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JAPANESE FOREXGNAID= 
DETNNGAMERICA’SINTERESTS 

INTRODUCTION 

Just a quarter-century ago, Japan was borrowing money from the World 
Bank. Now Japan is giving its money away.Tl& summer Tokyo pledged 
another $35 billion for its foreign aid prograh, bringing total spending 
commitments between 1987 and 1992 to $65 billion. If these figures are 
correct (and they may not be), and if Japaxi carries through on its assistance 
promises (it has not always), it will become the world’s largest foreign aid 
donor, a position held by the United States since the end of World War II. 

Japan’s emergence as a big-time donor is to be welcomed.The question is: 
What goals will be furthered by the Japanese largesse? American aid, by and 
large, has sought humanitarian and economic benefits for the recipient 
country and economic and security benefits for the U.S. So far, according to 
Bush Administration officials,Tokyo is shortchanging the humanitarian and 
security goals. Japan has.been using its aid mainly as a kind of subsidy to 
Third World purchasers of Japanese exports. These subsidies then are 
labeled “aid to the poor.” 

Ill-Founded Reaction. m l e  the Bush Ad-tration’s conem-about the 
Japanese foreign aid program is well founded, its reaction is not. It proposes 
to send representatives from the U.S. Agency for International Development 
(AID) to instruct the Japanese on how to establish an effective assistance pro- 
gram. The problem is that AID’S record on this is extremely poor. To make 
matters worse, the Bush Administration proposes to counter Japan’s use of 
foreign aid to finance exports by spending American money in a similar man- 
ner. Congress plans on holding hearings on this issue, perhaps as early as this 
spring. 

The poor of the world will be losers if Tokyo and Washington use foreign 
assistance funds to battle one another for export markets. History 



demonstrates that the best means by which a poor country can develop - as 
the new governments in Eastern Europe reaffirm - is through a free market 
economy. America, therefore, instead of competing with Japan's aid pro: 
gram, should work with the Japanese to construct programs that promote 
market-oriented economic growth and sound economic policies in less 
developed countries. 

JAPANESE FOREIGN AID AND AMERICAN INTERESTS 

The U.S. long has understood the importance of worldwide economic 
prosperity. Humanitarian reasons alone argue for a world free from poverty. 
In addition, worldwide economic prosperity creates markets for American 
products, meaning jobs for Americans, and gives Americans access to a 
greater variety of imported products. Finally, a prosperous world promotes 
America's security interests. Countries with healthy, growing economies are 
less susceptible to internal disorder and communist subversion. It was for 
these reasons that the U.S. aided Western Europe and Japan after World 
war II. 

In the past decade, Japan has become a major foreign aid donor. In 1987, 
the Japanese government unveiled a $30 billion foreign aid program. This 
summer it pledged an additional $35 billion, for a nominal total of $65 billion 
to be spent by 1992. Of the additional $35 billionTokyo claims that $135 bil- 
lion will go to its Export-Import Bank, $7 billion to its Overseas Eoonomic 
Cooperation Fund, and $14.5 billion to a recycling fund for grants, loans, and 
other aid to less developed countries.There is confusion, however, about just 
what these figures represent.The Japanese government has been unable or 
unwilling to provide a clear accounting of where the initial $30 billion was 
supposed to go and where and how much of it in fact has been spent. 

Disguised Subsidies. Such confbsion has been typical of the Japanese 
programs. When reporting the figures for its foreign aid program, which the 
Japanese call "economic cooperation," Tokyo usually reports the pledges or 
promises of funds to be spent.The Japanese tend to be generous in their 
pledges. On disbursements, or the actual money spent, the figures are less ac- 
cessible. 

In Japan's Official Development Assistance (ODA) Report released in 
March 1989 by the Ministxjof Foreigii Affiiiirs, fof m p l e ,  it iSliiiCleS - 
whether the figures are the pledges or disbursements.The figures sometimes 
also are listed as a percentage of the total ODA program.This makes it dif- 
ficult to determine just how much money was actually spent in any particular 
country.The U.S. Agency for International Development (AID), by contrast, 
provides detailed figures on actual spending, spelling out where the assis- 
tance goes. Such data allow policy makers to determine effectiveness of their 
programs. Critics of the Japanese program persuasively maintain that much 
of Tokyo's foreign aid is not aid at all, but thinly disguised subsidies to boost 
exports of Japanese goods and services, often at the expense of policies 
promotingThird World economic growth. 
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STRUCX'URE OF JAPAN'S ASSISTANCE PROGRAM 

Most of Japan's foreign assistance funds are administered as part of the Of- ' ficial Development Assistance program. In 1987, some 65 percent of Tokyo's 
' total ODA disbursements went to Asia.' Between 1983 to 1988 Japan has 
been increasing its aid to Africa from $286 million to $593 million. Japan now 
is the largest donor in Ghana, Kenya, Nigeria, and Zambia. 

\ 
The main ODA programs include: 
Grants. These are funds given by Japan directly to developing countries 

without requiring repayment. The Ministry of Foreign Affairs approves grant 
requests from less developed countries and draws the funds from its own 
budget. Most grants go for specific economic development projects. A more 
general program is the Aid for Increased Food Production and Food. Its rela- 
tively modest outlays provide funds for less developed countries to purchase 
approximately 300,000 tons of food annually.This is Japan's contribution 
under the Food Aid Convention of 1980, in cooperation with the U.S. &d 
European Community. In addition, used farm equipment and fertilizers oc- 
casionally are given to needy nations. 

Technical Cooperation. Technical assistance projects also funded by the 
Ministry of Foreign Affairs, recruit and train technicians, both Japanese and 
foreigners. The program provides the staff and equipment for most of Japan's 
development projects. Areas of staff training include: medical care and public 
health, mining and industry, public works and utilities, and agriculture.This 
technical cooperation program also dispatch experts and survey teams to less 
developed countries to determine local needs, provides equipment and 
materials, and dispatch development teams to ana lp  progress. 

International LRnding Institutions. Japan, like the U.S., contributes to 
such international lending institutions as the International Monetary Fund 
(IMF), World Bank, Asian Development Bank, and the United Nations 
Development Program. As of last April, Japan was contributing 9.43 percent 
of World Bank funds and 453 percent of IMF funds and has a respective per- 
centage vote in these bodies. The U.S. was contribufng 16.33 percent of 
World Bank funds and 19.14 percent of IMF funds. 

Loans. Long-term, low interest loans from the Japanese government to 
developing countries must be approved by the Ministries of Foreign Affairs, 
Finance, International Trade and Industry, and Economic Planning Agency. 
Project loans go mainly to private Japanese companies involved in specific 
projects in such areas as telecommunications, transportation systems, power 
generation, irrigation and water management in less developed countries. 
These loans are to pay for the goods and services needed for a project. 

1 J a p ' s  Oficial Dewlopment RuistMcc 1988Annual Re*, M i  of Foreign Affairs, p. 2rl. 
2 International Monetary Fund Annual Report 1989 and World Bank Financial Statements. 
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Commodity loans allow countries suffering balance of payments problems 
to import such necessary commodities as rubber, fertilizer, and grain. Debt 
relief loans help countries pay their creditors or refinance existing loans. 
Debt relief usually is offered when Japanese exporters are in danger of not 
being paid by less developed nations. 

ORGANIZATIONS THAT DEALWITH 
JAPAN'S ASSISTANCE PROGRAM 

Three major institutions, often with overlapping responsibilities, manage 

The Japanese Export-Import Bank (Eximbank). The Eximbank, an inde- 
Japan's assistance program: 

pendent government institution with commitments of $10 billion in 1988, 
finances services needed for Japan's international economic cooperation 
programs. Under Japan's Official Development Assistance (ODA), the Exim- 
bank conducts the programs that include the loan aid to the public and 
private sectors of less developed countries. Further, the Eximbank Oversees 
foreign direct investments by the Government of Japan and by the Japanese 
private sector in less developed countries. Additionally Eximbank assists 
Japanese companies to finance their exports by using Export-Import credits. 

For example, suppliers credits go to Japanese firms exporting plants, equip 
ment, and services to less developed countries. Buyers credits are extended to 
Third World importers of Japanese products. Import credits go to Japanese 
businesses importing natural resources. For specific projects and Overseas in- 
vestments Eximbank len funds for such programs as direct foreign invest- 
ments and joint ventures. 

ficial Development Assistance program. In March 1988, some 63 countries 
were receiving OECF loans for development purposes. In 1987, the average 
interest rate for the loans was 3 percent.The repayment period was 25 to 30 
years with an average of 28 years. 

for such Japanese capital projects in less developed countries as bridges, 
dams, electrical plants, and roads. The project loans to foreign governments 
include: Project Loans;Engineering Services Loans, and Rehabilitation- 
Loans. Program Loam include: Structural Adjustment Lending, Sector Ad- . 
justment p d i n g ,  Commodity Loans, Financial Intermediary Loans, and Sec- 
tor Loans. 

9 
The Overseas Economic Cooperation Fund. The OECF administers the Of- 

These loans are used primarily to purchase equipment and services needed 

3 The Import-Export Bank of Japan, Annual Report 1988. 
4 "What IsThe OECF?" The Overseas Economic Cooperation Fund Roles and Function, OECF, 1989. 
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The Japan International Cooperation Agency. JICA designs all of the over- 
seas development projects. This agency decides what resources a project will 
need, what kinds of materials will be used, and every detail of how the project 
will be conducted. It also recruits foreigners for technical training in Japan, 
dispatches Japanese experts and sumey teams around the world through the 
Overseas Cooperation Volunteers to work on projects, trains Japanese ex- 
perts for echnical assistance, and supplies the necessary equipment for the 
program. 8 

FOREIGN AID AS TRADE AND INVESTMENT FINANCING 

Over the past decade, Japan has been criticized for using its foreign aid 
primarily to finance Japanese exports and overseas investments.Tokyo is ac- 
cused of doing this by tying its grants, loans, and other forms of assistance to 
the exports from Japanese firms for aid projects. Bowing to such criticism, 
Tokyo claims that it has begun untying its assistance.The evidence suggests 
the contraxy. 

Example: transportation and telecommunications equipment (usually ab- 
breviated asTranscom), which includes construction vehicles, telephones, 
and the infrastructure for each, are frequently exported as part of develop- 
ment assistance. In the past few years, Japanese exports of such equipment to 
Asian countries increasingly has been financed through foreign aid funds. In 
1987, Japan exported $1.6 billion inTranscom products to China, Indonesia, 
Malaysia, the Philippines, and Thailand. In that same year, $1.4 billion in 
Japanese aid was sent to these same countries earmarked for purchases of 
Transcorn products. By contrast, in 1987, the U.S. exported $3.8 million in 
Transcorn equipment to the countries with only 3 percent or $11 million 
financed by American aid. (See Table) 

Restricting Bids. The Japanese foreign aid program prevents other 
countries from securing contracts for equipment and services supplied to 
poorer countries as part of Tokyo’s assistance programs. Critics observe that, 
when a prospective client for aid is identified, JICA representatives are sent 
to that country to develop a program. The project design predictably favors 
Japanese companies.This means that even if there is competitive bidding, 
Japanese companies have the advantage and usually get the contract. At 
time moreover, bidding is-restricted to Japanese companies. - -  

The Japanese also appear to use such overseas capital projects as bridges, 
telecommunication systems, power plants, roads, dams, and hospitals to help 
Japanese businesses. While such projects may be most needed by developing 
countries,Tokyo tends to promote them generally in economically more ad- 
vanced countries where Japanese firms invest heavily. Not only does this help 

. 

5 JICA reports: “JICA: Japan’s ODA Progmmme, A Development Study,” “JICA at a Glance,” and The 
Japan International cooperation Agency.” 
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Source: United Nations Trade Data and OECD Development Assistance Committee ODA 
d m  
Japanese investments in such countries, it also improves the infrastructure in 
a manner that attracts new Japanese investments. 
To help American businessmen gain Japanese foreign assistance program 

contracts, U.S. AID sponsored a conference last May in Washington.The 
result was the opposite of AID'S intention. Rather than being encouraged to 
seek opportunities for American business participation in Japanese projects 

pose of the conference was to demonstrate the impossibility of gaining con- 
tracts in Japanese capital projects. The Japanese aid officials participating in 
the AID conference were typically vague, offering absolutely no information 
on procurement practices of their programs. At the conference, the 
American businessmen found it impossible to apply for contracts from 
Japanese funded projects. No evidence was offered of any foreign company 
securing major contracts from Japanese funded programs. When asked if any 
American firm had ever received a substantial contract, Japanese officials 
responded that they did not know of any. By contrast, overseas projects 
funded by American foreign aid frequently use non-American suppliers and 

develophg countries, many Americin-businessmen concluded that-the pur- 
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contractors; In practice AID often allows third country procurements for its 
economic support funds. 

countries is for developed countries to keep their markets open to exports 
from third world countries. Trade protectiy closes markets to these 
countries and fosters economic stagnation. Japan's market is closed to many 
imports from less developed as well as industrial nations; therefore, while 
there are serious questions concerning the effectiveness of Japan's aid pro- 
gram, there is no question that its trade policy robsThird World countries of 
markets for their goods and thus of opportunities to better their economic 
conditions.Trade is crucial to theThird World. A report issued by the U.S. 
AID last February finds that all of the foreign assistance given by more 
developed countries to less developed countries does not quite,offset the 
damage done to poorer countries through trade protectionism. Therefore, 
Japan might assist in eliminating worldwide poverty by reforming its own 
trade practices. 

Disturbing Report. With their new, more prominent role as a foreign aid 
donor, the Japanese will be offering more advice to less developed countries. 
As a consequence of its expected increased contriiutions to the IMF and 
World Bank, it will have a greater voice in decisions made by those organiza- 
tions. How it will use this voice is another matter. It is not certain that Japan 
will be pushing the policies of less government control and regulation of the 
economy necessary for economic growth. A report issue last August by 
Japan's Ministry of International Trade and Industry (MITI) states: 

In the case of developing countries, merely eliminating 
factors which hamper private sector economic activities 
does not ne,cessarily guarantee the success of economic and 
social development .... In such cases, the governments of the 
developing countries should provide support guided by 
industrial policies that would include bringing together 
industry and government to form a consensus on future 
planning and decision making..? 

Further, one crucial way to promote development in less developed 

"Industrial Policies" is a term synonymous with the economic planning and 
overregulation typical of most less developed economies. Industrial policies 
usually mean government subsidies, and using public funds for certain busi- 
nesses.This policy attempts to pick the winners and the losers-among compet- 
ing industries and usually results in trade protectionism to promote the 
development of domestic industries. Such policies, especially in less 

6 Development in the Notional Intnst: U. S. EconMicRwistmrce Into the 21st GWyy. A Report by Alan 
Woods, Agency for International Development, Washington, D. C, 1989. Hereinaftcr referred to as the Woods 
Report. 
7 hid. 
8 White Paper on Economic Cooperation," Ministry of International Trade and Industry, August 1989. 
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developed countries, hamper the private sector, restrict competition, and 
hinder economic growth. When Japan has used such techniques in its own 
domestic economy, consumers have suffered. If MITI'S remarks are a reflec- 
tion of Japan's development philosophy, then little help can be expected from 
Tokyo in dealing with the fundamental causes of world poverty. 

CRAFI'ING A U.S. RESPONSE 

If Japan's foreign assistance program continues to be used mainly to assist 
its exporters, with little emphasis on promoting market-oriented economic 
growth inThird World economies, then U.S. interests in global prosperity 
and opened markets are threatened. Prosperous countries are better able to 
purchase American goods and to provide products for the U.S. market. Fur- 
ther, prosperous countries tend to be less susceptible to internal disorder and 
subversion. Rather than recognize the threat to U.S. interests, the Bush Ad- 
ministration merely plans to station U.S. AID officials inTokyo to help the 
Japanese to develop a foreign aid program similar to that of the U.S. and in- 
crease the American use of export financing. 

The problem is that the ability of the U.S. program to assist less developed 
countries has come under considerable criticism for its own inadequacies. In 
a widely acclaimed report, "Development in the National Interest," released 
by AID last February, little correlation was found between the amount of aid 
money received by a recipient country and the degree of economic growth 
achieved. For example, some countries that received substantial funds per 
capita, such asTanzania, had very poor development records. Further, the 
report found that countries with fewer restrictions on trade and foreign in- 
vestment and a greater reliance on market mechanisms enjoyed greater 
growth. A report also released last February by theTask Force on Foreign As- 
sistance, chaired by Representative Lee Hamilton, the Indiana Democrat, 
and Representative Benjamin Gilman, the New York Republican, finds 
AID'S effectiveness limited and suggests a greater emphasis on promoting 
economic growth. Before AID thus attempts to promote an approach similar 
to its own efforts in Japan, it must be sure that its efforts can deal with under- 
development in less developed countries. 

Fruits of Freedom. In addition, some policy officials, including many within 

should be spent directly on alleviating what they call "basic human needs" - . 
illiteracy, high infant mortality rates, and low levels of health care.The lesson 
of the past decade is that such problems can only be resolved through 
economic growth. Free countries such as the Republic of China onTaiwan 
and South Korea, for example, have done a better job at meeting basic needs 

AID, have criticized the U.S. program and maintain that more assistance - _ . _  
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than the economically (and politically) tightly regulated People's Republic of 
China and North Korea. The free economics enjoy a generally faster rate of 
economic growth? The basic human needs approach tries to treat the 
symptoms of poverty while failing to address the causes. This in the long term, 
could result in increased poverty. 

Bad to Worse. In light of this, capitol projects, including such things as 
roads, hospitals, and schools, at least tend to help the economy over time by 
providing the necessary infrastructure for any functioning economy. Congress 
last year tried to pressure AID to devote more resources to the basic human 
needs policy with the Global Poverty Reduction Act. If AID officials intend 
to tell the Japanese to abandon capital projects in favor of the basic human 
needs approach, they would be forcing Japan to move from bad to worse. 

Aside from sending AID officials toTokyo, the Bush Administration also 
plans to combat Japanese export financing by increasing American export 
financing.The plan would be used to promote American exports through the 
use of U.S. foreign assistance funds. It would increase the support funds from 
$10 million in 1989 to $100 million by 1990.The U.S. Export-Imq8rt Bank 
would control the funds through an account called the war chest. This ap- 
proach is subject to the same criticism U.S. officials direct toward the 
Japanese and contradicts the Administration's stated desire to end export 
financing.There is little indication that this will have any impact on Japanese 
behavior. Rather, this program would create another special interest group 
with American business reaping the benefits. Further, this program will 
divert resources away from beneficial programs that emphasize economic 
development. Both approaches -sending AID officials toTokyo and increas- 
ing the use of the U.S. war chest - are inadequate. 

WHAT THE U.S. GOVERNMENT SHOULD DO 

This spring, Congress will hold hearings on the subject of Japanese foreign 
assistance and what the U.S. policy response should be. American policy 
makers would do well to focus on free market economic growth in less 
developed countries as means of eliminating poverty. Congress should seek 
to discover how well the Japanese program conforms to this approach.The 
American response to the Japanese should include the following: 

1) Do not send AID ofKcials toTokyo to adidse the JaipaneM h6w to estab 
lish an aid program. The U.S. has its own problems running a foreign aid pro-. 
gram. After spending $250 billion in theThird World since 1961, the U.S. has 
had a poor record in promoting economic growth.The U.S. should hold back 

9 Stephen Moore and Julian L Simon, 'Communism, Capitalism, and Economic Development: Implications 
for U. S. Economic Assistance," Heritage Foundation Buc&#uundu No.741 December 8,1989. 
lOFrom the statements of John D. Mawmber, President of the U. S. E;xpart-Import Bank, before the U. S. 
Senate Banking C0mmittCC, September 13,1989. 
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advising the Japanese on how to establish an effective assistance program 
until it has demonstrated that it can run an effective program itself. 

program. AID officials should focus on getting the numbers and statistics 
about Japan’s programs.The Japanese are very secretive about the tied aid 
nature of its program. Finding out how the Japanese spend their foreign aid 
money would be a prerequisite to working with the Japanese in the future on 
developinent strategies. 

3) AID and Japan should emphasize sound economic policies that help 
Third World countries. The main focus of foreign aid should be to create 
economic opportunity in less developed countries that will trigger the 
economic growth that raises the quality of life for all people. Relying on the 
“basic human needs” approach, which neglects the economic basis of 
prosperity, and using capital projects as a way to promote the donors’ in- 
dustries - with little consideration of potential impact on the economic, so- 
cial, and environmental situation in a developing country - only diminishes 
the effectiveness of promoting economic growth. 

4) Abandon the Uwar chest” approach in dealing with Tokyo’s foreign aid 
program. By using the U.S. program as a way to promote American exports 
changes America’s foreign aid mission from promoting economic growth to 
promoting its exports. Likewise, this approach may lead to the continuation 
of the Japanese export supports, which the Administration and Congress seek 
to end. Rather than promote exports, the U.S. and Japan should open their 
markets to goods from less developed countries, which would provide oppor- 
tunities for economic growth. 

2) Send AID representatives toTokyo to find out more about the Japanese 

CONCLUSION 

As Japan becomes one of the world‘s largest foreign assistance donors, 
U.S. policy makers must ask what interestsTokyo’s aid program is promoting. 
Economic prosperity, which’creates markets for exports, and enhances politi- 
cal and social stability inThird World countries is in the interest of both the 
U.S. and Japan. This interest, however, is served neither by Tokyo’s capital 
projects approach nor Washington’s basic human needs approach because 
they do not lift less developed countries out of perpetual poverty. What is as 
bad, Japan’s use of aid fundi to promote its &@ofts and America’s retaliation 
through the use of a similar policy tells less developed countries that 
America’s rhetoric about concern for the world‘s poor and the benefits of 
free markets is just an excuse to subsidize America’s own business. 

Opening Markets. The U.S. and Japanese could work together to promote 
market-oriented economic growth in less developed countries. U.S. policy 
makers should start by learning more about the Japanese program and find- 
ing out where their money goes. The U.S. and Japanese should work to end 
trade barriers, which do real damage toThird World economies, and open 
American and Japanese markets to producks produced in less developed 
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countries. Finally, the US. Congress and the Bush Administration should 
reform the Agency for International Development. making the promotion of 
economic growth in less developed countries its prime objective. 

economic growth in theThird World and the newly independent Eastern 
European countries. By working with the Japanese to promote economic 
growth through a sound foreign assistance program, less developed countries 
will have the best chance to reform their stagnant economies. 

The U.S. now has an opportunity to make great strides promoting 

BxyanT. Johnson 
Research Associate 
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