providing grants, not credits, so that there is a substantial net 

transfer of resources to developing countries.

Should the United Nations be strengthened as an instrument for development 
cooperation?1 The answer, so clearly "yes" to many, may not be obvious to all. particularly in 
a period of budgetary restraint in OECD countries and post-Cold War scepticism of international 
institutions and "foreign aid". The case for a stronger United Nations in development 
cooperation is indeed compelling. Not only is the United Nations needed for successful 
development cooperation, but development cooperation is needed for a successful United Nations.

The fact that the United Nations is a major supporter of development is no accident. The 
relationship of peace and development is embodied in the UN Charter itself; the link was deeply 
rooted in the historical experience of a half-century of world war. Both politicians and political 
theorists concluded that an enduring peace was one that could only be built on a foundation of 
expanding prosperity and social justice. And so, in this spirit, the Charter undertook to employ 
international machinery for the promotion of the economic and social advancement of all 
peoples..." Throughout the Cold War, when the Security Council was often deadlocked, another 
United Nations emerged and flourished - a United Nations heavily engaged in operational 
activities with refugees and the internally displaced, with the poor and hungry, with child 
survival, with population and environmental initiatives, and with programmes to strengthen
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democratic governance and human rights and to promote successful economic transitions. The 
resources of the UN’s programmes are heavily skewed towards those countries most in need and 
towards the most disadvantaged groups in societies, perhaps more so than any other development 
assistance entity.

The great goals for which the international community has worked — peace, 
democratization, trade expansion, human rights, an end to poverty and hunger, environmental 
protection, population stabilization - can only be realized in the context of development — 
environmentally sustainable, equitable development. The United Nations has a track record 
second to none in promoting that kind of development. This record - the balance sheet — 
provides the most compelling case for strengthening the United Nations in the economic, social 
and environmental areas. As the Secretary-General has observed, "the fundamental reason for 
improving the UN's development assistance efforts is not because these efforts are failing but 
because they are succeeding. The demand for the services that the United Nations provides far 
outstrips its capacity".

Any cost-benefit ratio would conclude that the UN’s successes represent an investment 
which the international community needs to strengthen. The history of the last half-century of 
international technical cooperation is a unique endeavour of the human spirit. Countless success 
stories over the last 50 years constitute the UN’s greatest contribution to human security.

United Nations peacekeeping operations have been at the center of recent controversies. 
The exponential rise in UN peacekeeping over the past few years has sharply altered the public 
perceptions of the United Nations, and the UN’s historical role in development has been eclipsed 
in the minds of many. It is appropriate to recall the UN’s successes in human development of 
the last 50 years. We should remember this almost-forgotten United Nations before the years of 
leadership and patient effort are lost.

The UN’s programmes of development assistance therefore have a record almost as long 
as the United Nations itself. For millions in the poor countries, these concrete programmes of 
assistance are the United Nations. For people throughout the world, the United Nations is not 
merely an international forum but the bearer of tangible and concrete benefits. The blue flag has 
the respect it does because it is the symbol of people helping other people build a just and 
sustainable world.

The United Nations provides a unique forum for raising public consciousness, 
providing salient information, defining the international development agenda, and 
building the consensus needed for action. Once forged, consensus is translated 
into international norms and agreements, integrated into national development

In addition to its track record, the United Nations also brings special strengths -- 
"comparative advantages" — to development cooperation. One can identify eight such areas of 
special competence:
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priorities, and supported through the UN's operational activities. Only the United 
Nations can provide leadership over this span.

Because of its universal presence at country and regional levels and its grant-based 
assistance, the United Nations can operate effectively at the inter-country and 

regional levels.

The UN's universal presence means that it has the largest network of country 
offices and does not overlook any country. Moreover, the UN's extensive "field 
presence" is not superficial; its country offices and the Regional Economic 
Commissions are not liaison offices but major centres. The United Nations thus 
has a unique delivery capability.

The United Nations has a comprehensive mandate, spanning social, economic and 
political issues. It can thus support political and economic transitions linked to 
development. Moreover, the United Nations has expertise across virtually the full 
range of development interests. In addition to the extensive expertise represented 
by the specialized agencies, the UN's programmes address poverty, jobs, 
population, children, environment, governance, human rights, women's issues, 
drugs, shelter and other critical issues. This breadth is part of the UN’s strong 

delivery capability.

The UN’s programmes focus heavily on the neediest countries and on the neediest 
people within those countries. The United Nations has special strengths and 
experience in the social or human aspects of development, both with governments 
and with grassroots organizations.

The neutrality of the United Nations means that it does not represent any 
particular national or commercial interest, or interests of "donors” generally. The 
United Nations can therefore develop special relationships of trust with countries 
and their people and can provide stable, long-term capacity-building assistance 
free of short-term political or economic objectives. This is very important, 
because trust facilitates some things essential to successful development 
cooperation, including candid policy dialogue, cooperation on sensitive matters 
such as political and economic transitions, and capacity-building for better and 

more open and transparent governance.

The United Nations emphasizes bottom-up. country-driven programming of 
development assistance resources, without conditionalities. These facts, plus 
developing country participation in UN’s governance, ensures ownership of UN’s 
development initiatives by the parties involved. Ownership, in turn, is essential to 

sustainability and success.

The United Nations has a capability to mobilize, deliver and coordinate 
humanitarian assistance and to promote reconstruction and reintegration in post­
emergency situations. It can link work in peacekeeping, refugees, relief, and
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As we consider these attributes of the UN's development work, we should recall that the 
enormous development challenges confronting mankind require large-scale international 
cooperation. Almost a third of the people in the developing world live in extreme poverty. 
Nearly a billion are illiterate. Some 800 million people do not get enough food. The global 
environment continues to deteriorate. These facts can give rise to cynicism and despair, or they 
can spur a new commitment to move beyond the inadequate effons of the past.

development, and it provides an ideal base for support for early warning and 
preventive development initiatives.

These problems, and others, cannot be solved by countries acting alone or even in small 
groups. Poverty and hunger, population pressures, environmental degradation, the condition of 
children and women, the denial of fundamental freedoms -- all present complex and related 
challenges to the community of nations. The United Nations is the only complete embodiment of 
that community of nations. Operational support for sustainable human development by the 
United Nations is the concrete commitment of the community of nations to act in concen to meet 
these challenges.

The United Nations is uniquely situated to forge international agreements and 
understandings and to back these up with development support. The UN’s impartiality and 
universality' are key to forging international agreements (e.g. Children’s Summit goals, Cairo 
Programme of Action. Agenda 21). It is natural and expected that the United Nations should be 
in the development cooperation business in order to help promote goals entered into under its 
auspices.

The United Nations is also essential to help redefine the relationship between industrial 
and developing countries. Not welfare, but common interests and mutual needs ought to provide 
the basic rationale for new partnerships and global compacts. Whatever today’s threats to 
national security, more pervasive are the threats to the human security of people in their daily 
lives. Problems do not need passports to travel around the globe -- and whether we like it or 
not, a problem in one part of the world can affect us all. International compacts and partnerships 
must therefore be forged to realize common goals, whether we are focusing on controlling the 
continuing devastation of the world's forests or eliminating the world aspects of world poverty.

The UN's work in development is also essential to the success of the United Nations in its 
various non-development missions. Most important are the links between development and 

peace.
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The case for reforming the United Nations is as compelling as the case for strengthening it. 

Reform and strengthening must go hand-in-hand.

The United Nations should be strengthened as a bulwark for preventive initiatives around 
the globe. It should be made into a stronger human development agency, so that there are fewer 
interna] conflicts and less need for relief and peacekeeping operations. Unfortunately, while the 
images of retreating soldiers flashed across our TV screens, we did not see the images of 
thousands of UN-financed workers immunizing poor children, promoting agriculture and food 
security, providing safe drinking water or building capacity for countries to better manage their 
own affairs and participate in an expanding world market.

What a dramatic change we have witnessed in world affairs in recent decades, and how 
little we have understood it. Of 82 conflicts in the last three years - each costing more than a 
thousand lives — 79 are within nations, not between nations. Ninety percent of the casualties 
have been civilians, not soldiers. These conflicts require development upstream, not soldiers 
downstream. They needed a strengthening of the UN's role in development, not drastic cuts in 
UN’s funding for fighting poverty merely because the global community did not have the 
foresight to move preventively and was left with the belated option of frustrating peacekeeping 
operations. The right lesson to draw is to move early, to act preventively, and to land 
development now instead of soldiers later. The United Nations can be an effective force for 
peace only if it is a strong force for development?

There are powerful ethical .and political reasons why the United Nations must keep a 
balance between its peace-keeping and international security activities, on the one hand, and. on 
the other, its activities aimed at promoting human betterment and helping people realize their 
aspirations for decent lives. The moral authority of the United Nations is built in large part on 
real service to real people. This moral authority is more important to the United Nations than its 
military authority; in the long run and in the short run, moral authority can get more done. 
Also, the UN’s moral authority legitimizes its use of military authority, when that becomes 
essential. Politically, unless the United Nations is involved in humanitarian work and

If we want a United Nations for peace, we need a United Nations for development. It is 
that "other United Nations" that gets so little mention, and too little support. And yet it is the 
United Nations that matters most in the decades ahead. As the United Nations Secretary-General 
remarked last August: "The United Nations can no longer fight the battles of tomorrow with the 
weapons of yesterday".

Many critics of international assistance have not paused to think about the underlying 
causes of the conflicts in which the United Nations and others are becoming involved. Degrading 
poverty, diminishing natural resources, and increasing joblessness all feed ethnic and social 
tensions. It is from this cauldron that crises can boil over.
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development work, it will come to be perceived as a global security force and an instrument of 
the North aimed at keeping the South pacified.

Finally, and fundamentally, the United Nations is based on the principle that the world 
bodv should reflect the widely shared priorities of nations. And the priority of the majority of 
countries and the majority of people is development. If that priority is not respected in the 
activities of the United Nations, the political compact that holds the world organization together 
will likely crumble Almost no time passed between the issuance of the UN's Agenda for Peace 
and the developing world's call for a UN Agenda for Development.

Fifty years ago. with the victory in World War II. the United Nations was launched by 
leaders with a vision of a broader victory - not only victory over aggression and war but also 
victory over want and despair. They knew that only victory on both fronts could assure the 
world of an enduring peace. Now. at the end of the Cold War surely it is time to implement 
fully this grand vision, and do so with renewed dedication to the goals of the Charter. Let us 
make the United Nations a strong and effective force for sustainable, people-centered 
development and build it as a bulwark for protecting the security of people as well as the security 
of nations.

■w
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But the world is still a big place 
— diverse, complicated and un­
fair. Desperation is still the lot of 
the majority of people.

Some 1.5 billion people live in 
extreme poverty. The conditions 
of life for twice that number are 
deplorable. Tomorrow, as on any 
given day, about 67,000 babies 
will be bom into families earning 
less than $7 a week. That is al­
most

recover from them.
Make no mistake. The policies 

that the OECD countries adopt 
now with regard to official devel­
opment assistance, the develop-

Offidal development assistance 
is essential to launch, nourish and 
sustain this new framework for 
development cooperation. It is an 
essential part of the cost-sharing 
needed for global compacts ad­
dressing priority global objec­
tives. It is an essential financial 
resource in capital-starved coun­
tries. And it is required to build 
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adjustment programs and miti-

limited degree, and Africa not at
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A vast increase in inequahty has 
occurred. In the last three de­
cades the gap between the richest 
and poorest 20 percent of the 
world’s people has doubled, from 
30-fold to W-fold.

As we approach the turn of the 
century, the economic, environ­
mental and political crises that 
many developing countries con­
front have taken on an urgency 
and a magnitude unparalleled in 
history. The list of countries in or 
near crisis is growing, spreading 
like a metastasized cancer.

No one would attribute today’s 
problems solely to underdevelop­
ment, but it is surely part of the 
disease. And development — sus­
tainable, people-centered devel­
opment — must always be part of 
the cure. Better to land develop­
ment today than troops tomorrow.

But isn’t trade, not aid, the an­
swer? Can’t private investment 
replace development assistance? 
Won’t sufficient privatization 
and macroeconomic adjustment

meets in Paris next week, the min­
isters should look beyond their
own problems and consider how
the nch can revitalize their com­
mitment to the poor, before crises
multiply around the world.

The poorer countries do not
need more “foreign aid" of the
Cold War variety, but they do
need development assistance, and
more of it. OECD development
assistance has now declined for
two years in a row.

Two widely believed myths
need to be dispelled if this trend is
to be reversed.

The first is that the developing
world is doing rather well, on the
whole. The second is that to the
extent that some countries are not
in good shape, and some are obvi­
ously not, it is basically their own
fault. These countries should get
their policies straight —including
op ming up to an expanding world
market — and enjoy the ride, the
argument goes.

As to the first myth, it is true
that there have been remarkable
successes in human development.
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tional security, far more pervasive 
are threats to human security — 
the security of people in their daily 
lives — in countries poor and rich.

In many ways the past is a poor
model. A new framework for de­
velopment cooperation is needed
in order to broaden cooperation
— to look beyond financial aid
and to include trade, debt man­
agement, private investment and
capital flows, access to techno­
logy, reduced military expendi­
tures. These elements must all be
made supportive of a more equi­
table and sustainable world, not
inimical to it.
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iiial Qjg m-

l’s people —
both at about $800 billion.

Tte Rework he!p
redefine the relauonship between ■ r
industrial and developing coun­
tries. Common interests and mu­
tual needs provide the basic ratio­
nale for a new partnership.

Whatever tod./, Urre... to ... N.SS,
mal secuntv. far more nervasive ® ___

is far better — more effective, 
■ to act 

r r j root causes
the developing world to only a t0 cope with the tragic con-

.» .. sequenccs of negiect.
Most fundamentally, a new de­

mon framework 
the emerging

burden facing the developing tCred development Development

25 million people bom into reaching S1.9 trillion. Sub-Saba- dimensional concept with

larger than that region's expendi- nomic performance to a richer,


