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PROJECT AUTHORIZATION
 

Name of Country: 	 LAC Regional
 

Name of Project: 	 Trade and Investment
 
Development Project
 

Number of Project: 	 598-0797
 

1. Pursuant to Sections 103 and 106 of the Foreign
 

Assistance Act of 1961, as amended, I hereby authorize the
 

Trade and Investment Development Project for Latin America and
 

the Caribbean Region involving planned obligations of not to
 

exceed U.S. $3.6 million in grant funds over a three year
 

period from the date authorization, subject to availability of
 

funds in accordance with the A.I.D. OYB allotment process, to
 

help in financing foreign exchange costs for the project. The
 

planned life of the project is three years from the date of
 

initial obligation.
 

2. The purpose of this project is to stimulate and support
 

free trade policy development and/or reforms in the Latin
 

America and Caribbean (LACY region through A.I.D.-assisted
 
programs through: 1) technical assistance and support to
 

analyze trade and investment policy climate in select
 

countries; 2) technical support for field Missions in program
 

trade and investment strategy development; 3) promotion of open
 

trade policies in the indigenous private sector; 4) outreach to
 

the U.S. business community to promote LAC trade and
 

investment; 5) information collection, analysis and
 

dissemination; and, 6) support for liaison with other U.S.
 

government, multilateral and donor agencies.
 

3. The Project Agreement(s) which may be negotiated and
 

executed by the officer to whom such authority is delegated in
 

accordance with A.I.D. regulations and Delegations of Authority
 

shall be subject to the following essential terms and covenants
 

and major conditions, together with such other terms and
 

conditions as A.I.D. may deem appropriate.
 

4. Source and Origin of Commodities, Nationality of
 

Services: Commodities financed by A.I.D. under the project
 

shall have their source and origin in the United States, except
 
.as A.I.D. may otherwise agree in writing. Except for ocean
 

shipping, the suppliers of commodities or services shall have
 

the United States as their place of nationality, except as
 

A.I.D. may otherwise agree in writing.
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Ocean shipping financed by A.I.D. under the project shall,
 
except as A.I.D. may otherwise agree in writing, be financed
 
only on flag vessels of the United States.
 

Assi stant Administra tar
 
BurAu for Latin America and the Caribbean
 

Date
 

Clearances: 
LAC/TI: MKeenanWood Date: A1 
LAC/DR: SBugg (draft) Date: 4/1/91 
LAC/DP: BSchouten (draft) Date: 3426491 
LAC/DPP/CONT: CAdams (draft) Date: 3/27/91 
GC/LAC: KHansen __Date: 

DAA/LAC: PBloom Date: 
SA/AA/LAC: KHarbert Date: 

Drafted: JVe z1llion/KBroyPyfK7-9100, #7614Q, 3/22/91 



TRADE AND INVESTMENT DEVELOPMENT (598-0797)
 

ISSUES MEETING, MARCH 7, 1991
 

SUMMARY OF DELIBERATIONS
 

I. Relationship to A.I.D. Policy and Strategy: Should the
 

project address more components of A.I.D.'s Partnership for
 
Business and Development initiative?
 

Discussion: It was noted that this project, as designed,
 

specifically addresses the Emerging Sectors in Development,
 
Competitiveness through Universities, the Business in
 

Development Network and the Business Advisory Council
 
components of the Administrator's initiative. Further, the
 

Administrator recently noted that the Latin America and
 
Caribbean Business Development Center at the Department of
 
Commerce, to be supported under this project, is an integral
 
component of this initiative in his address at the opening of
 
the Center.
 

Resolution: The Project Paper has been modified to specifically
 
mention its support of the Partnership for Business and
 

Development.
 

II. Project Purpose
 

1. Is the project designed to provide technical support to
 

Missions to assist them, through assessments, strategy and
 
program development, outreach to the local business community
 

and other activities, in furthering the objectives of the three
 

hemisphertc trade initiatives?
 

Discussion: An earlier version of the project had contemplated
 
Mission buy-ins and specific Mission support activities. In
 

the evolution of the design, this element was removed from the
 
design and the project does not now envision technical support
 
to Missions for project development or implementation
 

activities.
 

Resolution: The Project Paper does not include reference to
 

Mission buy-ins and Mission technical support activities
 
supported by buy-ins.
 

2. How will countries be selected for participation in the
 

first three components of the project?
 

Discussion: The Project Paper did not provide the basis for
 

selection of the six target countries for which trade and
 
investment climate analyses will be conducted and for which
 

strategies will be recommended.
 

Resolution: The Project Paper has been revised to identify
 
considerations for country selection for the first three
 
project components.
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three
 
3. Would it be more appropriate to undertake the first 


the Mission level with Mission funding?
components at 


strategy formulation are
 Discussion: Assessment of sectors and 

PD&S funding. LAC/TI is
 

normally undertaken 	by Missions with 

on trade and
 

charged with providing Missions with guidance 


investment strategies. The project, however, is regional in
 

a few models for guidance to Missions
 
focus and aims to provide 


how to enhance trade and
 
with differing environments on best 


to examine
investment. In addition, the Bureau wants 

no existing
ADC trade issues and there is
intra-regional and 


to undertake such analysis.
forum in bilateral programs 


focus of the project, it was
 
Resolution: Given the regional 


it should not be undertaken on a bilateral basis.

decided that 


businesses on how
important "educate U.S. 


foreign aid programs promoting open trade policies help U.S.
 
project fund fora
 

4. Why is it 	 to 


investors?" Is it appropriate for A.I.D. to 


LAC trade policy, opportunities and
for U.S. businesses 	on 


challenges?
 

focus of activities
Discussion: LAC/TI 	clarified that the 


component will be to inform U.S. businesses

under this project 

of trade and investment opportunities and challenges in the
 

our economic assistance
region, not to inform them about 

activities is to make U.S.
 programs. The purpose for these 


them to
of these opportunities and stimulate
businesses aware 

These
become engaged in trade and investment in LAC. 


activities are consistent with the bilateral efforts presently
 

being funded out of 	many LAC Missions in the U.S., such as
 

for U.S. investment promotion offices, but
 
operational support 


than bilateral approaches
provides a unified approach, rather 

take account the regional focus required by
which do not into 


the same
 
U.S. business and instead compete with each ocher for 


U.S. investment dollars. This project will provide a unified,
 

region-wide approach to U.S. business outreach.
 

the Project Paper has been modified
Resolution: The wording in 


to clarify the interaction with U.S. business.
 

to the project purpose to collect data

5. Why is it important 

on the indirect impact of A.I.D. assistance on U.S. exports?
 

exports

Discussion: It was 	questioned whether increasing U.S. 


purpose of A.I.D. and whether the project should

is part of the 


related U.S. exports. It was

collect and analyze 	data to 


on trade

pointed out that A.I.D. assistance often has impact 


expenditure of actual A.I.D.
significantly broader than the 

project component would serve
dollars and that tl'is 	 an
 

impact of our economic
evaluative role to examine the 


assistance.
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Resolution: It was decided that this is an appropriate
 
activity in the project and it was left intact.
 

III. Project Components
 

1. How will the project educate the local private sector? Will
 
the local public sector be included?
 

Discussion: It was pointed out that the local public sector is
 
not the direct targ't of activities under the project since
 
there are already many existing bilateral projects which
 
benefit public sector entities like the Ministries of
 
Agriculture, Finance, etc. It was further explained that the
 
work with the local private sector will be primarily strategic
 
in nature, i.e., developing approaches for Missions rather than
 
directly supporting activities. There will be a small number
 
of seminars, conferences, etc. which might be supported in
 
instances where Mission funding is unavailable and the apparent
 
benefits are high.
 

Resolution: The Project Paper was modified to more fully
 
describe intervention in strategy development for field
 
Missions and support for specific activities with the local
 
private sector.
 

2- How will the Outreach to the U.S. business community
 
component work? What support for trade missions in the LC
 
region is planned? Is such support appropriate?
 

Discussion: The outreach component to the U.S. business
 
community will be implemented through seminars around the U.S.
 
with potential LAC trade and investment partners to stimulate
 
trade and investment in the region. The particular business
 
organizations were asked to be identified, but it was pointed
 
out that the target is businesses, rather than organizations.
 
Organizations will be used insomuch as they facilitate direct
 
access to relevant U.S. businesses. As for trade missions,
 
there will be no support for the costs of U.S. businesses on
 
trade missions. There may be some support for organizing
 
business missions through collaboration with existing bilateral
 
mechanisms under the project.
 

Resolution: The Project Paper has been modified to more fully
 
describe outreach to the U.S. business community.
 

3. Is it appropriate to use project funds to "ensure that
 
A.I.D. achieves its appropriate role in the scheme of
 
hemispheric trade - and to provide support for A.I.D. at
 
inter-governmental meetings?"
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project funds will be used
 
Discussion: LAC/TI clarified that 


to A.I.D. in implementing the
 
to define a strategy unique 


Administration's trade initiatives for the hemisphere. In
 

conducted by the technical
addition, analytic work will be 


to prepare for inter-governmental
assistance contractor 

investment enhancement in the
discussions on trade and 


technical background papers on

hemisphere, including preparing 


trade and investment councils on

issues for discussion at joint 


policy environment in
which A.I.D. sits so that the 

can be improved to enhance trade and
participating countries 


a co-chair 	of
investment. In addition support for the PASA as 

mandated in President
the CBI implementation working group is 


funds will
Bush's Enhancement Package for the CBI. Project 


support these efforts.
 

The Project Paper was modified to reflect the

Resolution: 


of PASA support and contractor support, i.e.,

relative roles 


and PASA support,
for technical analysis
contractor 	support 

as mandated by the Administration, for
especially 


intcrgovernmental fora.
 

IV. Implementation and Evaluation
 

firms?

1. Should A.I.D. compete the 8(a) set aside among 8(a) 


Discussion: When it was assumed that buy-ins would be
 
the possibility
technical assistance contract,
permitted in the 


$3 million 	existed. On

of a total contract amount in excess of 


of the project, the

clarification that buy-ins are not a part 


would remain less than $3 million and
total contract amount 


competition is not required.
 

part
Resolution: With the clarification that buy-ins are not 


of the project, the issue was resolved.
 

best firm to provide TA?
2. Is Kira, Inc. the 


of interviewing firms for the
Discussion: The process 

was described. It was pointed
technical assistance contract 


to be prepared to
 
out that a justification memorandum needed 


d-' ribe this procedure for the record.
 

Resolution: A justification for sole-source procurement has
 

selection procedure for awarding
been prepared to document the 


the 8(a) contract.
 

3. How will LAC/TI know whether or not the project is effective?
 

did not include evaluation or
Discussion: The Project Paper 

projects are
audit provisions. It was pointed out that all 


required to include funding for evaluation and audit activities
 

and that potential for a mid-project evaluation would permit
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mid-course corrections, if ncessary during the life of
 

project. Project-wide evaluations and any necessary audits
 

will be undertaken as deemed appropriate.
 

include
Resolution: The Project Paper has been revised to 


funding for evaluations and audit.
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I. SUMMARY AND RECOMMENDATIONS
 

The Trade and Investment Development Project (598-0797) is a
 
three-year regional project implemented by the Office of Trade
 
and Investment in the Bureau for Latin America and the Caribbean
 
(LAC/TI). Planned life-of-project expenditures are $3.6 million.
 
The Office of Trade and Investment is the lead office in LAC for
 
coordinating A.I.D.'s response to the Administration's
 
hemispheric trade initiatives. The project will provide LAC
 
offices and Missions with resources for strategic planning and
 
resource allocation, so that they can more effectively move
 
countries in the LAC region towards acceptance and adoption of
 
open trade policies, and to stimulate investment in the region.
 
The Trade and Investment Development (TID) project will assist
 
LAC/TI in carrying out this role.
 

This project is a follow-on to the Private Sector
 
Initiatives Project (598-0619), which was implemented under
 
LAC/TI's predecessor office, LAC/Private Sector. This former
 
office and the Private Sector Initiatives Project (PSIP) played a
 
central role in the implementation of private sector policies and
 
programs in the region. The recasting of LAC/PS into LAC/TI in
 
1990 recognizes that the work of integrating private sector
 
initiatives into the LAC project portfolio has had success, and
 
that a more focused, second- tier office is now required to
 
channel efforts specifically towards initiatives in promoting
 
trade and investment in the LAC region. The Project goal is to
 
foster a hemispheric free trade environment in Latin America and
 
the Caribbean. The project purpose is to stimulate and support
 
open trade policy development and/or reforms through A.I.D.­
assisted programs. The Trade and Investment Development project
 
(TID) will have six basic components: (1) Policy technical
 
assistance and support; (2) Technical support for field Missions
 
in program design; (3) Technical assistance to field Missions to
 
educate and develop support for open trade policies in the
 
indigenous private sector; (4) Outreach to the U.S. business
 
community to promote opportunities for trade and investment in
 
the LAC region and to build support for open trade policies; (5)
 
Information ccllection, analysis, and dissemination; and, (6)
 
Liaison with other U.S. government, multilateral and donor
 
agencies.
 

The project paper recommends approval of the Trade and
 
Investment Development Project. Authorization is requested for a
 
total of $3.6 million. Funds will be obligated for this three
 
year project via a prime technical assistance contract, and other
 
assistance instruments. The Project Assistance Completion Date
 
is three years from the first obligation under the project,
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II. PROJECT RATIONALE
 

A. Background
 

The Office of Trade and Investment is responsible for
 

developing and facilitating: (a) coordination and expansion of
 

the Bureau's efforts in support of the Administration's
 
hemispheric trade initiatives; (b) expansion of efforts to
 

encourage LAC countries' local, indigenous private sector groups
 

and individuals to support open trade policies; (c) the increased
 

participation of the U.S. private sector in trade with and
 

investment in countries in the region; and (d) coordination of
 

the Bureau's trade and investment activities with other donors,
 

other U.S. government agencies and private agencies and
 
Prior to LAC/TI's formation in 1990, the LAC/Private
businesses. 


Sector Office held the more broad mandate of integrating private
 

sector programs and priorities into the regional portfolio. The
 

purpose of an earlier project, the Private Sector Initiatives
 

Project (PSIP) was to stimulate private sector growth in the LAC
 

region and to provide guidance for the development and
 

implementation of LAC Missions' private sector programs. This
 

multifaceted project was designed to support and complement
 

Mission activities for stimulating private sector-led growth
 
With the passage of the original CBI
throughout the LAC region. 


legislation in 1983, guidance was needed to inform A.I.D.
 

programs on helping countries maximize CBI benefits. The project
 

promoted U.S. trade and investment in CBI countries, primarily
 

through: technical assistance to USAIDs; financial support to
 

agreements with U.S. government agencies involved in trade and
 

investment development, such as the Department of Commerce's
 

Caribbean Basin Business Development Center or OPIC, under
 
and support to regional
Participating Agency Service Agreements; 


efforts (such as the annual Miami Conference on the Caribbean and
 

Regional Private Sector Officer Conferences) to promote interest,
 

investment and trade among U.S. and LAC businesE. and industry.
 

B. Accomplishments to Date
 

The efforts under PSIP clearly resulted in a heightened
 

awareness of the benefits of private sector-led growth, by
 

encouraging a broad range of private sector interventions in the
 

LAC Missions' portfolio. LAC Mission private sector programs
 

grew to include projects and programs aimed at developing sound
 
This was achieved
investment environments in the host countries. 


through: support for privatization, debt conversion, financial
 

market development, commercial credit, small and micro enterprise
 

development, the establishment of Free Trade Zones, agribusiness
 

development, business training and degree scholarships, and
 

export, trade and investment promotion. Most of these efforts
 

took place either through projects implemented through host
 

country private and public organizations, or through ESF program
 

assistance aimed at encouraging policy reforms to make free
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enterprise, trade and investment attractive. Local export and/or
 
investment promotion institutions were established or
 
strengthened in nearly all of A.I.D.'s LAC countries, with
 
A.I.D.'s assistance, with the goal of being "one-stop shops" to
 
link foreign investors with local businesses and opportunities.
 
The recasting of LAC/PS into LAC/TI in 1990 recognizes that the
 
wor7: cf integrating private sector into the LAC project portfolio
 
has :t with great success, thereby laying the foundation for a
 
more mature approach to trade and investment promotion reflecting
 
the evolving trade relationship in the hemisphere. Hence, PSIP
 
played a valuable role in providing assistance to Missions to
 
help them implement their own private sector strategies and
 
programs in consonance with A.I.D. mandates, and support
 
organizations and fora in which these strategies could be
 
realized.
 

C. Rationale for the Project
 

With this foundation, A.I.D.'s LAC Bureau is now ready to
 
focus more specifically on the promotion of trade ties in the
 
hemisphere. New hemispheric trade initiatives such as President
 
Bush's Enterprise for the Americas Initiative, the Andean Trade
 
Initiative and CBI II have more clearly defined A.I.D.'s mandate
 
in this area. CBI has clearly demonstrated that as countries in
 
the hemisphere expand their export base, they then purchase more
 
from the U.S. The market share of U.S. business in the
 
hemisphere has increased over the last five years; while CBI­
eligible exports to the U.S. have increased by about $2 billion
 
and U.S. exports to the region have likewise increased by a
 
similar amount. As countries have become interested in expanding
 
exports and providing lasting employment, they have realized that
 
local production must compete in the world market place. As they
 
proceed toward world market competitive production, these
 
countries lower trade barriers and opportunities for U.S.
 
businesses in the countries increase.
 

Inter-agency cooperation in promoting hemispheric two-way
 
trade and open markets has strengthened and become a government­
wide strategy. The need to stimulate and foster positive, free­
market policy changes in Latin America and the Caribbean has
 
become A.I.D.'s strategy for the LAC region. LAC/TI wishes to
 
continue to provide support and guidance to A.I.D.'s Missions to
 
ensure that economic development programs are geared towards
 
supporting open trade and investment. Therefore, a more
 
directed, evolved program is now required to channel efforts
 
specifically towards initiatives in trade and investment, and the
 
new Trade and Investment Development Project will do this.
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D. 	 Policy and Strategy Statement
 

1. 	 Relationship to Enterprise for the Americas Initiative
 
and Other Trade Initiatives
 

On June 27, 1990, President Bush announced his legislative
 
proposal entitled the "Enterprise for the Americans Initiative
 
Act of 1990." This initiative consists of three basic parts-­
trade, investment, and debt. Trade is embodied in the
 
development of hemispheric open trade policies with the ultimate
 
goal of a hemisphere-wide free trade systems. Investment will be
 
enhanced through economic policy and regulatory reforms to open
 
up investment climates and development of investment finance
 
mechanisms. Easing debt burdens while also supporting
 
environmental actions is the third part of EAI. Some of the
 
supporting legislation proposed by the President was enacted in
 
the Farm Bill of 1990 and other components are currently pending
 
legislative action. In total, EAI is expected to provide for a
 
program which will uphold free and fair trade in the hemisphere.
 
It is the goal of the TID project to support this initiative.
 

Preferential trade initiatives such as the Caribbean Basin
 
Initiative II and the Andean Trade Initiative (ATI) (the
 
legislation for the latter currently pending congressional
 
enactment) both provide for similar benefits such as duty free
 
entry to the U.S. for a wide range of products manufactured in
 
the eligible countries as an incentive for investment and
 
diversified export production. U.S. economic assistance to the
 
region to stimulate private sector-led development has been
 
A.I.D.'s key mandate in implementing the CBI, and will continue
 

to be in implementing ATI. Hence, this project furthers the
 
goals of CBI, ATI and EAI.
 

In addition, A.I.D. has recently announced its Partnership
 
for Business and Development Initiative. This project fully
 
supports components of this Initiative and was the PASA under the
 
project was cited by the Administrator as an integral component
 
of the Partnership for Business and Development.
 

2. 	 Relationship to LAC Bureau Objectives
 

The proposed project follows directly from the mandates of
 
the Bureau objectives. LAC Bureau objective I: "Support the
 
achievement of broadly-based, sustainable economic growth" was
 
the driving force behind the reorganization of the LAC Bureau and
 

The
the establishment of the Office of Trade and Investment. 

Office's mandate is to work with other Offices in the Bureau and
 

field Missions tu support the adoption of economic policies which
 
promote investment, productive employment, and export-led
 
diversification and the subsequent response by the private
 
sector. This project will be a major tool for LAC/TI to carry
 
out this mandate. In a less direct way, the project will work to
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carry out the mandate of LAC Bureau objective II: "Support the
 
evolution of stable, democratic societies", since the sustainable
 
economic development of countries in the region is necessary to
 
assure the maintenance of the democratic transition which has
 
taken place in the hemisphere.
 

3. Relationship to A.I.D. Trade Policy
 

The precepts of A.I.D.'s Trade Development Policy Paper of
 
July 1986 are being implemented through this project:
 

A.I.D.'s trade development policy is designed to
 
encourage LDCs to utilize international trade as a key
 
instrument in the process of achieving broad based,
 
sustained economic growth, and place a greater reliance
 
on complementary domestic competitive markets that
 
support more open trade policies.
 

A major focus of the trade development policy is on
 
building developed country and LDC private enterprise
 
ties on a continuing, long-term basis, consistent with
 
the broad American objectives of trade liberalization.
 

The policy paper emphasizes that a positive policy
 
environment for trade and investment is requisite for successful
 
A.I.D. interventions, and that "A.I.D.'s first effort related to
 
trade should be directed towards establishing and improving a
 
policy environment that is conducive to private enterprise and
 
expanded participation in international trade. The content of
 
the Trade Development Policy Paper, the President's Trade Policy
 
Action Plan Fact Sheet, Background Information on The General
 
Agreement on Tariffs and Trade; and Background Information on
 
the U.S. Generalized System of Preferences Program are considered
 
so applicable to the objectives of this project and the Agency
 
goals in Trade enhancement, that they are included as Annex B to
 
this PP. The Bush Administration's Trade Strategy Fact Sheet
 
(May 23, 1990) is also attached in Annex B.
 

III. PROJECT DESCRIPTION
 

A. Project Goal and Purpose
 

The goal of the project is to foster a hemispheric free
 
trade environment in Latin America and the Caribbean. The
 
purpose of the project is to stimulate and support free trade
 
policy development and/or reforms through A.I.D.-assisted
 
programs. The accomplishment of the project purpose and the
 
broader goal will serve to develop sustainable employment and
 
economic growth in A.I.D.-assisted countries. The development of
 
an open trade environment is a necessary prerequisite to
 
stimulate both domestic and foreign investment. It is only with
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such investment that countries in the region will be able to meet
 
the capital needs for infrastructure development required to
 
bring about the LAC Bureau goal of sustainable economic growth.
 

B. End of Project Status
 

By the end of the project, the following will have been
 
accomplished:
 

Assistance will have been provided and recommendations
o 

made to field Missions for improving the environment to
 
stimulate positive trade policy reforms in the region
 
through the development of comprehensive trade and
 
investment strategies;
 

Information sources will be developed on opportunities
o 

for trade and investment in Latin America and the
 
Caribbean as a basis for facilitating trade
 
enhancement;
 

o 	trade and investment barriers will be reduced, with
 
trade and investment increased in target countries.
 

C. Project Components:
 

The project will consist of six complimentary components,
 
each aimed at supporting achievement of the EOPS:
 

o 	Technical assistance and support to analyze trade and
 
investment policy climate;
 

o 	Technical support for field Missions in program
 
strategy development;
 

o 	Technical assistance to field Missions to develop
 
approaches to educate the indigenous private sector and
 
develop support for open trade policies through policy
 
analysis support and seminars;
 

o 	Outreach to the U.S. business community to promote
 
opportunities for trade and investment in the LAC
 
region and to build support for open trade policies;
 

Information collection, analysis, and dissemination;
o 

and,
 

Liaison with other U.S. government, multilateral and
o 

donor agencies.
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1. 	 Technical assistance and support to analyze trade and
 
investment policy glimate
 

The Enterprise for the Americas Initiative, announced by
 
President Bush on June 27, 1990, creates a vision of hemispheric
 
free 	trade for the western hemisphere. This initiative sets out
 
a guiding policy framework for all U.S. government activities in
 
trade and investment and LAC/TI has been charged with taking the
 
lead 	role for A.I.D. in coordinating the implementation of this
 
initiative. In addition, the recently enacted Caribbean Basin
 
Initiative II legislation and the recently introduced Andean
 
Trade Initiative legislation spell out particular subregional

trade and investment policy priorities for which LAC/TI is to
 
take 	the lead A.I.D. implementation role.
 

These initiatives require a shift in focus from earlier
 
export promotion efforts toward open trade environments which
 
encompass export and investment promotion, but also stress multi­
directional trade as priority. The project will support
 
assessments of the trade and investment climate in select
 
countries to develop recommendations of priority areas needing to
 
be addressed to enhance trade and investment. These assessments
 
will identify targets of opportunity, areas of comparative
 
advantage and constraints to development of trade and investment
 
and provide recommendations for policy dialogue and general
 
program direction to these Missions. These joint Mission-LAC/TI
 
assessments will be conducted at the request of Missions in which
 
the policy environment shows potential for positive results.
 
LAC/TI will use the services of a technical assistance
 
contractor, the Latin America and Caribbean Business Development
 
Center at the Department of Commerce, possible collaboration with
 
OPIC, arid specific support grants to organizations such as C/LAA
 
to identify policy and regulatory constraints to trade and
 
investxient and areas of comparative advantage as a basis for
 
LAC/TI guidance to field Missions. In addition, specific

sectoral guidance will be prepared (e.g., tourism, electronic
 
assembly, nontraditional agriculture exports) by LAC/TI in
 
conjunction with other LAC offices, based analyses generated
 
through the TID project and through other projects (such as the
 
LAC/TECH project in LAC/DR/RD).
 

Selection of countries for this project component will be
 
based on performance both in macroeconomic and business
 
environment terms, willingness of Missions to participate,
 
geographic and political priorities and trade/investment
 
diversity. LAC/TI will make final determinations in the
 
selection of countries, based on consultations with Missions,
 
other LAC Bureau Offices, STATE, USTR, DOC and other relevant
 
government agencies.
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2. 	 Technical support for field Missions in proaram
 
strategv development
 

In addition to providing general guidance for policy
 
dialogue directions, LAC/TI is charged with providing field
 
Missions with specific guidance on strategic directions for trade
 
and investment programming. Experience to date in export
 
promotion and diversification and in investment promotion
 
throughout the region have provided several valuable lessons for
 
future program and project designs. Based on project supported
 
assessments, LAC/TI will provide Missions with specific
 
recommendations for trade and investment strategy development,
 
primarily through use of a technical assistance contractor. In
 
addition, other LAC Bureau resources will be tapped for strategy
 
development, especially with regard to areas such as agricultural
 
trade where the LAC/TECH project already has considerable
 
resources which can contribute in this area. The emphasis in
 
this 	project component will not be project design, but rather
 
strategy development, addressing critical areas of intervention
 
which can produce significant impact on trade and investment
 
activity in target countries. Subsequent project design will
 
fall 	outside of the scope of this project and will be supported
 
by Mission or other LAC Bureau sources.
 

3. 	 Promotion of open trade policies in the indigenous
 
private sector
 

As a complement to providing field Missions with specific
 
guidance on policy directions and trade and investment strategic
 
planning, the project will support specific activities to assist
 
field Missions in developing strategies to educate and mobilize
 
the indigenous private sector in host countries on long-term
 
effects of open trade policies and building support in host
 
countries for open market policies. Through the technical
 
assistance contract, PASA intervention and support grant
 
activities, programs will be developed to engage the local
 
private sector in empirical policy analysis, and subsequent open
 
discussions of economic and financial implications of policy
 
change. In addition, specific fora (lectures, seminars, etc.)
 
might be supported in target countries in which policy and
 
business environments are shifting and discrete intervention with
 
the indigenous private sector could yield support for these
 
changes.
 

4. 	 Outreach to the U.S. business community
 

As a complement to work with field Missions and host country
 
private sector leaders, LAC/TI is also actively involved in
 
promoting trade and investment opportunities for U.S. businesses
 
in the LAC region. Under this project, LAC/TI will develop an
 
outreach program to the U.S. business community to inform its
 
members of trade and investment opportunities in the region, on
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programs which can support them in seeking out business deals in
 
the region, and provide information on the relationship between
 
open trade policies and U.S. export development and in building
 
U.S. business comparative advantage. In particular, project
 
technical assistance and PASA support will: organize fora for
 
discussions with U.S. business on LAC trade policy,
 
opportunities, and challenges at several select locations around
 
the U.S.; and arrange support for trade missions in the LAC
 
region, although in no case will funding be provided for private
 
U.S. business participation in trade missions. The target of
 
these activities will be U.S. businesses; particular
 
organizations (e.g., Chambers of Commerce, World Trade Centers,
 
State Development Agencies) might be used as intermediaries but
 
only to the extent that they provide relevant access to
 
appropriate businesses interested in the LAC region.
 

5. Information collection, analysis, and dissemination
 

In support of its outreach activities and to provide
 
background materials for monitoring, evaluation and strategic
 
planning, LAC/TI will use the project to collect trade and
 
business information relevant to countries of the region,
 
undertake analyses of trends for interpretation and referrals,
 
and make information available to U.S. and host country
 
businesses, A.I.D. decision makers and other relevant sources to
 
promote open trade policies in the region. The technical
 
assistance contract and PASA collaborators will hold primary
 
responsibility for organizing, collecting, analyzing and
 
reporting on project generated data, under LAC/TI guidance. In
 
addition, the implementing entities under this project will work
 
closely with other A.I.D., OPIC and Department of Commerce
 
mechanisms which collect relevant data (e.g., A.I.D.'s Center for
 
Development Information and Evaluation, LAC/TECH, the National
 
Trade Data Bank) to assure that there is consistency in data
 
collection, lack of overlap in efforts and coordination of
 
activities. Data to be collected and analyzed include: (a)
 
investment climate data; (b, trade data; and, (c) indirect impact
 
of A.I.D. assistance on U.S. exports. Investment climate data
 
will be collected primarily by the Latin America and Caribbean
 
Business Development Center at the Department of Commerce and
 
OPIC, under PASA arrangements, so that businesses seeking
 
information or business counseling can obtain accurate and timely
 
information on the legal and regulatory environment of
 
prospective investment sites and sector-specific capacity
 
information. Trade data collected under the project will not be
 
significant new information, but rather a compiling of existing
 
information for LAC/TI specific analysis purposes. A.I.D. impact
 
data will be compiled from reports of field Missions and will
 
seek to quantify the broader U.S. exports stimulated by A.I.D.
 
assistance, but not directly as a result of A.I.D. procurements.
 
When existing data sources exist, the project will seek to use
 
these sources, rather than generate new information.
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6. 	 Liaison with other U.S. government, multilateral and
 
donor agencies
 

In its role in implementing EAI, CBI and ATI, LAC/TI will
 
call on this project to provide necessary background and analysis
 
to function effectively in interagency fora and with other donors
 
and multilateral institutions. This involves translating
 
A.I.D.'s role in fomenting economic growth and reforms in LAC
 
countries into actions which ultimately lead to the attainment of
 
U.S. trade initiative objectives. This component will provide
 
analytic support to A.I.D. field Missions and to LAC/TI to carry
 
out A.I.D.'s mandates in developing hemispheric free trade.
 
Under PASA arrangements with DOC and OPIC, the project will
 
provide analytic support for A.I.D. participants at
 
intergovernmental meetings; necessary research and preparatory
 
work will be executed under the technical assistance contract to
 
carry out this project component. In addition, necessary
 
technical data collection and analysis will be provided to guide
 
A.I.D. interactions with multilateral and other donor agencies
 
related to trade and investment promotion in the 1.emisphere.
 

IV. 	 IMPLEMENTATION ARRANGEMENTS
 

A. 	 Administrative Arrangements
 

The project components will be implemented through three
 
instruments: an 8(a) set-aside technical assistance contract;
 
PASAs with U.S. government agencies such as the Department of
 
Commerce and OPIC; and, specific support grants to institutions
 
involved in policy and strategic planning leading toward
 
hemispheric open trade (e.g., C/LAA for its Miami Conference on
 
the Caribbean). The DOC PASA already exists and continuation of
 
activities under this project will most likely be through
 
amendments to this existing agreement. The execution of the six
 
project components will be carried out as indicated in Table 1.
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Table 1
 

IMPLEMENTING INSTRUMENT
 

COMPONENT 8(a) TA CONTRACT PASAS GRANTS 

T&I Climate X X X 
Analysis 

Strategy X 
Development 

Developing X X X 
Local Support 

U.S. Outreach X X X 

Information X X 

USG/Donor X X 
Liaison 

B. Implementation Plan
 

Table 2 delineates how the project will be implemented.
 

Table 2
 

IMPLEMENTATION/OBLIGATION SCHEDULE
 

Obligating Document Amount Approx. Term
 
Date of
 
Oblig.
 

8(a) Direct Contract 2,000,000 3/91 3 years
 

DOC/OPIC PASAs 1,000,000 3/91 2-3 years
 

Grant Agreements 400,000 4/91 Ltd Scope
 

Evaluation/Audit 200,000 na na
 

TOTAL 3,600,000
 

C. Procurement Plan
 

It is anticipated that the technical assistance contract
 
will be awarded to an 8(a) small business firm that is qualified
 
in international trade and investment. A three-year contract
 
will be signed after project authorization to include:
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o approximately 20 person-months of technical assistance
 
provided to LAC/TI for trade and investment strategy
 
development with field Missions;
 

o 	approximately six host country trade and investment
 
assessments;
 

o 	support for approximately 24 trade and investment
 
promotion activities within the U.S.;
 

o 	development of an information system to monitor,
 
analyze and provide relevant data on trade and
 
investment to U.S. and host country businesses and to
 
A.I.D. senior management.
 

Funding to a Participating Agency Service Agreement (PASA)
 
with the Department of Commerce will provide continuing support
 
for the Latin America and Caribbean Business Development Center.
 
This Center serves as an information clearinghouse for trade and
 
investment data and serves as a "one-stop-shop" for U.S.
 
businesses interested in the LAC region. This PASA was
 
originally funded under the PSIP and continued funding will be
 

provided under the TID project. In addition, funding may be
 
provided to other U.S. government agencies involved in trade and
 
investment development, such as OPIC, to support project
 
components.
 

In addition, it is anticipated that LAC/TI will provide
 
grant funding to Caribbean/Latin America Action (formerly
 
Caribbean/Central America Action) to support its annual Miami
 
trade and investment conference to promote high-level policy
 
dialogue, outreach to U.S. businesses and work with host country
 

Similar grant support
businesses to promote open trade policies. 

for other such organizations which are integrally involved in
 

similar activities might also be considered within the funding
 
levels approved for the project.
 

D. Gray Amendment
 

Gray Amendment objectives will be met through the
 
procurement of services from an 8(a) firm for project technical
 
assistance.
 

E. Project Monitoring and Evaluation
 

Project monitoring will be carried out by the project
 
officer in LAC/TI, relying on project reports and direct
 
contacts. The technical assistance contractor will work closely
 

with LAC/TI and will provide at least quarterly status reports.
 
The PASA A.I.D./DOC liaison individual is charged with
 
information exchange and provides weekly updates on activities
 
under the PASA as well as formal quarterly reports on activities
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and accomplishments. Any other PASAs executed under the project
will include similar reporting requirements. Specific support

grants to C/LAA and other such organizations will be for finite,
discrete activities and will be monitored directly and through

required grantee reports.
 

Project progress in meeting EOPS and objectives will be
reported twice annually through the Bureau semi-annual reporting
process. Evaluation of activities consisting mainly of technical

assistance support to A.I.D. Missions will be carried out as
specific task orders are accomplished, based primarily on Mission
feedback. 
A budget line item has been included to provide for

specific external project-wide evaluations as deemed appropriate

by the LAC Bureau.
 

In addition, funds are provided for audit of the technical
assistance contract and support grants funded under the project.

Audits of PASAs are not permitted and are thus not anticipated in
 
the project.
 

V. FINANCIAL PLAN AND COST ESTIMATES
 

A. Financial Plan and Project Budget
 

The total estimated cost of the Trade and Investment
Development Project is $3.6 million. 
A breakdown of the various
 
cost components of all major activities to be provided is

presented in Tables 3 and 4 below. 
Not reflected in this table
 
are the various "counterpart" or in-kind contributions to the

achievement of the project, as these are not accurately

quantifiable at this point. 
Life of Project counterpart

contributions to the PASAs and the specific support grant

activities are estimated to be approximately $300,000 and
 
$750,000 respectively.
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Table 3
 

TRADE AND INVESTMENT Development PROJECT
 
SUMMARY FINANCIAL PLAN


($000)________ __ 

ELEMENT AMOUNT 

T&I Climate Analysis $450
 

Strategy Development 1,000
 

Developing Local 325
 
Support
 

U.S. Outreach 1,175
 

Information 300
 

USG/Donor Liaison 150
 

Evaluation/Audit 200
 

TOTAL $3,600
 

Table 4
 

TRADE AND INVESTMENT Development PROJECT
 
FINANCIAL PLAN BY FISCAL YEAR
 

($000)
 

ELEMENT FY 1991 FY 1992 FY 1993 TOTAL] 

T&I Climate Analysis 150 150 150 $450 

Strategy Development 300 400 300 1,000 

Developing Local 100 125 100 325 
Support 

U.S. Outreach 400 400 375 1,175 

Information 100 100 100 300 

USG/Donor Liaison 50 50 50 150 

Evaluation/Audit 50 75 75 200 

TOTAL 1,1501 1,300 1,150 $3,600 

B. Methods of Implementation and Financing
 

Table 5 illustrates the methods of implementation for the
 
project, which are the for-profit contract, PASAs and grants.
 
The methods of financing are preferred methods of financing under
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the Administrator's Payment Verification Policy Guidance and
 
represent no deviation from the Mission's general assessment of
 
financing policy and procedures. Table 5 shows the Methods of
 
Implementation and Financing for the project.
 

Table 5
 

Methods of Implementation and Financing
 

[Project Type of Method of Method of Amount 
Elements Assistance Implementation Financing ($000) 

Trade and AID Direct For-profit Direct Pay 200 
Investment Contractor 
Climate Grant PASA Direct Pay 100 
Analysis Grant Grant Agreement FRLC 150 

Strategy AID Direct For-profit Direct Pay 900 
Development Contractor 

Grant Grant Agreement FRLC 100 

Developing AID Direct For-profit Direct Pay 200 
Local Support Contract. 

Grant PASA Direct Pay 50 
Grant Grant Agreement FRLC 75 

U.S. Outreach AID Direct For-profit Direct Pay 400 
Contractor 

Grant PASA Direct Pay 700 
Grant Grant Agreement FRLC 75 

Information AID Direct For-profit Direct Pay 200 
Contractor 

Grant PASA Direct Pay 100 

USG/Donor AID Direct For-Profit Direct Pay 100 
Liaison Contractor 

Grants PASA Direct Pay 50 

Eval/Audit AID Direct Far-Profit Direct Pay 200 
Contractor 

TOTALS 
 $3,600
 



ANN ",X A 
Project Design Summary
 

Logical Framework
 
Trade and Investment Development
 

NARRATIVE SJtARY 


GOAL: 

To foster a hemispheric free 

trade environment in Latin 
America and the Caribbean. 


PURPOSE: 

To stimulate and support open 

trade policy development and/or 

reforms through A.I.D.-assisted 

programs, 


OUTPUTS: 

1.Trade & investment 

assessments & program design 

assistance provided to AID 

field missions; 

2. Country assessments 

completed to gear USAID 

programs to T&I focus; 

3. info mechanisms developed to 

measure AID's impact in 

improved T&I in the region. 

4. Outreach program implemented 

to inform US/LAC businesses of 

regional T&I opportunities. 

5. Trade information 

disseminated (clearinghouse). 


INPUTS: 

1. T&I Climate Analysis 

2. Strategy Development 

3. Developing Local Support 

4. US Outreach 

5. Information 

6. USG/Donor Liaison 

7. Evatuation/Audit 


TOTAL 


598-0797 


OBJECTIVELY VERIFIABLE INDICATORS 


Hemispheric free trade block 

developed, including: 

-Free trade agreements among and 

between nations; 

-Joint Trade and Investment 

commissions with the U.S. 

-Removal of tariff and non-tariff 

barriers to trade. 


EOPS 

1.Country environment Assessments & 

recommendations for A.I.D. programs 

result inpositive trade policy 

reforms in the region; 

2. Facilitate information and 

opportunities for trade and 

investment in LAC; 

3. A.I.D. policy dialogue aimed at 

regional trade barriers.
 

Output Indicators:
 
-Target countries participate in 

trade and investment climate 

assessment activities; 

-6Country trade strategies 

developed; 

-24 Trade and Investment promotion 

activities inU.S.; 

-TA contractor developed information 

system available to provide 

information on impact of A.I.D. on 

promoting U.S. trade; 

-DOC LACBDC system inoperation to 

provide investment and trade 

information on LAC countries and
 
provide support to U.S. businesses; 

-3 regional conferences/seminars 

conducted (i.e. C/LAA) 


Budget (US$00):
 
$450
 
1,000 

325 


1,175 

300
 
150
 
200
 

$3,6G0
 

MEANS OF VERIFICATION 


Regional trade and 

ec%..omic data from: 
-USTR 

-AID 

-State 

-Embassies
 
-IFIs, IMF
 
-Files
 

-TA Contractor 

reports/Mission 

Assessments; 

-Mission reporting 

(SARs, APs, EvaLs) 

-Trade data collected; 

-IMF, IB 

-PASA impact 

evaluation 


-TA Contractor 

reports; 

-Mission Assessment 

reports; 

-LAC USAID's SARs,
 
APs, PPs and 

obligation 

documentation-

Operational automated
 
Information system; 

-Investor interviews; 

-Evaluations 


-SARs 

-OYB 

-MACS reports
 

Life of Project: US$3.6 million
 
PACD: 

Date Prepared: 

09/30/94 
02/91 

IMPORTANT ASSUMPTIONS 

-EAI implemented 
-Mexico free trade agreement
 
(model) approved;
 
-IDB sector tending
 
conditioned on trade policy.
 

-USAIDs adopt trade and
 
investment programs and
 
projects into portfolios;
 
-HC policy dialogue
 
environments are open and
 
productive;
 
-Congress appropriates
 
sufficient levels to meet
 
trade initiative objectives
 

-USAIDs agree to participate
 
intrade and investment
 
strategy development
 
activities;
 

-Appropriate ADP equipment
 
(hardware and software) is
 
made available to LAC/TI;
 

-AID staff available to
 
input and update data on
 
regular basis, maintain
 
system.
 

-APRE plays a rote in
 
information and brokering
 
services for U.S. entities.
 

-Planned OYB levels made
 
available. 
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Executive Sunmary 

World trade is one of the primary keys to 
international economic growth and devel-opment; LDC exports are of increasing 
importance in achieving a level of sustained 
economic growth that will improve the liv-
ing conditions of the poor. Because foreigr 
assistance is a relatively less significant 
source of foreign exchange for LDCs, coun-
tries that seek self-sustained economic 
growth will have to rely principally on an 

expansion and diversification of trade to 

meet their energy needs, and finance 

imports of capital goods, intermediate 

inputs, and, in a number of cases, food. 

The purpose of this policy paper is to pro-

vide direction to A.I.D. in the encourage­
ment of appropriate LDC trade policies and 
a framework for the design of trade-related 

pr m s 


For developing countries, sound trade 
policies are an integral component of an 
effective development strategy that will 
stimulate growth and the productive use ofnatural and human resources. The opening
of markets to foreign trade is an important 
step in accelerating economic growth. 
Exports play a vital role in Iong4erm job
creation and overall eriploynyemt in an 
LDC's economy 

Despite the advantages of an outward­

growing and fair trade. These basic prin­
ciples have been the cornerstone of U.S. 
trade policy for over 37 years, ad comple­
ment the United States' belief that only 
through a strengthened intematisnal trad­
ing system can effective rules governing
fair trade be established, trade liberalization 
be negotiated, and disputes be setled. 
A..D's trade development policy is 
designed to encourage LDCs to utilize 
international trade as a key instrument in 
the process of achieving broad based, sus­
tained economic growth, and place a 
greater reliance on complementary domes­
tic competitive markets that support more 
open trade policies. 

A major focus of the trade development
policy ;s on building developed country
and LDC private enterprise ties on a con­tinuin& long-term basis, consistent with
the broad American objectives of trade 
l'beralization. The formation of such ties 
should lead to: 

* development of stronger LDC economies 
based on the efficiency of market-based 
resource allocation; 

development and strengthening of 
mutual economic interests between 
developed countries and IDs, 

lookingtrade policy M a medhi bm foreconomic instituton andchieving economic growt *e weare many 
barriers that mnt be overme ueiuh 
a policy can be pusued -----M I~yaLDC 1thes baer hwid mpo Bubo 
tution strategies; WC puastaW policies
and their iwact on pavate irresbmt the 
[DC's lack of intenmational mardeting infor-
mation, experience, and netwods; indus-
trialized countries' trade banus and 
market access policies, low and 
prices of pmayprotiuctr, financing ca-is 
s nts a [ d tnes and' 
nreased use of €ountmterudet 

The U.S. view of qapdate tae policies 
for both developed and developing coun-
tries derives from the same basc principles
to which the United States itself subscribe. 
A.LD.'s policy on trade and its role in 
developmnent are fully consistent with andderive from the folloin thuee fundamen-
tal prfincples of U.S. polNc: (1)free 
and open trade benefits all natiom; (2) fairtrade is essential to support free trade; and 
(3) an effective international trading system
is essential to preserve open markets and 

on sres of privae and 

* adoption of appropriate economicPo~icis. 

.LD.will focus its trad devam 
efforts within the frework of the four
plIalS. Specifically, the policy directs that 
A.I.D. policy dialogue, progrus, and pro­
ects (1)establish a poky environment that 

condlucive to pdiae enterprise and 
expanded Paiati in
 

,( &urage t trnser of
 
t MN sinydiao agrcta 
and industrial bases for expo production
in areas with omparative advantages;
(3)support trade and investment prom.
tion efforts; (4) introduce or expand private 
sector competition i the export or importof essential or economicaly important corn­
modities; (5)broaden the sope of export 
de 
U.S.-WC two-way trade poportunities;
and (6) encourage prudent investments in 
infrastructure to improve an LDC's trade 



position. The guidance reflects A.I.D.'s 
experience with trade policy and projects, 
and should be applied when a Mission has 
made the decision to pursue trade or 
export development as part of its economic 
development strategy. 

Trade Development 

Policy Paper 


I. Introduction 

World trade is one of the primary keys to 
intomational economic growth and devel-
opment; LDC exports are of increasing 
importance in achieving a level of sustrined 
economic growth that will improve the liv-
ing conditions of the poor. Because foreign 
assistance is a relatively less significant 
source of foreign exchange for LDCs, coun-
tries that seek selfmustained economic 
growth will have to rely principally on an 
expansion and diversification of trade to 
meet their energy needs, and finance 
imports of capital goods, intermediate 
inputs, and, in a number of cases, food. 
A.ID.w1- assist LDCs in improving their 
ability to trade because, through expanded 
trade, industrialized and developing coun-
tries benefit from increased economic effi-
ciency, higher levels of incom and 
employment, and greater aceess to tech-
no ogy. This approach is consistent with 
U.S. 	Government trade pliy, which has. 

hiitioicay oliiesorientedpomoed 
twrslwolmarkets and

oardsg government m oftrade azng e m eent tradenment
andinvsn.growth 

The purpose of this poiy paper is t o-
vide direction to A.ID. in the encourage-
er of appropriate LDC trade policies and 

a framework for the design of trade-teatied 
program and projects. It is intended to be 
useful to Missions in thinking about and 
conducting their dialogue with DCs on 
bade policy and in crafft A.ID. iterven-
tiorks where aprp Iat.bis policy pape 
builds upon AD.'s expcrience with trade 
and ext deveopment and fts pdvate 
enteri inaive. It supersedes "Am 
Policy on Trade, Investment and Develop-
nMent" (dated May 15, 1978). 

IL Trade and Investment in LIDC 
Economic Growth 

The o of markets to ioren trade is 
an ft . por c 

gr xpts play a vital role in long-
tstep in a celerating eco n m i

term job creation and overall employment 

in an LDCs economy. If the processes 
used for export production are labor­
intensive, the country will realize signifi­
cant employment gains in the short- and 
long-term. 
Although foreign assistance may be needed 

in the early stages of development of the 
poorest 	LDCs to help provide capital and 
to develop export-oriented institutions, this 
aid becomes less important as an LDC's 
capacities to export are strengthened. Once 
their industrialization process begins, aid 
should be used to encourage those coun­
tries receiving assistance to graduate in a 
timely fashion from that assistance. For 
example, the economic well being and 
growth prospects of many emerging m,.i­
die-income developing countries now 
depend on their abiity to access intema­
tional product and financial markets rather 
than on foreign assistance. Export earnings 
in many WCs contribute a far more signifi­
cant proportion of foreign exchange 
resources than Official Development Assis­
tance; the LDC's export earnings of $324 
blion in 1983 amounted to 10 times their 
inflow of resources from foreign aid. With 
the flow of foreign assistance unliely to 
expand in the foreseeable future, reliance 
on trade s a means to earn foreign 
ediange will be of even more critical 
importance for most LDCs. 
R .. h 

-
mdi between export-
ordented strategies, a reliance on open

fat pciicies, and economicu
in LDCs.* The success stories of 

many of the Newly Industralized Coun­
tries (NICs) this point. Althog 
the charactedritics of individual NICs differ, 
four factor were very biportant for their 
success and ability to compete in world 
markets: (1)a reliance on export promotion 
and the international economy as major 

of q7union for their nowfac­
turing and industrial q*forl; (2)a commit­
met toao.&ev unad-ed economic 
gwth e ed them to alter domestic 
o (3)a sustained invest­

ment in human resources deveopment, 
and (4) cdose cooperation between govern­
ment and the private sector. Another 
-____o 
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natiorad Development, December 1983. 



important factor contributing to this growth 
was the presenceof aproper mix of export-
oriented development policies and import
substitution policies. In some cases, this 
meant that economic growth was spurred
by, or relied in part on, a sound 
agricultural sector, 

The NMCs, who accounted for much of the
impressive LDC economic growth during
the 1974-1980 period, are now expanding
their activities into more complex, skill-
intensive, and higher wage manufacturing,
As these more advanced NICs (like South 
Korea, Taiwan, Hong Kong, and Singa-

pore) progress to higher technology pro­ducts (such as consumer appliances, elec-

tronics and computers), there is potential

for other nations to take advantage of 

opportunities to ly more iabor-

intensive manufactred goods on world 

markets. Infact, a second group of coun-

tries that includes Colomba Malayia

Thailand, and Tunisia has recently accel-

erated economic growth via the export oflabor-intnsive mnufactured goods. 

An LDC can maximize its benefits from 
freer trade to attain sustained economic 

wth and a reasonable approximation of 
employment oly if the openin of its 

economy to Utnational markets is acoom-
panied G domestic poliies which fter
market-based resource allocation and per-
mit development Of thoseacivities inwhich ft has a compa rativ advantage. A 
country that restricts trade and amtrols (or 
thrs ad intraltresouresA atiot 
 some doubteb ismotofmanLDCstoCO­

forcnwosmedmaitsrjet 
into less efficient ues. Government 
policies and administative efforts that 
W1ore thi fact ae sme p to 
become morcostly am the domeft 
market wil bear.Ibis restrtive _ 

M*et torowo 

could cause, In effect, a -twx caipro

duction in which the wrtry may have a 
comparative advantage in order to 'sub-on
scize" the pmduction Iawhih it no 

promct ac ecnmies !o 


proW ec fom co 'eitveworld trade also result in a diveao Of 
resources that could be applied to other
development problems. 

As an LDC removes import and aport
restrictions and controls, the mazkt wl
allocate resources away frm lM effiient 
uses and toward productive activity in
which they are more suited. This shift of 
resources to their more efficient use 

accounts for an initial period of increased 
specialization in producton (as well as a
genuine savings to an economy). The relax­
ation of import restrictions will also provide
indigenous businesses with acctss to the 
financial, technological, and managerial
inputs necessary to fuel economic growth. 
In the longer run, as a country's human 
resource base develops, a country may
expand the number of activities in which it
has a comparative advantage. Such diver­
sification of production is important for 
stability and sustained growth in order to 
hedge cyclical or secular declines in export
prices. 

Increasingly, trade and investment flows 
are interrelated. The opening of markets to 
foreign direct investment also provides a 
way for LDCs to diversify their economies 
at the same time they gain access to new 
technology and managerial skills. Open 
and fair investment policies are essential to 
an expansion of ivestment and technology 
transer An open and stable vetmentenvironment will Position developing court­tries to acquire the capital necessary for 

private sector development. Less govern­
ment intervention in the economies of 
developed and developing countries with 
correspondingly fewer restridions 
domestic and foreign investment will 
greatly asst rapid devlopmert and 
growth in world trade. 

1L. Obstacles to improvi% LDC 
Trade Capabilities 
In the near term, there is 

pete 6 u inwodd mrkets or to 
serve as major sources of wodd demand. 
Despite the advantages of an outward l"­
an tra& poli based upon open markets, 
there are many barriers that must be over­
come befor such a policy can be imple­
merted by an DC..Tese bamke reflet
 

are bohinealad xa 
al to .Athough the nature of awe
Va va.nmeries from €cot to Country andlizationnam may not be app[icaIe in d 
'S'iome of the more severe obstaciesi , n o mane s o
 

ecommon to many LDCs.
 
A. Import Substitution Strategies 
Many LDCs have prom ted import
substitution strategies for economic growth
and employment generation These straLe
gies ar generally initiated by enacti tem­
porary protection, such as high tariffs, for
infant industries against foreign competi. 
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tion. Although these tariffs have gradually 
been decreased, they remain well above 
developed country tariffs and are used 
increasingly in tandem with nontariff bar-
riers to protect these industries, 

This new form of protectionism is difficult 
to dismantle once it has been established, 
In these instances, import substitution 
leads to increased inefficiency in the 
domestic market (encouraged by govern-
ment policies that subsidize industries in 
which a country may have no comparative 
advantage) and keeps foreign products out 
of LDCs on a selective basis. It is better for 
an LDC to develop its economy through 
development of the market with increased 
exports leading to an appropriate percent­
age increase in imports than to try to do so 
behind barriers of import substitution. 

Inward-looking development strategies 
utilize a variety of measures to allocate 
imported goods toward priority ars (as 
perceived by the LDC). These measures 
include an overhauled exchange rate, 
restrictive exchange controls, tariffs, and 
quantitative import and export restrictions. 
Such interventions in the market favor cer-
tain imports, but cause high prices to be 
charged on imported items not under offi-

activies in which the couint ata om-
parative advantage may aso be veyafected by Ow restrictions on ry 

ineredat0god, th hie eUot nc 

of their products, the higher tranuaqon 
costs due to controls on trade, and the tax 
effects of crosssubsidies required to sustain 
the inefficient producers in other industrs 
or sectos. 

B. uxC Prastatal Polides and the r 
Impact on Private Investment 

Snce nek sors orin t caw 
not survive unk policies we in place tha 
distort prc signals, an eo that.OV 
resics trade amost always requires the 
use of parastatals or government-.anc-
bioned private mionooes to provide the 
necessary goods and services. The 
existence of the parastatals or monoolies 
creates additional obstacles to lberalization 
in the future, through the creation of 
"vested interests" as well as the inability 
of such enterprises to compete agans 
more efficient private cancerns. Developing 
countries find themselhes in the dilemma 
of wishing to Itt at e investment in 
a sector where a public company exists, 

while at the same time having to shield the 
less efficient public company from full 
competition. 
In this conundrum, the private investor 
often loses. Existing foreign or indigenous 

investors often become frustrated by the 
favorable treatment and the unfair com­
petitive advantage given public companies 
and may often see their firms forced out of 
business, while the LDC spends precious 
resources keeping the SOEs afloat. Simi­
larly, foreign or indigenous private inves­
tors may sometimes be discouraged from 
entering the market altogether because of 
the more favorable treatment extended to 
the public enterprise. 

C. Lack of International Marketing Infor­
mation, Experlqnce, and Networks 

Many firms in LDCs find it difficult to 
obtain the technical skills or knowledge 
needed to identify products appropriate for 
export. The lack of information is a par­
ticular problem when new export activities 
require a dear technical and manaerial 
understanding of production possibilities, a 
firm grasp of present and future market 
conditions, and international marketing 
skills. Among the factors contributing to 

cial exchange rates. Moreover, &oductive this lack of market information ae the 
(1)high ost of obtaining formainim 
(2) lack of knowledge about new business 

" 3 " 
frout markcet channds and 

(4) oests of developkg contracts and sales 
netwoiks. 

D. Trade Bariers and Maret Acces 

In the wake of a global recessim in the 
eady 190., followed by an imbalaned 
rewvety concentrated almost eniely in 
Nc Atesiea r many industrialized coun­
tr we intensifying and expanding protec­
om for their domestic industes and 

agriculture a st inqwts fnmmDCs. A 
mao rcmaotternwpobtctec­
fionism is that it pdme newobtce 
aastproducts that migh form the basis 

a feasible export eVson program by 
these WCs. Athough some analyses indi­
cate that the new protectionism has had a 
modest impact on the volume of trade, the 
following consideratioa have been raised: 

the adverse effects on trade may show 
up later, since investment in exknt­
oniented activites will be Ihiabited and 
since some of the measures are only recent; 
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* the pattern of trade may have been 
distorted even though total tade has not
fallen; and 

iin the absence of these protectionist 

measures, trade would have expanded 

much faster than gross national product, so 
that a shift to more export-oriented growth
is being inhibited, 

Widespread protectionism would lower 
long-term growth by reducing international 
trade, economic flexibility, and the produc-
tivity of capital and labor, as well as serve 
as a disincentive to greater foreign trade 
and investment in LDCs. 

The United States market has been more 
open to LDC exports than have those of 
our major trading partners in recent years. 
In both 1982 and 1983, for example, a
majority (55-60 percent) of LDC exports ofmanu~tiredgoos t th arono eenterpisinustialzedarragements (as t.his may be one of thee n ote 
countries went to the United States alone.manufar ed goods to the indusialized 

Our more robust economic recovery, and
the high value of the oular, have drawn 
imports to our economy. The facthat such 
a large percentage of manufactures from 
LDCs is entering our market, despite
strong protectionist pressures, is testimony
that U.S. barriers to imports are relatively

low. 


E. L0W mid Unstable Pdicesof itdmu'P1od s 

Many UXVs: , c th bwesn 
natios spciiI"~aee~q~rt ~natu 


of one or a l d n of i
ofsone o ntednmer y vo.o f ar ted pm-ducts. Due to technological advances in the
production of sulmitute goods and aOfUStrdsoftening of wodd demand, a nmber of
these products hav experienced down-

ward price trends. 

F:. It anng 1ro alsis Md 1s 
Contraits 

Much of the funds borrowed by the rm-l 
producing LDCs in the 19M was Invested 
inpets gut did not produce M 

F. FianciS ~comparative 

-O~nN19P sufiscient to covbAte
ensuing debt seie. The &t seyv.
burden has, In turn, reduced m 
of foreign exchange available for new
investmnenti, and caused private Yaks to
exerdse more cautious e d Aes 
than In the past. New n invesameA 
in LDCs have sloved aswe, cutting off a
valuable source I'nds for ecomimic 

. 4A 
growh an inigentu twesuiet 
posibiitis-compauado 

G. Increased Use of Countertrade 

Many LDCs resort to countertrade* 
arrangements because of the weakness of 
commodity markets and their deteriorating
foreign exchange positions. CouAertrade is 
always less efficient than normal immer­
cial transactions-bilateral arrangements are 
cumbersome, costly to LDC governments,
deprive LDC companies of direct marketingand financing experience, and, in some 
cases, intensify downward price pressures 
on LDC commercial exports. When LDCs 
deal with foreign exchange shortfalls by
using countertrade as an export financing 
mechanism, they should take care that the 
comparative advantage is dear and there isminimum distortion to market allocation. 
Although, as a matter of policy, the U.S. 
Government does not oppose the participa­
tio;"of private enterprises in countertrade 

few ways that they can meet some of theirimotnestdesotpor 
import needs), it does not support

government-mandated countezirade.
 
IV. U.S. Trade Policy and Its 
Relevance to LDCs 

The U.S. view of appropriate trade policies
for both developed and developing coun­
tries derives from the same basic pficiles 
to which the United Stes itself subswbe. 
.r Low and Unn Coualeies sound trade Poi
cies are an integral omponent of an efictive deveipmt strategy that wi sthnu­
late growth and the pmduactive use of 

ral and human resources. AILDA' 
policy on trade and its role in dev-l-menare fully consistent with and deive fromth dbni fie faenta pries 

H7 
- Free and open trade benefits all natio.
The United States believes that free trade 
and open marets permit the inciples of
 

advantage to = ou ces
 
jobs, more produciv use of natuml
 

meourmes mOne rapid faruwatiok., increased 
osmscoceahihrstnad 

in& and higher hawms. (Comparative
flv 

advanteg_ does not mee WDCs must can­
tinue to depend on natural resources as the 

*'fot m bed a 
whk thedw mdwr dwe" a "Mddkvd 
(ma& ndauwh or . ,,m ad=ac 
Uu Vs oPuweoosmdwbe aerCOaW 
'a U a mpeaftwo dme 6"gmIsale
csr" vTab 
F P bor, buy back G=wadwae. offset and 

tmad. 

, I Counieatde is a 5am dii enn­
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principle export; it means a greater oppor-
tunity for them to develop non-traditional 
exports.) 

- Fair trade is essential to support free 
trade. The United States believes that fair 
trade must be based on mutually acceptable 
rules that give no country an unfair advan-
tage. Trade opportunities derive from the 
principles of comparative advantage, not 
artificial advantages that create barriers or 
dose markets. (Fair trade principles are as 
relevant to industrial as to developing 
countries since the benefits to growing 
world trade should not be limited to one 
group at the expense of another.) 

- An effective international trading system 
is essential to preserve open markets and 
growing and fair trade. The United States 
believes that onuy1.hrougha strengthened 
international trading system can effective 
rules govering fair trade be established, 
trade lb ization be negotiate d 
disputes be settled. The interests of devel-
oping and industrial countries can best be 
reali,.d through participation of all coun-
tries in the GATr. (In particular, develop-
ing countries' active participation in trade n a under GATI auspices is the 
MM means to assure that their 

are considered and 
respected.) 

These basic principles we inherent in the 
TadGeneral eon and T rade 

and, hae been the cornrtone 
of U.S. trade policy for over 37 yes. 
Although the basi prnciples of U.S. trade 
policy hav not daned d ng tflee 
years, the importance of trade to the world 

aseconomy and to economic developmente 
grown-

More open trade and investment picies 
me pumtlcly importan for debt bur-
dened de oigcouries. The major ele-

mt of Treasuny Ba ' Pro 
gram for Sustained Growth is the adoptioz, 
of policy reforms that maximize the con-
tribution thatrade and investment can 
make to the growth and adjustmient pro-
cess of devdoping countries. For example, 
those developing country economies that 
have continued to advance during the debt 
crisis of the 1980s are those that have 
adiPW outward oriented growth strategies 
dI--acterized by open trade and Investment 
policies, 

V. A.I.D. Policy for Trade 
Development 

A.I.D.'s trade development policy is 
designed to encourage LDCs to utilize 
international trade as a key instnent in t 
the process of achieving broad based, sus­
tained economic growth, and place a 
greater reliance on complementary domes­
tic competitive markets that support more 
open trade policies. 
A major focus of the trade development 
policy is on building developed country 
and LDC private enterprise ties on a con­
tinwng, long-term basis, consistent with 
the broad American objectives of trade 
liberalization. The formation of such ties 
should lead to: 

f P 
* development of stronger LDC economies 
based on the efficiency of market-based 
resource allocation; 

* dear'ndent and t h f 
mutual economic interests between devel­
oped countries and LDCs; 
* encouragement of entrepreneurship, 
economic institution building, and reliance 
on sources of private finance; and 

• adoption of appropriat econ c 
policies. 
Tlis polc Is consistent with two of the 

principal Voals . f In the Forin h 
Asistance Ac of M, as amended: (1) the 

pomtion of heve seablindelMI ' 
growth with ecz &"b distriutior of 
beNefit md (the in ration of the 

vinwi afa 

an ope and 
a enm system. 

VI. Specific Components of
A.D's PolicyA D.' o 

A.D. wit focus Its rade deNtOient 
efn dar &~e Wor fd 
pllas. _e'tr 
A.M. policy diaogue, p:Wgrms, and pro­
jects (1)ealisha policy anrnent that 
isconducive to=dve enterpise and 
eIane in Interniational 
trade; (2)encwrag the transfer of tech­
nology, skills, arid iformnation required to 
expa and efy LDC ag tural and 
indust=l b for expot production in 
aea withq - ive advantages; 
() suppot and investm promo­
tion effot; (4) introduce or expand private 
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sector competition in the export or import 
of essential or economically important com-
modities; (5) broaden the scope of export 
development projects to provide for greater
U.S.-LDC two-way trade opportunities;
and (6) encourage prudent investments in 
infrastructure to improve an LDC's trade 
position. 

This guidance reflects A.I.D.'s experience
with trade policy and projects, and should 
be applied when a Mission has made the 
decision to pursue trade or export devel­
opment as part of its economic develop-
ment strategy. Whether explicit tra& 
development activities should be initiated 
by Missions depends upon several factors, 
induding Mission priorities, staff capacity, 
and country strategy. It is not expected
that all Missions have the staff capabilities 
to undertake-these activities. However, 
even if program or projeo nterventions 
may not be called for, policy dialogue acti­
vities should be considered and carried out
if at all possible. Missions should look to 
private sector contractors and consultants; 
business, trade, and professional associa-
tions; and U.S. and LDC private enter-
prises involved in trade for assistance in 
designing a trade strategy. AID/W will help
Missions where it can. 
A. The Policy EnviroRwm for Trade and 

Invstmntcompetitive 

L.The rade Environment 

s can moitn effecive nly they re 

oriented strategies that reduce " 
tetiornm favor of eaconiac diveisification,
competitive market, and tdudogy aaqul-

sftion. A.I.D.'s effort to hlp sigthen

the trade capabities of [DC prvae ente-

prises can be truly effective onl if they are
carried out in a policy dimate 9;encur-

ta es ma pctiviy nd a
ket-based a m m~w
the thef private seto. 


a , infirst effot urakd to .
 

Ing and Im roving a poli enhoi 
that is conducive to private enterpse and 
eTanded participation in international 
trade. Over the long termm it wiMbe teme 
Policies, coalescing around trade-orieted 
strategies, that will be the donant hiflu-
erioe affecting an DC's co~nmc growth.

Trad-orinte~te ~ ~to 
Trad-or ted selc t elminaetraegie

or at least minimize, economic distortions 
so that the prices of exports reflect as near 

as possible the real opportunity costs of the 
items to the country. Successful export
strategies usually include the followinL: 

- the reduction or elimination of duties 
and quotas on imports essential to the pro­
duction of exports; 
* the reduction or elinunation of taxes and 
quotas on exports; 
0 the simplification of licensing and other 

bureaucratic procedures needed to export; 

the reduction, to real levels, of trans­
action cos- =Sociated with the handling of 
exports and related imports (e.g. licensing 
requirements, embarkation and disembarka­
tion processes, etc.) 

* elimination of subsidies on exports; and 
• excha:,ge regimes that reflect market
 
rates.
 

Minions should pursue a policy dialogue
with host governments to remove esting
trade restrictions and controls. Political and 
social resistance to reevaluating import
substitution policies and adopting an
 
export orientation may be particularly
 
strong in countries that have an elaborate
 

substitution supports

and ¢mnddere sunk f 
 in non­

im th substitution industries.
 
it may requie the rmmersal of many long
 

policies aMd the
 
aindustries AWAY
 

others _win buss activities to support
 

f psrsle losses. Opposition ma 
arise froEoners and managers of =efi

dent firms that would have thteir market
 
opened to Competition, feom wodmes
 
threatened y dad4cement, and from
 
others who benefiythe status quo. mis­
sion should expor, with IDC govern­
u ms and p ivate entepries, alten ative
 
uses for the h and financial resoures
 
tt had to these Inustries. 

Altho.gh this Is a difficult process for some 
[DCo, this difficulty is notinreentre 
r es by [DC polidans. Countries 

ltmarited their mpo t ubstitution 
efots n instituted poliaes to keep their 
import 5Ubstitutiofl industries competitive 
with imports, are likey to be less resistant 

policies that wouild incrieas trade. If 
restrictions can be removed and the izme­
diate adverse ipacts of removing potec­
tion are hedged or lessened, the potential 

7 

http:Altho.gh


for sustained economic growth will be 
dramatically increased. Although this may 
be easier said than done, it is important to 
pursue our targets here. 

In a number of LDCs, the enactment of 
those policies that support the expansion of 
exports and the removal of those policies 
that restrict trade, must be accompanied by 
fundamental policy changes that may have 
more profound cousequences for the eco-
nomy at large. These may include: 

" open market sales of foreign exchange; 

" liberalization of financial systems so that 
the market will determine domestic rates of 
interest; 


* elimination of laws or conditions that 
reduce or eliminate competition in produc-
tion and trade, and 

* policies that ensure that establishment of 
eandbenefit pckags more nearlywa e value of labor input. 

There is no single rank ordering of the 
issues related to improving trade that can 
be applied in each Mission's policy 
dialogue with the host country. In some 

,opportunities naymerge to pro-
gram A.I.'s assistance indirect support
of ave poic irteorm pogram 

favorable to economic growth and the 
development of a competitive private sector 
will continue (assuming that they exist in 
the first place), which is necessary to-'­
encourage the long-term commitment 
required for trade and investment. 

An important policy issue that should be 
discussed with host governments is the use 
of standards. Generally accepted standards, 
both for product quality and for measures 
and weights, are crucial to the efficient 
functioning of markets and their growth. 
Standards permit the rapid and wide 
spread of information that, in turn, is 
needed for truly competitive markets. The 
lack of common minimum standards often 
frustrates achievement of the consistent 
quality needed for trade in large quantities 
or over great distances. This is especially 
essential to the development of agricultural 

trade in LDCs; it is also one of the major 
inhibitions to small scale manufacturers. Inaddition, many LDCs utfize unfair and 
arbitrary standards to discriminate against 
foreign products. 
There are many vehicles available in LDCs 
for standards developrent. Government 
attitudes toward standards need to be 
im ed through the olicy dialogue.
Trade associations can help to promote
voluntary industry-wide standards. A.I.D. 

that will have a significant hmpact onshidecuaeLCpvteadulcntnn trade mid movinig "wy from should encourag LC privae and plic
trad-etio pofcie In (Aim LDCs 

with a relatively long taditionof€imlU 
substitution and central a of 
their economies, AID. assistance may 
have to be: progammed to help the host 
country overcome hnd eafears of 
exping ts eonmny to wold (ad
domestic) manet forces. In such countrks, 
A.LD. may need to support a learn-by-
doing approach focused on the develop-
ment ,fa country's wmparative advantage 
innontraditional orts. Missions should 
obviousy be carefu riot to augnumt distor 
tions or Introduce new disincentive into /! 
an LDC economy, their actions dhould b* 
consistent with or designed to reinforce' 
maret-oriented activities and to encourage 
predictabi in LDC policies. 

Critical to the success of an open trading 
strategy is s in government policies 
affecting trade and investment in particular 
and econo ic growth in general so that 
ecporters, importers, and investors can 
develop long-term linkages. Stability con-
tributes to confidence that public policies 

institutions to develop and s hol 

ualfty &Wother sandar. AJD.should 
the of grnmnts 

testW& and certification procedu that 
un a rerictiorou 

ao rin. 
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Maissions siould also consider providing 
aid to LDC business associations in order 
to involve more deeply the indigenous 
piau sector in the policy dialogue. These 
groups, representing the local business 
community, should be a pimary mecha­
nism for keepng'the host government 
institutions wAve of private sector con­
cems with respect to trade and other 
gernment policies or programs that affect 
business. 

he Investment Environnt 

Foreign direct investment offers LDCs a 
way to acquire new production facilities at 
a lower risk than financing and building 
their own operations. The investments 
bring new technology, provide employ­
ment, and transfer new managerial skills. 



In order'for [DCs to attract foreign invest-
ment, businesses must be confident that 
such countries pursue realistic economic 
policies and maintain a stable and open
investment environment. Missions should 
encourage LDCs to adopt a market-
oriented investment climate so these coun­
tries will be able to attract the investment 
capital essential for private sector develop-
ment. The basic elements of an open 
investment environment include policies 
that: 

* treat investors equally on most-favored 
nations principles and provide comparable 
treatment to foreign and domestic invest-
ment (in such areas as taxes); 

Sconform to internationally recognized of 
sanarsfor omtenation ienzedorstandards compensation in the eventexpropriation; 

* permit the transfer of profits and other 
funds associated with investments; 

* do not encourage performance require-
ments that mandate conditions on invest-
ments regarding local content, exports, or 
equity; 

* provide adequate and effective protection 
of indeeqctual property reig ve ionsuch 
copyrights, patents, and trademarks, and 
-aprovide effective means for settling 

dispiuxte. 


The actm s of a particular LDC 
market to potential investors depends upon
the r .st-tions that the countzy imposes on 
such )d"'ati.nships. If approval and import 
lk-ensinprocedures are - -essI 
lengthy, foreign equity lmitation 
stringent, and requirements to export a 
pordon of the production or to source local 
goods unreasonable (without regard to 
avaikibiiity, price, and quality), then a 
foreign investor may be discouraged from 

pursuing LDC investments or joint vat-

tures altogether. Even if the Invesor is not/"
Put off at the outset, the goventuet

.approval process may requre the inves 
to spend a great deal of money befoany 
returns can be realized. Investors some-
time have cancelled projects if delays are 
too prolonged, 

In addition, foreign companies should 
(1) not be limited to producing for small 
segments of the mar4 or to concentrawe on exporth, as protection for ompeting 
local concerns; (2) have access to foreign 
exchange to acquire needed imported in-

puts; and (3) be allowed to hire manage­
ment talent of their choice, regardless of 
nationality. These obstacles to investment 
suggest additional agenda items for 
Missions' policy dialogue with host
 
governments.
 

The issue of intellectual property rights,
raised above, deserves special attention. 
Inadequate intellectual property rights pro­
tection continues to hinder foreign invest­
ment and innovation in many LDCs. If the 
country fails to guarantee patents and 
copyrights, and to license and protect
trademarks, investors will be reluctant to 
come to that country in the first place and, 
in any event, will be hesitant to make the 
most up-to-date methods of production or 
formulas available to local partners. Manycountries~that wish to comply with interna­tionally recognized copyright, trademark, 

and patent conventions, however, often 
lack the resources and capabilities to 
enforce these conventions. A.I.D. should
undertak,- efforts to assure LDC govern­
menls that proper enforcement of copy­
right, trademark, and patent conventions 
is essential to strategies intended to 
increase the transfer of technologies and 
expand LDC access to information. 

B. Trade Diversification and Technology 
Transfer 

A country's comparative advantage in pro­
duction for international trade is not static; 
new compedocs emerge and old onc 
disappear, tednology changes, essential 
resources become scarce, substitute pro­
ducts become avaRaNe, and consumer 
preferences change. Successful paricption
in international trade requires tedynamic 
involvement of producers and governments
in a process of regula adjustment of prac­
tices and pt~licies, respectivel, that 
responds to current miarketconditions and 
anticipates fuUwqtnds. UDCs are par­
ticilarly vulnrabik to a loss of their orn­
parative advantage in production because
 
of their limited human resource base,
 
limited access to new technogy, and
 

.. imited access to market infomation, as 
well as rigidities imposed by poor policy. 

Where appropriate, Missions should direct 
Program and project resources to en­

touage the tansfer of technogy, sill,
and information required to overcome the 
limitations that threaten the comparative 
advantage of LDC exports or inhibit the 
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emergence of new areas of comparative ad-
vantage in production. In this regard, 
A.I.D. programs should seek ways in 
which the capacity of indigenous firms can 
be increased in order to engage in, expand, 
or diversify exports. 

One important method of achieving this 
objective is through the encouragement 
and facilitation of cooperative business rela-
tionships or joint ventures between 
developed and developing country private 
enterprises (such as joint ownership ven-
tures, licensing, contract manufacturing 
and assembly, management contracting, 
and supplier agreements). These types of 
business relationships serve as a means for 
promoting trade linkages between private 
enterprises, and are based on the mutual 
desire of the involved firms to improve 
their competitive position in the world 
market. 

These business relationships usually result 
in a new source of inputs and substantial 
transfers of technology, managerial tech-
niques, marketing expertise, and market 
information to the LIC entrepreneur; 
represent a way to minimize costs and 
share risks; and open up access to markets 
and channels of distribution. They also pro-
vide a conduit for information on world 
market conditions which is almost 

,ibleto obtain from puications 
available within the LDC or from ontacts 
with other indigneoUS fimks.,The LDC 
firm's adoption of the management and 
quality control standards required for suc-
cess in the world market results in 
immediate financial gain. Missions should 
encourage joint ventur (as wel as other 
forms of cooperative busines relation-
ships) as additional sources of tehnical 
assistance for LDC private enterprises. 

Special attention should be given to the 
developmwnt of producers in new lines of 
eqor. Such action is p s 

for nLmons whose export ema' re 
to a few primary products that eXaei 
wide fluctuations in world prices. Inad& 
tion to diversifying an LDCs export base 
and market risk, nontraditional expomrts are 
less likely to compete with most U.S. pro-
ducers. However, AJ.D.-supported country 
export development projects should not 
favor some individual exporters at the ex-
pense of others, as this might lead to the 
exclusion of potentially viable exporters 
and the subsidization of current exporters. 

The services sector (finance, training, soft­
ware, maintenance, and others) is a major 
and growing component of trade and an 
important complement to the efficiertuse 
of capital in LDCs. Developing countries 
frequently restrict business opportunities in 
these areas, assuming that these can be
reserved for local entrepreneurs; however, 
these restrictions are often at substantial 
costs in terms of access to technologies and 
management practices. A.I.D. should en­
courage LDCs to open up their economies 
to imports of services, and develop the 
local private sector institutions and 
technological capability to complement
 
foreign-supplied services.
 

A growing number of sophisticated 
manufactured imports require continued 
service input to keep them in operation; 
this input, in many cases, may not be 
available in the importing markets (such as 
user training or maintenance). A.I.D. 
should encourage countries to overcome 
the tendency to buy only the capital com­
ponents of a particular technology, and to 
devote greater attention to the technical in­
formation and process technologies that 
may be embodied in more complete 
pacages.
 

Finally, increasing developing country to 
d country trade isanohe
 

stimulatin economic develop­
ment Food emergencies often exist in one 
countrywhile its neighbors may have ade­
quite or even abuhdant food supplies. A 
c of poor informtion, inefficient 
(or non-existent) market channels, and the 
absence of transport are often as important 
as lack of foreign exdmge or credit­
worthiness in keeping normal trade and 
market activity from quickly dissolving 
these emergendes. As more LDCs adopt 

oe trade environment and over­
come their financIng oonstr ioAts,in­

anq barriers t "national. self­
igf gthreWM be greater oppor. 

tunities ror nt-u. trade. 
C. Trade and Investment Promotion 

Trade and investment promotion are im­
portant for promoting and diversifying ex­
ports, attracting new capital and tech­
nology, and generally improving the 
participation of a country in the world 
market. Missions are encouraged to review 
the variety of approaches available for 
export and investment promotion. In 
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developing export promotion projects, Mis- ment of product and market information
 
sions should perform appropriate analyses services; and assist firms conducting
 
to identify exportable products, determine market analyses to identify new areas of
 
potential markets, and make realistic deter- comparative advantage. In providingiuch
 
minations of the changing environment in assistance, Missions should seek ways to
 
which the potential export products must work directly with the private sector
 
compete, as well as identify cost-effective through chambers of commerce, trade
 
ways to have local firms evaluate their associations, labor organizations, and other
 
prospects and undertake marketing private institutions.
 
initiatives.
 

2. Public Sector Activities
1. 	 Private Sector Activities
 A number of LDC governments are
 

A.I.D. Missions are encouraged to support involved in trade through incentive pro­
the development of private sector institu- grams designed to promote specific export
 
tions that can help indigenous entre- activities or attract imported capital for new
 
preneurs improve their export capacity and commercial ventures. In some countries,
 
capabilities, as well as attract foreign in- particularly NICs, such programs have
 
vestors. Where there are existing private been quite succesiIl. Experience in many
 
sector organizations providing trade and in- LDCs, however, suggests that government­
vestment promotion and services, Mission managed export or investment promotion
 
projects shbtld rely on the private sector to schemes have not been successful and may
 
continue providing these services and have retarded growth and development by
 
channel assistance for this activity directly introducing market distortions into the
 
to private sector entities.* economy. This has often resulted because
 

The development of private sector insti- (1) LDC investment promoters are often
 

tutions may consist of establishing export government officials with little business ex­
promotion centers and marketing ofie perience; (2) government promotion agen­offices cies often operate within the context of
 
(channels of distribution); business associa­

tions that promote the sharing of tecgovernmental bureaucratic and legal struc­
tures that often complicate otherwise sim­nologies and technological innov aio 


private financial institutions (9 ,t fanc- pie activities;' and (3) management deci­
ing and credit faciities, industrild sions on the targets and types of incentives
 

agricultural banks,and other filnci were responsive to pecptions of govern­
than based on madket condi­itermediaries); expeort tradingrate 

Fo egaq k in t tions,x which inhfbited the growth ofand the insituions n e
ndter iis Foreapin 	 ub or the attaction of capitaL 
area of export promotion, USADs dwuld
 
examine the oibiity of conitractiog In general, A.LD. Missions are advised to
 
(through competitive bidding) for a promo- exercise considerable caution before agree­
tion facility to be established within one of in to support LDC government-managed
 
the local business associations or other export or investment promotion

firms, rather than establishing one within a sdwmes. Assistance to LDC governments
 
government ministry, for export and investment promotion


Msonld i e- schemes should have as its objective the
 
tunt prog a s oul alls 
 fosteing of market-based trade betweenetun es to 
 neded ialD- their private enterprises ard freign" 

tion and tednology to enhiane Uafr markets (similar to the servxzs ided by 
petitive position. A.ID.'sAst= o the U.S. Foegh Conrcial Service.and 
sport management and teciNicA tating the U.S. Foreign Agricual Service). Sup. 
for LDC produs,exoer, p 	 port may be-given when the foowing.con­
bankers, and lawyers; promote access to ditons are met: 
advisory and consultant servces for LDC * The proposed incentive scheme does not 
firms and industries; support the develop- violate any international or U.S. laws, con­

venk- is, or agreements related to export 
*This approach is conist with AID. polies on 
Institutional Development and -- E 'a ..
 
Deve3opment, which emphasize refiar an e "SMInbernationaL An Aueqwd ef lmah Pfm.­
private sector rather than the public secbo what fm Adii, Fina Repxt pepared for the Bureau for
 
there is a choice and when host country cadiions Prvate Entaprise, Agency for Intnational Develop­
make this possible. merit, Washington, D.C. January 194.
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subsidies, anti-dumping, or other unfair 
trade practices. 

The proposed incentive scheme does not 
target commodities that would conflict with 
statutory provdsions (e.g. FAA Section 
620(d)) and existing Agency policies pro-
scribng activities that would result in direct 
competition with U.S. enterprises. 

* The incentives are appropriate to specific, 
identified constraints on exports or invest­
ment and their duration must be ter-
minated within a reasonable period of time 
(as agreed upon by the Mission and the 
host government). 

* Decisions on general areas in which in-
centives will be targeted and the types of 
incentives provided must be made in close 
consultation with a broadly representative 
group from theLDC's private sector, and 
must be consistent with efficient use of the 
country's resources. 
e It should not add unnecessarily to the 
hot shount's restricte p tcesy tor te 
host county's restrictive practices or to 
already excessive red tape, which would in
hiubit trade. 

Missions should investigate providing 
t nical anistance to host governments to 
help them effectively implemen their 
trade programs and streamline their pro-
cedures. This could include, for example, consolidating the decsion-making authority 
over export and investment licenses and 
other necessary perm inone kentralii
isiuinor supporting training for LDC 

public sector personnel who are central to 

the export process (such as personnel in 

ministries'of trade and commerce) to 


the con
their effectiveness in represen­
s commercial interests 


overseas. 


Evaluation of costs and benefits is a crucial 
activity if a Wssion chooses to purse a 
public sector approach to eiqvt promo-
tion. These promotion programs can be 
subjected to costlbenefit analysis, since 
quantifiable costs are incurred and quan- 
tifiable benefits are achieved. Costs may 
include the operating budget of the promo-
lion agency, marginal exp-r.ses of applied 
promotion techniques, cost of the project, 
and the costs associated with incentives 
pnvided. Among the benefits are the even-
tual economic gains derived from new in-
vestments (in the form of employment, in-
come, foreign exchange earnings, and tax 
revenues), 

Missions may also wish to encourage LDC 
governments to adopt laws that allow the 
establishment of free trade zones as a 
means of encouraging private enterpri* 
development. In addition to the manufAri 
turing and assembly activities derived frQm 
the import of duty- or tariff-free items inlo 
these zones, there may develop indigenous 
suppliers that provide backward or forward 

linkages to firms in these zones. 

3. 	Small Enterprises and
 
Entrepreneurs
 

Special attention should be given to exports 
by 	small and medium enterprises. The pro­
duction techniques employed by these en­
trepreneurial firms are generally less 
capital- and import-intensive than those of 
large firms, which makes them an impor­
tant economic force in areas in which the 
LDC develops its comparative advantage. 
These enterprises may be important 
sources of employment and can compete 
favorably on world markets due to the low 
wages that prevail in LDCs. Ifmarket 
forces justify small scale enterprise exports, 

Missions should carefully look at ways to 
encourage them. This may take the form of 
sup...t.n directed programs in financial 
itiion, organizing cooperatives, or 
providing information and training, as well 
as in tat the policy envirnment 
does not discriminate agaismall and 
medium enterprises and allows them to 
contribute to export expansion. fissions 
should look to existing LDC private and 
public sector intitutions that deal with 
small enterpiises rather than undertake 
direct support to individual firms. 

4. 	Government-restricted Markets 
Government-restricted marcets will become 

more commonplace as LDCs increase their 
exports and pose market challenges to com­
petitom in indr countries. Ms­
sions are awa of the rowin _tedrcy 
by industr ed countries to levy import 
quotas or other trade barriers inresponse 
to IDC exports (such as higher tariffs, 
tariff-rate quotas, orderly marketing 
arrangements, or some combination of 
these). Although protectionist sentiment in 
the United States has received considerable 
publicity, the United States' openness to 
LDC imports and President Reagan's 
strong stand in support of fre trade 
should be borne in mind in discussions 
with host country officials. 

12 



A.I.D.-supported export projects may
achieve progress only to see target market
potential diminish because of unforseen
restrictions. A.I.D. currently has restrictions
in place for sugar, palm oil, and citrus ex-
ports to the United States (see AID Policy
Determination #71: AID Financing of Palm
Oil, Citrus and Sugar Projects and Related
Products). The U.S. maintains quotas on 
textile products under bilateral agreementswith certain countries. Therefore, countries
not covered by such bilateral textile 
agreem ents are free to ship textile or ap-parel products to the U.S., but Missions
should be aware that a large increase in
shipments that result in market disruption
in the U.S. may trigger imposition of a 
quota on the particular products. (Other
actions can result from countervailing duty
or anti-dumping investigations against pa
ticular countries' unfair trading practices.)
Although an LDC's actual export produc-

tion may be small in relation to these

developed country markets, it could add to
the displacement of manufacturers or

workers in the developed countries when

taken in the aggregate with other countries'

exports of the same products. 

In an effort to avoid the i n oworld 

quotas or other restrictions on LDC exports

to the United States, U.S. supply and de-
mand projections for the parfcubx product

to be produced should be undertakem
when pt projects that wouldiude the United s as a potential
market. Similarly, export data from A.ID.-

_l~vteseto tad
spted exportffot in
py in
p andseord inlud tn hom 

should considex are the potential inu to
U.S. producers (based upon the expot
potential of the project), and the aoiditionof the U.S. industry that would be affectedby the LDC exports. 

At present, an A.LD.-supported exportdevelopment project in one LDC may be 
prepared in isolation from an exportdevelopment project in another LDQ The
potentially negative impact that one coun-
try's export development will have on ex-port efforts or iiportneeds of other LDCs
inthe region is often not taken into 
account. A.I.D. should not encourage
potential LDC exporters to compete with
each other for restricted marlets; Regional
Bureaus are in a position to help guar4
against this problem. Regional Bureaus
should advise Missions on potential export 

conflicts and opportunities when review­
ing CDSSs, Action Plans, and Mission
project proposals in their respective
regions. Where practicable, Regional 1
Bureaus should first look at the couneris 
within their jurisdiction as regional sources
of supply and demand. It might aso be
useful if Regional Bureaus shared informa­
tion on their trade-related programs. 

D. Trade Monopolies and Parastatals
LDC governments have become heavily in-
L ove n e nt s nte ntoa l t n­

valved in their countr's international trade
by granting spedal rights to import or ex­
port essential or econoaicali) important

counodities (such as 
fuel, agricultural in­
puts, and food) to one or a few firms. In 
many cas , the firm receiving the sole

right to import or export is a parastatal or

state-owned enterprise (SOE).
Generally, the granting of special trade

privileges results in a
separation of the

domestic resource allocation decisions from

world market signals so that these SOEs
 
concentrate their efforts on production in a
 secure and protected market, and on the
manufacture of products that are below
 

quality standards and above world
 
price levels.
 
Over time, the SOE's production or con­sumption generally requires sbstantial 
subsidization and may disourage private
enterprise involvement in the import or ex­port of particula commodities. In addition.
the country itself becomes locked in a par­
ticular pattern of trade and tecimoigcyse dependency that hastens its loss of com-LDCs should be included in thesenalyparative advantage in key exports. StateAmong the ether factors that MqiSis trading companies also are more hely to
seek countertrading arrangements. To the 
extent that countertrade transactions are
less efficient and introduce distortions intrading patterns, the state trading com­
panes themselves can nteriify their coun 
try's economicyr~blems, especially if thecotred commodities constitute a largeportion of a country's exports. 

These particular trade restrictions and their
ensuing prce distortions on fundamental
economic activity have profound conse­
quences for the entire LDC economy interms of fostering inequity and suppressing
economic growth. A.I.D.strongly en-
Courages and supports efforts to introduce 
or expand private sector competition in the 
export or Import of essential or econom­
ically important commodities. Itis recog­
nized, of course, that many LDCs may 
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raise political and social objections to this 
approach; the dialogue in this area is of 
great importance. 

A.I.D. resources may be programmed to 
assist LDCs to terminate trade monopolies 
and oligopolies, dismantle marketing 
boards, and divest parastatals.* When 
A.I.D. resources are used to start a policy 
dialogue to initiate the dismantling of a 
marketing board or the divestiture of an 
SOE when there is no initial commitment 
from the LDC, Missions must show that 
any improvement in the performance of the 
marketing board or SOE resulting from our 
assistance will contribute to increased 
dependence on mrket forces and the even-
tual dismantling of the marketing board or 
divestiture of the SOE. Clear benchmarks 
of substantial progress toward market-
based operations-and divestiture must be 
established and adhered to in the 
assistance program. In general, if the SOE 
is providing unfair trade competition to 
private enterprises, restricting private 
enterprise development, or is enjoying 
special trade privileges or preferential 
treatment, these activities should be 
phased out before funds are provided to 
the parastatal in accordance with A.I.D. 
policy-

E. U.S.-LDC Trade Promotion 

What is good for development should not 
be inconsistent with what is good for the 
expansion of mutual economic activity 
between U.S. and LDC private enter-
prises. A.LD. should broaden the scope of 
its export development projects to provide 
for greater U.S.-LDC two-way trade oppor-
tunities. A.LD., in concert with other U.S. 
government agencies, should also irucrease 
its efforts to make U.S. companies aware 
of A.LD.'s varied activities. Many 
mechanisms are available for accomplishing 
these linkages. These include: 

• Interagency cooperation. Missions and 
AIDIW should seek greater cooperation 
with other government agencies that are 
seeking greater U.S.-LDC trade and invest- 
ment ties, such as the Overseas Private In-
vestment Corporation, the Trade and 
Development Program, the U.S. Export-

inthe di of maketingA.I.D's 
boards ad parastatal divestiture should adr to 
policy as stated inAJ.D.'s Policy Paper on Private 
Enterprise Development (March 1985) and Policy 
Determination 914 on Implementing A.I.D. Privatiza-
tion Objectives (June 1986). 

Import Bank, the U.S. Department of Corn­
merce (the U.S. and Foreign Commercial 
Service, and other offices within the Inter­
national Trade Administration), the U.S:Department of State (embassy economics.. 
officers, in particular), and the Office of the 
U.S. Trade Representative (which admin­
isters the Generalized System ot
 
Preferences 

• Brokering. In recent years, a small 
number of U.S.-based organizations have 
begun to offer commercially Niable 
packages of consulting, brokering, and 
facilitation services designed to help LDC 
firms (particularly small- and medium-sized 
enterprises) by furthering their relationship 
with U.S. private enterprises. These 
brokering services include identifying 
potential U.S. and LDC firms interested in 
entering into joint ventures or other col­
laborative business relationships; providing 
information to the potential collaborating 
fums about business conditions, risks, 
policy, and other concerns; and assisting 
client firms to identify technology or other 
inputs needed to exploit a particular 
business opportunity. Similarly, the Inter­
national Executive Service Corps (IESC), 
through its Project ABLE, looks to match 
emerging or existing LDC firms with U.S. 
suppliers and customers. 
* Joint ventures. The benefits derived from 

joint ventures and other cooperative 
business relationships between firms in 
developed countries and LDCs were iden­
tifled in Section VI.B. It should be noted, 
however, that these business relationships 
result in more than a one-way transfer of 
knowledge and experience from the 
developed country firm to the LDC part­
ner. In reality, valuable skills in marketing 
products in LDCs and redesign suggestions 
to adapt products for LDC markets can be 
transferred from the LDC firm to the U.S. 
partner. 

* U.S.-LDC trade associations. As many 
business associations are cooperative efforts 
between foreign and host country private 
enterprises, Missions should consider pro­
viding assistance to these associations so 
they can help foster trade and increase ac­
cess to technology and information be­
tween indigenous and foreign private 
enterprises. 

Mixed credits. The use of mixed credits 
and other concessional financing programs 

by foreign governments presents a growing 
problem for effective development 
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assistance and trade development. Mixed 
credits do not directly promote two-way
trade; however, A.I.D. recognizes that 
other donors are actively using mixed 
credits to subsidize their own exports and
that this can put U.S. exporters at a serious 
competitive disadvantage. Therefore, until 
such time as an effective agreement ish. 
reached with other bilateral donors on 
restricting the use of mixed credits for ex-
port financing, A.I.D. will use the U.S. tied
aid credit program (under ESF funding) for 
defensive purposes in selected countries to
match the concessional credit terms offered 
or arranged for in support of a tender of a 
non-U.S. supplier in an international 
tender competition in which a U.S. sup-
plier is the lowest responsive bidder. This 
approach is consistent with the new mixed 
credit program announced by President
Reagan in his September 23, 1985, state-
ment on-tde ol. 

It is important that AA.D. be responsive to 
U.S. private sector activities inLDCs,as 
early iI e)xt sales is critical 
in bu-din" ong-term trade and investment 
reltion .Many of foreig
assistai.e activities currently generate addi-
tional future demand for U.S. products 
&declydm~gh the need far replacement
or spait parts, the purhse of coilieren-
taxy ejiipment, and familiaiztion with 
U.S. products. These activities are also 

eoag 

F.Eccawmic a 

LD hawe attemted to prte greater
 
kten"zuitonal trade thfiro 


"Private 

mvetmns neconomic infrastutmcte. Infzstnacture has•been bu'it to (a) relieve trrsorato andomibuilt rand (t() 
gesdon at seaports, airports, and other 
transfer points; and (c) attract new invest-
meat by site improvement or new site 
development. Infrastructm e has also been
built to open new aras for resource 

dveloprnent and~pg
In Ini asr o. 

in be ve(yP)linairedQ, by the United States Tradeshould be undeuim enly when (1)thee 
are fim an tmat the apecd corm-
plenenta private mestmei in eaqwt
production will oem 
,0) the LDC has
firm commitmets from the prinpal in-
veto who wfil use the fadc[ties; and
(3) adequate provision ismade to mintain 
these facljtes, 

Su t for infrastructure shold not be
used as an incentive to investment in the 

absence of such conditions. In addition,
A.I.D. resources should support trade­
related infrastructure only when the host 
country's policy environment is supportive
of competitive trade or when AI.D.'s in­
vestment in infrastructure is in exchange
for appropriate export-oriented "licies. 

For the most part, LDCs should undertake 
trade-related infrastructure investments 
(such as widening roads or improving
ports) only when there is dear evidence 
that the capacity of current facilities will 
restrict trade unless the improvements are 
carried out in a timely manner. Further­
more, before initiating such infrastructure,
LDCs should ensure that current policy
and practices (particularly regarding main­
tenance) result in the efficient use of 
exi4ing facilities. 
To a considerable degree, trade-related in­
frastructure benefits a distinct group of en­

trepreneurs in an LDC.Consequently,
A.I.D. should seek ways in which the
capital costs of trade-related infiastructure 
are shared b) the private firms that receive 
the majority of the benefits. In this regard,
there is considerable room for the use of 
capital levies or debentures subscribed to 
by firms engaged in eqort production or 
o aspects of trade, or introduction of a 
system of user fees that provides for full 
cost recovery of the trade-related infrastruc­
tue.Additional guidance on the use ofAI.D. resources for infrasructme ispresented in Section V.L of the revised 

Enterprise Development Policy 

G. U.S. Trade Policy Coordination 

AID. is also involved in the U.S. trade 
policy cdination process. The major
U.S. government fora for consideration of 
most trade issues and resolution of agency

disagreerm-ts on U.S. and international
 
trade issues are the White House Economic
 
Poliy Cou'rcll chaired by TreAsuy
 
.e 
 the Trade Policy Committee 

Representative. The TPC coordinates 
(1) interagency views on U.S. positions for 
multilateral trade negotiations, (2) recom­
mendations for the President on certain ir­
port remedies, and (3) U.S. Government 
policy on international investment issues,
international commodity negotiations, and 
other trade policy matters. A.LD. partici­pates in the TPC (and its staff committee
and review group structures) under the 
auspices of the office of the Director of the 



International Development Cooperation 
Agency. 

PPC represents IDCA at the MIC and in its 
working groups. Some LDCs are, in par­
ticular sectors, exporting products that fall 
under U.S. export controls or quotas. PPC 
will serve as a channel between U.S. 
Government trade experts and A.i.D. Mis­
sions with information on how to help
LDC exporters deal with the myriad of 
U.S. and international trade agreements,
when this information is not available 
through direct communications. (Brief 
descriptions of the General Agreement on 
Tariffs and Trade (GATI) and the U.S. 
Generalized System of Preferences (GSP) 
program, two of these agreements and 
trade preference programs, are provided in 
Appendices B and C.) PPC will also pro­
vide U.S. trade policy decision-making 
entities with information on the impact of 
U.S. trade policieon I3DCs,'and will con­
tinue its efforts to press for open U.S. and 
LDC economies through the trade policy 
coordination process. 
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ANNEX A 

THE WHITE HOUSE 

Office of the Press Secretary 

FOR RELEASE AT 11:30 A.M. ED 'rMONDAY, SEPTEMBER 23, 1985 

The President's Trade Policy
Action Plan 

FACT SHEET 

The President's trade policy is based onfive principles: 

1. Free trade and fair trade are in the
best interest of the citizens of the United
States. Free trade produces more jobs, a 
more productive use of our nation's 
resources,-more rapid innovation, and ahigher standard of living. Free trade also
advances our national security interests by 
strengthening the economic and poitasystems of our allies. Fair trade based upon 
mutually acceptable rules is necessary forsupport of free trade. 

supp rt otrde.*fre
2. The United States plays the criticil role

in ensuring and promoting an open tradingsystem. If the United States falters i its 
defense and promotion of the freeworldwide trading system, thesyste wil
coel~~Aalpedverseltaffecting or natd 

3. The United States' role does not ab­solve our trading partners of a major 
obligation to support a moare open btrdnsystem. This obligation indude: dismant.ing trade barriers, eliminting subsdes 
and other forms of unfair trade practices,
and entering hzto trade Ilberalizationn 
negotiations in the GAIT. 

4. The international trading syste

based upon cooperaft Since Wo d 

is 
War 


HI, we have mad sig n poawsmnoving toward an open wadterde~system. rotectiosm threate to under-

mine the system. Our trading paztneAs
must join us in working to0 improve the 
system olf trade that has contributed to 

no and security of oursves 
and our allies, 

5. America has never been afaid o mpete. When trade follows the roles, md
there is an equal opportunity to owlte,
American business is as 6""eitv as any.
This is fair trade and we will not impair it. 

When these conditions do not exist, it is 
unfair trade, and we will fight it. 
The President has taken a number of ac­
tions to translate these principles fhto
policy. 

Making Free Trade Fair Trade 

The President will vigorously pursue U.S.rights and interests in international com­merce under U.S. law and the GATT, and 
will see that other countries live up to theirobligations and trade agreements with the 
U.S. More specifically:

1. The President will attack foreign unfair 
trade practices. The President has directed 
the United States Trade Representative to
initiae or accelerate unfair trade practice
proceedings, the first time done so by a
President of the United States. Other
actions, when appropriate, will be taken.
Proceedings accelerated or initiated so far 
are: 
- Japanese leather and leather footwear im­
p restrnort restrictions; 

European Community canned fruitsubsidies; 

* Korean insurance policy barriers; 

eleBrois portrercts on mco* Japaese tobac resctions.
 

2. To discourage our trading partners
 
from sekn uti advantage by using
Predatory credits to subdize their exports,the President will propose that Congress
 
approve a fund of $300 million in grants


woud support up to $1 blon in

tied-aid credits to maintain U.S. markets in 
the face of this practice.

3. The Pzeident has diected the United 
States T W&i n
 ac rt

negotiations with countries where the 
contitn orpiay of U.S. goods hasocur The 74 == wl inrease
efforts to protect ntelletuil ropefty rights
(patents, copyrights, trademarls), with a 
view toward possible legisatv or adminis­
trative initiatives. 

4. The President has directed that a strike
force be established among the relevant
agencies of the Federal Government, with
the task of identifying unfair foreign trade 
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practices and executing the actions 
necessary to counter and eliminate the un-
fair practices. 

5. The President has directed the 
Secretary of State to seek time limits on the 
current discussions with Japan designed to 
open access to specific Japanese markets, at 
the end of which specific commitments will 
be evaluated and folow-up procedures 
begun. New sectors will be added that of-
fer the promise of expanded U.S. exports.
Promoting Free Trade and Exports 

The United States is a great trading nation. 
The health of our economy depends on 
both exports and imports. The President's 
goal is to preserve as free and open atrading system as possible. A free and 

en e will be a fair system. 

open system wstrengthening 


1. The President-seeks to engage our 
trading partners in multilateral negotiations 
in the GAIT to achieve freer trade, in­
crease access for U.S. exports, provide 

more effective dispute resolution, and 

strengthen the fabric of the international 

trading system. 


The President wants to use the multilateral 
negotiating process to eliminate unfair 
trade practices and improve access for U.S. 
exports, particularly agriculture and high 
technology, and address newer forms of in-
ternational trade problems, including intel-
lectual property protection, services trade, 
and investment issues. 

2. The President will also explore possible 
bilateral and regional trade agreements that 
would promote more open trade and serve 
U.S. economic interests. 

3. The President has directed the 
Secretary of Commerce and the Economic 
Policy Council, in conjunction with the 
President's Export Council, to review cur-
rent export promotion activities with a view 
toward strengthening them and increasing 
private sector involvement. The Commeme 
Department will also work with state 
governments interested in expanding their 
export promoting activities, 

4. To better assist workers in adjusting to 
the dynamics of the world trading system, 
the President has directed the Secretary of 
Labor and the Economic Policy Council to 
review existing worker assistance programs 
to assure that they promote an effective 
policy that contributes to maximum capaci-
ty for change, mobility, and increased 
productivity, 

Improving the World and Domestic
 
Economic Environments
 

The trade deficit has grown because 
economic difficulties abroad have persisted 
while the U.S. has been more successful in 
utilizing our economic opportunities. Better 
balance in world economic performance 
must be achieved. 

1. To do our share in achieving the need­
ed balance in the world economy and 
lowering the value of the dollar, the United 
States must reduce excessive government 

spending. The President will hold Congress 
to no more than the spending levels 
established in the Senate budget resolution. 

2. The President will press for his tax 
reform 	proposal, which is essential to
 

the economy and making
 
U.S. businesses more competitive in inter­
national markets. 

3. The President has directed the 
Economic and Domestic Policy Councils to 
review, and if warranted, seek to amend 
antitrust laws that impede our international 
competitiveness. The President wl also 
use the trade leverage created by domestic 
deregulation to seek to open foreign 
markets. 

4. The President authorized the Secretary 
of the Treasury to join his counterpar1 
from other major industrial countries 
3esterday to announce measures io pro­
mote stronger and more balanced growth 
in our economies and the strengthening of 
foreign currencies. This will provide better 
markets for U.S. producers and improve 
America's competitive position. 

5. The United States is prepared to con­
sider the value of hosting a high4evel 
meeting of the major industrial countries to 
review, implement and build upon the 
Group of Ten monetary studies by con­
sidering in a ce aaon, the 
policies and per&ibh of the manjor in­
dustrial countries, and how these can be 
improved to promote convergence toward 
non-inflationary growth. 

6. The President has also directed the 
Secretary of the Treasury to use the inter­
national financial institutions to encourage 
debt-burdened LDCs to reduce government 
impediments to the functioning f markets, 
encourage private sector Production, and 
substitute equity capital for debt by encour­
aging both domestic and foreign 
investment. 
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Legislation which would reflect the Presi-
dent's principles and policies would 
include: 

1. Trade Negaqiating Authority. 

Authority to support trade negotiating 
initiatives including: 
- anew round of negotiations; 


- elimination of non-tariff barriers (cur-
rent authority expires January 3, 1988); 

- tariff reductions; and 

- compensation to other countries when 
the U.S. increases tariffs (through Congres.
sional action or Customs reclassification) to 
avoi4 unilateral foreign retaliation against
U.S.. exports. 

2. In Pr t 

Further protection of intellctual property 
rights (patents, copyrights or trademarks),
including: 

- protecting against trade in articles that 
infringe U.S. process patents; 

- extending the patent term for
agricultural chemicals to match that for 
pharmaceutical invention, 


- eliminatng the in Section 
337 of injury to an efficiently and 
economically operated U.S. indutby as a 
precondition for a rtief where rhna-
tional Trade CommiM found a patent,
trademark or copyright infringement 

- more liberal l of tecinogy 

under the antitrust laws; 


- better protecting "fInnw.re" through

amendments to U.S. copyriht law and 


- eliminating Freedom of Infrmation 

Act abuses by giving cs
4ae 


notice and an oppor ty to oppose 

release of twhe bumins c 

itnematio. 


3. Ex pro m 

Promote U.S. expob throgl 

- submitting legislation autodring and 
appropriating appro I $300 milion In 
grant funds to enable the Adoil trat1n to 
offer $1 billion in mbied edit lows to 
targeted buyers. This progam is desined 
to enable U.S. exports to compete effective-
lY in third country markets until we can 
eliminate predatory mixed credit competi-

tion through negotiations; 

- clarifying the accounting provisions
and liabilities of foreign agents unde theForeign Corrupt Practices Act of 19 7to 
reduce disincentives to export; and 

- allowing U.S. companies to export 
new drugs and biologicals not yet ap­proved by the Food and Drug Adminis­
tration to countries where they can be sold 
lawfully. 

4. Existing Trade Laws 

Strengthen the antidumping and counter­
vailing duty laws with a predictable pricing 
test for non-market economies, place
deadlines on Section 301 dispute settle­
ment, lid establish Section 201 fast track 
procedure for perishable items. 

ANNEX B 

Background Information on the 
General Agreement on Tariffs 

and Trade (GATI) 

The General Agreement on Tariffs and
 
Trade (GAT[) is a multilateral agreement

subscribed to by 90 govenmms that
together account for more than four-fifths 
of world trade. Its basic aim isto liberalize 
world trade and place it on a sPere basis,
thereby contributing to international 
economic growth and developmenL GAIT 
is the only multilateral instrument that sets 
rules for international trade; these rudesgovern the trade of its member countriesand the conduct of their trade relations 

with one another.
 
The substantial reduction of tariffs and
 

other barriers to trade is a principal aim of 
the GAT. During the ueoiatidns held In 
GAiTs first 2 years, the tarff rates for 
thousedslof inems enterng into world 
commerce were reduced or bound against 
increase. The ns aseed upon inthese negotins have affected ai Pihp­
prtion of the total trade of contrac .par­ties and have iirectly affected the trad~e 
of many nonnmbers as well, as many
tariff concessions have been extended to all 
tradingpre under the most-avored­
nation principle. Under this prini­
pie, countries agree to extend automatically 
to other trading partners the same trest­
ment as that given to the "most favored" 
trading partner. 
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GATT's original Articles of Agreement in-
corporate several basic principles which all 
signatories agree to follow. Two of these 
are discussed below. The first and most 
basic is to conduct trade on a non­
discriminatory basis. Under the "most-
favored-nation" clause, a GATT nation 
must treat all other signatories as favorably 
2s any other nation when administering 
and applying its tariff charges. GATT gives 
no nation special advantages, except in cer-
tain important cases. For example, LDCs 
may receive preferred tariff treatment as in 
the Generalized System of Preferences 
(GSP). 

A second basic principle is the concept of 
national treatment. Not only must a nation 
treat all foreign countries equally, but it 
also must not fli criminate between foreign 
and domestic goods once foreign goods 
enter its local market. Its goal is to prevent 
internal domestic taxes or other regulations 
from replacing any tariffs removed as trade 
barriers. 

Much of the attention of the latest round of 
multilateral trade negotiations (The Tokyo 
Round), which took place between 1973 
and 1979, Was designed t nathe 
multilateral trade system nl 
trade relations into the "Ws and beyond. 
The Tokyo Round resulted in the further 
lowering of many taiffs. A major new 
focus of that round was ibralizatmion of 
nontariff measures that ricted or 
distorted trade, in constrat to eaier 
rounds of trade negotiations where tariff 
reduction was the p ary objective 
However, the negotiations revealed that 

many apparently unfair NMI1s were actually
domestic policies with various goals, some 
legitimate and some unfairly restricig 
trade. 

It also defined pec ules for developing 
countries' participation in the world trading 
system. Under the concept of " and, 
differential treatmentevopig oun-/, 
tries asked to be treated more leriently as 
to the degree of concessions they were 
expected to give in trade negotiations. They 
also asked the developed countries to ex­
tend the legal basis under which develop-
ing cointries receive preferential treatment 
under the GSP. Developed countries ac-
cepted the principle of "special and dif-
ferential treatment" of developing countries 
in areas of the negotiations where it was 
feasible and appropriate, including prefer-
ential tariff treatment, provided that the 

developing countries would forego such 
special and differential treatment as their 
development, fin:r'cial, and trade needs 
permitted (the concept of "graduation") 

Five codes of behavior, incorporating the 
"special and differential" principle, were 
negotiated by the Tokyo Round's conclu­
sion. They cover subsidies and countervad­
ing duties, goverment procurement, 
technical barriers to trade (standards), im­
port licensing procedures and customs 
valuation. 

ANNEX C 

Background Information on The U.S.
 
Generalized System of Preferences
 

Program (GSP)
 

The Generalized System of Preferences 
(GSP) is a program of tariff preferences 
granted by industrialized countries to 
developing countries to assist them in their 
economic development by encouraging 
greater diversification and expansion of 
their exports. In 1968, the United States 
joined with other industrialized countries 
in supporting the concept of granting tariff 
preferences as a means of facilitating 
development through the auspices of 
expanded trade rather than increased aid. 
With the expectation that developing cour­
tries and territories could be encouraged to 
become more active participants in the in­
eatio trading system. 19 developed 

countries instituted GSP programs in the 
early 1970s. The United States imple­
mented its program in 1976 pursuant to the 

statutory authority contained in the Trade 
Act of 1974. 

Trade with developing countries and ter­
ritories has increased dramatically since the 
inception of the GSP progra. The U.S. 
GSP program .y icun duty-free, Fvi 
treatment for app t 3,000 products 
from 140 developing countries and terni­
tories; however, these GSP imports repre­
sent only about 3 percent of total U.S. 
imports. 

The GSP program is vitally important 
because of: (1) its recognition that trade is 
an effective and cost-efficient way of pro­
rooting broad-based sustained economic 

development; (2) the pogram's ability to 
provide greater access for U.S. exports in 
the markets of developing countries; and 
the desire to (3) promote the integration of 
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developing countzles k* the kftlonal
trading system; (4)assit o un-
tries i e in 
exchange to meet their kternational debt
obligations as wei as fwthe stimulate U.S. 
exports to these countries; and (5)maintain
the program's role as an important element 

of U.S. foreign policy with respect to
developing countries. Many GSP 
beneficiary countries consider the program
an important indication of the seri sness
with which the United States views.its 
policy of encouraging self-sufficient. 
economic development. 
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ENVIRONMENTAL DETERMINATION
 

Project Location : 
LAC Regional

Project Title and Number : 
Trade and Investment
 

Development Project
 
Number 598-0669
 

Funding 
 : $3.6 Million
 
Life of Project 
 : 3 Years

Prepared by 
 . Kim Brown, LAC/DR/PSS 

A. Activity Description: The purpose of this project is to
stimulate and support free trade policy development and/or
reforms in the Latin America and Caribbean (LAC) region through
A.I.D.-assisted programs. 
 The six basic components of the
project include: 1) Policy technical assistance and support;
2) Technical support for field Missions in program strategy

development; 3) Technical assistance to field Missions to
educate and develop support for open trade policies in the
indigenous private sector; 
4) Outreach to the U.S. business
community to promote opportunities for open trade and
investment in the LAC region and to build support for trade

policies; 5) Information collection, analysis and
dissemination; and, 6) Liaison with other U.S. Government,

multilateral and donor agencies.
 

B. Discussion: A.I.D. funds will be used for trade and
investment climate analysis, strategy development, developing
local support, U.S. outreach, information collection, analysis
and dissemination, and USG/Donor liaison. 
The activities, when
weighed against the criteria of Section 2 16.2(c)(i)(i) and
216.2(c)(2)(i), (iii) and 
(v) of A.I.D.'s Environmental

Procedures, are considered to qualify for 
a categorical

exclusion for which the Initial Environmental Examination is

generally not required.
 

This statement is submitted for the Bureau Environmental
 
Officer's review in accordance with Section 216.2(3).
 

C. Recommendation: 
 Based on the above, it is recommended that
a Categorical Exclusion be approved by the Bureau Environmental
 
Officer.
 

Jeffrey W. Evans, Acting Diector, LAC/DR Date
 

Clearance:
 
LAC/TI:MKeenan-Wood 
draft date 3/12/91
 

LAC/DR/PSS:K wn3/7/91:docO681M
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