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SECTION I - SCOPE AND PURPOSE OF THE STUDY

This study was comnissioned by the Office of Private Enterprise,

AID, on behalf of the Private sector Liaison COuncil. The Agency for

International Developrrent (AID) has, during the past several rronths, con­

sidered the feasibility of increasing its involvement in the prograrrming

of local currencies (LIe) generated by PL 480 Title I sales and the conm:xlity

import programs financed with AID appropriations. The purpose of such

involvement by AID and its Missions abroad would be to redirect these local

currencies from their present uses to other applications that would enhance

or facilitate the achievenent of AID's developrent objectives (i.e., private

sector developrrent).

In essence, AID is seeking ways to maximize the utilization of all

resources that are available to it. Its dollar appropriated resources are

allocated through an elaborate programning process for activities of the

highest priority to meet AID developrrent goals and objectives in AID recipient

countries. AID also has SOI1'e influence or control over certain local currencies

generated from current or prior year programs (PL 480 sales and FAA loans and

grants) and would like to assure itself that its cormand over these resources

is also exercised to best serve its developrent objectives.

Xvbre specifically, this study is to cover the following six areas:



-2-

1. Review past AID and OPIC efforts to use local currency proceeds
for private sector developnent, including capitalization of IFIs,
Cooley loans, IESC, etc., specifically to identify appropriate
and successful uses of local currency as opposed to dollar
funding.

2. Review and draft new directives to the field for programning
of counterpart generated by CIP, PL 480 Title I and Title II
for private enterprise developnent initiatives, including specific
concepts and project ideas based on paragraph 1 above.

3. Identify countries where the nature of econcmic and political
conditions, CIP or PL 480 Title I programs provide a developmental
context in which this program can be implemented in FY 1984-85
time frame.

4. Review and, if needed, propose reV1.S1.ons to applicable agreerrents
which will further policy objectives.

5. Review issues related to deposit of U.S.-owned local currencies
in private banking institutions abroad.

6. Examine and make recommendations on specific design criteria
such as: (a) packaging u.s. dollar and/or other donor resources
with local currency, and (b) utilizing local professional
expertise.

Critical Considerations

It would be well to recognize, at the start of our explorations, that

we are seeking means by which AID might employ additional resources to

meet AID program objectives. Local currencies can always be generated

by purchasing them with appropriated dollars. But such action merely

trades one resource for another and does not create any additionality

for AID programs. Thus, the introouction of a "currency use payrrents"

(CUP) clause in a PL 480 agricultural cornrodity sales agreement, to

set aside an arrount of local currency to be generated under the agreement,

would have little interest for AID since AID would have to purchase

these local currencies fran the U. S. Treasury with its appropriated

dollars.
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It is intended that this study be used by the Private Sector Liaison

Council to recorrurend approaches for the Agency'to increase benefits toward

achievement of AID goals and objectives by shifting local currency resources

fran present uses to those designed to enhance private enterprise develop­

lre!lt in the recipient nation. The private sector is but one claimant

canpeting anong a number of important development sectors included in AID I S

programs with host governments. '!here will inevitably be trade-offs

between the currently existing claimants for llc resources and any proposals

to shift :those resources into the private sector. Decisions to reallocate

resources inevitably require a judgerrent call, weighing the benefits to

be derived fran such a shift against the cost to the existing recipients

of those resources. The purpose of this study is to help illuminate the

choices available to AID so that the choices can be rrore effectively

evaluated by those who are asked to make that judgerrent.
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SOCTICN II - EXISTING AGENCY GUIDANCE

The issue of whether, when, and how AID is to involve itself in the

programning of local currencies generated either under the PL 480 program

or the AID conm:xlity import program, has long and deep roots. It has been

explored and reviewed on several occasions at the rrost senior levels of

the Agency during the past ten years. Differences in policy which resulted

from these reviews are only a question of emphasis or degree. There has

been universal recognition that individual country situations differ and

that different approaches are required by different AID missions at different

tilres with respect to programning LIC in recipient countries.

AID has never categorically issued policy guidance mandating that all

AID lI'ri.ssions act uniformly in this matter. The guidance has invariably

laid ·out certain pararreters and a framework within which AID lfri.ssions are

expected to examine the local conditions and to make a judgement, year

by year, whether a greater or lesser degree of involverrent is reqUired.

The on!y exception to this was the so called "Cooley Amendment" to the PL

480 surplus Agricultural Corrm:x1ities Act. This program is discussed in

detail in Section V below.

The rrost recent manifestation of concern by AID with respect to the

rratter of programning Llc is contained in a circular telegram (State

#276001 dated september 22,,1983), from the Administrator to all AID

principal officers. The message is quoted ill its entirety below.
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AIDAC - FOR PRINCIPAL AID OFR FROM ADMINISTRATOR MCPHERSON

E.O. 12356: N/A

TAG S:

SUBJECT: MISSION PLANS FOR USE OF CIP AND" PL 480 LOCAL
CURRENCY GENERATIONS

1. AS MOST OF YOU ARE AWARE, I HAVE MADE A DETERMINED
EFFORT TO cROMOTE THE USE OF CIP AND PL 480 LOCAL CURRENCY
GENERATIONS FOR DEVELOPMENT PURPOSES. EFFECTIVELY INTE­
GRATING THE USE OF THESE IMPORTANT RESOURCES WITH OTHER
TYPES OF DEVELOPMENT ASSISTANCE SHOULD ENHANCE THEIR
OVERALL DEVELOPMENT IMPACT. THIS IS EVEN MORE IMPORTANT
IN PERIODS OF BUDGET STRINGENCIES WHICH THE AGENCY NOW
FACES AND WILL LIKELY CONTINUE TO FACE FOR SOME TIME. I
AM VERY PLEASED WITH PROGRESS SO FAR IN THIS REGARD, BUT
I BELIEVE THAT FURTHER PROGRESS IS POSSIBLE IF MORE
ATTENTION IS DEVOTED TO IT.

2. MANAGEMENT OF THESE RESOURCES COULD BE ENHANCED, IN MY
OPINION, THROUGH PREPARATION OF MISSION PLANS FOR THE USE
OF CIP AND PL .480 LOCAL CURRENCY GENERATIONS.

3. I HAVE ASKED PPC TO COORDINATE WITH GEOGRAPHIC BUREAUS
AND CENTRAL BUREAUS IN DEVELOPING A GUIDANCE MESSAGE TO
FIELD MISSIONS FOR PREPARATION OF SUCH PLANS. THIS GUI­
DANCE WILL INDICATE GENERALLY THE KINDS OF ACTIVITIES

-._--- -

WHICH ARE APPROPRIATE FOR PROGRAMMING INCLUDING THE USE OF
LOCAL CURRENCY TO STIMULATE PRIVATE ENTERPRISE. IN INITI­
ATING THIS EFFORT, WE RECOGNIZE THAT PATTERNS HAVE BEEN
ESTABLISHED IN MANY COUNTRIES WITH HOST GOVERNMENTS WITH
RESPECT TO LOCAL CURRENCY PROCEEDS WHICH WILL IMPACT ON
MISSION FLEXIBILITY TO NEGOTIATE LOCAL CURRENCY USES· THE
PURPOSE OF THIS MESSAGE IS TO ALERT YOU TO A FORTHCOMING
GUIDANCE MESSAGE SO YOU CAN CONSIDER HOW YOU AND YOUR
STAFf WILL APPROACH THE DEVELOPMENT OF SUCH A PLAN. YY

UNCLASSIFIED

As of this writing, AID has not sent to its rlJissions, the guidance

message promised by the Administrator.
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Policy Detennination #5 (PD-S) issued by AID on February 22, 1983 is

the prevailing policy guidance of the Agency with respect to the progranming

of llc generated from PL 480 sales. The policy determination does not

address IIc generated by programs financed from AID appropriations.

PD-S states, "When it is detennined that AID should become nore actively

involved... " certain policy guidelines shall apply. It does not provide

guidance indicating who is responsible for making this detennination of

whether and when and to what degree AID should beCOll'eItOre actively involved

in the programning of l/c. A review of the Agency CDSS guidance to the field

for FY-83, FY-84, and FY-8S discloses that none of these guidance ll'essages

contain requests for AID Missions to reCOIllreI1d whether greater or lesser

involvement by AID in the progranming of llc is desirable in tenus of the CDSS

strategy developed by the Mission.

The ItOst recent guidance from AIDIWashington on the matter of programning

llc is contained in A:IDro Circular A 333 dated June 23, 1976. seven years

after its issuance it is still the Agency' s policy guidance. This ll'essage

reviews the subject in terms of prevailing conditions in 1976 and concludes

that the Agency's previous guidance, issued in 1972, is in need of sane

nodification.

In 1972, AID had adopted a new policy with respect to country CMled llc

proceeds from the sale of PL 480 Title I and AID financed program loans.

In order to reduce direct u.S. involvement in the affairs of AID recipient

countries and to simplify program procedures, the recipient governments

were no longer required to deposit these proceeds in segregated accounts

and Missions were no longer required to approve their uses except when

necessary to effectuate the purpose of the aid or in exceptional circum­

stances where otheJ:Wise justified. That decision was reviewed in
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1976 and it was detennined that in some (but not necessarily all) country

situations, nore active AID participation in programning of 1/c proceeds

generated with u.S. AID could enhance its ability to influence a recipient's

policies and thereby irrg;>rove the quality and quantity of the recipient's

developnent effort. Thus, AID policy was revised in 1976 to require Mission

examination of the merits of nore activate participation of the programning

of l/c and to encourage its use as another AID tool in those countries

where it promises to be effective. In accordance with the change in

policy eI11?hasis, each Mission which expected PL 480 Title I or AID financed

comrodity iIt'ports to generate l/c proceeds, was requested to analyze its

situation to detennine whether a nore active role in counterpart programming

would be useful in its host country.

That guidance message, (AIDro Circular A 333 dated June 23, 1976) also

provided AID Missions with a list of considerations which they were to

explore on a systematic and regular ba.sis to make such a detennination.

Annex .I . ~9 -~is pe3.~;r;_~Js an extract of the issues and questions

which were provided as guidance to Missions in the 1976 message.

The implicit assumption contained in the guidance of 1976 was that the

Mission would review conditions prevailing in their respective host countries

and would, on a periodic basis, rrake recomnendations to AID/Washington

prescribing the appropriate role and involverrent of the Mission in the

programning of l/c. AID/Washington would then have the perrogative of

approving or disapproving the Mission's recomnendation.
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It is not clear to what extent this practice was followed subsequent

to 1976. It is clear however, that no discussions of 1/c progranming

has been held between Missions and AID/Washington on any systematic

basis in the course of the annual program reviews for FY-83, FY-84, or

FY-85. Nor was such an examination demanded by AID/Washington.

The shortcoming in current AID guidance to the field with respect to

the progranming of 1/c therefore rests in the area of identifying the

responsible entity and the procedure to be used to make the detennination

whether or not it would be useful for AID to beccme rrore active1y involved

in progranming local currency in any of the AID recipient countries.

It would also seem useful to update the criteria which are to be used

in evaluating conditions for making such a detennination. The existing

guidance of 1976, while still valid, could profit from updating to reflect

current agency policies and program goals. In a later section of this

report, recoIllreI1dations are made for issuance of such guidance to the

field.

Recent Events Impinging on AID Local CUrrency Prograrnning Activity

The need for Agency guidance with respect to the progr~g of l/c

takes on increased significance in light of the four reconmendations of

the Conmission on Security and Econanic Assistance (the Carlucci

Commission report). The relevant recomnendations read:
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INCREASE PROGRAM EMPHASIS ON SCIENCE AND
TECHNOLOGY

The Commission recommends greater programming
emphasis b~ given to science and technology­
related development assistance that would
also be available, on a mutually cooperative
basis, to middle-income and newly
industrialized countries.

PROMOTE THE PRIVATE SECTOR
I ;

The Commission endorses the use of our
bilateral and multilateral cooperation
programs to promote and encourage the growth
of indigenous private sectors and U.S.
private sector contributions to the
development process. The strengthening of
free trad~ unions and the promotion of
employmen~-orienteddevelopment strategies,
in an env~roDment conducive to free
enterprise" are integral to sound long-term
growth an~security. Both bilateral and
mUltilate~al programs should be Used to
achieve ap~ropriate policy reforms and to
support these objectives wherever feasible.

SUPPORT DEVELOPMENT OBJECTIVES OF P.L. 480

ReqUirements for P.L. 480 assistance will
continue, particularly in Africa. The
Commission recommends that special attention
be given to those needs. Whenever possible,
P.L. 480 resources should be used in
connection with other forms of economic
assistance to maximize development impact.

INCREASE CONCESSIONALITY IN MILITARY
ASSISTANCE

The Commission believes that the U.S.
Government should consider the same economic
factors in determining the concessionality of
military assistance as it considers in
determining the concessionality of economic
assistance and provide the level appropriate
to conditions in each recipient country.

If adopted, the last of these four recommendatio~swould produce significant

increases in 1/c generations for certain AID recipient countries. :These 1/c

generations could be programred for economic development purposes.
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SECrION III - EXISTrnG AID USES OF LOCAL CURRENCY

The legal ownership, character and degree of control which AID may

exercise over llc in U.S. government accounts will vary depending on the

source frcm whence the llc was generated. In earlier years PL 480 Title

I sales were made for l/c. These llc payments were then "owned" by the.

U.S. A portion of these llc generations were earmarked for "country uses"

and could be progranmed by the AID Missions on a grant or loan basis without

further congressional appropriation action. Subsequently, Title I sales

were shifted to dollar repayable tenns but the repayments were scheduled

over a long tenn (40 years) and at highly concessional interest rates.

Under the dollar repayable tenns of sal~ ownership of the l/c·

generated frcm the sale of the agricultural corrm:xlities by the recipient

government in their local markets rests with the recipient government;.,

not with the U. S. The U. S. can insist on inclUding provisions in the

sales agreement pennitting AID control over the release of these funds

because of the concessionality of the tenns. If the recipient goverrunent

agrees, AID may insist on a right to program these funds for specific

uses. But the willingness of the recipient governrrent to allow such

control by AID is often dependent on the political leverage it can and

wants to apply. For example, llc generated from PL 480 Title I sales

to Egypt are not even deposited into a special account, let alone

programmed for specific uses.

In this section we will examine the various categories of llc over

which AID has same direction.

A. U. S. ONned Local Currency

A number of countries currently have deposits of "U.S. owned" llc that were

generated in previous years from AID or PL 480 programs and are under the
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control of the u.S. Treasury. These U. S. owned, Treasury roanaged, 1/c now

on deposit in U. s. accounts were generated in previous years from PL 480

Title I sales for l/c. There are only two countries-with significant deposits

of such funds (India and Pakistan). These funds are assets of the u.s.

goverrutent but are categorized "excess" to U. S. uses and special conditions

apply to the availability of these funds for AID programs or programs of

other U. s. government agencies.. In Irost instances, these funds are subject

to the U. s. Congressional appropriation process. When such funds fall

below the level of estimated U. s. government requirem=nts for a two-year

period, the u. s. Treasury changes the classification of the currency from

"excess" status to a "near-excess" status and rrore restrictive procedures

are followed in drawing down the remaining balances. Generally the funds

are rese:rved to meet the adrninistrative costs of u. s. Einbassies abroad

and for sale to u.s. government agencies in exchange for appropriated

dollars. Thus, the Treasury obtains dollars from the sale of. these 1/c.

B. Recipient Country CMned Local Currency

Since the tenus of Title I sales are currently dollar repayable-, ownership

of currencies that are now generated from PL 480 Title I sales rests with

the borrower. The legalities are quite clear. The 1/c is Otmed by the

borrower who has accepted liability for dollar repayment at some time in

the future, in payment for the cornrodities that were delivered under the

PL 480 program. This is also true of loan financed AID cormodity import

programs. AID involvement in the progranming of these 1/c is based on the

concessionality of the tenus and the extent to which the recipient

governIlEnt is willing to tolerate AID involvem=nt.
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In the spring of 1983, the Bureau of Policy and Program Coordination

together with the Bureau for EVA was asked to conduct a survey of current

practices by AID t-ti.ssions and recipient governments in the allocation of

LIC generated from these programs. A report prepared by Donald G. McClelland,

PPC , analyzed the responses from 26 AID Missions. The results were trans­

mitted to the Administrator through an information merrorandum prepared on

June 15, 1983 by Frederick Schieck and Charles Gladson. (See Annex II.)

Briefly, the analysis discloses that the largest and most politically

sensitive programs (Egypt) do not even have an ex-post attribution for

Title I. sales proceeds. In fact, Egypt was not included in the survey at

all. In those countries where local currencies are prograrrmed by the

Missions there is a "broad continuum from what can be called attribution

to allocation with full additionality." The nEIIDrandurn further states,

IfIn all cases however, we believe there is not full additionality in the

allocations; a trading process usually goes on, with the Mission agreeing

on using sales proceeds for some ongoing host government development

projects in return for getting host government agreement to use sales proceeds

for sane projects desired by the USAID that are additional to what would

othe:rwise be funded."

M¥ own: review of the data would suggest that the preponderance of

rvli.ssion involvement in this area results in attribution. Very little

conclusive evidence is shown that U. S. AID r'1ission involvement in the

programming of llc actually resulted in the reallocation of resources froITl

what would othe:rwise have taken place. On the other hand) where llc is

prograrnrred to meet IIc support costs of AID development projects, there is

strong reason to believe that the exis·tence of IIc generated from U. S. programs
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resulted in some reallocation of resources. Absent u. S. programs generating

1/c in some countries, it would have been difficult to obtain 1/c

contributions from the host governrrent to assure support for AID developnent

projects.

The SChieck/Gladson rrem:>randum to the Administrator is attached as

Annex II.
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SECTION IV - RECENT AID DISCUSSION/SWDY PAPERS RELEVANT TO LOCAL
CURRENCY PR(X;RAMMING

During the past two y~ars the Agency has examined ways in which

lie generated from PL 480 Title I sales and AID's corrm:xlity import programs

could be better utilized to serve AID's developnent objectives. Simultaneously,

the Bureau for Private Enterprise (PRE) has sought to find ways in which AID

resources can be reallocated to increase the total resources available for

indigenous private sector instead of, their traditional allocation for

budget support in AID recipient governments and then attributing these

funds to the recipient country's developnent projects.

In the course of examining these tvx> related issues, a number of

studies were undertaken which have contributed inforrna.tion, identified

certain points of view and offered recomrrendations for the consideration

of AID. some of the rrore relevant studies on this subject are reviewed

below.

A. Hullander Study

A study was undertaken by Dr. Edwin L. Hullander entitled "Financial

Leverage Potential of Local Currency Proceeds Generated from the Food for

Peace Program to Stimulate Private Enterprise in Developing Countries. "

The study was subrnitted to the Bureau for Food for Peace and Voluntary

Assistance on November 2, 1982.

In brief, the study has positive findings for the thesis that PL 480

generated lie can be leveraged so as to attract additional external private

funds to the AID recipient country and also to stimulate internal capital

flows" ... for productive inves1:.rrEnt to enhance the role of private

enterprise in each stage of the economic development process .... " It

accomplishes this primarily by reducing exposure and risk of lendersl
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investors via the transfer of a portion of their risk to the 1/c funds made

available through the AID program. '!he Hullander study makes specific

reccmnendations, then concludes that "AID should conduct a number of
\

pilot studies of selected countries to identify very specific operational

criteria for leveraging."

The executive surrmary and conclusions and reccmnendations of the

study are reproduced as Annex III to this paper.

B. First Washington Associates

The "Final Report on the Use of Counterpart Funds" prepared by

First Washington Associates of Washington, D.C. in OCtober 1982 concludes

that, "Counterpart funds which have been generated either by PL 480 or by

the Foreign Assistance Act programs, as well as I excess I 1/c owned by the

U. s. government may be used in ways which cCmplerrent AID I s innovative

private sector developnent initiative." The report identifies certain

activities which could be financed with l/c including:

1) Development of relevant in-country rnanagerrent expertise;

2) Make loans to develop prOlIDtional programs which would encourage

multilateral trade, econanic development and agriculture;

3) Encourage the growth of an infra-structure supportive of

private sector enterprise growth;

4) Facilitate private U.s. and local investors to invest in

priority development areas which would result in appropriate

technology transfers.
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In its discussion of sources of llc to finance the private enter­

prise activities in developing countries, the First Washington Associates

report did not focus on the issue of additionality . In many of its

findings the report suggests that AID I s dollar appropriated funds should,

in effect, be utilized to purchase the IIc which would then be made available

for private enterprise developnent. One can argue that private enterprise

activities enjoy a high priority with respect to the progranming of AIDls

dollar appropriations. However, the report is not particularly helpful

with respect to the question of utilizing available llc and reallocating

them in such a manner as to increase AID I S resource base with respect

to its availabilities to achieve its developrent objectives.

The study contains a listing of countries which have counterpart

generating programs for FY 1983 in excess of $25 million. This table is

reproduced below because it will help us to identify those countries

which offer sare opportunities for the progranming of llc for private

enterprise activities. The findings and reconmendations of the First

Washington Associates report is attached to this report as Annex IV.
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GENEJlA1tI NG PIlOGRl\MS Fon FY 19ltl
IN EXCESS OF $25 HILLION

AND MAY HAVE
NEED FOR DEVEUOPING PRIVATE SECTOR

Initiatives (§ millions) ESF Other DA Programs
Total PL-480 Earmarked

Country Programs Title 1/111 Loans Grant .. for. LoAns Grant.

Bang1adQ&h 1'36.0 60.0 76.0
Coata RicA 95.0 20.0 60.0 Variou8 11.5 3.5
Domini~An Republio 44.0 18.0 21.5 4.5
Egypt 1,000.0 250.0 250.0 500.0 CIP 250.0

Various
£1 SCl1vador 160.0 30.0 105.0 Private Sec. 20.0 5.0

SUIIP Ind. Rac.
Haiti 26.0 11.0 15.0
Honduraa 59.0 5.0 ~5.0 PrivAta Seo. 20.7 8.3

I Prom.
r--- India 81.0 66.0 21.0r-I
I IndonesiA 85.0 20.0 48.9 16.1

Jamaica 112.0 20.0 50.0 5.0 Various 32.3 4.1
Kenya 73.0 . "15.0 30.0 Agr1bu8inoaJ8 9.7 18.3

Dav.
LiberiA 59.0 15.0 32.0 Program Grant 3.7 8.1

IV
Morocco 38.5 25.0 13.5

tt.J Pakiatan 250.0 50.0 97.0 7U.O Variou8 20.0 5.0
tl1 Peru 47.0 20.0 16.5 10.5c,')
.... ~ Ilhilippinea 08.8 50.0 V"riouli 20.0 18.8
h Senegal )).9 7.0 10.0 elP 16.9..--
~:~: Somalia 57.0 15.0 25.0 elP 17.0
~ Sri· Lanka 57.9 11.6 31.5 2.8
~;.~ Sudan 125.0 30.0 10.0 CIP 25.0tJr-... Thailand 38.0 10.0 Various 15.7 12.)rt,
() Turkey 350.0 100.0 250.0 Ba1anco of
(j P. Supp.
\) Yemen 27.5 21.5~

Zaire 35.0 10.0 15.0 CIP 10.0
Zambia 21.0 1.0 5.0 15.0 elP 15.0

Various
Zimbabwe 15.0 75.0 CIP 50.0

Varioua 25.0
Iarael 785.0 260.0 525.0 C"Mh 'l'rAnMfar
Unallocated 07.0 67.0

4,058.6 732.6 787.0 1,855.0 3.4.0~3.0.0
"---'

94\ 92\ 31\
, of total appropriation FY '83
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C. Study by D. M. Orsini, dated Noverriber 1983, for President's·
Task Force on International Private Enterprise, entitled "AID
Private Sector Initiatives: Past, Present and Lessons Learned. tt

The study examines, to the extent AID's institutional rrennry

permits, projects that were financed by AID and its predecessor

agencies fran 1957 through 1980 that were designed to assist the

growth of the private sector in developing countries. It also analyses

this experience to draw some general conclusions about lessons learned.

It categorizes these projects as follows:

catalog of AID Private Sector Programs, 1957-1980

o Industrial Developrrent

1. Developnent Loan Fund
2. Productivity and Industrial Development Centers

o Foreign Exchange Access or savings

o policy Dialogue

o capital Market Development

1. Intermediate Credit Institutions (ICI)
2. Securities Markets

o Foreign Private Investment Prorrotion

1. Cooley Loans
2. Investment Guaranties
3. Investment Centers and Groups
4. Investment Project Identification

a. Pre-Investment Surveys
b. Feasibility Studies
c. Project Identification Units

5. .Cofinancing

o Export Prorrotion and Development

o Tourism
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o Training

1. Vocational
2. Managerrent

o Technology Transfer

1. Joint Ventures
2. Private Voluntary Organizations (PVO)
3. Agribusiness Technology
4. Managerrent Technology

o small Scale Enterprise (SSE) Developnent

The study describes each of these project categories and evaluates

their relative effectiveness in contributing to the AID Mission's program

goals. It should be noted that these projects were not exclusively

financed either with lie or with dollar appropriations. For the rrost part,

AID financed activities require both dollars and lie for proper irnplerrentation.

In the case of lie utilized for inte:rrcEdiate credit, the foreign exchange

canponent often is provided by the investor, therefore AID financing

may be limited to IIconly. But in the case of teclmical assistance

activities, particularly when the project is predominantly AID supported,

the distinction between dollar and lie financing needs becomes blurred.

AID financed projects in the public sector usually look toward

the host government for contributions from its budget to rreet the lie

canponent of the project. Projects in support of the private sector

often are not eligible for that source of funding and would benefit

from AID lie financing.

The final section of the study, which describes the lessons learned

and lists the author's general conclusions, is attached as Annex VI.
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D. AID Program Evaluation Discussion Pa;per #14 dated June 1982,
entitled, "Private sector Ideas and Opportunities"

In september 1981, PPC' s Office of Evaluation began an examination

of the Agency's experience with programs and projects that apply private

sector approaches to developnent problems or in other ways attempt to

set the stage for private sector initiatives in developing countries.

In all, the study examined 145 AID projects that dealt with the private

sector. Discussion Paper #14 presents the results of their initial

investigation.

The study identifies a number of rrodes by which private sector

enterprise initiatives were fostered by AID in past years. These

rrodes include:

A. Policy analysis and policy refonn.

B. Programs and projects that facilitate private
ent~rise developnent,

1. Feasibility Studies

2. Brokering

a. Conference approaches to pronoting business ventures

b. Business "clearing house"

c. Trade fairs

3. Management training and related assistance

4 . Teclmology access and transfer

5. Infrastructure

6. Financial systems and sources of funds for enterprise.

In examining the different activities on which AID's programs focused

for the prom::>tion of private sector developnent, it became clear that

the availability of llc was of serre use in virtually every one of these



-21-

activities. But by far, the largest arrount of 1/c would have been

utilized in category B(6) (developing the financial systems and sources of

funds for private enterprise). These activities included the Cooley loan

program and special funding for developrrent banks and other financial

intenrediaries in developing countries to make available rredium tenn

financing for the private sector.

(My personal reaction is that the study suffers from lack of data

about AID efforts during the 1960 I S in the area of industrial developnen.t.

I am personally familiar with relevant AID projects that were not

considered in this review because the AID institutional rrerrory has now

been lost. I recommend that sorce effort be undertaken in the near future

while the "old time" personnel are still available, to resurrect this very

important data.)

For purposes of our study, however, it is useful to understand the

different categories of AID financed developnen.t activities that have

been identified in Discussion Paper #14 (incomplete though it may be).

These categories can be a guide to the kinds of activities which might

now be considered by AID Missions for inclusion in their private sector

developrrent programs.

E. Results of "In-depth" Project Evaluations

Following up to AID Discussion Paper #14, AID I s Office of Evaluation

perforrred "in-depth" evaluation of several major AID financed canpleted

projects that focused on private sector developnent. Two of these project

evaluations (Private Developrrent Corporation of the Philippines [POCP]; and

Ecuador Industrial Developrrent and Finance) are now in final draft. These

evaluation reports conclude that AID I S assistance to these three financial

institutions (two in Ecuador and one in the Philippines) was highly successful.
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In the case of the Phillipine POCP, the initial AID 1/c loan of

$6.3 million equivalent was a very important ingredient to the success

of the project. The IBRD made foreign ex.change loans to PCDP in much

larger arrounts but the l/c loan overcame the major constraint of

nnbilizing d<JIIEstic resources for the local cost canponent of the project

in an economy where nnnetized domestic savings were hard to find.

These institutions began operations in the mid-1960 I S and are now,

20 years later, the major actors in the capital markets of their respective

countries. AID/Washington should assure that these evaluation reports,

once completed will be distributed within AID, particularly to PRE and

field Missions to stimulate thought for new AID supported activities to

enhance the private sector I s contribution to AID I S development goals.
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V. PAST AID APPLICATIONS OF LOCAL CURRENCY FOR PRIVATE SEX:'IDR DEVELOPMENT

In the 1960's llc was progranmed by many AID Missions together with

dollars to finance technical assistance activities designed to build

supportive institutions and services for the manufacturing sector. But by

far the nost significant use of IIc generated from PL 480 or AID CIP programs

has been to provide medium tenn credit for the private sector in developing

rountries. 'Ihroughout the late 1950's and early 1960's AID Missions in

many developing countries concluded that there was a need for medium tenn

credit for private sector developnent. Comnercial banking systems of

developing countries did not provide sufficiently flexible financing to rreet

the needs of the private sector for expansion of plant and machinery.

Where developing banks already existed, IIc was provided to increase

their capitalization and expand their capability to respond to the productive

sector's demand for financing. v~ere such institutions were not available

AID Missions often provided direct financing to local companies through the

Cooley Loan program as well as dollar and IIc loans guaranteed by· the host

government.

The Cooley Loan Program

Prior to 1971, the Agency for International Developnent made loans

in foreign currencies to eligible borrowers for ~lified projects in

certain less developed friendly countries. These loans are cornrronly

called "Cooley Loans II after Congressman Harold D. Cooley, who sponsored
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the amendment (Act of August 13,1957), to section 104(e) of Public

Law 480 pursuant to which the loans are made.

A. Source of Cooley Funds. Public Law 480 of the 83rd Congress,

the Agricultural Trade Development and Assistance Act of 1954, is

the enactment of the "Food for Peace" program. TitIe I of the

statute, as amended by the Food for Peace Act of 1966, authorizes

the United States goverrlIrent to sell agricultural conm:xlities for

foreign currencies under agreements with friendly countries. These

agreements ccmronly provide that a specified percentage of the 1/c to be

paid to the U. S. government as the purchase price of such comrodities

will be set aside for use under the Cooley loan program. As conm:xlities

are sold and paid for, the percentage of the purchase price allocated

to the Cooley loan program becanes available for loans to finance

projects located in the country (the "host country") in which the conm:xlities

were sold.

Since the beginning of the Cooley loan program in mid-1958, 427 loans

totaling approximately $433 million have been nade to u.S. finns operating

in over 31 countries. These loans include those 'made by the Export/Import

Bank and AID prior to the transfer of the program to OPIC in 1971.

After that date developing countries entered into dollar credit sales

agreements or convertible 1/c credit sales agreements under Title I.

Therefore u.S. owned l/c generations under section 104(e) ceased.



-25-

B. Purpose and Use of Cooley Loans. A Cooley loan is made in order to

finance eligible llc costs of a qualified project that contributes to the

economic developrent of the host cO'lmtry and is acceptable to the host

goverrunent. Eligible costs corrm:>nly include the cost of capital assets

(land, buildings, machinery and equipoont, etc.) acquired locally and other

capital expenditures (construction, inland transportation and installation

charges, custans duties, etc.) payable in IIc. Whether working capital

costs are eligible varies from country to country. A Cooley loan usually

may not be used to finance or refinance any expenditures or costs which

the borrower has made or became obligated to pay prior to the authorization of

the loan, unless AID's written agreenent to regard such expenditures and

costs as eligible was requested and obtained before the borrOwer made

or became liable to pay such expendit~es or costs.

C. Qualified Projects. A project contributing to the economic

developrent of the host country qualifies for Cooley loan financing if it

involves business developnent and trade expansion (or private hone

construction) and if a U.s. business finn invests its own capital and know­

how in the project. (See paragraph D below.) In addition, a project

contributing to the economic developrent of the host country qualifies for

Cooley loan financing if it involves the establishment of facilities for
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aiding in the utilization, distribution or othenvise increasing the consumption

of, and markets for, U. S. agricultural products. Under the statute,

however, a project wilrnot qualify if it involves the manufacture of any

products intended to be exported to the U. S. in competition with products

produced in the U. S.; and due consideration must be given to the continued

expansion of roarkets for U. S. agricultural conm:dities or the products thereof.

D. Eligilile Borrowers. Except in the case of a project involving the

establishrrent of facilities for aiding in the utilization, distriliution or

othenvise increasing the consumption of, and markets for, U. S. agricultural

products, the borrower must be either aU. S. business firm (or a branch

of such a firm) or an affiliate (or a subsidiary) of such a finn.

(i) A "U.S. business firm" is a U.S. firm that is actively engaged in

activities of a kind custanarily engaged in activities of a kind

custc:marily engaged in by profit-making organizations. (Cooperatives

qualify as business finns.) A. U.S. finn is a corporation, partnership

association or other legal entity (including a sole proprietorship) tht

is organized and has its principal place of business within the U.S.

and is controlled by U.S. interests. A finn in which the majority

of the voting interest is owned beneficially by individual U. S.

citizens is automatically regarded as one controlJ.ed by U.s. interests

(ii) An "affiliate of a U.S. business firm" is a corporation, partnership,

association or other legal entity in respect of which a U.S. business

firm has, by virtue of its equity interest in and other cornrrercial

and opera:ting ties to the entity, the power to exercise a significant

influence on policy and operations. An entity in which the majority

of the equity (voting and total) is owned beneficially by a U.S.

business finn is automatically regarded as an affiliate of that firm.
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In the absence of majority ownership, affiliation may be established

through other conmercial and operating ties with the u. s. business

finn, provided the latter owns a substantial part (in no event less

than 20%) of the entity. The entity may be affiliated with a u.s.

business firm through one or nore majority-owned subsidiaries of

such finn. The eligibility requirerrents of affiliation must, however,

be satisfied through reference to a single U. s. business finn; they

will not be satisfied if it is necessary to refer to a group of

U. s. business firms which are not themselves affiliated (except

through their comron interest in the borrower).

In the case of a project involving the establishment of facilities

for aiding in the utilization, distribution or otherwise increasing the

consumption of, and markets for, U. s. agricultural projects, the rorrower

may be any free world finn (including a cooperative) and need not be

affiliated with a u.s. business finn.

E~ Tenus of Cooley Loans. The arrount of a Cooley loan-and the period of

ti.ne over which it is repayable depends upon the purpose of the loan and

various financial considerations. Interest on a Cooley loan is payable

at the rate designated by AID (usually in consultation with the host

government) for Cooley loans in the host country at the tine the Cooley loan

is authorized; in general, the interest rate is comparable to the rates

then charged on long-tenn 1/c loans by local developnent banks. Principal

and interest on a COoley loan are generally payable semi-annually in the

foreign currency in which the loan is made, without maintenance of

value. Whether security or guarantees will be required is determined
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on a case-by-case basis in light of applicable financial and economic

considerations and of the degree of financial and technical participation

by the u.s. affiliate. In general, no restrictions (maximum or minimum)

are imposed on the arrount of a Cooley loan, although financial considera-

tions, the arrount of Cooley funds available, alternative sources of

financing (and the cost of obtaining such financing) and other factors may

be relevant.

Impact of Cooley Loan Program

AID has not perfonred a comprehensive evaluation of its Cooley Loan
\

Programs. The IIDst thoroughly documented loans are, as might be expected,

the few that went sour, and resulted in judicial proceedings (i.e., NAPeO

Bevel Gear in India). Discussions with AID officials who had extensive

involvement with the Cooley Loan Program, particularly during its earlier

years (1960's), leads to the following generalizations:

1) Reservations of specified arrounts of llc in the Title I sales

agreement that could be used for no purposes other than "Cooley

lending," tended to call attention of host government officials to

U. s. interest in the program and improved the negotiating posture

of the AID Mission in reaching agreement with the host governrrent

on the program.

2) The program was labor intensive for the AID Mission and placed it

in the position of acting as an intennediate lending institution

in the host country.

3) On the other hand the program demonstrated the need for aggressivel

responsive banking by local banks. The Cooley Lending program

stimulated local banks to adopt more appropriate lending criteria.
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In fact, U. 5. owned IIc that was not reserved for COOley loans,

often were injected into the capital structure of local developnent

banks to increase their lending capabilities and serve the needs of

local private enterprises, notably small scale enterprises, that were

not a subsidiary of a U.5. corpOrate parent.

4) It is likely that the Cooley Loan Program would continue to be

active today and would be sought after by U. 5. companies if there

were significant levels of lie availabilities reserved for Cooley

loans. However, these availabilities have disappeared, now that Title

I sales are made under dollar repayment tenns and IIc sales proceeds

are not owned by the U. 5.

Developnent Banks as a Tool of Econanic Developrn::ntll

'!here are rrore than 600 institutions operating throughout the world today

that may be classified as developnent banks. Alnost all of these came into

existence since World War II. '!hey are varied in structure and in capitali-

zation, in their method of operation, and in their priIrary focus. sane

are entirely government-owned, others are entirely owned by private share-

holders. In each instance they were created as a rreans to rrobilize capital

and direct it to those purposes which the financial institutions operating

in that particular territory were not serving adequately. In short, they

are a rreans of channeling resources into priority development areas, identi-

fied by planning agencies or governments, that were either too risky or

II Past AID lie financing for private enterprise developnent
was heavily directed towards developnent banks. A rrore detailed
discussion of developnent banking may be found in a study
prepared by the author for the U. s. Dept. of Interior entitled
"Justification to Establish an Insular Development Bank" in
september 1982.
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insufficiently remunerative to be financed through normal financial

channels.

As the capability, resources and sophistication of a developnent

bank increases over time, it also becorres an effective means to create

needed new financial institutions or services in the economy. For example,

the Korean Developnent Finance Corporation, which started in 1967 as a

conventional developnent bank, concluded that a new type of institution

was needed in Korea to tap the savings of the unorganized rroney market.

It, therefore, pressed for appropriate legislation, and through the creation

of the Korean Investment and Finance Corporation, pioneered a new type of

financial institution which undertook short-tenn rroney market activities

along with investment banking operations.. It also encouraged the establish­

nent of finns to deal in the carmercial paper of private enterprises and

prorroted the first such canpany, the Korean Securities Finance Corporation.

Later, recognizing the value of leasing for smaller enterprises, it

created the Korean Developnent Leasing Corporation. In due course, it

entered the field of financial and management consultancy and nerchant

banking, this time within the franework of its own corporate structure.

MJre recently, it has joined a technological research organization to set

up a new venture capital company to provide prinarily equity for enterprises

which introduce new technologies into the country.

U. S. policy towards national developnent banks in developing nations

which receive U. S. bilateral aid has generally been supportive. The

U. S. Agency for International Development has channeled sustantial

resources into these institution~ in many instances llc generated from
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PL 480 sales, as a rreans of reaching and assisting the small scale private

sector of LOC' s and facilitating the growth and strengthening of the

private sector in general.

other Local Currency Uses

In past years AID has programmed 1/c in support of dollar funded

projects for private enterprise developrent. see discussion of these

projects in AID Program Evaluation Discussion Paper #14 dated June 1982

and Orsini Study dated November 1983 (Annex VI) .

r-bre recently AID has taken an interest in establishment of venture

capital finns to assist small scale enterpreneurs in developing ~ountries

obtain equity capital. capitalization of venture capital firms lends

itself to l/c financing since rrost small scale entrepreneurs do not require

foreign exchange.

Additional areas which nay provide opportunities for l/c uses include:

--Technical and managerial training to rreet needs of the
business conmunity.

--Policy refonn to improve investment environment - locally produced
studies of ways to reduce institutional i.mpediIrents, such as
curnbersorre Governmental procedures and other governmentally imposed
requirements which add risk and uncertainty to private sector operations.

--Improved mechanisms by which the private business ccmnunity nay
identify and evaluate sources of needed technology and gain access to
such technology (i.e., information systems, enhancing the technical
and engineering consultancy industry to better serve the producer) .

--Improved access to international market information including data
repositories of information on GSP.

--Improve.ment of insurance, transport, and other services
needed by producers.
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selected AID Missions in Latin America have developed some·irraginative,

innovative and effective programs to support private enterprise development

as part of their country strategies, utilizing lie as one important input. In

one important input. In a number of instances Missions have programned

their dollars to generate lie to rreet specific private enterprise

program needs. Annex VIII.A. (Costa Rica), Annex VIII.B. (Jamaica),

and Annex VIII.C. (Ibminican Republic) are extracts of relevant

descriptions of key activities developed by these AID Missions as part

of their "Caribbean Basin Initiative."

'Ihese descriptions are included in this report in the hope that

program personnel in other AID Missions may find them to be thought

provoking in tenus of their applicability for inclusion in their

country programs.
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SOCTIOO VI - SOME BASIC PRINCIPLES, ISSUES & LIMITATIONS WI'IH RESPOCT
TO LOCAL CURRENCY PR<X;RAMMING BY AID

It would be well for us to review some of the ooderlying principles

that apply to the utilization of AID generated l/c. Once we reach general

agreement on these ooderlying principles, sorre feasible new approaches

to the rrore effective utilization of llc generated fran AID programs and

PL 480 programs may suggest themselves.

Economic Considerations

In much of the discussion about AID I S responsibilities and authorities

concerning IIc generated fran AID programs, there is an iroplicit assumption

that the funds identified in these agency accooots represent "idle resources"

of the U. S. government. Conventional rronetary and banking theory tells

us that rronies in a bank are not resources as such, but represent a }?Otential

demand on resources that can be effected by the owners of the account. In

this instance, the funds, though dollar dominated in AID I S re}?Orting

system, are, in fact, llc on de}?Osit in either the central bank or commercial

banks of the AID recipient country. Consequently, they represent a potential

demand on other peoples resources, not on U. S. resources.

The demand on resources can be effected by the owner of the accooot.

In rrost instances, the IIc on de}?Osit in these accooots is legally owned

by the host government because the program which generated the IIc was

a dollar repayable loan to which the host government has carmitted itself.

Once the recipient goverrunent has undertaken such an obligation the legal

title to ownership of llc derived from the program rests with them.
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Nor do the IrOnies in these accounts represent real economic resources.

While the funds are on deposit the real resources are being employed

as they are conmanded to do by the expenditure of other IrOnies in the

econany. If the host governrrent and/or the U.8. government decide to

delay expenditure of the currencies on deposit, it means that the econanic

resources in the recipient country are being employed elsewhere. In macro­

economic te:rms, the impact of non-utilization of these funds at the time of

their generation has a deflationary impact on the total governrrent/private

sector expenditure level.

Alternatively, the financial institution holding the deposit might

lend an equivalent anount to others or to itself (if it is the host governrrent)

.and expend these funds for its own purposes. The degree to which the U. 8. ,

as the AID donor, is able to insist upon utilization of these funds in any

specific manner is limited in that the host governrrent, assuming it has

some sophistication in the matter of IrOnetary policy, can circumvent any

action the U. 8. is prepared to take. These local currencies are fungible

with other resources under the control of the host governrrent. Offsetting

actions by the host governrrent can be taken to neutralize any U. s. actions

having to do with the expenditure or non-expenditure of the funds in

these accounts.

In brief, we should understand. that the effective de facto and de jure

control over these funds rests with the host government. No action by the

U. S. is possible without the willingness and agreement of the host government

to pennit the U. 8. to take the proposed actions.
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Political Considerations

There are also political constraints operating on the ability of the

U. s. to influence the utilization of these IIc. Increased assertiveness by

AID with respect to progranming of llc rreans reduced control over these

funds by the recipient government. The totality of the AID relationship

between the U. s. and the recipient country comes into play. How significant

is the level of u.s. aid to the recipient country in relation to aid provided

by other aid donors? For example, the current level of bilateral U. s. aid to India

represents less than 5% of total free world assistance to India. This

compares with a U.8. ,AID level during the 1960's in excess of 50% of free world

aid. How much leverage is available to the U. S. AID Mission to bring about

the proposed change in llc progranming? And at what price? There may be

other inportant issues which daninate the U.8. relationship with the recipient

country. The issue of progranming IIc must be looked upon in the context

of our overall relationship with that country.

Even when the U. 8. is a najor aid donor (i.e., in Egypt or El salvador)

the rationale for the aid will influence the degree to which the U. 8. is able

(or willing) to insist upon certain actions by the recipient government with

respect to the progranming of IIc. It is worth noting that the U. 8. does

not require the government of Egypt to deposit any llc generations from

its very large scale aid at this time. These funds are being directly

applied to meet the revenue requirements of the Egyptian government budget.

The degree to which the u.s. would be prepared to insist upon greater

control over llc utilization must be examined in the context of the effect

such insistance would have on the policy dialogue between the U. 8. and

the recipient government on many other issues.
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A decision to insist on changing the status-quo with respect to llc

progranming would also have to be examined in tenus of the effect on other

aid donors and the degree to which it would canplerrent or run counter to

their general strategy for achievement of certain policy refonns in the

recipient country.

Accounting Considerations

Neither the Foreign Assistance Act nor PL 480 contain specific provisions

requiring AID to audit the uses of llc generated under the Act. Neverthe­

less, AID and the Inspector General have established agency regulations

that calIon AID to monitor l/c~ditures for compliance with the specified

uses contained in any project or program to which these expenditures are

attributed, even though title to the llc rests with the host government,

and not with the U.s. government. If AID nakes a policy decision that

U. s. interests would be best served if AID Missions were to take a more

direct and active role "in progamning llc generations for specified purposes,

this would impose an obligation on the AID rvIission to audit the projects

to which these funds are contributed and to establish controls over the

conduct of these projects. There is a strong reluctance arrong the AID

Missions abroad and the AID Regional Bureaus in Washington to impose, on

their limited staff, the additional requirements for audit. For this

reason AID agreements for use of llc tend to be vague and ill-defined.

The problem would be all the more severe if the IIc were to be used for

private sector activities in which the funds were to absorb some of the

investment risk (as proposed by Hullander) to leverage additional resource

flows for private sector investrrent, and losses were to be sustained

in the process.
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It will be necessary to obtain specific legislative authority for

AID to insulate itself from certain aspects of these audit requirements,

or at a minimum, obtain agreerrent arrong AID, the Inspector General and

the General Accounting Office to restrict audit procedures for llc

expenditures to allow AID to involve itself actively and usefully in

the programming process.

Complementarity of Requirements for Foreign Exchange and Local Currencies

There is a1m:>st universal experience with respect to past AID

programs that effective project activities require a mix of foreign

exchange and local resources. It is therefore unrealistic to attempt

to develop programs that are funded purely with l/c. The only significant

agency experience that is an exception to this rule concerns the release

of llc for med.itnTl tenn credit facilities for the private sector. Past

AID experience with respect to the Cooley Loan Program as well as AID

contributions to developnent banks in less developed countries indicate

that llc releases in these instances achieved the desired objectives

because the borrower provided the needed foreign exchange from other

sources. For all other AID projects, including such technical assistance

activities as management training programs, there was inevitably serre

requirerrent for foreign exchange. AID I S effort at program developrent

therefore should not focus on the developrrent of projects that would

rely exclusively on llc as a source of financing, although AID need

not necessarily be the source of the canplementary dollar funding.
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Pressure from Special Interests for Local Currency Releases

Experience by AID in recent years suggests that the availability of

resources under AID control generates· claims from special interests that

may have strong political backing in the U. s. but which may be of narginal

interest to AID with respect to its development objectives. It is very

likely that the imposition of AID control over llc resources generated

from AID programs would generate claims on these resources by certain U. s. ,

private voluntary organizations operating within the host country but

whose activities may not be considered by the host governrrent (the owner

of these funds) to be of sufficient importance to warrant the allocation

of these funds.

Conflicting Interests and Approaches by U. s. Governrrent Agencies

The PL 480 program serves a number of u.s. interests. Its primary

rationale rests with the need to dispose of certain surplus U. s. agricul­

t:ural carran::xlities. The primary responsibility for that program rests

with the Depart::rrent of Agriculture. The tenns of sale and the repayrrent

teDllS are hantnered out by an interagency comnittee comprised of representa­

tives of the Office of Management and Budget, U. s. Depart::rrent of Agriculture,

and the U. s. Treasury. Any rrod.ification of the terms having to do with IIc

releases for development purposes that reduce the availability of such funds

for U.S.D.A. market developnent objectives, or ilrpact on the appropriation
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process for the U. S. Department of Agriculture, will generate strong

resistance by these agencies.

In adelltion, any proposal by AID to modify the requirement for

dollar repayable tenns to be im,posed on PL 480 Title I sales (to shift

such sales to the original sales for lie terms) would probably generate

resistance in the U.S. Treasury Depa.r1:Irent and' in the Office of Management

and Budget. It is likely that certain congressional carmittees would

themselves have strong views on any proposed changes to existing agreed

uses of lie or tenus of repayment.

Two Examples

It may be well to consider two real situations in AID recipient

countries that perhaps derronstrate sane of the issues which need to be

considered in detennining whether additional AID involvement in lie

prograrrming would have a beneficial effect on the U. S. AID programs

and relationships.

Example I - Sri Lanka

The USAID program to the government of Sri Lanka (GSL) includes

approximately $25 million per year in PL 480 Title I wheat sales, under

long term dollar repayable loans at concessional interest rates. The local

currency generated from the sale of the wheat is owned by the government

of Sri Lanka. It is not deposited into any special account ; consequently,

the u. S. goverrnnent exercises no control over its expenditures. The
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government of Sri Lanka treats these IIc as they would any government

revenue derived from their tax system; the funds are receipts of their

treasury and are used to finance their government budget.

The GSL annual level of expenditures is about $2 billion equivalent,

of which domestic tax revenues account for about 50%; external assistance,

including the Title I generations makes up ITOst of the difference. The

balance is derived either from sale of treasury notes to the banking

system and pension funds (about $170 million this year) or deficit financing.

USAIDI Sri Lanka considers the GSL budget to be satisfactory, would not

wish to change the GSL allocation of resources and therefore sees no

benefit to the U. S. from increased involvement in Title I local currency

progranming.

The private sector complains that there is insufficient term lending

available and that funds for plant expansion (5-10 year financing) cannot

be obtained. The u.s. banks in Colomto confinn this, claiming that time

deposits are not to be had and that banks cannot lend long with short

term deposits. On the other hand the mFJ) has made substantial loans to

the National Developnent Bank (NOB) and these funds are not being drawn down.

USAID argues that funding is not the problem; that there are constraints

within the financial system and additional allocations would not help the

private sector so long as the NDB behaves in such a slow and conservative

manner. USAID .recently has undertaken several projects to strengthen the

Sri Lankan private sector.

One could make the argument that USAID could insist on the Title I proceeds

being deposited in the Sri Lankan commercial banks as long term time deposits,

thereby making it possible for the banks to utilize ·~ese funds for term
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, lending in parallel with the NOB. This might even inspire the NOB to rrove

rrore aggressively in its lending program. But such action might not be

acceptable to the GSL for several reasons:

1) It would reduce government revenues and thereby increase the deficit;

2) It runs counter to GSL nonetary policy which, very much like current

U. 8. rronetary policy, now calls for tight rroney to curb an increasing

rate of inflation, said to approximate 15% at this t:i.ne. Indeed the

GSL is requiring its banks and pension funds to purchase treasury

notes, thereby sopping up private resources and transferring them to

the public sector.

rIDreover, the GSL could do several things to counter U. 8. insistence on

the shift of Title I proceeds to the private banking sector.

1) It could refuse to buy PL 480 wheat;

2) It could agree to everything but then require banks to buy additional

treasury notes in an equivalent arrount. (But such action would be

rrore difficult if the funds were deposited with U. S. banks.)

On the other hand, some elerrents of the governrrent of Sri Lanka IPay welcome

USAID intervention to shift resources to the private sector. The Minister

of Finance may consider USAID assistance welcorre in curbing his government's

spending by ministers who may be nore powerful than he within the cabinet.

Some very difficult judgements need to be made concerning U.8. and

GSL interests before instituting a change in the current procedures.

Clearly, the USAID Nission is in the best position to make that judgerrent.

It would not be wise for AID/Washington to issue a blanket policy directive

requiring Nissions to channel local currencies generated from AID programs

to the private sector irrespective of prevailing local conditions.
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Example 2 - India

India is an "excess currency" country. L/c generated in previous

years from various AID programs (mostly PL 480) have provided large

holdings of U. S. owned Indian rupees on deI,X>sit in accounts at the reserve

bank of India and U. S. banks in India controlled by the U. S. Treasury.

Utilization of these funds is tightly circumscribed by agreerrents between the

U. S. and the government of India but the existence of these funds suggested

to AIDls Bureau for Private Enterprise that a means might be found for their

utilization to serve AIDls objectives.

As a result of visits to India by two high level U. S. delegations, a

project proI,X>sal was developed to establish a "Foundation for U.S./India

Industrial Technology Developrrent." The details of this project proI,X>sal

are described in Annex V.

Here is an instance where aU. S. owned claim on resources, generated

many years ago, in a country in which the U. S. AID presence is now marginal,

was utilized in a creative manner to meet an important need of India I s

private sector. wmle the funds had been available for a number of years

the project was conceived by representatives of the Bureau for Private

Enterprise who saw an opI,X>rtunity to utilize the funds to achieve important

AID development objectives and whose orientation is not directed towards

government to govenurent arrangements. MJre will be said about the need

for AID/Washington to assist AID Missions in developing private sector

programs in Section VII of this paper.
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Conclusions

Notwithstanding all of the foregoing cautionary notes with respect

~o the feasibility of ~creased AID involvement with respect to lie

progranming, we conclude that there is scope for such involvement in

certain countries on a selective basis. Based on selection criteria

described in section VII (following) of this paper, AID may identify

those country programs which offer the best prospects for success in

deriving real benefits fram greater involvement in lie programning.

A. Appearance of Change versus Real Change

Taking the foregoing considerations into account, it would appear

that there are three critical questions that must be answered in considering

any new approach to increased AID 'involvement in the programning of lie

generated from the AID program in support of private sector developrent

efforts. These are:

1) Additiona1ity of resources - 'Ib what extent would a new approach

in fact, add real resources to the Agency for International

Developnent which can be applied to reach its developnent objectives?

2) Additionality of economic leverage - 'Ib what extent would -the

proposed change catalyze additional private investment flows

either from foreign sources or from internal sources?

3) Reallocation of resources - Would the proposed change in lie

application result in an actual shift of real resources among

the claimants in the recipient country? Particularly, to what

extent would such a shift of resources result in channeling

additional resources to the private sector?
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Based on the answers to the foregoing three questions it should be

possible to detennine whether a case may be made for AID r s increased
.- ... .

irivolvement in llc programning.
. - - . -- ~. -- .

-B. Some General Findings

My experience with projects designed to enhance the growth of the

private sector in developing countries leads me to the following general

premises:

1) Government agencies that attempt to administer public funds for

direct assistance activities for the private sector cannot do this

successfully. Inevitably, public funds must be managed in the nost

prudent manner to "protect" the principal. They are therefore

nanaged under controls to minimize risk. MJreover, they are subject

to sunshine laws, equal opportunity to access, dispersion of

responsibility and authority, etc. Often governrrent direct assistance

to private industry is characterized as the "kiss of death."

2) Government can best serve the private sector by providing resources

in support of establishing and operating independent service

facilities which may be made available for use by the private sector,

possibly at subsidized cost to certain users (i.e., the banking

system, info:r:roation networks) .

3) Inevitably, any AID project in this area requires roth llc and

dollars. Therefore the prograrrming of IIc IlUlst be closely tied to

AID r s procedures for programming its dollar resources.
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SECTION VII - AN APPROACH ID INCREASED USE OF LOCAL aJRRENCmS
rn SUPPORr OF PRIVATE SECIDR DEVELOPMENT

Short Tenn versus Long Tenn Actions

The foregoing review and discussion suggests that significant gains

could be achieved. for certain AID country programs by an enhanced. U. S.

involvement in lie progranming. sane gains could be achieved within AID's

present authority; but the rrodification of certain conditions, imposed.
I

either by legislation or by executive branch inter-Agency agreement,

would significantly improve AID's effectiveness in enploying the u.S.

resources now provided. under U. S. bilateral assistance programs to LOC' s.

We discuss some possible changes in the following sections, recognizing

that some of the proposals require a rather lengthy gestation pericx:l

before they can be implemented.

Possible r-bdifications to Existing Agency Policy Guidance

One of the discussion papers cited. in section 4 above (the Hullander

study) reccmrends that the Agency" ...establish a policy that defines

the role of private enterprise in each stage of the econcmic developnent

process .... to provide the Missions with criteria to develop specific

projects and plans ....Above all AID can provide the philosophical foundation

of private enterprise: that equity, incorre and wealth is achieved. through

a free and canpetive econany; and that the discipline of effective use

of resources leads to econanic growth and a better quality of life."

The foregoing is rrore easily said than done. The AID policy paper for

the Bureau for Private Enterprise dated May 19, 1982 contains the right

thoughts. However, the U. S. econanic AID program is basically a government
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to government enterprise. Thus, much of the guidance contained in that,

or any other policy paper is not readily applied by AID personnel who

are used to thinking in tenns of government to government relationships.

While policy guidance and continued reinforcerrent by the agency

leadership is needed, it is not enough. If the Agency is serious in its

expressed desire to undertake activities to enhance the role of the

indigenous private sector in its country developnent efforts, it will be

necessary for a responsible unit of the Agency, such as the Bureau for

Private Enterprise, to provide direct assistance to AID Missions in

designing programs, negotiating with the host governrrent and the private

sector and in operation of those programs.

As a case in point, we might look at the recent effort by the Office

for Private Enterprise to assist the AID Mission in India in designing and

developing a project for private sector comnercialization of products

stenming from recently canpleted research. This project, patterned after

the U;.S./Israeli Bi-national Research and Developnent Foundation, could not

have been developed by the AID Mission and the regional bureau without

direct assistance from a team organized by the Bureau for Private Enterprise.

Furthenrore, it is questionable whether the initiative would have been

taken in the absence of PRE I s intervention. (A surrmary of this project is

attached to this paper as Annex V.)
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As a first step, a sensible approach is suggested in the conclusions

to ~e Hullander paper (i.e., " ...AID should conduct a number of pilot

studies of selected countries to identify very specific operational criteria

for leveraging. COuntries to be studied should have:

I) An active Title I program with existing special accounts;

2) A willingness to establish rational economic policies; and

3) Ccmnercial financial institutions to provide a starting point.

COuntries that would meet these criteria for example are Jamaica,

Bangladesh, and Sri Lanka. ")

In the following section we offer certain criteria to be used for

selection of countries which stand the best chance of having successful

projects of this nature developed for enhancement of private sector

participation in the country's development efforts. In an additional

section we suggest certain possible changes in AID and PL 480 legislation

that might facilitate this process.

selection Criteria

We can assume that our universe is the 26 countries included in the

McClelland Sw:vey plus Egypt. Of this group, we should next identify

those ten countries that have been selected by AID as the target countries

for private enterprise programs. Perhaps India can be added to that

list in light of recent discussions with respect to AID's strategy to

link science and technology developrrent with private sector developnent

in India. These countries are listed in Table A, following. For the sake

of completeness, the countries identified by First ~\Tashington Associates

as having llc generating programs in excess of $25 million are also

shown on this table.
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Table l\

Countries With Local Currency Generation Programs Compared with Private
Enterprise Bureau Target Countries

-First Washington
Associates "Listing Of

Name of . "McCl$lland Countries Having LIC PRE
AID Recipient LIC Programning -Gen~ating ProgrCijUS Target
Country Sw:vey -InEY 1983 Countries

Bangladesh x
Costa Rica x x x
lX>rninican Republic x x
Egypt x x x

El salvador x x
Ghana x
Guinea x
Haiti x x
Honduras x x

India x x
Indonesia x x x
Ivory Coast x
Jamaica x x x
Kenya x x x

Liberia x x
Madagascar x
Mauritius x
r-brocco x x
Pakistan x x
Peru x x x

Philippines x
Senegal x
Sierra Leone x
Soma.lia x x
Sri Lanka x x x

Sudan x x
Thailand x x

Turkey x
Tunisia x
Tanzania x
Yemen x
Zaire x x
Zambia x x

Zimbabwe x x x
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Next we must query each Mission to obtain the answers to the

following three questions.

1) Additionality of resources - 'Ib what extent would a new approach in

fact, add real resources to the Agency for International Developrrent

which can be applied to reach its developnent objectives?

2) Additionality of economic leverage - 'Ib what extent would the

proposed change catalyze additional private investment flows either

from foreign sources or fran internal osurces?

3) Reallocation of resources - Would the proposed change in l/c

application result in an actual shift of real resources arrong

the claimants in the recipient country? Particularly, to what extent

would such a shift of resources result in channeling additional

resources to the private sector?

In answering these three questions, each Mission should consider the

guidance with respect to issues and considerations that was contained in

AID'IO Circular A333 dated June 23, 1976. An extract of the relevant

sections of that rressage is attached to this report as Annex !.

Only after this analysis is canpleted can one be clear with respect

to the countries that should be targeted for greater AID involvement in

local currency programning.

Missions should be assured that they will receive assistance from

AID/Washington with respect to project design and implementation if

they propose to undertake projects in this area.

A draft Circular Guidance Message to these Missions (which would

be an appropriate follow-up to the administrator I s "Alert Message" of

September 22, 1983) is attached as Annex VII to this report.
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Possible Changes in AID and PL 480 Legislation

It seems appropriate at this t.i.Ire to consider the feasibility of obtaining

authorizatiori for the sale of Title I cOIllrOdities for llc cash payrrent in

lieu of the requirerrent for dollar repayable long tenn low interest, con­

cessional loans. It would appear to be in the overall best interest of the

u.s. government to revert, at least in part, to sales of u.s. surplus agri­

cultural ccmrodities under tenns originally developed at the t.i.Ire PL 480

was first enacted (1954) for payment in l/c.

An analysis of the discounted present value of the dollar repayable

tenns for PL 480 Title I sales would suggest that the u.s. government is

likely to gain very little from the future stream of income resulting from

dollar repayrnent tenns. Furthennore, the recent crises in the third world

debt burden suggests that the u. s. goverrurent may be adding unnecessarily to

the political and econanic problems of the AID recipient countries (and to

our own problems) by selling consurnnables on dollar repayment tenns. There is

also sorre question whether indeed these dollar obligations can or will be met

some 20 or 30 years in the future. Even if the dollar obligations are

actually paid by the third world, it is likely, given the general global

inflation rate, that the payment of this obligation in the future will not

materially enhance the u.s. Treasury's miscellaneous receipts.

On the other hand, reversion of the Title I sales tenns to llc cash pay­

ment will allow for the generation of llc that is titled with the u.s.

government. If given the authority to do so AID can then control these funds

IIDre effectively than under the present system, particularly if agreement is

reached with the host government to deposit the sales proceeds in local

branches of u.s. banks. It will also permit reactivation of the Cooley Loan

Program for Private enterprise credits.
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It is likely that the proposed change in terms of sale will allow

the U.8. to increase its shipnents of surplus comrrodities to developing

nations, reduce U.8. storage costs and add a net resource flow to the LOC's

without an appreciable increase in cost to the U. 8. budget. The availability

of U. 8. owned lie in may LOC' s will pennit continued conversion of U. 8.

appropriated dollars by U800' s to rreet IIc costs of U. 8. programs abroad,

as is done nCM with the CUP, thereby saving U. 8. budgetary resources.

Additionally, the level of U.8. official developrrent assistance to LOC's

would shCM a significant increase.

If the legislation proposed above is introduced, it should be coupled

with a mechanism allCMing AID access to these U. 8. owned IIc without

going through the appropriations process. This is particularly important

if AID chooses to utilize the funds as' was proposed by Dr. Hullander (i. e. ,

to reduce risk for international financial institutions andlor danestic and

foreign investors. (see section 4 above.) sane m:x1ification of the Agency's

audit requirements would have to be introduced in the legislation to avoid

the onerous task and the horrendous expense associated with auditing the

utilization of these lie.

The lie that is to be generated from PL 480 Title I sales should have

the following characteristics to allCM for the Irost effective utilization

by AID.

1) It should be U.8. owned;

2) It should be available to AID, once generated, without further
congressional appropriation action;

3) It should be available to be prograrrrned arrl released on either a
grant or loan basis directly to private sector institutions subject
to the concurrence of the host governrrent;
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4) It should not be subject to certa~n aspects .~f the' standard audit

requirements of AID, ~.icul~ly with respect to reflows;

5) It ~hould allow for loss write-offs incurred by the grantee or borrower

so that the funds could be utilized for risk absorbtion as rec<JIt"rrended

in the Hullander study.

The tenns of sale under the PL 480 Aqreement could allow the host

governrrent to choose whether it wished to allocate a portion of the sales

proceeds for. public sector uses (budget support) with the stipulation that

the annunt so allocated would have to be dollar repayable.

If the Carlucci Conmission reconrnendation (for military sales to be

made on the same basis as PL 480 sales) is implemented, then the proposed

modification in legislation for PL 480 would apply to military sales,

thereby making available additional deposits of 1/c generated fran military

sales.

M::>st of the arguments advanced above with respect to the PL 480

program seem to be valid for the AID camrodity import program as well

(except that the conrrodity import program normally does not finance

consurnnables) . Similar changes in the Foreign Assistance Act might be

introduced for the conrrodity import programs now financed on a loan basis.

Possible Executive Branch Action Within Present Legislative Authority

'Since 1916 all Title I sales of surplus agricultural commodities have
-

been made on dollar repayable tenns. However, sane innovative approaches

have been introduced to pennit implementation of development projects

utilizing PL 480 resources, in s~.instances allowing for rronetization of

the commodities through commercial sale. Title II Section 206 authorizes

the granting of U. S. surplus commodities to be rronetized without requiring

dollar repayment if it can be derronstrated that the activity can achieve
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developnent objectives related to food production and distribution and will

serve to improve conditions for the poorer segment of the population. For

exarrple, a project that has been recently approved for Jamaica under

Title II is described as follows:

"During 1983 Land QILakes, with the assistance of the u.s. government IS
Agency for International Development, devised an innovative private
sector rrechanism for the utilization of surplus dairy products being
held by the CCC to promote economic development in developing
countries. The project calls for the formation of a nonprofit
foundation, the Jamaica Agricultural Developrrent Foundation (JADF) which
will be controlled by a small board on which Land QILakes will
have a rrernber. .

Under the project plan, PF 480 Title II conmx1ities (bulk cheese
and butter) will be granted to JADF by the U. s. government. JADF will
contract with the lowest bidder in Jamaica to have the bulk comrodities
processed into value-added products and sold commercially in markets
outside the U. s. which are not available to U. s. dairy producers.
Land QILakes will provide technical assistance in cheese and butter
processing for a fee to the one who gets the contract. The profits
generated from the sale of these products (an estimated 60 million
U. s. dollars over a six year period) will be used by the JADF to
provide financing in the fonn of loans, loan guarantees, invest:m=nts,
or grants, for large or small scale projects designed to increase
Jamaican agricultural production and to promote the growth of
Jamaican agribusinesses."

Tit~e II projects tie together the PL 480 carm::x:li.ty with the organization

that will utilize the 1/c. This tie-in would seem to be too cumbersome to

pennit effective utilization of this resource for most private enterprise

activities.

Title III authorizes the granting of agricultural conm:x:1ities without

payment by the host governrrEnt, if such a grant will allow the host govern-

rrent to undertake important economic policy rreasures that it could not

irnplerrent, absent these U.s. resources. Title III commodities are monetized

and the sales proceeds could be made available for private enterprise

activities if the U. S. decided to maintain control over the 1/c and utilize

them for that purpose. (However, that would call into play the audit

requirements as described in Section VI above.
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There is no maximum dollar limit in the PL 480 Legislation to the annunt

of the PL 480 appropriation that could be utilized under Title III. In

theory the entire appropriation could be utilized under Title III. On the

other hand, certain other restrictions apply to Title III programs. As

presently administered one could not easily substitute Title III for

Title I. It would be well to explore the degree of flexibility that is

available within the existing legislation for Title III to be utilized for

these intended purposes.

1.) If the Executive branch (USDA, OMS, State, AID, Treasury) were to

agree that it is in the overall U.S. interest to utilize surplus

agricultural carm:x:1ities for private enterprise developnent in

several AID recipient countries, it could probably find ways to

insure that the lie so generated will achieve rrost, if not all of the

five characteristics identified as necessary in the previous

section of this paper, even without the introduction of changes in

the legislation. The vehicle to achieve this shift in U. S. policy

would be the Interagency DCC Food AID Subconmittee. This subconmittee

has broad authority to approve PL 480 sales agreements and policies

under which the program operates.

2. ) Section 416 of the PL 480 Legislation carries authority to use

surplus comnodities for "humanitarian developnent or emergency needs."

However, under current regulations promulgated by USDA, sales of dairy

products under Section 416 are not allowed to generate lie, even

though the legislation does not prohibit it. If Section 416 were
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to be expanded to pennit the sale of these camrodities, then these

programs also would generate llc which could be utilized for

development purposes. Consideration should be given by the OCC

Food AID Subccmnittee to the expansion of Section 416 to achieve this

objective.

3.) Deposit of sales proceeds in local branches of u.S. banks, even if it

were - only for the interim period between the time of market sale

and the time of release for agreed developnent projects, would

improve the control exercised by the AID Mission and limit the

flexibility of the host goverrnnent to circumvent the intended uses

of the sales proceeds. It would be interesting to attempt to

introduce this procedural change in those countries that are

selected for increased AID involvernent in IIc progranming.
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SECI'ION VIII - NEXT STEPS - A PIAN OF AcrION

In the Short Tenn

1) The Administrator's alert messag~ of September 27 (see section II

above) which announced that AID would soon transmit guidance to the field

with respect to the developnent of 1/c use plans, has not resulted in any

follow-up as of this writing. 'Ib date, no guidance has been provided to

the field. The guidance message should incorporate some of the relevant

analysis contained in this study and be transmitted at the earliest

opportunity. A draft guidance message is attached as Annex VII to this

report.

2) Subsequent to receipt of the responses fran the Missions AID/

Washington should evaluate the responses, notify those Missions that have

been tentatively selected and offer assistance similar to that provided

presently to u.S. AID/New Delhi with respect to the development of the

project design for "the U.S./India Bi-national Fund for Private sector

Developnent."

3) We believe it is an essential ingredient to any plan of action for

PRE to offer _ti.iUe+y,_9-irect assistance to AID.Missions·in developing,

designing and negotiating projects of this nature.

A. PRE should be prepared to organize teams under its own Bureau leader­

ship, comprised of representatives of the Bureau of Science and Technology,

the Bureau of VFA, PPC, Office of General Counsel, and special consultants

as appropriate to respond to Mission requests for assistance in thinking

through an appropriate strategy to enhance the indigenous private sector's

contribution to country development objectives. The team should also be

available to assist Lv"J.ssions in initiating or pursuing a dialogue
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with the host government and the business corrmunity to examine possible

design concepts for AID financed dollar and local currency projects.

B. SUbsequently PRE should be prepared to assist Missions with the

preparation of project documentation, negotiation with host government

and expeditious approval of these activities by AID/W.

c. Once projects have been approved, PRE should continue to support

Missions in the course of the project's implementation.

4) In making the initial selection of country Missions to receive

assistance as described in (2) aOOve, PRE should consider, in addition to

other criteria mentioned earlier, the position of each Mission in its

own program development cycle . Generally the assigrunent of a new l'-:1ission director

will precipitate a review of the country program's composition and

developnent strategy. That is the rrost propitious tirre to offer

assistance. Recent or imninent Mission Director assignments include Peru,

Kenya, Equador, SUdan, Honduras, Philipines, and Egypt. The Caribbean

Basin Initiative also requires priority attention.

5) To assist Missions in their responses to the guidance message (Annex VI)

PRE should transmit a separate circular message that offers Missions a

description of past efforts, both successful and unsuccessful, in stimulating

private sector developrrent. This message should be designed to stimulate

Mission thinking and preliminary discussion with their host goverrurent

with respect to possible activities to facilitate private sector development

and the utilization of local currency for this purpose.

In the Long Term

1) Simultaneously, consideration should be given to requesting changes

in legislation with respect to PL 480 Title I sales to permit sales for

l/c. Similarly, the FAA request for FY 1987 might propose a shift from
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loan to grant ftmding for those cotmtries that offer opportunities for

lie progranming for private sector activities. A review of the arguments

relating to this recanmendation may be found in section VII above.

2) To the extent it is possible to attain some of the desired

characteristics of llc described in Section VII without resorting to

congressional action (by agreerrent within the executive branch), AID

should initiate inter-Agency consideration of such action. For example,

the audit requirements for llc financed projects might be relaxed

through internal agency action if agreement can be reached with GAO.

Other Possible Actions

As suggested in section IV above, PRE should request AID's office

of Evaluation to tmdertake an in-depth examination of AID (and its

predecessor agencies) activities in the areas of industry developnent,

private sector developrrent trade and tourism developnent by consulting with

the retired "old timers" who were involved with these programs during

the 1950' s and the 1960' s. I am certain that a review of retired agency

records (particularly for the near East and South Asia Bureau, which

maintained excellent records during that period) would reveal some

interesting and useful data.
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Extract from AID'ID CIRCULAR A333
Dated June 23, 1976

Subject: Revision in AID's Policy re participation in the
programning of the Local Currency proceeds of AID and
PL 480 Title I firlanced commJdity iL11pOrtS.

III •F . SCrre General Procositions to be Considered

1.) Dorrestic resources mobilization for investrrent, developrrent

and social progress is a major determinfult of country social and econcrnic

prcgress.

2.) The progress of an LI::C in rreeting its OT.,vTI developrrent goals

depends on how well it manages its overall econcmic and fina'1cial affairs.

Therefore AID has a legitiroate interest in country policies in these areas.

3.) In serre countries where the U.S. has relatively little

influence on ~Btio~~l resource allocation policies because of small size

of our programs or for other reasons, the international age~cies, notably

the IBRD and nJF may be in a better FOsitien to advise the C0L41try or~

t...~ese policies. AID has an inpJrtant role to play in supporting "L1.ese

policies.

4. ) ~estic resource allocation is affected in a major way
.......~",

through goverr.rr.ent budgets 1 rNhich as a rule govern the disposition of

counterpart receipts. ~~ L~erefore has a strong Llterest in and must

be fully informed about gove~nent fiscal and budget policies.

5.) The effectiveness of the counterpart programnLlg ~echanism

depends upon whe~~er t.~e recipient geverrzent feels a need =or ~~d

welccmes =9reign advice on its rrcnetarf ar:d fiscal ~licies. The

legislative requi=a~~t ~~at we concent=ate u.s. aid on the poorest

ccunt~~e~ ~ay =esult "":::.r":9""'\i,:,,~--_......"-'-::'-_."'-~

BESTAVA/LABLE COpy
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6 . ) AID involVeIT8."1t in t.'1.e progrcmming of the local currency

proceeds of u.s. assist~L"1ce as a tool for in£luencL~g LDC dcrr~stic

allocations can only be decided on a country-by-countr}r basis.

7.) ~tissions should carefully assess t.'1.eir negotiating position

before attempting to use co~~terpart allocation policy to affect t.~e resource

utilization pattern of the host goverr£ent.

8.) Flexibility is necessary in deciding on t.~e policy to be

used on local currency counterpart in a giveIl country or for a given

agree.ment. u.s. objectives, tJle economic situation, ~",:d the negotiating

envirorurent differ greatly from country to country and will affect the role

the ~lission assigns to local currency use.

9 . ) Policy on local ~rency use in a COU.T1try should not be

narrowly conceived, but should take L'rJ.to account all .~ID objectives in

the country, roth for resource transfer to the count:ry a.r:d for resources

use wi~~n the COUl1L.-ry to benefit t.~e pear rrajority. It should take into

account the other AID activities and instrtJInents being used in the country.

10. ) It is desirable to carry out as much as f<)ssible of the

negotiations over local currency cO~"1terpart use before b~e collar agreerrent
'\,

that will lead to counter~t generation is signed, when the u.s. negotiat.:Lig

pos~tion usually is strongest.

11. ) It is desirable to reach agreerr.€nt en counterpart use

before t.~e counte:r:-...art is generated. In cases where the arrou.~t of local

currency is not ce mini.rnus J..n relation to total Lee resources. If the

local yurrency is spent at approXiItBtely the SaITe tiJfe as t:'"le iJ.-q:or:.s

~~at generate ~e local ~~enc! a=e ceL~g utilized, L~ere ~ill be little

larse or ~used c8unte~a=t ~alar.ces to catc~ ~~e at~a~ticn ~£ auditors,
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inspectors, and critics of foreign aid. However, the timing of local

currency generations may not rresh well wiG~ the fundil'1g needs of AID

supported activities.

12. ) The developing country should be entru.sted with as much

of the work of utilizil"1g and account; ng for country C\\'Tled counterpart

as possible.
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v. &'1alysis Reauired as Basis for reterminina ACDrooriate Poliev
re Local Currencv Proorarrminc in I.ndividu~l cOl..l.ltries and
Following Evaluation < J

~lissions (or field office) should excrnine L~e follo~vLlg questions

L'1 their analysis of ~~e ~~tent to which an active AID role in ~~e pro-

gramning of local currency ge..1'1erated with AID dollars will support their

country strategy. It zray be useful to use a rrcdified logical frame\vork

approach to consider goals, objectives, outputs and inputs in an organized

manner.

1. ) What would the jylission objectives Ce for a rrore active

participation in counterpart prograrrming? ~ihere could

gains be sought in the following area~?

a. Additional f1.J.Ldirlg for develcpTent projects of the

host goveD1.ment.

b. I'bre rapid funding and imple.mentation of ner.v projects

that AID and the host gover:-Jr.ent wish to i.-nple.rrent.

c. Greater participation L'1 host gove~~1t project prepa-

ration and budgeting activities to seek to ilTlprove

perfonnance of ~~ese.

d. Greater information on and/or participation in rronitorL'1g

implerr~~tation of developrrent projects.

e. Creation of a useful forum for discussion of developTent

proble.~s and issues wi~~ key host govern~ent officials?

f. Enr~~ceTent of general ~tissicn ~egotiating position L~

carryi.~g out its overall program.

g. Ctt.er
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2.) ~fuich rre.mbers and bra..'1ches of the goverrlment might be

sympathetic to achievement of AID's objectives in

counter""~rt prcgr2..LLTIling, and l.V'ould TIV-elcCIre c..T"ld cooperate with

AID efforts? h1rich might be L.'1different ~:.d which ';\I-ould be

opposed?

3. ) Does the Mission have an ades,'Uate lli"1derstanding of host

goverr.rnent project pl~-mirlg, budgeting, and implemerrtation

procedures, or is additional inforrnation needed before the

Mission decides on its reccrrrr.a~ded policy?

4.) wnat specific outputs would ce e..~~cted frcm a rrore active

participation in counterpart prcgrarrm:0g? Will it be

possible to perform reviews to see if these outputs have

been achieved and if AID participation i...'1 counter"'~

prOgrarrrning has helped to achieve the.m?

5.) Does the recipient goverrnent need ~"1d want advice from

fo~eign expe~s on broad resource allocation policy issues

and budge~ry, fiscal and ITonetary questions? Ir so, would

the internatio~~l development ag~~c~es be ~~e apprcpriate

source? If.!UD is considered to be a better source of such

advice, is the Mission adequately staffed with ccmpetent

advisors? Are the e.."'q;€rts needed available for IDY from

elsewnere in the Agency? ~~1ould outside consultants ce

required? ~,i[1.at a.bout t..l:e derrands ·,0.,7hich '..Jould ce created

by controller's staff?

6.) Does t..~e recipient gove~Eent welccrre s~ch a role fer AID?

in ~"-1e ~""'.age..Tfent of its ot±er r.-esources? ..:.5 ~~ere ':'i.~elv
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to be resentment of AID's role from sorre goverr~t

leaders? the opposition party? L~e press? or the

general public?

7.) ~~t plans does L~e Mission have to delLleate its involve-

rnent in planning cOlIDterpart e..X'"'~r:ditures and ITOnitoring irl

such a way that full responsibility for policy decisions,

as well as the execution of local currency financed activities I

rests with L~e local goverD~t?

8.) ~bat will be the' opFOrtlli'1ity costs with t..~e host governrrent

in terms of difficulties or resentments by host goverrnent

officials, or ~tission inability to secure other objectives

that might other..:ise be obtained?

9.) ~W1at are risks ~~t u.s. e..xarnple will stL~ate o~~er donors

to engage L'1 prograrrrnirlg of t:.~e counterpart of L"1eir aid to

the confusion of b~e LI:C concerned as to the orderi.ig of

its develo~ent priorities?

where a decision is reached to participate in local currenQj
.'.

prograrrming in an L.'1dividual COlIDt...ry I there should be pericdic evaluation

(once every three years) of the Hission' s local currency policies and

practice. Such evaluation will be t..~e basis for a dete~1ation as to

whether continued use of the ins~""JrrE.Jlt is warranted.
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INEORU.=-\TION NENOR.WDUt'·I FOR THE ADHTr1ISTRl-\.TOR

ES

D~~!PPC) Frederick Schieck
DAA!FVA, Charles Gladsou

SUBJECT: Allocation of Local Currency Sales Proceeds from
PL 480 Title I Agreements and elP Programs for
Development Purposes

In your note of March 19) 1983, you asked that before a local
currency task. force for private enterprise be established
Hithin the Agency, you needed to l~nOyl: (a) hOH counterpart .
funds are being allocated, and (b) the amounts being allocated
to support various types of projects, including AID and other
donor-financed projects. To answar these questions, a
questionnaire was sent to AID l1issions with Title I and CIP
programs, and replies have now been received from all but one
!1ission and analyzed. Because local currency practices a~e

rapidly changing, yle have supplemented the information £ro~ the
questionnaires "lith information froD. personal intervieHs, .e..nd
from new Title I agreements signed and under negotiation this
fiscal year.

A. HUH COUNTERPA.RT FUNDS ARE BEING t'~LOCATED

In allocating counterp~rts) there is a broad continuum fro3
',vhat can be called "attribution" to " alloca tion 11ith full
c.1dditionality." In Egypt, \'lith the largest T:Ltle I progrc.:l,
there currently is not even ex-post attribution for Title I
sales ·p-ro.~e·3ds, and Egypt \'1&S not include,a in o'UT. s1..1rvey ..
Other Title I countries -- Zambia, 1'l?.uritiu3, Sri Lanke., Sudan
(Title I), Norocco and Tunisia -- have bc?n iilald_ng attrlb:1tions
to existing host govern22ut budgets. Th~sa attributions say be
more than pro-forma. In Norocco, a severe shortag'2 of
government funds meant that attribution of Title I sales
proceeds to 1982 projects allowed thea to proceed \~ere

ottlerwise they would not have been funded. In Mauritius and
Sri Lanka) the projects to receive Title I funding are no~

selected in advance of signing the Agreement, and include~ in
the self-help measures, increasing our control and influence
over us~ of proceeds. In ?-Iarocco, the Nission is nO~r'; seeking a
special account and more active participation in local cur~ency

811ocation. In Za8bia ,~e have elected to Dut the li~ited
availabl~ Mission staff time on policy n230ti2tio~s rather than
use of proceeds, \iliile in Sudan a ~~ecial 2ccount will be
sought on~e the Title III and CIP special acc~unt~ are ~uG~ing

tU
\.g\
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'\..ell. All other Nlssions have special accounts (except Peru
\lhich has done well without on2) and participate in aaking
allocations of local currency sales proceeds for develop8ent
proj ects. In all cases, ho\vever, v18 believe there is not full
additionality in allocations; a trading process usuelly goes
ou, with the Mission agreeing on using sales, proceeds for some
ongoing host government ,development projects in return for
getting host government agreement to use sales proceeds for
some projects desired by the USAIDthat are additional to \kat
1,Y'ould otherHise be funded. Even '\-lhen one has an intime.te
1<'110;'11edge of the negotiations '\'lith the host go',ernc.ent on sales
proceeds uses, only a guess can be made on hOH nuch
additionality on fund use is being obtained, since one cannot
know with certainty what the host ~overnment would have funded
if the sales proceeds ",'!ere not ava~lable.

There is a strong trend by almost ~ll Missions worldwide to
improv8 their participation in local currGncy· programming.
~Iissions are taking the initiative in suggesting projects for
funding, particularly during negotiations before the agreement
has been signed; closer ties are being established with host
country budget offices so that Missions may participate more
effectively in programming sales proceeds uses; reporting on
sales proceeds uses is being improved. A number of Missions
are also making efforts to get th8 amount of sales proceeds
available for use on develop~ent projects increased by·getting
increased sales prices for Title I co~moditie8) by ensuring
that parastatals deposit sales proceeds in the special accounts
promptly, and by ensuring that the full sal~s proceeds are
deposited.

Looking fOuvard to FY 84, of the $613.5 flillion of Title I
programs designated for 27 countries in the CP, L~O% of the
amount--l,-li.11 b.,~v.J'e local currency attribution 'Hi th little or no
US,~ID influence on uses (3 countries) (including Egypt), 30% (8
countries) will have some USAID influence, and for the
remaining 30% (16 countries) we expect the USAIDs to have
effective mechanisms in place to play a strong role in
determining use of sales proceeds. Prospects would be better
if the largest Title I programs were not in ~he highest
priority countries from e. political point of viei,") ,.,.here it is
illOSt difficult for our USAIDs to establish a najor role in
determining uses of sales proceeds.
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B. ACTUAL PROJECT ALLOCATIONS

The auestionnaire responses cover currency allocations fo~ the
most ;A.recent year's agreement for Hhich a11o~ations have been
substantially completed. This varied frOf.l 1980 to 1983, ~vith

nost for 1982 and 1981. Tne report on Title I sales proceeds
uses covers 21 countries. Excluded are Egypt, Zaire (no reply)
Zambia and l1auritius (make general budget attributions only)
and Congo (no allocations yet from first FY 82 agreement). The
report on the results of the questionnaire is attached.

For the 21 countries cov2red for Title I progTams, $346 million
in sales proceeds was reported. Over 80% of these funds were
allocated to support development activities, and 15% remained
unprogrammed. Tne bulk of the unallocated sales p~oceeds were
in Pakistan, which only accepted having a special account in FY
1981 after many years of resisting AID partiGipation in
programming local currency. The remaining sales proceeds 't·jare
used for CUP payments, primarily. Of the sales proceeds \-ihich
had been allocated to development projects,over 85% were
allocated to ~upport agriculture, rural development, and
nutrition projects .. Health, population, and energy PVO
-- selected development activities fol10~{ed in much s8aller
amounts. \1ithin the ...A_RUN account, services (credit; input
supply; marketing and storage; nutrition irnprovaments)
accounted for 40% of the projects funded, fo1low2d by natural
resource management, infrastructure and development of neil
technology.

Large amounts of sales proceeds were used to support AID
proj ects; the total ~,.las $121 million, or

c

',l'r3% of all tha sales
proceeds Vhich had been allocated to developm~nt projects. Tne
practice of using sales proceeds to support AID projects varied
'Jidely by region. In Asia and NE, no sales pToceeds had been
allocated to support AID projects. In LAC eV2ry mission h~d

made some allocations of sales proceeds for AID projects, and
in two missions, Janaica, and Peru, 100% of sales proceeds
allocations were for support of AID related activities. In
Africa, all l1issions used some sales proceeds fOT AID projects,
but none used close to 100% of sales proceeds for AID
projects-:- (There is no AID mission in Hadagascar, and thus no
AID prqjects that could be supported). Sales proceeds were
also used to support World Bank projects ($18 Dillion) and
small amounts were used for other bil~teral or multilateral
projects.
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Of the total sales proceeds that had o2en allocated, $57
million> or 20% were allocated to support private sector
ac·tivities. SOl~e\lhat over 50% of this ao.ount '-las used to
support private business, 39% in su~port of cooperatives; and
the remaining 8% for private voluntary organizations. A major
way of supporting private business was through credit programs.

Commodity Import Programs (CIPs) generated $104 million of
local currency in four countries: Kenya, l1auritius, Sudan, and
Zimbab~1e. Quantitative information for the CIP in Pakiste.n 'Has
not available. In contrast to the Title I sales proceeds, over
one-third of the elP counterpart is unprogramQed, and is used
primarily as budget support. Of that ~ulich was prograamed,
A?~N and other developwent projects received the largest
allocations, follo\ved by education and human resources
development.

Some conclusions from the survey of local currency allocations
are:

1. Missions have been responsive to agency policy to
participa"te in the programming of country-o~"med local currency
generated from the sale of. PL 480 Title I cOffiflodities; only 15%
was unprogrammed. In contrast, 34% of ClP sales proceeds vIere
unprogrammed. The quality and intensity of the participation
has also been increasing.

2. Most Missions 'vith Title I prograns (16 out of 24) arrange
for the local currency to be rleposited in a special account.
Additional Missions are negotiating for special accounts or
othe~ means to participate fully in sales proc8eds
allocations. Missions with special accounts are working to get
larger and more timely deposit of sales proceeds in them~ and
greater control and reporting on disbursements Eroa tne
accounts":

3. Because responses cover only one year for each Mission, no
analysis of" changes in local currency allocation practice3 over
time was possible.

" .
4. There are \-]ide differences bet\'leen regions and i'fissions in
participation in allocations of sales proceeds, and in the
amounts that are allocated for support of AID projects.

AID/FV~/FFP/I:\~7Rhoads:6/15/83 :pc\'1

Clearances:
PPC/PDPR, D Caton (Dit)
A~D!D/FVA/FFP) T. L~Qbach8r _
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Conclusions & Recommendations Tb
Study Prepared by Dr. Edwin L. Hullander

Dated Nov. 2, 1982 and Titled:

Financial Leverage Potential of Local
Currency Proceeds Generated from the

Food for Peace Program to Stimulate
Private Enterprise in Developing Countries

PL 480 generated local currencies can be used to: (1) increase
the economic feasibility of a venture by improving the returns or
reducing the risk to the investor; (2) open new areas'of economic
activity by providi.ng flinds for selective uses such as export
cred its or insurance; and (3) pro'! i de ad v~sory .,,' serv ices for
financial packaging to allow entrepreneurs to be co~petitive in
attr~cting capital.

AID can have a significant impact on the development of viable
private sectors in many developing countries by: (1) skillfully
l~veraging the local currency proceeds to 8:t tract externa~ fu.nds
to the country; (2) providing the technical as:sistaY'lce an.d training
necess~ry to build i~digenous private enterprise; (3) facilitating
the extensio"n -or" indigenous en'terpris'e into neftI mar~<ets; and (4)

.promoting a positiv.e econom.ic climate ~.Jhererisks and re!,.iards are
based o~ individual efforts and skills.

In ~rder for ~ID to effectively use the financial leverage
potential of local currency proceeds, a number of pol.i(~ies and
procedu~es should be changed. The most important aotion is to
establish a policy that defines the role of private enterprise ~~

each stage of the economic development process. This will provide
the Missions with criteria to develop specific projeats and plans.

The policy whic}l provides ~his definition should be used to
set a c1 ear legi s2-a t i ve and admi n i. 3 tra t-i. ·y·e au tho:' i ty for, AID to
promote private enterprise as an integral part of U.S. foreign
DolleCy SD~Cle&'lefl;:l'1·r. (') +-,,",0 ,"'",,10"7 1"" ..... ""V"l"" .......... -. .... a'u+-ncY';4-y
•• • ... '\oJ J. ~ ..... .J.. __ j • ..... v ... Jo '-' '" \oJ •.., _.:, J - ...... ~..... tJ j" "..J 6 j" c..lu .' LJ 1. _.:.. ~ .

S h 0 u1 d be ret urnedt0 AI D; ( 2 ) pro j e·c t ions 0 f U. S •.; p r i vat e
investment funds should be included in the CUP as well as be a
r t=> C7 u""'r n;::::,·"'oJ..iar,:""c- !"',,\l'nt in ~"'e ann,e:-: ?T !l80 rr'it-l~ I aC""'o~m~n~-·~o.l.a "'0 '-'- v.l."!o ~'oJ.. -~ '-'... l '..4::1 __ :..J. - - oj t::: 0'" ....._ •• ~ • .J~'

(3) agreeme~t with ONE should be sou~ht to establish a revolving
~und using repayments of old, loca~ cu~rency den02inated loans;
(4) a clear li~~age should be established bet~ee~ food ai(
objectives and local currency prograrnmi~g w~thin the context o~

overa11 u. S . pol icy; and (5 ) the un 8 e ~ t a i !1 ~Y 0 t 1 :') cal cur r en c ~.'

l.vailabili ty should be reduced ~:le:1eVer pass: 'ole '.:::y using rn:-1l tiy~2.~
_C7~O~~e~~s o~ OL~G~ mp~h~nis"s~::>. '-"'-"'u.. ~J,\J. ... L,L.1"" ••.• _...". __ ;. ..... .... .I •

BESTAVAILABLE COpy
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Above all, AID
private enterprise:
through a free and
of effective use of
quality of life.
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At the Hission level, AID should encollt'"'age t~e development
0 .1:'1. • ok +- ' • ").&. '" h' '~ " ... ' ~"p r 1 va. .... e en v,8 r p r 1 S e 0 y : .. \.!. e s "",a D _ 1 S. 1 ng 1 n '... e r'~n e Ci 1 a "C e ! 1 nan ..... 1 2..)..

and advis.ory institutions - ~to provide the techrlica2. a.nd
administrative staff needed to manage leveraging; (2) providing
pol icy gu idanee an d set ting the c r' i t e ria for -1o'ans (i. e. ,. the
legislative requirement's' on Title I proceeds) for these
institutions; (3) acting as an intermediary between these
insti tutions and the host govern=nent \.-ihen necessarYi and (4)
providing budgetary support for those econo~ic policy reforos that
improve the incentives for 2rivate enterp:--ise aIi.d incre2.se the
credit standing of the country.

. To determine the feasibility for leveraging of local
cur reD c i es, .n.. IDs h 0 '..11 d con du ct·a ~Ur:1 b a~ 0 f ~ i lot s:' u die :3 0 £' S;? 1 2Ct ;~ .j

countries to identify very specific operational criteria for
leveraging. Countries to be studied should have: (1) an active
Title I program with existing special accounts; (2) a willingness
to establish rational econo~ic policies; and (3) commer~ial

fin anc i a1 ins tituti 0 ns top r 0 v ide a s tar tingpo i nt. . Co 11n t.rii es
that rtTould meet these cri teria", for example, are Jamaica, Ba~gl?.d'esh

and Sri Lanka.
,."

can provide the philosophical foundation of
that equity in income and wealth is ~chieved

competitive economy; and that the discipline
resources leads to economic growth and a better

BESTAVAILll8LE COpy
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FIRST ~'JASHING'IDN ASSOCIATES REPORr
ON USE· OF CCXJ~"'TERP.l\RT FlJ"l'J"DS

Dated OCtober 1982

Conclusions & Recommendations

Counterpart funds which have been generated either

by PL-480 or by the Foreign Assistance Act programs, as

well as "excess" local currencies owned by the u.s.

Goverr~ent, may be used in ways which complement AID's

innovative, private sector development initiative. The

legislative intent behind these programs is clearly

compatible with AID's private sector mandate.

This particular AID initiative is intended to

establish programs which provide financing and technical

help in order to assist· in the creation, developi11ent,

and expansion of productive, private sector enterprises.

To qualify, these enterprises must be developmentally

sound and in legislatively-mandated priority areas ..

The private sector initiative is directed toward

~D-assisted countries. Priorities are developed for

specific business sectors in terms of both size and

t}~e of enterprise. Primary attention is given to

small and rnedi~u-size enterprises operating i~ areas

of the economy which directly or indirectly may be

assi~ted by AID.

Further dimensions of the AID private se~tor

in~tiative which utilize local cur~encies i~cl~ce

progr~~s which would:
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promote the involvement of the private sector
in target countries;

- encourage private u.s. foreign and local investQ~s

to invest in priority development areas in select
countries which would result in appropriate
technology transfersj

- facilitate the development of relevant in-country
management expertise;

- encourage the growth of an infrastructure supportive
of private enterprise growth; and

make loans to develop promotional progr~~s which
would encourage multilateral trade, economic
development, and agriculture.

The most promising mechanisms for financing the

new AID initiatives which have been identified in this

report include:

1. The Currency Use Payment (CUP) under PL-480,
Title Ii

2. The Commodity Import Program under the Foreign
Assistance Act of 1961 (F.i\A);

3. The Cash Transfer under the F&~; and

4. The Trust Fund under the FAP..

Since very few countries have "excess "currency" status,

this mechanism is seen to have limited relevance.

In order to maximize the efficient use of these

mechanisms, the following are among the steps recommended:

there is a need to institutionalize the relevant
practices and procedures within AID, which would
~e conducive to the application of these mechanisms
to the private sector initiative. This can most
expeditiously be accomplished by:

(a) having a Policy Dete=mlnatlon lssuec Dy che
A~~inistrator whic~ would manda~e all necessary
institutional su?por~ and cooperation for this
area i .

/\ \..
., \! '\,



~;~- . . .:. .". _"~.~-o._"'_""""~~.' _

k'mEX IV
Page 3

(b) developing private sector staff training
programs; and

(c) revising the AID Handbooks to incorporate
new mechan~sms and procedures as descri~ed

herein.

- there is a need to develop additional AID staff
with appropriate LDC private sector and project
development competence which can provide imple­
mentation, monitoring, and trouble-shooting
services.

The time frame for developing and implementing the

identified mechanisms is over fiscal 1983 and 1984. An

extended period would be required because of the lengthy

approval process needed to change and institutionalize

existing mechanisms and the limitations in the availability

of the current fiscal year counterpart funds.

XIV. HECo."1rvlENDATIONS

Based on the analysis of existing programs generating counter?art

funds and the decision making and administrat~? processes which determine

the utilization of such counterpart funds,the following observations and

recommendations are made to reach the objectives of directing a portion

of such counterpart toward private sector initiatives.

The recommendations do not cover U.S. Government-owned local currencies

and are based on the follo~ing premises.

1) That the counterpart funds generated by the a~isting PL-480

aud Development Assistance Loan programs are owned bv the host country

go.veft...::lent.
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2) That the mutually-agreed-upon programs and projects funded from the

generated counterpart funds are to be carried out by the host country.

3) That the actual disbursements of the generated counterpart funds to

finance the outually agreed upon projects are basically left in the hands of

the host country.

4) That degree of compliance ~ith carrying out the agreed upon

projects and quantifying the beneficial effects is often difficult to

ascertain. Heavy reliance is placed on the reports submitted by the host

country goverr~ent.

5) That each target country may require different private sector

initiatives so long as these are iq compliance ~ith initiatives mandated in

the underlying legislation.

6) That different country·condition~political and economi~ ~ay require

a different approach.

7) That U.S. AID has considerable leverage to assure that host country

private sector initiatives are carried out in accordance ~ith the

original agreement "Annex" (e. g.) New 'PL-480 assistance can be

conditioned upon the performance of the host country under the original

agreement).

/7
/-1 )

\' /
'j
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Based on these premises, the recommendations are as follows:

1) That AID/PRE, in conjunction with the relevant Missions, take

the initiative in discussing with appropriate host government

and private sector officials the types of programs which would

best promote private sector development. Initiatives and Programs

would be identified which could be assured both public and private support.

2) That program terms should be designed to assure the type

of continuity which private industry needs if it is to develop

properly (e. g., three years). •

3) That AID/PRE prepare a }-year plan for each target country outlining

~hat AID wants to achieve in specific private sector initiatives.

4) That the estimated expenditures for such a program be disaggregated

by source of ~unds e.g., a~ternal financing, external guarantees

and host government-ow~ed counterpart funds.

5) That such 3 -year plans be int egrated with the overall AID program

envisioned in each of the target countries to meet the cverall

'\.
objectives of the host country as well as those participated L~ by

the AID Mission within the host country.

6) That in addition to the 3.-year plan, there be frequent Agency

directives on private sector initiatives to increase agency

persollnel faciliarity with private sector development.

,.
I .

/l.'\j
L \
)
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7) That visits to the target country AID Missions under established

country-visit guidelines be scheduled with sufficient frequency

to assure that program initiatives are carried out in timely

and proper fashion.

8) That target country AID Mission personnel visit Washington for

briefings and training on private sector initiatives.

9) That procedual and administrative changes be made ~ithin AID

to assure that the private sector initiative is not short changed.

These changes may be mandated by Policy Determinations issued by

the Administrator and could include the following:

a) to involve PRE in developing program pol icies; and

b) to have PRE directly involved in setting priorities and
programmL~g for PL-480 and other counterpart-funded AID proje~ts.

10) That AID re-examine the possibility of utilizing PL-480 Title III

programs (converting loans to grants) in support of private

sector initiatives.

11) That PRE be involved in the development of~ country programs and

projects starting with the Project Identification Document.

12) That contract language of PL-480 and other loan agreements be

revie~ed to support private sector initiatives.

12a) That consideration be given to allow host countries to offset their

har~ currency obligations with local currency set-asides targeted

for private sector progracs~
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THE FOU~DATION FOR INDIA-U.S. INDUSTRIAL TECHNOLOGY

DEVELOPMENT : A PROPOSAL

Nov$lber ta,.. 1983

Thi$ draft proposal has been prepared for consideration of the
~

Governments of India and the u.s. by a Private Enterprise Design
Team comprised of: ~

Dr. Bruce Merrifield(Assistant Secretary of Commerce),
Dr. Jordan Baruch (Consultant),
Mr Rohere Cassidy (Department of Treasury) and
Mr. Lu Rudel (Consultant)

du~ing their visit to India 13-19 November, 1983.
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PREFACE

The world pool of science and technology 15 now vast and growing
rapidly. Some 90% of .all the knowledge in. the sc iences has been
generated only·in the last ten years, and will double again in the
next ten or fifteen years. The result of this knowledge explosion is
that the life' cycle of products and processes is continually being
compressed. In electronics,. the life cycle now is 3 to 5 years and
in most other areas 5 to 10 years.

Moreover, all markets now are rapidly becoming global markets.
If India:fi~hes to~be competitive in these markets it must be at the
leading edge of the technology that drives them.

The- U'.5. has';' a great interes t in expanding the global economy
through collaborative development effort with other nations.
Bi-national coliaborative' efforts betveen companies in India and the
U.5'_ can bring together specialized leading edge knowledge, skills,
r.esoucres, and. a· s~nsit:ivity to real needs. in. the market place that
an individual company may not: hav~ .alone.. It: is, in this context that
the. formation of~~.bi-national collaborative effort is· proposed •

.~".... :~~t'

The' na.ture:· :·'of
critically fo~ed'
pipeline.. "":

the
on:

collaborative effort,
the "aevelopm.ent: end't.

-- Innovation :2ipeline

however~ muse' be
of the' innovation

!. :to 0 ~ !: I:L .' - . ".t- ::. ~ III ~! IV' ~ ~_ V ~ VI:
~IDm ~-+:LABORA!ORY ~--)-~DEVELOPMEN'.r:"~PILO'!PLANT! ~ lNTERIM' ~ !FULL SCALi":
~ST'A.GJC., !FEASIBIr.rrY!. :. STAGES !. ~R PROTO'tYPE~-?~M..L\NUFACTURE~~:COMMERCIAL~
:. UNIVERSITY~ ~ ~ !.
: 'GOV1:'... UK. ':.' ~~. TRANSLATION ~

~ 'INVENTIONS; ~:: ~

..
Although there.;~are· many iterative stages in the pipeline, 90%. of

the .cosl:. risk and. time are involved l.n the translation steps.
Moreover, translation. requires. a set:. of many speci:alized skills. with
a. serong market::. -focus.. This is the area where U. 8.. indus trial
s treng.ths can be &rought: to bear as needed to speed up .the time- to
commercializatioIll': . and radicallY' increase the probability of
commercial s\lcces3". Much.of this development work can be done in
India where labor'· costs are. much lower than in the U.8. to the
benefit: of U..S_ companies as well as Indian companies. A'detailed
account of how this collaborative process' is managed is included in
the '.'BIRD Foundation" report. "
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I. INTRODUCTION

. India has recognized the importanc~ of research and development

to its economic progress in many ways:

The Prime Hinister retains the Sand T portfolio and the

presidency of CSIR.

India's ta~ laws to encourage Rand D, allowing deductions· up

to 135% of expenditures) are amOD& the most liberal in the

world.

The CSl&~ controlling over 35 national laboratories, supports

& wide range of research.

Licensing of forei~:t~chnolog7by Indian firms is widespread,
. . . -~

with. over 500: agree~n~1Jeing. approveet. in: the past year.

Were this proposal 'merely to: offer a. modes t: increment to the

significant. sums a1re~d1' av~ilable in. India.. It: would be unworthy

of ·attention. It doe$ noe. It propose5, ~~nstead~ a mechanism for

facilitatins the developmene.of new products for which 'a market can.
be· shown to exist J with particular emphasis on wide distribution

potentia~ and readying tha~ ne~ product for commercial production.

Ie has even: greater potential in its catalytic role that builds the

scientific:· indus trial . infras tructure within the participa ting

companies and also builds n~w, rewarding relationships between

nations. The focus of this proposal J. however J is on a very narrow
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but critical phase 1n the product life cycle (scientific research)

technological development) adapcatiou) ,
l.arge scale

\

production) that deals with converting the results of scientific

research into a product ready for production and marketing.

Moreover it contemplates JOINT development of these new products

bet-;,;een ::Indian -- and American firms in a partnership form that

,recognizes the contribution each can make to the process of moving

rese:arch results to the commercialization stage~

Section II of this paper describes the process and its motivation

in some detail. Section III describes. the results that have come

aboue from a similar pLogr~ be~.een Israel and the United States.

Section. IV cover3 .sa fe"~ ques·t:;ions. and ans-wers about the program that:

have arisen i~ our discussionril~th-governmentaland corporate sector

representatives up' to· this-'paiht:_ The appendices,t- follo\~ing the main

body of the paper inc:lude the 1983. annual report of the US/Israel

progr~ to assisc the reade~ i~ understanding the actual experience
~,

of the' first: fi'le years of. the program:- and' an excerpt: from their

handbook. The cam~lete handb?ok, containing the actual instructions

to applicants, application farms, and funding agreements used by the

US/ Israel program. is. als~ availab le: OIL reques t". These documents

will clarify. the focus, priorities and criteria used in screening

requests from US and Israeli companies.

The experience 'of a similar effort in Israel (the BIRD founda-

tion) to date has convinced us that this model has applicability to

India's technology development needs.
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India uith:.

o a large corporate productive secto=

o a large pool or well trained manpower

o superb universities

o an active capital. market

o strong ?cientific laboratories

o management capabilities

o and a tax structure that encourages research

can achieve significant gains toward reac~ing her development goals

through the.use of such a ~echanism. For·that reason, we have pre-

pared this document as an advocacy proposal.

II_ THK FOmmATIO~T FOR: INDIA-U~.if .. limUSTRIAL TECHNOLOGY DEVELOPMENT

(FIUITD)

We propose that India. and the: U.S. es tablish FrUITD F as an

operating foundation ~Nith th? aarro~ objective of facilitating joint

deveLopment. ac tivit±es· bet";1een U•S.. and Indian companies. This

sectiotl describes a· recommend~d coda of ope~~tion of the Eoundati'on.

Based on our experience we have tried to adapt it to our perception

of prevailing conditions and practices ~n India. The proposal, as

outlined belo~ is) of course, subject to modification and re£ine~ent•

. .
A. Re~son for Formation

_India has earmarked significant resources for subsidizing ~e-

search and has an effective capital market for financing the commer-

cialization or new products that h?ve de~ons~~ated co~ercial ?ote~-

-cial. India also has s?ecialized funding ~echanis~s t~at a:e ~a?aDlc
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of assisting the process of' conve=ting research to a commercialize-

able stage of development. This last stage, determining the marKet

need for a new product or process and converting selected results

from the eno~ous pool of international research findings into that

produc t or process, ].$·s till the cos t difficul t task that a company

faces. Our expe~ience demonstrates that a properly structured com-

plementary partnership of t"-NO companies from different nations can

accomplish that task more efficiently and more rapidly than can

either company alone or than t·,.;o companies in the same country.

Section III describes the experience on. which we base that claim

but p for now, we urge the reader-to take it as a given.

Our experience·,. howeve;i)" a·Lso indicat~s that the forging of.

such:. partnershipg.· requira~ ~greae.. deal. of work. In addition) to-

ensure that: each: pa---tnershi;r proJec.t 1.$ focussed.. on a cleve lopment

likely to. lead ~ to' successfuL commercialization, requires detailed

business. an~lY5is. and- screen.ing ~n collaboration with the foundation

s taff._ Las tly, and.. 1,itally important: is our rinding that: foundation

ongoing consultac:ion and. approval of a project and' the staff's
".

familiarity with the project can playa significant role" in securing

the further funding needed on the project's completion.

This relatively narrow focus on facilitating joint development

efforts fand their subsequent fruition) betveen Indian and U.S. com-

panies, because of the effectiveness of 3uch joint endeavors compared

to individual er:orts, 18 tSe objective of the proposed foundation.



~'----'.-------,------- ----------_-_,----:_-.._-.. - -_-_~.,----,._-_-__,----_,_____-.-:------,--.::-.:--.._-:-.._.-__-.----,---,----,-.-,._-.._,----.. ---o_.:.. •..._•..,.;..c..__~ . .~_••..

ANNEX VI

Study by D. Orsini dated Nov. 1983 for
President's Task Force on International Enterprise:

AID Private Sector Initiatives:

IV• LESSCNS LEARNED

A. MOST SUCCESSFUL PRCGRA!'-IS

In synthesizing lessons learned over the years from AID
development experience, it is perhaps useful to begin with a
summary of ~~e most positive elements of the more successful
programs. ·

Two major programs appear to have been the most successful:
technology transfer and foreign private investment promotion.

The technology transfer program, with its joint venture,
agribusiness, PVO and management technology transfer rrechanisms,
has· performed the extremely important function of enhancing LDC
productivity, improving their product quali~J and promoting their
product competitiveness in the world market.

The value of the transfer of u. s. technology cannot be calculated
in dollars and cents since it has considerable impact on the
longterm growth among LDC's. The ability to achieve a competitive
status internationally for the LDC will often depend ~~on the

.accessibility of that' technology, while the rnaintenance of
low-cost small-scale agricultural and industrial operations for
local production will depend upon good adapted technologies.

u.s. efforts in joint ventures, licensing agreements and adapted
technology transfer have and continue to be highly effective in
this area. ~

The foreign investment promotion progrrn has also achieved
considerable success, especially as regards the Cooley loan
prcgrarn and the Housing Guaranty Program••"

'\.

The Cooley loan program appears to have achieved considerable
benefits from the standpoint of both development concerns
(creation of productive industries and export of u.s. private
capital, managemept skills and technology to countries in which
u.s. firms would otherNise have be~~ inactive) and u.s. business
concerns (dollar ref lows to the u.s. from royalties/licensing
fees, etc., expansion of U.S. capital goods and raw materials
exports, political value of good working relationships between
U.s. and indigenous businessmen).

The only criticisms registered of the program involved ~~e lack of
funds in certain sought-after countries and limited staff time
resulting in loan processing delays.

_The success of ~,is prcgram in internationaliz ng private
enterprise clearly underlines ~~e i~ortance of link ng trace and
aid to ~,e development process.
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The housing guaranty program, in which u.s. inves~€nt in the form
of debt capital from ~,e S&L systa~ was prcmoted by the provision
of a u.s. governrrent guaranty for ~he full amount of the
investment, was also quite successful as a foreign private
investment promotion mechanism, although it is not possible to
deterrrdne precisely how many of ~~e loans would have been provided
anyway had the guaranty not been available. The program was
effective bo~, in attracting· u.s. private capital and in achieving
develo~~nt benefits, notably irrproved housing. The default rate
for the housing guaranty program is very low, as compared with
that 'of other programs.

Two other programs which appear to have achieved satisfactory
results are the capital.rnarket~develo~€ntprcgram ~~rough rCI's
ar~ training. The fo~er has generally been effective in creating
self-sustaining financial institutions, in .mobilizing external
resources, in achieving effective transfer of resources to a large
number of recipients, and in providing loan monitoring services
(alleviating the drain on limited AID human resources). The
potential does exist, however, for misallocation of resources if
internal policies are distorted or if subloan criteria are not
clearly spelled out or enforced. On the whole, however, the
capital market developnent program via ICI's has functioned well.

Training programs which have responded to pre-deterrnined and
well-articulated needs and which have become or ShON promise of
becoming independent, self-sustaining entities are considered very
valuable' to private sector developnent. More evaluation of the
direct impact of training programs on private sector enterprises
would be useful in order to better design new programs and to
adjust existing ones.

B. L~..sT SUCCESSFUL PRCGRAJ.'1S

Two programs appear to be, on a relative scale, less
than most of the other programs. These are the
development program via the DLF's direct loans and
dialogue program via program loans.

successful
industrial

the policy

The ineffectiveness of the DLF loans appeared to stem from poor
management of the enterprises and insufficient capitalization.
Little direct managerrent or technical assistance from foreign
investors was provided, and this perhaps contributed to the
failures.- Probl~~ were also attributed to ~~e highly staff
intensive nature of the program and to ~~e specialized staff
skills required. Finally, ~~e fact that ~,ere were very limited
institutional benefits from the prcgr~~ added to its negative
~overall rating.

The program loans are difficult to evaluate objectively since ~1ey
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were provided to strategically ~ortant countries. The
'conditioned I loan mechanism did not appear efficient in achieving
targeted poli~l modifications. Evaluatory COITrr€nts to the effect
that the loans were difficult to negotiate, produced modest
results at best and may have not even been necessary for sorre of
the policy mcdifications involved, all tend to negate the
m~hanism as an effective policy formulation tool unless
considerable changes in the program developm€nt meti1odology were
instituted. (Changes involving ~ore specific and fewer policy
conditions with better review processes were recommended, as was
the strategy of dirrUnishing aid as progress is made.)

c. GENE~L CO~~USIONS

There are two pri~ary forms of assistance to LDC's: the first
involves provision of technical assistance (transfer of know-how,
training, etc.); the second involves the provision of capital
(transfer of funds for credit, equity, etc.) •.

On the whole, AID's function is to transfer know-hew to the Lee's,
to permit them to develop their economic resources. Technical
assistance serves normally to effect the tnansfer and further
develop skills, while capital assistance normally serves to make
that know-how more producti vee Both have irrportant roles.

The form of assistance to be provided for any given program should
be carefUlly evaluated- a knee-jerk approach to either technical
assistance or capital transfer should be avoided.

The review of ~,e Agency's history of private sector programs
indicates the usefulness of a combination of technical and capital
assistance. In addi tion, the following""general conclusions are
drawn:

1. The need for capital markets and institutions to support these
markets in LDC's is generally present, but the key problem is a
lack of know-how ra~,er ~,an a lack of funds. Indeed, ~,e need for
additional credit is no longer pervasive in LDCls. (When capital
is lacking, it tends to be equity capital and not credit.)

2. Two conditions should determine whether investments are made
in the LDC private sector: the recipient should have the
tecHnology and know-hew to effectively use the investment, or the
required technology and know-how should be provided concurrently
wi th the investment.

3. Assistance to smaller enterprises should be provided for
-start-up pu~oses or early expansion only if a grow~" potential
exists. Assistance· should not be provided f~r 'bailout'
purposes.
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4. The most successful private enterprise assistance programs
have direct ties to u.s. firms and businessmen.

5. The most successful private sector prcgrarrs have ~oen those
that were demand driven, whether they involved technical
assistance or investments.

6. Guaranties appear to be an effective mea~~ of attracting u.s.
private investment to replace public sector investments.

7. In capital allocation or reallocation, equity should be
emphasized. The creation of n~H institutions or the expansion of
existing ones geared to provide equity should be considered (e.g.,
venture capital firms or investment banks).

8. Cofinancing arrangements appear to effectively leverage
private sector funds. for develo~ent assistance, although AID
prograws with private cofinancers are still in the e~~ri~ental

stage.

9. Long term commitments ~ay be necessary in certain private
sector programs to ensure success, but in all instances, the goal
of creating or developing independent, self-sustaining
(non-subsidized) institutions should be ~~hasized.

10. Successful experiences and an analysis of the reasons for
their success have not been shared wi t.'1in AID, nor with -- other
USAID mcissions, U.S. embassies, IeI's or local entrepreneurs.

11. The lack of a centralized and self-eritical management process
within AID for private sector initiatives has resulted in a
concentration on projects rather t.'an programs, and in limited
replication of good initiatives with occasional continuation of
poor ones. w''-.

12. AID and PRE currently lack the adequate organization and
properly trained personnel to effectively implement the private
enterprise initiative.

13. In surrmary, every opportunity to engage the u.S. private
sector in development programs should be taken, to obtain their
know-hew, capital and rrarkets. Opportunities to provide benefits
in exchange to them, i.e. dollar reflows and increased exports,
should also be promoted. All opportunities to assist private
enterprise growth, particularly vis-a-vis the public sector,
should be exploited ~~rough a 'corrbination of d~~nd-driven

technical assistance, training, private institution building,
policy. reinforcement and capital transfer.
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SUBJECT: Guidance for Preparation and Submission of lvlission
Plans for Use of CIP and PL 480 Local Currency Generations

REF: (a) State 276001 (Sept. 22, 1983 Alert ~Essage)

(b) AlDTO Circular A 333 of 6/23/76
(c) PD #5

As reflected in Ref (a), Administrator McPherson is of the vie~v

that AID Hissions should involve themselves, to the extent U.S. interests

can be served in progranming U. S. local currency generation. The

purpose of this message is to provide guidance to ~tissions as appropriate

for the preparation of a plan for the use of ClP and PL 480 l/c genera­

tion (local currency use plan) .

Background

AID policy requires annual ~tission reexamination of the merits of

rrore active AID participation in the progx-arrming of l/c and encourages

its use as another AID tool in those countries where it promises to be

effective. In some (but not necessarily all) country situations, rrore

active AID participation in programming of the l/c proceeds of U.s.

aid could enhance our ability to influence a recipient's policies and

thereby improve the quality and quantity of the recipient's development
~\.

efforts. AIDTO Circular A 333 dated 6/23/76 requires each mission which

expects PL 480 Title I or AID financed commodity imports to generate

1/c proceeds, to analyse i ts situation to determine whether a rrore active

role in counterpart prograrrrning would be useful in its host country.

The analysis should be made in the contaxt of the Mission's objectives

and overall strategy for the developing country concerned. Certain

considerations which were described in AIDTO Circular A 333 and other

criteria to assist :·!issions in perfor:ning this analysis are being
.
transmitted as Section B of this telegra~.
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The analysis called for in this message (to permit a determination

of whether more active Mission involvement in llc programming is"

appropriate), nomally should be part of the Ivlission' s armual CDSS

submission. ~\le note however, that the FY-B3, EY-84, FY-85 CDSS

guidance messages did not specify that this analysis :be prepared. All

addressee Missions are requested to perform the required analysis

indicating the current status of ~tission involvement in programming llc

uses, and describe the actual and planned llc use for FY-83, FY-84 , and

FY-85. Missions should indicate whether they believe mcdification of the

degree of ~lission involvement in llc programming is appropriate during

the next 12 months. Such time series data should reflect Mission's

proposed or anticipated composition and changes fo~ llc uses over this

period to implerrent AID I S current program and policy emphasis. Please

indicate the extent to which the FY-84 program has already been discussedl

negotiated with" the host government.

It is .i.rrq;x:)'rtant to indicate in the plan, the timing with respect to

decision making: by the host Government and the Mission in making further

cammitITents with respect to llc utilization.

Only those local currency sales proceeds ~hich are owned by the
"\

recipient country should be covered in this analysis. Specifically

excluded are the llc purchased directly with AID dollars to finance

the local costs of AID financed sector loans or other activities. These

funds are programned in the context of the loans involved. Also' excluded

are the llc repayments of AID dollar loaDS and the proceeds of PL 480 sales

for llc ~ned by the u.S. governmentithese funds are considered to be
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assets of the U. s. governrrent and their managerrent and disposition are

subject to statutory restrictions and special considerations not applicable

to country-owned llc sales proceeds.

Purp:>se of the Local Currency Use Plan

The llc use plan as a management tool should focus attention on the

programming of llc generations and the relationship to on-going development

assistance programs and achievement of objectives with AID I s II four pillars. II

Furthermore, initial responses from each addressee Mission will provide AID

with information from which to determine which Mission programs in the next

six to 12 months, might benefit from rrore active AID participation in the

prograrrming of l/c.

Preparation of the Local Currency Use Plan

The llc use plan should contain information for (1) the actual

use of llc for FY 1983; (2) the planned use for FY 1984 using revised

allocations; (3) FY 1985 based upon Congressional presentation program

levels. The llc use plan should contain separate tabulation for each

fiscal year showing the uses of llc by project and the associated amount

of llc allocated with the dollar equivalent. Ane'example of a table:

Mission Plan forCIP/PL 480 Local Currency Use
Fiscal Year 19xx
CIP/PL 480 Program Level $xx million
Local Currency Generated: YY Units

Projects Arrount Lie $ Is

$xxxx..xxxx
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The llc use plan should contain a narrative staterrent from the ~llssion

to discuss its strategy with respect to llc uses. A recent study ent~tled

"The Feasibility of Local Currency Progranming for Private Enterprise

Developrrent." prepared for the AID private sector liaison council by L. Rudel,

identifies ways in which llc can be utilized to enhance the indigenous

private sectors contribution to host gover~n~nt development objectives and

discusses the more significant considerations that-might enter into the

review of the £.'1ission' s strategy. That study is being pouched to addressee

Missions and may be helpful to them in preparation of its llc use plan.

The stUdy identifies certain questions which must be addressed by each

Mission in determining whether greater Hission involverrent is warranted

in llc programming. These questions are extracted for Mission information:

"Appearilllce of Change versus Real Change - Taking the foregoing

considerations into account, it would appear that Lhere are three

critical questions that must be answered in considering any new

approach to increased AID involVeI'i.lent in the programning of IIc

generated from the AID program in supfOr't." of private sector
"

development efforts. These are:

1. Additionality of resources - to what extent would a new approach
in fact, add real resources to the Agency for International
Development which can be applied to reach its development
objectives?

2. Additionality of economic leverage - to what extent would the
proposed change catalyze additional 'private investment flows

_either from foreign sources or from internal sources?

3. Reallocation of resources - would the proposed change in llc
application result in an actual shift of real resources among
the cla~ants ~1 L~e recipient country? Particularly, to what
extent would such a shift of resources result in channeling
additional resources to the private sector?



Annex VII
Page 5

Based on the answers to the foregoing three questions it should

be"possible to detennine \..mether a case may be made for AID IS

increased invqlvement in IIc programning."

Tirre of SUl:rni.ssion

'!he llc use plan should be sul:mitted before March 15, 1984. If

PL 480 Title I and eIP funding levels are still unknown as of that date

of sul:mission, then CP levels can be used for the current fiscal year as

well as the projected fiscal year.

Use of Local Currency

PD #5 contains sane program examples for the use of l/c. An

additional use of llc is for private sector developrent. Where the

Mission can identify activities that would serve AIDls private sector

objectives and that will require lIe, incorporate these activities in

the llc use plan.

Private sector Growth and Develop:rent

AID believes the energies and resources of the private sector in

developing countries can be stimulated and channeled to contribute

effectively to achievement of the host countryls developnent goals,

that the market mechanism is often a rrore effective· resource allocation

mechanism, and that the rerroval of certain constraints on the operation

of the private sector can be a cost effective means to facilitate the

achievenent of the countryls developnent objectives. Where the Mission

can identify activities t at would serve these objectives and that will

require lIe, an effort should be made to incorporate these activities in
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the IIc use plan. we recognize that not all LOC I S in which AID operates

enjoy the necessary conditions at this tirre to permit Mission involvement

in private enterprise developnent with positive effect. But we ask

Missions to consider poss~le activities in the context of the available

opportunities offered by U. s. controlled, IIc availabilities. For

example:

-- Credit is often a major limitation on the effective operation

of the private sector. AID experience, begirming with the

"Cooley" loan program has had a marked success record. LIC'

has been prograrnred to provide resources to existing or

proposed interrrediate tenn lending institutions.

- Technical and managerial training to rreet needs of the

business cormumity.

-- Policy refonn to improve investIrent environrrent - reduction

of institutional i.nped.i.nents, such as cumbersare Govenurental

procedures and other governm=ntally illlposed requirements which

add risk and uncertainty to private sector operations.

Improved rrechanisrns by which the private business ccmrnmity

may identify and evaluate sources of needed technology and

gain access to such technology (i.e., infonnation'systerns,

enhancing the technical and engineering consultancy industry to

better serve the producer) .

-- Improved access to international market info:r:rnation including

data repositories of.information on GSP.

-- Improvement of insurance, transport, and other services

needed by producers.

.~~ [
, i .

../
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Extract Fran
USAID/COSTA RICA

CARIBBEAN BASrn INITIATIVE
IMPLEMENTATION PLAN

(Program up:late, No.1)
OCtober 1983

II. USAID/COSTA RICA'S STRATmY

USAID/Costa Rica I s private sector strategy is focused on providing
assistance to both the GCCR and selected private sector institutions in
the implementation of a national econanic recovery program. The goal of
this strategy is to establish the basis for industrial growth through
the reorientation of the Costa Rican eeonany fran its present industrial
import substitution bias to one in which the industrial sector contributes
to exp:::>rt led growth. Therefore, the preferential access which the CBI
provides to u.s. markets will be the focal point of the CBI Implementation
Plan and overall Mission I s strategy.

To achieve this goal USAID will assist the GCCR in the fonnulation of
policies aimed at the design and execution of a developrent strategy
which will encanpass the followirig key areas:

A. Econanic Stabilization and Recovery

B. Strengthening the Financial System

C. Export and Investrrent Expansion

D. Improved Public/Private sector Coordination

E. Improved Policy Formulation and Adrninistrative Refonn
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Four strategic planning studies* were completed during the FY 82-83 period
and these documents have provided USAID with a basic understanding of the
condition of the Costa Rican private sector, the roots apd consequences of
its problems, the relationships between public policies and private
productivity and future private sector prospects. Furthermore, these
studies were utilized to provide the GOCR and USAID with the information
required to address key constraints in the Costa Rican econo~ and
resulted in the design of ~e DA and ESF projects/programs currently being
implemented•

A. CUrrent Projects

1- Banco Agro Industrial y de E;poltaciones (BANEX)

. At the end of FY 1981 USAID/Costa Rica made a $10 million
project loan to BANEX, S. A., a newly established Costa Rican
private bank. The purpose of that project is to establish an
integrated program of credit, export management assistance, and
e~r~ oriented banking services for the producers,
manufacturers and merchants of non-traditional exports to world
markets. Among the features of the project are the
establishment of a trading company and complementa~ project
cofinancing.

(*) - CUrrent Economic Conditions and Private Sector Prospects in Costa Rica
(December 1981)

- CENPRO/Export Development Strategy for Costa Rica (OCtober 1982)
- CBI Implementation Plan (August 1982)
- Costa Rica Private Sector study (September 1982).

'/n ",
L'l/

I



Annex VIII.A.
Page 3

Based on [the findings of a recent project evaluation] BANEX r s rnanagem=.,t
presented to USAID a revised strategy to deal with current market conditions
and new opportuniti~s. '!his proposal will provide the basis for a
project amendment that will be submitted for LAC review in November 1983.
The principal thrust of this new strategy will be the developrrent
of the canpany r S capability to· serve the "producers end" of the export
process . ~e entire ~""EX organization should thus work in an integrated
fashion towards supporting existing or potential export producers by:

a) Developing a more venture-oriented investmen~financing

capability, under either BI' or a new investment banking
division. This new function would channel dollars (from
the USAID loan or other sources) and/or colones into
export-oriented investment projects through long-term
lending or possibly equity participation.

'.
b) Developing BT's capability to work with and for existing

producers to inprove their ability to meet new market
demands. Such assistance nay involve credit (for exanple,
for new packaging machines or materials), proQuct
adaptation or redesign, and other services such as
warehousing, cold-storage, freight consolidation and
negotiation of advant~geous freight rates.

c) Developing BT's ability to effectively proIOOte joint
ventures for expOrt oriented industries, particularly in
the agro-industrial and re-export industry areas.

2. Co£POracion Costarricense de Financiamiento Industrial (COFISA)

USAID!Costa Rica entered into a $10 million project loan with
CO~ISA on september, 1982, to provide critically needed credit
to the private sector. Particular consideration for credit
under this project will be given to developing new and expanded
production for the export marketplace. The goal of the project
is to prOVide continUed support for this key credit intermediary
whose clients are some 300 Costa Rican firms and whose overall
foreign debt service requirements are extraordinarily large.
The project's threefold purpose is to assist in the solution of .
the current productive private sector liquidity crisis, to
enhance the sector's capacity to earn foreign exchange and to
reestablish the borrower as a aeveloprnent-oriented financial
institution.

The project will employ both dollar and local currency financing
to enable the COFISA to develop and manage a program of dollar
and colon sublending to the private sector and when appropriate
make equity investments in private industry. Giving priority
consideration to the recuperation and capital requirements of
the COFISA'S borrowers, the project will provide financing for
the restoration and maintenance of existing productive capacity



Annex VIII.A.
Page 4

as weil as for production growth and diversification. It is
expected that dollar denominated sublending will be extended
primarily to exports and colon sublending to businesses serving-
the domestic market. ·

Conditions Precedent to Disbursement were satisfied on September
30, 1983 and the fu-st disbursement was made in early OCtober,

" 1983.

3. EconOmic Support Funds (ESF)

Since May 1982 the local currency (colon) equivalent of ·$170 "
mdllion has been disbursed under the ESF cash transfer programs
in support of the GOCR's economic recovery program.

A substantial portion of the local curren~ generated by ESP
cash transfers are being used to finance three categories of
assistance for the private productive sector: a} $80 million
for use by the Central Bank of Costa Rica (BCCR) to help ensure .
the liquidity of the credit programs of the national commercial
banks; b) $35 million will be used to establish a special
discount line through the BeCR, which will be reserved for
participating" public and private banks, and from which credit
will be extended. to the private sector; and"c} grant funds of
$11 million were provided to a local PVO, the "Costa Rican
Coalition for Development Initiatives (CINDE) which is described
in detail in section III~A-5.)

The discount lines for the private banks are indirect from the
BCCR because legally a state bank or the Costa Rican Development
Corporation (CODESA) must act as an intermediary for the
discount operation to take place. Until the required legal
changes are made to permit direct private bank participation in
BCCR discount lines and other lending, this program will be
important to assist in the growth of private banking in Costa
Rica. The emphasis in this credit line is on working capital
financing for non-traditional exporters.

All private producers/exporters (inclUding agricultural,
agrcr-industrial and industrial) are eligible to apply through
the participating banks for credit financing. Priority
attention, however, is being given to small and medium~size

companies or cooperatives in order to maximize the developmental
iJrpact of the credit program.

The funds channeled through the special discount line will be
used to finance: a} working capital; b} the purchase of stock
for new companies or new issues of stock from existing firms; c)
to repay or restructure the local or foreign debt position of
local companies, and d} for capital equipment. The maximum
amount of financing permitted for each company is $500,000.

t"! \'"
l ..... ~ ...-;'
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The private banks have acted very rapidly to disburse these
funds to' the private sector. -Nationalized banks have not
re~nded as quickly and therefore.their pOtential role in the
prC?9~am has di.mi.nished.

4. Policy, Planning and Administrative Inprovernent Project (PPAI)

In May 1983 USAID initiated PPAI project in order to provide the
supplementary resources required by the GOCR and 'selected
private sector institutions for the effective implementation of
the national economic recovery program, and as an integral part
of this, an effective CBl strategy. Funds ($1.8 million) under
PPAI will be used to provide inputs to policy formulation,
planning, and design and implementation of management and
administrative systems, which are required to achieve the goals
and objectives of the CBl for Costa Rica.

The criteria for selecting activities'under the Project are that
they be critical to establishing and implementing economic
policy, plans, and managerial and administrative improvements
which $upport the CBI, and that they be· activities of a short or
medium-term nature.

5. Coalicion Costarricense de Iniciativas de Desarrollo (CINDE)

In March 1983, a group of prominent Costa Rican businessmen ana
distinguished professionals organized the COsta Rican coalition
for Development Initiatives (C!NDE). USAID has supported CINDE
by providing the equivalent of $11.0 million in ESF local
currency and $600,000 from PPAI for the operation of its
programs • The develotnent of CINDE as a business and industry
oriented local private voluntary organization is the centerpiece
of USAID's CBI strategy.

CINDE is a private, non-profit Costa Rican association which
grew out of a civic action group of key private sector leaders•.
These leaders are interested in playing a role in ~evitalizing

the Costa Rican economy while p~ornoting responsible growth, and
have in the past served in a key advisory role to USAID/Costa
Rica.

!
( t'~ \.~
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. CINDE's present activities are focus~ on the following priority
areas: .

a) social and Economic Development Activities Implemented
by PVos/Cooperatives

This category includes funding for social and economic
development activities, with special emphasis on
ernployment-generating activities, targeted to improve the
standard of Iiving of the rural and urban poor.

b) Export and Investment Promotion Activities

This category will include funding for training, and
promotion of employment generating activities in the areas
of exports and foreign investment. One such activity is an
IESC program to train mechanics for sewing operations in
the clothing industry in order to supply the technicians
required to service the growth of drawback industries in
this field. Another major effort is being carried out in
support of Costa Rica's participation in the November C/CAA
- CBI Conference. CINDE has assumed the leadership role
for the Costa Rican private sector and has assigned two
full time consultants to manage the conference activities
and to coordiriate with the GOCR. .

c) Awareness campaign

CINDE is developing a nation-wide educational campaign
through various media forms to educate· Costa Ricans in
specific areas. The program would promote drawback
industries as well as assist in combating misconceptions
such as that the value-added from assembly operations is
negligible, that tax exemptions have a net cost rather than
a net benefit, and that foreign capital ·exploits· low-wage
labor. prom:>ting agro-industrial investment and joint
ventures will also be included under the program•.
In addition to the educational carrpaigns and training
programs that may be directly managed by CINDE, other
complementary activities are being carried out by other
private groups through CINDE. Studies have been conducted
to analyze the potential for expansion of drawback .

.industries, to target foreign investment and to provide
marketing studies and product profiles for prospective
investors.
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d) Cooperation and Support of MINEX

Funds are being channeled through CINDE to support MINEX' s
development and implementation of an export and investment
strategy for Costa Rica. The Minister is an ex-officio
member of the CINDE Board and his activities are closely
coordinated with CINDE.

one example of this cooperation is a CINDE funded stuqy
which analyzed .the present constraints in Costa Rica to new
exports and industrial investments. The report made
recommendations regarding the legal reforms and incentives
requ~red to stimulate new industrial activity and
identified the type of operational guaranties needed to
promote Costa Rica under the CBI.

This activity report has resulted in the design of a
proposed -export contract- which would be offered to new
export oriented corrpanies by the GOCR, and would be the
cornerstone of MINEX's promotional strategy over the next
few years.

6. Minister for Eeeort and Investments (MINEX)

USAID, through its continUing policy dialogue, was instrumental
in the GQCR's creation of th~ Office of the Minister for Export
and Investments. The new Minister accepted his portfolio in
March 1983. The Mission's strategy is to continue to prOVide
the bUdget~ sqpport, through ESF local currenqy generations.

B. Non-Project Activities

1. Chicago Association of Industry and Commerce (CAlC)

Under the new LAC grant to CACI, a caribbean Basin Promotion
Center (CEPC) was established to develop trade and investment
promotion activities between the Mid-West and the Caribbean
Basin. Costa Rica and the Dominican Republc were the two
countries selected for a pilot program aimed at opening up new
markets and promoting investments under the CEI.

Ii,--,
; , L--'
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2. Costa Rican Development Corporation (CODESA)
, .

CODESA, the GOCR I S development bank and industrial holding
company is experiencing operational'and financial problems and
is attempting to redefine its proper role in the national
~conomic recovery program.

USAID/Costa Rica is assisting CODESA in the development and
implementation of a strategy for the future. This strategy,
co~led with the necessa~ technical assistance ,is intended to
provide CODESA with the guidelines with which to -divest- or .
reorient its current holdings, while at the same time this
strategy should identify and reconmend an appropriate role for
~ESA in COsta Rica I s future econanic deVelopment.'

3. Joint Agricultural Consultive Corporation (JACC)

Mr. Jim Thornton, President of Joint AgriCUltural Consultive'
Corporation, visited Costa Rica in September 1983 to explore the
possibility of establishing a local liasonoffice to promote
investments in the form of joint ventures in agriCUlture and
agro-industry. The Agricultural Chamber indicated a strong
interest in participating in the JACC program and has formally
requested that Costa Rica be strongly considered.

4. Atlanta Market Center CAMe)

The~tlanta Market Center (AMe) offers the facilities and
services required to bring buyer and seller together for the
purpose of promoting the sale and distribution of consumer
products in the national and regional markets of the United
States. AMC provides product display space on a permanent, as
well as, seasonal or tenporary basis. In addition, it annually
organizes and promotes same 50 specialized markets and trade
shows to facilitate the b~ing and selling process.
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IV. NEW PROJECTS (1984)

A. Market and Technology Access Project (MTAP) (960-4035)

USAID/CR has requested .(September 1983) that Costa Rica be selected
as one of the participating countries ip this centrally funded S&T
project. The project goal, to assist companies in LDCs increase
productivity and employment by providing access to new technologies
and markets, is consistent with the Mission's strategy. Furthermore,
both the Costa Rican business cor.tmunity and various GOCR institutions
are interested in the approach being pursued by the project in that
the principal aim is to develop collaborative ventures with small and
medium size u.s. firms.

The primary purpose of this project is to develop cost effective,
viable intermediary organizations and operating methods which assist
smaller firms in initiating the types of collaborative ventures that
will generate technology transfers and imProved market access.

B. Investment and Reconstruction Facility (IRF)

AID is presently ·engaged in investigating the feasibility of a new
Investment Financing Facility in Costa Rica, whose major objective
will be the e~sion of the export oriented private sector in Costa
Rica. Thip objective will -be achieved through the attraction of
foreign investment and technology, collpled with local investor
participation where possible. AID pr~ently envisions this facility
playing a compla~tary rather than a competitive role with existing
financial institutions, operating with a maxinll..un degree of creativity
and flexibility in order to achieve the objective.

. C.- Economic Stabilization and RecoveEY (III) (ESF Funds)

The Mission will continue to encourage the-GQCR to carry out a
structural adjustment program by providing much needed financial
resources to reduce its balance of payments deficit "and reestablish
export-led growth in the Costa Rican economy.

ESF programs are conditioned upon the execution of the GOCBfIMF
Stand-by Agreement and the adherence to its targets. In FY 84, a
third ESF program will "be initiated to provide badly needed foreign
exchange to imPort raw materials, intermediate goods and spare
parts. Local currency generated from the proposed $140 million cash
transfer will, to the maximum extent practicable, be channeled to the
private sector to help meet working capital requirements and take
advantage of opportunities to increase export production and
errpl?yment.

......

\
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TEL EGRj\Gl

USAID/Kingston 10287
dated 20 October 1983
re: CBI Imp1errentation Plan

for Private sector

IIIFO OCT-OO INR-I0 CIAE-CC Es-e8 DODE-DD ARA-an 1069 W
------------------025100 201552Z IJ8

P 2D1529Z OCT 23
FM AMEIIOASSY KIflGSTOl1
TO SECSTATE ~A:HUC PRIORITY 5876

UNCLAS SECTIOll 01 OF 04 KIIIGSTON 16287

AIDAC

E. 0.12356: rUA
SUBJECT: IMPLEliEIHATION OF THECBI - USAID/KIIIGSTOII UPDAT
OF STRATEGY OF AS31~TANCE TO JAMAICA'S PRIVATE SECTOR
UNDER TH E CBI.

REF; STATE 275252

1. THIS MES'iAtiE UPDATES TH~ CBIACTlO!l PLAll FOil JA11AICA
~HICH (\PPEARS AS CHAPTER II {PAGE 42 FFl OF USAID/J'S
PAPER OF riOVErlBER, 1982 EfHlTLED "1\ STRATEGY OF
ASSISTAtlCE TO JAMAICA'S PRIVATE SECTOR UNDER THE
CARIBBEAN BASIN INIT/ATIVE-. THE REMAINDER OF THAT
DOCUMEIIT REMAINS VALID AHD REASONABLY CURRENT.

2. THE COUNTRY TEAM'S CBI ACTION PROGRAM IS BEING
FLESHED OUT. IN THE TEN WEEKS THAT REMAIN BEFORE THE
CBI TRADE INCEIITIVES BECOME OPERATIONAL, VE YILL BE
CO~SULTltlG FURTHER VITH JAMAICAN PUBLIC AIID PRIVATE
SECTOR IIlSTITUTICNS TO DEVELOP A PROGRAM CONSISTENT
ViTH LOCAL NEEDS. OVERALL COORDltlATIOn OF CBI-ORIEtlTED
ACT IVITIES HAS BEE II A FUNCTI ON OF THE COUllTRY TEAtI AT
WEEKLY CCU"TRY TEAM MEETINGS. AT THE OPERATIOUAL LEVEL,
THE COl111ERCIAL ACTIOII C0:1:1ITTEE (C~CI :ERVES AS A
COOROIU,CI.TltlG tiROUP FOR CU-ORIEIITED ACTIVITIES. THE
CAC, FOR I,/HICH THE EC01l1COl1HERCIAL (E/CI SECTIOtl
PROV IDES A SECRET.~R IAT FUNCTI ON, IIICLUDES A CORE GROUP
OF THE DCM, AID DIRECTOR, EIC COUNSELOR, DIRECTOR OF
THE OFFICE OF PRIVATE EUTERPRI~E DEVELOPMEIIT, USDOC
OFFICER ArlD THE PAO. OTHER COUIITRY TEAM MEMBERS
PARTICIPATE ON AN AD-HOC BASIS.

3. USA ID/K ItJG:TOIl HA~ UIIDER\.IAY A BROAD RAIIGE OF ACTI VITI ES
~HICil \.Illl GREATlY BEIIEFIT fROM FA:i~AGE OF CIlI
LEGI:LHIOII. ACTIVITIES CURRErlTlY OII-GOlllG I,/HICH \JERE
DESCRIBED IH CHAPTER V, CBI'ACTIO~PRCGRAM FOR JAMAICA,
IN REF STRATEGY PAPER ARE:

A. TECHIIICAL CO/lSIJLTATIOII:i /HID TRAIIlIIIG GRANT:

THIS FlEXIBLE INSTRUI1E1lT Hil'; FlJrlDEU THE FOLLO~lItlG

ACTIVITIES OVER THE LAST SIX MOllTH~, WITH DIRECT CBI
LI /lV-AGE::

111 MARV.ETItIG PROMOTION PROGRAM ArID PRorl0TI0IIAL VISIT:i
FOR KIIIG:TOti FREE LOliE.

(zl ~rn!iTEGY lIIiD ACT! 011 PLAII FOIi JAlII\ I CA II.11T I0111\1

ItlVE:;rrlUIT PROll0TIO~ LTD.

(JI fWlIlICAL (;-:';1 ';TMICE TO rUfWI TitRE 1t1D!I'::TRY ron
EY.rORT:i.

(41 ~OL ;\R tlOOD Df<V IW. ~ I LIt f on oPoln FURll11 URE IlIOU;; IRY.

1:1) It:ClllliCAL il;;~I~IArILl 10 Clil:./'iICAI. II,UU:;lflY, ItIGLULJINlJ

ALUl11111iJI1 :;ULPHATI:, SAL r, AIW CALCllJl1 CIlRIlOll!\TE
PRODUCT I orl.

ffil AGRO-21 - TECHNICAL ASSISTA~CE TO MAJOR AG~ICULTURAL

AHD AGRO-II/DUSTRY DEVELOPMENT PROGRAM.

(7) FUMIGATIOII AND III::rECTIOIl FACILITIES FOR E,;PO:n OF
FRUITS, VEGETABLES AIID HORTICULTURE TO U.S.

~I TRAINING OF JIlIP AV FOMEHTO, PUERTO RICO.
~I ASSISTAIICE TO PRIVATE SECTOR ORGAIIIZATIO» OF JAMAICA

TO DEVELOP COMPREHEnSIVE ECOHOMIC POLICIES TO TAKE
MAXIMUM ADVAIITAGE OF CBI PROVISIOIlS.

un) TEC!1!IICAL n:SISTAtjCE TO IfIDI\JIDUAL SUG-SECTO~~

THROUGH I.E. S.C.

(11) MARKET ING OF HAllO I CRAFTS THROUGH ATlAtlTA MERCHAND I SE
HART.

B. AGRO-INDUSTRIAL DEVELOPMENT PROJECT:

THIS THREE YEAR P20JECT IS PROVIDIIIl, lJ:rS.J IilLLlen
THROUGH THE U.I1.l\ICP.rl AGRICULTURAL CREDIT BAI:K (ACSI
YHICH VAS CREATED III 19&2 TO PROVIDE CREDIT TO THE
AGRICULTURAL SECTOR. THE AGRO-INDUSTRIAL DEVELOPMENT
PROJECT VILL PROVIDE:

U) FOREIGN EXCHANGE ArlO CREDIT FOR IMMEDIATE FINANCING
OF EXISTI~G AGRI-eUSI~ESS OPERATIOtlS.

~) PRE-IUVESTMENT FU~DS FOR THE IDENTIFICATIO~ AIIO
DEVELOPNEMT OF ~EY AGRO·I~DUSTRIAL PROJECTS.

lJ NCL,~S SIFI [D
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1·ELr. f' ,"'t ~ 1. L. iHHfi

------------------025337 2016232 143 38

UllOER llll~ FACILITY, A POOL OF F1J110S TOTALLHIG J13,9
MILLION IUS15 IHLLlOIH HAS BEEtI 11/10E AVAlllIIlLE FOr.
LOAHS AIIO OTHER IUVf:i1MElITS Irl AGlllhlJ~llIESS AllO OTHE~

FABRICATlrlG ArlD "AHUF~CTURIUG ENTEkPRI:ES LOCATED I"
RURAL AliEAS. Ii I0':; BUREAU OF PR I \J(\TE EflTERPR I SE III
\.tASHlIl~TOII MADE US12.~ MILLlml III FOREIGN EXCHMIGE
AVAILABLE TO THIS FACILITY AND LirE CF JAMAICA HAS

MATCHED THIS ArIOUNT III JP.HAICAU DOLLjlRS.
ELIGIBLE BORROUERS IIICLUDE:

1'lIlli';T tOl';] 01 or '·l '.'(jl~J4l :,', 14 U:'41(l1 IIIO'ien:;

1'1,/111 CIII/;11 11111 ',f '; 1.'1 () iltt il. t, 1\, Ii, I, I i: I!. ~. I ill::

rIEPO:;.JTll~Y OF nJ/w::; I~; DE:;IW~D TO IllLO\.l 11IDU'..IIIII',
I)E:;IROU~ OF Ei'POftTlllti TO tltE IJ,~. IJIIIJEIl THI cnl ACCE3:;

10 'It'I'IHJl'JllhH I IUiIfWllJ.

D. LIFE OF JAMRICA:

oODE-OO ARA-aaINFO OCT-OO COPY-Ol 'flR-10 CIAE-OO EB-oa
I07{J \.I

"I\',E 0]
ACrlii!l illO-LlO

ACTIO~ DFFICE LADR-U3
IIIFO lAOP-03 PPCE~UI PPPO-02 FM-n1 FLD-01 STAG-02 :AST-OI

ES-Ol AAlo-Ol COM-02 ::iTrA-01 TR~Y-O~ RElO-01 MA~T-Ol

LACA-03 PRE-al 1032 A3 121

P 2015292 OCT 33
FM AMENBASSY KlrlGSTOtl
TO SECSTATE \.IA~HDC PRIORITY 5877

UNCLAS SECTION 02 OF 94 KIHG$TOII 10287

AIDilC

E, 0.12356: fliA
SUBJECT: 1f1PLENEUTATI0f1 OF THE CBI - USAlo/l<lrlGSTON UPDATE
OF STRATEGY OF ASSISTArlCE TO JAMAICA'S PRIVATE SECTOR
Uf~DER THE- CD I.

(I) EllTERPRISE~ \.IHICH ARE AT LEAST 51 PER CErIT O~I/IED BY
JAMA/CAfI CITllEriS OPfRATlllG OR IrlTEI:CtNG TO OPERr~H If!

AGRI'UU~IIIES~, IHCLUO'"G FOOD P~OCE~:ING AIID PRODUCTION
OF SERVICES AflD OTHER PRIVATE EIITERPRISE3 AflD IHDUtTllES
RELATED TO AGRI-BUSlrlESS.

~) OTHER PRIVATE LABOR INTErlSIVE ENTERPRISES IN RURAL
AREAS.

(3) U.S. CONSULTAUTS TO PRIVATE AGRI-BUSINESS FIRMS TO
ASSIST III CMli1YIUG OUT It::;H.LLATlon ArlO START UP or liEU
OPERATIOHS, TROUBLE SHOOTlliG OF TECHNOLOGICAL PROCESSES,
AND ANALYSIS OF NAIIAGEMEUT PROBLEMS.

(4) TRAINIfIG FOR PRIVATE SECTOR AGRI-B\JSltlESS STAFF OF
SELECTED JAMAICAH FltlANCfAL INSTITUTIO~S IN AGRI-BUSINESS
HIVE sn~EUT DEVEL OPMENT AIID PRONOT I 011.

(5) STRATEGIC PLAfHllNG, PROl10TIOUAL ACTIVITIES AtlD .
PRE-FEASIBILITY STUDIES TO ACCELERATE I~VESTMEUT IN
AGRICULTURAL ACTIVITIES, ESPECIALLY FOR NON-TRAOITIOHAL
EXPORT CROPS.

THIS PROJECT :HOULD STREUGTHEN SMALL TO MEDIUM SIZE
PRIVATE AGRI-GUSlflESS EIITERFRISES BY IMPROVIUG LAND,
EXPAIIDIIIG THEIR O?ERATIOrlS, AriD RE~TORI~G THEIR
PRODUCTIVITY. TARGETTED FOR EX?Arl::I Otl ARE EMPLOy/IEIIT,
GROSS EARNIUGS, PRODUCT IOU, PRODUCTIVITY, EXPORTS AND
THE USE OF INDIGEUOUS AGRICULTURAL PRODUCTS.

(3) ENTERPRISES \.tHOSE TOTAL IIET FIXEC ASSETS DO NOT
EXCEED J1900, ~r:iJ.

THE MAXIMUM LOAN TO AllY ONE EUTERPRISE SHALL NOT EXC~ED

JS990, eas, HALF rl~ LOCAL CURREIICY AIID HALF IN U. S.
DOLLAR EQUIVALEUT. LOANS HAVE A MlfllMtiM TERM OF FOU~

YEARS AND A MAXIMUM REPAYMEIIT PERIOD OF SEVEN YEARS.
THE INTEREST RATE TO BORROUERS IS 15.35 PERCENT, ~IT~

THE BORROIJER CEi.RlfIG THE FOREIGN EXCHAUGE RISK. HITrl
THE ADVEtlT OF CB I OPPORTUU I TIES, ITIS HOPED THAT
THIS FACILITY \JILL PROVE MOST USEFUL.
E. ROYAL BANK LOAN PROGRAM:

THIS AGREEHEUT \.lAS SIGIlED JULY 13, 1923, BET\JEEU PF.E
BUREAU AtW TilE ROYAL BAtIK (J A.) LTO. ITIS DES IGtit 0
TO PROVIDE ASSiSTANCE TO RURAL-BASED JAHAICAU BtJSIt:E3S

C. BASIC SKILLS TRAItHNG:

THIS PROJECT PURSUES A FOCUSED ArlO INTERIIALLY IIITEGRATED
APPROACH TO HEETIIIG THE LOUG AND SHORT TERM TRAIUIIIG
RECU IREMENTS OF JAf1A ICA' S PR I VATE SECTOR. PROJECT
ACTIVITIES \.IILL FOCUS atl FOUR AREAS. THESE ARE:

III ASS I STArlCE F'0i! THE ItIST I TUT 10UflL OEVELOPHElIT OF THE
HUMAn EMI'LOYMEfH MID RE$OURCES TRAIUIfIG (H.E.A.R.T.1
TRUST, \lHICH \JILL AMOflG OTHER THI~GS, REC,ULATE,
EVALUATE, F'UrlD, PRCfl0TE ArID COORDIIIATE !lEV AllO EXISTltlG
SK ILL TRAI III rIG PROGRAf1S.

(2) UPGRADIU(i AUD EXPAUSIOtl OF 1I0U-FORtlAL :KILL TRllltlltlG
PROGRAI13 AriD :;ER'JICE~ IJITHItI THE MtflL::TRY OF YOUTH A:ID

COllHUUI TY DEVELOPHEIIT.

(3) UPGRADItIG AriD EXPMI')IOtl OF FORt1AL TECIfII/CAL LEVEL
SKILL TRAI!iltilj ,ER'JICE:i AUD FRQGRAf1') IJliHifl THE

MIIlISTRY OF EDUCill10fl.

(4) E:Tf.BL r:liflUIT OF 1\ PEIJOl'JlWi l()lIrt/ljfllitlT FIJlIn,
ADlllll1:'TERF:D [;1 lfli II. r. ,1. R. T. lIw:.r, TO HIII'i!.r f'flIVAiE
film ('IJlille :;IJ.TOil ()HII:"!lIll\Tln!l'~ [t) GBT/Illi ';:!r!': [::(f1T~RY

1it:)UIJRcr:; TO CMlRY OUT :;KILl TllAllllrtlJ PHo:,nfil1'; or

UNCLASSIFIED
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~,"IlJ'~ T 1(1'1:11 rn or fP i:l! f,fln
Kille.:. rOll Il:i;llM.: ..

UNClAS SECTION 03 OF O~ KIIIGSTON 13287

11I~0 ~E..!!:Ql lit-flO IHul IIh LtlH

------------------02S~26 2S1G23Z 141
P 291529Z OCT SJ
FM AMEIIBA~SY KIllGSTOU
TO SECSTATE ~ASHDC PRIORITY sa7S

B. PARTICIPATlOfi HI A ~ERIE:; OF PRono-
TIOHS ORGANIZED BY ENBAS:;Y COMMERCIAL OFFICE TO GIVE
BROAD COVERAGE TO CBI PARTICULARS.

C. SUPPORT OF .II~IP III Tl;RGETTIIIG APPROPRIATE U.S.
COIIPAHIES FOR IIlVESTMENT AriD JOIfH VElI1URE5. IUCLUOED
IU THIS IIULTI-FACETED EFFORT ARE:

A. r.:iTAlJll:ltl1HIT oF" At! ItIOtJ::rIlIAl I)[VrI.OPI1EUT DIVISi(j11
\.IlllIlil Iltt lJHIl:l Ut l'iil1iidL 1I1I1i;f'!1I'~l Ut:.'IU(;f'I:Llli IU

IJORK DIRECILY \.11111 IIWU:;lHllll. ~,lIfl·:;fCT(jr.:; I-IlllCh \.IILI.
110ST CLEAlllY BErlEFIT FrlOr1 CHI I'flaVI~lmI5. IlliTIAl
SUH-:;EcrOrl:; IllCLUOl F1JHIIITUrIE 11A:II.1FACIIHIIIIC, ;'\1/0

FOOD PROCf~$IIIG. FUllDIIIC: FOil ~UPPORT ACTIVITIE5 COI'IE:;
FROM TCTG ArlO LOCAL CURRENCY TRUST FUllDS.

DODE-OO 'ARA-OOINFO OCT-OO copy-at INR-l0 CIAE-OO EB-OS
IOUJ \J

AtTIOll OfFICE lADR-OJ
IIIFO I.II1JP-OJ I'PCE-Ill PPI'B-02 FM-lJ2 FLD-Q2 STIlG-02 5A~T-Gt

ES-Ol AAIO-Cl COM-Ill STFA-OI TRSY-OS RElO-OI ~AST-Ol

lACA-03 PRE-Ol 1032 A3 211

E. o. 12Jjll: ll/A
SUB.IECT: I MPlEl1EIlTATIOfJ OF THE CBI • USAID/lWIGSTOll UPDAT
OF STRATEGY OF ASSISTAllCE TO JAMAICA'S PRIVATE SECTOR
UNDER THE CBI

OPERATORS AND SMALL FARMERS. UllDER THE AGREEMEllT,
USAID ~ILL G!J~Ri;llTEE 50 PERCEllT OF LOANS rOitlLLlr:G THE
JAMAICAN DOLLAR EQUll/ALEllT OF USI4,QOO,C30, \.IlIlCH \JILL
BE LOANED BY THE ROYAL SANK TO ELIGIBLE BORRO\.lERS
AMONG THE TARGET GROUPS. AUY HID IVI DUAL, ORGAlll ZED
GROUP, CDMPA~Y, CORPORATIO~ OR ANY ORGAHIZATIOU YITH
MAJORITY JAMAICAN OIJNERSHIP, THAT IS EHGAGED
III AGRICULTURE, AGRI-SUSlllESS, MAUUFACTURlllG,
OR OTHER SMALL BUSIHESS OUTSIDE THE CORPORATE AREA IS
ELIGIBLE TO APPLY FOR LOANS. LOANS WILL BE.HADE FOR
THE PURPOSE OF PURCHASIIIG EQUIPMENT OR OTHER CAPITAL
ASSETS (EXCLUDltlG REAL ESTATE), AflO FltJAI1CE \.IORKHIG
eAPITAL "EEDS OVER A PERIOD or ONE TO SEVE" YEARS.
THE M~.XH1UM LOAII AMOUtlT \JIll BE JlSO, 000 ArlO \lIlL
EllCOURAGE SHALL SCALE ENTREPREIIEURS TQ.tAKE ADVANTAGE
OF BOTH IMPORT SUBSTITUTIOll A~D EXPORT OPPORTUllITIES.

- ItIVE ~TO~ IHT ITUDE ~UR IJE Y, III PilR i IJIIDERT AIU. 11 BY U. :i.
BUSIIlESS COMMITTEE;
- PARTICll'lITIOf. III IHVE:;Tl1ErlT :EMIHAR AT ROSE HALL,
HOHTEGO BAY, ItI UH ICH TOTAL U. S. PRESENCE \lA::
MOBILIZED IIICLUDII1G SECRETARY OF COMMERCE BALDRIGE,
AMBASSADOR HEWITT, DEPUTY CHIEF OF MISSION WARIIE,
MISSION DIRECTOR READE, AIID A SUBSTAIITIAL PORTION
OF EMBASSY/MI5SIOti STAFF; AIID

- SUPPORT FOR JNIP ACTIVITIES IN HEIJ YORK AHD KltlGSTOll
PROMOTING CBI OPPORTU~ITIES.

5. THE MISSIOI~ ALSO SUPPORTS PROGRAMS SUCH AS THE
NATIONAL DEVELOPMEtiT FOUNDATICII (WITH PADF) PROJECT
LENDIIIG TO VERY SMALL BUSIIIESSES \.IHICH ARE CONSI~TEtiT

IHTH THE PR IVATE :ECTOR THRUST OF THE CB I, BIlT ARE
NOT LIKELY TO IMPACT O~ JAMAICAN EXPORTS TO THE
U. S., ETC.

6. MISSlorl CURIlEflTLY DEVELOPltlG THE ~OLLO\JING CSt
ACTIVITIE:i:

A. SUPPORT TO J AHA J CA EXPORTERS ASSOC I AT ION.

F. PRIVATE SECTOR DEVELOPMENT BAI1K:

USAID IS ASSISTIIlG A GROUP OF JAMAICAII BUSItIESSHEIl III
THE FORMATION OF A PRIVATE DEVELOPMENT BANK. THIS
IHSTITUTIOIl \.IILL PROVIDE A RAI1GE OF FIIIANCIAL SERViCES
DESIGNED TO PROMOTE "EU EIlTERPRISES AND EXPAIID EXISTIIlG
FACILITIES. FlflAflCIAL ~ERIJICES \JILL IflCLUDE LONG-TERM
PROJECT FIIIAtlCItIG, UI1DERIJRITlrlG OF flE'.! ISSUE~,

HIVESTMEIIT PACKA&IfIG (\/HEREBY A" I\PPRO?RIATE 111X OF
DEBT AND EQUITY IS EROUGHT TOGETH£R FROM LOCAL AIID
IllTERflATIOIIAL SOURCES), AIID AT TillES Pfl,RTICIPATIOfl ItI
EQUITY OR QUA31-E~UITY. CAPITALIZATION OF THIS
DEVELOPNEI1T BA"K IS EXPECTED TO REACH US1S HILLIOU
DOLLARS. USAID ArlO PRE BUREAU H;i'':E Uf:DfR~IRITTEtl THE
COST OF AN II1ITII\L FEA~IBILIT'f STUDY, MIO TIlE HI~SIOfl

HJ'.S PROVIDED :;UPPORT FOR THE IIiCORPQflATIO" OF THE GROUP
or IfllTll\l Ifl\rE:iTOR:, IJHICfI I~ flO\.l TlI~,lflG PlflCE. THE
CliP ITAL ~TRUCT1fnE IS EflllI :;;:GfO AS Il,PPROXllll1TELY 60
prR CEtIT JJlMI\ICIltI, MHJ 40 f'FR CElli IflTERflATI orlllL.

USAID HA: flOTIFIED THE U.S. COIIGflESS OF IT: PLAlIS,
AflD HA'; nUUfjETEO U312D MILL IOfi TO BE LErIT TlIROIJfJH
Till S I USi ITUT 1Oil OlJEH litE riEi:T THPfE 'iEf.ii:.. TH I S
Pr,OJlCT liAS lMll,1J 1:;!1 Ill', UIHll COl lECd:tllTIOtl ~i1\';

PA-;:'ED. hT PIlE:;rrlT, lillTl/Il IfI'JE:rOH (J!lrJIIP {;rI"EMl~j

COfIF Joun MID IflTEHF.iTl 0 D[';P I Tf ~n I'fRltnP:; IlECnIJ:;E
or P.lfAK rOi/EICdl £XCHMII",E PICTlIRE.

4. OlHEfl ACTIVITIE:; HECf.tlTLf Ifi:;T1TUTlO U{ IJ::AIDI

lH ~ CL1\ SSir lEO
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Tr LE{' q f\ :' fI[. ';~ h lUll
Pilflr. ill r 111'::1 lli'L~7 fJ4 or Uot :'Ul!IOll
,~c I 10:1 1\ I U.ULJ

Illro ~t[':'l!... l/hJO 1001 Ab LIm

ACTION orflCE L~ou-UJ

I~FO LAOP-03 ppeC-Ol PPPO-02 FH-S2 FLD-02 ~TAG-02 SA:T-OI
ES-Ol AAIO-Ol COil-In :mA-Ol TRSY-05 RELO-iil HAST-Ol

LACA-OJ PIlE-ut IOJ2 A3 221

Kith:;] IWlli7 (1.\ or 04 illli,jlll '~'I~) LJj4iU;; I\IW·f.41

III IIIE rlLI.U I:.; HI.·~O 111I'Uli]I'.!il. iI'; 'iOII,lJ, rilL
NIS::I01l PI\IITICIPnIF~ III filE CAC T1li\T [';Tnlill:ill[:; THI.

OPEflilTlOIlAI. f'RIOIlITI[~ FOil PHOliRAII:; 1'1l0HOTIIIG
lilL t:1~1. l.iJfl'ilh:;LU, rill Ill: i;ui!j;:'i. ~i;.i';·RTIClf'{iH.·;

II~ TIlE U:iAIU/J COIINITrEE'. THAT llOtlll:J!l TH TCrG f'HOIIRill1
AND OTHER PR IVATE ::ECTOR DEVfLOrl'lEllT PROGRAI15. lDR/lrTED:
OPED: TPEIWERiAPPROIJED: 01 R: LREAOE) t HE\.II IT

INFO OCT-DO COPY-Ol ItiR-IO CIAE-OO EB-oa
leUJ \.I

DOOE-OO ARA-eo

------------------026230 2e162GZ 144-3&
P 201S29Z OCT 83
FM AMEMBAS~Y KIHG~TOH

TO SECSTATE ~ASHOC PRIORITY 5879

UNCLAS SECTIO~ O~ OF 04 KI~GSTOU 10287

AIDAC

E. 0.12355: iliA

SUBJECT: iMPLEMENTATION OF THE CBI - USAID/KINGSTOH UPDAT
STRATEGY OF ASSiSTANCE TO JAMAICA'S PRIVATE SECTOR
UNDER THE CB I.

B. SUPPORT TO JAMAICA MANUFACTURERS ASSOCIATION.

C. SUPPORT TO JAMAICA HOTEL AHD TOURIST ASSOCIATION.

D. SERIES OF PROMOTIONS, SPECIFIC STUDIES AHD MARKET
DEVELOPME"T FeR SUB-SECTORS VHOSE EXPORT POTENTIAL
IS MOST E~HA~CED BY CSI PROVISIONS.

7. HI ALL OF THESE ACT I VI TI ES I \olE ARE EtmEAVOUR I NG
TO COORDlflATE CLOSELY \.11TH THE EtltJ\SSY EIC SECTION,
VHICH IS·CARRYING OUT AN ENHANCED PROGRAM OF TRADE
AND IrlVESTflEHT PROMOTION. THE PRINCIPAL CBI-RELATED
FUUCTIOUS OF THE EIC SECTION ARE:

- DISSEMItIATIOH OF ItlFORIlATIOt·1 (THROUGH BROCHURES,
SPEECHES I SEI':I~AR~) O~ THE CBI TO All INTERESTED
PUBLIC A~U PRIVATE SECTOR PARTIES;

- ORGANIZATIO~ OF TRADE A~D IHVESTME~T HISSIO~S IN
BOTH DIRECTIC~S;

- TARGETTEO SEARCHES !USING OPIC A~D OEPARTMEIH OF
COMMERCE OFFICES, BOTH Ifl \.IASHItIGTO~ AHD THE FIELD)
FOR SUPPLIERS, MARKETERS AND JOINT VENTURE PARTNERS
FOR ACTUAL ANO POTENTIAL JAMAICAN EXPORTERS;

- COUNSEL I tlG FOR BOTH U. S, arlO JAt1AIC~1I BUSIrIESSHEH;

- MARKET RESEARCH.

8. THE flC SECTlorl IS ItlCREASlflG iTS STAFF TO DEVOTE
HORE RESOURCES TO CBI BUSINESS PROMOTION ACTIVITIES.
A USOOC TRADE SPEC I tiL IST IS Ofl DETAIL HERE FOil A YE.AR.
IN AODITlot~, A. BU::ltIES:iHMI 011 DETAIL TO THE U~G UNDER
THE PRE~IDEtlTIAL UlCUTIVE EXCUA!lGE PROGRAH fPEEP)
IiILL BE ARRIVIIIG :;OOti TO \JORK \lITH 11.~. IIIVE:;TOR:i.
\IE EXPECT THE ElC ::ECTIO!I WILL COliTPlliE TO COtlCEllTPi\TE

01·' EXPLOITIIIG IHI1EDIIIT.E COMMERCIAL OPPCRTUIIITIE:: \.JHILE
USAID/J'~ ROLE \JILL FOCI):; 011 BI1ILDIfIG UP THE

CI\PABILIT'i OF J,;ilMiCA'~ PRllJAiE AlID rlJj;llC :ECiCR

III':;TITUfIOIl: TO nE:FOilD TO :1JCH OPPORTIJriITIE3.

9. FROM OUR PERif'(CTIVE, IT I!OIJ[ 0 /If'Pfl\P' TlinT Tf1F enl
PRO()!l~Hj OF U';AIO ~1I01JLO DE GI.1:;El( f;()I!llfJllllIlf.O ilITl!

TIlE IIlGilEi\;'[O t;eTIVI1IE'~ OflflG 1IIiorr:T;lkF.!1 WI OTIIF.1l

AGfIlCIE~, COI1l1ERC[ III PAnT/CULIlI!. ClO:;[ COOIiDlllIlTIOII

IJ NCLI~ SSIFIE 0

I, f
~.. f\ \..\\v '



ANNEX VIII.C.

TEL [ GnFd'/l

Santo r:omingo 8718
dated 25 OCtober 1983
re: USAID/Daminican Republic

CBl Implerentation Plan

I~FO OCT-OO CIAE-OO EB-03 DODE-OO ARA-lJO IllS9 Y
------------------277&26 2blJOlZ /J3

P 2S2030Z OCT 83
FM AMENBA3SY ~ANTO DOHlrlGO
TO SECSTATE ~ASHDC PRIORITY 4430

UNCLAS SECTION 01 OF 97 SAIITO DOMI~GO 3713

AIDAC

FOR: DUIGHT JCHNSO~, LAC/DR

E. O. 123SG: II/A
SUBJECT: 111PlEMENTATION OF THE CBI

REF: STATE 275252

1. SUI1MARY. liS REI)IJEHED Itl REFTEl, THE FOLlQl.lltllj IS THE
MISSIO~'S UPDATED ACTIO~ PROGRAM OF THE cal IMPLEMENTATION
PLAN. END OF SUMMARY.

2. cal rMPLENEt/TATION STRATEGY. THE MISSION'S cel STRATEGY
PURSUES THE GOALS OF INCREASED EMPLOYMENT AHD INCOME AIIO
IMPROVEMENT IN THE DOMINICAN REPUBLIC'S FOREIGU EXCHANGE
POSITICN. THESE GOALS ~ILl BE PURSUED IN THE CONTEXT OF
EQUITAELE ECONOMIC GROYTH AND DISTRIBUTION '" A DEMOCRATIC
ENVIROllliENT. III REACHING THESE GOALS, THE MIS:iIOil HAS ~ET

INCREASING EXPORTS AND INVESTMENT III THE DOMIIIICAII REPU6LIC AS
THE PURPOSE OF THE MISSIOII'S CBI PROGRAM.

3. TO ACHIEVE THE PURPOSE OF THE PROGRAM, THE MISSION HAS SET
THE FOLLO~I tlG MED IUN TERHll -3 YEARS) OBJECTIVES:

';hUIO (l:;}J.; al 01 r:l ':'bl::~!! J.I:'! l!',(t~,';:j AIf)(j~13

/itIJIJLJIII /111:1 II;W1UH lit-Oil I:;. ItI.CUIIL1, ~ 1I11,IIlY /.,Ui:lJllL!J iillU

l'ARTII,;lilARlY \If I I I;OIIlIECfI;O I'EIi'~1l1l fHON TilE 00111111£;;:// f'llIVAfE
IlAIII\IIIti ~I;GtOII 11/\:; UI[II Af'I'OItIlI.IJ iO 11(1\0 C[[jUPfi:. fill:;
IflU I '.J IlHII:1 IlA~ ~IIU\olil C(JIl.;' ulhlil:l. t i III U:t ,;I : Ii liid',l II'/

51GI1IFlCAlIT ClllllIG£S fl(GAiIOIIIG GO!JU:1Il1tIlT EXPOt<r i'{JlICIE::. tHE
MI::iSIOlI VlElJ$ THE Otv£lOrrlElIT OF TilE ItI:iTITUTIO:lnL CAPIiIJILITY
OF CEDOPEX A5 All IllPonTAIH mArl:; T.O liEU' E:;TP,IlLI:;H A ~TflOliG

HFORT PflOMOTIOIl PROI/RAM, A$ \lElL II;; All ADvnCI\IE OF R£FORliS III
OVERALL POllCIE:; AIMED AT EXPORT EXPArl:IOII. U~AID itA:; PI10VIlJED
"HROUGH THE PRIVATE :;ECTOR DEVELOPMEIIT PROGRAM) DR PE:O~

loa, COO III ::iUPPORT or THIS ORGAIIIZATlon.
D. ESTABLISHMEIIT OF A::iTROrlG GOUR INVE~TrtEIIT PROMOTIOII

IUSTlTUTIOtI. IrlCREA::ED IrJlJESTrlF.rIT III THE [JO~IIUICiI:I REPUBLIC
~ILL REOUIRE THE OEVElOPMEHT OF EFFECTIVE NECHAIII~MS AHD
SYSTEMS TO INFOR~ THE PRIVATE SECTOR OF AREAS OF IIIVESTHEIIT
OPPORUtllTIES AND 00 A:;SI::iHTlIOSE IIITERE$TEO IN Ilil,KllIG

CVE STtiEllTS. THE GOOP-l HAS RE CEtlTl YES TABl/:iH ED A FORE I GIl
IIlVE-;H1EIIT COlllllS:IO!I TO r1EE1 THI~ HEED. t1SAIO Hfl~ PRall/OEO
(THROUGH TltE OIiGOlillj i'RIIJATt:: :ECTCR DE~EL()?11fIlT f·~OG"!\I1l DR

PESOS lOO,nalJ TO SIIPPORT THIS IIElollY CREI4TfD Of!'jAl:IIATIOIi. PO
ArlO S FlJiW3 (OCLS. 71,Dom IlI;S AL~O 6E£l-1 PROVIDED FOR TECHIlICAL
ASSISTA~ICE, SEMltlARS A110 \.lORkSHOPS, AW: OIlSERVATIOIl T:1IPS TO
VARIOUS PARTS OF THE \/ORLD. THE MIS::ilorl BELIEVES THAT HE
COt/TIt/UED DEVElOPHEIIT OF THE It/STITUTIO~AL C
PAalllTY OF THIS
ORGAIIIZATION IS VERY IMPORTAIIT TO TIlE ESTABLlSHllE!IT TF A VIABLE
GODR l/iVESTl1Er1T pnr:I1BT )0:1 Pi?i\:RAI1.

3. ESTABl/SHMErH OF EX?ORT PRONOTlorl FUUDS. ItlGREASED
PARTICIPATION OF THE PRIVATE SECTOR III EXPORT ACTIVITIE~ YILl
REOUIRE IMPROVED ACCESS TO CREDIT ArlO TECHUICAL ASSISTt.IlCE,
PLAHllltiG STUDIES, ArlO IIiCREASED PRIVATE VOLUNTARY, ORGA~IZATIOt/

~VOI ACTIVITY. UIIDER THE PRIVATE SECTOR DEVELOPMENT PROGRAM
(LOAr~ 517-l\-1l39) DR PESOS 23 MILLION \.lAS PROVIDED FOR

AGROIUOUSTRY AND EXPORT CREDIT, DR PESOS 1 MllllC" UAS BUDGETED

A. REDUCTIOII OF COIISTRAINTS TO EXPORT. TH£ MISSIOrl VIEYS
THE REDUCTIC" OR ELIMlrlATIOII OF CONSTRAIIITS TO EXPORT: AS A
SIGIlIFICANT OBJECTIVE. PRIUCIPAL AMONG THESE COrlSTRAllITS ARE
EXPORT OUT IE~, FORE IGfl Ei<CHArlGE SURRErlDER REI)U IREMErlTS, AND
BUREAUCRATIC ArlD ADMINISTRATIVE PAPERUORK REQUIREHEtlTS TO
OBTAIN EXPORT L1CEN~E~ ArlO eErIEFITS. THESE ARE COtlSIOEREO KEY
COHSTRAIHTS TO IrlCREASED EXPORTS. THE CBI PROGRAM WILL
THEREFORE FOCUS POLICY DIP.lOGUE MID FltlAUCIAL RESOURCES OU THE
REDUCTIOU AriD ULTltlATE EllllltiATIOIl OF THE:E COtl:;TR,AltlT:.

B. REDUCTICfl OF CCU~TIlAIIIT:; TO IIIVESTtlEflT. ALOtlG YIr'H THE
FOREIGtI ~URRnIDER REaUIRE'~lFtlT~ MID DUTIE~ DI$CU~SEO ABOVE, A
PRlllCIPAl COllSTRAltJi TO ItlVE3iMCIH IS THE RE~Tr.IC11'1E PRICltlG
POLICIES I.IIlICH IIiHIBIT TlfE DE1JElOPI1EtlT OF PRorlHBlE
1IIIJESTt:EHTS. THE CIlI PRO(dUl1 I,/IIL FCCU~ OU A OI!\LOGUE
COrlCERtllllG THE REOUCTIOlI AlID E\lF.tITUAl ELIl11t1ATIOIi OF PIlICE
CCtITROl~ 011 A UIDE I:AtltiE Of Pf:CDIJCTS. IU ADDITIO'J, lACV. OF
DEPEIIUI,IlLE (JII';; IC. IIIFRASTrlIJeTUR£ IE, G. ROI\D~, IRR I(jAT 1011, AIID BES 7 A \j/UL..~[JJ~E COpy
ElECTflICf,l S[r.VIC[~1 RE:'TRICT nEVElOPI~[lIT OF THE PRIV(\iE
SECTor;, \.1111 LF. TltF. Cr.1 f'ROljr~11 ItA~ MOE A!J,~III;Iil[ RD PE:;O~

10 l"IIlllOIi TO HELP !tlPROVE THE IJA::IC l"rnA~TRIICTIJRE

REQIJIREtIE:IT'i UIIDER THE PfllVATE 'ireiOR UEIJElOP'1Etil PROGRAM (LOAr/
5IHI-OJ9l, IWRE RF::'Oljnl.E~ i\wE liEHlED.

C. r~TAr.ll·;ltrlErIT r,r .1\ VlioP.lF. GOlifl F/POflT PHonoTIOll
IlI';TITIJTIOII. ~IIIC[ /,I)rjl1';T !9~3, THE GODIl fll\~ ';Hmiil IIlCPEA:~[J

1I11F.1i£::T III M:D lill:; lfl~rtl J".TIOW; 10'.i,,110 DE'itl OPI11'J IIIIUCII
STl!l)r:',rn pllO',nl,ll ill f!;[lilOTI r ;'i'IWL. rllF. nf;111'1IUtl r.r!J rF'R ~I)R

f.Yf'Ofil Hlf)!Wj U1~! 'Cl!i(Ji'Ct., I:. Pit f'illlll;lf't~L 1,8i'ill IILfl 11:1 Inil 11\

[XrIlE~:;lutj or TIll'; ltiH!lE~l. IT:: I'RINCIf'fll F'IJllCTION l~ TO

UNCLASSIFIED
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TELE CIU\M

AIDAC

UHCLAS SECTION 92 or 07 SANTO DOIIINGO &718

FOR: D\lIGHT JOHUSort, LACIDR

P 2~ 203 Ol OCT 83
FH AMEMBASSY SAIITO 0011111(,0
TO 5ECSTATE ~ASHOC PRIORITY 4~3t

4. ACTI O~IS PL ANIlED TO IMPL EMEIIT C81 PROGRAM. Itl PUR::U ING THE
OBJECTIVES DiSCUSSED ABOVE, THE HIS!IO~ HAS DEVELOPED AN
INTEGRATED PROGRAM OF PROJECT AND liON-PROJECT ACTIVITIES. A

BESiAVAIL/,;DLE COpy

':/111£0 W:71B (J'l r.r nT '~lPI<,! !')Il rr,"',1.9 A10I'J'!'j

lL.G., 1'1,<:111.',111', !I !IiI (/1'01,1 OJ JllIlIlI UMIJ.!IA Cil""; fO 111£ 11.:;.1.

(SI FIrIIlIICIAI. ~lJprOllr Yil':: PflOlJlDEU IO lliE UOMIIlIr.AfI
:;lfAll BU';llIr:;:: II';'; I :;prlr.~ l'IIOljl!HIl f1-IIOM'EI lIliOI R III II :;rll1ll
I rlllll:; lin Illi /;fll l'IIU:.ii 1:;1 Hili. J l1·lJ IJ (, III ~lH'I'O I Uj· 1\ :.rli\1. L
1I1U1I~lRY TP.{,uE FAlIi -IIlAT \I[i~ IIUU II :;IltITJAGO DlHlJ:llj /\IJGU:;T
in). HonE THAll Ollr 1IUIIORE.U ::MIH L P~ODUCER'; :;HO\.lEU TH~ IR
PRODUC.T::. AID AL:iO PIlO'JIDED FIIIAIlCH.L slIPponr UII[J(II TIiE SMAll

INDU::TRY GRf\l1T PROlJRM1 FOil THE DOMn leMI DEVELOl'11Eln Four/DATIOll
IDDF) SPO~SORfD SMALL IlIDU::TRV TRADE FAIR VHICH ~I\'i HELD 011

OCTOBER J, 19S3 IU :;;/,rITO DCMIUIJO. TfoE OP-JECTIVE Of THESE FAIRS
\lAS TO PUBLICIZE AIID ~ELL PROOUCTS FRODUCED BY DOMINICA~ SMALL
INDU~,TR IAll STS, UIIDER TnE IH CRO AlIO SI1All IttOUSTRY PROGRAM
PROMOTED BY PROAPE AnD THt DDr.

ffi) THROUGHOUT THE PAST YEAR AID HAS TAKEII OTHER
ACTIOUS TO HELP STIHULATE EXPORT OE\ELOPllEIH III THE DOrtINICA~

REPUBLIC. FOR EXAr1PL[, VITH AID :UPFORT, REPRE~ENTATlVES OF
THE C'HICAGO ASSOCIATIOU OF COlmERCE AIID IUDUSTRY HAilE IIADE
SEVERAL VISITS TO THE nOMltllCAN ~EPLBLIC I~ A~ EFrORT TO FllID
MARKET3 FOR 1I011-TRi;O I r I rJrlliL . EXPORT FRODUCTSj TltE \,IORlD TRAOE
1I15TlTUTE DEVELOPED (:. PEPORT Ot! E~P('RT DEVELOPIlEUT COIISTRAIUTS
ArID POTEilTlAL _It! THE UO:ilrlICAU REPUELIC. ARTHun O. LITTLE
PREP~RED A REPORT FOR U'.iAID ~HICH AfALYlED THE ORDER .OF
MAGNITUDE OF THE DOMINICAN EXPORT P~OGRAM AND OUTLllIED
PRELIMINARY GUIDELINE:: FOR AN EXPCRl DEVELOPMEUT STRATEGY.

(1) IN AUGUST 1923, AID AriD THE IIITERt!ATlOI~AL

EXECUTIVE SERVICE CORPS (IESC) SIGtiED AN AGREEME~T TO PROVIDE
TECHNICAL ASSISTAIICE TO TRADING COMFANIES IN THE DONI~ICAN

REPU5L1 C.
(e) Itt MARCH 1933, USAID PROVIDEt: DOL S. 14,200 TO THE

AGR -BUSltiESS COUIICIL 10 PROMOTE AtiC FACILITATE THE IUVOLVEMEHT_
OF US FIRMS IN AGRO-INDUSTRY PROJEC1S.

~) USAID WILL COllTIUUE TO SUPPO~T KEY
IIHERVENTIOtlS TO DEVElOP DOMltllCAlt EIHREPREIlEURS
USIUG BOTH PROJECT MID t/Otl-PROJECT ~SSISTAIlCE TO
SUPPORT THESE ACTIVITIES.

J~. 13 (J'111~1,9 :llll IS.lJ21I,n~10;' or 01eEl t:l

COPY-OI CIAE-ao EB-ca DO~E-OO ARA-CO lOGO ~

------------------357316 271~34l ISO 3&

:;/,1I10

INFO OCT-CO

IIiFO [m.:.~l LH-nO IUOI AS L1IH

P/lf,( 01

I.e Ii (jil 1;1 IJ- UU

nCTlhU OfFICE LAOR-OJ
I"FO LACO-02 LAUP-OJ PPCE-Ot PPPH-02 GC-OI GCLA-03 GerL-OI

FII-02 FlO-O'2 :TAG-O'2 SAST-UI AGlll-OI STFA-OI RELO-OI
NAST-01 LACA-OJ PRE-Ou 1036 A4 828

FOR PRIVATE SECTon DEVELCPMENT STUDIES, AND DR PESOI 4 MILLIO~

YAS MADE AVAILABLE FOR SUPPORT TO PVO'S. OVER THE MEDIUM TERM,
A MAJOR'PORTION OF THE USG CBI AHD DA RESOURCES \lILL BE
ALLOCATEO TO EXPAilD THE5£ ACTIVITIES.

F. DEVELOPMENT or A CORE GROUP OF EriTREPREIlEURS. LACK OF
HANAGERIAL CAPABILITY RE"AINS A MAJOR IMPEDIMENT TO THE
DEVELOPMENT OF THE DOMIHICAN PRIVATE SECTOR. VARIOUS
ACTIVITIES HAVE BEEN INITIATED DURING THE PAST YEAR TO ADDRESS
TH IS cor~STRA IIH:

UI UNDER LOAN 51'-K-039, DR PESOS 3.0 MILLION OF GODR
COUNTRPART WAS PROGRAMED TO COMPLEMENT A US DOLS. 5.0 MILLION
DOllAR AID GRAIH FCR THE GRADUATE MAUAGENENT TRAil-liNG PROJECT
mo. 511-0157) AIMED AT DEVELOPING A SCHOOL OF PRIVATE AnD

PUBLIC SECTOR ADMI~ISTRATION ~ITHIN THE UNIVE~SIDAD CATOLICA
MADRE V MAESTRA (UCMM) - A PR IVATE Uti IVEP.S ITV. THE OR PESOS
3.0 MILLION IS BEI~G USED TO SUPPORT THE CO~STRUCTION OF A~D

EQUIPPING OF A SCHOOL OF ADMINiSTRATION AT UCMM.
~) DURING JULY 1933 INVITATION TRAVEL TO THE ATLANTA

MARKET CENTER ~AS PROVIDED FOR 3 DOMI~ICAti REPRESEtlTATIVES,
IflCLUDHIG 2 FRC:l THE PRIVATE SECTOR (eriE TRADltlG COMPAIl'I. OIlE
DEVELOPllEtiT BAtlK /lllO THE THIRD FRor1 CEDorEXl. THE ?UP.PO~~ OF
THE VISIT UAS TO INVESTIGATE THE POSSlelLITY OF PARTICIPATION
BY DOMINICAN PRODUCERS IN A TRADE SHOV TO BE HELD IN ATLANTA.
DURIIiG THE FIRST \.lEEr. OF SEPTEMBER 1933, A TRIP TO SANTO
OOMItIGO BY 2 OFF I 0 IALS OF THE ATLArlTA HARKET CErtTER \lAS
COMPLETED, TO lOOK AT THE DOMINICAN PRODUCTS AND TALK TO
DOMllllCAfI PRODUCERS ABOUT THE TRADE SHOU FOR A CARIBBEAtl BASIN
GIFT SHO~ TO BE HELD IN ATLANTA IN THE SUMMER OF 19a4.

(3) I~VITATlorj{\L TRAVEl \.lAS :ET UP FOR S DOMIIIICANS TO
ATTEIID A U:OA SPOHSORED AGRICULTURAL H~RKETING UORK:HOP YHICH
WAS HELD AT THE EIID OF ~EJlTEMDER /II Mlf.M\. At10NG OTlIERS, THO:iE
\lUO ATTEtlOED THE HEETI!fG VERE H!E PRESIDENT OF AOOEXPO, THE
TECAHICAL ADVISER OF AOOE~PO AUD REPRE~EflTATIVES OF THE PRIVATE
SECTOR, IHCLUDIlICi A FERTILIZER PRODUCER, r. rOOD PACI<ER ArlO A
FRUIT AriD VEGETABLE E>:rORiER. THE ~!nRK:HOP I!A:: A PRIlCT ICAl
IHTRODUCT IOU TO IIIJ1IHT IlIlJ CAR IBEE All PRODUCT;; III THF; U.5. ArID

OTHER COUllTRIE::. lIiE ~GRV.:;1I0? DEJILTH UITH SUCII TOPIC:: A~

t101I-1RAOITIOIiAL TROPICAL CROP::, U.S. AIJRIClJlTURP,l Tlit-DE
POLICIE;;, MAI1I<ETIIIG FOR E;-:PORT, TRPJOS III CM?lEBEMI
AGRICULTURM PHOD!JCTlOII /1110 TRAnE, PO::T HAR'JE~T QIJIILlTY,
REFRIGERATIOll, PI\r:I\p,lilll(1 ArID TRlill::PORT, GRAlJlt:C. MIO ::TAIIDAR.n'.i,
MARKET liEU:', MiiRKFTII:lj ORDER::, 11I10 PLAIIT, Allllllil ilI/D FOOD
:;M:[T'{ REGliLATIG:;:;.

(4) olJRrr:1j THE rIR::T liEElI: (Jr :EPTHmrll 1~;:3 l\ IJI';IT TO
TilE DOMIIIICf:!j nri'lJl!llC ~y rr,:')iJ I'ROCt:;:;IIIG [I)IIIFIIEIIT
REPRf.::EllrliTlvE:' ',W; ctJ:lplf.rrr.. THI:; ',;Il,', SI'WJ::;Qi;EO WI lilt 11.:,

OfPf:I'nMEIJl or CIJfl1lf ncr.. litE PlJnl'O~E or Til I? '.,It;'; TO PI:LI10Tr
IlIVC:T 11i: liT Po 'I iIl1i·liICAlI rOGO pnOC[:::I:::, 1,110 rOOD P)\(;I,(lI,III(;
FIRM'.i, III COlL;;Or.r!f.TIUf! \11TH [I0r1111ICMI [~PORT IltITl{\TIVE:;

UNCLASSIFIED



ACTION OFFICE LADR-OJ
INFO LACO'02 LADP-Ol PPCE-OI PPPS-02 GC-OI GCLA-OJ GCFL-Ol

FM-02 FLD-O~ ~TAG-02 ~A~T-Ol AGRI-Ol STFA-Ol RELO-Ol
MA~T-al LACA-OJ PRE-OG /0)& A4 323

NUMBER OF ACTIVITIES \.IILL BE SUPPORTED \.11TH DEVELOPMEIIT
ASS ISTAI~CE AllO ESF RESOURCE S. HI ADD ITI or-I, THE C8 I PROGRAM
\.IILL DRAY UPOIl THE RESOURCES OF ALL RELEAVAIIT USG AGEl-ICIES TO
CARRY OUT PROMO_T101~, TRAlrllllG AND TECHNICAL ASSISTANCE
ACTIVITIES \.IHICH HELP INCREASE EXPORTS A~D IIIVESTMENT. THE
FOLLOUIIIG DISCUSSIOIl LAYS OUT THE MISSION'S CBI ACTION IROGRAM
FOR THE FISCAL YEARS 19

AND 8S:
A. ACTIVITIES TO HELP ELIMI~ATE COIISTRAIHTS TO EXPORTS
U) THE DOMINICAN REPUBLIC HAS TAKEN SOME IMPORTANT

STEPS TOYARDS IMPROVIIIG THE ENVIRONMENT FOR DEVELOPMENT OF
EXPORTS. FOR EXAMPLE, THE GOon RECE~TLY MODIFIED THE FOREIGN
EXCHAIIGE SYSTEM FCR EXPORTERS. THE KEY CHAUGE IS THAT
EXPORTERS OF FRESH AGRICULTURAL PRODUCTS (90 PERCEIH OF
NON-TRADITIOIIAL AGRICULTURAL EXPORTS) ARE NOV ALLOUED TO RETAIN
lOS PERCEIIT OF THEIR FOREIGN EXCHANGE EARIIINGS. III ADDITION,
THE GOOR HAS STREAMLinED THE PROCEDURES FOR OBTAINING EXPORT
L1CE~SES ArID BEIIEF/TS UlIDER LA\J 69 (THE EXPORT INCElmVE LA'H).·
HOWEVER, MUCH MORE REHAIIIS TO BE DO~E.

(2) III ORDER TO ASSIST THE GODR 1:1 COtlTllIUltlG THIS
PROGRE~$, ,l:1I EXPORT :ECTOR A~:ESZtlEnT I,iILL 6E CARRIED OUT Ifl FY
84. LOCAL CURREIICY GEIIER.c:.TED L1I1DER THE OtlGOIUG DOLS. 49
MILL IOU ESF LOAII PROG~At1 \.IILL FIfIAIICE THE ASSI~TAIICE OF A LOCAL
CONSULTIHG FIRH AriD AID PO AIID S FUIIDS \JILL FUUD THE COST OF
THE FIRM OF A.D. LITTLE III THIS EFFORT.

3) USING THE EXPORT SECTOR ASSES:iMEIIT, AID DURItIG FY
85 \.IILL UtlDERTAflE AU EXPORT PROMOTIOtl MID 1~IJE~mEIIT PROJECT,
ESTIMATED AT DOLS. 12 MILI.-IOII, DESIGIIED TO IIDDRESS POLICY
COtl5TRAINTS, AND DEAL UITH CURREHCY CONTROL AHD PROMOTE FREE
ZONE EXPAI~SIOII. THE PROJECT '../ILL PROillDE A DOLS. a HILL/Oil
CREDIT TO THE EXPORT PRctlOTIOIl FIJND OF THE CEflTRAL BIllIK, WHICH
'HILL IIICREf\5E TilE VOLIJIlE AliO :l'lOOTH THE FLOW OF CREDIT Jl!lD

IIIVE:iTHEtlT TO AtlD WITHIH AREA~ OF THE PRIVATE ~ECTOR UHI~H ARE
NOT ADEQUATELY FllilltlCED FOR EXPORT PRonOTIOrl. CREDIT ',JILL BE
AVAIL/~BLE FCR IIIVE:TMEIIT Itl ~PECIAL OrCRT RElATED FACILITIES
SIJCH AS FUHIGATIOII ArID COOLER UAREHOU:;E FACILITIES ArID FOR
COfl5TRUCTlCilI OF lIlFRA~TflIJCTtJRE MID PLAHTS FOR FREE ZOtlE:;.
EMPHAS I '; III LL ElE PLACED CiH SAT I~FY Iflli PRE-EXPORT, :;HORT-TERO,
UORIIIlIG CAPITAL tlfED: FCR PRIVATE srCTOR PRClDUCTIOIl OF
rIOIl-TRAOITIO:1I1l Ei'FORT~, E~PECI~LLY 10 :ltll.Ll AriD f1EDIUH
EIlTERPRI:iE~ ~/HICH 1I0R:-JAlLY RtCEI'JE OIlLY LIMITED HElP FROM THE
FORMJll R/ltI~,ltlG :;Y:;TEN. GPI\tIT rUfiD'j mOL:;. 4 MILLlom UILL Al30
BE PROVlfJEU TO Fllii-tiCr:: !II FOLIC',' 1.1I1\l'f~I:i MiiiEii Hi 1I1FROIJUitj -
TilE CllllltlE FOil Ei"f'CRT; (Ill IrIH:TJ:fll1 Pf/(JnOl lOti TO ATTflACT
FOREI&!1 C/1T'ITI\L MID ~TltlilLl1rr DOI1£:;TIC IlP/E:;Tl:EtlT III UPOHT
ORIEl/TED PHO-)[Cr:; (JII) RE::EIIRCH A!!U IDEllTlFICATIGfI or.
IIIVF. ';H1F.rJi oppr)ii Tlilll TW:; ArlO n£lJEl 0l'flUi1 or IIUI 11I\flKfl:i; II vl
AfIl-III/I:;IRfdl':t li!1I1 IILTIIIJTID:lf'l 1jf"',I\j;L;II:IJ, 1!;(;LlI:lltlr, irl:\llllfj(j

FOR ~UlIliC MID rRIVI\TE onGAIlIZliTIOfl:; IIIVOLIJED Ifl orOIlT

FOR: D\.IIGHT JOHNSON, LAC/DR
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TEL[.. [' n' 1\:'
4 : ~i\JUd.

..... .~

BESTA~jULAIJLE COpy

'.,alT:) lId1:; rn (;f" III ':'.H(!l/ .'1"1 Irifl'in

I'I(UIIO II Oil; UIU ('II-,l uri', '1/1"1 IUtir: I1;,.1 I,';:'; 1... 1"'iC[ I" '!;i I-,!.f

1l1'.:1ITUTIUII',; III'JCil\'£D III fORElfdl CUl1iltHC[ Mill IIIVE:iTlll:1lT, SUCH
A~ TilE IIPJE::Tllfflr fP0t1011011 Cor1f11',~iI01l.

(41 TilL ;"Jf!Ji;ill':'ri;l [(;(.;i{lill I~ IJOlllI:IIIUJ bY ',;UI",k IlllU

TIfE GOVEIl1ll1UIT I',; ';(RY RETICElIl l\bOUT OIIJER:iIFICATIUII. A~ A

RE:>ULT, IIIV[:;Hi£llT 111m OEVlLOPI1fllT Irl ~lOtl-TllJ\DITlorl'lL

AGRO-IHUU~TRIAL ACIIVITIE~ HAVE lEEU LI~ITEO OY THE LJlCK OF AllY
COflCERTED I'ROGRIlM kIm BY fill IllVE~Hl£rlT CL IMArE \iH I CII II/\S
FAVORED IMPORT 5UB:iITUTIOfl ArlO \llIICH HAS BEEfI CHARACTERIZED DY
COflTRAOICTORY POLICIES ArID UrIrlECE:SARY REliULATIO!lS. TO ADDRESS
THIS COII~TRAINT AID ~ILL :TART A DOLS 9.a MILlIO~ A~fliBUSIIIE~S

PROMOTION PROJECT I" FY 1984 AIMED AT CREATI!lG A FAVORABLE
INVESTMEIH CLIMATE rOR EXPORT ORIEtlTED IIIOUSTRIES. CRITICAL
ISSUES WHICH HAnPEE THE DEVELOPMEIIT A"O GROYTH OF AGRIDUSIIIESS
~ILL ALSO BE AODRE:SED THROUGH TilE IMPlEMEIITATIOfl OF A VARIETY
OF ACTIVITIES ItlCLIJOIIIG THE PROVI$IOtl MF: tI) CREDIT FOR
INVESTMENTS III Pll.;;T AND EQUIPI1EIIT, PRODUCTIOtI MID I1AP.KETlIIG;
til) TECHIliCAL A~:I~TPi/CE TO COIIOUCT PH-FE.r.:iiEILITY /\liD/OR

FEA:IBIl!TY STUOlt:·: AlitED AT luEIITIFfltlG !IEi./ 11:,;;j\Ei~ 1,::0
INVESTMEllT OPPORil_:::ITIESi 11111 PILOT ACTIVITltS TO IGEIITln
AIiD DEVELOP HOfl-Ti:i;DITIQlil.L PRODUCTS FOR EXPORT; MID, i1VI
TRAIIWIG, SEOIMliRZ. AIlD DEll0tlSTR&iTI01lS TO 11ITRODUCE IIE\l
VARIETIES ArID FAIHlItlG TECHIIIQUES TO Sl1ALL GROWERS THOUGH THE
EXPERTISE OF AGRO-BUSINESS FIRHS.

~) OVERALL, THE MINING SECTOR POSSESSES COIISIDERABLE
POTENTIAL AS A SOU~CE OF FUTURE OUTPUT A~D FOREIGII EXCHANGE
EARNItIGS OR SAVIIlG$. THE CCUflTRY liLlY IlAVE SUU~lA:lTl~L UIHAPPED
POTEtlT! AL HI NERAL FE SOURCE S. PREL IMI tlARY STUD IE:: SUGGE ST
SIGNIFICAIIT COPPER DEPO~ITS IN THE CEIlTRAL PART OF THE ISLAtlD
AND THE POSSIBILITY OF SIGlIlFICAtlT COPPER AIID MAHGAIIESE FURTHER
TO THE ~EST. ALLUVIAL GOLD OCCURS IN VARIOUS PARTS OF THE
ISLAND, AHD ~ARIOU$ HON-METALI.IC MINERALS ARE ~aUlIDANT IN THE
SOUTHWEST. THE RECENT DISCOVERY CF COI1l'lERCIALLY EXPLOITABLE
LIGNITE DEPOSIT HOLDS OUT A POJSIBILITY FOR A REDUCTION IN OIL
IMPORTS, AND EXPLC~ATION FOR PETROLEUM IS BEIIIG UIIDeRTAKEN IN
SEVERAL PARTS OF THE ISLAND, THUS FAR \JITHOUt SUCCESS (ALTHOUGH
NATURAL GAS HAS BEEN FOUND). MORE DETAILED STUDIES ARE NEEDED,
HO\lEVER, FOR THE COUNTRY TO BE ABLE TO ErFECTlVELY EXPLOIT THIS
POTEHTIAL EXPORT RESOURCE. ACCORDINGLY, AID PROPOSES TO

/"6B \.I

UNGL,~SS IFIED

OU Ifl cn or 0., ~'(, 14f1l!

COPY-Ol CIAE-OO E8-03 OODE-OO ARA-OO
------------------303173 26142SZ /33
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T,. LEG "'. J. .. ~t '. ,'" \(~'I
~"i' iii

';IIIro onH (:4 Of' hI nl',~~l "'IN! W,lj'i]~ Il!D~O;'4

illl·.W;/'(Jf!I, !lIIU III· l!i'J. f [lIrlll l'I:I,iliJC.f:.:. III 11iltlY A;,L;l'. lH Itlf

001111l1G/\I1 R(PUnlIC, TIfI.:;E rACllITIt::; 00 tlOT EXI~r, !lttJ~

1I1t110ITIIIC. II0T nllLY TIll' (t-!'nW;IOrl AUD DEVHOPlmH OF T1IL~l

I\!d,i\:;, !;!ll I,L~O IliL 1'lllVAIE :;tcrC.lIl, III t;iI!J11l III Ie.!'. I llil

GOOR HI RfIlOVltll. THI'; /l/\:iIC IlIFRA:>T!lUC1Ullt:: (;ON'jfHll1llT, I,OUR
COUrlTfllPnRT FIlOll TIfE FY 114 AliU ESF LOAII Will DE Pr,OI,Ri:l1I1[U FOR
TH'S PURPOSE.

(I) THE DR P[~OS 10 MILLlOII ORIGlllALLY ALLOCAfEU
FOR "PRODUCTIVE IIIFRASTRUCTUR[" UIIOER THE ORIGlllAl 1982 ESF
PROGRAl1 I\~ COurITERP~HT TO rlAJOr. r1tJL TILArERAl FUiiDEli
InFRASTR~CTURE PROJECT:; HAS CEEll DISCLIRSED. THE ADDITIONAL OR
PESOS 5 111LL IOU PROVIDED UIIDER THE 1933 DOL: 8.0 !liLL lori
AMENDMEIIT TO THIS ESF PROGRAM FOR THIS PURPOSE WILL GE FULLY
COIIMITTED SItORTLY. TItERE STILL EXIST::, HO\JEVER, (l, :;ueSTAUTIAl

C NEED TO PROVIDE COUllTERPART RESOURCE~ TO SUPPORT Oi~ER

IIlFRASTRUCTURE PROJEC1~ ~tHICH ARE CRITICAL TO THE (ZPPI~IOU OF
THE DOlllfllCAIl PRIVATE SECTOR. THE GOOR ESTlflATES TII:'T THERE
EXIST: All IMr1EDIATE rlEEO FOr. {iPPROJo:1I1ATELY IJR PE':O:: 27 I1ILLIOrt
TO SUPPORT Vi;RIOIJS CRITIC.o.L InFRASTRUCTURE PROJECT:: FUlIDEU ElY
rBRD, 100 MID AID. Jl,CCORDI lIijL'(, IT IS EXPECTED THAl OR PESOS
10 HILlIOii TO BE PROVIDtD UIWER THE FY 84 E~F LOAf! 1,fILl BE
UTILIZED IN SUPPORT OF PRODUCTIVE INfRASTRUCTURE IIlCLUDIUG A
CRITICAL HIGH~AY PROJECT FUNOED BY IGRC AND RURAL ROADS
PROJECTS FUNDED BY lOB AND AID.

(II) THE GODR AND TIiE PRIVATE SECTOR HAVE CREATED
FREE ZONES IN DIFFERENT PARTS OF THE COUNTRY TO ~TIULATE

IllCUSTRIj;L DEiJELOPI1ErlT. FOUR t~tE E;':?ORT ZO::ES Aii£ C!J~RErITLY

III OPERATION (TUO PRIVi-ITELY O\.:rtED ArID I1AIJAGEDI. SOliE OF THESE
FREE ZOUES SITE~ OFFER CONSIDERABLE OPPORTUUITY ArlO POTEIHlAL IN
THE SHORT-TERM FOR InCREASING EMPLOYMENT AND FOREIGN EXCHANGE.
THUS, THE GODR IllTErlDS TO USE UP TO DR PESO~ 2 MIL LION, MADE
AVAILABLE UNDF.R THE AMEnDHENT TO THE FY 82 rSF PROGRAM, TO
EXPAUD THE PUERTO PLATA FREE ZOUE FACILITY. THERE STILL
EXISTS, HO\.lEVER, MUCH OPPORTUlllTY TO DEVELOP THE COUNTRY'S FREE
ZOUES. ACCORDJNGLY, DR PESOS 6 MILLIOIl.I~ LOCAL CURRENCY
PROCEEDS ~ILL BE MADE AVAILABLE UNDER THE FY 34 DOLS. 40
MILLION ESF LOAIl FOR FREE zonE DEVELOPMENT.

(4) m ORDER TO IUCREASE JrIVESTMErlTS IN AGRICULTURE AND
IMPROVE AGRICULTURAL PRODUCTIVITY, AN EFFECTIVE PROGRAM OF

II IDW'14

1060 \I

o;rll:; (U OF (I] 'n1f:4".1~. )1 !11 0

COPY-Ol CIAE-no ES-US DODE-OO ARA-OO
------------------041174 231U43Z 141

IUFO OCT-OO

ACTIon OFFICE lADR-O]
IHFO LACO-Ul lADP-O] PPCE·ot pprB-02 GC-OI GCLA-03 GCrL-OI

FH-OZ FLO-02 ~TAG-02 :A:T-OI AGRI-Ol STFA-OI RELO-Ol
M~ST-Ol LACA-OJ PRE-Db /03b A4 328

AIDAC

Ht: 110:1 Hill UI)
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FOR: DWIGHT JOHNSOn, LAC/DR

P 2S2930Z OCT 83
FM ANEMBASSY SAUTO DOMinGO
TO SECSTATE \lA:HDC PRIORITY 4433

FINAnCE PRELIMARY STUDIES BY THE U.S. GEOLOGICAL SURVEY AIMED
AT ASSESSING THE POTEnTIAL FOR ADDITIOUAL EXPORTS OF MINERALS
AS WELL AS IDENTIFYING POLICY conSTRAInTS UHICH IMPEDE EXPORTS
OR INVESTMEnTS !N THE MINERAL SECTOR. AID EXPECT TO FIUAnCE,
BEGIIHllnG IN FY 34, A DOLS. 5 MILLION MIIIERALS EXPORT PROMOTIOn
PROJECT lUllED AT PRODUCING A CCf1PLETE CLA$~IFICATICtl OF :;.Ll
MIUERAL PESOURCES III THE DCrtl UICAll REPUBLIC AS TO THE TYPE,
LOCATING, E~TINATED RESERVE QUAnTITY AND QUALITY, AND
COMMERCIAL VIABILITY. IT IS EXPECTED THAT. THIS CLASSIFICATION
I,/ILL BECO~IE A BASE FOR ATTRACTlI~G FOP.EIGtl PRIVATE IVESTMENT
\/HICH \JILL EUHAIlCE THE XPORTS OF M'ItIERALS. HI ADDITION, THE
PROJECT \JILL A~SIST THE GODR TO REVIE~ AND REFORM THE MINING
SECTOR TO MeET ITS FUTURE HEED.

B. ACTIVITIES TO HELP ELIMINATE CONSTRAinTS O~ INVESTMENT
hi ANALYSES OF PRINCIPAL AGRICULTURAL PRODUCTS SHO~

THAT DOMINICAN AGRICULTURE PRODUCTION STAGnATED DURING THE
1970'S. THERE IS GROYING EVIDEUCE THAT THIS STAG~ATION IS A
RESULT OF FAULTY POLICY MEASURES RATHER THA~ NATURAL
DISASTERS. PRICE A~D EXCHANGE RATE POLICIES APPEAR TO BE
PRINCIPAL FACTORS EXPLAIHING THIS STAGUATIOH. GODR PRICE
POLICIES HAVE EITHER IGUORED THE EFFECTS OF IHFLATIOH ON
AGRICULTURAL pnlCES OR ATTEMPTED TO COMBAT InFLATION THROUGH
AGR 1CUL JURAL PR ICE COllTROL S, \.IH ICH HAVE BEEN cosn Y III TERriS OF
LOSS OF AGRICULTURAL PRODUCTion. IN ADDITION, A~ OVER-VALUED
OFFICIAL EXCHAlIGE RATE NOT OIlLY BEANE A TAX ON EXPORT PRODUCTS
BUT INTRODUCED A BIAS TOYARDS IMPORTS.

(2) THE GODR HAS RECOGlllZED THE liEED TO REV/';E THE:iE
POLICIES AS A PRE-REQUISITE TO PRODUCTIOU 11ICREASES. IN ORDER
TO PROVIDE A MECHANISM FOR FACILITATING TH~ REQUIRED AIIAYSIS,
CURlllt) FV 34, AID \.IILL FIIIAIlCE THE {\GRICULiURE POLICY AIIALYSIS
PROJECT IIlO. SI7-B1561 \.11TH DOL3. 1 ~lllllO:l III GRAIH FU:'O~.

THIS PROJECT YILL SEEK TO DEVELOP AN ADEQUATE CAPACITY TO
PROVIDE 1I1lBIASED PRICE DATA fIIlD AIJALYSES TO DECI:;lorl-t'~KERS.

TO ASSURE THE CAPACITY TO USE THI~ AIIALYSI~, FO~MAL AnD
IJON-FORI11'L TRAIIlIIIG YILL BE nt,DE AI/AllABLE TO DECI:;10:I-NAKERS.
THE BASIC ACTIVITY YllL BE THE DEVELOPMEnT OF A GoriR
AGRICULTURAL POLICY AllALY~I: U~IT, UHICH \.IIlL RfQUIRE A CORE
STAFF OF ~;ELl-jRAlflEO EconOf1IC, AtJRIClILTURAL ECOtlOf1IC, MIO
STATISTICAL Arllll'(:;T~. :HORT-iERI1 TECHfllCAl /1:;~I~TMICE AriD
Oll-TH[-JOB TRAiniNG \JILL BE PROVIDED TO TilE CORF. ~lAFF Ifl ORDER
TO REACIi PROJECT OB.lECT I VES. ~OHE A/IAL YSTS 11\ TO 6 AT A Co:T
or /\BOUT nov;. 25,0001 \.IILl P.ECEIVE TRAIfIIfIIi EITHER LOCALLY OR
OlJER:;Efi~;, TO EJj:IJ~E TilE IIUi:crK OF CEITIC/il F;iOF~l~;IOIlALS

IIECE:::AlIY FOIl I Ofllj-HAn(l~ DEIJElOI'!1F./lT. :[IIIIIMI'~ AIlU ~lOf"I~1I0PS

~IILl liE conDUC1ED Fon rOllCf ::iII<EH:; I;~ A M[r,:l'~ OF 1"PR0111IG
T1tEIIl 1J11fJ1:.R';TAf:i1IW, Gr POL leI r1ATHf"; MfECTltltj THE

(1(,RICllllURfH ~~rr.TOfl Ifi lHf IHHlffIIC"'1 r;El'lllllIC.
(3) 1\ FIIIIDJ;I:lIlTlll n(oI lli'r/:t!lT (,i I!I.I';IIIE::~ I'; TII~

LXI::nIlC[ OF TIlE BA:JIC. IllrR,~~,TRUCTUH[ flEC(:';:;J;RV TO pnOOIJr.E.,

UNCLASSIFIED
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TE ' rrr .... ,-. Lc. GI( 1\1\"

;.j .....

';;:/lfO M;lt.; n<. or ('1 '}'.I4[;I,1 l'~(o'; (l'j'l'j]i,

OP(Ri,l'ltJ/i:; AIlIJ jd.l.\Vlllr:;, UI( n.IL Il'U,U'JlJ 111011 1111

COUIlTEIlI'ART FllliU:: RE:;I/L 1111(, IHOM Itll lilT IIlL Clli 1'f/Ol,fiA/l ~/EnE

PROVIOEO. RECEllflY, fltE Goon Uf;: fil'POIIl'fEn fill EXrr.IJTIVE
Ulfll:CToil 1'lliJ 'jIJU·-OllltC10R, lJOIII or I/IlOI1 u/wE IIIlIJ C.0l:: IUUIRlllE
OIltiMlllllTIOIIAl A/lO OIUER AP!'ilO;'RIATE UPERIEIlCE. THE
CO:lI1ls:;rOI~ IS 110\/ 1I1111flG STJII'F lirlll OEVELOPIIl(, Afl IIlfLH1UITATION
PROGRAI1. III SIJPI'CflT O~ ITS CtillTlrlUlO DEVELlJPI1EIH kllD EXJlI\II~IO:l

OF AC'I'IVITIES THE GOUH ArID AID ARE PREI'AREO TO PHOVIIJE
ADDITIOIlAl RE~OURCES TO THI~ OR(,ArlIZATIOIl.

(21 OURlflG TPE flEX1 FE\ol !I[EI;~ TIlE IllVESTllEllT COMt:ISSION
WILL COtiPLETE 11$ OETAILEO \.jURK FROGRAt1 KOf! 1983·04. IT I:;
EXPECTED TIIAT THIS PLAN \llll IIICLUDE A flUJ1BER OF ACTIVITIES
\JHICH CAll BE FllIArlCED FROi111lE LOCAL CURRUICY PROCEEDS
AVAILABLE UUDER .THE FV 24 DCLS. 40 11lLL 1011 ~:;F LOAI:S AMOtlG
THESE I'CTIVITIES IIICLUDED: 1HE DEVELOPI1Elrr OF IWJE:H1EIlT
OPPORTUIIITY IIIFORMATIOIl AIID ASSIST~IICE PACKAGE FOR DISTRIBUTIOIl
TO POTENTIAL FOREIGII IHVE:TCR~; ESTABLISHMEIIT OF A DATA BAUK TO
PROVIDE IIlFORllt.Tlml Ofl EXISTltiG OO:IIIlICAtI FIFi1: MID
IDEIITIFICt.iIOii ~,r;D P;\CI10TIO:: tit POTCiiI.Q.!. JClriT ;[;m;;E
PARTICIPMlT::i DEIiElOi'IIEUT OF Illi I!Ii=OR/1ATIQIl ~"i5TEll TO PROMOTE
FREE ZONE OEV~LOFM~~l; AIID f~EFARATIO" OF ~TUOIE~ OF THE
LEGISLAflVE A!IO ADI11111STRATIVE COU:iTRAIUTS TO IIlVES11~EUT.

~) DURIIIG EARLY FY 8S IT IS AUTICIPATED THAT AID UILL
FINAHCE YITH PO AUD S roR PROJECT GRANTI FUrieS THE SHORT-TERM
TRAIUIHG OF UP TO 2 IllVESTMEIIT PRONOTION COMMISSIOIl STAFF
MEMBERS III THE BASIC SKillS AIID TECHIIlQUES FOP. pi/OttellOIi OF
FOREIG:l 1f!IJE~TltEtlT. THIS TR,;/t1I:IG {1{\Y BE F'ROVIOEO Tfi;CUGH A us
TRAINIIIG II-ISTITUTIII SPECIALIZING III TRADE DEVELOP~iE~Ir.

UI DURING FY 85 AID UILL FIIlAUCE, UlIOER THE EXPORT
PROMOTION AIID IIIVESTHEHT PROJECT, lOIlG AIlD SHORT-TERM TECHHICAL
ASSISTAUCE TO DEVELOP THE I~STITUTIOIlAL CAPABILITY OF THE
INVESTMENT pnO~OTIOIl COMMISSION. COIlSULTAHTS UllL ASSIST THE
COMMISSIOII IU DEVElOPIHG AIIO IMPLEHENTIIlG IMMEDIATE IMPACT
AC11011 PROGRAllS TO STIMULATE FCREIGII 11IVESTMEtlT.

E. THE BTASLI SHMENT OF EXPORT PROMOT IOU FUIlDS
(1) IN AOO/TIOII TO THE OOLS. 9.8 MILL 1011 AGRIBUSIIIESS

PROJECT ANTICIPATED TO BE IIIITIATED IN FY 1984 DiSCUSSED ABOVE,
APPROXIMATELY DR PESOS 19 MILllOU IN LOCAL CURREUCY COUNTERPART

J~Ul O~~5]b hlD0124(;",11;; O'i or (lJ

COPY-Ol CIAE-OO EB-03 DOOE-OO tRA-ao JOGO U
------------------304117 1G1443Z 143 38

':MIII)

INFO OCT-DO

ACTIO:IOFFICE LIIOIl-U3
IHFO LALO-U2 lADP-03 PPCf-OI PPPB-02 GC-Ol GClA-03 GCFl-Ot

rM-02 FlO-02 ~TAG-01 ~AST-Ol AGRI-Ol ~TFA-Ol RElO-UJ
MAST-Ol LACA-03 PRE-06 1036 A4 828

FOR: DYIGHT JOH"~ON, LACIDR
- -

AIDAC

U~ICLA,) SECT I011 OS OF rJ7 SAtlTO DONI HGD 871&

AGRICULTURAL RESEARCH AND EXTElISIOH IS HEEDED FOR CROPS OF
PRIMARY IMPORTANCE TO THE IIATIONAL ECOHOMY. WHILE THE GODR HAS
HADE SIGNFICAIIT IIIVESTMEIITS TO DEVELOP ITS RESEARCH AIID
EXTEHSION CAPABILITY, THE EXISTING RESEARCH DATA BASE AHD
EXTENSIOll CAPABILITY ARE IIIADEOUATE TO SUPPORT THE NEEDED
IIIC~E;\~:2 PI (;GPICUlTURAl pr.C';'JCTIO~1. THE Cf:USE OF THIS
SITUATIOll HAS BEEN IDEIITIFIED AS THE IIIA61LIH OF THE EXISTING
PUBLIC SECTOR SYSTEH TO EFFECTIVELY MANAGE, COORDIIIATE, AHD
CARRY OUT THE REQU IRED RESEARCH PROGRAMS. ACCORD IIIGt Y, IN FY
84 AID WILL FINAIICE THE AGRICULTURE RESEARCH AND EXTEUSION
PROJECT mo. S17-GlSm WITH DCLS. S MILLION III LOAII AIID DOLS.
1. S HILLIOIi IU GRAUT FurIDS. THE PROJECT IS AIMED AT DEVElOPING
AN 11ITERDISCIPLIlIARY PRIVATE SECTOR RE5EARCH CAPABILITY IH THE
DOMINICA~ REPUBLIC SIMILAR TO THE US LAUDIGRAIIT UNIVERSITY .
RESE~RCH/EXTENSION SYSTEM.

C. ACTIVITIES TO ESTABLISH A VIABLE GOOR EXPORT PROMOTION
INST ITUTI ON

(1) FROM COUUTERPART RESOURCES MADE AVAILABLE HI
COHJUtlTION UlTH THE CBI LOAII, DR PESOS lOa, coo \,lAS HADE
AVAilABLE IN SUPPORT OF CECOPEX OPERATIOIlS. FROM THE AHENOMDNO
TO THIE lOMII, DR PESOS 1 MILLION I~ EARMARKED TO SUPPORT A
SERIES OF KEY PROMOTIO~Al ACTIVITIES TO BE CARRIED OUT BY
CEOOPEX.

~) DURltlG FY 84, THE USAID PlAIlS TO ARR~tlGE FOR THE
SHORT-TERM TRAINlrlG OF UP TO 4 CEDCPEX STAFF MEMBERS. THIS
TRAI~lItlG \ILL BE FltlA:lCED \11TH AID PO AriD:; FUrlD:> AIm WILL BE
CARRIED OUT BY A US TRAIIlIIlG 11I5TITUTI01l SPECIALIZING III TRADE
DEVELOPI1EIIT. THE TRAItWIG UILL COVER THE PLAN/illiG, DESIGN,
IMPLEI1EUTATIOtl, AIlD EVALUATIO:I OF EXPORT ACTIVITIES.

(3) UlmER THE AI0 FUIIDEO FY 25 E/PORT PRC'IOT Iall
PROJECT, THE IJSAID fllt,NS 10 PROVIDE TECHIIICi:l A';SI~TAI:CE TO
DEVELOP lHE It:STITIJTIOIIAL CIIPABILITY OF CEDCPEX TO ORGAIIIZE AlIO
CARRY OIJT EFFECTIVE o:rOilT PPCMOTIOIl ACTIVITIES, THIS TA \.jILL
LIKELY IIICLUDE: BOTH :HOilT AriD LOIlG-TERM AOVI:OR~ TO IIELP
CEDOPfX $TRlJCTUH All IJRG~~ITLY flEEOED f'i'O'JRAH TO IDEUTIFY
POTEIITIAl EXPORT r1o,RI'.ET~, PRODUCTS, AlID DISTRlfjlJTIOtI ~Y:TEI13.

(4) III ORDER TO HELP C[lloru, IUfllTIFY THF EXPORT
PP.ODIJCTlOII CAPAIULITY A.IJAILi-IlLE III THE 00ll1tllCI\rI REPiJI:LIC, A
STUDY Ilill 6E Ut!DE RH}(E II O'jfWIG F'( aot or THE Illr OfillilT 1011
IIIClUIJIU III THE HCF.rm Y CO!;PLETffJ ':11ALl IIlD:'IJTIIY :lIg-'~F.CTOR

AS·.iE:·;:;ElIT. fTH'~ P'i:;E~:;lEJlT Vl\j C0!1PlETEO 6f TilE :I1IITO

DOl11111iO TECHIIICAL 11I::TfltJTE, IlIfEG, i:tiO rlllAIlCEO JOIIITLY St AID
Ann THF t.::;OCIAlIOIl Or IrJQ:J::iidE:;.1 TilE '~U~RElIl :;T!J[)'(, At:O
FIIlMIr.(U OV :;IU. \!II.L IDEII1!V'i E/rORT OPI'ORTIJIlITlt~ III TERrlj or
PPOOur:f~ /Iff[) Plf,lIf ":1'''/.(,1 TIL:;.

D, /lCTIVIIIE:; 10 r~Hl!lI::H A :;rr:OI;(, GOfJR 1IIIJE:;H~ErIT

PROllor 100i It1'~11 TIlT IO~I
(II THE li'lllllli/ll. 1!:'Jr:;Tl1rnT COllI11::;ICll tli;': t.:;HRll';lII'D

BY PR[:;ID[IIT JDRf,E BLMH:O III JUNE 13~). III :IJPPORT or IT:;

";'''-,f 1.11

11(. II u;t 1\ I [)- ru

P 2~20JOZ OCT 83
FM AHENBASSY SANTO OOMIHGO

-TO SEC=TATE UASHDC PRIORl1Y 4434
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TE LE Git I\M

AIDAC

FOil: 010'1 GHT JOH/lSCfl, LAC/DR

:;MiIO !JUlll C' Of (17 ·1I1!,I'.-l 4.11 .J'.~~/n AII'.IClH
-1I1;!/ fu :';/,f1~H f'[r(jUl/t.llil1j,lliltIlUi[:;i

- ElPOllr IIICEllflVE~i

~ HO\.l TO D£:;IGri f'FlIGE ll~T~ HIlO CATAlOC.:i
- ItIV(:;TII,ldIOill\ljIJ tVIlLIJ"IIi.:JI uF IHl tJ.~. IlMit\l:li F.i;Jj

- EVALUATion OF PROOUCIS AHD ~RICE~ FOR TilE U.~.

MIIRKE T.

121 114 JULY 19&4 THE tlATlotlAL GIFT SilO AT TGDIlATLAtlTA
MARKFT CnlTER I,IILL BE HELD. lII'~ GIFT SHOl,l ~ILL FOLLO~ UP 01-1
THE PREVIOUSLY DE~CRltiED IIlVITATION~L TRAVEL FOR DOMIIIICAN
REPP,E~EIlTATI VE~ TO ATlI;tl1A AlID THE FIELD ::iJf:lJ£Y OY ATLAIlTA
HARKET CENTER PER~O"tlEL. THE JULY 1934 CARIBBEAU BASIIl GIFT
SIIOY YltL BEGIN EFFORT: TO ACTUALLY FIHD M~RKETS FOR THE
DOMINICAN PRODUCT~ AIIO P~OVIDE USEFUL EXPERIENCE FOR DOMIHICAN
PRODUCERS FOR FUTURE I1~RhET1NG EFFORTS.

(31 \.II TH THE SUCCE SSFtlL E;i.PER IElICE OF TItE PROAPE MICRO
AIID StlAL L INDSUTRY TRADE FAIR Ifl SA:IT IAGO ArID THE DOli IIII CAN
DEVfLOPMEUT SM~LL IrlDlJSTRY TR.L\DE FAIR III SAUTO DOt1It1GO, IT IS
AHTICIPATED THAT THE~c FAIRS ~ILl BE REPEAa:D C:: ,iii ~iWUAL

OASIS. A:; THE I11CRO ArID $tIALL ItIDSllTRY Pr.O:iflAI1 JrICRE~';ES It'
~IZE GEOGRAr'HICj;LLY, '..11TH HCfltllCiiL ,J.SSI:iMliCE. CHlTE~~ EEIi:G

ESTABLISHED '" SECOtlDARY CITIES, IT IS AIITICIPATED THAT SUCH
FAIRS WILL ALSO BE HELD IN THOSE SECOIlOARY CITIES III THE HEAR
FUTURE.

~I UUDER THE AID FUHDED SHALL I~DUSTRY PROGRAM mo.
S17-01501, IT IS EXPECTED THAT SHORT-TERM TECHtllCAL A:SISTAI1CE
\.IILL GE PROVIDED ClJiWIG FY a~ TO 1t1"?O:iE THE DESIG:I CF
HAIID ICRAFT PRODUCTS, I. E., TEXT I LES, ~TRA~ PROUUCTS, CERANICS,
ETC. ALSO, ASS/STAIICE \.IIlL BE PROVIDED TO HELF IDEUTIFY
FOREIGN MARKETS AND CHAN~ELS OF DI:;TRISUTIOll.

lSI THE UCMM SCHOOL OF BUS IllE~S ArlD PUBL I C
ADMIHISTRATIO~ mo. 517-01571 OPEIlED ITS DOOR~ IN AUGUST 1533.
THE SCHOOL NO~ HAS A STAFF OF S DOMINICANS AND 3 AI1ERICAN
PROFESSORS. THE FIRST CLASS IHCLUOES 110 STUDE tiTS (GO BUSlt-l::SS
AlID sa P~BLlCI. DURIIIG THE IIEXT is 110rHHS TIlE COU:iTRUCTIOIl A:ID
EQUIPPIIlG OF THE ADDITIOllAL FACILITIES SIIOI)LO DE CCMHETED, THE
STUDENT BODY SHOULD HAVE INCREASED TO 22a, AIID THE FIRST CLASS
OF HBA'S SHOULD HAVE GRADUATED. III ADDITlOtl. THE SCHOOL SHOULD
BE OFFERING 10 EXECUTIVE TRAIHING SEMINARS,EACH YEAR TO THE

~~~Tn D~/ln n~ or 07 2/ILI5!

UNCLAS SECTIO~ 06 OF 07 SANTO DOMINGO 871a

P 2520JOZ OCT 83
FM AHEMBASSY ~ANTO OOMIHGO
TO SECSTATE ~A$HOC PRIORITY 4435

INFO OCT-OO COPY-OI CIAE-OO EB-oa DOOE~OO ARA-OJ lOGO Y
------------------307106 2717B7l /40 33 37

Imo ~t!!:H LH·oa /0(11 {;(, I.H~~

ACTIOH OFFICE LADR~03

IUFO I.RCO-OZ LADP-OJ PPCE-OI PPPB-02 GC-Ol GClA-OJ GCFL-Ol
FM-02 FlD-02 ~TAG-02 ~A~T'OI AGRI-Ol STFA-Cl RELO-Dl
MAST-Ol LACA-OJ PRE-Ob /Ol6'A4 823

WILL BE MADE AVAILABLE UIlDER THE FY a4 ESF LOAN PROGRAM, ITS
PURPOSE \.IILL· BE TO IflCREASE THE CAPITALIZATIOII OF THE CREDIT
FACILITY WIDEI WITHIN THE CENTRAL BANK, THUS INCREASIHG THE
VOLUME OF CREDI~ TO THE PRIVATE SECTOR FOR EXPANSION OF
AGRIBUSINESS AND EXPORT ACTIVITIES.

(21 THE US~ID IIILL Al::: !tuYE/!.VAILf;3LE kfiOTHER DR
PESOS 1 MILLION FROM COUNTERPART RESOURCES RESULTING FROM THE
FY 84 ESF LOAII TO FIfIAHCE A ~ERIES OF ESSEIITIAL STUDIES NEEDED
TO SUPPORT THE DEVELOPMENT OF IMPORTANT PRIVATE SECTOR
INITIATIVES. POSSIBLE EXAMPLES ItlCLUDE IIlTER ALIA:

r'!;i.f. (JI

I) EXPORT IIlFRASTRUCTURE REQUIREMENTS,
III SUGAR D/VERSIFICATIOIl,
III1 PRICE FOL ICIES,
IVI EFFECTS OF aOVERrlMEIIT REGULATION OF BUSItIESS,
V) POTENTIAL OF THE PRIVATE SECTOR IN MINI~G,

VII IMPROV ItlG EFF ICI EIICY OF THE COrlSTRUCT I011 HIDUSTRY,
VII) TOURISM.
Villi REVISION OF TARIFF RATES AIlD ITS IMPACTS, AND
IX) REVISI011 OF FOREIGII IIlVE:;nlEfH LA',!S.
(3) PVQ;; ERI!IG A lJrllll:JE PER3PECTIVE TO DEvElOPMErlT. ArlO

CAll PROVIDE A GRASSROOTS DIMENSION NOT AL~AYS ATTAINABLE UHDER
REGUL AR LCAII/GRAUT PROGR ~MS. THERE IS COil: I DERABl ESCaPE Itl

THE DOM INICAll REFUIiL IC FOR SUCH ACT IVITIES. A tlUl1BER OF
PRIVATE U.S. ORG?rlllATICIlS ARE CURRErHLY ACTIVE HERE HI VARIOUS
FIELDS IIlCLUOIIIG AGRICULTURE, SHALL BUSINESS, HOUSING, HEALTH,
ArlO EDUCAT I011. FURTHER, THRE ARE A IlUrmER OF DOrllfll CAU
PRIVATE OEVELOPNHIT ItlSTITUTlOtlS, MAtlY OF \.IHICH ARE HIGHLY
QUALIFIED TO DEVELOP AIlD INPLE~EIlT PROJECT:, IIHICH SUPPORT CSI
OBJECTIVES. ACCORDIIlGLY, U::\ID PLArIS TO PROGRAM All AOOITIOIIAl
RD PESO:; 4.a MILLIOIl III 'CounTERPART TO (Ai DPAIID THE OtlijOlllG
COl PVO PROGRAr1, (81 EXPLORE ~ITH THE PliO CO;~r1IJNITY

POSSIBtt NE\.I OPG ACTIVITIES THAT \.IILL PRonOTE CBI GOALS AIID
COMPLEMENT AIID REltlFORCE THE MISSION'S PROGRAM.

F. ACTIVITIES TO DfVELOP A COI1E GROUP OF EIITRFPREIlEURS
III 011 NOVf.l1BER 10, 1933, Ml EXPORT PROIiOTIOtl ::Et111lIlR

\.IILL BE HELD Itl SA:lTlJ DOlIllJGO MID '..IILL BE SPOIlSORED BY: THE
DOMIIIICAtI'1Il1ERICAIl CHAMBER OF COHf1EP.CE, THE k.. ::OCIATIOJl OF
IfIDU~.TRIE:: OF HERRER4, THE A~SOCIATIOIl OF ItlDU:iTnIES OF THE
D.R., THE A';'_OCltlTlO!l or O0l11f1ICt;tl FzpnRHR~, THE DC:lItIICAN
fXPORT pI'Cirl0T10l1 CUllER, Till CHIU.r,O {.:;:iOCIATICI/ OF COMIlF.RCE
MID IflDIJ:TR'(, MID AID. TIlE ';EflII1AR \IILL COVER A OnO{iO RAflc.E OF
EXPORT ORIENTlD TOPIC: :UCH A:i:

1,(;lllJrl Hlv-nu

- 1I0~1 TO PLfltI AlID DEC I DE 011 UPORT:;;
- HO~I TO CHOO';E :[('Ii~'IW: or TI!E II.~. l1JiRKET;
- 110\.1 10 eilleill /lH G'r::T:: or UPOR111I',;
- 1101.1 TO fiX ';111['; I'I/Icr~ Cll r:·rnnllllc,;

.. 110\..1. TO CIIOO':;[ CIIAIIIII:.LS or D/:TRlflIJTIOIl;

UnGLASSIFIED
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T,:(. r j"l P Ii ;;;1
i.. _Li.\.\l\ld

... ....~ .. .i .. <O<l

~.i;lj(11 :1: It:; Cl1 or ,"ll ';'.I I,].ll

i.~l(jlj Itll~ OF (jo:lIl: 1.\., ii lilJ'.llli '~:.;r11 !:.

E. litE A"r(lClllllJF.i IHT/iCIH, rll:rlil :;f:IIAIIVE OF lifE
OlPAtH/tlllT OF I,(,HI(IJlIIJIII::, I/lll r.Ollllfil l [ TO :;;RVE Ii" JI '.UlIl1(;[

OF ILCllill(,I<L 1:11 O,'I~'\IIUtl h[l'kiilJilllJ I Ls.id JIlID l.illl:"L 11l:;IICrIOll
~1I1VICE·;. III I\DDITIUri. U:';fJA"~ OHICE or IlIHRI1,ill(:/I4L
COOI'ERIlTIOII 1\110 fJ[V~.l()I'r:Erll ItilL PUUIOE AfJIlIr.ULlI'liAl t,,,flh(TIfIG
INFOIHtATIOil AflU \lILl ::IJPPOflT EFFOR,(~ TO IIlLP IOEtlllFY POlENTIAL
JOIIIT VEI/TUHE~; IN i.GROIIIUU:TRIAL PRCJEcr::.

F. THE ENB1,:SY ECOll0111C :iECTIOtl ~AS COOliDltlATEO
UEGOTliiTIOfl OF CIlI DE:; "-"1 liT 1011 FOR IltE nOllltllCAfI I~E~!JlllIC.

THIS I:; E'<PECTElJ /II I:O'IEIICER 193J. 1l1ROUGH THIS Fr-OC£:;~ THE
MISSIPlI HAS URGeD THF. GODR TO MOVE FROMPTLY Ifl
TAKH~G ADVAIlTIIC,E or THE ~"BSTAIIT I1~L E/PORT OPPORllliilTY TlI;,T
\-IILL APPEAR \lIIEII MAllY OOHIIIICA/l PROCUf,i:i MlE PERtllTTEO DUTY
FREE EU1RY. FURTHER, THE DE~I(j"ATIDr PROCE~~ AIID ThE OIlGO/NG
BILATEflAl DIALOGUE unDER THE PRO~I~lorl OF TIlE C61 LA\.I \.JiLL
PROV IOf. COtH IflU IIIG Oi'PORTUHT IES TO EflCOURi\(jE :;nIIOR GODR
OFFICIALS AnD PRIV~TE SECTon REPRE~["14TIVE~ C~TtE BEIIEFITS or
A DYflAtllC IllV[::;Tl~rtlT ;',110 UTORT PUl.IC'{.

G. THE PEACE COi!P~ \.IILL COIITllIUl HElPING SlmL ff:flilEP.:i TO
IIICREA:E PRODL:CTIOU,. 111PROV[ MMH;Ei I/lG III ADDITIOI: To \.fuRY-lUG
CLOSEL V \II TH JiRT ISA~S TO DEVElO? lIn PRODUCTS ArID I MP.flOVE
EXI STlIIG PRODUCTS FOR POSS I BLE EXPOF.TS. AIIDER~Otl

UNCLAS SECTion 07 OF 07 ~A"TO DOMIIIGO 3718

ACTion OHI(.1. lflOHOJ

IUFO lACO-02 LAOP-OJ PPCE-Ol PPPB-02 6C-Ol GCLA-U3 G~FI.-Ol

FM-02 fLO-02 SlAG-D2 ~A~T-al A~RI-OI STFA-OI RfLO-OI
MAST-DI LACA-OJ PRE-Ob /U36 A4 C7a

AIDAC

FOR: D,;/lljlH .JOHIlSOfl, LAC/OR

INFO OCT-DO COPY-OJ CIAE-OO [C-03 OO~E-DO ARA-OO IC6a v
------------------311~2S 2b1734Z /41

HIGHEST LEVELS OF EllTREPREllEIJRS, BUSIfIES: MAIIAGERS, AIIO PUBLIC
OFF I CIAL S•.

(61 l}~:OER THE LAC REGIONAL TRAIfJlIlG PROJECT, OOLS.
40, lHYO \.lAS ALLOCATED TO FIfIAtiCE THE SHORT-TERM HAUAGEI1EtlT COUIlSES
II~ THE U.S. FOR PARTICIPsUlTS IOEIlTlFIEO BY THE I;MERICMI CHAI1BER
OF (;o;m~f!::E. PARTICIi'ArlTS Hf\£ ::0\1 EEltlG ICE!iTIFIED ;:"~!.J

PLACEO. OUP-Hlli FY &01 AtlO FY 85 USAID EXPECT~ THAi 60TH
SHORT A~lO LOtl6-TERM TRAIUlflG ACTIVITIES \lILL CE ExrAIlDED TO
INCLUDE MORE PRIVATE SECTOR PARTICIPANTS.

IIlF 0 E~.~:~'L lIHJO 10ill Jl.6 11114

P 2S2e3DZ OCT 83
FM AMEIIBI\SSY ~.AtlTO oel1l riGa
TO SECSTATE WA~HDC PR/CRITY 443&

S. ROLE OF COUIlTRY TEAH

A. THE COUIITRY TEAM I~ EIIGAGED III AN EFFORT TO RAISE THE
LEVEL OF COU$CIOUS"ESS OF PUBLIC AIID PRIVATE SECTOR
ORGAHIZATIONS, ATTENPTI~G TO CHAHGE ATTITUDES FROM EMPHASIS
UPON IMPORT SUBST I TUT I011 TO EXPORT PROMOTI ON. I T \II LL :;UPPORT
EFFORTS TO STREHGTHE~ THE HE\lLY ESTABLISHED FOREIGN INVESTMENT
PROMOTION COl1111SSI01l AIID TO EIICOURAGE THE EFFORiS OF THE GOOR
TO REFORM AND STREHGTHEH CEDOFEX•

. B. THE DErARH1E"i OF COI1M;RCE, THRU ITS COMMERC IAL
COU:l~ELC~ III THE EI1B,,:iSY, IS ACTIVELY ItlVCLVED Itl t.iCRKliIG VITH
PRIVATE SECTOR OGAIIIZATIOIIS SUCH AS AS THE AMERIC~II CHAMBER OF
COfmErCE arlO COnSEJO II~C 1011 AI. DE ItCM!!RES DE EI1PRESA. THE
COMI1ERCIAL COU"SELOR \.IILL COUTIIWE DElJtlOf'MEfli OF A REFEREUCED
LIBRARY OF EXPORT CRIEIITED PRODUCTS AND A DATA PROCESSltlG
SYSTEM IN THE COMMERCIAL LIBRARY AT THE EMBASSY. THE
1I·IFORI1A"[IO~1 SYSTEM DEVElOPED BY THE comlERCIAL OFFICE \.IILL
PERlilT ItlTERE::TED DOI11~ICAIIS /lIlD AMERICAIIS TO EASIL'I' SHR~H THE
IlIrORllATIOII A;'IIK FOR BUSltIE:::SES ACCOROIIIG TO TItEIR STA"O~RD

INDUSTRY CODE:; (S ICi AfjD au ICKL Y MATCR AllO PR I "TOIH LI ::TS OF
POTENTIAL BUYERS, ::ELLERS, AriD 111'/E:iTORS. IT I:; f;rITICIP~TEO

THAT OIJRIUG TnE UPCO!"lIfIG 'fEAll, WHEN- JlIO'~ ')AIIG COt1PUTER
EQUIPI1E~T IS FULLY fIlSTALLED, USE OF THI:: IIIFORI1ATI0!1 \./IlL BE
EXPANDED. ItI ADDITIOII, THE OEP(I.RTMHlT OF COMMERCE COrlPUHR
CENTER III I1E;'::CO IJll.l CE :Ef![)lrIG A lEAI1 TO THE 11IS:IOII TO TRAIN
THE COMMERCIAL OFFICE STAFF AIIO TO UEMOII:TRATE THE .UTILITY OF
THIS SYSTEl1 10 OTHFR MI:S·IGfI OrFlCERS MID TO OFFICliJ.lS FIlOH
CrOOPEX, TilE (;f"jERIC/'ri CHIHIL;ER OF COlmERCE, AriD ll1E GODR'S
FOREIGfl IIPJE:;H:UIT CC~IHI:;:;IOfl.

C. iHr: ;:C;:WERCIfJ.l OFFICE IS f\L:;O penrllJr.IfI/j A JOllIT

A(jRO-IfIDU.fRI!;L lI[\.r,lETTr.R fTHI:; I:; II .I01r;r EnOn r.U\i£[11

U:;OOC. L1';O/\, Mill AIUJ ~iIllr.11 IS 01:1RIOiJTf.O TO O\.'ER 'i,DGD
OOi111lICA:l Ull::ii;E~Smll BlflQtJinl'i. TIllS iiEI;::LEiiER './ILI. BE I.I~F.O

TO I'(\~:; IliPOrT/\IlT CI:I 1I1FOI:l1ATIOII 10 111r. oorlltlJ(:~:1 PI!IV:.H

:F.CTor: MID TO ,1LERT U0!1lrllf.,;!lIIIJ:;II:[:~:1[1I OF I'QIUITI,ll Tkt-IIE
AlID /lIVE~Hlr:f1T UI'POnTIJtHIF.'J,

O. FIIII\!lY, THE Cn:mf.RC!(il COI]II';ELClR I/lLl HL:O COtlTltjlJE

IO~fIfIHIW; PAltJ!IJ(, rorj(Ji111!llllli::' j;!:n ;[(,111:1(1'1 j;~·:I:;l/;::CF.

OPPIJf1UTfIlII[:; 10 I![lfl ~fll[tJ(,nIErI 11f1fWJrI1[llT MID MJt1If1I:;TliAIIV[

UNr:LASSIF(EIJ


