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SECTION I - SCOPE AND PURPOSE OF THE STUDY

This study was commissioned by the Office of Private Enterprise,

AID, on behalf of the Private Sector Liaison Council. The Agency for
International Development (AID) has, during the past several months, con-
sidered the feasibility of increasing its involvement in the programming

of local currencies (L/C) generated by PL 480 Title I sales and the commodity
import programs financed with AID appropriations. The purpose of such
involvement by ATD and its Missions abroad would be to redirect these local
currencies fram their present uses to other applications that would enhance
or facilitate the achievement of AID's development objectives (i.e., private
sector development).

In essence, AID is seeking ways to maximize the utilization of all
resources ;hat are available to it. Its dollar appropriated resources are
allocated through an elaborate programming process for activities of the
highest priority to meet AID development goals and objectives in AID recipient
countries. AID also has some 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 command over these resources
is also exercised to best serve its development objectives.

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



1. Review past AID and OPIC efforts to use local currency proceeds
for private sector development, 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 programming
of counterpart generated by CIP, PL 480 Title I and Title II
for private enterprise development initiatives, including specific
concepts and project ideas based on paragraph 1 above.

3. Identify countries where the nature of economic 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 revisions to applicable agreements
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 staft 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 anddoes not create any additionality

for AID programs. Thus, the introduction of a "currency use payments"
(CUP) clause in a PL 480 agricultural commodity sales agreement, to

set aside an amount of local currency to be genérated under the agreement,
would have little interest for AID since AID would have to purchase

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

dollars.



It is intended that this study be used by the Private Sector Liaison
Council to recommend approaches for the Agency to increase benefits toward
achievement of AID goals and objecti\\res by shifting local currency resources
from present uses to those designed to enhance pri{zate enterprise deVelop—
ment in the recipient nation. The private sector is but one claimant
competing among a number of important development sectors included in AID's
programs with host go@rernments. There will ine{ritably be trade-offs
between the currently existing claimants for 1/c resources and any proposals
to shift those resources into the priﬁte sector. Decisions to reallocate
resources iné&itably require a judgement call, weighing the benefits to
be derived from 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 more effectively

evaluated by those who are asked to make that judgement.



SECTION II - EXISTING AGENCY GUIDANCE

The issue of whether, when, and how ATID is to involve itself in the
programming of local currencies generated either under the PL 480 program
or the ATD commodity import program, has long and deep roots. It has been
explored and reviewed on several occasions at the most 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
tines'with respect to programming L/C in recipient countries.

AID has never categorically issued policy gquidance mandating that all
AID Missions act uniformly in this matter. The guidance has invariably
laid ‘out certain parameters and a framework within which AID Missions are
expected to examine the local conditions and to make a judgement, year
by year, whether a greater or lesser degree of involvement is required.

The only exception to this was the so called "Cooley Amendment" to the PL
480 surplus Agricultural Commodities Act. This program is discussed in
detail in Section V below.

The most recent manifestation of concern by AID with respect to the
matter of programming L/C is contained in a circular telegram (State
#276001 dated September 22, 1983), fram the Administrator to all AID

principal officers. The message is quoted in its entirety below.



AIDAC - FOR PRINCIPAL AID OFR FROM ADMINISTRATOR MCPHERSON

£.0. 1235b: N/A

TAGS:

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

L. AS MOST OF YOU ARE AWARE. I HAVE MADE A DETERMINED
EFFORT TO SOROMOTE 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 Nou
FACES AND WILL LIKELY CONTINUE TO FACE FOR SOME TIME. I
AM VERY PLEASED WITH PROGRESS SO0 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 NY
" 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. 1IN 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 Missions, the guidance

message promised by the Administrator.



Policy Determination #5 (PD-5) issued by AID on February 22, 1983 is
the prevailing policy guidance of the Agency with respect to the programming
of 1/c generated from PL 480 sales. The policy determination does not
address 1/c generated by programs financed from AID appropriations.

PD-5 states, "When it is determined that AID should become more actively
involved..." certain policy guidelines shall apply. It does not provide
guidance indicating who is responsible for making this determination of
whether and when and to what degree AID should become more actively involved
in the programming of 1l/c. A review of the Agency CDSS guidance to the field
for FY-83, FY-84, and FY-85 discloses that none of these guidance messages
contain requests for AID Missions to recommend whether greater or lesser
involvement by AID in the programming of 1/c is desirable in terms of the CDSS
strategy developed by the Mission.
| The most recent éuidance from AID/Washington on the matter of programming
1l/c .is contained in AIDTO Circular A 333 dated June 23, 1976. Seven years
after its issuance it is still the Agency's policy guidance. This message
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 some
modification.

In 1972, AID had adopted a new policy with respect to country owned 1l/c
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 réquired to approve their uses except when
necessary to effectuate the purpose of the aid or in exceptional circum-

stances where otherwise justified. That decision was reviewed in



1976 and it was determined that in some (but not necessarily all) country
situations, more active AID participation in programming of 1/c proceeds
generated with U.S. AID could enhance its ability to influence a recipient's
policies and thereby improve the quality and quantity of the recipient's
development effort. Thus, AID policy was revised in 1976 to require Mission
examination of the merits of more activate participation of the programming
of 1/c and to encourage its use as another AID tool in those coﬁntries
where it promises to be effective. In accordance with the change in

policy emphasis, each Mission which expected PL 480 Title I or AID financed
commodity imports to generate 1l/c proceeds, was requested to analyze its
situation to determine whether a more active role in counterpart programming
would be useful in its host éountxy.

That guidance message, (AIDTO Circular A 333 dated June 23, 1976) also
provided AID Missions with a list of considerations which they were to
e.xplorfawon a systematic and regular basis to make such a determination.
Amnex I to this paper is 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, onaperiodic basis, make recommendations to AID/Washington
prescribing the appropriate role and involvement of the Mission in the
programming of 1/c. AID/Washington would then have the perrogative of

approving or disapproving the Mission's recommendation.



It is not clear to what extent this practice was followed subsequent
to 1976. It is clear however, that no discussions of 1/c programming
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 programming of 1/c therefore rests in the area of identifying the
responsible entity and the procedure to be used to make the determination
whether or not it would be useful for AID to became more actively involved
in programming 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 determination. 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, recommendations are made for issuance of such quidance to the

field.

Recent Events Impinging on AID Local Currency Programming Activity

The need for Agency guidance with respect to the programming of 1/c
takes on increased significance in light of the four recommendations of

the Commission on Security and Econcmic Assistance (the Carlucci

Conmission report). The relevant recommendations read:
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INCREASE PROGRAM EMPHASIS ON SCIENCE AND
TECHNOLOGY

The Commission recommends greater programming
emphasis be 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 Tﬂﬁ PRIVATE SECTOR

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 trade unions and the promotion of
employment-oriented development strategies,
in an environment conducive to free
enterprise, are integral to sound long-term
growth and security. Both bilateral and
multilateral programs should be used to
achieve appropriate 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 recommendations would produce significant
increases in 1/c generations for certain AID recipient countries. These l/c

generations could be programmed for econcmic development purposes.
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SECTION IITI - EXISTING AID USES OF LOCAL CURRENCY

The legal ownership, character and degree of control which AID may
exercise over 1/c in U.S. government accounts will vary depending on the
source from whence the 1/c was generated. In earlier years PL 480 Title
I sales were made for 1l/c. These 1l/c payments were then "owned" by the
U.S. A portion of these 1/c generations were earmarked for "country uses"
and could be programmed by the AID Missions on a grant or loan basis without
further congressional appropriation action. Subsequently, Title I sales
were shifted to dollar repayable terms but the repayments were scheduled
over a long term (40 years) and at highly concessional interest rates.

Under the dollar repayable terms of sale, ownership of the l/c
generated from the sale of the agricultural commodities by the recipient
government in their local markets rests with the recipieht government,
not with the U.S. The U.S. can insist on including provisions in the
sales agreement permitting AID control over the release of these funds
because of the concessionality of the terms. If the recipient government
agrees, AID may insist on a right to program these funds for specific
uses. But the willingness of the recipient gdvernment to allow such
control by AID is often dependent on the political leverage it can and
wants to apply. For example, l/c 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 1/c over

which AID has scme direction.

A. U.S. Owned Local Currency

A number of countries currently have deposits of "U.S. owned" 1l/c 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 managed, l/é now
on deposit in U.S. accounts were generated in previous years from PL 480
Title I sales for 1l/c. There are only two countries with significant deposits
of such funds (India and Pakistan). These funds are assets of the U.S.
government 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 most instances, these funds are subject
to the U.S. Congressional appropriation process. When such funds fall
below the level of estimated U.S. government requirements for a two-year
period, the U.S. Treasury changes the classification of the currency from
"excess" status to a "near-excess" status and more restrictive procedures
are followed in drawing down the remaining balances. Generally the funds
are reserved to meet the administrative costs of U.S. Embassies abroad

and for sale to U.s. governmentvagencies in exchange for appropriated
doliars. Thus, the Treasury obtains dollars from the sale of these 1l/c.

B.  Recipient Country Owned Local Currency

Since the terms 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 1l/c is owned by the
borrower who has accepted liability for dollar repayment at some time in
the future, in payment for the commodities that were delivered under the
PL 480 program. This is also true of loan financed AID commodity import
programs. AID involvement in the progranming of these 1/c is based on the
concessionality of the terms and the extent to which the recipien£

government is willing to tolerate AID involvement.
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In the spring of 1983, the Bureau of Policy and Program Coordination
together with the Bureau for FVA was asked £o conduct a survey of current
practices by AID Missions and recipient governments in the allocation of
L/C 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 memorandum 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 programmed by the
Missions there is a "broad continuum from what can be called attribution
to allocation with full additionality." The memorandum further states,
"In 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 some projects desired by the USAID that are additional to what would
otherwise be funded."

My own review of the data would suggest that the preponderance of
Mission involvement in this area results in attribution. Very little
conclusive evidence is shown that U.S. AID Mission involvement in the
programming of 1/c actually resulted in the reallocation of resources from
what would otherwise have taken place. On the other hand) where 1/c is
programmed to meet 1/c support costs of AID development projects, there is

strong reason to believe that the existence of l/c 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 government to assure support for AID development
projects.

The Schieck/Gladson memorandum to the Administrator is attached as

Annex II.
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SECTION IV - RECENT AID DISCUSSION/STUDY PAPERS RELEVANT TO LOCAL
CURRENCY PROGRAMMING

During the past two years the Agency has examined ways in which
1/c generated from PL 480 Title I sales and AID's commodity import programs
could be better utilized to serve AID's development 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 a&ailable for
private enterprise development in AID's recipient countries. More specifif
cally, PRE has sought to shift these funds to finance the needs of the
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 development projects.

In the course of examining these two related issues, a number of
studies were undertaken which have>contributed information, identified
certain points of view and offered recommendations for the consideration
of ATID. Some of the more relevant studies on this subject are reviewed
below.

A. Hullander Study

A study wés undertaken by Dr. Edwin L. Hullander entitled "Financial
Ieverage Potential of Local Currency Proceeds Generated from the Food for
Peace Program to Stimulate Private Enterprise in Developing Countries."

The study was submitted 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 1/c 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 investment 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 lenders/
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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. The Hullander study makes specific
recommendations, then concludes that "AID should conduct a number of

pilot studies of selected countries to identify ver;‘specific operational
criteria for leveraging."

The executive summary and conclusions and recommendations of the

study are reproduced as Annex IIT to this paper.

B. First Washington Associates

The "Final Repoft 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 'excess' 1/c owned by the
U.S. government may be used in ways which complement AID's innovative
private sector development initiative." The report identifies certain
activities which could be financed with 1/c including:
1) Development of relevant in-country management expertise;
2) Make loans to develop promotional programs which would encourage
multilateral trade, economic 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 1/c to finance the private enter-
prise activities in developing countries, the First Washingfon Associates
report did not focus on the issue of additionality. In many of its
findings the report suggests that AID's dollar appropriated funds should,
in effect, be utilized to purchase the 1/c which would then be ﬁade available
for private enterprise development. One can argue that private enterprise
activities enjoy a high priority with respect to the programming of AID's
dollar appropriations. However, the report is not particularly helpful
with‘respect to the question of utilizing available 1/c and reallocating
them in such a manner as to increase AID's resource base with respect
to its availabilities to achieve its development 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 some opportunities for the programming of 1/c for private
enterprise activities. The findings and recommendations of the First

Washington Associates report is attached to this report as Annex IV.
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COUNIRIES WIHICH HAVE COUNTERYAY
GENERATING PROGRAMS FOR FY 1983
IN EXCESS OF $25 MILLION

AND MAY HAVE

NEED FOR DEVELOPING PRIVATE SECTOR

Initiatives ($ millions) ESF Other DA Progqrams
Total PL-480 Earmarked
Country Programs Title I/III Loans Grants for: Loans Grants
Bangladesh 136.0 60.0 - - - - 76.0
Costa Rica 95.0 20.0 - 60.0 Various 11.56 3.5
Dominican Republic 44.0 18.0 - - - 21.5 4.5
Egypt 1,000.0 250,0 250.0 500.0 CIP 250.0 - -
Various
El Salvador 160.0 30.0 - 105.0 Private Sec, 20.0 5.0
Supp Ind. Rea,
Haiti 26.0 11.0 - - - 15.0
Honduras 59.0 5.0 25.0 - Private Sec. 20.7 8.3
* Prom,
India a7.0 - - - - 66.0 21.0
Indonesia 85,0 20.0 - - - 48.9 16.1
Jamaica 112.0 20.0 50.0 5.0 Various 32.3 4.7
Kenya 73.0 "15.0 - 30.0 Agribusiness 9.7 18.3
Dev.
Liberia 59.0 15.0 - 32.0 Program Grant 3.7 8.3
1v
Morocca 38.5 25.0- - - - - 13.5
Pakistan 250.0 50.0 97.0 78.0 Various 20.0 5.0
Peru 47.0 20.0 - - - 16.5 10.5
Philippines 88.8 - - 50.0 Various 20.0 l18.8
Seneqgal 33.9 7.0 - 10.0 clip - 16.9
Somalia 57.0 15.0 - 25.0 Ccip - 17.0
Sri- Lanka 57.9 17.6 - - - 37.5 2.8
Sudan 125.0 30.0 - 70.0 cip - . 25.0
Thailand 38.0 - - 10.0 Various 15.7 12.3
Turkey 350.0 - 100.0 250.0 Balance of - -
P. Supp.
Yemen 27.5 - - - - - 27.5
Zaire 35.0 10.0 - 15.0 cIp - 10.0
Zambia 27.0 7.0 5.0 15.0 CIP 15.0 - -
Various
Zimbabwae 75.0 - - - 75.0 CIP 50.0 - -
. Various 25.0
Israel 785.0 - 260.0 525.0 Cash Transfer - -
Unallocated ___87.0 87.0 - - - - =
4,058.6 732.6 787.q~_’1,855.0 346.0_\___’__3(0.0
924 In

§ of total appropriation FY ‘83
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C. Study by D. M. Orsini, dated November 1983, for President's
Task Force on International Private Enterprise, entitled "AID
Private Sector Initiatives: Past, Present and lLessons Leart

The study examines, to the extent AID's institutional memory
permits, projects that were financed by AID and its predecessor
agencies fram 1957 through 1980 that were designed to assist the
growth of the private sector in.developing countries. It also analyses
this experience to draw scme general conclusions about lessons learned.
It categorizes these projects as follows:

Catalog of AID Private Sector Programs, 1957-1980
o Industrial Development

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

Foreign Exchange Access or Savings
Policy Dialogue
Capital Market Development -

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

o Foreign Private Investment Promotion

1. Cooley lLoans

. Investment Guaranties

. Investment Centers and Groups

. Investment Project Identification

=W N

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

5. Cofinancing
Export Promotion and Development

Tourism
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o Training
1. Vocational
2. Management

e} Technology Transfer

1. Joint Ventures

2. Private Voluntary Organizations (PVO)
3. Agribusiness Technology

4. Management Technology

o Small Scale Enterprise (SSE) Development

The study describes each of these project categories and evaluates
their relative effectiveness in contributing té the AID Mission's program
goals. It should be noted that these projects were not exclusively
financed either with 1/c or with dollar appropriations. For the most part,
AID financed activities require both dollars and 1/c for proper implementation.
In the case of 1/c utilized for intermediate credit, the foreign exchange
camponent often is provided by the investor, therefore AID financing
may be limited to 1/c only. But in the case of technical assistance
activities, particularly when the project is predominantly AID supported,
the distinction between dollar and 1/c financing needs becomes blurred.

ATD financed projects in the public sector usually look toward
the host government for contributions from its budget to meet the 1l/c
camponent of the project. Projects in support of the private sector
often are not eligible for that source of funding and would benefit
from AID 1/c 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 Paper #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 development 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 modes by which private sector
enterprise initiatives were fostered by AID in past years. These
modes include:

A. Policy analysis and policy reform.

B. Programs and projects that facilitate private
. enterprise development,
1. Feasibility Studies
2. Brokering
a. Conference approaches to promoting business ventures
b. Business "clearing house"
c. Trade fairs _ ,
3. Management training and related assistance
4. Technology 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 promotion of private sector development, it became clear that

the availability of 1/c was of some use in virtually every one of these
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activities. But by far, the largest amount 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 development banks and other financial
intermediaries in developing countries to make available medium term
financing for the private sector.

(My personal reaction is that the study suffers from lack of data
about AID efforts during the 1960's in the area of industrial development.
I am personally familiar with relevant AID projects that were not
considered in this review because the AID institutional memory has now
been lost. I recommend that some 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 ATD financed development 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
development programs.

E. Results of "In-depth" Project Evaluations

Following up to ATID Discussion Paper #14, AID's Office of Evaluation
performed "in-depth" evaluation of several major AID financed completed
projects that focused on private sector development. Two of these project
evaluations (Private Development Corporation of the Philippines [PDCP]; and
Ecuador Industrial Development and Finance) are now in final draft. These
evaluation reports conclude that AID;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 PDCP, 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 exchange loans to PCDP in much
larger amounts but the 1/c loan overcame the major constraint of
mobilizing domestic resources for the local cost camponent of the project
in an economy where monetized domestic savings were hard to find.

These institutions began operations in the mid-1960'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's contribution to AID's development goals.
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V.  PAST ATD APPLICATIONS OF LOCAL CURRENCY FOR PRIVATE SECTOR DEVELOPMENT

In the 1960's 1/c was programmed 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 most significant use of 1/c generated from PL 480 or AID CIP programs
has been tb provide medium term credit for the private sector in developing
countries. Throughout the late 1950's and early 1960's AID Missions in
many developing countries concluded that there was a need for medium term
credit for private sector development. Commercial banking systems of
developing countries did not provide sufficiently flexible financing to meet
the needs of the private sector for expansion of plant and machinery.

Where developing banks already existed, l/é was provided to increase
their capitalization and expand their capability to respond to the productive
sector's demand for financing. Where such institutions were not available
ATD Missions often provided direct financing to local companies through the
Cooley Loan program as well as dollar and 1/c loans guaranteed by the host

government.

The Cooley Loan Program

Prior to 1971, the Agency for International Development made loans
in foreign currencies to eligible borrowers for qualified projects in
certain less developed friendly countries. These loans are commonly

called "Cooley Loans" 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 83rxd Congress,

the Agricultural Trade Development and Assistance Act of 1954, is

the enactment of the "Food for feace" program. Title I of the

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

the ﬁnited States government to sell agricuitural commodities for
foreign currencies under agreements with friendly countries. These
agreements cammonly provide that a specified percentage of the 1/c to be
paid to the U.S. government as the purchase price of such commodities
will be set aside for use under the Cooley loan program. As commodities
are sold and paid for, the percentage of the purchase price allocated
to the Cooley loan program becomes available for loans to finance
projects located in the country (the "host country"”) in which the cammodities
were sold.

Since the beginning of the Cooley loan program in mid-1958, 427 loans
totaling approximately $433 million have been made to U.S. firms operating
in over 31 countries. These loans include those ‘made by the Export/Import
Bank and ATID 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 1/c generations under Section 104(e) ceased.
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B. Purpose and Use of Cooley Loans. A Cooley loan is made in order to

finance eligible 1/c costs of a qualified project that contributes to the
economic development of the host country and is acceptable to the host
government. Eligible costs commonly include the cost of capital assets
(land, buildings, machinery and equipment, etc.) acquired locally and other
capital expenditures (construction, inland transportation and installation
charges, custams duties, etc.) payable in 1/c. 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 br became obligated to pay prior to the authorization of
the loan, unless AID's written agreement to regard such expenditures and
costs as eligible was requested and obtained before the borrower made

or became liable to pay such expenditures or costs.

C. Qﬁélified Projects. A project contributing to the econcmic

development of the host country qualifies for Cooley loan financing if it
involves business development and trade expansion (or private home
construction) and if a U.S. business firm invests its own capital and know-
how in the project. (See paragraph D below.) In addition, a project
contributing to the economic develoément 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 otherwise increasing the consumption
of, and markets for, U.S. agricultural products. Under the statute,

however, a project will*not qualify if it involves the manufacture of any
products intended to be exported to the U.S. in competition with prodﬁcts
produced in tﬁe U.S.; and due consideration must be given to the continued
expansion of markets for U.S. agficultural commodities or the products thereof.

D. Eligible Borrowers. Except 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
products, the borrower must be either a U.S. business firm (or a branch
of such a firm) or an affiliate (or a subsidiary) of such a fimm.
(i) A "U.S. business firm" is a U.S. firm that is actively engaged in
activities of a kind customarily engaged in activities of a kind
customarily engaged in by profit-making organizations. (Cooperatives
qualify as business firms.) A. U.S. firm 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 firm in which the majority
of the voting interest is owned beneficially by individual U.S.
citizens is automatically regarded as one controlled 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 commercial
and operating 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 firm 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 commercial and operating ties with the U.S. business
firm, 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 more majority-owned subsidiaries of
such firm. The eligibility requirements of affiliation must, however,
be satisfied through reference to a single U.S. business firm; 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 common 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 borrower
may be any free world firm (including a cooperative) and need not be

affiliated with a U.S. business firm.

E. Terms of Cooley Loans. The amount of a Cooley loan and the period of

time 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 time the Cooley loan
is authorized; in general, the interest rate is comparable to the rates
then charged on long-term 1/c loans by local development 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 amount of a Cooley loan, although financial considera-
tions, the amount of Cooley funds available, alternative sourées of
financing (and the cost of obtaining such financing) and other factors may
be relevant. |

Impact of Cooley Loan Program

ATID has not performed a comprehensive evaluation of its Cooley Loan
Programs. %he most thoroughly documented loans are, as might be expected,
the few that went sour, and resulted in judicial proceedings (i.e., NAPCO
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 amounts of 1/c 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 government
on the program.

2) The program was labor intensive for the AID Mission and placed it
in the position of acting as an intermediate lending institution
in the host country.

3) On the other hand the program demonstrated the need for aggressive/
responsive banking by local banks. The Cooley Lending program

stimulated local banks to adopt more approvriate lending criteria.
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In fact, U.S. owned 1/c that was not reserved for Cooley loans,

often were injected into the capital structure of local development
banks to incrgase their lending capabilities and serve the needs of
local private enterprises, notably small scale enterprises, that were
not a subsidiary of a U.S. corporate parent.

4) It is likely that the Cooley Loan Program would continue to be
active today and would be sought after by U.S. companies if there
were significant levels of 1/c availabilities reserved for Cooley
loans. However, these availabilities have disappeared, now that Title
I sales are made under dollar repayment terms and 1l/c sales proceeds
are not owned by the U.S.

Development Banks as a Tool of Econcmic Developmentl/

There are more than 600 institutions operating throughout the world today
that may be classified as development banks. Almost all of these came into
existence since World War II. They are vafied in structure and in capitali-
zation, in their method of operation, and in their primary focus. Scme
are entirely govermment-owned, others are entirely owned by private share-
holders. In each instance they were created as a means to mobilize 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 means of channeling resources into priority development areas, identi-

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

1/ Past AID 1/c financing for private enterprise development
was heavily directed towards development banks. A more detailed
discussion of development 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 remunefative to be financed through normal financial
channels.

As the capability, resources and sophistication of a development
bank increases over time, it also becomes an effective means to create
needed new financial institutions or services in the econcmy. For example,
the Korean Development Finance Corporation, which started in 1967 as a
conventional development bank, concluded that a new type of institution
was needed in Korea to tap the savings of the unorganized money 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-term money market activities
along with investment banking operations. It also encouraged the establish-
ment of firms to deal in the commercial paper of private enterprises and
promoted the first such company, the Korean Securities Finance Corporation.
Later, recognizing the value of leasing for smaller enterprises, it
created the Korean Development Leasing Corporation. In due course, it
entered the field of financial and management consultancy and merchant
banking, this time within the framework of its own corporate structure.
More recently, it has joined a technological research organization to set
up a new venture capital company to provide primarily equity for enterprises
which introduce new technoloéies into the country.

U.S. policy towards national development 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 institutions, in many instances 1l/c generated from
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PL 480 sales, as a means of reaching and assisting the small scale private
sector of IDC's and facilitating the growth and strengthening of the
private sector in general.

Other Local Currency Uses

In past years AID has programmed 1l/c in support of dollar funded
projects for private enterprise development. See discussion of these
projects in AID Program Evaluation Discussion Paper #14 dated June 1982
and Orsini Study dated November 1983 (Annex VI).

More recently AID has taken an interest in establishment of venture
capital firms to assist small scale enterpreneurs in developing countries
obtain equity capital. Capitalization of venture capital firms lends
itself to 1/c financing since most small scale entrepreneurs do not require
foreign exchange.

Additional areas which may provide opportunities for 1l/c uses include:

--Technical and managerial training to meet needs of the
business community.

--Policy reform to improve investment environment - locally produced
studies of ways to reduce institutional impediments, such as
cumbersome Goverrnmental procedures and other govermnmentally imposed

requirements which add risk and uncertainty to private sector operations.

~~Improved mechanisms by which the private business cammunity may
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.

--Improvement of insurance, transport, and other services
needed by producers.
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Selected AID Missions in Latin America hav»emde\‘reloped some -imaginative,
innovative and effective programs to support private enterprise development
as part of their country strategies, utilizing 1/c as one important input. In
one important input. In a number of instances Missions have programmed
their dollars to genefate 1/c to meet specific private enterprise
program needs. Annex VIII.A. (Costa Rica), Annex VIII.B. (Jamaica),
and Annex VIII.C. (Dominican Republic) are extracts of relevant
descriptions of key activities developed by these AID Missions as part
of their "Caribbean Basin Initiative."

These descriptions are included in this report in the hope that
program personnel in other AID Missions may find them to be thought
provoking in terms of their applicability for inclusion in their

country programs.
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SECTION VI - SOME BASIC PRINCIPLES ISSUES & LIMITATIONS WITH RESPECT
TO LOCAL CURRENCY PROGRAMMING BY AID
It would be well for us to review some of the undérlying principles
that apply to the utilization of AID generated l/c. Once we reach géneral
agreement on these underlying principles, some feasible new approaches
to the more effective utilization of 1/c generated from AID programs and

PL 480 programs may suggest themselves.

Economic Considerations

In much of the discussion about AID's responsibilities and authorities
concerning l/c generated from AID programs, there is an implicit assumption
that the funds identified in these agency accounts represent "idle resources"
of the U.S. government. Conventional monetary and banking theory tells

us that monies in a bank are not resources as such, but represent a potential

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

this instance, the funds, though dollar dominated in AID's reporting
system, are, in fact, 1/c on deposit 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 account.
In most instances, the 1/c on deposit in these accounts is legally owned
by the host government because the program which generated the 1/c was
a dollar repayable loan to which the host government has committed itself.
Once the recipient government has undertaken such an obligation the legal

title to ownership of 1l/c derived from the program rests with them.
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Nor do the monies in these accounts represent real economic resources.
While the funds are on deposit the real resources are being employed
as they are commanded to do by the expenditure of other monies in the
econamy. If the host government and/or the U.S. government decide to
delay expenditure of the currencies on deposit, it means that the econcmic
resources in the recipient country are being employed elsewhere. In macro-
economic temms, the iﬁpact of non-utilization of these funds at the time of
their generation has a deflationary impact on the total government/private
sector expenditure level.

Alternatively, the financial institution holding the deposit might
lend an equivalent amount to others or to itself (if it is the host government)
and expend these fundé for its owh purposes. The degree to which the U.S.,
as the AID donor, is able to insist upon utilization of these funds in any
specific manner is limited in that the host government, assuming it has
some sophistication in the matter of monetary policy, can circumvent any
action the U.S. is prepared to take. These local currencies are fungible
with other resources under the control of the host government. Offsetting
actions by the host government 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 permit the U.S. 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 1/c. Increased assertiveness by
ATD with respect to programming of 1/c means reduced control over these
funds by the recipient governmment. 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 bilateralU.S. aid to India
represents less than 5% of total free world assistance to India. This
compares with a U.S. AID level during the 1960's in excess of 50% of free world
..aid. How much leverage is évailable to the U.S. AID Mission to bring about
the proposed change in l/c programming? And at what price? There may be
other important issues which dominate the U.S. relationship with the recipient
country. The issue of programming l/c must be loocked upon in the context
of our overall relationship with that country.

Even when the U.S. is a major aid donor (i.e., in Egypt or El Salvador)
the rationale for the aid will influence the degree to which the U.S. is able
(or willing) to insist upon certain actions by the recipient government with
respect to the programming of 1/c. It is worth noting that the U.S. does
not require the government of Egypt to deposit any 1l/c 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 thelU.S. would be prepared to insist upon greater
control over 1l/c utilization must be examined in the context of the effect
such insistance would have on the policy dialogue between the U.S. and

the recipient government on many other issues.
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A decision to insist on changing the status-quo with respect to 1l/c
programming would also have to be examined in terms of the effect on other
aid donors and the degree to which it would camplement or run counter to
their general strategy for achievement of certain policy reforms in the
recipient country.

Accounting Considerations

Neither the Foreign Assistance Act nor PL 480 contain specific provisions
requiring AID to audit the uses of 1/c generated under the Act. Neverthe-
less, AID and the Inspector General have established agency regulations
that call on AID to monitor 1/c expenditures for compliance with the specified
uses contained in any project or program to which these expenditures are
attributed, even though title to the 1l/c rests with the host government,
and not with the U.S. government. If AID makes a policy decision that
U.S. interests would be best served if AID Missions were to take a more
direct and active role in progamming 1/c generations for specified purposes,
this would impose an obligation on theVAID Mission 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 among 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 1/c tend to be vague and ill-defined.

The problem would be all the more severe if the 1/c 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 investment, and losses were to be sustained

in the process.
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It will be necessary to obtain specific legislative authority for
ATD to insulate itself from certain aspects of these audit requirements,
or at a minimum, obtain agreement among AID, the Inspector General and
the General Accounting Office to restrict audit procedures for 1l/c
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 almost 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 1/c. The only significant
agency experience that is an exception to this rule concerns the release
of 1/c for medium term credit facilities for the private sector. Past
ATD experience with respect to the Cooley loan Program as well as AID
contributions to development banks in less develoéed countries indicate
that 1/c 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 some
requirement for foreign exchange. AID's effort at program development
therefore should not focus on the development of projects that would
rely exclusively on 1/c as a source of financing, although AID need

not necessarily be the source of the camplementary 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 ATID control generates claims from special interests that
may have strong political backing in the U.S. but which may be of marginal
interest to AID with respect to its development objectives. It is very
likely that the imposition of AID control over l/c resources generated
from AID programs would generate claims on these resources by certain U.S.,
private voluntary ofganizations operating within the host country but
whose activities may not be considered by the host government (the owner
of these funds) to be of sufficient importance to warrant the allocation

of these funds.

Conflicting Interests and Approaches by U.S. Government 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-
tural comodities. The primary responsibility for that program rests
with the Department of Agriculture. The terms of sale and the repayment
terms are hammered out by an interagency committee comprised of representa-
tives of the Office of Management and Budget, U.S. Department of Agriculture,
and the U.S. Treasury. Any modification of the terms having to do with 1/c
releases for development purposes that reduce the availability of such funds '

for U.S.D.A. market development objectives, or impact on the appropriation
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process for the U.S. Department of Agriculture, will generate strong
resistance by these agencies.

In addition, any proposal by AID to modify the requirement for
dollar repayable terms to be imposed on PL 480 Title I sales (to shift
such sales to the original sales for 1/c terms) would probably generate
resistance in the U.S. Treasury Department and in the Office of Management
and Budget. It is likely that certain congressional cammittees would
themselves have strong views on any proposed changes to existing agreed

uses of 1/c or terms of repayment.

Two Examples

It may be well to consider two real situations in AID recipient
countries that perhaps demonstrate same of the issues which need to be
considered in determining whether additional AID involvement in 1/c
programming would have a beneficial effect on the U.S. AID programs

and relationships.

Example 1 - 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. government exercises no control over its expenditures. The
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goverrment of Sri Lanka treats these 1/c 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 most 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.
USATD/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
programming.

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 Colombo confirm 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 IBRD has made substantial loans to
the National Development Bank (NDB) 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 these funds for term
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"lending in parallel with the NDB. This might even inspire the NDB to move

more 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 monetary policy which, very much like current
U.S. monetary policy, now calls for tight money to curb an increaéing
rate of inflation, said to approximate 15% at this time. 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.

Moreover, the GSL could do several things to counter U.S. 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 tb everything but then require banks to buy additional
treasury notes in an equivalent amount. (But such action would be

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

On the other hand, some elements of the government of Sri Lanka may welcome
USAID intervention to shift resources to the private sector. The Minister
of Finance may consider USAID assistance welcome in curbing his govermment's
spending by ministers who may be more powerful than he within the cabinet.
Some very difficult judgements need to be made concerning U.S. and

GSL interests before instituting a change in the current procedures.
Clearly, the USAID Mission is in the best position to make that judgement.
It would not be wise for AID/Washington to issue a blanket policy directive
requiring Missions 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 deposit 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 agreements between the
U.S. and the govermment of India but the existence of these funds suggested
to AID's Bureau for Private Enterprise that a means might be found for their
utilization to serve AID's objectives.

As a result of visits to India by two high level U.S. delegations, a
project proposal was developed to establish a "Foundation for U.S./India
Industrial Technology Development." The details of this project proposal
are described in Annex V.

Here is an instance where a U.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's
private sector. While 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 opportunity to utilize the funds té achieve important
AID development cbjectives and whose orientation is not directed towards
government to government arrangements. More will be said about the need
for ATD/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 caﬁtionary notes with respect

to the feasibility of increased AID involvement with respect to 1l/c
programming, 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 1/c programming.

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 programming of 1/c
generated from the ATD program in support 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 - Wpuld the proposed change in 1/c
application result in an actuél‘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 determine whether a case may be made for AID's increased

involvement in 1/c programming.

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 most
prudent manner to "protect" the principal. They are therefore
managed under controls to minimize risk. Moreover, they are subject
to sunshine laws, equal opportunity to access, dispersion of
responsibility and authority, etc. Often government 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, information networks).

3) Inevitably, any AID project in this area requires both 1/c and
dollars. Therefore the programming of 1/c must be closely tied to

AID's procedures for programming its dollar resources.
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SECTION VII - AN APPROACH TO INCREASED USE OF LOCAL CURRENCIES
IN SUPPORT OF PRIVATE SECTOR DEVELOPMENT

Short Term versus Long Term 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 1/c programming. Some gains could be achieved within AID's
present authority; but the modification of certain conditions, imposed
either by legislation or by executive branchlinterngency agreement,.
would significantly improve AIDféreffectiveness in employing the U.S.
resources now provided under U.S. bilateral assistance programs to LDC's.
We discuss some possible changes in the following sections, recognizing
that some of the proposals require a rather lengthy gestation period

before they can be implemented.

Possible Modifications to Existing Agency Policy Guidance

One of the discussion papers cited in Section 4 above (the Hullander
study) recammends that the Agency "...establish a policy that defines
the role of private enterprise in each stage of the econcamic development
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, income and wealth is achieved through
a free and competive econamy; and that the discipline of effective use
of resources leads to economic growth and a better quality of life."

The foregoing is more 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. economic AID program is basically a government
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to govermment 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 terms of government to government relationships.

While policy guidance and continued reinforcement 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 development 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 govermnment 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 commercialization of products
~stemming from recently completed research. This project, patterned after
the U.S./Israeli Bi-national Reseaféil and Development 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.
Furthermore, it is questionable whether the initiative would have been
taken in the absence of PRE's intervention. (A summary 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 the 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:

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

2) A willingness to establish rational economic policies; and

3) Commercial 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 Survey 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 development with private sector development
in India. These countries are listed in Table A, following. For the sake
of completeness, the countries identified by First Washington Associates
as having 1l/c generating programs in excess of $25 million are also

shown on this table.



=47~

Tapble A

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

_Firét.wéshingﬁon .
, o - Associates Listing Of
Name of - McClelland Countries Having L/C PRE

AID Recipient I./C Programming ‘Generating Programs Target
Country Survey ‘In FY 1983 Countries

~ Bangladesh

Costa Rica

Dominican Republic

Egypt

S ol ol Bl ke

El Salvador

Ghana

Guinea

Haiti

WK W KR |X K]

Honduras

India

Sl R Tl

Indonesia

><

Ivory Coast

Jamaica

.
5 [ [ [ ¢ [

E]

Kenya

Liberia

"

Madagascar

Mauritius

Morocco

Pakistan

S R AR B L

Peru

Philippines

N IR B
E]

Senegal

Sierra Leone

Somalia

Sri Lanka

A E A Tk

Sudan

Thailand

I E R T

Turkey

Tunisia

b

Tanzania X

Yemen

Zaire X

Zambia

o]

IR T L b

Zimbabwe
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Next we must query each Mission to obtain the answers to the
following three questions.

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 fram internal osurces?

3) Reallocation of resources - Would the proposed change in 1/c
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? \

In answering these three questions, each Mission should consider the

guidance with respect to issues and considerations that was contained in

ATDTO Circular A333 dated June 23, 1976. An extract of the relevant

sections of that message is attached to this report as Annex I.

Only after this analysis is ccampleted can one be clear with respect
to the countries that should be targeted for greater AID involvement in
‘local currency programming.

Missions should be assured that they will receive assistance from
ATD/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'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 time to consider the feasibility of obtaining
authorization for the sale of Title I commodities for 1/c cash payment in
lieu of the requirement for dollar repayable long term 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 camodities under terms briginally developed at the time PL 480
was first enacted (1954) for payment in 1/c. |

An analysis of the discounted present value of the dollar repayable
terms 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 repayment terms. Furthermore, the recent crises in the third world
. debt burden suggests that the U.S. government may be adding unnecessarily to
the political and economic problems of the AID recipient countries (and to
our own problems) by selling consummables on dollar repayment terms. There is
also some 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 terms to 1l/c cash pay-
ment will allow for the generation of 1/c that is titled with the U.S.
government. If given the authority to do so AID can then control these funds
more effectively than under the present system particularly if agreement is
reached with the host governmment 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.S. to increase its shipments of surplus commodities to developing
nations, reduce U.S. storage costs and add a net resource flow to the LDC's
without an appreciable increase in cost to the U.S. budget. The availability
of U.S. owned 1/c in may LDC's will permit continued conversion of U.S.
appropriated dollars by USDO's to meet 1/c costs of U.S. programs abroad,
as is done now with the CUP, thereby saving U.S. budgetary resources.
Additionally, the level of U.S. official development assistance to LDC's
would show a significant increase.

If the legislation proposed above is introduced, it should be coupled
with a mechanism allowing AID access to these U.S. owned 1/c 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 and/or domestic and
foreign investors. (See section 4 above.) Same modification ofvthe 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 1/c.

The 1/c that is to be generated from PL 480 Title I sales should have
the following characteristics to allow for the most effective utilization
by AID. ‘

1) It should be U.S. ownéd;

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

3) It should be available to be programmed and released on either a
grant or loan basis directly to private sector institutions subject
to the concurrencecxfthe_host government;
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4) It should not be subject to certain aspectsﬂqf £he”Standa;§ audit
requirements of AID, particularly with respect to reflows;

5) It should allow for loss write-offs incurred by the grantee or borrower
so that the funds could be utilized for risk absorbtion as recommended
in the Hullander study.

The terms of sale under the PL 480 Agreement could allow the host

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

proceeds for public sector uses (budget support) with the stipulation that
the amount so allocated would have to be dollar repayable.

If the Carlucci Commission recommendation (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 from military
sales.

Most of the arguments advanced above with respect to the PL 480
program seem to be valid for the AID cammodity import program as well
(except that the commodity import program normally does not finance
consummables) . Similar changes in the Foreign Assistance Act might be
introduced for the commodity import programs now financed on a loan basis.

Possible Executive Branch Action Within Present Legislative Authority

‘Since 1970 all Title I sales of surplus agricultural commodities have
- been made on dollar repayable terms. However, some innovative approaches
have been introduced to permit implementation of development projects
utilizing PL 480 resources, in some instances allowing for monetization of
the commodities through commercial sale. Title II Section 206 authorizes
the granting of U.S. surplus commodities to be monetized without requiring

dollar repayment if it can be demonstrated that the activity can achieve
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development objectives related to food production and distribution and will
serve to improve conditions for the poorer segment of the population. For
example, a project that has been recently approved for Jamaica under

Title Iilis described as follows:

"During 1983 Land O'Lakes, with the assistance of the U.S. government's
Agency for International Development, devised an innovative private
sector mechanism 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 Development Foundation (JADF) which
will be controlled by a small board on which Land O'Lakes will

have a member. ’ .

Under the project plan, PF 480 Title II commodities (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 commodities

processed into value-added products and sold commercially in markets
outside the U.S. which are not available to U.S. dairy producers.

Land O'Lakes 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 form of loans, loan guarantees, investments,

or grants, for large or small scale projects designed to increase

Jamaican agricultural production and to promote the growth of

Jamaican agribusinesses."

Title II projects tie together the PL 480 commodity with the organization
that will utilize the 1/c. This tie-in would seem to be too cumbersome to
permit effective utilization of this resource for most private enterprise
activities.

Title iII authorizes the granting of agricultural commodities without
payment by the host government, if such a grant will allow the host govern-
ment to undertake important economic policy measures that it could not
implement, 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 1l/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 amount
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, OMB, State, AID, Treasury) were to
agree that it is in the overall U.S. interest to utilize surplus
agricultural commodities for private enterprise development in
several AID recipient countries, it could probably find ways to
insure that the 1/c so generated will achieve most, 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 Subcommittee. This subcommittee
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 commodities for "humanitarian development or emergency needs."
However, under current regulations promulgated by USDA, sales of dairy
products under Section 416 are not allowed to generate 1l/c, even

though the legislation does not prohibit it. If Section 416 were
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to be expanded to permit the sale of these cammodities, then these
programs also would generate 1/c which could be utilized for
development purposes. Consideration should be given by the DCC

Food AID Subcommittee to the expansion of Section 416 to achieve this
objective.

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 development projects, would
improve the control exercised by the AID Mission and limit the
flexibility of the host govermment to circumvent the intended uses

of the sales pfoceeds. It would be interesting to attempt to
introduce this procedural change in those countries that are

selected for increased AID involvement in 1/c programming.
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SECTICN VIII - NEXT STEPS - A PLAN OF ACTION

In the Short Term

1) The Administrator's alert message of September 27 (see section II
above) which announced that AID would soon transmit guidance to the field
with respect to the development of 1/c use plans, has not resulted in any
follow-up as of this writing. To date, no guidance has been provided to
the field. The guidance message should incorporate scme 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 from 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
Development. "

3) We believe it is an essential ingredient to any plan of action for
PRE to offer timely, direct 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 aﬁ appropriate strategy to enhance the indigenous private sector's
contribution to country development objectives. The team should also be

available to assist Missions in initiating or pursuing a dialogue
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with the host government and the business community 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 shouid continue to support
Missions in the course of the project's implemehtation.
4) In making the initial selection of country Missions to receive
assistance as described in (2) above, PRE should consider, in addition to
other criteria mentioned earlier, the position of each Mission in its
own program development cycle. Generally the assignment of a new Mission director
will precipitate a review of the country program's composition and
development strategy. That is the most propitious time to offer
assistance. Recent or imminent 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 toijmaguidanCeumessage (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 development. This message should be designed to stimulate
Mission thinking and preliminary discussion with their host government
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

1/c. Similarly, the FAA request for FY 1987 might propose a shift from
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loan to grant funding for those countries that offer opportunities for
1/c programming for private sector activities. A review of the arguments
relating to this recommendation may be found in Section VII above.

2) To the extent it is possible to attain some of the desired
characteristics of 1/c described in Section VII without resorting to
congressional action (by agreement within the executive branch), AID
should initiate inter-Agency consideration of such action. For example,
the audit requirements for 1/c 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 undertake an in-depth examination of AID (and its
predecessor agencies) activities in the areas of industry development,
private sector development trade and tourism development 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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ANNEX T .

Extract from AIDTO CIRCULAR A333
Dated June 23, 1976

Subject: Revision in AID's Policy re participation in the

programming of the Local Currency proceeds of AID and
PL 480 Title I financed commodity imports.

ITIT.F. Scme CGeneral Prorositions to be Considered

1.) Domestic resources mobilization for investment, development
and sccial prcgress is a major determinant of country social and econcmic
progress.

2.) Thé pregress of an LDC in meeting its own develcpment goals
depends on how well it manages its overall econcmic and financial affairs.
Therefore AID has a legitimate interest in country policies in these arsas.

3.) In scme countries where the U.S. has relatively little
influence on national resource allocation policies becéuse of small size
of our programs or for other reaséns, the international agercies, notably
the IBRD and IMF may be in aAbetter'position to advise the country on
these rolicies. AID has an important role to play in supporting these
policies. |

4.) [Dcmestic resource allccation is affégted in a major way
through goverrment budgets, which as a rule govern £he éisposition of
counterpart receipts. AID therefore has a strong interest in and must
pe fully informed abcut govermment fiscal and tudget policies. -

5.) The effectiveness of the counterpart programming Techanism

derends upon whether the recipient goverrment feels a need Zor and

: -
- -

welccmes Zoreign advice cn its monetary and fiscal tolicies. The
legislative requirement that we concentrate U.S. aid on the zcorest
countries may result in an Increase inthe number of aid rscipiants

which want or need AID acvice in these araas.

BEST AVAILABLE COPY (%
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6.) ATD involvement in the programming of the lccal currency
proceeds of U.S. assistance as a tool for influencing LDC dcmestic
allocations can only be decided on a country-by-country basis. :

7.) Missions should carsfully assess their negotiating position
before attempting to use cocunterpart allocation policy to affect the resocurce
utilization pattern of the host government.

8.) Flexibility is necessary in deciding on the policy to ke
used on local currency counterpart in a given ccuntry or for a given
agreement. U.S. objectives, the econcmic situation, and the negotiating
environment differ greatly fram country to country and will affect the role
the Mission assigns to local currency use.

9.) Policy on lccal currency use in a couﬁtry shculd not be
narrcwly conceived, but should take into account all AID objectives in
the country, both for resource transfer to the countxy ard for resources
use within the country to kenefit the poor majority. It sheculd take into
account the other AID activities and instruments keing used in the country.

10.) It is desirable to carry out as much as possible of the
negotiations over local currency counterpart u?e before the dollar agreement

. N
that will lead to counterpart generation is signed, when the U.S. negotiating
position usually is strongest.

11.) t is desirable to reach agrsement cn counterpart use
before the counterpart is generated. In cases where the amount of local
currency is not de minimus in relation to total LDC rescurces. If the

local currency is spent at approximately the same time as the inports

' N 5 s v ian Yo : .

that generate the lccal currency are being utilized, there will ze little

S [RR] . Saf? ; SEame = - ; =

or no net inrflaticnary cr eflaticrary eifects Ircm the agrsement. 1Z
LIV - L= ad 4= e m S = e e 1% Y

counterparc i1s stent socon alter it is gereratsd, thers will later zZe n

large or unusec ccuntarzart talances tc catch the attenticn of auditors, /q
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inspectors, and critics of foreign aid. However, the timing of lccal
currency generations may not mesh well with the funding needs of AID
supported activities.

12.) The developing country should ke entruﬁted with as much
of the work of utilizing and accounting for country cwned counterpart

as possible.

E
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V. Analysis Requirsd as Rasis for Determining Arpropriate Policy
re Lccal Currencv Prograrming in Indivicdual Countries and

Following Evaluaticn

Missions (or field office) should exsmine the following questions
in their analysis of the extent to which an active AID role in the pro-
gramming of local currency generated with AID dollars will support their
country strategy. It may be useful to use a medified lcgical framework
approach to consider goals, objectives, outputs and inputs in an organized
manner.

1.) What would the Mission objectives be for a more active

participation in counterpart prcgranming? Where could

gains be sought in the following areas?

a. Additional furnding for develcpmept projects of the
host goverrment.

b. More rapid funding and implementation of new projects
that AT and éhe host goverrment wish to implement.

c. Greater participétion in host goverrment project prepa-
ration and budgeting activities to seek to improve
performance of these. -

d. Greater information on and/or participation in menitcring
implementation of development projects.

e. Creation of a useful forum for discussion of develorment -
problems and issues with key host govermment orfficials?

£. Enhancement of general Mission negotiating position in
carrying cut its overall Trogram.

g. Cther

ul




2.)

3.)

4.)

5.)
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Which members and branches of the government might be
symrathetic to achievement of AID's objectives in
counterpart programming, and would welccme and cocperate with
ATD efforts? Which might ke indifferent and which would ke
oprosed?

Does the Mission have an adequate understanding of host
government project planning, budgeting, and implementation
procedures, or is additional information needed before the
Mission decides on its reccmmended golicy?

What specific cutputs would ke expected frcm a more active
participation in counterpart programming? Will it be

possible to perform reviews to see if these outputs have

been achieved and if AID participation in counterpart

programming has’helped to achieve them?

Does the recipienf goverrment need and want advice frecm
foreign exper:s on broad resource allccation policy issues
and budgetary, fiscal and monetary questions? Ir so, would
the international develorment agencies be the apprepriate
source? If AID is considered to be a better source of such
advice, is the Mission adequately staffed with cémpetent
advisors? Are the experts neecded available for TDY frcm .
elsewhere in the Agency? Would ocutside consultants ke
required? What about the demands which would be created

by controller's starfif?

Does tn reéipient goverrment welccre such a role for AID?
Can we e reascraply surs that the government will coorerate
in good faith arnc sincersly sureert jcintly acrsed cblectives

in the management of its

(0]

trer resources? Is there likely h;b/

4



7.)

8.)

9.)
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to be resentment of AID's role from some government

leaders? the opposition party? the press? or the

general public?

What plans does the Mission have to delineate its involve;
ment in planning coﬁnterpart experditures and monitoring in .
such a way that full responsibility for policy decisions,

as well as the execution of lccal currency financed activities,
rests with the lccal govermment?

What will be the opportunity costs with the host government
in terms of difficulties or resentments by host government
officials, or Mission inability to secure other cbjectives
that might otherwi;e e cbtained?

What are risks that U.S. example will stimulate other donors
to engage in programming of the countervart of their aid to
the confusion cf the LEC concerned as to the ordering of

its development priorities?

Where a decision is reached to participate in local currency

<

programming in an individual country, there should be pericdic evaluation

(once every three years) of the Mission's local currency policies and

practice.

Such evaluation will ke the basis for a detsrmination as to

whether continued use of the instrument is warranted.
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INFORGIATION MEMORANDUM FOR THE ADMINISTRATOR
THRU: ES

TROM: DAA/PPC, Frederick Schieck
DAA/FVA, Charles Gladson

SUBJECT: Allocation of Local Currency Sale
PL 480 Title I Agreements and CTP ?
Development Purposas

Do

currency task force for private enterprise be established
within the Agency, you needad to know: (a) Thov counterpart
funds are being allocated, and \b) tha amounts baing allocated
to support various types of prOJQCLS, including AID and other
donor~financed projects. To answzr these qu°stLons, a
questionnaire was sent to AID Ilss1ons with Title I and CIP
programs, and replies have now been received from all but one
Mission and analyzed. Because local currency practices ar
rapidly changing, we have supplcmenued the information from the
queotlonnalres with information from personal interviews, and

from new Title 1 agreements signed and under mnegotiation this
fiscal year.

In your note of March 19, 1983, you asked thati before a local

A. W COUNTERPART FUWDS A*E BEING ALLOCATED
In allocating counterparts, there is a broad continuum fro
what can be called "attribution" to Yallocation with lel
additionality." In Egypt, with the largest Title I progrean,
thera currently is not even ax-post attribution for Title I
ales proceads, and Egypt was not included in our survey.
Other Title I countries -~ Zambia, Mauritius, Sri Lanka, Sudan
" (Title I), Morocco and Tunisia -- have bsen m2king attributions
to existing host government budgets. Thesa attributions =ay be
nore than pro—forma. In Moroceo, a sevare shortagz of
government funds meant that attribution of Title I szles
probeads to 1982 projects allowed them to procesd wvhere
otherwise they would not have been fundad. In Mauritius and
Sri Lanka, the projects to receive Title I funding are now
selected in advance of signing the Agreement, and inciuded in
ithe seli-help measures, increasing our control and influence
over use of proceeds. In Morocce, tha Mission is now seeking &
special account and more active participation im local currency
allocation. In Zambia we have electad to put the limited
available Mission staff time on policy negatiations rather than
use of proceeds, vhile in Sudan a special esccount will be
sought once the Title IITL and CIP special accouats are running
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well. All other Missions have special accounts {except Péru
vhich has done well without one) and participate in making

allocations of local currency sales proceeds for developzent
projects. In all cases, howevar, we believe there is not full
additionality in allocations; a trading process usuzlly goes
on, with the HMission agreeing on using sales. proceeds for some
ongoing host government development projects iun return for
getting host governmant agreement to use sales proceeds for
some projects desired by the USAID that are additional to vhat
would otherwlse be funded. Even whe n one has an intimate
knowledge of the negotiations with the host government on sales
proceeds uses, only a guess can be made on how nuch
additionality on fund use is being obtained, since one canunot - -

know with certainty what thes host government would have funded
i1f the sales proceeds were not available.

There is a strong trend by almost all Missiong worldwide to
improve theilr part1c1patlon in local currency progranming.-
Missions 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 ma2y 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 the amount of sales proceeds
available for use on development projects increased by getting
increased sales prices for Title I commodities, by ensuring
that parastatals deposit sales proceeds in the special accounts
promptly, and by ensuring that the full sales proceeds are
d=posited.

.\\

Looking forward to FY 84, of the $613.5 nillion of Title I
programns designated for 27 countries in the CP, 407 of the
anount-will have local currency attribution with little or no
USAID influence on uses (3 countries, (including *gyp;), 30% (8

countries) will have some USAID influence, and for the

renaining 307 (16 countries) we expect the USAIDs to have
effective mechanisms in place to play a strong role in
determining use of sales proceeds. Prospescts would be batter

if the largest Title I programs wera not in the highest

priority countries from a political point of view, where it is .

-

most diffTcult for our USAIDs to establish a major roles in

s

g

/

3
»

D

determining uses of sales proceeds.



B. ACTUAL PROJECT ALLOCATIONS : )

The questionnaire responses cover currency allocations for the
nost recent year's agreement for which allecations have been
substantially completed. This varied from 1980 to 1983, with
nost for 1982 and 1981. The report on Title I sales proceeds
uses covers 21 countries. Excluded are Egypt, Zaire (no reply)
Zambia and Mauritius (make general budget attributions only)
and Congo (no allocations yet from first FY 82 agreement). The
report ou the results of the questionnaire is attached.

1

1lion
ar
n

in sales proceeds was reported. Over 807 of these funds v
allocated to support development activities, and 157 rema
unprogrammed. The bulk of the unallocated sales proceads were
in Pakistan, which only accepted having a specilal account in FY
1981 after many years of resisting AID participation in
programming local currency. The remaining sales proceeds ware
used for CUP payments, primarily. Of the sales proceeds which
had been allocated to development projects, over 857 were
allocated to support agriculture, rural development, and
nutrition projects. R Health, population, and energy =-- PVO
-~ selected development activities followed in much swmaller
amounts. Within the ARDN account, services (credit; input
supply; marketing and storage; nutrition improvements)
accounted for 407 of the projects funded, followad by rnatural
resource managenent, infrastructure and development of new
technology.

[=)

~—

For the 21 countries covered for Title I programs, $3456 mi
J
i

0

Large awmounts of sales proceeds were used to support ALD
projects; the total was $121 million, or™43% of all the sales
roceeds which had been allocated to developmant prcjects. The
practice of using sales proceeds to support AID projects wvaried
widely by xegion. In Asia and NE, no sales proczads had been
allocated to support AID projects. In LAC every mission had
rade some allocations of sales proczeds for AID projscts, =2nd .
in two missions, Jamaica, and Peru, 100% of szles proceads -
allocations were for support of AID related activities. 1In
Africa, all Missions used some sales proceeds for AID projects,
but nona used close to 100% of sales proceeds for AID
projectss (There is no AID mission in Yadagascar, and thus no -
AID projects that could be supported). Sales proceads were
also used to support Vorld Bank projects ($18 million) and
srall amounts were used for other bilateral or naultilateral

projects.
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Of the total sales proceeds that had been allocated, 357
million, or 20% were allocated to support private sector
activities. Somevhat over 507 of this amount was used to
support prlvate business, 39% in support of coqpﬁvativ s, and
tlie reaalnLno 8% for private voluntary organizations. A major
way of supaortlno private business was anough credit programs.

Commodity Import Programs (CIPS) generated $104 million of
local currency in four countries: kenya, Haurltius, Sudan, and
Zimbabwe. Quantitative information for the CIP in Pakistan was
not available. In contrast to the Title I sales proceeds, over
one-third of the CIP counterpart is unprogramm=d,
primarily as budget support. O0If that which was
ARDN and other development projects received the largest
allocations, followed by education and human resources
development.

and is used
prograamad,

Some conclusions from the survey of local currency allocations
are: :

1. Missions have been responsive to agency policy to
participate in the programming of country-owned local currency
generated from the sale of PL 480 Title I commodities; only 15%
was unprogranmed. In contrast, 34% of CIP sales proceads wvere
unprogrammed. The quality and intensity of the participation
has also been increasing.

2. Most Missions with Title I programs (16 out of 24) arrange
for the local currency to be deposited in a special account.
Additional Missions are negotiating for special accounts or
other means to participate fully in sales proceads

allocations. Missions with spocial accounts are working to get
larger and more timely deposit of sales p“ocoo'v in them, and

greater control and reporting on disbursements £from the
accounts. -

3. Because responses cover only one year for each M
analysis of changes in local currency allocation prac
time was possible.

4. There are wide differences between regions and Missions in
participation in allocations of sales proceeds, and in the

amounts that are allocated for support of AID projects.
AID/FVA/FFP/I:WRhoads:6/15/83:pcw

Clearances:
PPC/PDPR, D Caton (D&t)
AI_D/D/FVA/FFP, T. Lambaches
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Conclusions & Recommendations To
Study Prepared by Dr. Edwin L. Hullander
Dated Nov. 2, 1982 and Titled:

Financial Leverage Potential of Iocal

Currency Proceeds Generated from the

Food for Peace Program to Stimulate
Private Entérprise in Developing Countries

PL 480 generated local currencies can be used to: (1) increass
the economic feasibility of a venture by improving the returns or
reducing the risk tc the investor; (2) open new aresas-of economic

ivi ro

viding funds for selective uses such as export

credits or insurance; and (3) provide advisory _.services for
finanecial packaging to allow entrepreneurs to be competitive in
attracting capital, : :

AID can have a significant impact on the development of viable
private sectors in many developing countries by: (1) skillfully
leveraging the local currency proceeds to attract external funds
to the country; (2) providing the technical assistance and training
necessary to build indigenous private entarprise; (3) facilitating
the extension of indigenous énterpriss into new markets; and (%)
.promoting a positive economic climate where risks and rewards ars
based on individual efforts and skills.

In order for AID to effectively use the financial laverage
potential of 1local currency procesds, a number of pclicies and
orocedures snould be changed. The most important scticen is to
establish =z policy that defines th2 role of private snterprise in
each stage of the economic development process. This will provide
the Missions with criteria to develop specific projests and plans.

The policy which provides :this definition should be used to
set a clear legislative and administratdve authority for AID %o
promote private enterprise as an integral part of U.S. foreizn .
policy. Specifically: (1) the Cceoley lcan program authority.
should be returned to AID; (2) projections of U.S.' privates
investment funds should be included in the CUP as well as be a
regular negotiating point in the annual PL 180 Title I agreemantis;
(3) zgreement with 0MB should be sought to establish a2 revolving
fund using repayments of old, local currency denoninzated lozans;
f4Y a3 ¢lear linkage should bz estzblished beitwean Joecd aicd
objectives and local currency programming within the context of
overall U.S. policy; and (5) the uncertainty of local currency
availability should be reduced whenever possible by using maliliyear
-greements or other mechanisms.

’ BEST AVAILABLE COFY

S
)
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At the Mission level, ALD should enccurags the development
of private enterprise by:~ l)establishing intsermediate financizal
and advisory institutions-_uo prov*”4 the techniczl zand
administrative staff needed to manaze leveraging; (2) prcviding
policy guidance and setting the c*1ter1a for loans (i.e., the
legislative requirements  on Title I proceeds) for these
institutions; (3) acting as an intermediary Gtetwesen these
institutions and the host cov¢rnmen+ when necessary; and (4)
providing budgetary sucport for those sconomic policy reforms that
improve the incentives for crivate enterprise and increass the
credit standing of the country. :

. To determine tae feas:bllit for 1leveraging of local
currencies, AID should conduct-z number of pilot studies of selacthed
countries to identify ver y specific operational c¢riteria for
leveraging. Countries to be studied should have: (1) an z2ctive
Title I program with existing special accounts; (2) a willingness
to establish rational economic policies; and (3) commercial
financizal institutions %o provide =2 starting point. . Countries
that would meet these criteria, for exampls, are Jamaica, Bangladesh

and Sri Lanka.

Above all, AID can provide the philosophical foundation of
private entero‘ se: that equity in income and wealth is achieved
through a free and competitive economy; and that the discipline
of effective use of resources leads to economic growth and a better
quality of life.

e ey

BEST AVAILABLE COPY
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ANNEX IV

FIRST WASHINGTON ASSCCIATES REPORT
CN USE OF CCUNTERPART FUNDS
Dated COctober 1982

Conclusions & Reconmendations

E{ECUTIVE SUMMARY

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.
Government, 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 financihg and technical
help in order to assist in the creation, development,
and expansion of productive, private sector enterprises.
To gqualify, these enterprises must be developmentally
sound and in legislatively—mahdated priority areas.

The private sector initiative ie directed toward
AID-assisted countries. Priorities aée developed for
specific business sectors in terms of both size and
type of enterprise. Primary attention is given to
small and medium-size enterprises cperating in areas
of the econcmy which directly or indirectly may be
assieged by AID. .

Further dimensions c¢f the AID private sector
initiative which utilize local currencies incluce

programs which would:
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- prcmote the involvement of the private sector
in target countries;

- encourage private U.S. foreign and local investors
to invest in priority development arsas in select
countries which would result in appropriate
technology transfers;

- facilitate the development of relevant in-country
management expertiss;

- encourage the growth of an infrastructure supportive
of private enterprise growth; and

- make loans to develop promotional programs which
would encourage multilateral trade, econcmic
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 I;

2. The Commocdity Import Program under the Foreign
Assistance Act of 1961 (FAa);

3. The Cash Transfer under the FAA; and
4. The Trust Fund under tne FAA.
Since very few countries have "excess Turrency" 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
be conducive to the application of these mechanisms

to the private sector initiative. This can mos*:
expeditiously be accomplished by:

(a) having a Olle Determinatlon l1ssuec 2y the
Administrator which would mandate all necessary
-7 institutional support and cocperation Zor this
area;



o
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(b) developing private sector staff training
programs; and

(c) revising the AID Handbooks to incorpor
new mechanisms and procedures as descr
herein.

ate
()
102

- 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 reguired 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. RECOMMENDATIONS

Based on the analysis of existing programs generating counterpart
funds and the decision making and administration 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. Govermment-owned local currencies

and are based on the following premises, .

1) That the cdunterpart funds generated by the existing PL-480

aad Development Assistance Loan programs ars owned bv the host country

zovernment.



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 fumnds to
finance the mutually agreed upon pfojects are basically left in the hands of
the host country.

4) That degree of compliance with carrying out thé agreed upon
projects and quantifying the bemeficial effects is often difficult to
ascertain. Heavy reliance is placed on the reports submitted by the host
country government. |

5) That each target country may require different private sector
initiatives so long as thése are in compliance with iﬁitiatives mandated in
the underlying legislation. )

6) That different country'conditions,political~and economic, may 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 with the
original agreement "Annex'" (e.g., New PL-480 assistance can be
conditioned upon the performance of the host country under the original

agreement).
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Based on these premises, the recommendations are as follows:

1)

2)

3

4)

5)

6)

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.

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).

.
That AID/PRE prepare a 2-year plan for each target country outlining
what AID wants to achieve in épecific private sector initiatives.
That the esﬁimated expenditures for such a program be disaggregated
by source of funds e.g., external financing, extermal guaranteaes

and host govermment-owned counterpart fuﬁds.‘

That such 3-y;ar plans be integrated 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 in by

the AID Mission withia the host country.

That in addition to the 3-year plan, there be frequent Agency
directives on private sector initiatives to increase agency

personnel familiarity with private sector development.



7)

8)

9)

10)

11)

12a)
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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.

That target country AID Mission personnel visit Washington for
briefings and training on private sector initiatives.

That procedual and administrative chzanges be made within 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 policies; and

b) to have PRE directly involved in setting priorities and
prograrming for PL-480 and other counterpart-funded AID projects.

That AID re-examine the possibility of utilizing PL-480 Title III
programs {(converting loans to grants) in support of private

sector initiatives.

That PRE be involved in the deyelopment of. country programs and
projects starting with the Project Identification Document.

That contract language of PL-480 and other loan agreements be
reviewed to support private sector initiatives.

That consideration be given to allow host countries to offset their
hard currency obligations with local currency set-asides targeted

for private sector programs,




THE FOUNDATION FOR INDIA-U.S. INDUSTRIAL TECHNOLOGY

DEVELOPMENT : A PROPOSAL

November 18, 1983

-

This draft proposal has been prepared for consideration of the
Governments of India and the U.S. by a Private Entérprise Design
Team comprised of: - .

Dr. Bruce Merrifield(Assistant Secretary of Commerce)

Dr. Jordan Baruch (Comsultant),

Mr Robert Cassidy (Department of Treaaury) and

Mr. Lu Rudel (Consultant)
during their visit to India 13-19 November, 1983.
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PREFACE

The world pool of science and technology is now vast and growing

rapidly. Some 90Z of all the knowledge in .the sciences 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 Wi‘;he& to-be competitive in these markets it must be at the
leading edge of the technology that drives them.

The U.S. has: a great interest in expanding the global economy
through collaborative development effort with other nations.
Bi-national collaborative efforts between companies in India and the
U.S. can bring together specialized leading edge knowledge, skills,
resoucres, and & sensitivity to real needs in the market place that
an individual company may not have alome. It is in this context that
the formation oE~a.- bi-national collaborative effort is. proposed.

'l'he nature- of the: callaboratwe effort, however, must be
critically fccus”ed oz the "development end" of the ' innovation
pIpeIJ.ne. ;

- Imxova..:.on; Pipeline

T

T

Although there: are many iterative stages in the pipeline, 902 of
the cost, risk and time are involved in the tramslation steps.
Moreover, translatfon requires a set of many specialized skills with
a strong marketz. focus. This is the area where U.S. industrial
strengths can be Brought to bear as needed to speed up .the time to
commercialiZatioms: . and radically increase the probability of
commercial sdccess: Much of this development work can be dome in
India where labor~costs are .much lower than in the U. S, to the
benefit of U.S. companies as well as Indian couupaules. A’ detailed
account of how this collaborative process 1s managed is included in
the "BIRD Foundatwn report.

B e U S 5 3 ¥ T IV Ty 1
'TBEA ©_!TABORATORY : !DEVELOPMENTL !PILOT PLANT ! ! INTERIN . !FULL SCALE!
'STAGE! " !'FEASIBILITY' . STAGES . 'OR PROTOTYPE! !MANUFACTURE! ~!COMMERCIAL!
T UBIVERSIIY AND. L & : — T
! GOVT. LAB . . L & TRANSLATION :
t  INVENTIONS ¢ r
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I. INTRODUCTION

. India has recognized the importance of research and development
to its ecounomic progress in many ways:

~ The Prime Minis'ter. retains the S and T portfolio and the
1:n:e3i.de1:xr:4}° of CSIR.

- India's tax laws to encoura'ge. R and D, allowing deductions up
to 135% of expenditures, are among the most liberal in the
world.

- The CSIR, controlling mér 35 national laboratories, supports

| a wide range of research.

-

-~ Licensing of foreigm: t:e:t.:hnology* by Indian firms is widespread,

with over 500 agree:zient;i«}ﬂueing approved in the past year.

Were t:hj.s #roposal 'mezlely- ta offer a& modest increment to the
significant sumz already avsz.ilaﬁle in India. It would be unworthy
of attentiom. It does mot. It proposes, .\j.nst:ead, a mechanism for
facilitating the development of new pr'oduc.ts for which a market can
be  shown to exi.st;., with particular emphasis on wide distribution
potential and réad.ying tha; new product for commercial production.
It has even greater ;:oteutia]. in its catalytic role that builds the
scient':.ific.' industrial infrastructure within the participating

companies and also builds new, rewarding relationships between

nations. The focus of this proposal, however, is on a very narrow
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but critical phase im the product life cycle (scieatific ressearch,
technological development, market adaptation, largs scale
production) that .deals with converting the results of scientific
research 1into a product ready £for production aﬁd marketing.
Moreover it contemplatés. JOINT development of these new products
between fIndian-:and American firms in a .partnership form that
srecognizes the contribution each can make to the proéess of moving
research results to the commercialization stage.

Section IL of this paper describes the process and its motivation
in some detail. Section III describes the results that have come
about from a similar prograrm betwsen Israel and the United States.
Section IV cﬁvers g fews queéﬁions and answers abqut the program that
have arisen ic our discussionmt®ith-governmental and corporate sector
repzesentati;es up to this peiht. The appendices, following the main
body of the paper include the 1983 amnual report of the US/Israel
program ta assist the reader, im understaunding the actual experience
of the first five years of the program~audyan excerpt from their

handbook. The compiete handbook, containing the actual instzuctions

to applicants, application forms, and funding agreements used by the

US/Israel program is also available om request. These documents

~

will clarify the focus, priorities and criteria used in screening
reque;ti’frbm US and Israeli companies.

Tﬂe experience of a similar effort in Israel (the BIRD founda-
tion) to date has convinced us that this wmodel has applicability to

India's technology development naeds.
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India with:

0 a large corporate productive sacto

"

0 a larze pool of well trainsd manpower .
o superb universitiss

0 an active capiﬁal_market

o strong Scientific laboratories

0 management capébilities

o and a tax structure that encouragss research

can achieve significant gains toward reaching her development goals

0Q

through the use of such 2 mechanism. For that reason, we have pre-—

pared this document as an advocacy proposal.

IT. THE FOUNDATION FOR INDIA-UAS. IMNDUSTRIAL TECHNOLOGY DEVELOPMENT

(BFIUITD)
We pfogose that India and the U.S. establish FIUITD F as an
cperating foundationm with the narrcw objective of facilitating joint

development activities between U.S. and Indiam companies. This

section describes a recommended mode of opermation of the foundation.

Based on our experience we have tried to adapt 1t to our perception

of prevailing conditions and practices in Iandia. The proposal, as

outlined below is, of course, subject to modificatiom and refinement.

A. Reason for Formation

_India has earmarked significant resources for subsidizing re-
search and has an effective capital market for financing the commer-

cialization of new products that have demonstratad commercial poten—
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of assisting the process of converting research to a commercialize-
able stage of development. This last stage, determining the market
need for a new product or process and coaverting selected results
Erom the enormous pool of iatermational résearch findings into that
product or process, is still the most difficult task that a company
faces. Our experisnce demonstrates that a properly structured com-
plementary partnership of two companies from different nations can
accomplish that task more efficiently and more rapidly than can
either company alone or than cwo- companies in the same country.
Section III dascribes the experience on which we base that claimA
but, for now, we urge the reader to take it as a given.

Qur experience, howevé#, alse indicatzs that the forging of
such partnershiés-requirea &'éteat.deéh of work. In additiom, to
ensurs that aac& partaarship project is focussed on a develoément
likely to lead ‘to successful commercializationm, requires detailed
business anaslysis and screeq}ng in collaboratioan with the foundation
staff. Lastly, and vitally important is our Finding that foundationm
ongoing consultacion and approval of a project and' the staff's
familiarity with the project can play a significant role in securing
the fu;ther funding needed om the project's completion.

This relativeiy aarrow focus on facilitating joint development
efforts €and their subsequent fruicion)‘becween Indian and U.S. com—

i

panies, because of the effectiveness of such joint eadeavors compared

to individual efforts, is the objective of the proposed foundation.

-
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ANNEX VI

Study by D. Orsini dated Nov. 1983 for
President's Task Force on International Enterprise:
ATD Private Sector Initiatives:

IvV. LESSONS LEARNED

A. MOST SUCCESSFUL PRCGRAMS

In synthesizing lessons learned over the years from AID
development experience, it 1is perhaps useful to begin with a
summary of the most positive elements of the more successful
programs. -

Two major programs appear to have been the most successful:
technology transfer and foreign private investment prcmotion.

The technology  transfer program, with its Jjoint venture,
agribusiness, PVO and management technology transfer mechanisms,
has- performed the extremely important function of onnancing LDC
productivity, improving their prcduct quality and prcmoting thelr
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 LCC's: The ability to achieve a competitive
status internationally for the LCC will often depend vupon the
.accessibility of that technolcgy, while the maintenance of
low-cost small-scale agricultural and industrial operations for
local production will depend upon gocd adapted technologies.

U.S. efforts in joint venturss, licensing agreements and adapted
technology transfer have and continue to ke highly effectlve in
this area.

The foreign investment promotion progrm has also achieved
considerable success, especially as regards the Cooley 1loan
program 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, management skills and technology to countries in which
U.S. firms would otherwise have been inactive) and U.S. business
concerns (dollar reflows to the U.S. from royalties/licensing
fees, etc., expansion of U.S. capital goods and raw materials
exports, political wvalue of gocd working relationships between
U.S. and indigenous businessmen).

The only criticisms registered of the program involved the lack of
funds in certain sought-after countries and limited staff time
resulting in loan processing delays.

.The success of &this program in internaticnalizing 9private
enterprise clearly underlines the importance of linking trade and
aid to the develcpment procsss.

GV
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The housing guaranty program, in which U.S. investment in the form
of debt capital from the S&L system was prcmoted by the provision
of a U.S. government guaranty for the full amount of the
investment, was also quite successful as a forsign private
investment promoticn mechanism, although it is not possible to
determine precisely how many of the loans would have been provided
anyway had the guaranty not been available. The procgram was
effective both in attracting U.S. private capital and in achieving
develorment benefits, notably improved housing. The default rate
for the housing guaranty program is very low, as compared with
that -of other pregrams.

Two other programs which appear to have achieved satisfactory
results are the capital market.development prcgram through ICI's
ard training. The former has generally been effective in creating
self-sustaining financial institutions, in mobilizing extsrnal
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 énforced. On the whole, however, the
capital market development program via ICI's has functioned well.

Tralnlng programs which have responded to pre-determined and
well-articulated needs and which have beccme or show prcmise of
becoming indspendent, self-sustaining entities are considersd very
valuable to private sector development. 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.

LEAST SUCCESSEUL PRCGRAMS

Two programs appear to be, on a relative scale, less successful
than most of the other programs. These are the industrial
development program via the DLF's direct loans and the policy
dialogue program via program loans. '

The ineffectiveness of the DLF loans appeared to stem frcm poor
management of the enterprises and insufficient capitalization.
Little direct management or technical assistance from foreign
investors was provided, and this perhaps contributed to the
failures. Problems were also attributed to the highly staff
intensive nature of the program arnd to the specialized staff
skills required. Finally, the fact that thers wers very limited
institutional ©benefits from the prcgram added to its negative

.overall rating.

The program loans ars difficult to evaluate objectively since they
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were provided to strategically important countries, The
'conditioned' loan mechanism did not appear efficient in achieving
targeted policy modificaticons., Evaluatory comments to the efiect
that the loans were difficult to negotiate, prcduced medest
results at best and may have not even been necessary for some of
the ©policy medifications involved, all tend to negate the
mechanism as an effective policy formulation tool unless
considerable changes in the program development methodology were
instituted. (Changes involving more specific and fewer policy
conditions with better review processes were reccmmended, as was
the strategy of diminishing aid as progress is made.)

GENERAL CONCLUSIONS

There are two primary forms of assistance to LDC's: the first
involves provision of technical assistance (transfer of know-how,
training, etc.); the secornd involves the provision of capital
(transfer of furnds for credit, equity, etc.). .

On the whole, AID's function is to transfer know-hcw to the LIC's,
to permit them to develcp their econcmic resources. Technical
assistance serves normally to effact the tmansfer and further
develop skills, while capital assistance normally serves to make
that know-how more productive. Both have important 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 the Agency's history of private sector programs
indicates the usefulness of a combination of technical and capital
assistance. In addition, 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 rather than a lack of funds. Indeed, the need for
additional credit is no longer pervasive in LDC's. (When capital
is lacking, it tends to be equity capital and not cradit.)

2. Two conditions should determine whether investments are made
in the LDC private sector: the recipient should have the
techinology and know-how to effectively use the investment, or the

‘requirad technology and know-how should be provided concurrently

with the investment.

3. Assistance to smaller enterprises should be provided for

-start-up purposes or early expansion cnly if a growth potential

exists. Assistance should not be provided for 'bail out'’
purposes.
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4, The most successful private enterprise assistance programs
have direct ties to U.S. firms and businessmen.
S. The most successful privats sector prcgrams have been those

that were demand driven, whether they involved  technical
assistance or investments.

6. Guaranties appear to be an effective means of attracting U.S.
private investment to replace public sector investments.

7. In capital allocation or reallocation, equity should be
emphasized. The creation of new institutions or the expansion of
existing ones geared to provide equity should ke considered (e.g.,
venture capital firms or investment banks).

8. Cofinancing arrangements appear to effectively leverage
private sector funds. for development assistance, although AID
programs with private cofinancers are still in the experimental
stage.

9. Long term commitments may be necessary in certain private
sector programs to ensure success, but in all instances, the goal
of creating or developing indeperdent, self-sustaining

(non-subsidized) institutions should be emphasized.

19. Successful experiences and an analysis of the reasons for
their success have not keen shared within AID, nor with. other
USAID missions, U.S. embassies, ICI's or local entrepreneurs.

11. The lack of a centralized and self-critical management process
within AID for private sector initiatives has resulted in a
concentration on projects rather than programs, and in limited
replication of good initiatives with cccasional continuation of
poor ones. - - '

12, AID and PRE currently lack the adequate organization and
properly trained personnel to effectively implement the private
enterprise initiative.

13. In sumary, every opportunity to engage the U.S. private
sector in development programs should be taken, to obtain their
know-how, capital and markets. Opportunities to provide benefits
in exchange to them, i.e. dollar reflows and increased exports,
should also be promoted. All opportunities to assist private
entérprise growth, particularly vis-a-vis the public sector,
should be exploited through a -combination of dJdemand-driven
technical assistance, training, private institution building,
policy resinforcement and capital transfer.
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ANNEX VII

DRAFT CIRCULAR CAETE

SUBJECT: Guidance for Preparation and Submission of Mission
Plans for Use of CIP and PL 480 Local Currency Generations

REF: (a) State 276001 (Sept. 22, 1983 Alert Message)
(b) AIDIO Circular A 333 of 6/23/76
(c) PD #5

As reflected in Ref (a), Administrator McPherson is of the view

that AID Missions should involve themselves, to the extent U.S. interests

can be served in programming U.S. local currency generation. The

purpose of this message is to provide guidance to Missions as appropriate
for the preparation of a plan for the use of CIP and PL 480 1/c genera-
tion (local currency use plan).
Background

ATD policy requires annual Mission reexamination of the merits of
more active AID participation in the programming of 1/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, more
active AID participation in programming of the 1/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. AIDIO Circular A 333 dated 6/23/76 r;quires each mission which
expects PL 480 Title I or AID financed commodity imports to generate
1/c proceeds, to analyse its situation to determine whether a more active
role in counterpart programming would be useful in its host country.
The analysis should be made in the context of the Mission's objectives
and oyé?all strategy for the developing countrv concerned. Certain
consiaerations which were described in AIDTO Circular A 333 and other
criteria to assist Missions in perfofming this analysis are being

.

transmitted as Section B of this telegram.
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The analysis called for in this message (to permit a determination
of whether more active Mission involvement in 1l/c programming is-
appropriate), normally should be part of the Mission's annual CDSS
submission. We note however, that the FY-83, FY-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 Mission involvement in programming 1l/c
uses, and describe the actual and planned 1/c use for FY-83, FY-84, and
FY-85. Missions sﬁould indicate whether they believe mcdification of the
degree of Mission involvement in 1/c programming is appropriate during
the next 12 months. Such time series data should reflect Mission's
proposed or anticipated composition and changes for 1l/c uses over this

periocd to implement AID's current program and policy emphasis. Please

indicate the extent to which the FY-84 program has already been discussed/

negotiated with the host govérnment.

It is important to indicafe in the plan, the timing with respect to
decision making by the host Govexnmeﬁt and the Mission in making further
commitments with respect to 1/c utilization.

Only those local currency sales proceedséﬁﬁch are owned by the
recipient country should be covered in this analysis. Specifically
excluded are the 1/c purchased direcfly with AID dollars to finance
the local costs of AID financed sector loans or other activities. These

funds are prograrmed in the context of the loans involved. Also excluded

are the 1l/c repayments of AID dollar loans and the proceeds of PL 480 sales

for 1/c owned by the U.S. government; these funds are considered to be

ol
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assets of the U.S. government and their management and disposition are
subject to statutory restrictions and special considerations not applicable
to country-owned 1l/c sales prcceeds.

Purpose of the ILocal Currency Use Plan

The 1/c use plan as a management tool should focus attention on the
programming of 1/c generations and the relationship to on~-going development
assistance programs and achievement of objectives with AID's "four pillars."
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 more active AID participation in the

programming of 1/c.

Preparation of the Local Currency Use Plan

The 1/c use plan should contain information for (1) the actual
use of 1/c for FY 1983; (2) the planned use for FY 1984 using revised
allocations; (3) FY 1985 based upon Congressional presentation program
levels. The 1/c use plan should contain separate tabulation for each
fiscal year showing the uses of 1/c by project and the associated amount
of 1/c allocated with the dollar equivalent. Amﬁéxample of a table:

Mission Plan for CIP/PL 480 Local Currency Use

Fiscal Year 19xx

CIP/PL 480 Program Level $xx million
Local Currency Generated: YY Units

Projects ' Amount L/C $'s
010 0100 0.0 0 0 0.0 0 00000l Plelelolole o0 .
plololo ololelololo o e e 0 plololoioio 0'oq

2,
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The 1/c use plan should contain a narrative statement frcom the Mission
to discuss its strategy with respect to 1/c uses. A recent study entitled
"The Feasibility of ILocal Currency Programming for Private Enterprise
Development." prepared for the AID private sector liaison council by L. Rudel,
identifies wéys in which 1/c can be utilized to enhance the indigenous
private sectors contribution to host government develorment objectives and
discusses the more significant considerations thatmight enter into the

review of the Mission's strategy. That study is being pouched to addressee

Missions and may ke helpful to them in preparation of its 1/c use plan.
The study identifies certain questions which must be addressed by each
Mission in determining whether greater Mission involvement is warranted

in 1/c programming. These questions are extracted for Mission information:

"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 programming of 1/c
generated from the AID program in supportaof 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 1l/c
applicaticn 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 determine whether a case may be made for AID's
increased involvement in 1/c programming."

Time of Submission

The 1/c use plar; should be sukmitted before March 15, 1984. If
PL 480 Title I and CIP funding levels are still unknown as of that date
of submission, 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 some program examples for the use of 1/c. An
additional use of 1/c is for private sector development. Where the
Mission can identify activities that would serve AID's private sector
objectives and that will require 1l/c, incorporate these activities in
the 1/c use plan. .

Private Sector Growth and Development

ATD 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 country's development goals,
that the market mechanism is often é more effective resource allocation
mechanism, and that the removal of certain constraints on the operation
of the private sector can be a cost effective means to facilitate the
achievement of the country's development objectives. Where the Mission
can identify activities t at would serve these objectives and that will

require 1/c, an effort should be made to incorporate these activities in
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the 1/c use plan. We recoghize that not all LDC's in which AID operates

enjoy the necessary conditions at this time to permit Mission involvement

in private enterprise development with positive effect. But we ask

Missions to consider possible activities in the context of the available

opportunities offered by U.S. controlled 1l/c availabilities. For

example:

— Credit is often a major limitation on the effective operation

of the private sector. AID experience, beginning with the
"Cooley" loan program has had a marked success record. L/C-
has been programmed to provide resources to existing or

proposed intermediate term lending institutions.

Technical and managerial training to meet needs of the
business community.

Policy reform to improve investment environment - reduction

of institutional j.rnpeditfents, such as cumbersame Governmental
procedures and other goverrmentally imposed requirements which
add risk and uncertainty to private sector operations.
Improved mechanisms by which the private business community
may 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.

Improvement of insurance, transport, and other services

needed by producers.

Ly
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Extract Fram
USATD/COSTA RICA
CARTBBEAN BASIN INITIATIVE
IMPLEMENTATION PLAN

(Program Update, No. 1)
October 1983

II. USAID/COSTA RICA'S STRATEGY

USATD/Costa Rica's private sector strategy is focused on providing
assistance to both the GOCR and selected private sector institutions in
the implementation of a national econcmic recovery program. The goal of
this strategy is to establish the basis for industrial growth through

the reorientation of the Costa Rican econamy fram its present industrial
import substitution bias to one in which the industrial sector contributes
to export 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's strategy.

To achieve this goal USAID will assist the GOCR in the formulation of
policies aimed at the design and execution of a development strategy
which will encampass the following key areas:

A. Econamic Stabilization and Recovery

B. Strengthening the Financial System

C. Export and Investment Expansion

D. Improved Public/Private Sector Coordination

E. Improved Policy Formulation and Administrative Reform
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Pour 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 and 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 1nformat10n
required to address key constraints in the Costa Rican economy and

resulted in the design of the DA and ESF projects/programs currently belng
implemented. ‘

A. Current Projects

~1- Banco Agro Industrial y de Exportaciones (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
export 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- tradlng company and complementary 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)

D
\J\)
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Based on [the findings of a recent project evaluation] BANEX's management
presented to USAID a revised strategy to deal with current market conditions
and new opportunities. This 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 development

of the campany's capability to-serve the "producers end" of the export
process. The entire BANEX organization should thus work in an integrated
fashion towards supporting existing or potential export producers by:

a) Developing a more venture-oriented investment/financing
capability, under either BT 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 improve their ability to meet new market
demands. Such assistance may involve credit (for example,
for new packaging machines or materials), product
adaptation or redesign, and other services such as
warehousing, cold-storage, freight consolidation and
negotiation of advantageous freight rates.

¢) Developing BT's ability to effectively promote joint
ventures for export oriented industries, particularly in
the agro-industrial and re-export industry areas.

2. Corporacion Costarricense de Financiamiento Industrial (COFISA)

USAID/Costa Rica entered into a $10 million project loan with
COFISA 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 development-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
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as well 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 first disbursement was made in early October,

' 1983

Economic Support Funds (ESF)

Since May 1982 the local currency (colon) equivalent of '$170
million has been disbursed under the ESF cash transfer programs
in support of the GOCR's economic recovery program.

A substantial portion of the local currency generated by ESF
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 BCCR, 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,
agro-industrial and industrial) are eligible to apply through
the participating banks for credit financing. Priority
attention, however, is belng given to small and medium-size
companies or cooperatives in order to maximize the developmental
impact 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.

(W
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The private banks have acted very rapidly to disburse these
funds to the private sector. Nationalized banks have not
responded as quickly and therefore.their potential role in the
program has diminished.

Policy, Planning and Administrative Improvement 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 CBI 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 CBI 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 support the CBI, and that they be activities of a short or
medium-term nature.

Coalicion Coetarricense de Iniciativas de Desarrollo (CINDE)

In March 1983, a group of prominent Costa Rican businessmen and

distinguished professionals organized the Costa Rican coalition
for Development Initiatives (CINDE). 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 development 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 revitalizing
the Costa Rican economy while promoting responsible growth, and
have in the past served in a key advisory role to USAID/Costa
Rica.
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CINDE's present activities are focused on the following priority
areas: )

a)

b)

c)

Social and Economic Development Activities Implemented
by PVOs/Cooperatives

This category includes funding for social and economic
development activities, with special emphasis on
enployment-generating activities, targeted to improve the
standard of living of the rural and urban poor.

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 coordinate with the GOCR. ' :

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. Promoting agro—-industrial investment and joint
ventures will also be included under the program.

In addition to the educational campaigns 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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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 study
which analyzed the present constraints in Costa Rica to new
exports and industrial investments. The report made
recommendations regarding the legal reforms and incentives
required 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 companies by the GOCR, and would be the
cornerstone of MINEX's promotional strategy over the next
few years.

Minister for Export and Investments (MINEX)

USAID, through its continuing policy dialogue, was instrumental
in the GOCR's creation of the 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 budgetary support, through ESF local currency generations.

Non-Project Activities

l.

'Chicago Association of Industry and Commerce (CAIC)

Under the new LAC grant to CACI, a Caribbean Basin Promotion
Center (CBPC) 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 CBI.

e ot e s i =it
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Costa Rican Development Corporation (CODESA)

CODESA, the GOCR's development bank and industrial holding
company is experiencing operational and financial problems and
is attempting to redefine its proper role in the national
economic recovery program.

USAID/Costa Rica is assisting CODESA in the development and
implementation of a strategy for the future. This strategy,
coupled with the necessary 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 recommend an appropriate role for

‘CODESA in Costa Rica's future econcmic development.

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 liason office 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.

Atlanta Market Center (AMC) %

The Atlanta Market Center (AMC) 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 pernanent, as
well as, seasonal or temporary basis. In addition, it annually
organizes and promotes some 50 specialized markets and trade
shows to facilitate the buying and selling process.

f!L‘:'
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IV. NEW PROJECTS (1984)

A..

B.

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 in this centrally funded S&T

project. The project goal, to assist companies in LDCs increase
productivity and employment by providing access to new tectinologies
and markets, is consistent with the Mission's strategy. Furthermore,

both the Costa Rican business cormunity 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 inproved market access.

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 expansion of the export oriented private sector in Costa
Rica. This objective will be achieved through the attraction of
foreign investment and technology, coupled with local investor
participation where possible. AID presently envisions this facility
playing a complementary rather than a competitive role with existing
financial institutions, operating with a maximum degree of creativity
and flexibility in order to achieve the objective.

Economic Stabilization and Recovery (III) (ESF Funds)

The Mission will continue to encourage the -GOCR 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 GOCR/IMF
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

employment.
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FM AMENBASSY KINGSTON

T0 SECSTATE WACHUC PRIORITY 5876

UNCLAS SECTtON 21 OF 04 KINGSTON 10287
AIDAC

£.0.12356: H/4

SUBJECT: IHPLEKENTATION OF THE CBI - USA(D/KINGSTOH UPDAT
OF STRATEGY OF ASSISTANCE TO JAMAICA’S PRIVATE SECTCR
UNDER THE CBI.

REF; STATE 275252

1. THIS MESSAGE UPDATES THE CBI ACTION PLAN FOR JAMAICA
WHICH APPEARS AS CHAPTER V (PAGE 42 FF) OF USAIDB/J’S
PAPER OF HOVENMBER, 1982 ENTITLED "A STRATEGY OF
ASSISTANCE TO JAMAICA’S PRIVATE SECTOR UNDER THE
CARIBBEAN BASIN INITIATIVE". THE REMAINDER OF THAT
DOCUMENT REMAINS VALID AHD REASOHABLY CURRENT.

2. THE COUNTRY TEAM'S CBI ACTION PRCGRAM IS BEING
FLESHED OUT. IN THE TEN WEEKS THAT REMAIM BEFORE THE
CBI TRADE INCENTIVES BECOME OPERATIONAL, WE WILL BE
CONSULTING FURTHER WITH JAMAICAN PUBLIC AND PRIVATE
SECTOR INSTITUTICNS TO DEVELOP A PROGRAM CONSISTENT
WiTH LOCAL NEEUS. OVERALL COORDIMATION OF CBI-OR'ENTED
ACTIVITIES HAS BEEN & FUNCTION OF THE COUNTRY TEAM AT
WEEKLY CCUnTRY TEAM MEETINGS. AT THZ OPERATIOMAL LEVEL,
THE COMHERCIAL ACTIOQH COMMITTEE (CAC) SERVES AS A
COORDIMATING GROUP FOR CB4-ORIENTED ACTIVITIES. THE
CAC, FOR WHICH THE ECON/COMMERCIAL (E/C} SECTICH
PROVIDES A SECRETARIAT FUNCT!OH, INCLUDES A CORE GROUP
OF THE DCM, AID BIRECTOR, E/C COUNSELOR, DIRECTOR OF
THE OFFICE OF PRIVATE ENTERPRISE DEVELOPMENT, USDOC
OFFICER AND THE PAO. OTHER COUNTRY TEAM HEMBERS

. PARTICIPATE ON AN AD-HOC BASIS.

3. USAID/KINGSTON HAS UNDERWAY A BROAD RAMGE OF ACTIVITIES
WHICH WILL GREATLY BEMEFIT FROM PASSAGE OF CBI
LEGISLATION.  ACTIVITIES CURRENTLY OH-GOI!G WHICH WERE
DESCRIBED IH CHAPTER V, CBI ACTION PROGRAM FCR JAMAICA,

IN REF STRATEGY PAPER ARE:

A. TECHHICAL COHSULTATIONS AND TRAINING GRANT:

THIS FLEXIBLE INSTRUNENT HAS FUNDED THE FOLLOWING
ACTIVITIES OVER THE LAST S1X HOUTHS, WITH DIRECT CB!
L INKAGES:

(1) MARKETING PROMOTION PROGRAM AND PRQMOTIQMAL VISITS
FOR KINGSTON FREE ZOtE.

{2} STRATEGY AND ACTION PLAN FOR JANAICA HATIONAL
INVESTHENT PROMOTION LTD

{3) TECHNICAL E&5SISTANCE TO FURMITHRL 1UBUTTRY FOR
EXPORTS.

URCLASSIFIED
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{4) SOLAR YOOD GRYING RILN FOR EXPORT FURHITURE INOUSIRY.

(5) TECHMICAL ASSISTANCE [0 CHEMICAL TheUSIRY, INCLUG LG

ALUMIIIUN SULPHATE, SALT, AHO CALCIUM CARBONATE

PRODUCTIOMN.

(6) AGRO-21 - TECHNICAL ASSISTANCE fO HAJCR AGRICULTURAL

" AMD AGRO-IHDUSTRY DEVELOPMENT PROGRAM.

. {7) FUMIGATION AND INSPECTION FACILITIES FOR EAPORT OF

FRUITS, VEGETABLES AND HORTICULTURE TO U.S

(8) TRAINING OF JNIP BY FOMENTO, PUERTO RICO

9) ASSISTANCE TO PRIVATE SECTOR ORGAMIZATIOM OF JAMAICA
TO DEVELOP COMPREHEMSIVE ECOHOMIC POLICIES TO TAKE
HAXIMUH ABVANTAGE OF CBI PROVISIONS. ‘

112) TECHNICAL ASSISTANCE TG INCIVIDUAL 3UB-SECTORS
THROUGH 1.E.S.C.

(11) MARKETING OF HAMDICRAFTS THROUGH ATLANTA HERCHANDISE

MART.

B. AGRO-INDUSTRIAL DEVELOPHENT PROJECT:

THIS THREE YEAR FPROJECT IS PROVIDING UTIS.5 MILLICH
THROUGH THE JAHAICAN AGRICULTURAL CREDIT BANK (ACB)
WHICH W£S CREATED IN 1382 TO PROVIDE CREDIT TO THE
AGRICULTURAL SECTCR. THE AGRO-IHDUSTRIAL DEVELOPHMENT
PROJECT WILL PROVIDE:

(1) FOREIGN EXCHANGE AND CREDIT FOR IMHEDIATE FINANCING
OF EXISTING AGRI-BUSINESS OPERATIONS.

(2) PRE-IHVESTHMENT FUNDS FOR THE IDEKTIFICATION AND
DEVELOPHEHT OF NEW AGRO-IXDUSTRIAL PROJECTS.

SEST AVAILABLE COPY

o
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REPOSITORY OF FUNDS 1% DESIGHED TO ALLOW (HDULIRIES

BESIROUS OF EXPORTING TO THE U.S. UNUER THE CHI ACCESS

TO AFPRGERIALE TRATIVING,

D. LIFE OF JAHAIGA:

TUHCLASSIFILY
}”/mi"mwnl u/ S

rauk 0l KIuasy 10047 g2 OF 04 2019542
ARCTIGH MID-UO

INFO  HED-01 LH-10 /001 A6 LHZ4

ACTION GFFICE LADR-U3

{NFO LADP-03 PFCE-01 PPPB-0Z FH-f2 FLD-82 STAG-02 SAST-01
ES-01 AAID-01 COM-0T STrA-o1 TRSY-05 RELO-01 MAST-01
LACA-03 PRE-01 /032 A3 2t

UHDER TH1S FACILITY, A POOL OF FUNOS TOTALLING J33.8
MILLION (U515 MILLION) HAS BEEN MaDE AVAILKHLE FOR
------------------------------------------------------------ LOANS AND OTHER IHVESIMENTS IN AGRIBUSINESS AND OTRER
INFO 0CT-00 COPY-01 IHR-10 CIAE-80 €EB-0R DODC-00 ARA-0@ FABRICATING AND MANUFICTURING ENTERFRICES LOCATED It
/8710 Y RURAL AREAS. KID’S BUREAU OF PRIYATE ENTERFRISE (N
--------------- 025337 2016237 /43 38 HASHINGTON MADE US3I2.% MILLICH 1N FOREIGN EXCHANGE

P 2015292 0CT 33
FH AMEMBASSY KINGSTON
TO SECSTATE WASHDC PRIORITY $877

UNCLAS SECTION 62 OF 04 KINGSTON 18287
AIDAC

E.0.12356: /A

SUBJECT: IMPLEMENTATIOH OF THE CBI - USAID/KINGSTON UPDATE
OF STRATEGY OF ASSISTAHCE TO JAMAICA’S PRIVATE SECTOR
UNDER THE- CBI.

{3) U.S. CONSULTANTS TO PRIVATE AGRI-BUSINESS FIRNS TO
ASSIST Il CARRYING OUT INSTELLATION AlD START UP OF MHEW
OPERATIONS, TROUBLE SHOOTING OF TECHNOLOGICAL PROCESSES,
AND ANALYSIS OF MAMAGEMENT PROBLEHNS.

AVAILABLE TO THIS FACILITY AND LIFE CF JAMAICA HAS
HATCHED THIS ANMOUNT IN JAMAICAH DOLLERS
ELIGIBLE BORROWERS I[NCLUDE:

(1) ENTERPRISES WHICH ARE AT LEAST 5! PER CENT OWNED BY
JAMALCAN CITIZENS OPERATING OR INTENCING TO OPERATE [N
AGRYI-BUCINESS, INCLUDING FOOD PROCESCING AND PROGUCTION
OF SERVICES AND OTHER PRIVATE ENTERPRISES ANU INDU TRUES
RELATED TO AGRI-BUSINESS.

(2) OTHER PRIVATE LABOR INTENSIVE ENTERPRISES IN RURAL
AREAS.

{3) ENTERPRISES MHOSE TOTAL MET FIXED ASSETS DO KOT
EXCEED J1309, 602,

THE MAXIMUM LOAN TO ANY OME ENTERPRISE SHALL NOT EXCZED
J3900,0008, HALF IN LOCAL CURRENCY AND HALF IN U.S.

{4) TRAINING FOR PRIVATE SECTOR AGRI-BUSINESS STAFF OF DOLLAR EQUIVALENT. LOANS HAVE A MINIMUM TERM OF FOUR >
SELECTED JAMAICAH FINANCIAL INSTITUTIONS IN AGRI-BUSINESS YEARS AND A MAXIMUM REPAYMENT PER10D OF SEVEN YEARS. %
INVESTEENT DEVELOPHENT AND PROMOTION. THE INTEREST RATE TO BORROWERS 1S 15.35 PERCENT, WITY Q

THE BORROWER BE/ARING THE FORE!GN EXCHAHGE RISK. WITd W
(5) STRATEGIC PLAHHING, PROMOTHONAL ACTIVITIES AND THE ADVENT OF CBI OPPORTUNITIES, IT IS HOPED THAT 9
PRE-FEASIBILITY STUDIES TO ACCELERATE INVESTMENT IN THIS FACILITY WILL PROVE MOST USEFUL. <
AGRICULTURAL ACTIVITIES, ESPECIALLY FOR NON-TRAD!T!OHAL E. ROYAL BANK LOAN PROGRAM: o
EXPORT CROPS. N
THIS PROJECT CHOULD STRENGTHEH SMALL TO MEDIUM SIZE THIS AGREEMENT WAS SIGHED JULY 13, 1923, BETWEEN PRE <
PRIVATE AGRI-GUSINESS ENTERFRISES BY IMPROVING LAND, BUREAU AND THE ROYAL BAMK (JA.) LTD. T 1S DESIGNLD ;;)
EXPANDING THEIR OPERATIONS, AND RESTORING THEIR TO PROVIDE ASSISTAHCE TO RURAL-BASED JAMAICKN BUSILESS W
PRODUCTIVITY. TARGETTED FGR EXPANSIGH ARE EMPLOYMEMT, ' R

GROSS EARMINGS, PRODUCTIOQN, PRODUCTIVITY, EXPORTS AND
THE USE OF IMDIGEHOUS AGRICULTURAL PRODUCTS.

C. BASIC SKILLS TRAINING:

THIS PROJECT PURSUES A FOCUSED AND INTERHALLY IMTEGRATED
APPROACH TO MEETING THE LONG AND SHORT TERM TRAINING
REQUIREMENTS 0F JAMAICA’'S PRIVATE SECTGR. PROJECT
ACTIVITIES WILL FOCUS ON FOUR AREAS. THESE ARE:

(1) ASSISTANCE FOR THE INSTITUTIONAL DEVELOPHENT OF THE
HUMARL EMPLOYMENT AND REZOURCES TRAINING (H.E.A.R.T,
TRUST, WHICH WILL AMONG OTHER THINGS, REGULATE
EVALUATE, FUND, PRCMOTE AND COORDIMATE NEW AND EXISTING
SKILL TRAINING PROGRAMS

(2) UPGRADING ANMD EXPANSION OF HON-FORHAL CKILL TRAINING
PROGRAHZ AND SERVICES WITHIN THE MINLSTRY OF YOUTH AND
COMHUNITY DEVELOPMENT.

{3) UPGRADING AND EXPﬁﬁSIOH OF FORMAL TECHNIGCAL LEVEL
SAILL TRAMNING SERVICLS AND FROGRAMS WITHIN THE
MINISTRY OF EDUCATION

(4) ESTABLICHMENT OF A REVOLYING LOAN/GRANT FUND,
ADISIHILTERED FY YMi W.F.p R.T. THUST, TO EUAELE PRIVATE
AT PURL G SEETOR QROAMIZATIONS [0 GBTANE SUPPLCRCHTHRY
RESUNRCES TO CHRRY QUT SKILL TRAINING PROSRANT OF

UHELAS
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PiaLl ot rINGST 10251 0 OF 3 201600l 3% GLAIed AIDSE Y KINGST 10280 0% aF &3 2016022 i sAd AILGESS
AGLICH nib-Co ° KHIGS 0 IhCLuuk: -

Lu-00 /7601 rb LH24 A. ESTABLICHMENT OF AN IHDUGTRIAL BEVILOPMENT BIVICioH

i WELILH THE OFFICL GF Fitvall LMHEEPRESE DEVELCERLET (0
ACTION OFFICE LADR-03 WORK DIRECILY WITH THOUSINIAL LUB-SECTORS WHIGH WILL
INFO LADP-03 [FPCE-0) PPPE-02 FH-02 FLD-02 STAG-82 SAST-01 MOST CLEARLY BEHEFIT FROM CHI FROVISIONS. [NMITIAL

£5-01 AAID-81 COM-02 STFA-G1 TR3Y-05 RELO-01 HAST-01 SUB-SECTORS INCLUDE FU&IITURE MRHUFACTURING Al

LACA-03 PRE-J1 /032 A3 221 FOOD PROGESSING. FUNDING FOR SUPPORT ACTIVITIES COMES

----------------------- T e E LR L PP EEEEEEEE PR e FROM TCTG AND LOCAL CURREKCY TRUST FUMNDS
INFO 0CT-00 COPY-3L INR-18 CIAE-00 EB-08  DODE-00 "ARA-00

/810 W B. PARTICIPATION 1N A SERIES OF PROMO-

-------- ceemceeeo-025726 2016237 /41 : TIONS ORGANIZED BY' EMBASSY COMMERCIAL OFFICE 7O 6i ve
P 2013297 0CT 33 - BROAD COVERAGE TO CBI PARTICULARS.
FM AHEMBASSY KINGSTOM .
70 SECSTATE WASHDC PRIORITY 5373 ’ C. SUPPORT OF JNIP Il TARGETTING APPROPRIATE U.S.
COMPAHIES FOR INVESTMENT AND JOINT VENIURES. INCLUDED
UNCLAS SECTION 83 OF 04 KINGSTON 18287 : IN THIS MULTI-FACETED EFFGRT ARE
B1BAC ) - INVESTOR ATTITUDE SURVEY, I FART UNDERTAKLY BY U. 5.
. BUSINESS COMMITTEE;
E.0.12330: /A - PARTICIPATION N THVESTHENT SEMIMAR AT ROSE HALL,
SUBJECT: IMPLEMEMTATION OF THE CBI = USAIB/KINGSTON UPDAT . MONTEGO BAY, IN WHICH TOTAL U.S. PRESENCE WAL
OF STRATEGY OF ASSISTANCE TO JAMAICA’S PRIVATE SECTOR MOBILIZED INCLYDING SECRETARY OF COMMERCE BALDRIGE,
UNDER THE CBI AMBASSADOR HEWITT, DEPUTY CHIEF OF MISSION MARNE,
MISSION DIRECTOR REAGE, AND A SUBSTANTIAL PORTIOM

OPERATORS AKD SHMALL FARMERS. UNDER THE AGREEMENT, OF EMBASSY/MISSION STAFF; AlD
USAID WILL GUARANTEE S0 FERCENT OF LOAHS TOTALLING THE v N
JABAICAN DOLLAR EQUIVALENT OF UST4, 000,089, WiHICH WILL - SUPPORT FOR JHIP ACTIVITIES IN HEW YORK AND KINGSTON &
BE LOANED BY THE ROYAL BAMK TO ELIGIBLE BORROWERS PROMOTING CBI OPPORTUHITIES. O
AMONG THE TARGET GROUPS. ANY INDIVIDUAL, ORGAMIZED ©
GROUP, COMPANY, CORPORATION OR ANY ORGANIZATION WITH S. THE MISSION ALSO SUPPORTS PROGRAMS SUCH AS THE Ej
MAJORITY JAMAICAN OWNERSKIP, THAT IS ENGAGED - NATIONAL DEVELOPMENT FOUNDATICH (MITH PADF) PROJECT (&)
IN AGRICULTURE, AGRI-BUSINESS, MANUFACTURING, LENDING TO VERY SMALL BUSINESSES WHICH ARE COMSISTENT ;3
OR OTHER SMALL BUSIMESS QUTSIDE THE CORPORATE AREA IS ) WITH THE PRIVATE SECTOR THRUST OF THE CBI, BUT ARE oF
ELIGIBLE TO APPLY FOR LOANS. LOANS WILL BE.MADE FOR NOT LIKELY TO IMPACT OH JAMAICAN EXPORTS TO THE Y
THE PURPOSE OF PURCHASING EQUIPMENT OR OTHER CAPITAL . u.s., ETC. :f
ASSETS (EXCLUDING REAL ESTATE), AND FIMANCE WORKING 4
CAPITAL NEEDS OVER A PERIOD OF OME TO SEVEM VEARS. 6. MISSION CURRENTLY DEVELOP!ING THE FOLLOWING CBI W
THE MAX1MUM LOAN AMOUNT MILL BE JISB,008 AND WILL . ACTIVITIES: @
ENMCOURAGE SMALL SCALE ENTREPRENEURS TQ.TAKE ADVANTAGE -
OF BOTH IMPORT SUBSTITUTIGH AHD EXPORT OPPORTUNITIES. A. SUPPORT TO JAMAICA EXPORTERS ASSOCIATION.

F. PRIVATE SECTOR DEVELCPMENT BAlK:

USAID IS ASSISTING A GROUP OF JAMAICAN BUSTNESSMEN (N
THE FORMATION OF A PRIVATE DEVELGPMENT BANK. THIS
INSTITUTIOR WELL PROVIDE A RANGE OF FIMANCIAL SERVICES
DESIGHED TO PROMOTE HEW ENTERPRISES AND EXPAND EXISTING
FACILITIES, FINANGIAL SERVICES WILL INCLUDE LOMG-TERM
PROJECT FINANCING, UNDERWRITING OF HEY 1SSUES,
INVESTHENT PACKAGING (UHEREBY AN APPROPRIATE M1X OF
DEET AND EGQUITY 1S EROUGHT TOGETHER FROM LOCAL AND
HITERHATIONAL SOURCES), AND AT TINES PERTICIPATION IN
EQUITY OR QUASI-ENUITY, CAPITALIZATION OF THIS
DEVELOPMENT BANK IS £/PECTED TO REACH US15 MILLION
DOLLAR3. USAID RHD PRE BUREAU HAVE UNDERMRITTEN THE
COST OF AN INITIAL FEASIBILITY STUDY, AND THE MISSION
HAS PROVIDED SUPPCRT FOR THE INCCRPGRATION OF THE GROUP
OF INITIAL IMYESTORS, WHICH 15 NOW TAKING PLACE. THE
CAPITAL STRUCTURE 15 EHVISRGED AS APPROXIMATELY 60
PER CENT JAMAICAN, AuD 40 FFR CENT IHTERMATIGUAL
USAID HAS NOTIFIED THE U.S. CONGRESS OF (TS FLANS,

AND HAS RUDGETED USL20 MILLIOHN TO BE LENT THROUGH
THIS INSTITUTION QYER THE NEAT THREE YEARS. THIS
PROJECT VAS LANGUISHING BHEIL CBI LEGIZLaTION WAS
PASLED. AT PRESTNT, IHITIAL THYESTOR 6GRONP LEPEARSG
CONFIOLNT AND INTERESTIO BECPITE OR PERHAPS RECAUSE
OF RLEAK FOREION EXCHANGE PICTHRE

4. OTHER ACTIVIYIES RECENTLY INSTITUTED BY YUTAID/

UHELASSIFTED v
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UNCLAS SECTION 04 OF 04 KINGSTON 10287
AIDAC
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DODE-08 ARA-84

IMPLEHENTATION OF THE CBI - USAID/KINGSTOH UPDAT

STRATEGY OF ASSISTANCE TO JAMAIGA'S PRIVATE SECTOR

UNDER THE CBI.

B. SUPPORT TO JAMAICA HANUFACTURERS ASSOCIATION,

C. SUPPORT TO JAMAICA HOTEL AND TOURIST ASSOCIATION

D.

SERIES OF PROMOTIONS, SPECIFIC STUDIES AND MARKET

DEVELOPMEI!T FCR SUB-SECTORS WAOSE EXPORT POTENTIAL

IS MOST ENHAKCED BY CBI PROVISIONS.

7. IN ALL OF THESE ACTIVITIES, WE ARE ENDEAVOURING
TO COORDINATE CLOSELY WITH THE EMBASSY E/C SECTION,
WHICH 1S-CARRYING OUT AN ENHANCED PROGRAM OF TRADE

AND IRVESTMENT PROMOT1OM.
FUNCTIONS OF THE E/C SECTION ARE:

THE PRINCIPAL CBI-RELATED

- DISSEHINATION OF INFORIATION (THROUGH BROCHURES,

SPEECKES, SEMINARS) ON THE CBI TO ALL INTERESTED

PUBLIC ANi3 PRIVATE SECTOR PARTIES;

- ORGANIZATION OF TRADE AND INVESTMEHT MISSIONS IN

BOTH DIRECTICHS;

= TARGETTED SEARCHES (USING OPIC AND DEPARTMENT OF

COMMERCE OFFICES, BOTH IN WASHINGTOM AND THE FIELD)
FOR SUPPLIERS, MARKETERS AMD JOINT VENTURE PARTNERS
FOR ACTUAL AND POTEMTIAL JAMAICAN EXPORTERS;

- COUNSELING FOR BOTH U.S. AHO JAMAICIN BUSINESSMEN;

- MARKET RESEARCH.

8. THE E/C SECTION IS INCREASING IT3
HORE RESOYRCES TO CB! BUSIKESS

STAFF TO DEVOTE
PRCMOTIGH ACTIVITIES.

A USDOC TRADE SPECIALIST IS QN DETAIL HERE FOR A YEAR,

IN ADDITION,

A BUCINESSHAN ON DETAIL TO THE USG UNDER

THE PRESIDENTIAL EALCUTIVE EXCHANGE PRCGRAM (PEEP)
INVESTORS.
WE EXPECT THE E/C SECTIO!N WiLL CONTINUE TO COMCENTRATE
ON EXPLOITING IMMEDIATE COMMERGIAL OPPCRTUNITIES WHILE

WILL BE ARRIVING 500H TQ WORK WITH U. 3.

Usaip/J’s
CAPABILITY OF JailuiCA'3
INSTATUTIONS TO RESPOND TO

9. FRCH OUR PERSPECTIVE
PROOGRENS OF USAID

ROLE WiLL FOCUS OM BUILDING UP THE
PRIVATE AND FUBLIC

SECTCR
SUCH GPPORTHNITIES.

IT VONLD APPEAR THAT THF CB
SHOULD DE CLOGELY GOORDINGRIED WITH

THE THCREASLO RCTIVITICS BFING UNDFRTakEN BY OTHER

AGENCIES, GOMMERCU [N PARTICULAR,

CLOSE CCORDINATIQN

------ ----026230 2016267 /44-33
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Santo Domingo 8718

dated 25 October 1983

re: USAID/Dominican Republic
CBI Implementation Plan

INFO 0CT-00 'CIAE-00 EB-C3 DODE-00 ARA-0O0  /83% W
--------------- 277626 2613017 /33

P 252030Z OCT 83

FM AMEMBASSY SANTO DOMINGO

TO SECSTATE WASHDC PRIORITY 4438

UNCLAS SECTIOM 91 OF 87 SANTO DOMINGO 3718
AIDAC
FOR: DWIGHT JCHNSON, LAC/OR

E.0. 12356: /A
SUBJECT: IMPLEMENTATION OF THE CBI

REF: STATE 275252

1. SUMMARY. A3 REQUESTED (N REFTEL, THE FOLLOWING IS THE
HICSION"S UPDATED ACTION PROGRAM OF THE CBi IMPLEMENTATION
PLAR. END OF SUMMARY.

2. CBI [MPLEMENTATION STRATEGY. THE MISSION’S CBI STRATEGY
PURSUES THE GOALS OF INGREASED EMPLOYMENT AND INCOME AND
IMPROVEMENT IN THE OOMINICAN REPUBLIC'S FOREIGN EXCHANGE
POSITICH. THESE GOALS WILL BE PURSUED IN THE CONTEXT OF
EQUITAELE ECONOMIC GROWTH AND DISTRIBUTION fH A DEMOCRATIC
ENVIROHHENT. 1IN REACHING THESE GOALS, THE MISSIIGH HAS SET
INCREASING EXPORTS AHD INVESTMENT IN THE DOMINICAH REPUBLIC AS
THE PURPOSE OF THE MISSION'S CBI PROGRAM.

3. TO ACHIEVE THE PURPOSE OF THE PROGRAM, THE MISSION HAS SET
THE FOLLOWING MEDIuUM TERM -(1-3 YEARS) O0BJECTIVES:

A. REDUCTION OF COMSTRAINTS TO EXPORT. THE MISSION VIEWS
THE REDUCTIGH OR ELIMINATION OF CONSTRAINTS TO EXPCRTS AS A
SIGHIFICANT OBJECTIVE. PRINCIPAL AMONG THESE CONSTRAINTS ARE
EXPORT DUTIES, FOREIGH EACHANGE SURREINDER REQUIREMENTS, AND
BUREAUCRATIC AND ADMINISTRATIVE PAPERYORK REQUIREMENTS TO
OBTAIN EXPORT LICENCES AMD BEHEFITS. THESE ARE CONSIDERED KEY
COMSTRAIKTS TO [HCREASED EAPORTS. THE CBI PROGREM WILL '
THEREFGRE FOCUS POLICY DIALOGUE AND FINANCIAL RESOURCES ON THE
REDUCTION &ND ULTIMATE ELUIMINATION OF THESE CONSTRAINTS

B. REDUCTICN OF CCHSTRAIHTS TO IMVESTMENT, ALONG WITH THE
FOREIGH SURRENDER REGUIREMENTS AND OUTIES DISCUSSED ABOVE, A
PRINCIPAL GO!NSTRAINT TO INVESTHENT IS THE RESTRICTYIVE PRICING
POLICIES WHICH IHHIBIT THE DEVELOPMENT OF PROFITEBLE
INVESTHENTS. THE CBI PROGR:M WILL FCCUS ON & DIALOGUE
CONCERNING THE REDUCTION AND EYEMTUAL ELIMINATION OF PRICE
CCHTROLS QN A MIDE RANGE OF PRCOUCTS. 1M ADDITIOM, LACK OF
DEPEHUABLE BATIC. INFRASTRUCTURE IE, G, ROADS, IRRYGATION, AND
ELECTRICAL SERVICEZ) RESTRICT DEVELOPEENT OF THE PRIVATE
SECTOR. WHILE THE GREI PROZFAM HAS MADE A¥AN AGLE RD PELOS
10 MILLION TO HELP !MPROVE THE HALIC INFRASTRUCTURE
REQUIREMENTS UMDER THE PRIVATE SECIOR UEVELOPMENT PROGRAM (LOAN
§17-#-039), MNORE RELOLRCET ARE NLEDED

C. [TTARLICHMENT GF A VILBLE GOGR EXPCRT PRONHOTION
INSTITUTION, SENGE wuQUST 1523, THE GUDR MAT SHOVI INCREAZTD
INTEREST §1F AND Kl TakEH pLTI0US T04GRDG DEVELOP IS A NUCH
STRONSER PROGRAM TO FRCITE EXPORTS. THE DOMINITLAN CPUTFR FOR
EYEQRT FRONGIIN (CLGORE/A 12 DHE FRINGERFEL G20R HISTETET IOl
EXPRESSION OF THIS INTEREST. ITS PRINCIPAL FuLCTION IS TO

UNCLAS:

"

O

FARTICHLAKLY WELL GOUHNECTED PERSON FROW THE DOMIN{CHN FRIVATE
BANICING SECTOR WAL BELCN APPOINILD i0 HEAD CEDGPEZA. THIS

DIV GGRL BAS SHOWH CCNGIOLERELE nttie st Th lanlin
SIGHIFICANT CHAMGES REGARDING GOVERNMENT EAPORI PULICIES. THE
MISSION VIEYS THE DEVELOPHENT OF THE INSTEITUTIONAL CAPABILITY
OF CEDOPEX AS AN IHPORTANT MEANS TO HELP ESTAKLIGH A STROING
ELAFORT PROMOTION PRonRAN,'AS VELL A5 AN ADVGCATE OF REFORMS IN
OVERALL POLICIES AIMED AT EXPORT EAPAHSION. USAID HAS PROVIOED
(THROUGH THE FRIVATE SECTOR DEVELOPMENT PROGRAM) DR PESOS

108, 6066 1M SUPPORT OF THIS ORGANIZATION,

D. ESTABLISHMENT OF A STRONG GOUR INVESTHENT PROMOTION
INSTITUTION, INCREASED INMVESTHENT 1N THE DOMINICAN REPUBLIC
WiLL REOUIRE THE DEVELOPMENT OF EFFECTIVE MECHANISHS AHD
SYSTEMS TO INFORM THE PRIVATE SECTGR OF AREAS OF INVESTHMENT
OPPORUMITIES AND 00 ACSIGHTHOSE INTERESTED IH HAKING

CVESTHEMTS. THE GODPLHAS RECENTLY ESTABLISHED A FOREIGH
IHVESTHENT COMMISZION TO MEEY THIS NEED. USAID HeS TROVIOED
(THRQUGH THE ClIGO!MIG FRIVATE SECTCR DEVELOPMENT FROGRaMI DR
PESOS 100,090 TO SUPPORT THIZ HEWLY CREATED CRSANIZATION. PD
AND S FUNDS DOLS. 71,0030 HAS ALSO BEEH PROVIDED FCR TECHMICAL
ASSISTANCE, SEMINARS AND WORKSHOPS, ANC OBSERVATION TRIPS TO
VARIOQUS PARTS OF THE WORLD. THE MISSION BELIEVES THAT HE
COMTINUED DEVELOPMENT OF THE INSTITUTIOMAL C

PABILITY OF THIS .
ORGAHIZATION IS VERY IMPORTANT TO THE ESTABLISHMENT TF A VIABLE
GODBR 1HVESTMENT PREMBTION PRUCRAM. )

3. ESTABLISHMENT OF EXPORT PROMOTION FUNDS. INGREASED
PARTICIPATION OF THE PRIVATE SECTOR IN EXPORT ACTIVITIES WILL
REQUIRE IMPROVED ACCESS TO CREDIT AND TEGHNICAL ASSISTANCE,
PLANNING STUDIES, AND INCREASED PRIVATE VOLUNTARY ORGANIZATION
(PVO} ACTIVITY. UNDER THE PRIVATE SECTCR DEVELOPMENT PROGRAM
(LOAN 517-K-833) DR PESOS 23 MILLION WAS PROVIDED FOR
AGROIHDUSTRY AND EAPORT CREDIT, DR PESOS 1 MILLIC! WAS BUDGETED

EEST AVAILAGLE COPY
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FOR PRIVATE SECTOR DEVELCPMENT STUDIES, AND DR PESOS 4 MiLLIOH
WAS MADE AVAILABLE FOR SUPPORT TO PV0’S. OVER THE MEDIUM TERH,
A MAJOR-PORTION OF THE USG CBJ AND DA RESQURCES WILL BE
ALLOCATED TO EXPAilD THESE ACTIVITIES.

F. DEVELOPHMENT OF A CORE GROUP OF ENTREPRENEURS. LACK OF
HAMAGERIAL CAPABILITY REMAINS A MAJOR IMPEDIMENT TO THE
DEVELOPMENT OF THE DOMINICAM PRIVATE SECTOR. VARIOUS
ACTIVITIES HAVE BEEN INITIATED DURING THE PAST YEAR TO ADDRESS
THIS CONSTRAINT:

(1) UNDER LOAN S17-K-039, DR PESOS 3.0 MILLION OF GODR
COUNTRPART WAS PROGRAMED TO COMPLEMENT A US DOLS. 5.8 MILLION
DOLLAR AID GRANT FCR THE GRADUATE MANAGEMENT TRAIMING PRCJECT
(0. 517-9157) AIMED AT DEVELOPING A SCHCOL OF PRIVATE AND
PUBLIC SECTOR ADMINISTRATION WITHIN THE UNIVERSIDAD CATOLICA
HADRE Y MAESTRA (UCMM) ~ A PRIVATE UNIVERSITY. THE DR PESOS
3.0 MILLION 1S BEING USED TO SUPPORT THE COMSTRUCTION OF AND
EQUIPPING OF A SCHOOL OF ADMINISTRATION AT UCHM

(2) DURING JULY 1933 INVITATION TRAVEL TO THE ATLANTA
HARKET CENTER WAS PROVIDED FOR 3 DOMINICAN REPRESZMTATIVES,
INCLUDING 2 FRCit THE PRIVATE SECTOR (CNE TRADING COMPANY, ONE
DEVELOPHENT BANK ALD THE THIRD FROM CEDGPEX). THE PURPC3Z OF
THE VISIT WAS TO INVESTIGATE THE POSSIBILITY OF PARTICIPATION
BY DOMIMICAN PRODUGERS IN A TRADE SHOM TO BE HELD N ATLANTA.
DURING THE FIRST WEEK OF SEPTEMBER 1333, A TRIP TO SANTO
DOMINGO BY 2 OFFICIALS OF THE ATLANTA MARKET CENTER WAS
COMPLETED, TO LOOK AT THE DOMINICAN PRODUCTS AND TALK TO
DOMIHICAN FRODUCERS ABOUT THE TRADE SHOW FOR A CARIBBEAN BASIN
GIFT SHOW TO BE HELD 11l ATLANTA IN THE SUMMER OF 1934,

(3) INVITATIONAL TRAVEL WAS SET UP FOR S DOHINICANS TO
ATTEND A UZDA SPONSORED AGRICULTURAL MARKETING WORKSHOP HICH
WAS HELD AT THE END OF SEPTEMBER [N MIAMI. AMONG OTHERS, THOSE
WHO ATTENDED THE HEETI!NG VEKE THE PRESIDENT OF ADOEXPO, THE
TECRHICAL KDVISER OF ADQERPO AND REPRESENTATIVES OF THE PRIVATE
SECTOR, [(NCLUDING A FERTILIZER PRCDUCER, A FOOD PACKER AND A
FRUIT AND VEGETABLEC E¥PORTER. THE WORKEHGF VA A PRACTICAL
INTRODUCTICH TO MARKETING CARIBEEAM PRODUCTS IN THE U.S. AND
OTHER COUNTRIES. THE WCRKSHOP DEALTH WITH SUCH TOPICS AS
NOM-TRADITIGHAL TROPICAL CRCPZL, U.S. AGRICHLTURAL TRADE
POLICIES, MARKETIHG FOR EXPORT, TRENDS It CARIBBEAN
AGRICULTURAL PRODNMCTION AND TRADE, POST HARVEST QUALITY,
REFRIGERATIGH, PACKAGING AND TRENSPORT, GRADING AMND CTANDARDS,
MARKET MEWL, MARKETING ORDERS, AND PULANT, ANIMAL aND FOOD )
SAFETY REGULATIGHC.

(4) OURING THE FIRST WELK OF ZEPTEMBER 1933 A VISIT TO
THE DOMNINNCEY REPUBLIC LY FO3) FROCESIING EQUIFHENT
REPRESENTATIVEL WAS COMPLETEC. THIS WaL CPONSGRED BY THE 0. S,
DEPARTHENT OF CONMMERIE. THE PURPOSZE OF TRIP WK TO PROUNOTE
INVUSTHEMT BY AR KICAR FOGD PROGESSILA LUD FOGO PACKAGING
FIRHS, TN COLLARGEATION WITH DOMITLICAN E¥YPORT INITIATIVES

"
9.
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(5) FIIIANCIAL CUPPORT WAS PROVIDEL TO THE pOMIIICAN
SHALL BUZINESS ASSISTRNCE FROGHAN (FROAFE) UNDER Atl SHALL
THOUSTHY ulkih e prOGEst 0, 917-018C 10 SHPFOT OF A LAkl
IMDUSTRY TRAGE Fatk TIAT YAS HELOD 1M SANTIAGO DURING AIGUST

1933, MORE THA&N Ol WUNDRED SMALL PFODUCERZ SHUMED THEIR
PRODUCTS. AID ALSQ PROVIDED FINANCIAL SUPPORT GNDCR THE SMALL
INDUSTRY GRANT PROGRkM FOR THE DOMIt 1CAN DEVELOPMENT FGUHDATIGN
(ODF) SPONSORED SHMALL IHDUSTRY TRADE FAIR WHICH Wa3 HELD OH
OCTOBER 3, 1983 IN SkNTO DCMINGO. THE OBJECTIVE OF THESE FAIRS
WAS TO PUBLICIZE AND SELL PROBUCTS FRODUCED 8Y DOMIMICAM SHALL
INDUSTRIAL ISTS, UNDER THE MICRO AND SHMALL INDUSTRY PROGRAH
PROMOTED BY PROAPE AND THE DDF

(6) THROUGHOUT THE PAST YEAR AID HAS TAKEN OTHER
AGTIONS TO HELP STIMULATE EXPORT OEVELOPHENT IN THE DOMINICAN
REPUBLIC. FOR EXAMPLE, WITH AID CUPFORT, REPRESEMTATIVES OF
THE CHICAGO ASSOCIATION OF COMMERCE ANHD INHDUSTRY HAVE MADE
SEVERAL VISITS TO THE DOMINICAN REPLBLIC IN Ail EFFQRT TO FIND
HARKETS FOR NOH-TRAD!TIONAL "EXPORT FRODUCTS; THE WORLD TRADE
INSTITUTE DEVELOPED % PEPGRT GH EYPCRT DEVELOPMENT CONSTRAINTS
AND POTENTIAL .IN THE uOiINICAN REPUELIC. ARTHUR D. LITTLE
PREPARED A REPORT FOR USAID WHICH AMALYZED THE CRDER OF
MAGHITUDE OF THE DOMINICAN EXPORT PROGRAM AND QUTL INED
PRELIMINARY GUIDELINES FOR AN EXPCRT DEVELOPMENT STRATEGY.

(7). IN AUGUST $9283, AID AND THE INTERMATIOHAL
EXECUTIVE SERVICE CORPS (1ESC) SIGNED AN AGREEMENT TO PROVIDE
TECHHICAL ASSISTANCE TO TRADING COMFANIES IN THE DOMItICAN
REPUBLIC.

{8) IN MARCH 1983, USAID PROVIDEC DOLS. 14,200 TO THE
AGR -BUSINESS COUNCIL 10 PROMOTE ANG FACILITATE THE INVOLVEMENT
OF US FIRMS IN AGRO-!HDUSTRY PROJECTS,

{8) USAID WILL CONTINUE TO SUPPORT KEY
INTERVENTIONS TO DEVELOP DGHINICAN EMTREPRENEURS
USING BOTH PROJECT A!D MON-PROJECT ASSISTANCE TO
SUPPORT THESE ACTIVITIES. ‘

4. ACTICHS PLANNED TO IMPLEMENT CBI PROGRAM. IM PURSUING THE
OBJECTIVES DISCUSSED ABOVE, THE MISSION HAS DEVELOPED AN
INTEGRATED PROGRAM OF PROJECT AND NON-PROJECT ACTIVITIES. A
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NUMBER OF ACTIVITIES WILL BE SUPPORTED WITH DEVELOPHENT
ASSISTANGE AHD ESF RESOURCES. IM ADDITIONM, THE CBI PROGRAM
HILL DRAYW UPOM THE RESOURCES OF ALL RELEAVANT USG AGEKCIES TO
CARRY QUT PROMOTION, TRAINING AND TECHNICAL ASSISTAHCE
ACTIVITIES WHICH HELP INCREASE EXPORTS AND INVESTHENT. THE
FOLLOWING DISCUSSION LAYS OUT THE MISSION'S CBI ACTION IROGRAM
FOR THE FISCAL YEARS 13

AND 88:

A, AGTIVITIES TO HELP ELIMINATE CONSTRAINTS TO EXPORTS

(1) THE DOMINICAN REPUBLIC HAS TAKEN SOME IMPORTANT
STEPS TOVARDS IMPROVING THE ENVIROMNMENT FOR DEVELOPMENT OF
EXPORTS. FOR EXAMPLE, THE GODR RECENTLY MODIFIED THE FOREIGN
EXCHANGE SYSTEM FOR EXPCRTERS. THE KEY CHANGE 1S THAT
EXPORTERS OF FRESH AGRICULTURAL PRODUCTS (33 PERCEHT QF
NON-TRABITIONAL AGRICULTURAL EXPORTS) ARE HOW ALLOWED TO RETAIN
108 PERCENT OF THEIR FOREIGN EXCHANGE EARMINGS. IN ADDITION,
THE GODR HAS STREAMLINED THE PROCEQYRES FOR OBTAINING EXPORT
LICENSES AND BENEFITS UNDER LAW 63 (THE EXPORT INCENTIVE LAW). ~
HOWEVER, MUCH MORE REHAINS TO BE DOMNE.

(2} It ORDER TO ASSIST THE GODR il CONTINUING THIS
PROGRESS, EN EXPORT SECTOR ASSESSHENT WILL BE CARRIED OUT 1IN FY
84, LOCAL CURRENCY GENERATED UNDER THE ONGOING OOLS, 49
HILLION ESF LOAN PROGRAM WILL FINANCE THE ASSISTANCE OF A LOCAL
CONSULTING FIRH AND AID PD AND S FUNDS WILL FUND THE COST OF
THE FIRM OF A.D. LITTLE IN THIS EFFORT

3) USING THE EXPORT SECTOR ASSESSMENT, AID DURING FY
85 WILL UNDERTAKE AN EXPORT PRGHOTION AHD INVESTHENT PROJECT,
ESTIHATED AT OOLS. 12 MILL1ON, DESIGHED TO ADDRESS POLICY
CONSTRAINTS, AND DEAL WITH CURREMCY CONTROL AND PROMOTE FREE
IONE EXPANSION. THE PROJECT WitL PROVIDE A DOLS. 3 HiLLION
CREDIT TO THE EXPORT PROMOTION FUMD OF THE CEHTRAL BAHK, WHICH
WILL INCREASE THE VOLUME AND SHMOOTH THE FLOW OF CREDIT AND
INVESTHMENT TO AND WITHIN AREAS OF THE FRIVATE SECTOR WHICH ARE
MOT ADEQUATELY FINANCED FOR EXPORT PRONOTION. CREDIT WILL BE
AVAILABLE FCR INVESTMENT [N SPECIAL E£EXPCRT RELATED FACILITIES
SUCH AS FUMIGATION AND CGOLER WAREHOQUSE FACILITIES AND FOR
COHSTRUCTIGN OF INFRASTRUCTURE AND PLANTS FOR FREE ZOMNES.
EMPHASIZ WILL BE PLACED ON SATISFYING PRE-EXPORT, SHORT-TERO
WORKIHG CAPITAL MEEDZ FCR PRIVATE STCTOR PRCOUCTION OF
HON-TRADITIONAL EZPORTS, ESPEGIALLY T8 CHMALL AND HEDIUM
ENTERPRISES WHICH NORHALLY RECEIVE OMLY LIMITED HELP FROM THE
FORMAL BANKING SYSTEM. GRAMT FUND3 @OLS., 4 MILLION WILL AL30
BE PROVIGED TO FINANCE: (1 FOLICY ANALYIIS AINED AT 1TPRGYING
THE CLIMATE FOR EZPCRT; (11} INVECTEENT PRONOTION TO ATTRACT
FORCIGH CAPITAL AND STIMILATE GOMESTIS INVESTRERT IN E/PORT
ORVENTED PROJECTS; (111} RESEARCH AMD IDENTIFICATICH OF
INVESTHENT OQPPORTGIITICS AND BEVELOPHENT OF NEW MARKETS, (V)
ADHIIUSERATIVE aHO TNLTLINTIANEL UFaRaBiNy, IRCLUMNG FRATIITG
FOR FUBLIC AND PRIVATE ORGANIZATIONS INVOLYED iN EXPORT
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INSTITUTIONS ITHYGLNED 11 FORCIGH COMHLRCE AND IIIVESHI[HT, SUCH
AS THE THVESTHENT t#0MO0TI0H COttitissIoN.

{(4) THL AuiCUL o PAL CCLHGNY 12 COMINATED BY SUuAK sND
THE GOVERNMENT 15 “€RY RETICENT ABOUT OIVERSGIFICATION. AS A
RESULT, IHVESTHENT 4NN DEVELOPHENT 1 HUH-TRADITlONAL
AGRO-1HDBUSTRIAL ACTIVITIES HAVE EEEN LIMITED BY THE LACK OF ANY
CONGERTED PKOGRAM kMO HBY AM INVESTHENT CLIHATE WHIGH HAS
FAVORED IMPORT SUBSTITUTIOH AND WHICH HAS BEEMN CHARACTERIZED BY
COH'RAUIQTORY POLICIES AND UNNECECSARY REGULATIONS. TO ADDRESS
THES CONSTRAINT 41D WILL START & DOLS 9.5 MILLION A4RIBUSINESS
PROMOTION PROJECT M FY 1934 AIMED AT CREATING A FAVORABLE
INVESTMENT CLIMATE FOR EXPCRT ORIENTED IHOUSTRIES. CR:TICAL
ISSUES WHICH HAMPEE THE DEVELOPMENT AND GRGWTH OF AGRIBUSIMNESS
WILL ALSO BE ADDRECSED THROUGH THE IMPLEMENTATION OF A VARIETY
OF ACTIVITIES INCLUDIHG THE PROVISION MF: (I) CREDIT FOR
[NVESTMENTS I PL2:T AND EQUIPNENT, PRODUCTIQN AND MARKETING;
(11) TECHMICAL ASZISTAICE TO CTOHOUCT PRE-FEASIEILITY KHD/OR
FEASIBILITY STUDIET AIVED AT I1DENTIFYING MEW MAREETS WD
IMVESTMENT OFPORTUHITIES; (LEE) PILOT ACTIVITIES TO ILENTIFY
AlID DEVELOP MOH-TR&DITICKHAL FRODUCTS FOR EXPORI; &9, vy
TRAINING, SEOIMSRZ, AND DEMONSTRATIONS TO INTRODUCE HEW
VARIETIES AHD FARKING TECHHIQUES TO SMALL GROWERS THOUGH THE
EXPERTISE OF AGRO-BUSINESS FIRMS.

S) OVERALL, THE MIMING SECTOR POSSESSES COHSIDERARLE
POTENTIAL AS A SCURCE COF FUTURE OUTPUT AND FOREIGMN EXCHAHGE
EARNINGS OR SAVINGS. THE CCUNTRY HAy HAVE SUBSTANTIAL UNTAPPED
POTENTIAL MINERAL PESOURCES. PRELIMIMNARY STUDIES SUGGEST
SIGNIFICANT COPPER DEPOSITS IN THE CENTRAL P&RT OF THE ISLAMND
AND THE POSSIBILITY OF SIGHIFICANT COPPER AHD MAHGANESE FURTHER
TO THE WEST. ALLUVIAL GOLD OCCURS IM VARIOQUS PARTS OF THE
ISLAND, AHND ﬁARIOUS HOHN-METALLIC MINERALS ARE ASUNDANT IM THE
SOUTHWEST. THE RECEMT DISCOVERY CF COMMERCIALLY EXPLOITABLE
LIGNITE DEPOSIT HOLDS OUT A POSSIBILITY FOR A REDUCTION 1M OIL
IMPORTS, AND EXPLCRATION FOR PETROLEUM IS BE!NG UNDERTAKEN IN
SEVERAL PARTS OF THE ISLAMD, THUS FAR WITHOUT SUCCESS ({ALTHOUGH
NATURAL GAS HAS BEEN FOUMNOD)}. MORE DETAILED STUDIES ARE NEEDED,
HOWEVER, FOR THE COUNTRY TO BE ABLE TO EFFECTIVELY EXPLOIT THIS
POTENTIAL EXPORT RESOURCE. ACCORDINGLY, ALD PROPOSES TO

AIDILS
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RCTLQH AIL U0 TRENCFORE, #HD Dbk £ OTHOIR PRUGDUCES, 10 NANY AREAS. OF [HE
------------------------------------- T T 0OMINIGAN RCPURLIC, THESE FACILITIES DO NOT EXIST, MiusS
INFO  RLD-Y L-00 /00 AG LH24 THHIBETING NOT GHLY ThE CAPaNTI10M AND BEVELGPHENT OF THESL
-------------------------------------------------------------------- BRELAS, LUT RE20 Bl PRIVATE SLCTGR. i GibEre 1u sZoaal Thi
ACTION OFFI1CE  LADR-03 GOOR 1H REMOVING THISG BASIC INFRASTRUCIURE COHSGTRmINT, uOOR
IMFO LACO-02 LADP-63 PPCE-G1 PPPB-02 GC-0! GCLA-03 GCFL-01 COUNTERPART FROM THE FY 34 At ESF LOAN Will BE PPUHRLHHEU FOR
FH-02 FLD-82 CTAG-02 SACST-01 AGRI-0t STFA-01 RELO-01 THIS PURPOSE.
MAST-01 LACA-G63 PRE-Ob /836 A 328 (1) THE DR PESOS 10 MILLION ORIGINALLY ALLOCATED
------------------------------------------------------------ eevaee FOR "PRODUCTIVE INFRASTRUCTURL" UNDER THE ORIGIHAL 1382 ESF
INFO OCT-00  COPY-g1 CIAE-N3 EB-03 DODE-00 ARA-08 /068 W PROGRAM A5 COUNTERPART TO MAJOR MULTILATERAL FUKCED
------------------ 041174 2316431 /4) INFRASTRUCTURE PROJEGTS HAS BEEN DISBURZED. THE ABBITIONAL DR
P 2528307 0OCT 83 PESOS 5 MILLION PROVIDED UNDER THE 1983 DOLS 8.0C HiLLION
FH AMEMBASSY SAHTO DOMINGO AMENDMENT TO THIS ESF PROGRAM FOR THIS PURPOSE WILL BE FULLY
TO SECSTATE WASHDC PRIORITY 4433 COMMITTED SHORTLY. THERE STILL EXISTS, HOWEVER, A SUBSTANHTIAL
’ ’ .~ NEED TO PROVIDE COUNTERPART RESOQURCES TO SUPPORT QTHER
UNCLAS SECTION @4 OF 07 SANTO DOMINGO 8718 INFRASTRUCTURE PROJECTS MHICH ARE CRITICAL TO THE CYPANSIOMN OF
THE DOMINICAN PRIVATE SECTOR. THE GODR ESTINATES THAT THERE
AIDAC : EXISTC AN IMMEDIATE NECD FCR APPROXINATELY DR PES0L 27 HILLION
TO SUPPGRT VARICNS CRITIGAL INFRASTRUCTURE PRQJECTS FUNDED EY
FOR: OWIGHT JOHNSON, LAC/DR 18RD, 100 AND AtD. AGCORDIHGLY, IT 1S EXPECTED THA1 DR PESOS
10 HILLIGH TO BE PROVIDED UNDER THE FY 84 ESF LOAN WiLL BE
FINANCE PRELIMARY STUBIES BY THE U.S. GEOLOGICAL SURVEY AIMED UTILIZED IN SUPPORT OF PRODUCT!IVE iMNFRASTRUCTURE [NCLUDING A
AT ASSESSING THE POTENTIAL FOR ADDITIONAL EXPORTS OF MINERALS CRITICAL HIGHWAY PROJECT FUNDED BY [GRO AND RURAL ROADS
AS WELL AS IDENTIFYING POLICY COMSTRAINTS WHICH IMPEDE EXPORTS PROJECTS FUNDED BY I10B AND AID
OR INVESTHMENTS IN THE MINERAL SECTOR. AID EXPECT TO FIMNANCE, (11) THE GODR AND THE PRIVATE SECTOR HAVE CREATED
BEGINNING IN FY 34, A DOLS. 5 MILLIOM MINERALS EXPORT PRGMOTION FREE ZOMES Il DIFFERENT PARTS OF THE COUHTRY TO STIULATE
PROJECT AINED AT PRODUCING A COMPLETE CLASCIFICATICN OF ALl INCUSTRIKL DEVELOFMENT. FOUR FAELE EXFORT ICMES ARE CURRENTLY
MINERAL RESOURCES IN THE DCMINICAN REPUBLIC AS TO THE TYPE, . [l OPERATICH (TWO PRIVATELY OWHED AND MAMAGED). SOIE OF THESE
LOCATING, ESTIMATED RESERVE QUANTITY AND QUALITY, AND FREE ZONES SITES OFFER CONSIDERABLE OPPORTUNITY AND POTEMTIAL IN
COMMERCIAL VIABILITY. 1T IS EXPECTED THAT. THIS CLASSIFICATION THE SHORT-TERM FOR IMCREASING EMPLOYHENT AND FORE!GN EXCHAMGE.
HILL BECOME A BASE FOR ATTRACTING FOREIGN PRIVATE IVESTHEHT THUS, THE GODR INTENDS TO USE UP TO DR PESOS 2 HILLION, MADE
WHICH WILL ENHANGE THE XPORTS OF MINERALS. IN ADDITION, THE AVAILABLE UNDER THE AHENDMENT TO THE FY 32 ESF PROGRAM, TO
PROJECT WILL ASSIST THE GODR TO REVIEW AND REFORM THE MINING . EXPAND THE PUERTO PLATA FREE ZCHE FACILITY. THERE STILL
SECTOR TO MEET ITS FUTURE HEED. ) EXISTS, HOWEVER, MUCH OPPORTUMITY TO DEVELOP THE CGUNTRY’'S FREE
B. ACTIVITIES TO HELP ELIMINATE COHSTRAINTS ON INVESTMENT IONES. ACCORDINGLY, DR PESOS & MILLION IN LOCAL CURKENCY
(1) ANALYSES OF PRINCIPAL AGRICULTURAL PRCDUCTS SHOW . PROCEEDS WILL BE MADE AVAILABLE UNDER THE FY 34 DOLS. 40
THAT DOMINICAN AGRICULTURE PRODUCT!ION STAGHNATED DURING THE HILLIOMN ESF LOAN FOR FREE ZOME DEVELOPMENT
1978’S. THERE 1S GROWING EVIDENCE THAT THIS STAGMATION IS A (4) IN ORDER TO INCREASE INVESTMENTS IN AGRICULTURE AND
RESULT OF FAULTY POLICY MEASURES RATHER THAN NATURAL * IMPROVE AGRICULTURAL PRODUCTIVITY, AN EFFECTIVE PROGRAH OF

DISASTERS. PRICE AMD EXCHANGE RATE POLICIES APPEAR TO BE
PRINCIPAL FACTORS EXPLAINING THIS STAGNATION. GODR PRICE
POLICIES HAVE EITHER IGNORED THE EFFECTS OF INFLATION ON
AGRICULTURAL PRICES OR ATTEMPTED TO COMBAT IHFLATION THROUGH
AGRICULTURAL PRICE CONTROLS, WHICH HAVE BEEN COSTLY IN TERMS OF
LOSS OF AGRICULTURAL PRODUCTIOHN. IN ADDITION, AN OVER-VALUED
OFF ICIAL EXCHANGE RATE HOT ONLY BEAME A TAX ON EXPORT PRODUCTS
BUT INTRODUCED A BIAS TOWARDS IMPORTS. -

(2) THE GODR HAS RECOGHIZED THE HEED TO REVI3SE THESE
POLICIES AS A PRE-REQUISITE TG PRODUCT!ION (MCREASES. IN ORDER
TO PROVIDE A MECHANISM FOR FACILITATING THE REQUIRED AMAYSIS,
DURING FY 24, aID WILL FIMANCE THE AGRICULTURE POLICY ANALYSIS
PROJECT D, 517-0156) WITH GOLS. 1 MILLION 1M GRANT FUNOS
THIS PROJECT WiLL SEEK TO DEVELOP AN ADEQUATE CAPACITY TO
PROVIDE UMBIASED PRICE DATA AND AIIALYSES TO DECIZION-HAKERS.
TO ASSURE THE CAPACITY TO USE THIS AMALYSIS, FOhHAL AND
HON-FORMAL TRAINING WILL BE BADE AYAILABLE TO DECICION-MAKERS
THE BASIC ACTIVITY WILL BE THE DEVELGPMENT OF A GOOR
AGRICULTURAL POLICY ANALYSIS UNIT, WHICH WILL REOUIRE A CORE
STAFF OF WELL-TRAINED ECONOMIC, AGRICULTURAL ECONOMIC, AND
STATISTICAL AMALY3TS. SHORT-TERM TECHMIGAL ASSISTANCE AND
ON-THE-JOE TRAIMING WILL BE PROVIDED TO THE CORE CTAFF N ORDER
TO REACH PROJEGT OBJECTIVES, SOME ANALYSTS 4 TO 6 AT A COST
OF ABOUT 0DOLS. 25,0000 WILL RECEIVE TRAINING EITHER LOCALLY OR
OVERSEAT, TO EliZURE THE NUPBLR OF CRITICAL PROFTISIGHALS
NECESSART FOR 1 ONG-RANGE DEVELOPNENT. SCMINARS AND YORKSHOPS
VILL BE CONDUCTED FOR POLICY HAKERS AS A MEANT OF INPROYIIG
THEIR UHDERGTANDING GF POLICY MATTEFS AREECTING THE
AGRICULTURAL SECTOR I THE NCNIHICAN REPIKLIC

(3) m FUNDEGENTAL PECUIRORENT 6F BUSINELS 175 THE ) .
EXISTENCE OF THE BASIC INFRASTRUCTURE NECEUUARY TO PRODUCGE, '

UNCLASSIFIED
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AGRICULTURAL RESEARCH AND EXTENSIOH IS MEEDED FOR CROPS OF
PRIMARY IHPORTANCE TD THE NATIOMAL ECCMOMY. WHILE THE GODR HAS
MADE SIGHFICANT JHVESTHENTS TO DEVELOP ITS RESEARCH AND
EXTENSION CAPABILITY, THE EAISTING RESEARCH DATA BASE AKD
EXTENSICN CAPABILITY ARE IMADEQUATE TO SUPPCRT THE HEEDED
INCREASIZ 1M AGRICULTURAL PRCHUCTION, THE CRUSE CF THIS
SITUATIO! HAS BEEH IDENTIFIEC AS THE INABILITY OF THE EXISTING
PUBLIC SEGTOR SYSTEM TO EFFECTIVELY MAMAGE, COORDINATE, AND
CARRY QUT THE REQUIRED RESEARCH PROGRAMS, ACCORDINGLY, IN FY
84 AID WILL FINANCE THE AGRICULTURE RESEARCH AND EXTENSION
PROJECT (NO. S17-8180) WITH OCLS. § MILLION IN LOAM BHD DOLS.
1.5 MILLION IH GRANT FUNDS. THE PROJECT IS AIHED AT DEVELOPING
AN INTERGISCIPLINARY PRIVATE SECTOR RESEARCH CAPABILITY N THE
DOMINICAN REPUBLIC SIMILAR TO THE US LANDIGRANT UNIVERSITY '
RESEARCH/EXTENSION SYSTEM.

C. ACTIVITIES TO ESTABLISH A VIABLE GODR EXPORT PROMOTION -
INSTITUTION

(1) FROM COUNTERPART RESOURCES HADE AVAILABLE IN
COMJUNTION WITH THE CBI LOAN, DR PESOS 100,000 WAS MADE
AVAILABLE IN SUPPORT OF CECOPEX OPERATIONS. FROM THE AHENDMONO
TO THIE LO&N, DR PESOS 1 MILLION IS EARMARKED TO SUPPORT A
SERIES OF KEY PROMOTIOHAL ACTIVITIES TO BE CARRIED OUT BY
CEDOPEX.

(2) DURING FY 34, THE USAID PLANS TO ARRANGE FOR THE
SHORT-TERH TRAINIHG OF UP TO 4 CEDCPEX STAFF MEMBERS. THIS
TRAINING WLL BE FIMANCED WITH AID FD AND S FUNDS AMD WiLL BE
CARRIED OUT BY A US TRAINING INSTITUTION SPECIALIZING IN TRADE
DEVELOPMENT. THE TRAINING WILL COVER THE PLAMMING, DESIGN,
IMPLEMENTATIGH, AND EVALUATION OF EXPORT ACTIVITIES

(3) UNDER THE AID FUNDED FY 25 EXPORT PRCMOTION
PROJECT, THE USAID PLANS TO PROVIDE TECHHICEL A%SISTANCE T0
DEVELOP THE IESTITUTIONAL CAPABILITY CF CEOCPEX TO ORGANIZE AND
CARRY OUT EFFECTIVE EXPORT PRCMOTION ACTIVITIES. THIS TA WILL
LIKELY INGLUDE BOTH CHCRT AND LANG-TERM DVISORS TO HELP
CEDOPEX STRUCTURE AN YRGE!NTLY MEEDED PROLREM TO ICENTIFY
POTENTIAL EAPORT MARKETZ, PRODUCTS, AND DISTRIBWTION SYSTENS

(4) IN ORDER TO HELP CEDOPEX IDENTIFY THF EZPORT
PRODUCTICH CAPABILITY RYAILLELE Il THE DGIHINICAN REPUELIC, A
STUDY WILL BE UNDERTLKEN CURING FY &3 OF THE INFORMATION

TNCLUBED tH THE RECENTLY CONPLETED CHALL 1HOZUTRY. ZHB-5ECTOR
ASSECIVENT.  (THIS BSUESINENT VAS COMPLETED EY THE CSPNTO
DOMINAGQ TECHNMICAL (NSTITUTE, INTEC, ANO FINANCED JOINTLY BY AID
AND THE ASSOCIATION OF INDUSTRIES.) THE CUERENT STUDY, ALZO
FIMANCED BY 510, YELL IDENT!FY EZPORT OPPORTUNITIES It TERHS OF
PRODUCTS AND PLANT CAPRGITILS,

D. ACTIVITIES 10 ESTAELICH A SIRONG GODR RIVESTRENT
PROMOTION THSTITHTION

(1) THE HaTlehal BMYESTHRNT COMMISSICH Wil ESTARLIGHED
BY PRLSIOENT JORGE GLANGO 1M JUNE 1383, IN SUPPORT OF ITS

"‘JI.A

|FTED

EXPECTED THAT THIS PLAN WILL fHCLUDE A HUMBER QF ACTIVITIES
WHICH CAN BE FIMANCED FROM THE LOCAL CURRENCY PROCEEDS
AVAILABLE UNDER THE FY &4 DCLS. 40 MILLION ELF LOANS AMONG
THESE ACTIVITIES THCLUDED: THE DEVELOPHENT OF INVESTHENT
OPPORTUNITY TNFORMATION AHO ASSISTWNCE PACKAGE FOR CISTRIBUTION
TO POTENTIAL FOREIGH IWVESTCRS; ESTABLISHMENT OF A DATA BANK TO
PROVIDE INFORMATIQN OH EXISTING BOHMINICAN FIRHE AnD
IDENTIFICATION AND PRCMCTION UF POTINTIAL JOINT JLHILGE
PARTICIPANTZ; DEVELQPMENT OF AL INFORMATION S7STEI TC PROMOTE
FREE ZCNE DEVELOPMINT; AND FREFARATION OF STUBILI OF THE
LEGISLATIVE ANO ADMINISTRATIVE CONSTRAINTS TO INVESTHENT

{3) DURING EARLY FY 85 1T IS ANTICIPATED THAT AID WILL
FINANCE WITH PD AND S (OR PROJECT GRANT) FUNDS THE SHORT-TERM
TRAINING OF UP TO 2 INVESTHMENT PROMOTION COHMISSION STAFF
MEMBERS [N THE BASIC SKILLS AND TECHNIQUES FCR PROMGTION OF
FCREAIGH HIVESTHENT. THIS TRAINING HAY BE PROYIDED THACUGH A US
TRAINING YNSTITUTIH SPECIALIZING I TRADE DEVELOPMENT.

(4) DURING FY 83 AID WiLl FINAMCE, UNDER THE EAPCRT
PROMOTIQH AND INVESTHENT PROJECT, LONG AND SHORT-TERM TECHMICAL
ASSISTANCE TO DEVELOP THE INSTITUTIONAL CAPABILITY OF THE
INVESTHENT PROMOTION COMMISSION. COMSULTANTS WILL ASSIST THE
COMMISSION IM DEVELOPING AND IMPLEMENTING IMMEDIATE IMPACT
ACTION PROGRANS TO STIMULATE FCREIGM IHVESTHENT

E. THE ESTABLISKMENT OF EXPORT PROMOTION FUNDS

1) IN ADDITION TO THE DOLS. 9.8 MILLION AGRIBUSINESS
PROJECT ANTICIPATED TO BE INITIATED IN FY 1984 DISCUSIED ABOVE,
APPROXIHATELY DR PESGS 19 MILLION IN LOCAL CURRENCY COUHTERPART
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WILL BE MADE AVAILABLE UNDER THE FY 34 ESF LOAN PROGRAM. ITS
PURPOSE WILL BE TO INCREASE THE CAPITALIZATION OF THE CREDIT
FACILITY (FIDE) WITHIN THE CENTRAL BAHK, THUS [HCREASING THE
VOLUME OF CREDIT TO THE PRIVATE SECTOR FOR EXPANSIOM OF
AGRIBUSINESS AND EXPORT ACTIVITIES.

(2) THE USAID WILL ALZC Ma¥E AVAILAJLE ANOTHER OR
PESOS 1 MILLION FROM COUNTERPART RESOURCES RESULTING FROM THE
FY 84 ESF LOAN TO FINANCE A SERIES OF ESSENTIAL STUDIES NEEDED
TO SUPPORT THE DEYELOPMENT OF IMPORTAMT PRIVATE SECTOR
INITIATIVES, POSSIBLE EXAMPLES INCLUDE INTER ALIA:

1) EXPORT INFRASTRUCTURE REQUIREMENTS,
11) SUGAR DIVERSIFICATION,
111) PRICE FOLICIES,
1V} EFFECTS OF GOVERNMENT REGULATICHN OF BUSIMNESS,
V) POTENTIAL OF THE PRIVATE SECTOR IM MINING,
V1) IMPROVING EFFICIENCY OF THE CONSTRUCTION INDUSTRY,
VHI) TOURISH.
ViI1) REVISION OF TARIFF RATES AND ITS IMPACTS, AND
IX) REVISION OF FCREIGN INVESTMERT LAWS.
{3) PVOS ERING A UMIAUE PERSPECTIVE TC BEVELOPMENT. AND
CAN PROVIDE A GRASSRGOTS DIMEMSION NOT ALWAYS ATTAINABLE UNDER
REGULAR LCAN/GRANT PROGRAMS, THERE 1S COMIIDERABLE SCOPE IN
THE DOMIMICAN REFUBLIC FOR SUCH ACTIVITIES. A NUMBER OF
PRIVATE U.S. ORGAMIZATICHS ARE CURRENTLY ACTIVE HERE IN VARIOUS
FIELDS INCLUDING AGRICULTURE, SMALL BUSINESS, HOUSING, HEALTH
AND EDUCATION. FURTHER, THRE ARE A NUMBER OF DOHHICAN
. PRIVATE DEVELOPMENT INSTITUTIONS, HAHY OF WHICH ARE HIGHLY
QUALIFIED TO DEVELOP AND IMPLEMENT PROJECTZ, WHICH SUPPCRT CBI
0BJECTIVES. ACCORDINGLY, UCAID PLANS TO PROGRAM AN AODITIONAL
RD PESOS 4.0 MILLIOM 1N TCUNTERPART TO (A} EXPAND THE ONGOING
CB! PVO PROGRAM, (B} EXPLCRE WITH THE PYD COMHUNITY
POSSIBLE NEW OPG ACTIVITIES THAT WILL PROHOTE CB! GOALS AND
COMPLEMENT AMD REINFORCE THE MISSION’S PROGRAM

F. ACTIVITIES TO DFVELGP A CORE GROUP OF ENTRFPRENEURS

(1) Ot NOVENBER 10, 1333, AN EAPORT PROMOTIOM SEMIMNAR
WILL BE HELD 1IN SANTO DCNINGO AND WILL BE SPOHSORED BY: THE
DOMINICAN- AMERICAN CHAMBER 0OF COMMERCE, THE ASCOCIATION CF
INCBUSTRIES OF HERRERA, THE ASSOCIATION OF INDUSTRIES OF THE
D.R., THE ASLOCIATION OF DOMINICAN FZPORTERS, THE CCHINICAN
EXPORT PRGHOTION CUMIER, THE CRICAGO ASSOCIATIGN OF COMNERCE
AND THDUSTRY, ANOD A4D. THE ZEMINIAR WILL COVER A BROAD RANGE OF
EXPORT ORIENTED TOPICS SHCH AS:

- HOW TO PLAM AND OECIDE ON EAPORTS;

- HOW TO CHOOSE SEGIENTT OF THE 1535, MARKET;
- HOW TG CALCULATE COTTS OF LZPORTING;

= HOW TO T17 SalEs PRICET 08 FFPORTING;

< NOW. 10 CHOOSE CIANLELS OF DISTRIGYTIQN;

CHGLASSTFIED
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< HUM T SKTISEY PRODUCT REBNRLLLGCS;

- EZPORT IRCENTIVES;

- HOW TO DESIGH FRICE LISTS AND CATALOGS;

= IMVESTIGAYTOIL AL EVALURTION OF THE 0.5, HRRKET; Eib

. - EVALUATION OF PRODUCIS AHD PRICES FOR THE U.S.

HHRKET.

{2) IN JULY 1984 THE MATIOMAL GIFT SIHO AT TGDMATLANTA

MARKFT CENTER WILL BE HELD. THIS GIFT SHOY WILL FOLLOW UP OH
THE PREVIQUSLY CESCRIGED INVITATIONAL TRAVEL FOR DGHMINICAN
REPRESENTATIVES TO ATLANTA AHD THE FIELD CURVEY BY ATLANTA
MARKET CENTER PERSO!NMEL. THE JULY 1334 CARIEEEAN BASIN GIFT
SHOW WILL BEGIN EFFORTC TO ACTUALLY FIHD H&RKETS FOR THE
DOMINICAN PRODUCTS AND PROVIDE USEFUL EXPERIENCE FOR DOMINICAN
PRODUCERS FOR FUTURE HARRETING EFFORTS

(3) WITH THE SUCCESSFUL EXPERIEHCE OF THE PROAPE MICRO
AND SMALL INDSUTRY TRADE FAIR IN SANTIAGO AND THE DOLINICAN
DEVELOPHENT SMALL INDUSTRY TRADE FAIR Il C&RTO DOMINGO, (T IS
AHTICIPATED THAT THESE FEIRS MILL BZ REPEATED G sl RiMUAL
BASIS. AS THE MICRO AUD SMALL INDSUTRY PROGRAR {NCREGSES IN
SIZE GEOGRAPHICALLY, WITH TECHMICAL ASSISTANCE CENTERS BEINC
ESTABLISHED IN SECONDARY CITIES, IT IS AMTICIPATED THAT SUCH
FAIRS WILL ALSO BE HELD IN THOSE SECONDARY CITIES IN THE HEAR
FUTURE.

{4) UNDER THE AID FUHDED SHALL INDUSTRY PROGRAM (KO
517-0150), 1T IS EXPZCTED THAT SHORT-TERM TECHMNICAL ASSISTAMCE
WILtL GE PROVISED DURING FY 34 TO IN720%E THE GESIGL CF
HANDICRAFT PRODUCTS, I.E., TEXTILES, STRAW PROUUCTS, CERAHMICS,
ETC. ALSO, ASSISTRMCE WILL BE PROVIDED TO HELF IDENTIFY
FOREIGN MARKETS AMD CHAMKELS OF DISTRIBUTION.

(5) THE UCMM SCHOOL OF BUSINESS AND PUBLIC
ADMIMISTRATION (HO. $17-0157) OPENED ITS DSORS [N AUGUST 1933,
THE SCHOOL HOW HAS A STAFF OF & DOMINICAHS AND 3 AMERICAN
PROFESSORS. THE FIRST CLASS IMCLUDES 110 STUDENTS (6G BUSTHESS
AHD 50 PUBLIC). DURING THE NEXT 18 MONTHS THE COHSTRUCTION AND
EQUIPPIHG OF THE ADDITIOHAL FACILITIES SHOULD BE CCMFLETED, THE
STUDENT BODY SHOULD HAVE IMCREASED TO 228, AND THE FIRST CLASS
OF MBA’S SHOULD HAVE GRADUATED. (M ADDITION, THE SCHCOL SHOULD
BE OFFERING 10 EXECUTIVE TRAIMING SEMINARS.EACH YEAR TO THE
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HIGHEST LEVELS OF ENTREPRENEURS,
OFFICIALS.

(6) Ui DER THE LAC REGIONAL TRAINING PROJECT DOLs.
40,000 WAS ALLOCATED TO FINANCE THE SHORT~TERM HANAGEMENT COURSES
I THE U.S. FOR PARTICIPANTS IDENTIFIED BY THE wNMERICAN CHAMBER
OF COHMMERZE. PARTICIPANTS ARE NOW BEING ICENTIFIED AU
PLACER. DURING FY 84 AND FY 85 USAID EXPECTS THAT BOTH
SHORT AND LONG-TERM TRAINING ACTIVITIES WILL CE EXPANDED TO
INCLUDE MORE PRIVATE SECTOR PARTICIPANTS

BUSINESS MANAGERS, AND PUBLIC

9. ROLE OF COUNTRY TEAM

A. THE COUHTRY TEAM IS ENGAGED IN AN EFFORT TO RAISE THE
LEVEL OF CONSCIOQUSHESS OF PUBLIC £ND PRIVATE SECTOR
ORGAHIZATIONS, ATTEMPTING TO CHAHGE ATTITUOES FROM EMPHASIS .
UPON IMPORT SUBSTITUTION TO EXPORT PROMOTION. IT WILL SUPPORT
EFFORTS TO STRENGTHEM THE HEWLY ESTABLISHED FOREIGN INVESTMENT
PROMOTION COMHISSION AKD TO ENCOURAGE THE EFFORTS OF THE GODR
TO REFORM AMD STREMGTHEN CEDOFEX.

* B. THE DEPARTHENT OF COMMZRCE, THRU ITS COMMERCIAL
COUNSELCR IN THE EMBASSY, 13 ACTIVELY INVGLVED IN WCRKING WITH
PRIVATE SECTCR OGANIZATIONS SUCH AS AS THE AMERICAN CHAMBER OF
COMMERCE AND CONSEJO MACIONAL DE HGMBRES DE EMPRESA. THE
COMHERCIAL COUNSELOR WILL CONTINUE DEYELGPMENT OF A REFERENCED
LIBRARY OF EXPORT GRIENTED PRODUCTS AHD A DATA PROCESSING
SYSTEM IN THE CCMMERCIAL LIBRARY AT THE EMBASSY. THE
INFORNATIO!N SYSTEM DEVELOPED BY THE COMMERCIAL OFFICE WILL
PERHIT INTERESTED DOMINICANS AND AMERICANS TO EASILY SEARCH THE
INFORMATION Bi&lK FOR BUSINESSES ACCOROING TO THEIR STANDARD
INDUSTRY CODES (31C) AND QUICKLY MATCH AND PRINTOUT LIZTS OF
POTENTIAL RUYERS, SELLER3, AND INVESTORS. IT IS ANTICIPATED
THAT DURING THE UPCOMING YEAR, WHE!r AID°S WANG COMPUTER
EQUIPHENT 1S FULLY INSTALLED, USE OF THIC INFORMATION WILL BE
EXPANDED. 1M ADDITION, THE GEPARTMEMT OF COMMERCE CONMPUTER
CENTER 11l MEXICO VILL EE SEROING A& YEAM TO THE MISZION TO TRAIN
THE CCMMERCIAL OFFICE STAFF AND TO DEMOMCTRATE THE UTILITY OF
THES SYSTEM 10 OTHER MISSTGN OFFICERS AND TO OFFICIALS FROM
CEQOPEX, THE ANERICHN CHANGER OF COMMERCC, AND THE GODR'3
FOREIGN THYESTMENT COHMISSION,

C. THF AGHMERCIAL QFFIGE 13 ALGO PRODUCING & JOINT
AGRO-1NOULTRIAL NEWLLETTER (THIS 1S A JOINT CFFOFT RCFVEEN
USDOC, U0, AHD AILY YWHAIGH 1S DISTRIBHTED TO OWER %, 0C0 '
GGHINICAN CUTIRESSHEN BIMONTALY, THIS HEMOLETTER MILL KE UIFD
TO PASS IHPORTANT CLL IHFORNATION TO THE DOMINICEN PRIVATE
CECTOR AND TO ALERT DOHINICAN BHSINEZIMEN OF PQTENTIAL THEDE
AHD THVESTIRNT OFPORTUNTIES,

O, FINAYLY, THE COMMERCIAL CONNSELOR WILL aLLD CONTINUE
IDENTIECHIG PATHING GREORTHHITIES aNO TCLHNICEL 227151 khiCE
OPPORYTHITIES TO IELP STHENGTHEN NMANAGEMLNT aMD ADMINISTRATIVE

R

SLASSIFIED o

i ANNEX VIII.C.
PR Page 7
{is Y FEEND] v re i e
m‘i ST [ELEnR A
' Y WY
LRNED KRR TAN 2 ] SENULENVLR LS KV S S SN PR B EA
UG HOW OF ROITIILG, 6 hun il wneh. ’
E. THE AGRICULTUED AfTACHE, REFfESENTAIIVE GF IHE
DLPARTHENT OF RORICULTURE, WILL GOHIINNC TO SERVE 8% A LGHRCE

OF TLCHIILAL vith Oeitsii TON KEGARD NG FLAWD AHD wibl el 1HSERCTIQH
SERVICES, 14 ADDITION, ULDA’S OFFICE OF INTLRHATIGHAL
COOPERATION AND GEVELOPMENT WILL PRCYVIDE AGRICULTUHRAL HARKETING
IHFORMATION ANU MILL SUPPORT EFFORTS TO HELP IDERTIFY POTENTIAL
JOINT VENTURES IN AGROINUUSTRIAL PRCJECTS.

F. THE EMBAZSY CCONOMIG SECTIOM FAS COORDIMATED
HEGOTIATION CF CBI CETIMIATION FGR THE GONINICAN [EPUCLIC.

THIS 1S EAPECTED It NOVEMBER 1333. THROUGH THIS FROCEUS THE
MISSION HAS URGCD THE GOOR TQ MOYE FROMPTLY I

TAKING ADVENTAGE OF THE SUBSTANTIAL EFPORT OPPORVUNNTY THAT
WILL APPEAR WHEN MAlY DCMINICAN PROCULTS ARE PERMITTED DUTY
FREE EMIRY. FURTHER, THE DECIGUATIC! PROCESS AND THE ONGOING
BILATERAL DIALOGUE ULGER THE PROVISION QF THE GBI LAW Will
PROVIDE CORTINUING GPPORTUNTIES TO EMCOURAGE SENIGR GODR
OFFICIALS AND PRIVATE SECTOR REFRECEMTATIVES CF ThE BEMEFITS OF
A DYNAMIC IHYEGTHENT 2D EAMORT PGLICY.

G. THE PEACE CORPS WILL CONTINUL HELPING SHMALL FARIEES TO
INCREASE PRODUCTION,  IHPROVE MARKETING [N ADDITION T WORKING
CLOSELY WiITH GKRTISANS TO DEVELOP HEY PRODUCTS AND IMPROVE
EXISTING PROBUCTS FOR POSSIBLE EXPORTS. ANDERSON
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