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UNCLAS SECTION 01 OF 09 KINSHASA 04150 -- OPENING DISTRIBUTION OF PETROLEUM PRODUCTS TO 

PRIVATE COMPETITION AND MAJOR REFORM; IN THE 

AIDAC PRICING 3TRUCTUFE AND MECHANISM. 

2 - EFFECTS OF THESE RFFORMS 

FOR AFR/DP/PAR: JERRY WOLGIN AND AFR/PO: CAROL PEASLEY 

AS A RESULT, THERE HAS BEEN A RAPID IMPROVEMENT IN 

E.0. 12356: N/A MANY MACROECONOMIC AGGREGATES AND THE STABILIZATION 
SUBJECT: ZAIRE'S AEPRP PAIP (660-121) PROGRAM IN ZAIRE CAN BE VIEWED AS A MAJO9 SUCCESS. FOR 

EXAMPLE: 
REF: STATE 846537 

"- INFLATION HAS BEEN DRASTICALLY REDUCED, FROM 83 

1. SUMMARY. THIS CABLE CONTAINS THE TE)T OF THE PERCENT IN 1933 IN TERMS OF THE GOP DEFLATOR lIT 

MISSION'S PAIP FOR THE ZAIRE AEPrP PROJECT. CONSULTATIONS WAS MORE THAN 100 PERCENT MEASURING FROM 
WITH WOLGIN AND PEASLEY WERE CONCLUDED ON FEBRUARY 21TH DECEMBER, l9i2 TO DECEMBER, 1983 IN KINSHASA'S 
WITH AGRELMENT TO PROCEED ALONG THE LINEC SUGGESTED IN THE CONSUMER MARKEIS) TO LESS THAN 40 PERCENT IN 
REFTEL. IT WAS DECIDED THAT THE PAIP SHCULD PRESENT BOTH 1984 AND 1985; 

SEVERAL OPTIONS FOR USE OF THE FUNDS. EACH OPTION IS -" THE CURRENT ACCOUNT DEFICIT OF THE BALANCE OF 
OISCUSTED AND RAIIHED. THE MISSION CONSULTED THE IMF PAYMENTS HAS BEEN DRASTICALLY REDUCED, FROM 4.3 
REPRESENTATIVE I1 KINSHASA ABOUT EACH OPTION AND WAS PERCENT OF GOP IN 1983 TO 1.8 PERCENT OF GOP IN 
ASSURED UIIOFFICIALLY THAT ALL WORE CONSISTENT WITH THE IHF 1915; 
PROGRAM. CONDITIONALITY IS SIMILAR TO THE REFORMS AGREED -- THE GOZ'S BUDGET HAS BEEN TURNED AROUND, FROM A 
TO BY THE GOO IN NEGOTIATIONS WITH THE WORLD BANK ON THE DEFICIT OF 6.0 PERCENT OF GOP IN 1983 TO A 
INDUSTRIAL SECTOR ADJUSTMENT CREDIT (ISAC). GIVEN THIS 

CLOSE RELATIONSHIP AND THE POSSIBILITY THAT THE AEPRP 

PROJECT'S FUNDS MAY BE DISBURSED THROUGH MECHANISMS 

SIMILAR TO THE WORLD BANNS5, THE MISSION REQUESTS THAT THE 

BANK BE INFORMED AS SOON AS POSSIBLE OF AASHINGION'S 

DECISION CONCERNING PROGRAM OPTIONS. IN PARTICILAR, THE 
BANK ASKED IN XINSHASA AAT IT BE INFORMED BEFORE THE END 

OF MARCH WHICH OPTION A. 1.0. WOULD PURSUE, SO THAT THE 

APRIL NEGOTIATIONS WITH THE GOZ ON THE ISAC CAN TAKE 

ACCOUNT OF A.I.D.'S PROGRAM. FINALLY, NOTE THAT ALTHOUGH 

THE PROJECT IS PROGRAMMED FOR DOLS 15 MILLION, PER THE 

REFTEL, ALL OF THE OPTIONS PRESENTED COULD ABSORB AND 

QUICKLY DISBURSE MORE FUNDS, IF THEY BECOME AVAILABLE, 

END SUMMARY 

2. TEXT OF AEPRP PAIP (660-0121). QUOTE: 

AEPRP PAIP 

PRIVATE INDUSTRIAL INPUT SUPPORT 

(660-0121) 

I. - INTRODUCTION 

A - THE MACRO ECONOMY 

I - POLICY REFORMS 

SINCE 1982 ZAIRE HAS ENGAGED IN A SUEEPING ECONOMIC 

POLICY REFORM PROGRAM INCLUDING: 

-- AN 80 PERCENT DEVALUATION AND THE ESTABLISHMENT 

OF A FLOATING EXCHANGE RATE SYSTEM THROUGH THE 

COMMERCIAL BANKS; 

- REMOVAL Of MOST GOVENNMENI CONTROLS ON INTEREST 

RATES; 
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AIDAC 


FOR AFR/OP/PAR: JERRY WOLGIN AND AFR/PO: CAROL PEASLEY 


E.O. 12356: N/A 


SUBJECT: ZAIRE'S AEPRP PAIP (669-8121) 


PROJECTED SURPLUS OF 0.9 PERCENT IN 1185; 


-- CREDIT TO THE PRIVATE SECTOR HAS BEEN INCREASED,
 

BY DO PERCENT IN 1984 AND 14 PERCENT THROUGH THE 


FIRST SIX IONTAS OF 1905 (ANNUAL fATES IN TERMS
 

OF CONSTANT PURCHASING POWER), REVERSING THE 


REDUCTION OF 22 PERCENT IN 1983;
 

-- GROWTH IN GDP HAS RESUMED: AFTER FALLIN4 AT A 


RATE OF 9.8 PERCENT PER YEAR IN 1982/83, GDP 


GREW AT ABOUT 2.8 PERCENT PER YEAR IN 1984185. 


HOWEVER, THE RATE OF GROWTH UNDER THE STABILIZATION 


PROGRAM REMAINS UNSATISFACTORY. CAPACITY UTILIZATION, 


PARTICULARLY IN THE MODERN MANUFACTURING SECTOR, IS STILL 


BELOW 50 PERCENT AND BOTH PUBLIC AND PRIVATE INVESTMENT
 

LEVELS ARE LOW. THIS RESULTS PARTLY FROM LOW INVESTOR
 

CONFIDENCE AND PARTLY FROM DEPRESSED PRICES FOR EXPORTS,
 

PARTICULARLY COPPER. DECREASED EXPORT EARNINGS AND HIGH
 

DEBT SERVICE OBLIGATIONS HAVE MEANT THAT RESOURCES
 

AVAILABLE FOR INVESTMENT IN ZAIRE ARE VERY LIMITED.
 

PRIMARILY, HOWEVER, THE ABSENCE OF GROWTH IS THE NATURAL
 

SNORT-TERM OUTCOME OF THE FINANCIAL AUSTERITY IHAT IS PART
 

ANU PARCEL OF THE IMF PROGRAM. THIS STABILIZATION PROGRAM
 

HAS BEEN HIGHLY SUCCESSFUL IN DEPRESSING BOTH PUBLIC AND
 

PRIVATE SECTOR DEMAND.
 

DESPITE ALL THE POLICY CHANGES THAT HAVE TAKEN PLACE,
 

THE DEPRESSED COPPER MARKET, THE ENORMOUS DEBT SERVICE
 

OBLIGATIONS, AND THE PROBABLE STAGNATION OF FOREIGN
 

ASSISTANCE LENELS ARE LIKELY TO MEAN SLOW GROWTH FOR A
 

LONG TIME TO COME. GROATH, IF IT COMES, WILL HAVE TO BE
 

GENERATED Bf PRIVATE INVESTMENT, BOTH INDIGENOUS AND
 

FOREIGN.
 

- I - PPOGRAM PURPOSE 

- THE PURPOSE OF THIS AEPRP IS TO ENCOURAGE EFFICIENT
 

PRIVATE INVESTMENT IN ZAIRE, BQTH INDIGENOUS AND FOREIGN.
 

- C - FUNDING 

- THE PROJECT IS PROGRAMMED FOR DOLS 19 MILLION FROM
 

AFRICA BUREAUS SPECIAL AEPRP FUND IN THE ESF ACCOUNT.
 

HOWEVER, ALL THE OPTIONS DESCRIBED BELOW COULD ABSORB AND
 

QUICKLY DISBURSE MORE FUNDS, IF THEY WERE MADE AVAILABLE.
 

0 - CONSTRAINTS
 

KINSHA 04150 0' OF 09 11Id5i Z 5919 JI3u57 AI03993 

THIRE ARE A NUMUIR CF C:ISTRAINTS TO 1CH IIV IL PORE 

IFFICEIIT PRIV TE INVI SYI NT IN ZZIE . THLE. I4LtIIo E 

(I' POLICY IMPEUIMENTS, 

(2: CREDIT SHOR'AGES, 

(3' FOREiON E CiIMNGE StHORTAGE>;
 

(41 LACK OF IIFRASTRuCTURE; 

(5; LACK OF INVLSTOR CONIFIDENCE; 

(6) LIMITED EFFECTIVE DEMAND. 

THIS PROGHAM WILL DEAL WITH POLICY IMPEDIMENT- BY
 

SUPPORTING THE INOUSTRIAL-,ECTOR POLICY COIIDITICIS 

NEGOTIATED BY THE WORLD BANK, WHICH ARE DESCRIBED BELOW. 
DEPENDING ONTIlE OPTION CHOSLII FOR USEOF THEFUIIL:, THE 

PROGRAM ALSO EASE FCRF(',1I-[XCHANGE ANDWILL CONISTRAINTS 
CREDIT SHORTAGES. THE INABILITY OF THE GOZ TC ADEQUATELf 

FINANCE BOTH ITS DEVEIOP14ENT AND INFRASTRUCTURE PROGRAMS, 

A RESULT ANO A CAUSE OF THE CONSTRAINTS ABOVE, WILL BE 

ADDRESSED BY THE COUNTERPART FUNDS GENERATED UNDER THE 
AEPRP. HOWEVER, THE LAST THREE CONSTRAINTS - LACK OF 

INFRASTRUCTURE LACK OF INVESTOR COdIILNCE, PND LIMITED 

EFFECTIVE DEMAIND - VILL ONLY BE ALLEVIATED OVER TIME AS 
ECONOMIC PERFORMANCE CONTINUES TO IMPROVE AND POLICY 

CHANGES BECOME INSTITUTIONALIZED.
 

II - THE WORLD BANK IIIDUSTRIAL SECTOR PROGRAM
 

A - THE INDUSTRIAL SECTOR CREDIT
 

THE WORLD BANK IS PROPOSING TO BRING BEFCRE ITS BOARD
 

IN APRIL A DOLS 75 MILLION INDUSTRIAL SECTOR ADJUSTMENT
 

CREDIT (ISAC: DOLS 15 MILLION IDA AND OLS 60 M1ILLION
 
SPECIAL AFRICAN FACIL;TYI IN SUPPORT OF REFORMS IN THE
 

INDUSTRIAL SECTOR. THESE REtORMS INCLUDE: 

I - PRICE LIBERALIZATION -- THE ELIMINATION OF ALL 

PRICE CONTROLS ON INDUSTRIAL PRODUCTS; 
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AIDAC 


FOR AFR/BP/PAR: JERRY WOLGIN AND AFR/PD: CAROL PEASLEY 


E.O. 12356: N/A 


SUBJECT: ZAIRE'S AEPRP PAIP (660-[1211 


2 - PRIVATIZATION OF INDUSTRIAL INVESTMENT --

CONTINUE TO GIVE PRIORITY TO THE PRIVATE SECTOR 
IN INDUSTRIAL INVESTMENT PLANS AND TO EXPLORE 

POSSIBILITIES TO DIVEST PLBLIC ENTERPRISES IN 
INDUSTRY; 

3 - EXCHANGE RATE REGIME -- CONTINUE TO ALLOW THE 

MFARET MECHANISM TO DETERMINE EXCHANGE RATES; 

A - TARIFF SIMPLIFICATIO4 -- REOUCTION OF MAXIMUM 
RATES TO 60 PERCENT AND RAISING CF MINIMUM RATES 

TO 10 PERCENT WITH THE DEVEtOPMENT OF A PLAN FOR 
FURTHER REALIGNMENT TO EGUALIZE EFFECTIVE RATES
 

OF PROTECTION AMONG DIFFERENT INDUSTRIAL 


PRODUCTS; 


5 - EXPORT PROMOTION -- ABOLITION OF ExPORT TAXES, 

REMOVAL OF ADMINISTRATIVE BOTILENECKS TO EXPORTS; 

6 - TAX REFORM -- EXACT CHANGES REMAIN TO BE 

DETERMINED BY ONGOING STUDIES, BUT THE OVERALL
 
PURPOSE IS TO REMOVE FISCAL BARRIERS AND
 

DISINCENTIVES TO PRIVATE INDJSTRIAL INVESTMEMT.
 

THE REFORMS ARE DISCUSSED FURTHER BELOW. THE CREDIT
 
WILL BE PROVIDED IN TWO TRANCHES OVER A TWELVE TO EIGHTEEN
 

MONTH PERIOD THROUGH FOREIGN-EXCHANGE DISBURSEMENTS
 
THROUGH THE BANK OF ZAIRE UPON RECEIPT FROM COMMERCIAL
 

BANKS OF EVIDENCE OF PRIVATE SECTOR IMPORTS OF INDUSTRIAL
 
RAW MATERIALS AND SPARE PARTS. THE IMF WILL RAISE THE
 

CEILING ON COMMERCIAL BANK CREDIT TO THE PRIVATE SECTOR BY
 

AN AMOUNT EQUAL TO THE FOREIGN EXCHANGE INJECTION.
 

- - SOFIDE CREDIT 

THE OTHER MAIN PORTION OF THE WORLD BANK'S INDUSTRIAL
 

SECTOR POGRAM IN ZAIRE FOR 1986 IS ITS DOLS 45 MILLION
 

EIGHTH LINE OF CREDIT TO SOFIDE, THE IXED PRIVATE-PUBLIC
 

DEVELOPMENT BANK. THIS CREDIT SUPPLIES THE FOREIGN
 
EXCHANGE FOR THE IMPORT COMPONENTS OF PRIVATE-SECTOR
 

INDUSTRIAL PROJECTS FINANCED B SOFIDE. THE PRIVATE
 

ENTREPRENEURS BEAR THE FORE IGN-EXCHANGE RISK AND MEET THE
 
PROJECT'S LOCAL COSTS FROM THEIR OWN RESOURCES OR THROUGH
 

SUPPLEMENTARY LOCAL CURRENCY LOANS FROM SOFIDE. ALTHOUGH
 

NOT FUNDAMENTALLY A POLICY-REFORM PROGRAM, FIFTEEN YEARS
 
OF CREDITS AND TECHNICAL ASSISTANCE FROM THE WORLD BAN%'TO
 

SOFIDE HAVE CREATED A VIABLE INSTITUTION FOR SUPPORTING
 
PRIVATE-SECTOR DEVELOPMENT. INTEREST RATES ON SOFIDE'S
 

LOANS ARE POSITIVE AND THE CAPACITY TO APPRAISE
 
TECHNICALLY AND FOLLOW UP THE LOAN PORTFOLIO IS
 

INCREASING.
 

KINSIA 4153 03 OF 0S 111111 59.&10165S AIDD999
 
III - T1E AEPRP PROPOSAL
 

A - REFORM. 

WILLTHIS PROGFAM SUPPOPT THE COZ POLICY REFORMS 
AGREEDUPONBY THE WOELDBAN ANDThEGOZ IN THE CONTEXT 
OF THE ISAC. THE RETO;MIUNDER OISCUSSION WERELISTED 

ABOVE, NUMBERED I THROUGH G. 

ON 21 FEBRUARY tSS6, THE GOI ISSUED A FUBLIC
 
ANNOUNCEMENT SUSPENDING ALL PRICE CONTROLS CPIINDUSTRIAL
 

PRODUCTS, APPARENTLY FULFILL ING ONE OF THE 0RIi.DBANK'S
 

CONDITICNS FOR OPENING FORMAL NE3OTIATION: IN VASHINGTON
 

INAPRIL (POLICY REFORM NO. II.
 

TWO OTHER GENERAL POLICY CONDITIONS UNDER DISCUSSION
 
FOR THE ISAC ARE COITINUATION; OF LIBERAL, PRIVATE-MARKET
 

ORIENTED FOREIGN EXCHt.NGE AND INVESTMENT POLICIES, WITH NO
 
SPECIFIC BFNCHMARKS ELTALIShED I(POL
ICY REFORM; NO. 2 AND
 

NO. 31. THE U.S. MISSION WILL GIVE PARTICULAR WEIGHT TO
 
NO. 3 CONCERNING THE LIBERALIZED FORE IG4-EXCHAiGE REGIME.
 

IHE U.S. MISSION WILL CONTINUE TO MONITOR THROJGH ITS
 

CONTACT! IN THE BUSINESS AND BANKING SECTORS THE OPERATION 
OF THE FOREIGN-EXCHANGE ALLOCATION SYSTEIl AND THELIBERal 
IMPORT SYSTEM 10 INSURE AGAINST SLIPPAGE IIlTHESE AREAS.
 

THIS FREE FOREIGN-EXCHANGE MARKET, THOUSh WORKING, IS
 
EXTREMELY WEAK. IT IS BEING DRIVEN MORE BY THE DESIRES OF
 
THE COMMERCIAL BANKS AND THE CENTRAL BANK TO ENSURE THAT
 
IE MFCIANISM DOES NOT COLLAPSE THAN IT IS BY FREE MARKET
 

FORCES. THE MAJOR STRAIN ON THIS SYSTEI RESULTS FROM THE
 

POLICY REFORMS IN THE PETROLEUM MARKETING SECTOR AND THE
 

RESULTANT REQU,REMENT FOR THE FREE FOREIGN-EXCHANGE MARKET
 
10 SUPPLY OVER DOLS. 100 MILLION PER YEAR FOR ZAIRE'S
 

PETROLEUM IMPORTS.
 

THE KEY INNOVATIONS IN THE ISAC'S LIST OF POLICY 
CONDITIONS ARE REFORMS NO. 4 AND NO. 5 CONCERNING THE 
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FM AMEMBASSY NINSHASA 


TO SECSTATE WASHOC IMMEDIATE 6475 


UNCLAS SECTION 0 OF 09 KINSHASA 04150 


AIDAC 


FOR AFR/DP/PAR: JERRY WOLGIN AND AFR/PD: CAROL PEASLEY 


E.O. 12356: N/A 


SUBJECT: ZAIRE'S AEPRP PAIP (660-0120) 


EVERYDAY FISCAL INCENTIVES AND DISINCENTIVES THAT SHAPE 


PRIVATE INVESTMENT DECISIONS IN THE INDUSTRIAL SECTOR.
 

THE ESSENCE OF THE REFORMS IS TO REMOVE ARBITRARY 


GOVERNMENTAL FAVORITISM AS A FACTOR IN DETERMrNING IN 


WHICH INDUSTRIES ENTREPRENEURS CHOOSE TO ESTABLISH AND 


EXPAND PRODUCTIVE CAPACITY. TO DO THIS, THE SYSTEM OF 


IMPORT, EKPORT, AND BUSINESS TAKES NEEDS TO BE 'NEUTRAL": 


THAT IS TO SAY, BASICALLY UNIFORM FOR A WIDE RANGE OF 


PRODUCTS. 


THE WORLD BANN TAKES A GRADUAL APPROACH TOVARO
 

ACHIEVING THIS GOAL. AS A FIRST STEP, THE RELATIVELY 


SMALL EXPORT TAXES WILL BE ABOLISHED, AND THE RANGE OF 


IMPORT TARIFFS WILL BE NARROWED INTO A BAND BETNEEN 1 AND
 

6 PERCENT. IN THE MEDIUM TERM, THE GOAL WILL EE TO
 

REDUCE THAT BAND TO A SINGLE FIGURE, 30 PERCENT, WHICH
 

WOULD BE THE UNIFORM TARIFF RATE. IT 'OLD BE APPLIED
 

ESSENTIALLY FOR REVENUE PURPOSES AND NOT FOR GONERNMENTAL
 

CONTROL OVER INVESTMENT CHOICES. STILL UNDER STUDY IS THE
 

SYSTEM OF INTERNAL TAKES AND ACCOUNTING REGULATIONS WHICH
 

(ALONG WITH VESTIGES OF DIRECT GOVERNMENT INVESTMENTS IN
 

INDUSTRY) AFFECT PRIVATE INDUSTRIAL INVESTMENT 'POLICY
 

COHDITIONS NO. 6 AND NO. 2). IN THE INTERIM, IT IS
 

POSSIBLE THAT INDUSTRIES ESTABLISHED UNDER FAVORABLE
 

FISCAL INCENTIVES, DESPITE POSSIBLE COMPARATIVE
 

DISADVANTAGE IN BASIC BUSINESS TERMS, WILL BE ACCORDED
 

RELIEF FROM THE STRICTURES OF THE NEW TARIFF REGIME, IN
 

ORDER TO CUSHION THE EFFECTS OF THE INDUSTRIAL STRUCTURAL
 

ADJUSTMENT PROGRAM ON EMPLOYMENT AAD INVESTOR CONFIDENCE.
 

THE MISSION SUPPORTS THIS APPROACH. IT WIlL TANE
 

SEVERAL YEARS OF MACROECONOMIC STABILITY, SOUND DEBT
 

MANAGEMENT, AND INFRASTRUCTURAL INVESTMENT FOR THE
 

INVESTMENT CLIMATE IN ZAIRE TO IMPROVE TO THE POINT WHERE
 

MAJOR INFLOWS OF PRIVATE CAPITAL 'AND VOLUNTARY
 

REINVESTMENT OF INDIGENOUS ZAIRIAN WEALTH) WILL TAKE PLACE
 

ON A LARGE SCALE. IT IS HIGHLY DESIRABLE THAT THE GOZ
 

START NOW TO ESTABLISH A SYSTEM OF TAXATION, REGULATION,
 

AND PUBLIC lOIS-) INVESTMENT THAT WILL ALLOW FUTURE PRIVATE
 

INVESTMENT TO SEEK THE AREAS OF GREATEST LONG-TERM BENEFIT
 

FOR THE ZAIRIAN ECONOMY. AS THE WORLD BANK POINTS OUT,
 

THIS WILL MEAN GREATER EMPHASIS THAN IN THE PAST ON
 

EXPORTS AND ON USING ZAIRIAN RATHER THAN IMPORTED INPUTS.
 

IN THE MEANTIME, IT WILL SE DESIRABLE TO AVOID UPSETTING
 

BUSINESS CONFIDENCE BY PRECIPITOUS CHANGES IN THE
 

REGULATIONS UNDER WHICH EXISTING INDUSTRY HAS BEEN
 

KIN HA 04150 04 Of 09 11110 : 5.9 lbSbU AIDO 

ESTBL I HL1. IN 'MCT, I1 I - E.IRSBLL TOC IIEI V 
MAINTAIN CJFLFIDEN:E IN ThE Oo' - CaMMIt lEATS I0 RIV TE 
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OF MAKIING PAR IIIU R AtLLANCES FOR E,11N6 FiR"', AT 

THEIR FRESLLNT OPEPATIN LPYCItTI[. AN E'CEPTION MIGHT BE 

ANY CLEARL' IiEGATIVE VALUE 1LEDOPERAT.O1,5, QnEE THE 

FINIZHED PROLCt COULDB- IMPORIED FOR LESS THAN THE COST
 

OF THE IMPORTED INPUTS AtONE.
 

INDJT;v. IME JI TAN III,I.IL L6LPOIlT Ti CONCEPT
 

AS AN ALTERNATIVE OR ADDITION TO THIS SET OF
 

CONCERNS, THE MIS;ION COULD PROPOSE TO SUPPORT THE 19i5
 

REFORM OF THE FLIELDISTRICUIlON AND PRICING SSTFEM. THIS
 

WAS THE GOd'S MAJOR REFOI IN THE PAST YEAR: A VERY
 

POLITICALLY SENSITIlE MEASURE ADOPTED PRIMARILv AT THE
 

URGING OF THE IMF PRIVATE FUEL DISIRIBUTORS (INCLUDING
 

TWO U.S. FIRMS: MOBIL AND TEXACO) WERE ALLOWED TO BEGIN
 

IMPORTING THEIR OH SUPPLIES, THUS ELIMINATING A
 
PARASTATAL IMPORT MONOPSONY, INTERNAL FUEL PRICING WAS
 
ALSO RAIIOrIALIZED CROSS-SUBSIDIZATION OF CHEAP DIESEL
 

FUEL BY HIH GASOLINE PRICES VAS ELIMINATED, PRICES WERE
 
ADJUSTED TO COVER CSTS, AND REGIONAL VARIATIOIIS IN PRICES
 

WERE ALLOWED. PRICES ARE NOW SCHEDULED TO BE REUISED
 

EVERY THREE MONTH; FOLLOWING A TECHNICAL FORMULA DESIGNED
 

TO ENSURE FULL-CO;T PRICING. SO FAR, IT APPEARS TnI..T
 

THERE HAVE BEEN SOME DELAYS IN REVISIONS.
 

AT THE SAME TIME, THE PRIVATE FUEL IMPORTERS' NEW
 

DEMANDS FOR FOREI N EXCHANG! TO EFFECTUATE THEIR IMPORTS
 

UNDER THE LIBERALiZED POLICY HAVE PUT VERY SUBSTANTIAL
 

STRESS ON THE PRIVATE INTERBANK FOREIGN-EjCHANGE MARKET.
 

SINCE 	SEPTEMBER, 1925, THIS HAS BEEN THE MAJOR FACTOR
 

RESTRICTING FREE-YARKET FOREIGN-EXCHANGE AVAILABILITIES,
 

THUS REDUCING FREE TRADING WITHIN THE MARNET AND HOBBLING
 

ITS OPERATIONS.
 

THE MISSION COULD PROPOSE A COVENANT ON THE PART OF
 

THE GOZ TO CONTINUE AND STRENGTHEN IMPLEMENTATION OF THE
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FM AMEMBASSY KINSHASA 


TO SECSTATIE VASNDC IMMEDIATE 6476
 

UNCLAS SECTION 05 OF O9 KINSHASA 04150
 

AIDAC 


FOR AFR/DP/PAR: JERRY WOLGIN AND AFR/PO: CAROL PEASLEY 


E.O. 12356: N/A 


SUBJECT: ZAIRE'S AEPRP PAIP 
(660-RI21) 


THE 


IMF IN 1985. THE U.S. :SSIOH UOLLD CCNTINUE TO MONITOR 

FUEL-PRICING AND IMPORTATICN REFORMS AGREED TO WITH 


ITSCONTACTS WITH
PERFORMANCE UNDER THIS REFCRM THRCUGH 

THESE MEASURES
PRIVATE U.S. FUEL DISTRIBUTORS IN lAiRE. 

TRANSPORTATION
COULD INDIRECTLY BE VERY IrPORTANT TO THE 


IS VITAL T0 THE MISSION'S 


IN AGRICULTURE. AT THE
 
SECTOR, WHICH 


DEVELOPMENT-HSSISTANCE PROGRAM 


SAME TIME, THE AEPRP PROGRtM'S SUPPORT TO PRIVATE IMPORTS 


WOULD ADDRESS THE DIFFICULTIES THAT FINANCING PRIVATE FUEL 


IMPORTS HAS CAUSED FOR THE 
INTERBANK FORE IGN-EAC4ANGE 


THE LINK WOULD SE TIGHTEED IF VASHINGTON OPTS
MARKET. 


FOR A CIP THAT INCLUDES FUEL IMPORTS.
 

I -STUDIES
 

TO FINANCE
THE PROGRAM WILL SET ASIDE DOLS 420,900 


PROGRAM IMPLEMENTATION SERVICES AND STUDIES EXAMINING
 

POLICY CONSTRAINTS TO PRIVATE 
INVESTMENT IN THE FINANCIAL
 

THESE STUDIES WILL CONTINUE
AND CAPITAL MARKETS. 


FINANCIAL ANALYSIS DONE FOR PAAD DESIGN, SHOULD A
 

BANK-LOAN MECHANISM BE CHOSEN FOR THE AEPRP PROJECT. THEY
 

MISSION'S NEW
WILL ULTIMATELY FEED INTO THE 


PRIVATE-ENTERPRISE SUPPORT PROGRAM (WHICH INCLUDES PROJECT
 

660-6120, SCHEDULED FOR AUTHORIZATION IN FY 19871,
 

SOFIDE AND OTHER INTERMEDIATE
COUNTERPART-FUND LOANS TO 


FINANCIAL INSTITUTIONS (IFIS), AND SUBSEQUENT ACTIVITIES.
 

C - PROGRAM OPTIONS
 

I. USING COMMERCIAL BANKS AS THE IMPLEMENTING
 

AGENCIES
 

THIS WOULD WORK ROUGHLY AS FOLLOWS: A.I.0.WOULD SIGN
 

IN THE U.S. FOR THE
A LETTER OF COMMITMEMT TO A BANK 

THE IMF
EVENTUAL LETTERS OF CREDIT UNDER THIS PROGRAM. 


IT WOULD RAISE THE CEILING ON
HAS INDICATED THAT 

ZAIRE EQUIVALENT OF THIS
COMMERCIAL BANK LENDING BY THE 


ISAC. THE COMMERCIAL
THE WORLD EANK'-


BANKS WOULD HAKE LOANS FOR PROJECTS THAT WOULD INCLUDE
 

IMPORTATION OF RAW MATERIALS AND SPARE PARTS. REPLENISHING
 

:HEIR FUNDS THROUGH THE CENTRAL BANK'S DISCOUNT FACILITY
 

SO AS NOT TO TIGHTEN LOCAL CREDIT CONDITIONS. THE LOANS
 

ACCOUNT, AS FOR 


WOULD BE REVIEWED AND APPROVED BY A.1.0.FOR
 
THE GRANT TO
FOREIGN-EXCHANGE PURCHASES UNDER THE TERMS OF 


SOME OF THE
THE GOZ. TNT INDUSTRIAL BORROWETRS WOULD USE 


LOAN PROCEEDS TO OPEN LETTERS 01 CREDIT THROUGH A. I.O.'S
 

0415l 03 Inua sIu iI AI5JSOP2 
LETTER OF 0rt.I1MthI. IlI IR X.t[ED I AI Tmif. ^.THCTION

OF 0i IiIIN.HA 


TO PAOCIICLILNI FRdILIMF II S O ILD BE ,i.lk(D, COI, IL1NT 

YIT P.',T rRkCTICt i(CIOIAlI PRI.iI[-.LLTCR BaN'l-tO() 

PROJECTS IN A1FkICA.E.G., U.AIUI'EvA 'RL'RAi fillvAIL
 

ENTERPRISE PRCJ[C. I1 8 4'S UOuLD 011:9ON wI 0, 

ACCOUNT IN Io[ U. ; 10 FUNiD THE LETTER: OF CREDIT, P0ING
 

(THEIR CLILIITS' DORRCWEDI Z.IRE ; INTO TI'E601 ' 
COUrITERPARI FLND. To[ COUNILRPART FUND. L.OULO'.HEN HE 

PRORAMMED BY ['SAIUAND IT[ GOZ F SUPPORT OF ULAID
 

PROJECTS OR LENT TO :OFIDE ER OToER 
IFI TO EtPANO
 

INDUSTRIAL CREDIT. 
 IN THE CA:E OF SOFICE, THE
 

LOCAL-CURR[ICV FUNDS WOULD COMPLEMENT THE WORLD 5ANK'S
 

FOREIGN-EXCHANGE CREDIT 
TO !CFlDL.
 

DISCUSSION
 

THIS OPTION IS!HE OIIEMOST SIMILAR 10 TIlE
 

DISBURSEMTENT MECHANISM FOR 
THE wORLD BAiK'S ISAC AND
 

WOULD THUS COPPLEMENT MOST CIRECTL0 
THE AEPRP'! LINKAGE TO
 

POLICY CONDITIONALITY OF THAT lORD CREDIT. 
 COLLABORATION
 

WITH COMMERCIAL BANKS IS ALSO CONSISTEIIT VITH USAID'S
 

OA-FUNDED PROJECT PROPOSED FOR FY 
£7, PRIVATE SECTOR
 

SUPPORT (660-e12g).
 

ONCE THE FINANCIAL ARRANGEMENTS WERE MADE,
 
(1210 18 PCNTHS), AND
DISBURSEMENT WOULD BE FAIRLV RAPID 


GRANT
COUNTERPART FUNDS WOULD BE GENERATED AS FAST AS THE 


WAS DISBURSED. 
A.ID.'S DOLLAR; WCULD GO DIRECTLY 70
 

I0ENTIFIABLE PRIVATE IMPORT: NEEDED FOR IhDUSTRIAL
 

CAPACITY UTILIZATION.
 

THIS WOULD BE USAID/KINSHASA'S FIRST ACTIVITY
 

DIRECTLY DEPENDING ON COMMEFCIAL BANKS, AND THUS IT IS
 

POSSIBLE THAT THERE G0ULD BE 
SOME LNFORESEEABLE DELANS IN
 

ARRIVING AT SATISFACTORY ARRANGEMENTS.
 

IMPLEMENT IPIINSTITUTION
- . USING SOFIDE AS THE 

/
UNCLASSIFIED 




UNCLASSIFIED 	 INCOMING 
I)"Ir111"I/ ()/' StuIt 	 TELEGRAM 

PACE 01 INZHM 04150 O1 OF OS 111109Z 949 OILbg9 AIDSOA 

ACIION All-90 

................................ 	 .................................. 


ACTION OFFICE AlOP- 31, 
INTO A.IAI-,3. AlCO-3. AFC',1-03 FPA-': 4FPn-04 AlIR-O GC-il 

GCA!-01 GClL-01 FM-a: F1D-,0. C-0. CAL 1 -0' CMGT-05 rPP-Ot 

CPS'O2 STAG-02 PPR-Ol ;AST-01 A;OA-0 4RI-01 STFA-9I 

RrLO-Bl TILE-0r AFM6-03 PRE-Ob fl OL-01 '063 Al I111 
.................................................................. 

INFO LOG-00 COPY-O1 AF-0O CIAE-0g EB-08 DGOE-00 L-03 


/I1 w 
----------------. 047406 111115Z /l1 38 


0 111041Z MAR 86 


FM AMEMBASY KIN'IASA 


TO SECSTATE WASHOC IMMEDIATE 6477 


UNCLAS SECTION 06 OF 09 KINSHAtA 04150 	 / 
AIVAC 


FOR AFR/DF/PAR: JERRY WOLGIN AND AFR/PD: CAROL PEASLEY 


E.O. 12356: N/A 


SUBJECT: ZAIRE'S AEPRP PAIP (660-0121) 


THIS OPTION WOULD WORK ROLGHLY AS FOLLOWS: A. I.0. 


WOULD SET UP A LETTER OF COMMITMENT TO A U.S. BANK IN 


FAVOR OF 'OFIDE. SOFIDE WOULD MAKE MEDIUM- TO LONG-TERM 


INDUSTRIAL, AGRICULTURAL, OR ACROINDUCTRIAL LOAN; FOR 


PROJECTS WITH IMPORT COMPONENTS. SOFIDE'S LOANS ARE NOT 


SUBJECT TO ANY CEILINC. AGAIN, IT IS ASSUMED THAT A 


WAIVER OF U.S. PROCUREMENT WOULD BE GRANTED. THE IMPORT 


COMPONENTS OC THESE LOANS VOULC BE ADOANCED IIIU.S. 


DOLLARS AND REPAID IN ZPIRES AT THE EXCHANGE RATE 


PREVAILING VHEIIEACH INSTALMENT WAS DUE. SOFIDE WOULD 


PRESENT ThE CREDIT DOCUMENTS TO A.I.0. FOR REVIE4 AND 


APPROVAL FOR FOREIGN-EXCHANGE FINANCING THROUGH THE U.S. 

BANK. (ThE LOCAL-COST OF THELOAN BECOMPONIENT NOULD 
FUNDED THROUGH SOFIDE'S OWN RE!OURCES OR BY THE 

ENTREPRENEUR: NOTi THAT SOFIDE 0AS SOMELOANS FROM USAIO'S 
COUNTERPART FUND.) AT THE TIME SOFIDE DRA.S DOWN U.S. 
DOLLARS, IT WOULD INCUR A DEBT TO THE GOZ, PAYABLE AT THE 

EXCHANGE RATE CURRENT ON THE DAY WHEN EACH INSTALLMENT IS
 

DUE, AT A TENOR IOMEWHAT LONGER THAN THAT OF THE PRIVATE
 

BORROWER'S LOAN ,E.G., CNE YEAR LONGERI, AND AT AN
 

INTEREST RATE LOIER THAN THE PRIVATE BORROWER'S INTEREST
 

RATE BY AN APPROPRIATE MARGIN tE.G.,8 PERCENTAGE POINTS
 

LOWER). THE PRIVATE BORROWER 1OULO REPAY THE LOAN TO
 

SOFIDE, AND SOFIDE WOULD REPAY ITS DEBT, WITH THE PROCEEDS
 

GOING TO THE GUZ'S COUNTERPART FUND.
 

DISCUSSION
 

THIS OPTION WAS SUGGESTED BY THE WORLD BANK'S TEAM
 

VISITING NINSHASA IN THE PRE-NEGOTIATION STAGES OF THE
 

INDUSTRIAL SECTOR ADJUSTMENT CREDIT (ISACI. THE
 

ADMINISTRATIVE MECHANISM IS VERY SIMILAR TO THAT OF THE
 

COMMERCIAL-BANK OPTION. A.I.O.S DOLLARS WOULD DIRECTLY
 

FINANCE LONGER-TERM PROJECTS THAN UNDER THE
 

COMMERCIAL-BANK OPTION, AND COUNTERPART FUNDS WOULDONLY 

BE 	GENERATED WITN A CORRESPODING LAG (FROM FIVE TO TEN
 

YEARS). LOANS FROM THE COUNTERPART FUND TO 'OFIOE MIGHT
 

BE 	NEGOTIATED SEPARATELI. HOWVER. THE WORLD BANK TEAM
 

INDICATED THAT THE BANK WOULD RE-ARRANGE ITS FUNDS SO AS
 

TO MAINTAIN THE TOTAL WCRLO BANK-A I.D.CREDIT TO SOFIDE
 

AT 	DOLS 45 MILLICN, SHIFTING THE EOUIVALENT OF A. I.O.S
 

FUNDS TO THE ISAC. THUS THE NET EFFECT OF A.I.O.*S
 

PROJECT WOULD BE SIMILAR TO THE COMMERCIAL-BANK OPTION,
 
EVEN THOUGH THE ATTRIBUTION OF THE FUNDS WOULD BETO 

NINSHA 04150 OL OF 09 IIIIJOZ 544 JI0I.L9 A1091 

B(CAU,E SOFII il.II; .REAUV .IDMI? ILAED I IN ; Cl 
CREIIIT LI hlI TH Ohl T11ILP Tiff. OPTION, 4 MINI'TRAT IV 

AVRhNGEM(N I COOILIPRJHAI[Y H; COMVPLTIOPFtlIVLI 

QUICKLY '.OfIL I A IIlIN IIISITUTtOh, TAT I, LHOU6H 

NOT WITHOUI BRA4ACK L4 PRfCENT OiflEPHIP BY THE VOl A ID 

;OMEELUTEII1S OF FOLITICAL CONTROL Ill IT' DIRECTIIII, 

WORTHYOF TRUST AlO SIPPURT. SIBSIANTIAL IIISTITUT,ONML 
ANALYSIS AhO D rAhO ANAL ti;bWOLLDHE AVAILIBLE FROM THE 

WORLD BA IK. 1b INTER[ST RATES AkE POtITIVE. THE
 
APPARENT OISBURE[IENT RATE OF A. I.D.' DOLLARS WOULD BC
 

LESS RAPID THAN UDER THE COMMEFCIAL BANK OPTION (UP TO 36
 

MONTHS), BillTHE IFFECTlIE OIDBIRSElENT RATE TO TdE
 

ZAIRIAN ECONOMY WOULD BE IDENTICAL TO TART UNDER THE
 

COhMERCIAL-BANK OPTION IF THE WCRLD BANK FUNGES THE LOFIDE
 

CREDIT AID THE ISC AS IT HAS SUGGESTED.


( 3. 	 USAiO-IMPLEMENTEO CIP
 
TRK ROUGHLY AS FOLLOWS: USAID
 

WOULD REQUEST AND RECEIVE A BLAKET WAIVER OF STRICT U.S.
 

SOURCE/ORIGIN AND SHIPPING REQUIREMENTS, CHANGING THE
 
GEOGRAPHIC4l ELIGIBILITY CODE TO 941 FCR EXAMPLE, MEANING
 

THE U.S. AND MAN' LESS DEVELOPED COUNTRIES. TIlEELIGIBLE
 

COMMODITIES WOULD BE DEFINED AS ANY RAW MATERIALS, SPARE
 
PARTS, OR INPUTS NEEDEO 10 IN:REASE CAPACITY UTILIZATION
 

IN A BROAD RANGE OF PRIVATE IIIOLSTRY, CONSISTENT WITH THE
 

WORLD BAtK S INOUSTRIAL EECTOR ADJUSTMENT CREDIT. SOME
 

PROBABLE CANDIDATES FOR PARTICIFATION %OULD BE : MARSAVCO
 

FOR CAUSTIC SODA FOR SOAP P 'ION (USES LOCAL PALM
 

OIL), TISSAKIN FOR BANGL6DESHI jUfE FOR SACKS (USED IN
 

AGRICULTURtL MARKETINGJ, AND TOEIL AND TEXACO FOR
 

BRAZILIAN REFINED PETROLEUM PROrUCTS (THE LATTER COULD BE
 

TIED TO GOl LIBER4IZAIEN OF FUEL DISTRIBUTION,
 

RATIONALIZuTION or FUEL PRICING, THE INTERBANK
 

FOREIGN-EXCHANGE MARKET, AND U.S. FIRMS IN ZAIRE). U.S.
 

BANK LETTERS OF CCMMITENT WOULD BE BE OPENED FOR EACH
 

IMPORTER.
 

UNCLASSIFIED 	 ,.
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rFMAMEIIBASSY hINSIA'A 


TO SECSTATE WASHCC IMMO1IATE 6478 


UNCLAS SECTION 07 OF 09 KINSHASA 04150 


AIDAC 


FOR AFR/OP/PAR: JERRY WOLGIN AND AFR/PO: CAROL PEASLEY
 

E.0. 12356: N/A 


SUBJECT: ZAIRE'S AEPRP PAIP (660-012) 


DISCUSSION:
 

WITH GEOGRAPHIC CODE S4l AND A BROAD INDUSTRIAL 


TARGET GROUP, THISOPTION WOULD BE A RELATIVELY EASY 


EXTENSION OF TE CIP PROCIAMS ALREADY IN PLACE, AND A 


POTENTIALLY EXTREMELY RAPIDLY DISBiJRSING PROGRAM ONCE THE 


FINANCIAL MECHANISM IS I8 FLACE QL TO 2 MONTHS IF 


PETROLEUM PROOLCTS ARE INCLUDED'. 

- THE PETRILEU-PRODUTS OPTION IS ALSO ATTRACTIVE FRO 

THE POLICY POINT OF VIEW. IT WOULD RELIEVE PRESSURE ON 


THE FRAGILE FREE-MARKET FORE IGN-EXCHANCE SYSTEM AND 


SUPPORT THE GOI'S REFORM OF FUEL IMPORTATION AND PRICING 


POLICIES, AS HAS BEEN DESCRIBED ABOVE. IF CONTINUATION 


A1N0FULL IMPLEMENTATION OF THAT REFORM IS MADE A CONDITION 


OF THE AEPRP PFOGRAM, A.1.0. SUPPORT TO PRIVATE
 

PETROLEUM-PRODUCTS IMPORTATION WOULD BE A VERY VISIBLE
 

DIRECT SUFPORT TO THE REFORM PACKAGE.
 
- WITH THE PETROLEJFI-PRODUCTS OPTION, IT WOULD HE 

POSSIBLE TO CONSIDER AN ADDITION TO POLICY CONDITIONALITY,
 

NAMELY A COVENANT ON THE PART Or THE GOZ TO CONTINUE AND
 

STRENGTHEN IMPLEMENTATION OF THE FUEL-PRICING AND
 

IMPORTATION REFORMS AGREED TO WITH THE IHF IN 1955. THIS
 

COULD BE MONITORED BY TIlEU.S. MISSION THROUGH ITS
 

CONTACTS WITH PRIVATE U.S. FUEL DISTRIBUTORS INZAIRE.
 

D - PROGRAMMING COUNTERPART FUNDS GENERATED 

ALL COUNTERPART FUNDS WILL BE PROGRAMMED BY USAID IN
 

COLLABORATION WITH THE GOZ'S PLANNING MINISTRY DURING THE
 

REGULAR ANNUAL EXERCISE. THE PRINCIPAL USE Of COUNTERPART
 

FUNDS IS TO SUPPORT USAIO'S BILATERAL DEVELOPMENT
 

PROGRAM. USAID HAS RECENTLY INSTITUTED A PROGRAM OF
 

COUNTERPART-FUNO LOANS TO IFIS ISOFIDE AND THE
 

AGRICULTURAL CREDIT BANK). IT IS LIKELY THAT THESE
 

PROGRAMS 1OULD BE EXPANDED WITH SOME OF THE COUNTERPART
 

GENERATED UNDER THE AEPRP PROGRAM. A SUBSTANTIAL AMOUNT
 

OF COUNTERPART ALSO SUPPORTS THE GOZ'S INVESTMENT BUDGET,
 

WHICH HAS BEEN DRASTICALLY CUT UNDER THE PROGRAM OF
 

FINANCIAL RESTRAINT.
 

IV- MISSION RECOMMENDATION
 

IN DEVELOPING THE MISSION'S RECOMMENDATIONS AS TO THE
 

BEST MECHANISM FOR IMPLEMENTATION OF THE AEPRP, THE
 

MISSION HAS EXAMINED THE THREE BASIC OPTIONS DISCUSSED
 

ABOVE UNDER EACH OF TWO ASSUMPTION': STRICT U.S.
 

PROCUREMENT, AND BLANKET WAIVER OF PROCUREMENT AND
 

INCOMING
 

TELEGRAM
 
i'4150 1I1iiZ oltLb tO
hINhI 07 OF 05 59- u3 

.HIPPIN, TO A I.IO .PIIIC COO[ AT Li,;l IIOAD A. i4I 
IINCLUDING ItIF0,: ANLDMOT LESS VId PfEi COoNTNIES' 

THE OT II. I[VtIFar ith RL PtCT TO Tlt FOL 1OWtIG IA 

CONSIDERATION..
 

1. LINAGE TO ThE WORLD BANO'S ISAC:BOTH SUPPORT OF THE
 

POL IC COIIITION' AND ,IFlILRITV IN THE
 

IMPLEPENTAITICN METHCOOLU .Y
 

SUPPORT FOR U.S POLICY DIALOGUE PROCE-S:
 

CONSIOERATION WA7. GIVEN TO ili(THER
THE IMPLEMENTATION
 

METHOD WOUIO CONTRIBUTE TO OUR UNDERSTANDING OF
 

POLICY PROELEM1 AND INVOLVEIENT IN DIaLOGUE LEADING
 

TO FUTURE ACTION.
 

3. U.S. CONTROL OVER A.l.O.*S DOLLARS: THE MISSION HAS 
- PLACED HEIY EMPHASIS ON EN;URfNG THAT A.ID.'S 

DOLLARS WILL BE ACCOUNTED FOR AND THAT THEIR ACTUAL
 
USE CAN BE STRONULY DOCUMENTED.
 

4. SPEED OF DOLLAR DISBURSEMENT: IN CONFORMITY WITH THE 

- PURPOSE OF TPE A[PRP AND IIS LINPKAGES TO THE WORLD 

- BANK ISAC, A FAST DISBUR!ING MECHANISM WAS GIVEN 
- FAVORABLE CONSIDERATION. 

1E MISSION HAS 

- PLACED CONSIDERABLE IMPORTANCE, CONSIDERING CURRENT 

- SHORTAGES OF LOCAL CURRENCY, ON THE SPEED WITH WHICH 

- COUNTERPART FUNDS CAN BE GENERATED NOT ONLY TO 

- SUPPORT THE CNGOING PRUGRAM BUT ALSO TO PROVIDE FUNDS 

- FOR THE MISSION'S NEW PRIVATE SECTOR INITIATIVES. 

5. SPEED OF COUNTERPART GEIIERATIOII: 

6. LOW MISSION MANAGEIMENT BURDEN: ALTHOUGH THE MISSION 

- CAN ABSORB WITPIN CURRENT STAFFING LEVELS AN 

INCREASED AEPRP WORKLOAD, THE MlISSION HAS TAKEN 

- INTO ACCOUNT BOTH THE DURATION AND THE INTENSITY OF 

- T' NEW AEPRP WORKLOAD. 

UNCLASSIFIED
 



UNCLASS IFlED INCOMING 
P)l/( ll >I(W' TELEG[RAM 

SH , ( I '5 OF I I I I 13 01 6 nb A IDJ023 

ACI N ,,ID-U 
P A\c;E 1) I 1, I N U4 ti 0,i 6001 

,Cl I ON OF I CF AF 6 
I JF 0 -, ,\i A;- -U03 .F AF T -05 c.i, -C0'2 ,AF C FP,-)2 F'D- 0.1 CC-01 

GC I-( i GC .-- 0 I1 F4- 0 FLD-C2 -U.? CMGT-.1bL -2 kAL1 -02 :PP-01 

C:PS-02 ST\(i- 02 Pp Q- l() ,\sl -0 1 APDA-02 AG I -- 01 STF - 0 1 

RELO-O TEL E- 0 1 Al IG-03 PRF-06 OL OS-101 06 3 AI I I I I 

INFO LOG-C0 COPY-01 AF-00 CIAF-00 EB-0l8 DODE-00 -- 03 

012 W 
-------------------047521 111 125Z /11 38
 

0 11104 1Z MAR 86
 

FM ANIEMBASS Y t, 1 NSHASA 

TO SECSTATE WASHDC IMMEDIATE 6479
 

UNCLAS SECTION 08 OF 09 KINSHASA 04150
 

AIDAC
 

FOR AFR/DP/PAR: JERRY WOLGIN AND AFR/PD: CAROL PEASLEY
 

E. 0. 12356: N-'A
 

SUBJECT: ZAIRE'S AEPRP PAIP (660-0121)
 

MISSION RANKING OF AEPRP OPTIONS
 

DESIRABLE: - COMMERCIAL-BAN. LOAN FUNDING, PROCUREMENT 

FROM CODES 899 OR 941.
 

ACCEPTABLE: - CIP. PROCUREMENT FROM CODES 899. 941 OR 000. 

MARGINALLY ACCEPTABLE: COMMERCIAL-BANK LOAN FUNDING.
 

PROCUREMENT FROM CCDE 000; AND SOFIDE LOAN FUNDING.
 

- THE OPTION OF USING COMMERCIAL BANKS AS THE 

IMPLEMENTING MECHANISM RANKS FIRST ON THE BASIS OF ITS
 

CLEAR PRIVATE-SECTOR LINKAGES, THE POTENTIAL SPEED OF 
BOTH 

AND 


LINKAGES WITH BOTH THE WORLD BANK' S 

DISBURSEMENT AND GENERATION OF CCUNTERPART FUNDS. ITS
 

DISBURSEMENT MECHANISM 

UNDER THE ISAC AND USAID' S PLANNED PRIVATE-SECTOR 

PROGRAM. HOWEVER. THIS EVALUATION DEPENDS ON WAIVER OF 

THE U. S. PROCUREMENT AND SHIPPING RESTRICTIONS. AS 

DISCUSSED ABOVE, IT HAS BEEN FOUND THAT PRIVATE LENDERS 

HAVE GREAT DIFFICULTY ADAPTING EXISTING PRACTICES TO THESE 

RESTRICTIONS. THIS WOULD TEND TO SLOW DISBURSEMENT AND
 

INCREASE THE MISSION MANAGEMENT LOAD IN WHAT IS ALREADY A
 

NEW AREA. 
 THUS. IF IT PROVES NOT TO BE POSSIBLE TO GRANT
 

A BLANIKET WAIVER FROM THE RESTRICTION TO CODE 000. THIS
 

OPTION LOSES MUCH OF ITS APPEAL RELATIVE TO THE OTHER
 

OPTIONS.
 

- THE CIP OPTION WITH PROCUREMENT AND SHIPPING FROM 899 

OR 941 SOURCES HAS THE MECHANICAL ADVANTAGES OF BEING 

POTErITIALLY VERY RAPID IN DISBURSEMENT OF DOLLARS AND 

GENERATION OF COUNTERPART FUNDS AT RELATIVELY LITTLE CO3T 

IN TERMS OF MISSION MANAGEMENT OR UNCERTAINTY OF 

OPERATIONAL MECHANISMS. HOWEVER, A CIP' S CONNECTION WITH
 

THE WORLD BANK' S ISAC V,OULD BE wEAKER THAN THE OTHER
 

OPTIONS'. A CIP' S COUNTRIBUTION TO THE POLICY DIALOGUE
 

AND PRIVATE-ENTERPRISE PROGRAMS WOULD THUS BE 
RELATIVELY
 

WEAK UNLESS IT WERE LINKED TO THE FULE POLICY REFOPMS. 

- ON FIRST EXAMINATION. THE SOFIDE OPTION. COUPLED WITH
 

A SHIFT OF WORLD BANK FUNDS EOUIVALANT TO THE AEPRP FROM
 

THE SOFIDE CREDIT TO THE ISAC, SEEMED TO BE THE MISSION' S
 

UNCLASSIFIED
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FM AMEMBt-SSY kIhSHASA 

TO SECSTATE WASDC IMMEDIATE 64D 

UNCLAS SECTION V9 OF 09 KINSHASA 04150 

AIDAC 

FOR AFR/DP/PAR: JERRY WOLGIN AND AFR/PD: CAROL PEASLEY 

E.O. 12356: N/A 

SUBJECT: ZAIRE'" AEPAP PAIP (60-0121) 

BEST OPTION. HOWEVER, FURTHER STUDY HAS INDICATED THAT 

THIS OPTION WAS LESS DESIRAELE. IT IS ESPECIALLY WEAK IN 

ITS SLOW GENERATION OF COUNIE;PART FUNDS, IHICH WOULD 3PILY 

BECOME AVAILABLE WHEN4MEOIUM- TO LON(-TERM LOAI; ARE 

REPAID (IN 5 YE RS OR LOIGER). FURTHERMORE, SCPIDE'S 

EXPERIENCE WITIIDONOR CREDITS TIED TO PROCUREMENT IN 

SPECIFIC COUNTRIES IS THAT THEY DISBURSE VERY SLOWLY, SO A 

GEOGRAPHIC WAIVER WOULD BE IECESSARY FOR THIS OPTION 

ALSO. 

THE MISSION IS CONVINCED THAT SOFIDE AND ITS 

MEDIUM-TERM LENDING PROGRAMS SHOULO BE SUPPORTED, BUT IT 

HAS BEEN CONCLUCED THAT THIS SUPPORT CAN BE YORE 

EFFECTIVELY 4ANELED AFTER ADDITIONAL ANALYSIS AND WITH THE 

INFUSION OF COUNTERPART FUNDS. IN FACT, SOFIDE HAS TOLD 

THE MISSION THAT, WITH THE NEW WDRLD BANK CREDIT, LOCAL 

CURRENCY AVAILABILITY RATHER THAN FOREIGN EXCHANGE WOULD 

BE ITS KEY CONSTRAINT, 

IT SHOULDBE NOTED THAT ALL THE OPTIONS AFFORD FULL 

CONTROLOVER THE USE OF A. I.D.'S DOLLARS. THUS, ALL THE 

OPTIONS ARE EQUALLY RESPONSIVE TO SENSITIVITIES CONCERNING 

UNCONTROLLED CA!H-GRANT OPERATIONS OR EVEN TIlE INDIRECT, 

ATTRIBUTION-TYPE DISBURSEMENT METHOD OF THE WORLD'S SECTOR 

CREDIT. 

V. - PAAD DEVELOPMENT SCHEDULE AND RESUURCE REQUIREMENTS 

THE MISSION PLANS TO ARRANGE FOR ONE FINANCIAL 

EXPERT, POSSIBLY THROUGH AFR/PRE'S IOC MECHANISM, TO DO AN 

INSTITUTIONAL ANALYSIS OF THE CREDIT AND FUREIGH-EXCHANGE 

MARKETS. THIS WILL 'EFYE EITIER FOR THE PAAD OR FOR 

DEVELOPMENT OF THE PRI%ATE SECTOR SUPPORT PROJECT, 

660-0120, SHOULD THE CIP MECHANISM BE CHOSEN FOR THE 

AEPRP. THIS VORK WILL BE STARTED AS SOON AS POSSIBLE. 

FOR DRAFTING THE PAAD ITSELF, THE MISSION REQUESTS 

TOY ASSISTANCE FROM A FOLICY OR PROJECT DESIGN OFFICER IN 

THE AFRICA BUREAU. IF THE COMMERCIAL-BANN OPTION IS 

SELECTED, THE PFOJECT-VESIGN OFFICER WILL NEED TO REVIEW 

AND BECOME EXPERT ON VARIOUS METHODS WHICH A.I.O. HAS 

UTILIZED IN THE PAST TO DISBURSE DOLLARS UNDER IFI 

(SANK-LOAN) PROGRAMS. DEPENDING ON THE AVAILABILITY OF 

THAT ASSISTANCE, THE MISSION WOULD SUBMIT THE PAAD IN JUNE 

OR JULY, 1986. END OUOIE. GROVE 
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time PPC is expected to present its position on a project. As a general
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executive
 
committee meeting.
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