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ABSTRACT

H. Evaluation Ab3atract (Do not gxceed the space provided)

CTP T was originally designed as a $16,000,000 program in support of A.I.D.'s overall
macroeconomic’ reform strategy for Liberia. The centerpiece of this strategy, the
provision of 17 operational experts to various ministries, was terminated in late 1988,
about six months after the first CIP disbursement. Becaust of this termination, USAID
reduced the CIP level to $5,000,000. The CIP's original objectives were to: 1) encourage
policy reform; 2) generate local currency for civil service retrenchment; 3) support the
private sector; 4) reduce foreign exchange shortages; and 5) contribute to the
restoration of confidence in the economy. In addition, the PARD set aside 10 percent of
the funds available for smaller businesses, thus adding a sixth objective of direct
support to the SME sector. The final evaluation was conducted in May and June, 19839 when
approximately 80 percent of the U.S. dollar funds had been disbursed and the civil
service reform program had been cancelled. USAID's major objective for the evaluation,
which was conducted by an AID/W team, was to determine whether and how a CIP could be
justified for Liberia in the absence of the sweeping program of macroeconomic reform that
had been originally envisioned. The major conclusicns and findings are:

- The program is contributing in a cost-effective manner to the broadly based long-term
development of the economy.

- The Liberian private sector is vibrant and has adjusted well to current realities.

- The program is being administered in such a way as to fully meet the objectives
embodied in U.S. legislation for such programs, althougl. plans for the use of local
currency are not finalized and therefore could not be evaluated.

- U.S. exports were especially favored by the program, and all commodity sourcing was
from the U.S.

- WindfalLl profits accruing to imports were small, estimated at about 6 percent of the
private sector portion of the program.

- The CIP program should be continued if it is limited to the private sector; a
continuation that incorporates a strengthened private sector element would be justified
on development grounds.

COSTS
1, Evaluation Costs
1. Evaluation Toam Contract Number OR | Contract Cost OR

Name Affillatlon TODY Person Days TDY Cost (U.S. $)| Source of Funds
Robert J. Maushammer AID/W/PPC/PRB 21 days 5,000 USAID OE
Robert B. Richardson AID/W/SER/OP/COMS | 14 days 4,000 USAID OE
2. Mission/Oflice Protesslonal Staft 3. Borrower/Grantee Professional

Person-Days (Estimate) 15 Staff Person-Days (Estimate) 2




A.L.D. EVALUATION SUMMARY - PART il

SUMMARY

J. Summary of Evaluation Findings, Concluslons and Recommendations {Try niot to exceed the three (3) pages provided)
Address the following ltems:

¢ Purpose of evaluation and methodology used ¢ Principal recommendatlons
¢ Purpose of activity(les) evaluated ¢ Lessons learned
¢ Findings and conclusions (relate to questions)
Mission or Office: Oate This Summary Prepared: Title And Date Of Full Evaluation Report:
Evaluation of Liberia Commodity
USAID/IIBERIA July 12. 1989 Praogram Iune, 1989

A. Purpose and Methodology: The purpose of this evaluation was to determine the impact
of the Liberia Commodity Import Program (CIP) on the Liberian economy and on individual
firms, with particular attention to recommendations on how any future CIP could have a
greater development impact, especially for small and medium enterprises. The evaluators
conduc-ed some fifty interviews with importers, bankers, and government officials and
review=d all relevant program documentation as well as background material on the

eccnc: .,

B. Findings:

1. The Liberia Commodity Import Program 669-K-609, Project 669-0214, is meeting
those of its stated objectives not overtaken Dy events since the design of the program:
it is providing effective support to the private sector, reducing shortages of foreign
exchange, and helping restore the private sector's confidence in the economy.

2. While the program has not been successful in achieving the Mission's ultimate
policy dialogue goals of improved economic and financial policies and civil service
reform, it was useful at the time it was being negotiated in encouraging the Government
of Liberia (GOL) to start implementation of the OPEX project. It is, however, generating
the local currency needed to support development activities in the future.

3. The program is being used in a consistent way, contributing in a cost-effective
manner to the broadly hased long-term development of the economy. Special attention was
paid to economic efficiency and to expanding competition in the economy.

4. The program is being administered in such a way as to fully meet the objectives
embodied in U.S. legislation for such programs. Spare parts are approved only when they
are likely to be used in a productive way; imported commodities are largely for high
oriority development areas, although some public sector imports are of lesser priority;
agricultural production activities are receiving an appropriate share of available
financing; there is good geographic balance, despite limitations due to the concentration
of industrial activity in Monrovia; and, as stated above, the majorivv of imports are
believed to be in addition to those that would have occurred without the program.

5. Judging by standard measures of CIP management (such as commitment and
expenditure rates), the program is being managed efficiently.

6. Although the economy still has not overcome the full effects of Liberia's poor
economic and financial management policies, the private rector has been able to adjust
quite well to current realities.

7. The private sector -- both commerce and manufacturing -- is vibrant. It is also
highly competitive. Local manufacturers have to vie with imports and try to reduce costs|
to the bare minimum. Efforts to maximize profits often take the form of high sales
volumes and low profit margins.

8. With good policies and honest administration, a reduced public sectqr could make

a real, positive contribution to growth and development. Nonetheless, it is unclear that
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SUMMARY (Continued)

Liberia will be able, in the near future, to undertake the sharp reordering of priorities
and Herculean administrative efforts needed to become current on its official external
debt and thereby regain access to incr_ased development financing. The public sector
will probably find a way to get by for as long as the private sector remains relatively
healthy.

»

9. About three-fifths of the imports approved for financing under the CIP probably
would not have occurred in the absenca of the program. An estimated 83 percent of publidg
sector imports and 48 percent of private sector imports were additional.

10. U.S. exports were especially favored by the program. All commodity sourcing was
from the United States. The high use of U.S. flag vessels had negative implications for
importers, their customers and the program as a whole.

11. The evaluation concluded that windfall profits were likely to be relatively
small, perhaps on the order of 6 percent of the private sector portion of the program.
Comretition and price controls forced some importers to pass along most of their savings,
espe . 'lly raw materials importers.

12. The weakest portion of the program is that dedicated to the public sector, for
two reasons. First, one of the six public sector institutions approved for participatior
in the program was slow in providing the local currency required to open its letters of
credit. Second, the development rationale for providing buses to the University of
Liberia and possibly spare parts to rehabilitate seven garbage trucks for the city of
Monrovia is not clear.

13. The chance that the program contributed to private capital flight is thought to
be small, although available evidence is sketchy.

14. In terms of macroeconomic effects, the program has had a positive impact on
production, the public sector revenue base, employment (somewhat), and pPrice stability.
In microeconomic terms, the program contributed to more competitive markets among local
producers and between local manufactures and imported finished goods. Several
participants who have since made imports on strictly commercial terms said that our
program enabled them to weather very tight times and may have saved their firms from
bankruptcy.

C. Recommendations:

1. The CIP program should be continued if it is limited to the private sector and i
the measures cited below are taken. The CIP has made a valuable contribution to economig
growth; some of its benefits accrued to the general population, the level of
additionality was quite high and estimated windfall profits were quite low. A
continuation that incorporates a strengthened private sector element would be justifiable
on development grounds.

2. Three measures would strengthen the program’'s development impact and its
development rationale. First, the Mission should look for ways to increase the
proportion of CIP resources going to support agricultural production and marketing,
perhaps through intermediary organizations. Second, the Mission should look for ways to
increase the proportion of CIP resources dedicated to micro and small-scale
entrepreneurs. Third, it should seek to refrain from financing the importation of raw
materials and capital goods used to make products unlikely to be affordable to Liberians
in the lower half of the income scale.

3. The Mission should also increase the uge of market-based allocation criteria by
first, eliminating the size limit on allocations (but sufficient publicity should be
undertaken and time allowed for rural-based requests to reach the project), and second,
reducing the implic‘* subsidy built into the CIP exchange rate.
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S UMM AR Y (Continued)

4. The Mission should consider designing an integrated project (in addition to the
program assistance recommended above) for micro, small and medium enterprise development
that would: provide foreign exchange for imports using a CIP mechanism; fund technical
assistance and policy and other development studies; provide credit at market rates of
interest; and provide business training.

5. In designing its future program and project assistance activities, the Mission
should seek several policy changes to aid SME development, including the equalization of
import duty rates among raw materials, capital goods and finished goods; equalization of
total effective taxes and fees and demonopolization or privatization of wholesale trading
in agricultural products entering international trade (primarily coffee, cocoa and rice),
including export trading. Other topics of interest to the Mission, such as relaxing
price controls and interest rate ceilings and policies dealing with other aspects of
private sector development more generallv, could be included.

6. Even if any ESF grants to the GOL are permitted by next year's legislation, we
should be sending the strongest possible message to the GOL that only it can remove the
thorny and complicated impediments that its policies are placing to achieving financial
soundness and improved public services. Excluding rice and the public sector from using
ESF until changed policies are implemented would be an appropriate method of enforcing
the seriocusness cf our concern.

7. The Mission should use the negotiations for any follow-on CIP and SME activity to
convince the GOL that it should reformulate its economic and financial policies.

8. There if room to bump up the implicit exchange rate in the future. It is
difficult o estimate now what that rate should be when we are ready to start any
follow-on activity \both an SME project and a private sector CIP). There are relatively
high costs implicit in using the CIP mechanism and only minor savings tr offset them.
The net cost over normal commercial purchases is in the vicinity of 20 to 25 percent.
Given today's parallel 1ate of about 2.15 on-shore dollars per U.S. dollar, the upper
limit on the amount we could charge now is somewhere around 1.5 on-shore dollars. If the
follow-on program is large enough, and to the extent it substitutes for demand that
otherwise would be felt in the parallel market, the parallel market rate would decrease
to the extent that a 1.4 rate would be the most we could charge and still keep program
disbursamenit rates high.

9. The Mission should not firance garbage truck spares for the Monrovia City
Corporation unless the city agrees to give up its pretension of establishing a monopoly
in this area and agrees, at least in principle, to see how it could use private sector
contractors for some of the task.

10. The Mission should review the issue of opening the follow-on program to more
local banks in the future. The lower costs that might be achieved through such
competition could be important, but maintaining the high accuracy and rapid
implementation experience of the present arrangements is also important.

11. If the Mission moves closer to the parallel rate of exchange in any future CIP
program, it should explore ways of providing local currency credit facilities to
low-income CIP applicants, especially farmers and established micro and small-scale
entrepreneurs. '

12. Looking to the future, it is recommended that local currency generations from any
follow-on CIP program be used first for all local costs, including credit, of the SME
project and, if necessary and desirable, for local currency credit to small and medium
participants in the follow-on private sector CIP program. The second recommended use
would be CIP administration and the third general OE purposes. The remainder should be
used for other A.I.D.-supported projects. Only if these uses do not require all
CIP-generated funds should activities outside the above areas be considered.
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K. Attachments (List attachments submitted with this Evaluation Summary; always attach copy of full evaluation report, even it one was submitied

earlier; attach studles, surveys, etc., from “on-going” evaluation, If relevant to the evaluation report. )

Full Evaluation Report

COMMENTS

L. Commenis By Mission, AID/W OQffice and Borrower/Qrantee On Full Report

SSAID Comments (References are to the numbering above, not the body of the report):

USAID agrees with the report's findings and recommendations. The team worked closely
with Mission staff, and all major issues were fully aired and resolved. This exercise
illustrated the value, particularly tor programs or projects that are somewhat
controversial, of AID/W participation in evaluations. USAID/Liberia is particularly
gratified that personnel of the caliber of Messrs. Richardson and Maushammer were able
to devote the time required to develop an understanding of the peculiarities and
promise of the Liberian environment. We hope that this investment will contribute
materially to AID/W's general appreciation of what we are doing here.

Recommendation 5: USAID does plan to pursue some of the policy dialogue recommendations
made in the report. 1In any case, we believe that the evaluation supports our
contention that even with no policy change, CIPs can have a significant positive
development impact in Liberia.

Recommendation 4: USAID will get a second opinion on the value of replacing, for small
and medium enterprises, the CIP's direct exchange rate subsidy with a business credit
and advice institution that will require significant management attention and that
might not work. USAID presently has two projects directed at small business
development and a third is in the planning stages. These programs require a long-term
investment of money and management time, and contain hidden subsidies to the target
group. A CIP exchange rate subsidy may be the most efficient way of assisting small
businesses for certain types of investments. Whether or not this recommendation is
fully accepted, USAID will integrate any new CIP with the Mission's SME activities.

Finding 12 and Recommendation 6: Finding 12 states that the weakest portion of the
program is that dedicated to the public sector because: first, one of the public
sector companies has been slow to pay local currency; and second, USAID in effect
supported public sectcr alternatives to private bus service for the University. It
should be noted, however, that slow payment was at least as great a problem for the
private sector component of the program as for the public; and the buses represented
only seven percent of the public sector funds (private alternatives, while worthy of
investigation, are not readily available in this market). USAID agrees with
Recommendation 6's formulation of the same basic point; that the CIP should be used to
convey the message, that until the GOL shows some commitment to reform, the public
sector should not receive any support. Overall, the allocation of funds to the public
sector was, USAID believes, fully as defensible as the allocation to the private
sector.

GOL Comments: The GOL has not commented formally on the evaluation. 1In debriefings
with the team, officials expressed regret that the public sector will be excluded from
the next program, and pointed out that some parastatals are not so badly managed and
are in dire need of imports. The GOL also cautioned against raising the effective

exchange rate too much, given the high implicit costs of using the program (the
shipping regulations, particularly).
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SUMMARY

A. Background:

The purpose of this evaluation is to determine the impact of the
Liberia Commodity Import Program (CIP) on the econcmy and on
individual firms, with particular attention to recommendations
on how any future CIP could have a greater development impact,
especially for small and medium enterprises. Importers and
other users were interviewed, as were people in finance and
government.

B. Findings:

1. The Liberia Commodity Import Program 669-K-609, Project
669-0214, is meeting those of its stated objectives not
overtaken by events since the design of the program: it is
providing effective support to the private seccor, reducing
shortages of foreign exchange, and helping restore the private
sector's confidence in the economy.

2. While the program has not been successful in achieving the
Mission's ultimate policy dialogue goals of improved economic
and financial policies and civil service reform, it was useful
at the time it was being negotiated in encouraging the
Government of Liberia (GOL) to start implementation of the OPEX
project. It is, however, generating the local currency needed
to support development activities in the future.

3. The program is being used in a consistent way, contributing
in a cost-effective manner to the broadly based lcng-term
development of the economy. Special attention was paid to
economic efficiency and to expanding competition in the economy.

4. Judging by standard measures of CIP management (such as
commitment and expenditure rates), the program is being managed
efficiently.

5. Although the economy still has not overcome the full effects
of Liberia's poor economic and financial management policies,
the private sector has been able to adjust quite well to current
realities.

6. The private sector--both commerce and manufacturing--is
vibrant. It is also highly competitive. Local manufacturers
have to vie with imports and try to reduce costs to the bare
minimum. Efforts to maximize profits often take the form of
high sales volumes and low profit margins.

7. With good policies and honest administration, a reduced
public sector could make a real, positive contribution to growth
and development. Nonetheless, it is unclear that Liberia will
be able, in the near future, to undertake the sharp reordering
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ot priorities and Herculean administrative efforts needed to
become current on its official external debt and thereby regain
access to increased development financing. The public sector
will probably find a way to get by for as long as the private
sector remains relatively healthy.

8. About three-fifths of the imports approved for financing
under the CIP probably would not have occurred in the absence of
the program. An estimated 83 percent of public sector imports
and 48 percent of private sector imports were additional.

9. The program is being administered in such a way as to fully
meet tnhe objectives embodied in U.S. legislation for such
programs, although plans for the use of local currency are not
finalized and therefore could not be evaluated. (Local currency
uses should be evaluated, according to the legislation.) Spare
parts are approved only when they are likely to be used in a
productive way; imported commodities are largely for high
priority development areas, although some public sector imperts
are of lesser priority; agricultural production activities are
receiving an appropriate share of available financing; there is
good geographic balance, despite limitations due to the
concentration of industrial activity in Monrovia; and, as stated
above, the majority of imports are believed to be in addition to
those that would have occurred withou. the program.

10. U.S. exports were especially favored by the program. All
commodity sourcing was from the United States. Normal trade
patterns would lead to the expectation that only 25 percent of
Liberian imports would have come from the United States. U.S.
flag vessels were used for virtually all imports except
agricultural products. Determinations of Non-availability
(DNAs) were issued sparingly. The high use of U.S. flag vessels
had negative implications for importers, their customers and the
program as a whole.

11. Not all of the increase in U.S. eXports represents trade
diversion in the longer run, because some importers simply
increased the amounts they bought now from the United States and
will decrease the amounts they will buy in the future. The
amount of such purchases is estimated at around $250,000~-a
minimal sum in any case. Some trade creation occurred.

12. Windfall profits are estimated to be relatively small.
Looking simply at the ratio between the parallel and CIP
exchange rate would lead one to expect that such profits could
be as much as 74 percent of program resources. However, such
profits could only accrue to the extent that the exchange rate
used in the program provided a subsidy to importers. The
subsidy was determined to be 40 percent. An examination of the
program and how it was operated led to the conclusion that
windfall profits were likely to be on the order of 6 percent of
tne private sector portion of the program. Competition and
price contrcls forced some importers to pass along most of their
savings, especially raw materials importers.

\
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13. The weakest portion of the program is that dedicated to the
public sector, for two reasons. First, one of the six public
sector institutions approved for participation in the program
was slow in providing the local currency required to open its
letters of credit. It eventually got PL 480 currency intended
for the Development Budget. Second, the development rationale
for providing three buses to the University of Liberia and
possibly spare parts to rehabilitate seven garbage trucks for
the city of Monrovia is not clear. Althor;h many considerations
apparently entered into the decision-making process for these
transactions, these institutions will now be in direct
competition with existing private sector providers of these
services. Such uses of CIP resources come at the expense of
alternatives, even in the public sector, that would ;not decrease
the opportunity for private sector growth.

14. The chance that the program contributed to private capital
flight is thought to e small, although available evidence is
sketchy. Estimated capital flight in 1985 and 1986 was around
$100 million. The ecconomy has improved since then, opening up
new profit possibilities. Stability of the exchange rate since
the initiation of the program more than a yeir ago is not
inconsistent with lower demand for foreign exchange for flight
capital purposes.

15. In terms of macroeconomic effects, the program has had a
positive impact on production, the public sector revenue base,
employment (somewhat), and price stability. In microeconomic
terms, the proygram contributed to more competitive markets among
local producers and between local manufactures and imported
finished goods. Several participants who have since made
imports on strictly commercial terms said that our program
enabled them to weather very tight times and may have saved
their firms from bankruptcy.

C. Recommendations:

1. The CIP program should be continued if it is limited to the
« private sector and if the changes of the sort given in the
following paragraph are adopted. While the present program has,
in fact, made it easier for inappropriate financial and economic
development policies to be continued (to the extent that CiP
financing is not additional but substitutes for other
resources), it has also made a valuable contribution to economic
growth. Some of its benefits accrued to the general population,
the level of additionality was quite high and estimated windfall
profits were quite low. The program's private sector element
can be expected to continue to have a substantial impact even if
continued in its present form. A continuation that incorporates
a strengthened private sector element would be justifiable on
development giounds.

S\
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4. Three measures would strengthen the program's development
impact and its development rationale. What is needed for
broad-based development, as opposed to simple economic growth,
is a better focus on increasing the productive capacity of the
typical farmer and smaller entrepreneur. First, the Mission
should look for ways to increase the proportion of CIP resources
going to support agricultural production and marketing, perhaps
through intermediary organizations such as PfP/L. Second, the
Mission should look for ways to increase the proportion of CIP
resources dedicated to micro and small-scale entrepreneurs.
Third, it should seek to refrain from financing the importation
of raw materials and capital goods used to make products
unlikely to be affordable to Liberians in the lower half of the
income scale.

3. The Mission should make two other changes in the design of
any follow-on CIP to make greater use of market-based allocation
criteria. First, no size limit should be placed on allocations,
but sufficient publicity undertaken and time allowed for
rural-based requests to reach the project. Second, the implicit
subsidy built into the CIP exchange rate should be reduced (see
Recommendation No. 10).

4. The Mission should consider designing an integrated project
(in addition to the program assistance recommended above) for
micro, small and medium enterprise development that would
provide foreign exchange for imports using a CIP mechanism and
fund technical assistance and policy and other development
studies. The project should also make local currency credit
available to micro and small-scale businesses, and to those
medium-size businesses which do not now have bank credits. This
credit would be for working capital and fixed assets. Market
rates of interest for such enterprises should be charged. Such
rates are substantially above rates charged by commercial banks
and subsidized lending programs. Subsidies should not be hidden
in low interest rates. Business training should be provided to
prospective project beneficiaries and business advisory services
to all participating businesses. Ideally, an existing
institution would be used. It will need strong outreach and
financial management capacities. Strengthening an existing
institution to these standards would be more cost effective than
trying to establish a new organization.

5. This kind of project would not require all of the ESF
funding that Is currently programmed for Liberia from FYs 1988,
1989, and 1990. The CIP elements of the project could be in the
range of $1.0 million to $1.5 million, but likely demand would
need further investigation in the course of project

develorment. The funds not used for this project could well be
used for a continuation of the current program, hopefully as
modified in accordance with recommendation 2.

6. The Mission should address which activities currently being
carried out by Partnership for Productivity/Liberia (PfP/L) and
the Small Enterprise Financing Organization (SEFO) should

4
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continue to be financed from the CIP and which srnould be
incorporated in the SME project proposed above,

7. In designing its future pProgram and project assistance
activities, the Mission should seek several policy changes to
aid SME development. Based on the preliminary results of the
SME study and observations gathered in the course of this
evaluation, appropriate policy changes to this end include: the
equalization of import duty rates among raw materials, capital
goods and finished goods; equalization of total effective taxes
and fees--annual registration fees, income taxes and excise
taxes--across similar businesses (across all businesses would be
preferable); and demonopolization or privatization of wholesale
trading in agricultural products entering international trade
(primarily cofree, cocoa and rice), including export trading.
The objectiva of the first two policy changes would be to level
the playing field for all businesses. The objective of the
third would be to better pass along price incentives for both
increased investment in these crops and greater production
thereof. Other topics of interest to the Mission, such as
relaxing price controls and interest rate ceilings and policies
dealing with cther aspects of private sactor development more
generally, could bz included.

8. The recommendation to continue the private sector element of
the current program is made in full knowledge of possible
pressure from various quarters to use a portion of available ESF
funds for the importation of rice and to continue public sector
participation in the CIP program. Iven if any ESF grants to the
GOL are permitted by next year's legislation, we should be
sending the st“nngest possible message to the GOL that only it
can remove the thorny and complicated impediments that its
policies are piacing to achieving financial soundness and
improved public services. Excluding rice and the public sector
from using ESF until changed policies are implemented would be
an appropriate method of enforcing the seriousness of our
concern.

9. The Mission should use the negotiations for any follow-on
CIP and SME activity to convince the GOL that it should
reformulate its economic and financial policies. It is unlikely
that Congress will break with its pattern of requiring
certifications before allowing the use of ESF assistance to the
GOL. Since the success of the CIP makes it easier for the GOL
TO continue its present course, it may also be unlikely that
Congress will allow a new CIP. Further, the Mission is
proposing a higher level of resources for Liberia now, with its
demonstrably inappropriate policies, than several years ago,
when we thought impruved policies were possible, perhaps even
within reach.

10. There is room to bump up the implicit exchange rate in the
future. It is difficult to estimate now what that rate should
be when we are ready to start any follow-on activity (bota an
SME project and a private sector CIP). There are relatively
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high costs implicit in using the CIP mechanism and only minor
savings to offset them. The net cost over normal commercial
purchases is in the vicinity of 20 to 25 percent. Given today's
parallel rate of about 2.15 on-shore dollars per U.S. dollar,
the upper limit on the amount we could charge now is somewhere
around 1.5 on-shore dollars. If the follow-on program is large
enough, and to the extent it substitutes for demand that
otherwise would be felt in the parallel market, the parallel
market rate would decrease to the extent that a 1.4 rate would
be the most we could charge and still keep program disbursement
rates high.

11. The Mission should not finance garbage truck spares for the
Monrovia City Corporation unless the city agrees to give up its
pretension of establishing a monopoly in this area and agrees,
at least in principle, to see how it could use private sector
contractors for some of the task. This would be more consistent
with the purposes of the program. The CIP should not be used to
limit the scope of private sector growth.

12. The ission should review the issue of opening the
follow-on program to more local banks in the future. The lower
costs that might be achieved through such competition could be
important, but maintaining the high accuracy and rapid
implementation experience of the present arrangements is also
important.

13. If the Mission moves closer to the parallel rate of
exchange in any future CIP program, it should explore ways of
providing local currency credit facilities to low-income CIP
applicancs, especially farmers end established micro and
small-scale entrepreneurs. Although there are well-known
pitfalls to this approach which will have to be guarded against,
the extra costs of supervising and administering a successful
program of this type could be financed with local currency
grants.

14. Local currency generated under the current CIP will be used
for development activities other than civil service reform. The
Mission should use these resources in accordance with two
principles: the activities to be supported should advance the
purposes for which the dollar furding was approved, and the
administrative burden on the Mission should be minimized. 1In
this case, macroeconomic policy improvement would rank high, in
accord with the first principle. Also ranking high would be
allocating a portion to supporting other A.I.D.-financed
development activities, in keeping with “he second principle.
Third, of course, the Mission should use these ESF-generated
resources to substitute for scarce U.S. dollar funding for its
Operating Expense budget.

15. Looking to the future, it is recommended that generations
from auy follow-on CIP program be used first for all local
costs, including credit, of the SME project and, if necessary
and desirable, for local currency credit to small and medium
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varticipants in the follow-on private sector CIP program. The
second recommended use would be CIP administration and the third
general OE purposes. The remainder should be used for other
A.I.D.-supported projects. Only if these uses do not require
all CIP-generated funds should activities outside the above
areas be considered.

16. Several recommendations for improving the administration of
the remaining portion of the present program and any follow-on
program are contained in Annex F, Program Management Evaluation
Report.



EVALUATION OF THE
LIBERIA COMMODITY IMPORT PROGRAM

I. Scope of This Evaluation

This evaluation is in fulfillment of the scope of work established
by USAID/Liberia in Monrovia 04522 of May 5, 1989 (see Annex A), and
follows the guidance in Handbook 4, Chapter 9 for evaluations of
commodity import programs (CIPs) and CIP-like activities. It also
fulfills the requirement appearing in the International Security and
Development Cooperation Act of 1985, Section 801, that each CIP in
Africa financed with Economic Support Fund (ESF) resources in Fiscal
Years (FYs) 1986 and 1987 be evaluated annually (see Annex B).

The basic objectives of the evaluation were to determine the impact
of the CIP on the economy and examine how well the program has been
implemented. 1In addition, the Mission requested that the evaluators
consider how the CIP mechanism could increase the development impact
of the CIP and the CIP's ability to support private sector-led growth
and development. Within this general framework, the above-cited
legislation requires CIP evaluations to examine the extent to which
imports have been used in accordance with the country's long-term
development needs, including specifically the extent to which such
imports:

4. are approved in accordance with the ability of the recipients
o use them 17 a maximally productive, employment generating and
cost effecti 2 way;

b. are coordinated with the country's economic development plans
and will effectively promote economic development;

c. emphasize agricultural production activities, particularly
for export or for reducing reliance on imported food;

d. are allocated to have broad sectoral and geographic impacts;
and

€. are in addition to imports which would otherwise occur.

The legislated evaluation criteria may be inconsistent with each
other. Long-term cost effectiveness, for example, could conflict
with maximizing employment in the short run. Increasing agricultural
production could conflict with using imports in a way which maximizes
their productive potential or with the desire that effects be spread
geographically or across sectors. Nevertheless, the spirit of the
legislation is clearly that ESF-financed CIP imports make the maximum
contribution possible to broadly based .0. J-term economic growth.

II. Background of the CIP Program

A. Objectives of the CIP Program

The CIP was designed to support five exXplicit objectives: (a) to
encourage policy reform in Liberia; (b) to generate the local
currency funding needed to support a civil service retrenchment
program; (c) to support the private sector: (d) to reduce foreign
exchange shortages; and (e), to the extent possible, to contribute to
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the restoration of confidence in the economy. Implicit in the
objective of supporting the private sector was the sixth
objective of giving special attention to small and medium size
enterprises (SMEs) and to imports for use in local production as
opposed to imports for resale, especially consumer goods. The
allocation of 30 percent of CIP funds to public enterprises
responded to a seventh, implicit objective--to improve the
provision of essential public services.

B. Programmatic Context

In terms of policy reform, the CIP was tied to implementation of
the OPEX project, increased privatization of petroleum product
imports (if petroleum imports were to be financed), the
provision of onshore and offshore fiscal budgets, and civil
service reform (if local currency generations were to be used
for retrenchment of redundant civil service workers). The ties
to the OPEX project and the submission of budgets were intended
to lead the Government of Liberia (GOL) along the path of
financial and economic policy reform. The conditions precedent
to the initial disbursement of dollar resources, beyond those
for technical assistance (program administration), required the
arrival of the first members of the OPEX team and the submission
of the National Budget for the second half of 1987 and the
budget for offshore revenues for the same period. (The second
half of 1987 was an interim fiscal period that occurred when the
GOL redefined its fiscal year from July-June to January-
December.) Disbursement of dollar resources for petroleum
imports was conditioned on permission being granted by the GOL
to a private sector entity for importing such products, which
were then largely a monopoly of the Liberian Petroleum Refining
Corporation (LPRC), an entity that A.I.D. and other donors hoped
would be privatized. Disbursements from the Special Account (to
be funded by local payments by importers) were conditioned on
initiation of an acceptable civil service reform program.

These objectives were fully consistent with the A.I.D. country
strategy in effect during this period. Economic Support Fund
(ESF) resources were to be used, within the overall strategy,
primarily for leveraging improved GOL economic and financial
management policies. It was recognized that, since our ESF
funding levels were shrinking, ESF funding would a0 longer be
sufficient to service enough official external debt to keep the
World Bank and other international financial institutions
engaged in Liberia, an approach followed during the previous
four years. At the same time, ESF resources were seen as an
important vehicle for supporting the private sector, which was
then experiencing difficulties adjusting to the financial
effects of GOL policies.

C. Economic Context

When the CIP was designed in 1987, the economy was in the sixth
vear of a secular decline in exports, imports and production, as
measured by Gross Domestic Production (GDP) data. There were
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occasional small increases in one or two of these measures from
one year to the next during this period. Nonetheless, the
combination of declining export revenues (due largely to falling
prices in international markets for Liberia's products) and the
effects of the GOL having lost control of its budget was
seriously undermining the economy's resiliency and capacity for
recovery. Business confidence was lagging, demand for goods and
services shrinking, and domestic production falling. The GOL's
domestic and international arrears were increasing at a
prodigious rate, beyond its ability to bring them current
without sharply reordered priorities and Herculean
implementation measures.

Liberia is essentially an open, export-oriented economy. Most
economic activity is carried out by the private sector, which
operates with little formal interference from the government.
The public sector is largely confined to public utilities, the
wholesal: marketing of fuel and agricultural products that enter
international trade, and the provision of such public services
as health and education. However, the prices of imported and
domestically produced consumer goods using imports that are
deemed to be basic necessities are controlled. Exporters are
supposed to surrender 25 percent of their export proceeds, for
which they are to receive on-shore dollars (called '"coins" in
Liberia). The GOL is not able to enforce these rules broadly or
consistently. Price controls are based on actual costs and
profit margins negotiated with the Chamber of Commerce. (During
the course of the evaluation, we were told by importers and
local manufacturers that controlled prices now are being based
on the actual cost of foreign exchange, whether received through
official allocations or purchased through the parallel market.
This practice was adoptcd more than a year ago. We were also
told that, for some importers at least, import duties, which are
assessed and collected in on-shore dollars, are based on
valuations of merchandise calculated at the rate of two on-shore
dollars per off-shore dollar.)

Rent-seeking behavior among public officials does exist, at all
levels of the bureaucracy. Petty harassment of business is
apparent and touches the lives of many Liberians, but it does
not seem to threaten the existence of productive activity. More
important tc daily life is the fact that, in accordance with
Gresham's Law, Liberian coins have driven out the U.S. dollar
from common use as the medium of exchange. As a store of value,
the American dollar is preferred, as is just about any foreign
currency. Although the Liberian (on-shore) dollar is equal
officially to the U.S. dollar, it was quoted at about 1.65 per
U.S. dollar at the time that the CIP design was approved and the
program negotiated with the GOL. By the time that initial
conditlions precedent were satisfied and the program publicly
launched, the parallel rate had increased to roughly 2.35. (It
should be pointed out that gquotes in the parallel market can be
for spot delivery--which are those used in this evaluation--or
for future delivery. Future deliveries are quoted at a
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substantial discount and vary according to the length of the
delivery period and whether or not a bank guarantee is
involved. Future deliveries contain an element of risk.) Wwhen
most private sector L/Cs were opened, the rate was about 2.0.
It has not moved much since then. According to the Embassy
Economic Section, the on-shore dollar has been quoted at the
following rates in the recent past:

Year Month Rate
1986 March 1.35
July 1.30
1987 July 1.55
September 1.65
1988 January 1.80
March 1 1.90
March 31 2.35
April 1.65
May 2.00
September 2.25
October 2.00
December 2.10
1989 January 2.10
February 2.20

Exchange rate movements have a seasonal element. During the
rainy season, logging operations are very slow, gold and diamond
operations in Liberia are at a virtual standstill, and traders
from neighboring countries make fewer buying trips to Liberia.
These three factors lead to decreased supplies of foreign
excnange during that period, with the greatest shortage just
before the end of the rainy season. The demand for foreign
exchange for imports, led by consumer goods in anticipation of
Christmas demand, is at a peak in September and October. Thus,
the highest parallel market rates normally are observed at the
end of the third gquarter and at the start of the fourth

quarter. The jump in March of 1988 was exceptional, and the
decline noted for April reportedly was due both to a reaction to
the steepness of the jump in the previous month and to the
announcement of the CIP as a $16 million program. Few people
realized that only the first $5 million was actually obligated
and that only $3.25 million of this was to be for private sector
imports.

III. Description of the Program

A. Size and Public/Private Sector Split

The authorized and obligated ZISF funding of $5.0 million is
divided at present as follows:

Percent of

Amount Allocation
Private Sector $3,250,000 65.0
Public Sector 1,350,300 27.0
Program Administration 400,000 8.0
Total $5,000,000 100.0

A
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Criginally, the public sector portion was $150,000 larger. 1In
December, 1988, Implementation Letter No. 6 decreased the public
sector Letter of Commitment (L/Com) and increase the set-aside
for administrative costs.

B. Operational Aspects

The pregram is administered jointly by the GOL and A.I.D., in
accordance with operating principles agreed at the time of
obligation (these are listed in section B of Annex G). Separate
descriptions were issued for the public and private sector
portions of the program, as were their respective allocation
criteria (see Annex H for private sector allocation criteria and
Annex I for public sector allocation criteria). Day-to-day
implementation responsibilities are vested in a Program
Implementation Committee (PIC), composed of the USAID Commodity
Management Officer and his counterpart in the Ministry of
Finance. Allocation decisions are made by the Mission Director
and his GOL counterpart, the Cha’rman of the Economic and
Financirl Management Committee (EFMC), if the PIC does not agree
on a decision itself. Wide publicity was given to the CIp,
including a kick-off conference attended by GOL and USAID
officials and many prospective applicants. Specially prepared
handouts giving information on the guidelines and procedures to
be used in the program were provided to all interested parties.

The PIC examined applications and recommended which should be
accepted as presented, accepted in modified form, or reijected.
Extensive visits were made to applicants. The PIC followed
their established criteria during this process, modifying them
as necessary to allocate funds equitably and to increase program
effectiveness. This arrangement has worked well and allowed
rapid decisions.

C. Program Participation

1. Private Sector Participants

The publicity attending the initiation of the private sector
portion of the program was designed to ensure that many
expressions of interest would be received. It was successful,
as the original applicant pool consisted of 110 proposals
involving $19.8 million, as shown in the table on the following
page.

At the time of the first allocations, the PIC recognized the
need to have a reserve to: fund Citibank/New York charges;
finance upward adjustments as pPrice quotes were received;
provide flexibility in case several applications rejected solely
because the prices they were using from U.S. sources of supply
were significantly above those from non-U.S. sources could find
cheaper U.S. suppliers; and provide for potential rural-based
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Private Sector Proposals Received and Approved

($000)
Proposed Approved

Class of Import Number Amount Number Amount
Resale Goods 45 $6,944 4 $ 265
Not Priority Area 32 6,518 0 0
Rehab. Spare Parts 7 1,782 7 426
Capital Eguipment 8 1,700 8 706
Raw Materials 18 2,873 18 1,728

Totals 11 $19,817 37 $3,124
Includes Approvals of (with overlap among them):
Agricultural Products 2 $1,255 2 $ 0952
Agriculture/Agribus. 3 1,670 3 1,102
Liberian Businesses 41 4,467 18 1,074
Small Businesses 14 921 14 526
Outside Monrovia 5 2,563 5 1,324

applicants that did not have time to prepare applications within
the short time allowed. Since the first round of allocations
was approved, several approved applicants decided to not
participate or were unable to do so for financial reasons.
Additional allocations were then made, the largest of which was
to PfP/L for almost $255,000. The private sector L/Com has been
fully allocated.

The current distribution between classes of goods is as follows:

Class of Goods Amount of L/C Percent
Capital Goods $ 935,349 28.8
Spare Parts 384,654 11.8
Agricultural Products 945,680 29.1
Cther Raw Materials 970,817 29.9
Citibank/Charges 13,500 0.4
Totals $3,250,000 100.0
Includes (with overlap among them):
Small Businesses 505,765 15.6
Liberian Businesses 1,155,928 35.5
Agric./Agribus. 1,162,567 35.8
OCutside Monrovia 1,577,412 48.5

-

2. Public Sector Participants

During the first round of applications under the $1.45 million
originally assigned to the public sector portion of the CIP,
seven organizations requested program financing for $4.2 million
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for spare parts and capital equipment. Of this arrount, $1.45
million was approved for six of the applicants. This is shown
in the following table.

Agency Commodities Approved Requested Approved
LWSC Spare parts, Rehab. equipment $548,000 $400,000
NPA Spare parts 227,996 100,000
LTC Spare parts, Rehab. equipment 1,604,008 400,000
RIA Spare parts, Rehab. equipment 567,680 350,000
LEC Spare parts 500,000 100,000
NHSB None 441,366 0
UL Buses, Computers 330,000 100,000

Totals $4,219,050 $1,450,000

LWSC: Liberia Water and Sewer Corporation
NPA: National Port Authority

LTC: Liberian Telecommunications Corporation
RIA: Roberts International Airport

LEC: Liberia Electricity Corporation

NHSB: National Housing and Savings Bank

UL: University of Liberia

Since the original round of decisions, these organizations have
carefully examined their original commodity lists and selected
the highest priority items for financing under the program.
Since the public sector portion was reduced in February, 1989 to
increase the portion for program administration, the L/Com now
is for $1,350,000. To date, approvals have totalled $1,340,651,
leaving just under $10,000 for bank charges.

According to present approved plans, the following breakdown
among ciasses of goods is expected:

Class of Goods Approved Amount Percent
Capital Goods $ 540,775 40.1
Spare Parts 791,603 58.6
Raw Materials 8,273 0.6
Reserve: Bank Charges 9,349 0.7
Total $1,350,000 100.0

D. Implementation Status

As of May 6, 1989, the program has made commendable progress in
examining requests, deciding which applications (or portions
thereof) should be approved, arranging for the issuance of
Letters of Commitment (L/Coms) and Letters of Credit (L/Cs) and
generally implementing the program. Forty of the expected 43
L/Cs have been opened under the private sector L/Com,
representing 92 percent of funds available for the private
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sector. Eight of the projected 19 L/Cs have been opened under
the public sector L/Com, representing only 31 percent of
available funds.

The three tables of Annex J present detailed information on
implementation status. It should be noted here, as it is in the
Commodity Management Specialist's evaluation report (Annex F),
that the use of U.S. flag shipping tor all but the agricultural
commodities imported under the program occasioned major delays
for importers and in several cases caused them serious financial
problems.

Wwhile private sector procurement procedures require only an
adequate number of pr- e quotations, formal competitive
procurement rules hav. to be followed for public sector
acquisitions. These necessitate preparation of technical
specifications, publication of requests for price quotations or
invicvations for bids, proposal review and, finally, contract
award. This process typically takes at least six months for
smaller items and as much as a year for major supply contracts.
As a result, the opening of public sector L/Cs has been slow
relative to private sector L/C rate:. 1In addition, several
organizations have had difficulty finding the local currency
required for their purchases. They may not be able to carry
through with the procurement already approved, and at some point
the Mission will have to decide among four basic options: (1)
extend the time for the completion of the procurement; (2)
provide the local currency (which would involve using already
generated funds for this purpose and put such uses in
competition with alternative uses); (3) reallocate the funds
within the public sector; or (4) add them to the private sector
L/Com. This decision may require extending the CIP management
office.

E. Description of Private Sector Participants

The previous sections described allocations according to type of
commodity and to whether the participant was in the private or
public sectors. The other ways of grouping, within the
program's private sector element, are: by size of business;
ethnic background of the owner; or whether the imports were for
resale for an importer's own account at retail, or whether he
acted as a conduit for others, or used them as raw materials in
manufacturing.

As can be seen in the following table, the Mission has exceeded
the PAAD target of $500,000 for small business--without
considering that over 95 percent of the chicken feed made from
CIP raw materials was purchased by small enterprises, amounting
to around $240,000.
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DESCRIPTION OF PRIVATE SECTOR PARTICIPANTS
LIBERIA COMMODITY IMPORT PROGRAM
BY TYPE OF USE OF IMPORT
(U.S. DOLLARS)

BY SIZE BY OWNERSHIP

Type of Use Small Larger Liberian Other Total

CONDUIT 333,620 239,081 391,748 180,943 572,701
MI'G. RAW MAT. 96,673 1,627,686 230,883 1,493,476 1,724,359
RESALE 57,972 143,661 177,819 23,814 201,633
SPARES/INVEST. 17,500 628,909 359,326 287,083 646,409
SUBTOTALS 505,765 2,639,337 1,159,786 1,985,316 3,145,102
Not Classified:

Liberia Bank for Development and Investment 27,147
St. Joseph's Hospital 64,251
Estimated Bank Charges 13,500
SUBTOTAL 104,898
TOTALS 505,765 2,639,337 1,159,786 1,985,316 3,250 000

Note: Numbers for small and larger add to the total at right, as
do numbers for Liberian and other.

As can be seen on the above table, conduit organizations handled
$572,701 of the private sector portion of the CIP, imports of raw
materials used in manufacturing totalled $1,724,359, resale
imports accourted for $201,633 and other classified imports
(mainly capital goods and spare parts used in manufacturing) were
$646,409. Imports through conduit organizations tended to be
handled by Liberian firms, as did imports of capital goods and
spare parts. Only a few Liberian manufacturers availed themselves
of CIP imports. If the purchases handled by conduit organizations
were split up among the other three categories, the amount shown
for St. Joseph's Hospital would increase by almost $84,000, and
the remaining $489,000 would be allocated to small firms, of which
about $308,000 would be for Liberian-owned businesses. (This
reallocation would not change the totals reading down.)

Allocations to Liberian firms represented 37 percent of the
private sector's portion of the CIP. Since the most recent
registry of firms in Liberia indicates that Liberian-owned
concerns are around 28 to 30 percent of all firms registered in
Liberia, the CIP allocated about 20 percent more resources to
these firms than their representation in the total number of
firms. Excluding those allocations through conduit organizations
likely to go to individuals rather than registered firms (such as
some PfP/L-coordinated imports) would not change this latter
number appreciably.
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"Liberian" is used in this section in accordance with the common
parlance. Some ethnic groups are called foreigners, even if
their families may have settled in Liberia several generations
ago, such as many "Lebanese." 0On the other hand, members of
some other ethnic groups arc called "Liberian" even if not born
in Liberia. Based on interviews and personal observation, thne
economic member of the evaluation team could find no substance
to the widely-held belief that such "foreigners" controlled the
eéconomy or took unfair advantage of other groups in their
business dealings. On the contrary, especially in small towns,
"foreigners" worked hard to eke out an existence, often in
trading. They would not be able to do this if consumers had
better sources of goods and services. The reader will bear in
mind, however, that these conclusions are based on a review of
CIP-connected firms and rural market towns, and not of the
"foreign" community as a whole and its relations with all other
groups in the country.

F. Review of Allocation Decisions

In applying the allocation criteria, the PIC took many factors
into account, including economic efficiency, the need for
programmatic simplicity and clarity, and various established
targets, such as the Zorinsky Amendment-mandated 18 percent of
agricultural products and the PAAD target of making $500,000
available for small businesses.

1. Private Sector Allocations

The allocation criteria were faithtully followed and a good deal
of common sense applied when tough decisions were needed to trim
the original applicant pool down to manageable size and to make
subsequent allocations. Very few recommendations on the private
sector side were questionable; almost all were excellent. The
PIC's decisions to limit financing for raw material imports to
cover the same period of time for all approved applicants !about
three months) and to provide roughly comparable funding to all
applicants in a given line of manufacturing make economic sense,
as did its decision not to approve financing when the foreign
exchange cost of U.S. sources of a particular commodity was
significantly higher than from other sources. The PIC also
tried to assure itself that locally produced goods would not
cost more than the same goods imported (i.e., it wanted to avoid
situations in which there would clearly be negative domestic
value added). It was leery of approving much funding for
chicken raising and disapproved raw materials for battery
production, both because of this concern. However, its decision
to aaopt a limit of $150,000 per applicant was apparently more
for equity reasons than because it was convinced that smaller
applicants would be more efficient users of imported
commodities. Nevertheless, this decision made it easier to
comply with the small business set-aside of $500,000 established
in the apnroved design.
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2. Public Sector Allocations

The allocation criteria issued for the public sector element of
this program are sketchy (see Annex I). They correctly require
local currency deposits of all participants--a measure that
ensures that budgetary priorities within the organization are
established and CIP imports judged against other needs. A
review of allocations made under the public sector element of
the program indicates that the letter of the established
criteria were followed for all allocations. Esxcept in two
cases, it is apparent that the spirit of the objectives of the
program was also maintained.

The demand study prepared as part of the PAAD design process
surveyed three public entities (LTC, LEC and the Liberian Water
and Sewer Corporation--LWSC) and found potential demand for $5.9
million in imports, of which $3.8 million would likely be
sourced in the United States. The demand study and the PAAD
itself anticipated that LWSC would not be able to participate in
the program because it does not have sufficient revenues. As
noted earlier, there are now six public sector entities
participating in the program. LWSC was able to obtain just over
half of the local currency and the USAID and the GOL have since
agreed to provide local currency counterpart from PL 480
generations to cover the balance. Given that safe water is a
primary health need and the quality of LWSC management places it
among the best-managed public sector organizations, the Mission
believes that this use of PL 480 currencies was better than most
alternative uses. (This conclusion was not examined in any
detail by the evaluation team.)

Two decisions do not seem to be in accord with general A.I.D.
and Africa Bureau policies which favor private sector-led
growth. Tne first was a decision to finance three buses for the
University of Liberia at a cost of roughly $96,000. The second
decision, not yet final, is for $100,000 of spare parts for
seven garbage trucks for the Monrovia City Corporation. These
allocations do not rank high in terms of the Mission's current
country development strategy, nor with the strategy now being
developed. There are three effects that stem from them. First,
dlternative uses of the funds are precluded. Several
parastatals that are more self-sufficient could have received
larger allocations in the program. Their operations affect many
more Liberians of all income groups. Second, the allocations
make it easier for the COL to live outside the constraints
cdused by its fiscal policies. Granted that any public sector
use of the CIP might have the same effect, but what priority
does helping these institutions have in development terms,
especially the University, whose operations are already heavily
subsidized and affect only a small percentage of Liberians? The
third effect is to allow the use of the CIP's limited foreign
exchange resources for activities that permit the public sector
Lo narrow the scope for private sector growth in ,
Liberia--contrary to one of the main (albeit implicit)
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objectives of the program. The private sector is probably now
fully capable of providing transportation services for students
and faculty to the new campus and certainly would be if given
enough advance notice of the possibility of this kind of
business opportunity. Two participants in the private sector
element of the program are in the transpertation business. In
addition, there are reportedly four private garbage collection
services operating in Monrovia. oOur provision of garbage truck
spares to the city will enable it to rehabilitate seven vehicles
and make it much more possible for the city to carry out its
stated intention of installing a public monopoly in this
activity. Even if it does not escablish a monopoly, we should
not be depriving private entrepreneurs of opportunities to
expand their businesses.

Undoubtedly, many considerations entered into these decisions
which are not readily apparent to outsiders, and only 4.3
percent of program resources are involved. Nevertheless, the
evaluation will recommend that the impending Monrovia allocation
not be approved unless some conditions are accepted to expand
the private sector role in this business. 1In addition, no
further allocations should be made under this program that would
limit private sector growth opportunities.

V. Economic and Financial Impacts of the CIP Program

This section estimates the initial and ultimate impacts of the
program, based primarily on empirical observations. These
observations are drawn from personal knowledge gained in the
course of the evaluation and before, and from interviews with
knowledgeahle observers of the local scene and with program
participants, including importers and conduit organizations,
such as the Small Enterprise Financing Organization {SEFO) and
Partnership for Productivity/ Liberia (PfP/L), local PVOs, and
manufacturers' representatives.

A, Basic Questions: Additionality, Fungibility and
Windfall Profits

All of the net effects of a financial transaction are
unknowable. To gain a fair idea of these effects, however, one
must have a good idea of what would have happened without the
transaction and of what happened with it. Even though it may be
rather simple to gauge what the visible first-round impacts of a
CIP are, it is difficult both to trace second-round effects and
to estimate what would have happened without such a program.

First is the question of additionality. A CIP is supposed to
increase the supply of foreign exchange by financing certain
imports. 1In the case of this CIP, the design is unclear as to
whether increasing the importation of certain classes of goods
for certain economic actors would constitute attainment of the
objective, or whether a simple increase in foreign exchange
availabilities was sufficient to brand the program a success.
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An explicit objective of +this CIP was to generate local
currencies to be used to support civil service reform and
support the private sector in the process. It is clear, so far,
that the program has increased the supply of foreign exchange
available for the importation of the kinds of goods handled by
the program. Expenditure means that this is occurring. The
program will continue to do this. The more important gquestion
is: What portion of CIP imports was additional to what would
have occurred without the program?

The second question is fungibility. Some resources, like
financial resources, are interchangeable. Once mixed, they
cannot be distinguished from other like resources. Although we
may know what happened to the CIP dollars, we do not know what
happened to the money that no longer was needed for imports. It
could have gone to capital flight, it may have been used for
other imports, or it could have just increased the supply of
foreign exchange circulating in Liberia (or sitting in local
bank accounts). Once the question of additionality is answered,
one has an insight into the answer to the fungibility question.

The third question was an issue at the time of program

approval. It was thought that windfall profits were likely
under the program because of the differential that existed
between the official and the parallel exchange rates. Importers
who had access to the official market for all of their needs
would not seek to avail themselves of the CIP program, of
course, but what about the wealthy importers who were reputed to
run the export-import business and were influential at the
highest levels of the public administration? How could A.I.D.
guard against all cf the obvious benzfits of the subsidized race
going to the highest income groups in the country?

The evaluation uncovered no €easy answer to these guestions.
Estimates are possible, although several stages of analysis are
involved.

Most private sector importers interviewed said that they would
have undertaken to import much the same commodities without the
program. The quantity they could have imported would have been
significantly less, however. 1In effect, they would have made
fewer imports in the same time period. Most indicated that they
had a certain sum of coins available for imports and would have
imported the guantity that this sum afforded them.

In the case of these importers, the gquantity that they would
have imported can be approximated in the first instance by
measuring the ratio of the cost of foreign exchange under the
program to the cost of foreign exchange they otherwise would
have faced. A rough average for the parallel market rate during
the period in which private sector L/Cs were opened was 2.0
on-shore dollars per U.S. dollar. The cost of foreign exchange
through the program was effectively 1.15, including bank charges
of 15 percent. (At least some importers had to also pay the
"currency use fee" charged by the GOL, but this will not affect
our calculations here.) Given these relative prices, a given
amount of coins would have purchased 1.74 times as many dollars

A
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through the program than through the parallel market and, at the
same price of commodities, 74 percent more commodities. This
may not have been the case for all end users, since they may not
have needed all of the commodities their coins could purchase at
the lower price of foreign exchange available under the CIpP.

One very instructive example was found during the evaluation.
National Milling Co. was able to bring in wheat at a price that
made its flour affordable in the local marketplace. Its main
competition is subsidized European flour. The company's
representative said that, without the CIP, he would have had to
charge about 15 percent more for his product. Under those
conditions, he feared that most consumers, despite their
preference for his company's high-protein flour and its
acknowledged good baking qualities, would have chosen to reduce
their purchases of his company's flour, and by muzh more than 15
percent. He believes they would have shifted more to subsidized
flour and that his company would have imported about 40 percent
less wheat at the parallel rate, as perhaps only 60 percent as
much would have been needed for sales in the period covered by
the CIP purchase. (The demand for this flour apparently has a
price elasticity of about 2.7.) The local sales and,
eventually, the importaticn of European flour would have
increased, but by less than the decline in sales of his flour.
The CIP program probuably increased U.S. exports by about
$380,000 of iLue total of $945,000 imported by National Milling.
This increase was probably more than the European decrease.
Thus, our CIP led to trade creation.

It is important to note that the Mission's decision generally to
fund only part of the request for large applications and split
up allocations among many applicants probably helped ensure
that, in total, no fewer coins were spent than available and
planned by importers. For any individual importer, this may not
have been true, however.

The second factor to consider is the relative price of
shipping. Shipping costs are higher for the U.S.-flag vessels
normally required under the CIP than available from
non-conference vessels. Containerized shipments cost about the
same from both sources, but there is a big differential for
break-bulk shipping (bulk commodities or shipments of less than
a full container load). Break-bulk shipments of other than
grain shipments cost about $320 per ton on non-conterence lines
versus about $675 per ton on U.S. carriers. According to CIP
records, an average of 14 percent of L/Cs for importers using
U.S. vessels was for sea freight, versus 8 percent for non-grain
CIP importers using other vessels. Thus, for shipping on
non-U.S. flag vessels, the rest of our importers could have
purchased 6 percent more products.

Third, U.S. prices are generally higher than available from
other sources for essentially the same commodities. (There may
have been a quality difference in some cases.) Differentials of

e
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10 to 15 percent were often quoted by CIP participants. To be
sure, there also exist contrary cases, depending on the
commodity involved. 1In general, it is probably safe to assume
that about 10 percent more goods can be purchased for a given
quantity of U.S. dollars from non-U.S. as opposed to U.S.

sources.

Fourth, participating in the CIP involves other additional costs

in time

and money: more paperwork (this falls more heavily on

the exporter); the time to fill out application forms, await an

answer,

and generally comply with our procurement rules (several

price quotes, for example); and more frequent and lengthy delays
for arrival of goods. Since import duties are paid on CIF

values,

importers are doubly penalized for using more expensive

shipping. The cost of the average shipping delay, approaching

two months on average but with wide variation, valued at an

annual percentage rate of 12 percent, is 2 percent. Another 2

percent could be added for import duty increases because of

higher shipping costs and purchase prices. And an additional 2

percent can be attributed to the time lost in ordering and

otherwise complying with our regulations. In sum, perhaps 6

percent

should be added for these costs.

It is easy to see why experienced commodity management officers
estimate that private sector importers using the CIP end up
paying 20 to 25 percent more for their imports under the CIP as

opposed

to normal commercial purchases.

The calculation of the net foreign exchange benefits to an
importer from the CIP can be made on the basis of the above
information:

Quantity of foreign exchange through CIP

versus parallel market (exchange rate subsidy): 1.74

Times the decreased quantity of goods purchasable

in the United States (higher U.S. prices): .91

Times the quantity of imports still affordable

after increased shipping costs: .94

Times the effects of longer ordering times,

shipping delays, higher customs duties, etc.: .94

Equals: Net real foreign exchange

available by using CIP: 1.40
In sum, then, importers participating in the Liberia CIP got an

average

of 40 percent more foreign exchange for their money.

This means that they are that much better off in exchange for
their having endured the A.I.D. hassle. It also means that
A.I.D. could bump up the price of CIP foreign exchange in iocal
currency terms by 40 percent--if we wanted to eliminate the
differential benefit of using our foreign exchange. This would
take the rate to 1.51, including the bank charges of 15 Liberian
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cents per U.S. dollar, based on the current parallel rate of
2.15. If the parallel rate goes higher, our rate would have to
be proportionally higher. We could also undertake several
actions outlined in the Commodity Management Speciclist's report
(Annex F) to offset some of the cost of doing business under
A.I.D. rules. Of course, if the parallel rate goes down, our
rate should also move down proportionally. Increasing our rate
would decrease the chance for windfall profits, but it would
als~ decrease the likelihood that CIP-financed imports are
add.cional and increase the chance that program resources simply
substitute for other financing.

All of the above is a prelude to answering the three basic
questions. First is additionality, to which one key is
comparing what happened with what would have happened were there
to have been no CIP.

It is logical to start by assuming that all, or virtually all,
public sector imports facilitated by the program would not have
occurred in its absence, except for part of the LTC portion
($375,000). LTC is a special case. After the allocation was
approved, the Mission found out that LTC has significant foreign
exchange revenues, 26 months of which it has mortgaged to repay
an improvement program now underway. Our financing allowed LTC
to m rtgage its future foreign exchange revenues for a shorter
period of time, but it had to pay coins up front into the CIP
Special Account. The deposit paid for imports that were cheaper
by at least 40 percent in local currency terms than if the same
amount in coins had been used to buy foreign exchange at the
parallel rate. It is therefore logical to assume that at least
$140,000 of LTC's CIP imports were, in fact, additional. Adding
this figure to the rest of the public sector portion of the
program, we can estimate that around $1.10 million of public
sector CIP imports were additional. This is about 83 percent of
the amount made available for public sector imports.

On the private sector side, we can safely estimate that about
$380,000 of National Milling's imports were additional, as
discussed earlier. We can also estimate that, at a minimum, 40
percent of the remaining private sector imports, or $930,000,
were additional, under the assumption that this is the greater
amount of imports possible under the CIP (even adjusting for the
costs of A.I.D. rules and higher U.S. prices). As a first
approximation, then, we can calculate that there were additional
private sector imports in the amount of at least $1,310,000
including those of National Milling. But we also know, based on
interviews with program participants, that most importers
typically think in terms of CIF prices. They tended to use the
CIP for those items that were cheaper in the United States, or
maximize the purchases of items that were relatively cheap there
(from among all of their import needs), or got a higher quality
good than they would have settled for from other sources. The
impact on additionality of these considerations is difficult to
quantify, but there must have been some :dditionality involved.

4



-17-

For purposes of this analysis, an additional five percent must
be a reasonable and conservative figure in this case. Using
that figure would add around $115,000 to our sum. Some
importers told us that our subsidy made new imports financially
feasible for them, allowing them to import something they would
not have undertaken without the special exchange rate. These
involved relatively small amounts, however, totalling about
$200,000. To adjust for these cases, the 60 percent of this
amount not added earlier must now be included, adding $120,000
to the total. This would bring total additional private sector
imports to $1,545,000, some 48 percent of that made available
for private sector imports. Summing the total additional
imports estimated for the public sector ($1.1 million) and the
private sector ($1.545 million) gives a total of $2.65 million.
This represents 58 percent of the amount available for imports,
i.e., excluding the administration part of program funding.

This is a conservative estimate. The difference of $1.95
million is, by subtraction, the highest possible amount of other
resources owned by the participating importers that expenditure
of CIP funds could have freed up for other uses. It is also the
maximum amount that would be of concern because of money's
fungibility. Theoretically speaking, alternative uses could be
such legitimate uses as business and personal imports, or they
could take the form of capital flight, among other
possibilities. Unfortunately, the evaluation was not able to
shed any definitive light cn what might have happened to the
freed resources.

There is reason to believe, however, that these resources were
used for imports first and foremost, if not exclusively. All
businesses surveyed during the evaluation said that the greatest
single impediment to expanding their operations was the lack of
foreign exchange. This may have to be interpreted as saying
that the lack of cheap foreign exchange was seen as the main
obstacle, but all surveyed firms knew exactly what they would do
with more foreign exchange. It is not unreasonable to believe
that all foreign exchange freed up by the program was, in fact,
also used for imports. It is also not unreasonable to believe
as well that such sums could have been used for purposes less in
keeping with the objectives of the program.

More can be said about the possibility that our program enabled
massive windfall profits for the few people who were awarded
access to the preferential exchange rate made available through
the program. There are three reasons to believe that
participants did not significantly increase their profit
margins. They may not have been able to increase even total
profits.

First, those who are very well connected politically would have
had access to even cheaper foreign exchange through the National
Bank of Liberia (NBL). They would not have participated in the
program, because its resources were more expensive than through
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the NBL. To the extent that the NBL could not satisfy
importers' foreign exchange wants, they would be free to look
elsewhere, including the JIP. Some participants, in fact, had
such access in the past, mainly well-established businesses
owned by old-line families. All applications were subjected to
the same criteria. The evaluation found no private sector
applicants whose award seemed to be made on other than technical
grounds.

Second, the program was administered in such a way as to
minimize the chances for price gouging. A major reason why the
program approved few applications for goods for resale was the
concern about windfall profits. Further, commercial entities
that served as conduits for end users were required to charge
only their normal Liberian dollar profit. They were paid for
their services, but were required to pass along all the benefits
of a preferential exchange rate to the end users.

The third reason for believing that importers did not unduly
raise their prices is that price controls do exist, even if
applied only unevenly. They cover a lengthy list of commodities
that use imported materials and on certain goods imported in
finished form. The controls are not on the actual selling
price, but on the mark-ups permissible at the wholesale and
retail levels. The mark-up rates were negotiated originally
with the commercial sector. It is true that the GOL is not able
to enforce these controls in all instances and that not all
participants in the program are engaged in activities subject to
price controls. However, for major basic products, the office
charged with enforcing the price control regulations is at times
reluctant to approve margins as large as those that appear in
the regulations. Fortunately, they are realistic in accepting
the actual cost of foreign exchange rather than insisting that
foreign exchange is available at the official price. As
discussed in the following section on the economic effects of
the program, several of the manufacturers participating in the
program have reduced their prices below the legal maximums in an
effort to retain or expand their market share.

In addition to importers of resale goods, other participants
also could have benefited from the implicit exchange rate
subsidy (estimates above at 40 percent). all transactions were
scrutinized and, taking into account interview information,
estimates prepared of potential windfall profits. The total
involved in probable windfall transactions was about $500,000~-
of which probable windfall was $200,000. This is 6 percent of
the private sector element of the program. But it was a concern
at that time--when the parallel rate was only about 1.5--and
remains a management concern to the Mission now that the
parallel rate is 2.15. Given the experience to date under the
program, it is clear that the cause for such concern being
realized in praccice is significantly weaker than had been
supposed earlier, for all of the above reasons. Indeed, there
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is more evidence to support the view that much of the potential
profit was passed along to consumers in the form of lower prices
rather than staying with importers as producer's surplus.

B. Economic Effects

There are many effects in CIP programs that affect microeconomic
and macroeconomic variables. Some are best grouped according to
their impacts on output or input markets, while the rest can be

treated with other development effects.

1. Output Markets

The first obvious effect of the Liberia CIP is that it
facilitated an increase in total economic activity. The impact
is small, but it is important to know that the program had a
positive effect on production. There will be multiplier effects
as first round effects work their way through the system.

The program had an influence on the level of competition that
was positive, on balance. Several importers of raw materials
commented that they were able to reduce prices below what they
would have been in the absence of the CIP. This enabled them to
prevent a loss in market share to imports of finished goods or
expand their share of the market against imports.

This was true for the plastic shoe industry, for example. The
owner of the only local firm in the business said that his
company had a wholesale price of $9 per dozen pairs of shoes in
1985, when the company was operating under a tax holiday and had
a virtual monopoly on the local market. Now, despite the
on-shore cost of foreign exchange having dcubled, his price is
only $12 dollars for the same style shoe. He cut his prices
about a dollar a dozen as a result of the CIP. He reported that
competition from manufacturers in the Ivory Coast in particular
is especially fierce. A similar story of price cutting was told
by both members of the aluminum window/roofing sheet industry
who participated in the CIP, for whom real prices in foreign
exchange terms have fallen by around 15 percent. Their problem
was not imported finished goods but competition with each other
and against other uses of the consumer's dollar--which are many
in a country just now recovering from years of decline, as is
Liberia now. The strength of competitive forces was confirmed
by the importer who fabricates galvanized steel roofing sheets.
Likewise, the operators of the oxygen plant imported under the
CIP said that they were able to set the per-bottle price of
their oxygen, which is 99.5 percent mositure-free, at $35,
whereas before they started this plant, the price in Monrovia
had been $60--and that for oxygen that was only 85-~90 percent
moisture-free (they said). This firm seems to be the cause of
the competition, however, not some indirect, unidentifiable
market force. Perhaps it is because the owners are of Indian
extraction and came to Liberia only recently that they may feel
freer to launch competitive wars than would more established
firms. Whatever the cause, the effect is the same for as long
as it continues.
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The effects by sector are difficult to discern, except between
the private sector and the public sector and between local
manufacturers and importers of finished goods. Since most of
the entities using funds made available to the public sector
provide products/services for both productive enterprises and
households (potable water, telephone, and electricity, for
example), the effects are not contrary to private sector growth
and individual well-being. Nor were these areas which are
likely to attract much private sector investment (except LTC,
perhaps, depending on how it is sold). Nevertheless, as
mentioned earlier in the discussion of public sector
allocations, not all allocations there were equally neutral to
or as favoring of private sector growth. But it is clear in the
private sector portion of the program that local manufacturers
were favored over importers of finished goods--and by a wide
margin. Program statistics show that resale items allowed in
the CIP were less than seven percent of the total, with a net
advantage to manufacturers of $2.7 million. The few exceptions
that were made to not accepting applications for resale goods
were based on the fact that such imports would be made at prices
charged by manufacturers to their representatives, which are
kKnown to be lower. This saves foreign exchange for Liberia.

Within various lines of manufacturing, the PIC adopted the
objective of approving applications from all interested parties
in a particular line if presented, and to make sure that about
the same percentage of annual requirements were provided. This
had the effect of not changing the competitive position within
the industry. Of course, some lines had only one applicant, but
there was not much that the PIC could do about that.

In terms of prices, the CIP did, in fact, affect the relative
prices between participants and non~-participants, especially
between manufacturers and importers of finished goods.
Theoretically, this could have had the effect of supporting
"hothouse" industries, that is, those that would not have
existed or survived without the preferential exchange rate. The
only protection that is possible in making decisions like those
that had to be made in this program is to be sure that the
industry did not have negative net value added at border

prices. As mentioned earlier, batteries and possibly poultry
were the only examples found where this was thought possible.
Since poultry was a close call, the PIC decided to allow imports
to support that industry. It would be worthwhile to track the
consequences of that decision to see what happens to the
industry in the future to see if it is really a negative value
added industry as alleged or a positive value added one, as
would be consistent with the widespread raising of chickens in
this country. This does raise the question of whether a country
should take advantage of subsidies other countries attach to the
production or export of some commodities. Their consumers would
be better off if they did.

/ ’
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2. Input Markets

According to the survey of CIP users, employment effects were
small. Manufacturing is not an efficient user of foreign
exchange in Liberia. Most of those who responded to the
question said that the CIP commodities accounted for 60 to 70
percent of the price of the product. While this probably is an
adequate answer if the question had been cast in terms of total
costs, it still indicates that indus‘tries, especially larger
establishments, are not very intensive users of labor. This
confirms observations made in other studies, and it may be true
even though it is probable that more labor is used per unit of
output in Liberia than in more advanced economies.

Respondents also repcried tliat thers werc *ew backward linkages
beyond labor and public utilities (especially energy) and few
forward linkages except for materials produced under the CIP for
construction.

Overall, the effect of the program was to reduce the cost of
capital relative to that of labor. The only check on this that
might be possible wit' a CIP that is not confined to already
intensive users of lapor (such as most agriculture) is to try to
avoid improving the labor efficiency of capital over that
aiready in country. Of course, some technologies are not
available in labor-efficient and capital-efficient versions.
Much of the technologv that is available o. the world market is
already embodied in specific machines, with only one
capital-labor ratio.

A review of program files showed that no technologies that
changed capital-labor ratios were introduced under the program
with two relatively minor exceptions. First was the oxygen
plant--a new company, and second was the brake reliner
machine--a new product (service) line at an existing
establishment. Neither is new to Liberia, however, and the
first added to competition in the economy. The evaluation
concludes that there was nothing the program implementors could
really do to affect labor usage in the country within the
present design. The evaluation will recommend that agricultural
production be given higher preference in follow-on programs.

3. Other Development Effects

Three topics need to be addressed in this section. First is the
question of whether the program can be judged a success in terms
of its own objectives. Second is the question of the geographic
spread of the program, an element in the legislatively-mandated
list of concerns in the design and evaluation of ESF-funded
CIPs. The third topic is the most important, dealing with the
policy implications of the CIP program as a whole for the course
of Liberian development now and in the future. All three topics
will yield suggestions for future programs.

o
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Before proceeding to these topics, one area must be discussed.
The evaluation team was unable to gather sufficient insights on
whether the program led to trade creation or simply diverted
trade from normal sources of supply to alternative ones.
Anecdotal information suggests that some trade creation
occurred, but most imports probably either had no affect on
trade patterns or resulted in trade diversion. Because of the
evaluation's inability to answer this question more
definitively, the subject will not be treated further.

Accomplishments Versus Objectives. The primary purpose of this
program that was not overtaken by events subsequent to PAAD
authorization was to support private sector growth. The program
was to have done that by providing the quick-disbursing foreign
exchange resources believed to be needed to enable the private
sector to survive the overwhelmingly negative business
conditions in Liberia and engender greater confidence in the
economy. Negative business conditions were traceable for the
most part to inappropriate economic and financial policies and
management in the face of weak markets for Liberia's major
export products. Quick disbursements were thought to be the key
to achievement of this purpose. Judging by remarks made by
persons interviewed during this evaluation, the program was
instrumental in raising business confidence, even in those
applicants who were turned down. One successful applicant even
said that the CIP came at a time when he was contemplating
closing down the firm that received CIP resources. In addition,
the announcements made at the initiation of program
implementation contributed to an immediate drop in the parallel
exchange rate, on the order of 30 percent (from 2.35 to 1.65
Liberian dollars), on the heels of a sharp increase the month
before. No doubt other factors also contributed to this
decline, but the influence seen by several interviewees was
clear. One should not overestimate the contribution of the CIP
to recovery, but there is clear evidence that supports the
hypothesis that the program was successful in raising business
confidence in the economic future of the country at the same
time that it provided an important level of resources to act on
that optimism.

This program was useful at the time it was being negotiated in
supporting the OPEX project aimed at improving macroeconomic and
financial policies and management. The condition precedent that
required the arrival of the first group of OPEX experts was well
chosen. That was the primary initiative then or since of any
development organization to help Liberia improve its performance
in these areas. The fact that the OPEX effort was not
successful does not mean that the CIP did not effectively play
its part. The program cannot be judged a failure on this
account, even though this was the first stated objective of the
program.

The second objective overtaken by events was to provide a
mechanism that would generate the local currency needed to
support implementation of civil service reform. Generated
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monies were to be used to fund severance payments to retrenched
civil servants, since the GOL did not have sufficient revenues
to undertake this portion of the program. At the time the
high-level agreements for supporting policy reform were reached,
the A.I.D. Administrator also offered to seek additional PL 480
funds for Liberia to serve the same burpose. A second $5
million of PL 480 resources was provided in TY 1987, bringing
the total to %10 million that vear. This level was continued in
FY 1988 on the premise that civil service reform would proceed
apace. It did not. Again, however, the CIP cannot be said to
have been unsuccessful because a reform effort it was to have
supported ultimately :ailed. On the contrary, it can be
successful in supporting other development objectives. It has,
in fact, generated a substantial sum of local currency that will
be used for development purposes. At the time this evaluation
was being completed, the USAID was considering various options
for the use of these funds. While these uses cannot be
evaluated yet, several suggestions and guiding principles are
offered in the recommendations at the end of this paper.

Geographic Spread. There were clear trade-offs in the course of
program implementation between quick disbursements and
increasing the geographic spread of benefits. Most users of
imported commodities are located in Monrovia and, to a lesser
eXtent, in a few other population centers rather than in small
towns and villages. The Mission chose the former over the
latter because it was more consistent with the program's
objectives. Almost half of the CIP private sector program went
L0 end users outside of Monrovia (this includes the large
allocation to the National Milling Co., whose milling facilities
are located in Buchanan), as did one-fourth of the public sector
portion. Now that the business community has more or less well
adjusted to macroeconomic policies and the markets for Liberia's
exports have picked up, it would be appropriate to look once
again at geographic questions. There are several changes that
could be introduced in any follow-on CIP program to increace the
chances that it has beneficial impacts for a wider segment of
the population and make better use of Liberia's labor force.

The recommendations will address this issue.

Policy Concerns. It is clear that the CIP has allowed the
continuation of inappropriate economic and financial policies
and management by praventing a further deterioration in business
confidence, the parallel exchange rate and employment and
production. Our resources have made it easier for Liberia to
patch together short-term solutions to on-going problems rather
than face up to the task of thinking through and implementing
the kinds of far-reaching changes that would re-orient basic
policies in these areas. This was not intended explicitly, but
was rather a natural consequence of providing macroeconomic
support to the country. 1In particular, the participation of the
public sector in the program had a direct effect in this
direction.
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A.I.D. was not incorrect in authorizing the CIP. This issue was
brought up at Africa Bureau reviews of the proposal and was
recognized at the time to be an unavoidable consequence of the
program whose importance would vary according to the success of
the program. It is easy to see, now that program implementation
experience and the passage of time have allowed an appraisal,
the overwhelmingly positive impact the program has had in terms
of its own objectives--and on the ability of Liberia to sidestep
more thorough adjustment measures.

There 1s no reason why A.I.D. should continue the public sector
portion of the program in the future. There will be costs cost
associated with this re-orientation, of course, especially for
those public entities who have been benefited by the program to
date and for their customers. For A.I.D., it is a simple
question of priorities. Should it use all of the rather limited
means at 1ts disposal to attend its highest priority objectives,
or should it diversify its portfolio? To a certain extent,
present strategy incorporates the decision that A.I.D. should
use 1its resources to hold things together in basic development
service areas of greatest importance to the majority of
Liberians, such as health and education, until a better molicy
climate appears. The Mission proposes to work in those areas to
strengthen private sector alternatives to public sector-based
approaches to providing these services. The logical extension
of that approach would be to exclude public sector participeation
in future CIP activities. The evaluation will so recommend.

C. Financial Effects

Some effects ¢f a CIP program are felt for the most part through
economic variables, whereas others are of greater finencial
importance. This CIP has many effects that fall primarily into
economic areas, even when they have financial aspects to them.
Others are more concentrated in the financial area. Foreign
exchange rates, government revenues and absolute (not relative)
price levels are three that are, in this case, more clearly in
the financial area.

1. Foreign Exchange Markets

Evidence was found to support the view that psychological
factors were in play in the market for foreign exchange when the
CIP was announced. The evidence is slim, but tantalizing. Some
of the strong reaction in the market to the announcement of the
CIP program, as described earlier, was apparently due to the
mistaken information that was current in the media (based on
press releases) that the United States was providing $16 million
for commodity imports for Liberia. While this was the size of
the entire program as designed, only $5 million was made
available in the initial agreement and, of that, only $3.25
million was for private sector imports. The drop of about 30
percent seems too much for even $16 million being added to the
supply side of the market (or subtracted from the demand side),
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inless the market is a very thin one. Thin parallel markets are
not uncommon, of course, but Liberia was thought to be exporting
around $100 million per year in private capital at the time and
had probably done so for at least two yYears. These funds should
be seen as tappable, if profit opportunities arose, at least to
the extent that they were being held outs.ide the country in
relatively liquid form as a store of value. Perhaps some of
these funds did return in April after the rate jumped the month
before. Perhaps they account for some of the decrease the
following month. Several active participants in the parallel
market told the evaluation team that the announcement of the CIP
broke the upward expectations that had ruled the market and led
to the large jump the month before. Whatever the strength of
1ts contribution, our foreign exchange resources can reasonably
be held to have helped bring down the parallel market exchange
rate at the time.

The questions that have to be addressed for future programs are
the size of the parallel market now and how it will react to a
moderately-sized follow-on program. Answers to these questions
would be useful in setting a market-clearing rate to be used in
designing and implementing such a program.

According to information gathered during the evaluation, most
estimates of the size of the parallel market were that it is
around $65 million per year. Some sources estimated it as high
as $80 million, but others thought $50 million was more likely.
If this information is correct, a 310 to $15 million annual
injection would be significant and would affect the market more
than marginally. The evaluation team could find no empirical
evidence regarding the price elasticity of demand for foreign
exchange in Liberia. Assuming that it is unity over the
relevant portion of the demand curve and that the size of the
market otherwise is $65 million per vear, a $10 million program
could be expected to decrease the parallel market price of the
U.S. dollar by about 15 percent, from the present 2.15 to around
1.82. This assumes that none of the imports financed by the
program are additional and that our financing simply substitutes
for other resources. The effect on the parallel rate, given
several combinations of market size and elasticity and assuming
no additionality, can be shown as follows in the case of a §$10
million CIP:

Market Size
($ million/yr.)

[ $50 | $65 | $80 | $100 |

Price | 1.0 | 1.72 | 1.82 | 1.88 | 1.94 |
Elasticity | 1.5 | 1.51 | 1.65 | 1.75 | 1.83 |
of Demand | 2.0 | 1.29 | 1.49 | 1.61 | 1.72 |

This topic is of sufficient significance that it should be
examined in greater detail as part of the design effort for any
new CIP program. Any import additionality would decrease the
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adjustment that should be made because it will decrease the
elasticity by its relative amount. Once a rate is decided on,
the proportional factor to adjust for the costs of A.I.D.
procedures should be applied to it.

One must bear in mind that a CIP, depending on how it is
designed, could free up more or less foreign exchange than the
present program did. This is an additional factor that would
have to be adjusted for in future CIPs. Presumably, those
portions of CIP directed to rural end users and to people who
without any local currency credit we might make available to
them for the purpose would not be able to afford imports would
be more likely to add to imports than would the rest of the CIP.

B. Government Revenues

The CIP led to an increase in the base for government revenues.
Import duties would increase to the extent that the program led
to more dutiable imports, as would associated fees. Income
taxes should increase to the extent that the activities
supported by the program were profitable and should be ascribed
to the program in proportion that it enabled their expansion.
Increased excise taxes chargeable on the sales by local
manufacturers of their products shculd be attributable to the
program to the extent that it led to a net increase in the sales
of participating firms.

The amount of revenue base increases will depend in part on the
extent to which participating firms orerate with or without tax
holidays or imported products which were dutiable or not. While
the evaluation team did not have sufficient time to prepare
detailed estimates of potential revenue increases, order of
magnitude estimates were possible.

Total imports financed for private sector importers were
essentially $3.25 million. Of this, a minimum of $1,545,000 was
estimated to be additional to the imports that would have
occurred in the absence of the proyram. If these imports were
dutiable at an average effective rate of 20 percent, including
associated fees, the program can be held to have led to
increased revenues of $390,000. This makes allowances for some
items being duty-free for all or some importers.

Second, corporate and partnership tax rates are progressive,
reaching 50 percent on incomes above $100,000. Since the
largest amount of imports financed under the program was for
large concerns, tax revenue increases should be relatively
strong. However, some CIP-financed imports were for smaller
concerns, and some large firms could have taxable income below
$100,000. Therefore, the income tax revenue impact of the
program was probably at an average rate lower than the top
marginal rate. If 35 percent would, on average, be the
applicable rate, then the program should have induced additional
income tax revenues of $110,000 if importers earned an average
profit margin of 20 percent.
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Excise tax increases associated with the program would be on the
order of $100,000 if local value added amounted to 30 percent of
the value of imported commodities.

In sum, it is possible that somewhere on the order of $600,000
in extra GOL revenues were made possible by the program. This
is equal to almost 20 percent of total private sector imports
financed under the program. If public sector concerns import
some items directly instead of continuing to purchase the same
commodities from local merchants whose profits are taxable, some
reduction should be made from the above estimate. On the other
hand, if the program induced other imports not accounted for
above, total revenues would be proportionally greater.

3. Market Prices

The operation of the CIP impacted on the domestic price level
directly. It provided a cheaper source of imported goods (for
which this evaluation contends that savings were largely passed
on to consumers) than would have been possible otherwise. The
mere fact that imports increased also reduced inflationary
pressures in the economy by expanding the supply of goods
available for purchase. 1In addition, the price level was
affected indirectly when the program in effect froze an
appreciable portion of the money supply, starting from the dates
that individual local currency deposits were made before L/Cs
were opened. These funds will remain frozen until expended for
development purposes.

V. Management of the Program

The Commodity Management Specialist's report (Annex F, the
Program Management Evaluation Report) provides a review of the
CIP management structure and operations that conclude that the
CIP is demonstrably well-organized and managed. The evaluation
has determined this to be so at its current funding level. The
evaluation has also determined that the CIP is fully capable of
assuming a much higher percentage of the Mission's resources 1if
an increased CIP funding level is thought appropriate. Aall in
all, the Liberia CIP was found to be very healthy. His specific
recommendations are:

1. The Mission should review the issue of opening the
program to more local banks. It is imperative, however, that
any additional banks be able to properly record and account for
L/C openings, amendments and disbursements. This is because
AID's own ability to record disbursements is hampered by slow
posting, frequent inaccuracies and late reporting to the
Missions. The ultimate basis of accountingy for Grant activities
is the "former W-214" Report which still has no official number
but which is called the Status of Disbursing Authorizations
Report which is part of the new FACS System. The report arrives

\lf
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in the Mission anywhere from 4 to 6 weeks after preparation and
contains information that is usually one month out of date. A
review, therefore, of Liberia's CIP disbursement rate must
include the realization that official records are 2-3 months out
of date and often inaccurate, thus obliging a review of bank
statements as a way to keep track of program progress. The
crunch usually comes when the Program Manacer attempts a
close-out exercise to deobligate unused L/C amounts in order to
recycle them into new procurements. This can usually be done as
long as bank accounting is timely and accurate--the only
remaining problem being a de facto changeover from disbursement
accounting to accrual or other system to properly monitor
program progress. With what is essentially a commercial import
program, L/C opening is a good indicator of progress. Thus, the
Liberia CIP, with 99 percent of its funds already committed to
L/Cs, has progressed very rapidly.

2. The Mission should investigate the possibility of using
counterpart funds to assist the GOL in adopting measures
designed to support the private sector. This could include
temporarily picking up some of the revenue shortfall were the
GOL to reduce import duties on raw materials and intermediate
goods. The funds could possibly be directed to such areas as
the PL 480 account shortfall in this case.

3. The Mission should also bear in mind that because import
dutics are imposed on the CIF value of goods, an importer is
doubly penalized by using vessels of U.S. flag registry. 1In one
case, a CIP-financed paper products transaction would have cost
$16,000 on a non-U.S. flag vessel but cost $31,552 on a U.S.
flag container vessel. Thus, not only did the importer pay a
$16,000 premium in freight, he also paid an additional $4,000 in
customs duties. The implications involve maximizing the use of
break bulk cargos as well as including this issue in any future
discussions on the windfall issue.

The Mission should determine whether it would be practicable to
use the Egypt tactic of relieving the importer of the
requirement to pay full counterpart equivalent for U.S. freight
but rather to pay a lesser amount based on the difference in
cost between U.S. and foreign-flag freight.

4. The CIP office should be relieved of any responsibility
on gquestions of the Counterpart Fund once the coin has been
generated. Programming the use of counterpart funds is usually
the responsibility of the Program Office, with accounting
handled by the Controller's Office. The CIP office, however,
should be an active petitioner for counterpart, particularly for
private sector encouragement and privatization activities.

5. The Mission should reevaluate the question of using the
CIP as a credit activity because credit could enfranchise a
greater portion of the productive sector which otherwise has no
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other source of credit at present. Certainly, at least one
quota of the next CIP funds should be allocated to PfP/L and
SEFO activities.

6. The importers should be instructed to obtain a '"suitable
number of bids" rather than "3 bids" because the chances are
that wider contact in the supplier community will not only
provide a better picture of the U.S. market but will probably
result in better prices. The strong temptation with the 3 Bid
Rule is that eventually the importer will get one valid bid and
two false bids and play the overpricing/capital flight game.

7. The Mission should consider moving the CIP exclusively
into the private sector, thereby signalling the GOL of our
displeasure with public sector activities and our belief that
the GOL should be assuming fuller responsibility for its own
operations and parastatals' activities.

8. Before beginning a new CIP, the Mission should agree
that the Controller's Office should handle end use monitoring.
Operaticnally, it is handy and very efficient for one office to
be responsible for a complete activity. However, from an
administrative point of view, such an arrangement can lead to
inadvertent abuses that can be avoided if another office assumes
responsibility for only one element of the program. If the one
element is end use monitoring, the Controller's Office would be
indicated. It would do a complete review of each transaction
file and conseguently see any problems that may have occurred
inadvertently.

V. Recommendations

A. Findings:

1. The Liberia Commodity Import Program 669-K-609, Project
669-0214, is meeting those of its stated objectives that events
since the design of the program have left current: it is
providing effective support for the private sector and reducing
foreign exchange shortages, and it has contributed to
restoration of the private sector's confidence in the economy.

2. While the program has not been successful in achieving the
Mission's ultimate policy dialogue goals of improved economic
and financial policies and civil service reform, it was useful
at the time it was being negotiated in encouraging the GOL to
start implementation of the OPEX project. It is, however,
generating the local currency needed to support development
activities in the future.

3. The program is being used in a consistent, economically
efficient way. It contributes in a cost~effective manner to the
broadly based long-term development of the economy. Special
attention was paid to maintaining competitiveness within sectors
of the economy rarticipating in the program.
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4. The program also is being managed efficiently according to
standard measures of CIP management (such as commitment and
expenditure rates). There is cause for concern regarding the
ability of some approved applicants to provide the 1local
currency required for their purchases.

5. Although the economy still has to overcome completely the
full effects of Liberia's poor economic and financial management
policies, the private sector has been able to adjust quite well
to current realities (as have segments of the public sector, to
a more limited extent).

6. The private sector--both commerce and manufacturing--is
vibrant. It is also highly competitive. Local manufacturers
have to vie with imports and try to reduce costs to the bare
minimum. Efforts to maximize profits often take the form of
high sales volumes and low profit margins.

7. With good policies and honest administration, a reduced
public sector cculd make a real, positive contribution to growth
and development. Nonetheless, it is unclear that Liberia will
be able, in the near future, to undertake the sharp reordering
of priorities and Herculean administrative efforts needed to
become current on its official external debt and thereby regain
access to increased development financing. The public sector
will probably find a way to get by for as long as the private
sector remains relatively healthy.

8. About three-fifths of the imports approved for financing
under the CIP probably would not have occurred in the absence of
the program. An estimated 83 percent of public sector imports
and 40 percent of agricultural product imports were additional.
An estimated 50 percent of the remainder was additional.

9. The program is being administered in such a way as to fully
meet the objectives embodied in U.S. legislation for such
programs, although plans for the use of local currency are not
finalized and therefore could not be evaluated. (Local currency
uses are to be evaluated, according to the legislation.) Spare
parts are approved only when they are likely to be used in a
productive way; imported commodities are largely for high
priority development areas, although some public sector imports
are of lesser priority; agricultural production activities are
receiving an appropriate share of available financing; there is
good geographic balance, despite limitations due to the
concentration of industrial activity in Monrovia; and, as stated
above, the great majority of imports are believed to be in
addition to the imports that would have occurred without the
program.

10. U.S. exports were especially favored by the program. All
commodity sourcing was from the United States. Normal trade
patterns would lead to the expectation that only 25 percent of
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Liberian imports would have come from the United States. 1In
addition, U.S. flag vessels were used for virtually all imports
except the agricultural products. Determinations of
Non-availability (DNAs) were issued sparingly. The high use of
U.S. flag vessels had negative implications for importers, their
customers and the program as a whole.

1l1. Not all of the increase in U.S. exports represents trade
diversion in the longer run, because some importers simply
increased the amounts they bought now from the United States and
will decrease the amounts they will buy in the future. The
amount of such purchases is estimated at around $250,000--a
minimal sum in any case. Some trade creation occurred.

12. Windfall profits are estimated to be relatively small.
Looking simply at the ratio between the parallel and CIP
exchange rate would lead one to expect that such profits could
be as much as 74 percent of program resources. The scope for
windfall profits is much more reduced in reality. Such profits
were possible only to the extent that there was a subsidy in the
effective exchange rate, which this evaluation Puts at roughly
40 percent. It was recognized at tie time of program design
that the possibility of windfall profits would be greatest among
goods imported for resale. This was one of the primary reasons
why resale goods were accorded low priority vis-a-vis other
classes of goods in the allocation process. Such resale goods
therefore accounted for only $200,000 of total allocations.
Since it was recognized that other participants could also
benefit from cheaper inputs, all transactions were analyzed to
determine which were likely to lead to windfall profits. The
preliminary results were combined with information from
interviews, which had revealed that some of the largest raw
materials importers cut prices to meet competition. Taking
these pieces of information together, the evaluation concluded
that probable windfalls were about $200,000, some § percent of
the private sector program and 4 percent of the entire program.
While this is not a large number, raising the exchange rate used
in future CIPs would reduce the scope for windfall profits.
Doing this would have the effect of reducing additionality,
however.

13. The weakest portion of the program is that dedicated to the
public sector, for two reasons. First, one of the six public
sector institutions approved for participation in the program
was slow in providing the local currency required to open its
letters of credit. It eventually got PL 480 currency intended
for the Dev lopment Budget. Second, the development rationale
for providing three buses to the University of Liberia and
possibly spare parts to rehabilitate seven garbage trucks for
the city of Monrovia is not clear. Although many considerations
apparently entered into the decision-making process for these
transactions, these institutions will now be in direct
competition with existing private sector providers of these
services. These uses of CIP resources come at the expense of
alternatives, even in the public sector, that would not decrease
the opportunity for private sector growth.
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14, The chance that the program contributed to private capital
flight is thought to be small, although available evidence is
sketchy. Estimated capital flight in 1985 and 1986 was around
$100 million. The economy has improved since then, opening up
new profit possibilities. Stability of the exchange rate since
the initiation of the program more than a year ago is not
inconsistent with lower demand for foreign exchange for flight
capital purposes.

15. In terms of macroeconomic effects, the program has had a
positive impact on production, the public sector revenue base,
employment (somewhat), and price stability. In microeconomic
terms, the program contributed to more competitive markets among
local producers and between local manufactures and imported
finished goods. Several participants who have since made
imports on strictly commercial terms said that our program
enabled them to weather very tight times and may have saved
their firms from bankruptcy.

B. Recommendations:

1. The CIP program should be continued if it is limited to the
private sector and if the changes of the sort given in the
following recommendation are adopted. While the present program
has, in fact, made it easier for inappropriate financial and
economic development policies to be continued (to the extent
that CIP financing is not additional but substitutes for other
resources), it has also made a valuable contribution to economic
growth. Some of its benefits accrued to the general population,
the level of additionality was quite high and estimated windfall
profits were quite low. The program's private sector element
can be expected to continue to have a substantial impact even if
continued in its present form. A continuation that incorporates
a strengthened private sector element would be justifiable on
development grounds.

2. Three measures would strengthen the program's development
impact and its development rationale. What is reeded for
broad-based development, as opposed to simple economic growth,
is a better focus on increasing the productive capacity of the
typical farmer and smaller entrepreneur. First, the Mission
should look for ways to increase the proportion of CIP resources
going to support agricultural production and marketing, perhaps
through intermediary organizations such as PfP/L. Second, the
Miss. on should look for ways to increase the proportion of CIP
resources dedicated to micro and small-scale entrepreneurs.
Third, it should seek to refrain from financing the importation
of raw materials and capital goods used to make products
unlikely to be affordable to Liberians in the lower half of the
income scale.

3. The Mission should make two other changes in the design of
any follow-on CIP to make greater use of market-based allocation
criteria and thereby augment the efficiency with which resources
are used. First, no size limit should be placed on
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aliocations. Each transaction should be judged on its own
merits relative to other requests. However, for this measure to
have its intended effect, sufficient publicity would have to be
undertaken and time allowed for applications from rural-based
entrepreneurs to reach the project. Second, the implicit
subsidy built into +the exchange rate used in the Present program
should be reduced (see Recommendation No. 10).

4. The Mission should consider designing an integrated project
(in addition to the program assistance recommended above) for
micro, small and medium enterprise development that would
provide foreign exchange for imports using a CiIP mechanism and
fund technical assistance and policy and other development
studies. The project should also make local currency credit
available to micro and small-scale businesses, and to those
medium-size businesses which do not now have bank credits. This
credit would be for working capital and fixed assets. Market
rates of interest for such enterprises should be charged. Such
rates are substantially above rates charged by commercial banks
and subsidized lending programs. Subsidies should not be hidden
in low interest rates. Business training should be provide” to
prospective project beneficiaries and business advisory services
to all participating businesses. Ideally, an existing
institution would be used. It will need strong outreach and
financial management capacities. Strengthening an existing
institution to these standards would be more cost effective than
trying to establish a new organization.

5. This kind of project would not require all ESF funding that
is currently programmed for Liberia from FYs 1988, 1989, and
1990. The CIP elements of the project could be in the range of
$1.0 million to $1.5 million, but likely demand would need
further investigation in the course of project development. The
funds not used for this project could well be used for a
continuation of the current program, hopefully as modified in
accordance with recommendation 2.

6. The Mission should address which activities currently being
carried out by PfP/L and SEFO should continue to be financed
from the CIP and which should be incorporated in the SME project
proposed above.

7. In designing its future program and project assistance
activities, the Mission should seek several policy changes to
aid SME development. Based on the preliminary results of the
SME study and observations gathered in the course of this
evaluation, appropriate poliay changes to this end include: the
equalization of import duty rates among raw materials, capital
goods and finished goods; equalization of total effective taxes
and fees--annual registration fees, income taxes and excise
taxes--across similar businesses (across all businesses would be
preferable); and demonopolization or privatization of wholesale
trading in agricultural products entering international trade
(primarily coffee, cocoa and rice), including export trading.
The objective of the first two policy changes would be to level
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the playing field for all businesses. The objective of the
third would be to better pass along price incentives for both
increased investment in these crops and greater production
thereof. Other topics of interest to the Mission, such as
relaxing price controls and interest rate ceilings and policies
dealing wich other aspects of private sector development more
generally, could be included. (See also Recommendation No. 9
below.)

8. The recommendation to continue the private sector element of
the current program is made in full knowledge of possible
pressure from various quarters to use a portion of available ESF
funds for the importation of rice and to continue public sector
participation in the CIP program. Even if any ESF grants to the
GOL are permitted by next year's legislation, we should be
sending the strongest possible message to the GOL that only it
can remove the thorny and complicated impediments that its
policies are placing to achieving financial soundness and
improved public services. Excluding rice and the public sector
from using ESF until changed policies are implemented would be
an appropriate method of enforcing the seriousness of our
concern.

9. The Mission should use the occasion of negotiations for any
follow-on CIP and SME activity to convince the GOL that it
should reformulate its economic and financial policies. The
Mission is proposing a higher level of resources for Liberia
now, with its demonstrably inappropriate policies, than were
proposed several years ago, when we thought improved policies
were possible, and even within reach. It is unlikely that
Congress will approve increased program levels for Liberia until
economic policies and human rights conditions improve. It is
also unlikely to break with its pattern and not require
certifications before FY 1990 ESF resources are used for
assistance to the GOL. It is most unlikely that the Secretary
of State, under the present circumstances, will be able to
provide the certifications that would make FY 1988 and Fy 1989
ESF funds available for assistance to the GOL. Since the
success of the CIP makes it easier for the GOL to continue its
present course, Congress may not allow a new private sector CIP
without some form of policy reform.

10. The Mission should move the exchange rate it uses in the
CIP closer to the parallel market rate. What that rate would
have to be to eliminate the implicit subsidy to users will have
to be determined in the course of program design. It is
premature to estimate now what that rate should be when we are
ready to start any follow-on activity (both an SME project with
a CIP element and a private sector CIP). There are relatively
high costs implicit in using the CIP mechanism and only minor
savings to offset them. The net cost over normal commercial
purchases is in the vicinity of 20 to 25 percent. Given today's
parallel rate of about 2.15 on-shore dollars per U.S. dollar,
the upper limit on the amcunt we could charge now is somewhere
around 1.5 on-shore dollars. If the follow-on program is large
enough, it could cause the parallel market to decrease sharply.
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11. The Mission should not finance garbage truck spares for the
Monrovia City Corporation unless the city agrees to give up its
pretension of establishing a monopoly in this area and agrees,
at least in principle, to see how it can use private sector
contractors for some of the task. This would be more consistent
with the purposes of the program. The CIP should not be used to
limit the scope of private sector growth.

12. The Mission should review the issue of opening the
follow-on program to more local banks in the future. The lower
costs that might be achieved through such competition could be
important, but maintaining the high accuracy and rapid
implementation experience of the present arrangements is also
important.

13. If the Mission moves closer to the parallel rate of
exchange in any future CIP program, it should explore ways of
providing local currency credit facilities to low-income CIP
applicants, especially farmers and established micro and
small-scale entrepreneurs. Although there are well-known
pitfalls to this approach which will have to be guarded against,
the extra costs of supervising and administering a successful
program of this type could be financed with local currency
grants.

l4. Local currency generated under the current CIP will be used
for development activities other than civil service reform. The
Mission should use these resources in accordance with two
principles: the activities to be supported should advance the
purposes for which the dollar funding was approved, and the
administrative burden on the Mission should be minimized. 1In
this case, macroeccaomic policy improvement would rank high, in
accord with the first principle. Also ranking high would be
allocating a portion to supporting other A.I.D.-financed
development activities, in keeping with the second principle.
Third, of course, the Mission should use these ESF-generated
resources to substitute for scarce dollar funding for its
Operating Expense budget.

15. Looking to the future, it is recommended that generations
from any follow-on CIP program be used first for all local
costs, including credit, of the SME project and, if necessary
and desirable, for local currency credit to small and medium
participants in the follow-on private sector CIP program. The
second recommended use would be CIP administration and the third
general OE purposes. The remainder should be used for other
A.I.D.-supported projects. Only if these uses do not require
all CIP-generated funds should activities outside the =haove
areas be considered.

16. Several recommendations for improving the administration of
the remaining portion of the present program and any follow-on
program are contained in Annex F, Program Management Evaluation
Report.
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COMHENTS ON ANY ASPICT OF THE FOLLOWIKG ARE WELCOME.
FYE: USAID'S FAX NUMBER IS 231 (THE COUNTRY COOE}
262-#38 (THE LOCAL PHONE NUMBLR).

3. EVALUATION SCOPE OF WORK:

EVALUAT|ON SCOPE OF WORK
CONMODITY IMPORT PRCGRAN
PROJECT 669-8214, GRANT 663-K-50%

THE EVALUATION TEAM WILL CONS!ST OF TWO PEQPLE, AN
ECONDMIST/TEAH LEADER AND A COMMOD!ITY MANAGEMENT
OFF ICER, THE TEAH LEAOER WiLL BE REQUIRED FOR FOUR
WEEKS, THE CMO FOR THREE.

PURPOSE:  THE OVERALL PURPOSE OF THE EVALUATION 1S T0
DETERMINE THE IMPACT OF THE CIP OM SUSSECTORS OF THE
ECONONMY AND ON INDIVIOUAL FIRMS; AND TO MAKE
RECOHMENDATIONS FOR MAXIMIZING THIS IHPACT FOR FUTURE
CIPS, THE ECONOHIST/TEAM LEADER WILL CONCERN RIMSELF
LARGELY WITH THE ACTUAL AND POTEMTIAL IMPACT OF THE
CIP IMPORTS ON SUBSECTORS OF TME ECONOHY AND ON
INDIVIDUAL FIRMS WHILE TRE CHO WiLL FOCUS ON HOW WELL
THE CIP HAS BEEN ADMINISTEREO. THE TEAM MEMBERS WILL
JOIRILY ASSESS THE IMPACT OF CERTAIN CIP REGULATIONS
OM TNE EFFECTIVENESS OF THE PROGNAN. PARTICULAR
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ATTENTION VILL BE PAID TO THE PROSLEM OF REACHING
SHALL AND MEDIUM ENTERPRISES.

1780 93953

BACKGROUND: THE STATED PURPOSES OF THE CIP WERE; 1)
T0 ENCOURAGE POLICY REFORM (M LIBERIA; 2) 10 PROVIDE
TRE FUNDING NEEDED TO SUPPORT A CIVIL SERVICE
RETRENCNNMENT PROGRAH; 3) TO rFROVIDE SUPPORT FOR THE
PRIVATE SECTOR; JND 4) TO REDUCE FORE{GN EXCHAMGE
SHORTAGES AXD, TO THE EXTENT POSSIBLE, TO CONTRIBUTE
T® TRE RESTORATION OFf CONF IDENCE W THE ECONOHY,

THE CIP FAILED TO ACHIEVE THE FIRST TWO OF THESE,
LARGELY BECAUSE THEY DEPENDED ON TKE CONTINUATION OF
TKE OPEX PROJECT THROUGH 1983, TNIS EVALUATION
THEREFORE WILL FOCUS ON THE DEGREE TO WHICH THE CIP
WAS ACHIEVED OR APPLARS L IKELY TO ACHIEVE THE THIRD
AND FOURTH OF THE ABOVE PURPOSES. IN ADDITION, THE
EVALUATION WILLEXAMINE THE QUESTION OF WHETHER A CIP
CAN BE JUSTIFIED ON DEVELOPMENT IMPACT GROUNOS FOR
LIBERIA.

A SCOPE OF WORK--ECONOMIST/TEAM LEADER

PURPOSE: "THE HAJOR PURPOSES Cf THIS PART OF THE
EVALUATION ARE TO: 1) ESTIMATE TRE ECONOMIC
DEVELOPHENT IMPACT OF THE CIP ON THE PRIVATE SECTOR,
FOCUSING ON [NDIVIDUAL F IRMS AXD SUBSECTORS; AND 2)
SUGGEST WAYS OF INCREASING TNE IWPACT FOR FUTURE CIPS.

THE EVALUATORS Will BE REQUIRED TO ANSWER GENERAL
QUESTIONS WITHOUT MUCH HARD DATA. NMOST OF THEIR
CONCLUSIONS WILL BE BASED OH AH EOUCATED SYNTHESIS OF
ANECDOTAL EVIDENCE. IN ADDITION, 11 (S USA1D'S HOPE
TRAT THE FINDINGS OF THE EVALUATION AKD THE COHHENTS
OF THE EVALUATORS WItL PROVIDE THL MISSION WITH A
FRAMEWORE THAT WILL FACIL I TATE THE JUSTIFICATION,
LARGELY ON DEVELOPHENT GROUNDS, OF A FOLLOW-ON CiP.

SPECIFIC QUESTIONS ANO {SSUES:

1) REVIEW THE MEMORANDUM PREPARED BY THE PROGRAM
IHPLEMENTATION COMMITTEE DESCRIBING THE CRITERIA USED
FOR THE SELECTION OF IMPORTERS; COMMENT ON THE
APPROPRIATENESS OF THESE CRITERIA AND UGGEST WAYS OF
MODIFYING THE CRITERIA TO INCREASE THE LONG-TERH
ECONOMIC {HPACT OF FUTURE CIPS. REVIEW THE APPLICANT
POOL FOR THE ORIGINAL CIP AND EYALUATE IF THE
CRITERIA WERE CONSISTENTLY AND REASONADLY AT LIED,
FURTHER, EVALUATE THE APPROPRIATENESS OF ONLY
PARTIALLY FUNDING THE TOTAL {1HPOR! FEEDS OF
PARTICIPANTS. WERE SOME DESIRABLE ECONOHM!ICQ
ACTIVITIES CURTAILED BECAUSE OF THIS POLICYY ALSO
LOOK AT THE SCHEOULING OF THE ALLOCATION AND SUGGEST
ALTERNATE METHODS THAT MIGHT INCREASE PROGRAM

EFFECTIVEMESS AND IMPACT,

2) THE ECONOIIST SHOULD, HKOWIVER, CONDUCT A BRItF
REVIEW OF THE IMPORTANCE OF CIP {MPORTS IN SELECTED
WARKETS AND SECTORS (.G. AIR TRANSPORT, FLOUR,
OXYGEN AND ACETYLENE PRODUCTION) AKD TO SMALL AND
REDIUM ENTERPRISES. TO WHAT EXTENT IS THE
SUBSIDIZATION THROUGH THE CIP OF THESE SECTORS AND
GROUPS JUSTIFIEQ? TO WHAT EXTENT [S 1T HARMFUL?

) BASED ON INTERVIEWS WITH SILECTED [|MPORTERS,
ASSESS THE EXTENT TO WHICH CIP INPORTS WERE
ADDITIONAL TO WHAT WOULD HAVE BEEM {HPORTED WITHOUT
THE CIP, AND TO WHAT EXTENT TNE CIP 5IMFLY REFLACED
EXISTING HMPORTS. 15 1T LIKELT TWAT THE COMMODITIES
WOULD HAVE BEEN IMPORTED 1F CIP FUND5 HAD NOT BCEN

O

AlD



AVAILARBLE?

4 BASED ON INTERVIEWS WITH IMPORYERS, ESTIMATE
THE EHPLOYHENT AND OUTPUT EFFECTS OF Inf CIP InPorTS
OOTH OVERALL AND (N SELECTED SECTORS.

§) OASED ON INTERYIEWS WITH CIP USERS, OTHER
BUSINESSHEN, AND OPINION LEADERS, ATTEN! T0 AS £ss
WHETHER THE CIP SERVED 10 BOOST CONFIDfNCI IN Tt
ECONOHY. IF IT DID BOOST CONF [DENCE, WAT EFFECT piD
THIS RAVE ON OVERALL ACTIVITY?

6) TNROUGH INTERVIEWS WITH CIP USERS, DLVELOP
SEVERAL CASE HISTORIES OF JMPORTS--COMENT ON INE
POSITIVE OR KEGATIVE EFFECTS OF THE CIP on INDIViDUAL
FIRNS AND, IF POSSIBLE, ON THE SUBSECIOR DICuSsS
ARY LINKAGES THAT RESULTED IN NONK-PARTICIPATING FIfns
BENEFITING.

N ASSESS THE IMPACT OF THE CIP ON SMALL ANC
NEOIUN-SITED BUSINESSES. COMMENT ON Inf POTENTIAL OF
CIPS AS A TOOL FOR REACHING SHALL AND RyRAl
BUSINESSES.

LH AD/V RAS ARGUED THAT THE CIP PROVIDES A
VINDFALL PROFIT TO A SELECT GROUP OF IMPO21ERS.
COMHENT ON VHETHIR THIS PROGRAM WaS HHAPEROPR | AYEL ¥
SELECTIVE AND ON THE EXTENT TO WHICH INORIERS
ENJOYED A WIKDFALL FROM THEIR PARTICIPATION |N ™E
PROGRAM. 1O THE EXTENT POSSIBLE, EVALULIE WHE TwER
PARTICIPANTS PASSED ON ANY COST SAVINGS 0 USERS,
WERE ANY RON-FARTICIPATING FIRHS ADVERS(Y AFFECYED
BECAUSE PARTICIPATING FIRMS RECEIVED ACOPET I EvE
ADVANTAGE?

L) TO VHAT EXTENT HAS THE PROGRAM S{(x ABLE @10
FOCUS ON [NVESTHENT RATHER THAN CONSUWTION GOOWRS?
DOES FINAKCIHG EQUIPHENT RATHER THAN $Past PARKS oR
RAW MATERIALS MAKE SENSE? DOES T INCHEASE THE
DEVELOPMENT [MPACT OF THE C1P?

18} I ADDITION TO THE ABOVE, THE TEAN LTADER WiLL
BE EXPECTED TO WRITE AN EXECUTIVE SUNRARY, NOT 'yo
EXCEED THREE PAGES, COMBINING HIS FINDINGS AND
RECOMHENDATIONS WITH TROSE OF THE SECOND TEAN IWEMBER,
THE COMMOOITY MANAGEMENT OFF ICER.

B. SCOPL OF WORK: COMMODITY MANAGEMEN! OFF1{QER

PURPOSE:  VAE PURPOSES OF THIS PART OF Ing EVAtywATION
ARE TO: A} ASSESS WHETHER THE (MPLENENTATION Q& THE
PROGRAM KAS BELN CONDUCTED EFFECTIVELY; 81 NOTIE Ay
SIGNIFICANT PROBLEMS THAT NAVE ARISEN BRRING THAE
IMPLEMENTATION; C) MAKE SUGGESTIONS o4 ROV 10 xvOID
THE IMPLEMEWTATION PROBLENS M FUTURE CIfS.

- 1) ASSESS THE EFFECTS OF THE CAfG PREFFERENCE
ACT ON TNE PROGRAN, ADYISE WHLTHER A BLANKET, YA VIR
IS JUSTIFIE® FOR FUTURE CIPS.

- SOURCES:  CIP FILES, USAID, HemiLns

- 2) FOR THE PUBLIC SECTOR PROGRAR, ASSESS S THE
EFFECTIVEMISS OF HANDBOOK 11 FORHAL COmETITIVRE
PROCEOURES. KECOMHEND KOV COMPET I Ti0N CAN

BE INCREASED AND WORK LOAD D CREASED.

- SOURCES:  CIP FCLES, UsAID STAFF, & ORFEICIALS
- N MO WILL REVIEW PROGRAN IMPLEMRTAT I3 0N
PROCEDURES INCLUDING OPERATING CIRCULAR, AND
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LPROCEDURES FOR PUBLIC AND PRIVATE SECTOR IMPORTS AND
CIP ALLOCATION PROCEDURES. PROCEDURES SHOULD BE
COMPARED 7O ACTUAL PROCEDURES USED. WOV HAVE
PROCEDURES CHANGED? WHY? DO TMEY REPRESENT MORE
EFFICIENT [MPLEMENTATION? 00 MODIFICATIONS [N
PROSRAN IFPLEMENTATION AFFECT PROGRAM INTEGR)TY?

- SOURCES: CIP DOCUMENTATION, FILES USAID STAFF

- 4)  CNO SHOULD REVIEW PROGRAM ACCOUNTABILITY
AND RANAGEMENT, ARE TRERE TIMELY, ACCURATE AND
RELEVANT REPORTS?

- SOURCES: CIP RECORDS AND FILES, CIP STAFF,
CONTROLLER RECORDS

- S} REVIEW AVERAGE DISBURSEMENT RATE AND I1MPORT
LEVEL FOR THE PROGRAM SINCE THE FIRST TRANSACTION, (

- SOURCES: CIP STAFF AND RECORDS, CONTROLLER
RECORDS

L

- 6) REVIEW PROGRAM COMPLIANCE WITH A. 1,0,
REGULATION 1 PROCEDVRES; J.E. PUBLIC SECTOR
PROCUREMENT (811, CHAPTER 3), PRIVATE SECTOR
PROCUREHENT (ACCEPTABLE PRO FORMAS), HARMING,
TRANSPORTATION, SOURCE/ORIGIN, SHIPPING
DOCUMENTATION, PAYMENT DOCUMENTS, ETC.

- SOURCES: CIP STAFF AND FILES, IMPORTERS

- 7} DISCUSS WITK PROGRAM PARTICIPANTS THE
EFFICIENCY OF THE SYSTEM. COMMENT OM HOW PROCEDURES,
PARTICULARLY THE CARGO PREFERENCE RULES, HAVE
AFFECTED IMPORTERS.

- SOURCES: INPORTERS, BANK, GOL OFFICIALS, USAID
STAFF

- 8)  DETERMINE PERCENTAGE CF TRANSACTIONS, BY
NUHBER AND VALUE, WMICH MAVE BEEN SUBJECT T0 END-USE
AUDITS IN USAID. WOV TKOROUGH ARE AUDITS? HAS THERE
BEEN FOLLOV-UP?

- SOURCES: CIP STAFF, CONTROLLER'S OFFICE

- 8) REVIEW TRE EXTENT TO WHICH THE LOCAL
CURRENCY SPECIAL ACCOUNT IS MONITORED BY USAID, ¥MO
DOES THE ACCOUNTING FOR THE DEPOSITS AND
DISOURSEHENTS?  ARE TNE AGREEMENTS FOR THE USE OF THE
FUNDS SPECIFIC IN ALLOTTING RESPONSIBILITY FOR
FUNDING DECISIONS, MOMITORING AND AUDITING?

- SOURCES: OABR, CONTROLLER, CIP STAFF

- 10 REVIEV CIP STAFF RELATIONS WITH GOL, BANK,
PRIVATE AND PUBLIC SECTOR INPORTERS. ARE THERE
REGULAR MEETINGS? 1S THE CIP STAFF ACCESSIBLE 10
PRIVATE SECTOR FOR ANSVERING QUESTIONS, PROVIDING
GUIDANCE? WHAT 1S EXTENT OF AWARENESS OF CIP
PROGRANS NAS ADVERTISING BEEN ADEQUATE?

- SOURCES: GOL, BANK, IHPORTERS

- 11) REVIEW SIZE AND COMPOSITION OF CIP STAFF.
IS 1T APPROPRIATE 1O THE SIZE, TYPE AMD VOLUHE OF
TRANSACTIONS AND MONITORING/AOMINISTRAT | VE
REQUIRLMENTS OF THE CIP?

- SOURCES: CIP STAFF, FILES, USAID SIAFF

UNCLASS I FIED )

A10945



UNCLASSIFIED

Department of State

PAGE 03 OF 83 MONROV 84521 08 OF 84 M98l 1788 F53953 AID34S]

- 12} WHAT IS STATUS OF ARRIVAL ACCOUNTING
SYSTEM?  TO WHAT EXTENT IS IT UTILIZED OY THE CIP
STAFF! WOW EFFECTIVE 1S THE ARRIVAL ACCOUNTING
SYSTEM N TRACKING CIP TRANSACTIONS? ARE REPORTS
PROVIDED TO THE USAID AND THE RECIPIENT GOVERNMENT
AGENCIES ON A TIMELY BASIS?

- SOURCES: CIP STAFF, COMTROLLER, 6oL
c. JOINT RESPONSIBILITIES

WHILE THE WORK OF THE TwO TEAM MEMBERS WILL BE FOR
THE MOST PART INDEPENDENT, THEY SWOULD COLLABORATE ON
THE GUESTION OF THE CONSTRAINTS POSED BY A.[.D. AND
LOCAL RESTRICTIONS, AND RECOMMEND CHANGES IN BOTH AS
APPROPRIATE.

0. REPORT FORMAT

THE ECONOMIST/TEAM LEADER WILL BE RESPONSIBLE FOR
PREPARING TWE EXECUTIVE SUMMARY AND THE PROJECT
EVALUATION STATEMERT. THE RECOMMENDATIONS SHOULD BE
LIKITED TO A REASONABLE NUNBER AND LEHGTH. THE
RECOMHEHDATIONS SHOULO CLEARLY STATE THE ACTION AGENT
AND PROPOSE DUE DATES.

£. SCHEOULE

THE EVALUATION WILL TAKE PLACE OVER A FOUR WEEK
WRI0D. THE ECONONIST WILL BE IN LIBERIA FOR ALL
FOUR VEEKS AND THE CMO FOR THE LAST THREE WEEXS
ONLY. THE SCHEDULES FOR EACH TEAM MEMBER ARE:

ECONOMIST/TEAH LEADER

WEER 3: REV).Y PROJECT DOCUMENTATION, MEET WITH
USAID STAFF, PARTICIPATE IN ONGOING CIP WORK; PREPARE
QUESTIONNAIRES AKD OTHER MATERIAL FOR FIELD WORK,
CONDUCT SAMPLE INTERVIEWS WITH SELECTED IMPORTERS.

VEEKS 2 AND 3:  FIELD WORK/INTERVIEWS, PREPARE ORAFT
- SUMHARY OF FINDINGS.

WEEK 4, MOK.:  REVIEV DRAFT SUMMARY FINDINGS WITH
- RISSi A STAFF,

- WED.:  SUBHIT DRAFT REPORT

- TMU.:  PRESONT SUMMARY REPORT TO FRONT

- OFFICE

- FRI.:  SUBHIT FINAL REPORY

COMMODITY MANAGEMENT OFF ICER

WEEKS 2 AMD 3:  REVIEW PROJECT DOCUMENTAT|ON,

- PROJECT FILES, IMTERVIEW IMPORTERS.
- PREPARE SUHMARY OF FINDINGS,

WEER 4: SAME AS TEAM LEADER/ECOMOMIST, BISHOP
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TITLE VIII—AFRICA

BEC. 801. BALANCE-OF-PAYMENTS SUPPORT FOR COUNTRIES IN AFRICA.

(a) ESF CommobiTy IMPORT AND SECTOR ProGRAMS.—Agreements
with countries in Africa which’provide for the use of funds made
available to carry out chapter 4 of part II of the Foreign Assistance
Act of 1961 for me fiscal years 1986 and 1987 to finance imports by
those countries (under commodity import programs or sector pro-
grams) shall require that those imports be used to meet long-term
development needs in those countries in accordance with the fol-
lowing criteria: .

(1) Bpare parts and other imports shall be ailocated on the
basis of evaluations, by the agenc Krimarily responsible for
administering part I of that Act, ofvt e ability of likely recipi-
ents to use such spare parts and imports in a maximally pro-
ductive, employment generating, and cost effective way.

(2) Imports shall be coordinated with investments in accord-
ance with the recipient country's plans for promoting economic
development. The agency primarily responsible for administer-

ing patt I of that Act shall nssess such plans to determine
whether they will effectively promote economic tevelo ment.

(3) Emphasis shall be placed on imrorts for agricultural ac-
tivities which will expand agricultura production, particularly
activities which expand production for export or production to
reduce reliance on impo agricultural products.

(4) Emphasis shall also be placed on a distribution of imports
having a broad development impact in terms of economic sec-
tors and geographic regions.

(6) In order to maximize the likelihood that the imports fi-
nanced by the United States under such chapter are in addi-
tion to imports which would otherwise occur, consideration
shall be given to historical patterns of foreign exchange uses.

(6XA) Seventy-five Eercent of the foreign currencies generat-
ed by the sale of suc imports by the government of the coun-
try shall be deposited in a special account established by that
ggvemment and, except as provided in sub aragraph (B), shall

available only for use in accordance with the agreement for
economic development activities which are consistent with the
licy directions of section 102 of the Foreign Assistance Act of
961 and which are the types of activities for which asgistance
mas be provided under sections 103 through 106 of that Act.

(B) The agreement shall require that the government of the
country wnake availabie to the United States Government such
Eortion of the amount deposited in the special account as may

e determined by the Presldent to be necessary for require-
ments of the United States Government.

(b) ANNUAL EvALUATIONS.—The agency primarily responsible for
administering rart I of the Foreign Assistance Act om%l shall
conduct annual evaluations of the extent to which the crieria set
forth in this subsection have been met.
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The methodology used by the economist member of the evaluation
team followed standard evaluative procedures: background
information was collected; interviews were conducted; data and
other inputs were analyzed; and preliminary results were checked
with knowledgeable local sources. The report incorporates
materials prepared by the Commodity Management member of the
team.

First, information was gathered on the background for and the
purposes, structure and operation of the CIP. This included
reading and discussing with appropriate Mission personnel the
following: the PAAD and related documents; program financial
transaction summaries; applicant interview memorandums ;
implementation documents (such as operational circulars,
implementation letters, allocation memorandums and the program
manager's monthly progress reports); and other relevant economic
and program documents. Economic data embodied in USAID, Embassy
and OPEX staff reports and in Government of Liberia documents
were consulted for information on the economic and financial
climate at the time of PAAD design and since then.

Second, interviews were held with participating importers,
bankers, and four organizations--SEFO, PfP/Liberia, Nesstra and
Wallace Consolidated Enterprises--which act as conduits for CIP
commodities destined for some small business and other end
users. A standard questionnaire was prepared for use in
interviews with end users (see Annex D). The questionnaire was
distributed before all interviews with end users to give the
respondent time to prepare his answers. It includes guestions
on what actually happened under the program, what would have
happened in the absence of the program, what has happenec since
the program-financed importation was completed, and what would
happen in the future. Aalso included are questions concerning
the program's employment and production effects within the firm
and outside it, questions to situate the firm in the Liberian
context, and requests for the respondent's opinions about the
program and the prospects for private enterprise development in
Liberia. The questions are mostly open-ended. The
questionnaire contains cross-checks, where possible within the
confines of a questionnaire that was designed to be administered
in less than an hour, to see if the respondent's answers to some
critical questions are consistent. While there was thought to
be no way that interviews could produce hard financial data, it
was hoped the cross-checks would provide at least some control
on the quality of responses.

Questionnaires for interviews with other than end users were
prepared specially for each such interview. The importers/end
users were selected for interview according to several

criteria. First, we wanted to interview program participants
for each class of goods imported under the program (raw
materials, capital equipment and spare parts). Second, we
wanted to include ultimate users who received their conmodities
through conduit organizations. Third, we wanted to be sure that
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firms of different sizes would be represented, as would those
whose owners were of different ethnic backgrounds. As a result,
the number of end users covered by the interviews was quite
large relative to the number of participants--over 40 percent,
covering approximately 70 percent of the program's dollar value
for the private sector. Not counting contacts within the
official American community, some 14 interviews were conducted.
Survey results were validated with Mission prersonnel. Care was
taken not to extrapolate from unreliable evidence, although it
was clear that the information needed for a thorough evaluation
of the economic and financial effects of the program could not
be obtained within the time frame of the evaluation (if ever,
given the nature of some questions). Considered judgments were
therefore necessary to interpret interview results.

It should be pointed out that no interviews were sought with
private sector firms that imported CIP commodities for resale
without transformation (except conduit organizations) or with
public sector recipients, because the evaluation is concerned
first and foremost with the ultimate impact of the current
program on the private sector and with increasing the potential
impacts of any follow-on program. The financial capacities of
most participating public sector organizations were known to be
extremely precarious in any case, such that our inputs were seen
as temporizing solutions, at best, until longer-term structural
problems within these entities could be addressed.

Third, interview and other data were analyzed and the various
analyses written up. A complete draft, incorporating sections
drawn from Mr. Richardson's report, was presented to the Mission

on June 2. (His complete report had been discussed with the
Mission Director and senior staff at the time of its completion
on May 22.) Discussions of the economic portion of the draft

report were held first with the program manager and then, on
June 5, with the chief of the Special Projects and Project
Development in the Mission. The final report was discussed with
the Mission Director and senior staff in an exit briefing on
June 6.
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USAID COMMODITY IMEORT PROGRAM

Firm Name Interviewee
Location Position/Title
Date of Interview Size of Firm (SML)

Approximate proportion of plant capacity normally used?

1. Would you have imported these commodities if there had been no CIP
program?

2. If yes, would you have imported them from the United States?
If yes, would you have used a U.S.-flag vessel?

3. Who buys your products? How do they use your products?

4. Did you increase the number of people employed as a result of this
purchase? If yes, how many?
How long?

5. Were you able to retain people you otherwise would have had to let go?
If yes, how many?
How long?

6. A. What proportion of your selling price is accounted for by the CIP
commodities? (A range is OK for an answer.)
B. Is the proportion higher, lower, or about the same as before?

7. A, How much of local value added is accounted for by labor costs? (A
range is OK for an answer.)
B. 1Is the proportion higher, lower, or about the same as before?

8. What additional loecal purchases were required as a result of your
having obtained the CIP commodities (i.e., backward linkages)?

9. What additional local production, beyond your firm, was made possible
by your production/sales using the CIP commodities?

10. How have the CIP commodities helped you (select as many as are
appropriate)?

Lowered my costs to meet competition from imports.

Enabled me to expand production and sales.

Enabled me to afford a lower percentage of profit margin (not a
lower profit necessarily).

Enabled me to spread fixed costs over a larger base.
Enabled me to start a new product or service line.

Enabled me to restart an old product or service line.
Enabled me to expand an existing product or service line.
Smoothed out production.

Lowered my selling prices to meet competition.

Helped me find a cheaper source of supply.

Helped me find a source of higher-quality goods.

Other? (Please specify.)

R DQ HOAQ QU
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1. Does the CIP program help Liberia save foreign exchange? Generate
ew exports? If not, how could it do so?

2. Is your main competition from imports or other local production?

3. Did your local competitors (importers or manufacturers) also
articipate in the program?

4. Do you know if they tried but were not successful? If they tried, do
>u know why they were not successful?

>. Is this your first experience with US inputs in the line of business
Ju used CIP goods for?

5. If this is not, did you regularly buy these inputs from the US?

7. Have you bought these same goods since your CIP purchase?
(IF NO PURCHASE SINCE CIP, GO TO QUESTION 20.)

3. If you had a purchase since the CIP buy, was your last purchase in
1¢ US or elsewhere?

}. If you had a purchase since the CIP buy, was your last purchase from
new supplier or the same supplier as under the CIP?

). What alternative sources of FX do you have? (Indicate as many as are
)propriate.)

OCwn exports?
Own outside resources?
Allocation from related company's surrender?
Mother company abroad?
Equity investment?
Loan? At what interest rate (APR)?

Supplier's credits? At what interest rate (APR)?
Official allocation of FX?

Bank-brokered parallel market?

Other formal parallel market (such as currency dealer)?
Other? (Please specify.)

a0 o

Do Hh o

. What FX rate do you think You would have had to pay in the absence of
ur CIP purchase?

Could you have afforded that rate for these goods?

If not, what would you have done?

A. Are you satisfied with the quality of the goods you received?
. With their price (not of the shipping cost)?

With the cost of the shipping?

If not, what difference did it make to your operation?

Was the time required for shipping acceptable?

If not, what difference did it make to your operation?

mEHOOQW
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What are the main advantages of the CIP program for you?

For the country?

What are the main disadvantages for you?

For the country?

What are the main opportunities for small businesses in this country?
What are the main constraints you face in expanding your business?

To starting or expanding exports (in this business)?

A
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Persons Contacted

Name

Ajami, Ali K.
Banks, Baldwin
Beebe, Maria

Bernard, Archibald F.

Born, Timothy
Brewer, Alfreda
Cooper, Cecelia
Daniels, Steven B.
Dattatreya, S.

Eid, Ezzat N.
Erves, Shirley
Ezzeddine, Nabil A.
Frankfort, David
Hicks, John F.
Holder, James K.
Khalifa, Richard F.

Kutu-Akoi, Patrick D.

Kulah, Dr. Alfred a.
McLaughlin, Richard
Merrill, Susan
Nyema, J. Charles
O'Friel, Paul C.
Onyekwelu, Fidel C.
Ploch, Edward J.
Roberts, Charles B.
Saytue, Andrew
Schiele, Peter-Boris
Surla, Leo J.
Thompson, Samuel W.
Torres, Benjamin A.
Wallace, Frank O.

Waritay, Muhamed, Jr.

Witthans, Fred
Yaidoo, Euphemia N.
Yarzieh, Charles B.

Organization

A. Ajami Bros.

EFMC Secretariat
USAID

YES Transport Services
USAID

USAID

EFMC Secretariat
Nimba County Govt.

Sun Shine Group Inc.
Int. Alum. Factory
USAID

Liplafco

Nesstra (Liberia) Inc.
USAID

Liberia Steel Products
Younis Bros. & Co.
Citibank Monrovia
PfP/Liberia

USAID

USAID

PfP/Liberia

U.S. Embassy

Richway Trading/Transp
USAID

Parker Industries Inc.
EFMC Secretariat

GTZ

MetaMetrics Inc.
Citibank Monrovia
Citibank Monrovia
Wallace Consol. Enter.
PfP/Liberia

USAID

SEFO

USAID

Annex E
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Kind of Business

or Position

Importer/Trader
Exec. Director
PfP/L Proj. Mgr.

Bus&Car Trans./Gas Stn.

CIP Mgr.

SEFO Proj. Mgr.
Depty. Exec. Dir.
Superintendent
Industrial Gases
Alum. Window/Roofing
Economist

Plastic shoe Mfgr.
Importer/Mfgr. Rep.
Mission Director
Culvert Mfgr.

Alum. Window Mfgr.
Manager

Gen. Mgr.
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Ref -~ Evaluation Scope of Work dated 4/19/89

A) Executive Summary:

The evaluation of the Liberia CIP has so far revealed a list of
ironies that have in turn led to a fresh optimism about the
potential relevance of our development efforts here. The
ironies begin with the stated purposes of the CIP and how the
Mission feels about its success or failure in meeting them.
First, "To encourage policy reform in Liberia." The Mission
feels it has failed in this area because the OPEX Project
failed. The irony is that whereas the OPEX effort turned out to
be much too grandiose, short-term and premature, the CIP proved
to be unusually effective in providing support to the
beleaguered private sector ani to be perfectly poised as a much
more effective and practical policy reform instrument than was
OPEX. It is fully capable of standing on its own as a
development tool rather than the support-type sweetener it was
originally intended to be. Second, "To provide the funding
needed to support a civil service retrenchment program."

This effort failed as well. But the local currency generated by
the CIP is potentially much more useful in effecting a
restructuring of the Liberian economy by helping to bolster the
productive private sector and providing employment than the
originally-conceived plan to use the counterpart to make
Severance payments to GOL employees who would then have no
prospects for future employment. Third, "To provide support for
the private sector." There are no ironies here. The CIP has
provided an immediate shot in the arm to the Liberian private
sector and has pointed the way to & completely different
approach to economic development. Fourth, "To reduce foreign
exchange shortages and, to the extent possible, to contribute to
the restoration of confidence in tne economy.'" The assessment
of this point should be done by the Economist/Team I.eader.
However, the end-users contacted by the CMO were excited about
the possibility of the USAID directing its efforts toward
establishment of a market-determined economy and felt that the
signals this would send to the GOI. would be of the kind it could
not continue to ignore. The repeated concern of those
interviewed was that the USAID would identify the CIP too
closely with the terminated OPEX project and fail to see it as a
viable effort on its own.

To be useful to the Mission as a discrete activity, the CIP must
be demonstrably well-organized and managed. The evaluation has
determined this to be so at its current funding level and fully
capable of assuming a much higher percentage of the Mission's
resources if it is decided that an increased emphasis on CIP is
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appropriate. Program users, Citibank and GOL officials, report
frequent contact with CIP staff and satisfaction with guidance
received and the general openness of communications. The
problem areas discussed in the Scope of Work have been found to
be relatively simple to resolve as will be shown later. All in
all, the Liberia CIP is very healthy.

B) Evaluation of CIP Administration:
1) Procedure: The Liberia CIP is somewhat atypical in that
there is an unusual mix of conditions that affect it. None of

these conditions themselves are unusual, eg., exchange rate
disparity, unfamiliarity with CIP procedures, anc¢ inappropriate
tax structure. But because, when combined, the conditions are
somewhat unusual, the proper procedure for evaluation appears to
be a step-by-step review of the implementation process. At each
step, the CMO will comment on the appropriateness of the
procedures in place, address the problems raised in the Scope of
Work, recommend changes that could strengthen the process and
make observations on conditions that might be of assistance to
the Mission as it considers future CIP activity.

2) Startup: All the usual documentation requirements are
complete and procedures normal. The selection of Citibank as
the only Approved Applicant for the program is worth comment.
The presence of an overseas branch of a U.S. bank can be a
fortuitous circumstance. These 'local" branches seem to pick up
on CIP requirements very quickly and the usual reports that
USAID needs are really internal correspondence for the bank.
Thus, as was shown quite recently, various reconciliations
necessitated by the usual differences between letter of credit
and actual billing amounts can be handled usually quite quickly
between Citibank NY and Citibank Monrovia. This would not
necessarily be the case had the banks had only correspondent
relationships, such as would have been the case if LBDI and
Irving Trust, for example, were the two banks involved. Another
advantage of selecting only one bank is reduced administrative
and accounting work. On the other hand, increased participation
of local banks as Approved Applicants can provide additional
benefits to CIP users. First, the competition alone can lead to
reduced costs to the importers as they shop around for the best
service. Currently, Citibank receives 7.5 percent of each
transaction for its services. However, informal discussions
with the Liberian Bank for Development and Investment (LBDI)
suggested that a lower cost could be achieved were they to be a
participant. CMO would recommend a review of the question of
opening up the program to more banks in the interest of reduced
fees and the convenience to the importer of applying to his own
regular commercial bank for a letter of credit.

3) Advertising and Allocation: The CIP was widely advertised
both by newspaper and by personal appearances. And, when
applications were requested, the CIP Office had prepared a
simple form that showed the nature of the business and its
requirements. In addition, a very simple and clear four page
informational document was given to each applicant that covered
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general statements of purpose and conditions of the CIP along
with step-by-step procedures to be followed by prospective
importers.

Allocations were made according to certain stated criteria and
agreed to jointly by the USAID and the GOL through the Project
Implementation Committee (PIC). Part of MONROVIA 7014 is quoted
as a brief statement of the criteria that were used:

We favored new capital investments that A) use

agriculture inputs; or B) are in priority areas such as
transport, agriculture, and health; or C) produce goods for
export; or D) produce inputs into other local industries;
or E) produce a necessity at a price affordable to the
poorest Liberians. In some cases we agreed to only partly
fund capital investments under the condition that the
importer finance che rest of the request. This ensures a
greater financial stake by the investor in the success of
the enterprise and increases the impact of the CIpP.

Requests for raw material inputs were examined against the
same criteria as requests for new investments. In
addition, we agreed to fund input requirements covering
about the same period of time for each requestor. Thus,
every applicant receiving raw materials will receive an
amount covering needs for approximately three months. An
additional rule which applied to raw materials was that
they should be available from the U.S. at prices that are
not much higher than world market prices. This policy
minimizes the cost to Liberia of the tied nature of the
aid and discourages temporary disruptions of supply
patterns.

Spare parts for rehabilitation of existing infrastructure
were generally approved; although not always at the levels
requested. It should be noted that most of the spare parts
requests received were for ongoing needs, not for major
overhauls, so that they could be classified just as well
under the raw material input rubric.

For all three of the categories above--spares, investment
goods, and raw materials--we required that the good
produced--whether as a result of the purchase or repair of
capital equipment, or of the transformation of the raw
material--be one for which local production was more
economical, or at least not less economical, than
importation.

Finally, we tried to spread the benefits as much as
possible among the applicants that met the restricted
criteria. This led us to adopt a maximum allocation per
importer of DOLS 150,000 {the established limit was
250,000). 1In addition to the above general criteria, we
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gave special consideration to applications from small
businesses, as required by the program's set-aside of DOLS
500,000.

In general, goods intended for resale were excluded.
Exceptions to this rule were made for authorized
representatives of American manufacturers, because use of
the established representative saves the program foreign
exchange. This is true because when the CIP finances an
authorized and established representative, it finances only
the representative's price which is usually considerably
lower than the amount paid by an independent purchaser. 1In
cases where we approved purchases through an authorized
representative, we did so based on the merits of the final
use of the commodity, and required a guarantee from the
dealer that the foreign exchange savings would be passed on
to the final user; this protection against windfall profit
will be strengthened by a clear indication in our approval
letters that abuse will lead to exclusion from
consideration for second tranche financing, as well as by
end use checks.

Of note was the Zorinsky Amendment that imposed a requirement
that not less than 18 percent of all CIP imports worldwide be
agricultural commodities. The Liberia program was called upon to
do its share even though it already had an ongoing PL 480
program. The resultant $900,000 was spent on yellow corn,
soybean meal and wheat imported by the National Milling Company
to be rendered to feed for the poultry industry (which has been
shown to be of highly dubious economic viability) and into flour
for locally-produced bread. The wheat later became an
administrative burden for the program when the GOL began legal
proceedings against the importer. 1In the event, the Zorinsky
requirement has now expired and the Egypt and Pakistan programs
absorbed the Liberia portion quite handily as a matter of
course.

Three observations should be made here. First, during the
advertising period of ten days, the program was oversubscribed
four fold thus giving an initial indication of the absorptive
capacity of the CIP. The Arthur Young/MetaMetrics team currently
studying small and medium enterprise has informally remarked that
the private sector alone could easily absorb $5-10 million a year
for productive enterprise for at least the next three years.
Second, it was revealed during the excellent research performed
by the CIP office during the allocation process that raw
materials and intermediate goods are taxed by Liberian Customs at
<5 percent of their CIF value whereas finished goods are often
imported duty free. When the raw materials and intermediate
goods used in a manufacturing process are imported, the
manufacturer is hit with an additional tax (excise) of 5 percent
on his sales! This baffling situation obviously discourages
local industry and favors traders. CMO will recommend that the
proceeds of CIP transactions be used to reverse or at least undo
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this economic injustice to local enterprise. Third, the
so-called windfall issue was first raised at the allocation
stage. That is, while Liberians must pay around two Liberian
dollars (LID) for one US dollar in the market place, the CIP
offered US dollars at parity. Although CMO will recommend a
thorough review of the windfall issue during the next tranche of
the CIP, it should be noted that with a 15 percent user fee
required by the program, a two to one U.S, flag versus non-U.sS.
flag freight penalty required by U.S. Cargo Preference Rules and
the restrictive import duties and excise taxes paid by importers
of raw materials, the windfall is nowhere as substantial as has
been implied by AID/W.

4) Financing: The Liberia CIP is an up-front cash payment
activity rather than a credit program. Therefore, the importer
is required to pay 100 percent of the transaction plus a 15
percent user fee (7.5 percent for Citibank and 7.5 percent for
CIP administrative costs) into the Counterpart Fund. This
arrangement has worked well except for the fact that Citibank has
had to provide physical Storage for the coin thus raised. As an
administrative matter, CIP Office responsibility for counterpart
should normally end once it is generated. CMO will so
recommend. CMO will also recommend that any long-range CIP
planning include consideration of using the credit option
normally associated with CIPs.

5) Procurement: The Liberia CIP procurement process is
straightforward - formal tendering for the public sector and
negotiated procurement for the private sector. Written
procedures are being followed in practice and are fully adequate
for proper implementation.

The negotiated procurement is progressing apace and CMO feels
that it should continue as it is except to deemphasize the "3 Bid
Rule" which only ever existed in an obscure reference in the old
Federal Procurement Requlations. CMO would recommend rather "a
suitable number of bids for the commodity being called for" and
informally accept 3 bids in the absence of other indicators. 1It
could be that there will only be one bid for a certain item but
it would be a shame for other items to stop at 3 bids when 6 or
10 are available, to the advantage of the importer.

A problem has been raised with formal tendering in the form of a
reluctance to bid against IFB's anong the U.S. producer/
manufacturing/supplier trade. Requests for quotations, however,
have been much more successful, particularly when announced in
the AID Procurement Information Bulletins (PIB). This appears to
be a case of the transactions not being large enough to attract
principals. If the Mission decides to do public sector
procurement in the future (CMO will recommend against this), any
procurement that can be logically arranged at less than $100,000
should be done through a PIB announcement because this is how the
agent exporters are advised of AID procurement activity. CMO
would not advise abandonment of the IFB procedure for more than
$100,000 even though past performance has not been

encouraging. :
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The problems raised when a prospective supplier discovers he
never had a chance to bid far outweigh the problems incurred
when an unsuccessful IFB is turned into an RFQ due to lack of
initial response.

6) Shipping: A number of problems have occurred in this area
but should now be largely resolved. Essentially, cargos that
can be containerized can be carried on through bills of lading
on three U.S.-flag shipping companies -- Farrell, Lykes Brothers
and Sealand -- even though each of these companies transships
through Europe. Cargos not suitable for containerizing or less
than full container loads (break bulk cargos) can be carried on
non-U.S.-flag vessels and SER/OP/TRANS will not only permit U.S.
financing for non U.S.-flag freight but with also remove break
bulk cargos from Cargo Preference calculations upon request by
the supplier. A memorandum outlining the above was requested
from OP/TRANS by CMC prior to his Liberia TDY. Containers that
get hung up in European ports will be reported by OP/TRANS to
the home office of the shipping companies upon receipt of notice
from the Mission. Also, a sta-ement of these matters can be
forwarded to each supplier to shorten the process. A blanket
waiver does not seem justified unless these new measures fail.

7) Arrival Accounting/End Use Monitoring: Each transaction is
monitored from start to finish including inspection of the goods
prior to shipment by the internationally reputed Societe
Generale de Surveillance (SGS). The fact that SGS's services
are part of the Import License fee is a very attractive feature
that creates automatic verification of goods prior to shipment,
thereby halting problems probably impossible to rectify later.

All shipments are currently inspected upon arrival by the CIP
staff which verifies arrivals against purchasing and financing
documents. This procedure has worked well and ensures against
shipment of goods other than those ordered and intentional short
shipments. Should the program increase in size, making it
impractical for the CIP staff to perform arrival inspections, a
third-party inspection by a firm in Liberia such as SGS could be
hired at low cost to do the work.

Final end use checks are performed on each shipment after a
suitable period of time has elapsed from arrival. Firms are
given time to install equipment or to process raw materials
before the end-use check is performed. This element as well has
worked very nicely but, as a matter of program accountability
and oversight, CMO will recommend that the USAID Controller's
Office assume responsibility for this function.

8) Books and Records: Each transaction has its own file
containing all relevant documents from the first application
through the End Use Report. 1In addition, the initial visit to
each prospective CIP user has been written up, along with the
contents of subsequent significant meetings, thereby
establishing a very useful file of information which would be
highly valuable, particularly in private sector research.
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Perhaps the most useful of the CIP reports is the Monthly Report
which informally discusses current situations/problems and gives
a statistical breakdown on project activity. ADP tracking of
the transactions appears to be complete and accurate.

9) Conclusion: The Liberia CIP is in very good shape
operationally and administratively. It has generated great
interest among importers that have used the program. They wish
to see it continue. It has also demonstrated very capably its
ability to move money through the system quickly into a priority
sector. It is in full compliance with applicable Aid Regulation
1 and Handbook 11 Part 3 rules and procedures. And, apart from
shipping problems addressed elsewhere, CIP users recognizing
certain requirements are necessary to satisfy Congressional
concerns are generally happy with program procedures.

Because of its flexibility and straightforward administration,
CIP can be supportive of a wide range of activities. As the
Mission considers the results of decades of expensive foreign
assistance to Liberia, CIP provides a means of continuing a U.S.
development assistance presence but also of opting out of GOL
public sector activities. By shifting a larger portion of the
USAID portfolio to private sector activities, the Mission can
send a message about our fiscal managenent expectations to the
GOL that is vastly more clear than than OPEX or support/training
projects have sent in the past. And, should the GOL not receive
the message in any event, our resources will at least have gone
into a productive sector and not into the maw of the public
sector. This tack should be viewed as a long term effort since
even 1f the entire USAID portfolio were co be placed immediately
into the Private Sector CIP, the GOL will be able to limp along
by itself until the current rubber boom is over. At that point,
however, the true nature of our intentions and expectations for
GOL performance will become clear.

Currently, there is no movement of funds from the CIP
Counterpart Account, although the Mission is considering new
options since the demise of the Civil Service Reform Program.
Although CMO is recommending that the CIP office not be
connected with the Counterpart Fund once the local currency is
deposited, there are several uses that can be recommended in the
macroeconomic policy area. Counterpart funds could be used as
support payments as practices restrictive to private sector
industry are reversed. For example, the Mission could make up
portions of the shortfall caused by reducing import duties on
raw materials and excise taxes on goods manufactured in
Liberia. For certain, however, the Mission should halt its
practice of using appropriated dollars to purchase coin from the
National Bank at the official exchange rate to finance local
currency project activities. Those appropriated dollars should
be put into the CIP, and Counterpart Funds should be used for
local activities, the message being that the USAID is reducing
its exposure to GOL public sector activities. Should the
Mission feel compelled to continue such activities as education
and health projects, only TA, training and goods from the U.S.
should be funded with appropriated dollars.

~
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Finally, the USAID should note that CIPs are potentially most
useful in privatization efforts in that they can finance
equipment and materials needed either to spruce up a public
sector entity prior to sale or to rehabilitate after the sale
has been completed. 1In Liberia, such parastatals as LTC, LWSC
and the LEC spring to mind as potential candidates for this kind
of attention.

10) Final Notes: The Liberian Mission is very fortunate to
have located Mr. Tim Born to head up the CIP. Not only is he
fully able to handle the day-to-day procurement transactions but
he is very knowledgeable about the economics of the private
sector and would be an extremely useful resource to the Mission
in the event that active consideration is given to this area.
Both the secretary, Gertrude Walker, and the CIP Assistant,
Charles Yarzieh, have been fully trained, understand their work
and round out a very efficient office.

C) Recommendations:

1) The Mission should review the issue of opening the program
to more local banks. It is imperative, however, that any
additional banks be able to properly record and account for L/C
openings, amendments and disbursements. This is because AID's
own ability to record disbursements is hampered by slow posting,
frequent inaccuracies and late reporting to the Missions. The
ultimate basis of accounting for Grant activities is the "former
W-214" Report which still has no official number but which is
called the Status of Disbursing Authorizations Report which is
part of the new FACS System. The ieport arrives in the Mission
anywhere from 4 to 6 weeks after preparation and contains
information that is usually one month out of date. A review,
therefore, of Liberia's CIP disbursement rate must include the
realization that official records are 2-3 months out of date and
often inaccurate, thus obliging a review of bank statements as a
way to keep track of program progress. The crunch usually comes
when the Program Manager attempts a close-out exercise to
deobligate unused L/C amounts in order to recycle them into new
procurements. This can usually be done as long as bank
accounting is timely and accurate -- the only remaining problem
being a de facto changeover from disbursement accounting to
accrual or other system to properly monitor program progress.
With what is essentially a commercial import program, L/C
opening is a good indicator of progress. Thus, the Liberia CIP,
with 99 percent of its funds already committed to L/Cs, has
progressed very rapidly.

2) The Mission should investigate the possibility of using
ccunterpart funds to assist the GOL in adopting measures
designed to support the private sector. This could include
temporarily picking up some of the revenue shortfall were the
GOL to reduce import duties on raw materials and intermediate
goods. The funds could possibly be directed to such areas as
the PL 480 account shortfall.
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3) The Mission should also bear in mind that because import
duties are imposed on the CIF value of goods, an importer is
doubly penalized by using vessels of U.S. flag registry. 1In one
case, a CIP-financed paper products transaction would have cost
$16,000 on a non-U.S. flag vessel but cost $31,552 on a U.S.
flag container vessel. Thus, not only did the importer pay a
$16,000 premium in freight, he also paid an additional $4,000 in
customs duties. The implications involve maximizing the use of
break bulk cargos as well as including this issue in any future
discussions on the windfall issue.

The Mission should determine whether it would be practicable to
use the Egypt tactic of relieving the importer of the
requirement to pay full counterpart equivalent for U.S. freight
but rather to pay a lesser amount based on the difference in
cost between U.S. and foreign-flag freight.

4) The CIP office should be relieved of any responsibility on
questions of the Counterpart Fund once the coin has been
generated. Programming the use of counterpart funds is usually
the responsibility of the Program Office, with accounting
handled by the Controller's Office. The CIP office, however,
should be an active petitioner for counterpart, particularly for
pPrivate sector encouragement and privatization activities.

5) The Mission should reevaluate the question of using the CIP
as a credit activity because credit could enfranchise a greater
portion of the productive sector which otherwise has no other
source of credit at present. Certainly, at least one quota of
the next CIP funds should be allocated to PfP/L and SEFO
activities.

6) The importers should be instructed to obtain a "suitable
number of bids" rather "3 bids" because the chances are that
wider contact in the supplier community will not only provide a
better picture of the U.S. market but will probably result in
better prices. The strong temptation with the 3 Bid Rule is
that eventually the importer will get one valid bid and two
false bids and play the overpricing/capital flight game.

7) The Mission should consider moving tne CIP exclusively into
the private sector, thereby signalling the GOL of our
displeasure with public sector activities and our belief that
the GOL should be assuming fuller responsibility for its own
operations and parastatals' activities.

8) Before beginning a new CIP, the Mission should agree that
the Controller's Office should handle end use monitoring.
Operationally, it is handy and very efficient for one office to
be responsible for a complete activity. However, from an
administrative point of view, such an arrangement can lead to
inadvertent abuses that can be avoided if another office assumes
responsibility for only one element of the program. If the one
element is end use monitoring, the Controller's Office would be
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indicated. It would do a complete review of each transaction
file and consequently see any problems that may have occurred
inadvertently.

D) Scope of Work Questions Directed to CMO

1) See Paragraph B6
2) B5
3) B5
4) B8
5) cl
6) B9
7) B9
8) B7 and C8
9) BYS and c4
10) A and B3
11) B10
12) B7
E) Contacts Made - In Chronological Order
USAID/SPPD - Susan Merrill
USAID/DIR - John Hicks
USAID/ECON - Fred Witthans
USAID/CONT - Richard McClure
EMB/ECON - Paul O'Friel
Citibank - Leonard Maestre. Samuel Thompson
Nesstra - David Frankfort (Dow Chemicals)
Denco - Jim Heyburn (Farrell Lines)

National Port Authority - Capt. John Joint
Liberia Bank for Development and Investment - James Cooper
Economic & Financial Management Committee - Baldwin Banks

Otto Andresen - Frank Roberts
W.A. Stationery - John Bestman
Mettaloplastica - A.M. Zaiden

Sunshine Group - s. Dattatreya

Parker Paints Charles Roberts
United Liberia Rubber Corp - S.S. Bhattey
U.S. Ambassador - James Bishop

SEFO ~ Mrs. R. Taidoo

Mensah's Chicken Farm - J. Osaku

YES Transport - Senator Archie Bernard
PfP/Yekepa - Alfred Kulah, Mohamed Waritay
Meta Metrics Inc. - Leo Surla

Liberia Plastic Footwear - Ahmed Ezzeddine
International Aluminum Factory - Ezzot Eid
Liberia Steel Prod. Corp - James Holder

F) Methodology:

1) Of primary importance was the task of determining whether
the administration of the CIP was being done according to AID
standard practice and rules and whether any of these had been
onerous or troublesome for the importers. The results were

unanimous in that all interested parties understood and found
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acceptable the rules by which the CIP was being run. The one
exception was the Cargo Preference Rule requiring U.S.-flag
shipping. The use of U.S.-flag shipping for all but one of the
importers queried resulted in roughly a two-to-one cost penalty
for the freight, compounded by additions to CIF value that
resulted in measurably higher impe=. duties as well as a longer
transit time that usually involved two transshipments, in Europe
and Dakar.

2) Next, all parties were asked whether the program should be
continued. Again, there was unanimous agreement that it should
and at increased levels. When told that any increase would have
to come from some other part of the program, the response was
that it was time for the U.S. to acknowledge the Liberian
Private Sector and to deemphasize involvement with the GOL and
its parastatals, except that some minimal level of health and
education outreach should be maintained.

3) Each of the parties was asked how the program could respond
to the wir“fall question currently threatening the future of the
CIP. The responses again unanimously referred to the
disparities between the manufacturing and trading sectors in the
form of excise taxes and import duties. The ~oint was that
these disparities plus the cost of U.S. freight meant that for
end users, at least in manufacturing or processing, the real
exchange rate was considerably above parity, depending on
freight costs. End users were asked if they would continue to
use CIP funds to pay for freight or would opt to raise their own
FX to pay non-U.S. freight costs. There was some considerable
confusion at this point. A mental calculation was attempted to
compare '"parity" FX times two-to-one U.S.-flag freight and the
"two-to-one" FX rate times hralf-price foreign-flag freight.

Each of the respondents demurred saying that they would first
have to wait to see what the prices of all elements would be
prior to a new transaction. Two respondents stated that the
delays encountered with U.S-flag shipping would tip the balance
in favor of the latter.

4) Finally, end-users were asked what they would piocure in the
event they received a new allocation. Those who had bought raw
materials said they would do so ag2in. Most of those who bought
machinery said that their priority would be for spare parts for
the equipment financed under the first tranche and then for
other material.

5) The whole interview process was extremely gratifying as it
made very clear that there is a savvy, upbeat private sector in
Liberia to work with.
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CIP Program Design and Authorization Documents:

USAID/Liberia, PAAD, Liberia Commodity Import Program,
September 15, 1987.

Vinton, David K., Report on Commodity Import Survey, undateé
(June, 1987).

AFR/PD, Issues Paper for Executive Committee for Project
Review, August 28, 1987.

AFR/PD, Action Memorandum for the Assistance Administrator
for Africa, September 25, 1987.

USAID/Liberia, Proposed PAAD Amendment (Monrovia 07014),
July 13, 1988.

CIP Program Implementation Documents:

USAID/Liberia, Grant Agreement for Commodity Imports,
September 30, 1987.

USAID/Liberia, Operating Circular, CIP-Private Sector
Element, February 26, 1988.

USAID/Liberia, Operating Circular, CIP-Public Sector
Element, February 26, 1988.

USAID/Liberia, Memorandum of Understanding Regarding
Establishment and Maintenance of a Special Account, February
26, 1988,

USAID/Liberia, Guidelines in Allocating CIP Funds for the
Private Sector, undated (February 26, 1988).
USAID/Liberia, Guidelines in Allocating CIP Funds for the
Public Sector, undated (February 26, 1988).
USAID/Liberia, Program Implementation Committee Structure
and Functions, undated (February 26, 1988).
USAID/Liberia, Information for Importers, undated.

Program Management Documents:

USAID/Liberia, Commodity Management Officer, monthly status
reports (June, 1988 through April, 1989).

CIP Program Implementition Committee, reviews of private
sector applications for CIP financing, various dates.

CIP Program Implementation Committee, reviews of public
sector applications for CIP financing, various dates.
USAID/Liberia, Commodity Management Officer, memorandums
regarding reallocation of CIP funds, various dates.
USAID/Liberia, USAID Liberia Mission Order 573, Commodity
Import Program (CIP), Arrival Control and End-Use Reporting,
November 4, 1988,

Evaluation Guidelines:

USAID/Liberia, Scope of Work, Monrovia 04522 (reproduced as
Annex A).

Agency for International Development, PPC/CDIE (Joseph
Lieberson), Recent Evaluation of AID Commodity Import
Programs (CIPs), A.I.D. evaluation Occasional Paper No. 4,
March, 1985.
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Agency for International Development, Handbook 4, Chapter 9,
Evaluation Guidelines for Commodity Import Programs (CIPs)
and CIP-like Activities, March 1, 1988.
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UNITED STATES AID MISSION TO LIBERIA

INTERNATIONAL MAILING ADDRESS

UsSAl D
POSYT OFFICE BOX 1443
MONROVIA LIBERIA

GUIDELINES IN ALLOCATING CIP FUNDS FOR THE PRIVATE SECTOR:

UNITED STATES MAILING ADDRESS
UsSAtD
APO NEW YORK 09183

The following guidelines are intended to give businessmen an
indication of the criteria which will be used in allocating
CIP funds. The overriding consideration in developing the
criteria is that the funds should be used to increase the
productive and export capacity of the Liberian economy in
those lines of activity in which Liberia has either
demonstrated a comparative advantage or can reasonably be
expected to do so. Concessions and other businesses that
have access to foreign exchange through their exports or
provisions of services will not be eligible to participate in
the CIP unless they can demonstrate that their import
requirements are directly related to expanding their
productive capacity and, their need exceeds their earnings @f
foreign exchange.

1. All importers must conform to Government of Liberia
laws and regulations, e.g., be authorized to do
business in Liberia, have obtained an import permit, be
current on tax liabilities, etc.

2, Eligible private sector importers will be ones where:

a. all or a majority of the company's equity is
held by private, non-governmental individuals
or corporations; or

b. company or corporate control, both at the
board level and at the operating level, is
completely or a majority in private hands.,.

3. The commodities imported by the private sector must be
employed by the private sector. Commodities needed by
the public sector are imported under a different
mechanism and a separate allocation of CIP funds was
awarded for that purpose,

4, At least eighteen percent of available funds will be
allocated for the purchase of wheat or other
agricultural commodities. (This is a U.S. legislative

requirement.)

5. Outside of wheat, the maximum allocation of CIP funds
for any participating private sector importer is
$250,000 and the minimum is $10,000. (An exception may
be made for a lesser value for spare parts).éﬁ%@6%h4,@a/
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Of the available funds, $500,000 is earmarked for small
scale businesses which have foreign exchange
requirements in the range of $10,000 to $50,000.
Examples of small scale producers will range from hog
and poultry producers to carpentry and machine shops.

A special effort will be made to reach, encourage and
facilitate the participation of small Liberian
producers. This will include radio announcements,
workshops, and special assistance in completing
required documentation.

Only commodities listed on the USAID eligibility list
can be imported under the program.

Examples of ineligible commodities are the following:
a, unsafe or ineffective products, such as

certain pesticides, food products, or
pharmaceuticals;

b. luxury goods, such as recreational supplies
and equipment, alcoholic beverages and
equipment for their production or use,
equipment or supplies for gambling
facilities, jewelry, stamps, coins, furs and
the more expensive textiles. Subject to
prior approval, A.I.D. may permit the
financing of an item normally regarded as a
luxury item which may be required to attain
the objective of a development activity or
which is clearly justified by the intended
end use of the item;

c. surplus or used items, unless inspected and
approved 1n accordance with procedures
approved by A.I.D,;

d. items for military use;

e. surveillance equipment, of micro-miniature
design for audio surveillance activities;

f. weather modification equipment;

g. commodities and equipment for the purpose of
inducing abortions as a method of family
planning;

h. commodities for support of police and other

law_enforcement activities.&%%bﬁgmthgq/
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9. In allocating CIP funds for manufacturers, the
following types of firms will be favored:
a. those that are developing their export
capability;
b. those that produce or process agricultural
inputs used by Liberian firms;
c. those that utilize Liberian inputs;
d. those that are relatively labor intensive;
e. those that seek to rehabilitate existing

productive capability.

10. In allocating funds to distributors of capital
equipment, firms which demonstrate a maintenance
capability, including the stocking of spare parts, will
be favored.

11. In allocating funds to distributors of spare parts, an
assessment of overall market conditions will be made so
as to ensure that the importer can not dominate the
market for the particular item.

12, In the case of a firm starting a new business, the firm
may be required to provide a feasibility study which
demonstrates the potential economic viability of the
new venture.Aﬁ%ZQz“uﬁ;V

DISC9(CIPFUNDS)
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372,164
347,856
208,217
27,636
52,144
191,783

Amount
Disbursed

102,000
57,070
159,070

5,570
5,570

820

10,222

TABLE 2]
Direct Reimbursement Authorization Summary:
669-K-609,01 Total Earmarked
CIP Administration Total Committed
Value: $400,000 Total Disbursed
Unearmarked
Uncommitted
Undisbursed
Earmark Commitment Good/service Amount Amount
Document Document Earmarked Committed
1. C 70057 Office equipment 45,000
PBBOO76 Computers 10,887
P880079 ups 799
F880081 Diskettes 190
pP880084 Desk 495
P8B80092 Photocopier 4,000
P8B80O125 Electric service 144
P8B0096 Ad in Observer , 150
pP880111 Bookshelves for office 555
P880146 Software 514
PBBO147 Office Supplies 286
PB8BO170 Software 607
P880171 Toner for copier 210
pP8BO164 Computer desk 425
PB8BO16S Phone cables 679
P8BO168 Form Tractor for printer 195
P880169 Computer paper ' 80
PB8BO150 Ribbons for printers 755
M890009 DHL Services 500
P890012 Copier maintenance (10/88-10/89) 480
¥890015 Computer Maintenance (1/89-3/89) 578
PB890023 Power conditioners 362
P890024 Quietwriter printl.eads 70
No PO Ssupplies 721
PB890026 IMF Publications 20
P8900.S FAX Directory 45
P8900%6 Laser printer (for PVO/NGO) 1,951
PB890.42 FAX Paper 99
TOTALS 45,000 25,698
Uncommitted: 19,302
Undisbursed: 20,473
2. C 70057A Household furnishings 15,700
P8B008E Appliances 3,117
pP8goo087 Fire extinguisher 220
P8BO09S Vacuum bags 40
No PO Fumigation 218
No PO AC repair 1,760
Ho PO AC Espares 200
P8B01230 carpets 554
P8B01132 Air conditioners l,868
PB8BO136 Generator Parts 630
P880141 Upholstery 1,148
TOTALS 15,700 11,753
Uncommitted: 3,947
Undisbursed: 7,042
J. T 70053 PSC commodity officer 290,000
Contract Personal services 182,195
No PO support costs 107,805
TOTALS 290,000 290,000
Uncommitted: 0
undisbursed: 130,930
4. T 70061 Commodity assistant 9,500
Contract Personal services 8,241
TOTALS 9,500 8,241
Uncommitted: 1,259
Undisbursged: 3,930
5. T 70085 Secretary 6000
Contract Personal Services 1,380
TOTALS
Uncommitted: 6,000
Undisbursed: 6,000
6. Other Pooled costs 10,222 10,222
Howard Alride Contract 1,942 1,942

As of 5/5/89
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