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INTRODUCTION

he Clinton Administration argues that U.S. foreign aid—specifically, development assis-

tance—directly promotes the commercial interests of the United States in less-developed

countries. For example, J. Brian Atwood, administrator of the Agency for International De-
velopment (AID), stated that, “[f]oreign assistance...fosters an enabling environment for U.S. trade
and investment in developing nations by helping secure open environments for trade.”? This unsub-
stantiated claim, which implies that foreign aid helps to open markets abroad for U.S. exporters, has
been echoed even by groups like the Business Alliance for International Economic Development.

Consequently, it is understandable that some Members of Congress believe foreign aid benefits
the United States by increasing U.S. exports. New bills like the African Growth and Opportunity
Act (H.R. 1432) often include language asserting that increases in U.S. foreign aid will promote
U.S. exports to and economic growth in certain less-developed countries.

But the evidence does not support these assertions. U.S. foreign aid has not been shown to benefit
the United States either economically or commercially. The opposite is more often the case: Most
recipients of U.S. foreign aid have the highest barriers to trade in the world, and they generally im-
port fewer U.S. goods and services. This is particularly true in Africa, which erects more barriers to
U.S. exports than any other region.

1 The author would like to thank Heritage Foundation economists William W. Beach and Gareth Davis for their
assistance.

2 Remarks by J. Brian Atwood at the Wharton School of Business, University of Pennsylvania, Philadelphia,
Pennsylvania, March 5, 1996.

3 Business Alliance for International Economic Development, “Business Coalition Calls For Increased Foreign
Assistance,” press release, Washington, D.C., June 24, 1996,

Nothing written here 1s to be construed as necessarily reflecting the views of The Heritage Foundation
or as an attempt to aid or hinder the passage of any bill before Congress.



EVALUATING THE DATA ON U.S. FOREIGN AID, U.S. EXPORTS,
AND TARIFF RATES

Strong inferences can be drawn from the statistical evidence that the costly U.S. foreign aid pro-
gram—which amounts to a total of about $14 billion* in fiscal year (FY) 1997—neither has reduced
trade barriers to U.S. exports like tariff rates nor has increased U.S. exports. In fact, an analysis of
data compiled by Heritage analysts from the AID, International Monetary Fund, World Bank, and
1997 Index of Economic Freedom shows that:

e Recipients of U.S. foreign aid enforce the highest barriers to trade in the world. Accord-
ing to the data, the average tariff rate for all recipients of U.S. foreign aid is more than five
times higher than the average tariff rate of the European Union—a non-recipient. Bangla-
desh, for example, received almost $70 million in U.S. foreign aid for FY 1997, but it has an
average tariff rate of 50 percent. Angola, which received over $47 million in U.S. aid in FY
1997, has an average tariff rate of 30 percent.

The average tariff rate for ===
all U.S. foreign aid recipients Average Tariff Rates of Recipients of U.S. Foreign Aid are
is about 17 percent.” By com- Significantly Higher than Those of Other U.S. Trading Partners

parison, the European Union
has an external tariff of 3.6
percent; Japan has an average
tariff of less than 2 percent;
and Hong Kong has an aver-
age tariff rate of 0.1 percent
(see Chart 1). The latter two
countries never have received
development aid from the
United States.”

18% Average Tarifl Rates

Moreover, the total barriers Nipapme  Gieksn ol Japan it L
to trade are greater among the
recipients of U.S. foreign aid
than among non-recipients. Many foreign aid recipients restrict U.S. exports through import
bans, quotas, corrupt customs officials, and other similar non-tariff barriers, as well as
through higher tariff rates. In a survey for the 1997 Index of Economic F reedom,8 Heritage
analysts graded trade information on tariffs and non-tariff barriers for all 109 countries
receiving U.S. foreign aid in 1996. Of these countries, 69 had high to very high levels of

Source: The Heritage Foundation and The Wall Street Journal, 1997 Index of Economic Freedom.

4 Congressional Budget Office, “The Role of Foreign Aid in Development,” A CBO Study, Washington, D.C., May
1997, p. xii.

5  Agency for International Development, Congressional Presentation: Summary Tables, Fiscal Year 1997; Kim R.
Holmes, Bryan T. Johnson, and Melanie Kirkpatrick, eds., 1997 Index of Economic Freedom (Washington, D.C.:
The Heritage Foundation and Dow Jones & Company, Inc., 1997); International Monetary Fund, Government
Finance Statistics Yearbook, Washington, D.C., 1996; World Bank, Statistical Handbook 1996, States of the
Former USSR, Washington, D.C., 1996; International Monetary Fund, Direction of Trade Statistics Yearbook,
Washington, D.C., 1996.

6  Based on an average of the average tariff rates of all recipients of U.S. foreign aid.

7 Many countries in the European Union, as well as Japan, were beneficiaries of the U.S. Marshall Plan or similar
assistance programs, which some have characterized as foreign aid. The Marshall Plan, however, was a program
for industrialized and advanced economies, not a “development” program like the modern foreign aid program.

8  See Bryan T. Johnson, “The 1997 Index of Economic Freedom: The Countries,” in Holmes et al., /997 Index of
Economic Freedom, p. 49.



protectionism. Non-recipients like Australia, Canada, most of the countries in the European
Union, Japan, Hong Kong, and New Zealand had either very low or low levels of
protectionism.

e On average, countries receiving higher levels of foreign aid from the United States do
not import more in U.S. exports of goods and services—and do not have lower average
tariff rates—than countries receiving lower levels of aid. For the assertions of foreign aid
proponents to be correct, there should be a direct link between increases in U.S. foreign aid
and the recipient country’s lower average tariff rates and increased level of U.S. imports. The
available data for 1995, for example, should demonstrate higher levels of U.S. exports to
countries receiving more in foreign aid.!” However, there is little evidence to show that for-
eign aid can be linked directly to these outcomes. Table 1 demonstrates that there is little
correlation between the amount of aid and the level of U.S. exports of goods and services in
recipient countries.

Table? -

L AR

Large Aid Recipients Do Not Show a Corresponding
Level of Imported American Goods

Average Imports of U.S.
Rank by Amount Goods and Services, 1995 Average U.S. Aid, 1995
of US. Aid (millions of Dollars) (millions of Dollars)

. Second 20%

Fourth 20% 2.968.74 563

e S G

Source: International Monetary Fund, Direction of Trade Statistics Yearbook, 1996; Agency for Intemational Development, Congressional
Presentation, Summary Tables, Fiscal Year 1997.

In another test, Heritage economists ranked U.S. aid recipients according to the percent-
age of change in aid received annually over the 1993 to 1995 period and the percentage of
change in the level of U.S. exports in goods and services over the same period. A rank corre-
lation was then carried out. This test revealed little evidence of a statistical relationship be-
tween changes in U.S. foreign aid received and changes in the level of U.S. exports of goods
and services. Indeed, the results suggested that any relationship between aid and U.S. ex-
ports that might exist is likely to be negative. U.S. exports to those countries that receive the
largest increases in U.S. foreign aid tended to grow at a slower rate (or decrease at a faster
pace) than exports to other countries.

Ibid.

10 Foreign aid totals were taken from data in the Agency for International Development, Congressional Presentation:
Summary Tables, Fiscal Year 1997. These numbers include only bilateral assistance and omit foreign aid given
through indirect sources, like the World Bank and the International Monetary Fund, and U.S. “regional” aid.
Average tariff rates are from Holmes et al., 1997 Index of Economic Freedom; the International Monetary Fund’s
Government Finance Statistics Yearbook; and the World Bank’s Statistical Handbook 1996, States of the Former
USSR. Total U.S. exports are taken from the International Monetary Fund’s Direction of Trade Statistics Yearbook.



Finally, because of insuffi- e
cient data on average yearly Foreign f\id'ljas No Positive Effect on Ta'riff Barriers: Average Tariff Rates
tariff rates over the past dec- Are Not Significantly Lower Among Recipients of Large Amounts of U.S. Aid
ade, it is not possible to meas- Tox e Ll _
ure the influence that foreign ol w
aid exerts on average tariff
rates.!! But it is possible 0 o ° .
from the available data to con- °
clude that foreign aid has lit- “ %
tle to do with the actual tariff " N 0 s
rates imposed by the recipient 8,
countries (see Chart 2). If e %® O . .
what supporters of foreign aid " °§¢°&% " o ¢
claim about the positive ef- o w®’ °
fect that aid has on tariff barri- A s = — %
ers were true, then countries U.S. Foreign Aid in Millions of Dollars
that have received more in | Mo e o e e o ot Sy Tt Yo 197

foreign aid would have lower
average tariff rates. Instead of creating a more beneficial trade environment for the United
States, however, increases in the level of foreign aid are not associated with lower average
tariff rates. For a complete listing of countries receiving aid (1993-1995), their average
tariff rates, and their level of imports of U.S. goods and services, see Table 2.

CONCLUSION

Studying the data on the tariff and import levels of U.S. foreign aid recipients does not indicate
that the U.S. foreign aid program has helped U.S.-based companies do business overseas. In addi-
tion, the statistical evidence does little to support the claims that U.S. development aid has encour-
aged less-developed countries to reduce their trade barriers, which would be the most significant
way, to use Administrator Atwood’s words, to “secure open environments for trade.” The evidence
supports quite the opposite observation: Recipients of foreign aid from the United States in general
impose higher barriers to U.S. trade than countries that do not receive that aid. Moreover, as the
level of foreign aid increases, there is no indication that recipient countries become more likely to
increase imports from the United States.

Congress should disregard the unsupported claims made by special interest groups and supporters
of the wasteful foreign aid program. It is time for U.S. policymakers to realize that, by all measures,
the U.S. foreign aid program has not succeeded in achieving its goals. As demonstrated by numer-
ous studies and illustrated in the data in the 1997 Index of Economic Freedom, foreign economic
aid has not promoted economic development in the developing world.”“ In addition, it has not ad-
vanced the foreign policy interests of the United States, ~ and it has failed to promote U.S. commer-
cial interests overseas. It is time to reconsider this exorbitant drain on American taxpayers.

11 Itis also impossible to separate the positive effects that multilateral agreements like the General Agreement on
Tariffs and Trade have on tariff rates from the effects of U.S. foreign aid.

See Bryan T. Johnson, “Economic Freedom, Foreign Aid, and Economic Development,” in Holmes et al., 1997
Index of Economic Freedom. See also Bryan T. Johnson and Brett D. Schaefer, “Restructuring and Reforming the
Foreign Aid Programs,” in Stuart M. Butler and Kim R. Holmes, eds., Mandate for Leadership IV: Turning Ideas
Into Actions (Washington, D.C.: The Heritage Foundation, 1997), pp. 669-700.

See Bryan T. Johnson, “Does Foreign Aid Serve U.S. Interests? Not at the United Nations,” Heritage Foundation
F.Y.I. No. 136, April 15, 1997,
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