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ACTION MEMORANDUM FOR THE ASSISTANT ADMINISTRATOR FOR AFRICA
AN (v
FROM : AAA/AFR/DRfegohn W. Koehring

SUBJECT : Liberia Program Grant (669-K-602)

Problem: Your approval is required to execute a program grant
(cash) of $7 million from the ESF appropriation to the Republic
of Liberia.

Discussion: A $5 million program grant was provided to the
Government of Liberia in August 1980. The purpose of this
grant was to help the Liberian Government overcome an immediate
fiscal crisis, meet its international obligations and maintain
its development capability.

Eince that time, Liberia's economic situation has deteriorated.
The inexperience of Liberia's new Government has led to exces-
sive expenditures and reduced international and local business
confidence which, in turn, has led to lost ivestment, capital
flight, declining credit availabilities and a rapidly increasing
budget deficit.

The Liberian Government now realizes the seriousness of the
problem and the need for drastic corrective mecasures. As a
result, the Government hasc concluded an agreement with the
International Monetary Fund (IMF) which establishes a program,
which, if successful, will stabilize Liberia's economy,

However, a period of time is likely to pass bufore this econo-
mic stabilization program can take hold and the economic decline
can be halted. During this period, Government revenues will

not be adequate to continue ongoing development programs or

even maintain existing development capabilities. The purpose

of this program grant is to help provide the Government of
Liberia with the resources to meet its minimal fiscal require-
ments until the stobilization program begins to take hold.

The prcvision of this program grant will strengthen US/Liberian
relations by once again illustrating our willingness to come to
Liberia's aid in their time of greatest need. It will also
reconfirm the wisdom of Liberia's present policy of maintaining
close ties with free world cconomic and financial systems.
Therefore, this grant is in direct support of U.5. immediate
and long-term interests in Liberia.

While it is in the best interest of the United States to show
support to Liberia during the {mmediate crisis, we must continue

to minimize entanglement in Liberia's day=-to day political

process. By providing our assititance as qgeneral budget support

to the development ministries, and by defining this nupport agp

an expression of U.S. desirn to ansoint in the building of Liberlia's




future, we are able to assist in meeting Liberia's immediate
problem and promote equitable economic and social development
without becoming too closely identified with any individual or
faction.

It is proposed that, upon the meeting of the conditions prece-
dent contained in a Grant Agreement, $7 million be immediately
transferred into a special bank account owned by the Government
of Liberia. Disbursements from this account will be used to
meet the immediate needs of selected development-oriented Minis-
tries. It is anticipated that disbursements from this account
will be completed within 30 to 60 days of the signing of the
Crcant Agreement.

A special covenant will be included in the Grant Agreement
reaffirming that the GOL will provide the funds required to
support certain development projects.

On Nncember 1, 1980 the Congress was notified of our intent to
proviae a $7 million cash grant to the GOL. The waiting period
expired on December 15, 1980 with no congressional objections
having been raised.

Mr. Dante De Antonio, USAID/Liberia Controller, will be the
ficld manager of the grant. Mr. Edward H. Smith, Jr., AFR/DR/CAWARAP,
will be the responsible officer in AID/W.

Recommendation: That you sign the attached PAAD and thereby
authorize the proposed program grant (cash).

Attachment: a/s

Clearances: .
AFR/DR/CAWARAP:ESmith .
AFR/DR/CAWARAP:LBond . 7
AFR/CWA:FScordato o
AFR/DR/SDP:JHestor
AFR/DP/FM:SLiapis =
GC/AFR:EDragon ..,

et £a

AFR/DR:NCohen /"o d

Drafted by:AFR/DR/CAWARAP:ESmith:cel:12/16/80.




AFR-81-2

' CLASSIFICATION:
AID 1120- ¢ 1. PAAD NO,

: (o-s8) OEPARTMENT OF STATE AFR-81-2

i AGENCY FOR 2. COUNTNY

i INTERNATIONAL DEVELOPMENT Liberia

. ; 3. CATEGORY
i PAAD PROGRAM ASSISTANCE Program Grant (Cash) - 669-K-602
! APPROVAL DOCUMENT

! 4. DATE

! l2/17/780

' 5 TO1 4. OY® CHANGER NO.

)

« Mrs. Goler T. Butcher, AA/AFR T, OvE INCAEASK

! T PROMI

H TO 8K TAKEN FROM:
)

1

Mr. John W. Koehring, AAA/AFR/DR

0. APPROVAL RRQUESTED FOR COMMITMENT OF 10. APPROPRIATION = ALLOTMENTY

f s 7,000,000 ?2-1111-03? 137-bl-6%98-00-50-11

19. TYPK FPUNDING | 12. LCCAL GURKINCY ARMANGEMENT 13. E3TIMATED DELIVERY PERIOD | 14. TRANSACTION ELIGIMNLITY

Clroan @cnu«ﬂ CIinrommac CJronuaL [X)nonk Dec.16,1980~Feb.15 ,1981 Dgf.' 16, 1980

18, COMMOOITIRS FINANCED

16. PERAITTED 80 IRCR 17. ESTIMATED BOURCK
U.S. only: U.S.:

Limited F.W.: ' Industriclized Countries:
Free World: - Local:

Cosh:  $7 000 ,000 Other:

10, SUMMARY DESCRIPTION

The purpose of this program grant (cash) is to assist the Government of
Liberia to weather 1ts current fiscal crisis until the IMF-spongsored stabiliza-
tion program can take effect. This grant will enable the Government of Liberia
to keep its development capability intact during this interim period.

The grant will have a favorable impact on U.S./Liberian relations by
once again showing our willingness to help during a period of crisis, However,
it is structured to minimize U.S. entanglement in Liberia's day-to-day political

process.

o GLRARANCES y XX 10. acTiow

. - A}'R/DR/CAWARAP:ESmIChF ’ 1.2/ 7 /e;_?o w APEMOVED () oisamerroveo

__AFR/DR/CAWARAP: 1.Bo 2 e P Pty !‘ : A .
AFR/CWA: Ficordato 7 ¢ PR Lilio /- J0 [oforis ‘2.7 72
APR/D":EDO!‘IAE}\\“, o lz w / AUTHORIERD S1GHATLRE or*R
AFR7DP/PM: 51 {apin MY '
GC/AFR:EDragon N0 W 1] (7] 30 Annistant Admintstrator for Africa
AFR/DR: NCohen ﬁ:—-—._d[. /1179 0 vivem
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of the National Bank has become so precarious that

there is little possibility for further lending to
government. It is clear that unless the National Bank
is to receive a sizeable infusion of funds, the govern-
ment will not be able to meet its financial obligations,
The MNational Bank has managed to meet obligations thus
far by using commercial banking sector funds deposited
at the bank for transfer abroad. This has severely
affected the net foreign assets position of the entire
barking system, as shown in the following table:
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Due to the Government's fiscal problems, November payments to the oil facility

were too late to enable a tanker of crude to be loaded in Saudi Arabia on time

to meet Liberia's normal demand for finished products in December and January.
Therefore, in addition to having to meet two oil bills to the facility in v
December, totaling $20.4 million, the Refinery, has opened a letter of credit

for $4.2 million to purchase refined fuel that has to be repald in March.

I. The Monetary Situation and Private Sector Liquidity

Between April and August 1980, the recorded money supply (Ml = currency and
demand deposits) dropped from $84.6 million to $71.5 .iillion, while the quasi-
money supply (M2= savings, time deposits, etc.) was reduced from $91.0 to
$62.3 million for a total money supply loss of $42.0 million. This capital
flight has vesulted in a virtual cessation of domestic credit, a. the banking
syster, operating under a 5 p. rcent margin requirement on demand deposits,
"lost" $87 million of potcntially lendable funds. Domestic savings and time
deposii:. were reduced by $28.7 million, further restricting already stagnating
domestic investment. There is also evidence that businessmen are retaining
more cash then normal in their own vaults rather than banking it.

These developments have had adverse consequences for the economy. The reduction
in loans to the private sector had led to a contraction of imports and growing
anemployment.  The tight credit situvation, contraction of {mports and the
Government salary increases have combined to exert an upward push on consumer
prices. These developments have also adversely affected Government revenues,
particularly import duties and corporate and partnership taxes.

In the face of these interrelateld problems the Government has developed a simple,
but complete program to limit expenditures while it increases Government revenues.
The IMF assfsted in the development of this program and by advancing the dates
for drawing SDR's has endorsed the Government's attempt to {implement {t. The

GOL has also accepted additional Fund assistance, In the form of a res{dent
representative during this perfod. The CGOL's attempt to raise between $50-60
million through {ts enforced savings campaign, Indicates the Government's
understanding of the scope of the problem it faces and the political price it

fsx willing to pay to overcome {t. If even partlally succensful ({.e¢., the
Government realizes only $25-34 million from the savings scheme) the savings
propram will enable the Government to ease some of the most fmmed{ate presasures
while creating the atmosphere required for an {ncreane {n businesn activity,

Increatied business confidence, expreassed {n renewed fnventments, {n the key to
the long term solutfon of the present crinfs,

The Covernment'n attempt to enforce expenditure dincipline also indicaten its
willingness to pay the political price required to repgadn control of the

economy,
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Disbursements from the special account will be used for general budget support

for the development ministries listed in Annex A. Within 120 days from the

signing of the Grant Agreement the GOL will provide USAID/Liberia with a report

of all expenditures from the special account. This report will be accompanied -
by appropriate supporting documentation. The form and content of the report,

as well as the supporting documentation required, will be the subject of an
implementation letter. t

B. Special Covenants

1. It is agreed by the parties that the proceeds of the grant will be
used for general budget support for the development ministries listed
in Annex A.

2. The Government of Liberia reaffirms that they will provide, in a
timely manner, the funds required to support the development projects
listed in Annex B.
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Annex A

Proposed List of Ministries to Receive General Budget Support
Under Program Grant (Cash)

Ministry of Agriculture
Ministry of Education
Ministry of Health and Social Welfare

Ministry of Public Works
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Annex B

Proposed List of Projects to be Included in the Special
Covenant to the Grant Agreement

A. Infrastructure

l. Paynesward-Robertsfield Highway
2. Paynesward-Totota Highway

3. Camp Mechlin (Road Maintenance)
4. Monrovia Streets and Drainage

B. Health
1. Cape Mt. Hospital (Const.)
2. Tappita Hospital (Const.)

3. JFK Mcmorial Hospital (Const.)
4. Rehabiliation Center (Const,.)

C. Regional Development - Agsistance to 9 counties and 6 territories
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TRANS, MEMQ NO, EPPECTIVE DATR PAGE NO,
AIDHANDBOOK 4, App 3A 4:6 November 2, 1977 3A(2)-5
83

b. FAA Sec. 201(b)(2); 201(d).
Information and concTus{on on (1{ capac-
ity of the country to repay the loan,
including reasonableness of repayment
prospects, and (2) reasonableness and
1e?a11ty (under laws of country and
United States) or lending and relending
terms of the Yoan.

c. FAA Sec. 201(e). If loan s nut made
pursuant to a mritilateral plan, and the
amount of the loan exceeds $100,000, has
country submitted to AID an application
for such funds together with assurances

to {ndicate that funds will be used in an
economically and technically sound manner?

d. FAA Sec. 202(a). Total amount of
money under loan which {5 going directly
to private enterprise, is going to
{ntermedfate credit {nstitutions or other
borrowers ftor use by private onterprise,
1s befng used to finance imports from
private sources, or s otherwise being
used to finance procurements from private
sources?

Additional Criteria for Alliance for
Progress

[Note: Alliance for Progress asisfstance
should add the following two ftems to a
nonproject checklist.]

a. FAA Sec, 251(b)(1}-(8). ODoes
assistance tske Into account principles
of the Act of Bogota and Charter of Punta
del [ste; and to what extent will the
activity contribute to the economic or
political inteqration of Latin America?

b. FAA Sec. 221(b)(8); 251(h). Fer loans,

has there been taken Tnto account the
effort made by recipient nation to repa-
triate capital invested in other countries
by their own citizens? s loan consistent
with the findings and recommendations of
the [nter-American Conmittee for the
Allfance for Proqress (now "CEPCIES." the
Permanent Executive Committee of the DAS)
{n 1ts annual review of nations)
development activities?

NA

NA

NA

NA

HA

HA

IIE 1

sere
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INITIAL ENVIRONMENTAL EXAMINATION

Project Country: Liberia
Project Title: Program Grant (Cash)
Funding: FY(s) 1981 $ 7,000,000

Period of Project: FY 1981

IEE Prepared by : Chuck Husick, USAID/Liberia

Environmental Action Recommended: Negative Determination

Africa Bureau Eanvironmental Coordinator Decision:

APPROVED

DISAPPROVED

DATE
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I. Description of Project:

This project is a cash grant to the Government of Liberia. The

grant will allow development-orientated Ministries to continue

their narmal operations,thus maintaining Liberia's institutional v
development capacity. The loss of this capacity, due to Liberia's

current fiscal crisis which prevents the GOL from adequately funding

the recurrent budgets of these Ministries, would be critical to the \
future ecrnanic and social development of the country.

—— e -

cm e See e el ceme

Il1. Examination of Nature, Scope, and Magnitude of
Environmental Impacts:

(In terms of items on attached Impact and Evaluation Form)

The preposed project will have no direct significant impact
upen the envircrment,

III. Recommended Environmental Action:

A negative determinaticn requiring no further environmental examina-
tion {3 recarrnded.

croErey swx X ET R B - =W B SIS RIE 0 ITLCET C SNSRI ST 2N
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IMPACT IDENTIFICATION AND EVALUATION FORM
G. HEALTH

l. Changing s nasirel ervironrent

Annex E, Page §

2. Eliminating 5. ecosysten element

B 3. Other factors

H. GENERAL

1. International {mpacts

<+ Controversinl impacts

3. Larger program impacts -

k, Other ractor;

Lo OTHE POCSILLE TMPASTS (net tisted above)

) <e uttache! Diazuszion =7 Impacts,

RN



