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NARRATIVE SUMMARY

Goal:

Sustained, broad-based,
environmentally sound
economic growth, supported
by continuing private,
public and professional
relations between Thai

and U.S. institutions.

LOGICAL FRAMEWORK MATRIX

U.S.-THAT DEVELOPMENT PARTNERSHIP
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OBJECTIVELY VERIFTABLE INDICATORS

ERRARARARNSAARAAAARRARRARRAAARARRRRARRERR
- Real GDP Growth Statistics.
- Measures of Income Distribution.
- Number of U.S. organizations
new to Thailand engayged in

strategic partnership development
under Lhe Partnership.

MEANS OF VERTI'ICAIION

RMAXRARARKXARARAARRARAAAARARARRARRRRRRRR

- Monitoring published
economic/social statistics.

Project monitoring and
evaluation system.

ANNEX 8
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IMPORTANT ASSUMPTIONS
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~ No major exogenous shocks to
econony.

U.S. organizations are competitive
in targel areas and committed to
working in Thailand.

Purposes:

1. Slow the spread of HIV/AIDS
infection.

Assist Thailand to identify
and implement sustainable
solutions to environmental
management and infrastructure
problems.

Data on spread of HIV/AIDS
infection.

Increased quantity and
quality of Thai environmental
infrastructure design,
construction, operations

and maintenance.

RTG semi-annual survey of
HIV/AIDS infection.

Monitoring of public and
private sector investments in
environmental infrastructure.

Monitoring of environmental
regulatory changes and enforce-
ment of both old and new laws.

Absence of unforeseen factors that
would accelerate HIV/AIDS increase
beyond present trend.

RTIG remains committed to
environmental infrastructure
develoupment.

RTG remains committed to serious
environmental improvement.
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NARRATIVE SUMMARY OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION IMPORTANT ASSUMPTIONS
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Qutputs:

1. HIV/AIDS Infection.
Enhanced Thai capacity to
cope with the human and
financial costs of the
looming AIDS epidemic.

2. Environmental management and
infrastructure. Creation of
environmental infrastructure
and provision of services
including but not limited to
solid waste disposal, waste
water treatment and hazardous
and toxic waste management.

. formulation.

At least eight U.S.-Thai joint
ventures managing or financing
AIDS prevention and/or care
programs.

Establishment and implementation
of a technical assistance program
for data analysis and policy

At least seventeen new
U.S.-Thai activities
underway to mitigate
environmental problems.

Project monitoring and
evaluation system.

Program monitoring and
evaluation system.

Project monitoring and
evaluation system.

-~ U.S. has one or more

successful models which can
be adapted for use in Thailand.

~ U.S. organizations committed
to working in Thailand.

- New Thai Goverament continues
. to give AIDS high priority.

- RTG permits private sector
provision of public services.

- U.S. organizations are
competitive and committed
to working in Thailand.
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Inputs:

1. Over 5 year LOP, approximately { -~ Number of grants by Stage - Project monitoring and - U.S. organizations are competitive
25 strategic partnerships of strategic partnership evaluation system. and commit to working in Thailand.
concluded with input of development process.

Reality Tests, Development
Plans, Nurturing grants and
Development Impact Enhancement

Packages.

2. An estimated $150-$300 million | ~ Investments made by - Project monitoring and - "Nankable" project opportunities
in Thai, U.S. and other strategic partnership evaluation system. are identified which can compete
public and private investments principals. effectively for domestic and
leveraged as a result of international investment fund;.

strategic partnership
agreements.

3. TA provided to RTG high level ~ Office receives TA. - Project monitoring and - Office continues under newly
AIOS policy coordination and ‘evaluation system. elected Thai Government.
planning office.

4. USAIU/Thailand bilateral staff { - Time allocation of Mission -~ Performance evaluations. - AID program continues
and Partnership Manager fully staff. uninterrupted.
engaged with U.S. and Thai
organizations in transactions
development process.




ANNEX C.1.a.

HUMAN CAPITAL AND TECHN
A POTENTIAL THIRD AREA OF FQCUS

DEVELOPMENT CONTEXT - OVERVIEW OF HUMAN CAPITAL AND_TECHNOLOGY

Thailand's economic growth has been fueled in large part by an abundant
supply of trainable, low-cost labor. This has been used to advantage
by much of the foreign direct investment in rapidly expanding export
industries. To sustain Thailand's growth and competitiveness in the
face of rising labor costs productivity must continue to improve. The
improvement will be heavily dependent on investments in human capital
and technology. Serious shortages of specialized technical and business
skills are beginning to constrain economic growth. Local industry
managers have refused to commit to production of more sophisticated
products because of personnel shortages. Other foreign investors have
reputedly turned down opportunities in Thailand for the same reason.

There are a number of parallels with the current state of development

of the Thai economy and the economic conditions some years ago in what
are now the Asian Tigers of Taiwan, Singapore and South Korea. Those
countries developed thriving labor-intensive industries during the period
of low wage rates but, importantly, they succeeded in "moving up the
product scale" by increasing the technological content of their industries
and adding more value per unit of labor in the production process. Very
substantial investments were made in the educational systems, especially
to produce the technicians, engineers and business specialists to support
a sophisticated business and industry sector. In addition, well-conceived
policies to promote foreign direct investment, stimulate technology
transfer, and increase domestic content of production have all helped to
accelerate this process. Industries which depend on low wages to compete
in world markets will increasingly be migratory and will leave higher
wage economies. There are examples of entire factories which have been
dismantled, exported and reassembled in a lower wage country in order to
maintain competitive product prices.

Thailand is suffering from an acute shortage of the skills needed to
support business and industrial sectors which are leading its economic
growth. Rigidities in the Thai educational system and the dominance of
the public sector have contributed to a shortage of skilled graduates and
the lack of strong linkages between educational institutions and business
and industry which they supply with labor. The educational system has
failed to .dequately adapt to rapidly changing needs of the market place.
The substantial lag time for any educational reforms and changes to affect
the skills of the large number of workers already in the labor force means
that even drastic education reform measures implemented now will only
slowly improve the situation. In the dynamic Thai economic environment,
specialized short term training programs, which at present are limited

in availability, could become a critical element in upgrading Thailand's
labor force until such time as changes in the educational system begin

to lead to results that will better meet labor market demand.
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Behind the support for increasing-the- technologital-content of Thai
industry and services is recognition of the large deficit of skills
‘needed to manage technology. The most recent studies by the Thailand

- Development- Research Institute -(TORI -- a private think tank) indicate
that a shortage of engineering graduates will persist throughout this
decade. In addition, their studies indicate a strong need for more highly
qualified technicians and more programs which upgrade the skills of those
already in the workforce. TDRI has characterized the system of users and
producers of science and technology manpower as one in which the "signals"
are key to keeping the supply and demand in balance. Inadequate linkages
and information flows between industries and educational institutes (which
are predominantly public sector) result in considerable mis-matching
between the supply and demand. Because of the high cost of quality S&T
training and the need to continually upgrade equipment, most existing
training programs are not keeping pace with new technologies. Failure to
adjust salaries of educators in the S&T areas has resulted in a migration
of teaching talent to industry.

CONFORMITY HWITH THATLAND'S PRIORITIES AND PROGRAMS

Two chapters of the RTG's Seventh National Economic and Social Development
Plan extensively cover the manpower problem -- one on Development of
Science and Technology and the other on Deyelopment of Human Resources.
The RTG places priority on investment in human capital, especially
upgrading and expanding the ranks of skilled technical workers.

The RTG has placed priority on initiatives to:

"invite foreign governments, multinational companies and
leading foreign institutions to organize special training
programs for Thai personnel in areas facing critical
shortayes...;"

“establish a system of public and private sector
cooperation in the provision of skill training to respond

to the needs of the industrial sector, as well as stimulate
the private sector to organize their own training programs."

"accelerate development of engineers, scientists,
mathematicians, and technologists in areas with high
demand."

In support of the above priorities, a number of initiatives have been
proposed to alleviate structural problems of the educational system. To
increase the stake of industry in upgrading manpower skills, one policy
tool available to the government is to use tax deductions to stimulate
increased jnvestment and address the resource constraints which impede
improvements to. the training systems. Another suggestion proposed by TDRI
is to encourage the activities of private schools, especially in the urban
areas, to help increase the supply of graduates in shortage categories.
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This will require the government.to reduce contrals. and:relax the tuition
caps on the private institutes. An especially important gap to be filled
is in the area of on-the-job training. High labor mobility and poaching

have- been strong discentives to individual company investments in skills

upgrading. Policy measures to stimulate this investment in training are

seen as a means to improve 0JT.

A key factor in improving the education system in Thailand rests on the
cooperation between schools and -industry. There have been encouraging
moves to free up some of the constraints on the university system which
may help make tertiary education more responsive to the needs of the
economy. A few lead industries have taken the initiative to sponsor
programs to address some of the specific shortages. For example, a
large telecommunications company has instituted a program to award 120
scholarships for engineers. Others have aggressively priced computer
software and provided site licensing for use by universities to assist
in improving the quality of instruction and to broaden the market 7or
their products. Many U.S. company executives have expressed an interest
in participating in programs to improve the quality and quantity of Thai
graduates in a number of skill areas.

P ED _USAID PROGRAM

During and subsequent to the preparation of the AMP, the Mission invested
substantial resources in two major analyses of human capital development
in Thailand. The first, a study prepared for the Assistance Management
Plan (AMP) was an overview of Human Resource Development to assess the
magnitude of the problem and areas of program intervention; a second
identified potential transactions among Thai and U.S. principals.
Sections of the two studies (Ernst & Young, HWashington, D.C., March 1990;
and IMRS Co. Ltd, Bangkok, March 1991) can be found in Annex C.1.b.

The purpose of a human capital and technology component of the Partnership
would be to:

assist Thailand to upgrade and expand the quality and
quantity of labor force skills and technological capacity
required to maintain international competitiveness and the
spread of equity.

Building on the above two studies, the Mission mounted an effort to
assess and critique transactions releted to partnerships in human capital
and technology. As a result, there is some experience in the kinds of
issves and problems to be faced in developing these partnerships.

There are comparative advantages for the U.S. in the process of seeking
partnerships to upgrade the Thai higher educational system. Many senjor
faculty and administrators at Thai universities are U.S.-trained. A.I.D.-
funded collaborative research programs and other activities have helped to
cement ties between U.S. and Thai institutions. There is a natural
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~affinity for U:;Sr-universities in the high=tech fietds and -there is a
recognition that free flow of information-is a critical ingredient in the
U.S. educational and research and development communities. As a result,
technology-is- a-much more-freely-traded commodity thanm in many other
developed countries and is more available for transfer to a technology
consumer like Thailand.

At the technical training level, the U.S. does not have the reputation for
technical training that Germany has, for example. However, there is a
recognition that much of the technical and vocational training in the U.S.
is done by the private sector for the private sector and is subject to a
constant market test of its usefulness. In particular, standards and
accreditation are frequently established by the industry groups which have
a vested interest in the level and quality of the skills of the graduates
of technical programs. Specific companies or groups of companies, such as
the aerospace industry, have invested substantially in assistance to the
private training system. As a consequence, there is ample opportunity for
industry and the training infrastructure to communicate and ensure that
the technical graduates are work-ready.

The stage of technological development in Thailand is predominantly at the
first level of deployment of existing, imported technologies. The pattern
of acquiring technology mirrors that of many other countries in the
region. A principle means of attracting technology has been to encourage
foreign direct investment (FDI) and the process license and production
technologies, that accompany it. Thailand has a number of core "driving
industries" which are the export-oriented producers (mostly as a result
of FDI) which, in turn, rely to a greater or lesser extent on support
industries for supply of components, raw materials or services. The
government has succeeded in creating many of the necessary responsive
economic foundations to motivate investment but has faltered in providing
some of the physical infrastructure (e.g.. telecom) and is most lacking in
building an adequate human resource development infrastructure.

There are some contrasts in the pattern of technology transfer through
FDI. One model is most evident in the Japanese industries which dominate
foreign investment in Thailand. The companies have a long-range approach
to employment which is reflected in their local subsidiaries and are
perhaps the most active of foreign interests in training staff at the
technician level. However, the vertical integration of large Japanese
firms has slowed the flow of knowledge and expertise to a broader base

of supporting industries. For example, in the automotive industry, most
parts are either imported, manufactured by the parent company in Thailand,
or produced by an affiliate company. Production machinery and raw
materials are procured largely through Japan's Keiretsu system of
affiliations which discourages small, non-Japanese firms from breaking
into the closed loop.

- \°
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There are other leading industries which have spread the base of
manufacturing through a more decentralized system. One example is the
U.S. owned Seagate computer hard disk operation in Thailand which effects
‘technology -transfer-through ‘sourcing of parts and components from a
surprisingly wide array of small Thai companies. For ‘example, a supplier
of plastic tubes for packaging of Integrated Circuit chips must meet
extreme tolerances for dimensions and anti-static properties and must
comply with a rigorous just-in-time production system which requires the
firm to make as many as four deliveries per day to the assembly plants.

The previous two examples are perhaps not typical of all foreign
investment in Thailand but the implications are not lost on Thai
industrialists that U.S. companies generally follow an investment pattern
that broadens the base of benefits and technology transfer. The training
and assistance provided by the lead industry can be a significant factor
in addrassing the need for better skills and better use of modern
manufacturing systems.

ILLUSTRATIVE STRATEGIC PARTNERSHIPS

Over the last year, the Mission has assessed and critiqued.a number of
possible strategic partnerships in the Human Capital and Technology are:.
These initiatives have demonstrated the feasibility of a collaburative
U.S.-Thai partnership both to leverage resources and to bring about
sustainable development solutions.

a. Petroleum and Petrochemical Collegqe

Thailand has a thriving oil and gas industry in which a number of
U.S. firms play a major role. There is actjve exploration in the
interior of the country as well as joint efforts with Vietnam in
adjoining territorial waters of the Gulf. The petrochemicals plant
capacity is undergoing rapid expansion with two new refineries, an
aromatics plant and an olefins plant planned or under construction.
There are reportedly now some 2,000 plastics companies in Thailand.
The demand for engineering skills greatly exceeds supply and the
sector is experiencing salary inflation and poaching problems as a
result.

In addition to the net shortage of engineers, industrialists cite the
demand for engineering graduates with the qualities to effectively
guide the technical management of Thai firms. Industry seeks
candidates with fluent English, familiarity with plant operations,
and an open and participatory professional style. Several senior
managers suggested that leadership qualities were almost as important
as technical skills.

-
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In response to these needs, Chulalongkorn University initiated the
idea of a graduate program in petrochemical studies which would be
developed in partnership with U.S. universities, have a strong
research focus, and would-be-taught in English. USAID funded travel
by the President of the College to the U.S. in early 1991 to assess
U.S. engineering schools and their interest in a partnership in
Thailand. As a result, three U.S. schools (Case Western Reserve,
University of HMichigan, and University of Oklahoma) with strong
engineering and petrochemistry programs were picked to develop the
program. Under the limited authority to expend PD&S resources to
assess and critique program activities, the Mission engaged the
Association of Big Eight Universities in the U.S. to carry out a
more detailed assessment of the program. The team was tasked with
exploring the program in detail with the U.S. partners and with

the petrochemical industries in Thailand in order to define the
parameters for a successful graduate program. Although the
assessment is not complete at this writing, the initial indications
Ire that such a partnership can be highly successful. Some of the
relevant factors include the following:

0 Most resources are available locally: Chulalongkorn will
invest at least $10 million in building, equipment and
operations; U.S. petrochemical industries in Thailand have
expressed a high level of support for the program. USAID
resources can play a key catalytic role but will be a
small percentage of the overall investment. Laboratory
and computer equipment manufacturers will be able to
participate in the project to showcase U.S. technology
to the Thai and Southeast Asian students.

o A premier research facility will be incorporated to
uniquely serve the interests of university researchers and
industry. Such a facility will attract U.S. university
faculty members, will serve applied research needs of
local industry and considerably enhance the "hands-on"
teaching process.

0 The Petrochemistry program will address a critical human
capital need in Thailand and will support the objective of
U.S. universities to become more international in scope.
There is a real opportunity for the participating U.S.
interests to enhance their presence in Asia at a time when
this sector is expanding rapidly.

USAIC support for this program is likely to be in the form of
assistance to support the cost of U.S. faculty during the start-up
phase of the program. Other support will be sought from such sources
as the AID/H university development linkages project, U.S.-ASEAN
Environmental Partnership and APEC programs.
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Machine Tool Training

The rapid growth of manufacturing in Thailand has generated strong
demand -for machine tools and skilled labor to run them. The imports
of machine tools climbed dramatically from less than $20 million in
1987 to about $170 million in 1989. Suppliers from Japan, Taiwan
and China are the dominant presence in the imported equipment market
at present. Market trends will be for increasingly automated high
output equipment as Thai industry seeks to improve productivity and
quality.

Technical training in advanced manufacturing technology is not
meeting the demand for either the numbers or the quality and type
of skills in demand. Public technical institutes at the upper
secondary level are hampered by old and outmoded equipment,
inappropriate curricula, znd low salary scales which makes it
increasingly difficult to recruit and retain qualified Taculty.
Private technical schools have proliferated but find that they must
compete with the heavily subsidized public institutes at the same
time that tuitions are capped by the government.

U.S. machine tool production has gravitated to the high-end, high
precision equipment which Thai industry will increasingly neeu.

The U.S. Association for Manufacturing Technology (AMT) represents
the industry and is interested in Thailand and the growing Asian
markets. AMT member companies have productive relationships with
training programs at both the technical and engineering school levels
in the U.S. AMT proposes a program with Thai training organizations
in order to upgrade the guality of training and to facilitate greater
entry of U.S. companies into the growing Thai market. Member
companies will contribute equipment, curriculum, and- training to
improve technical skills development and to support the operation
and maintenance of U.S. equipment.

Hith USAID assistance, AMT held a series of meetings and discussions
with Thai technical training organizations to assess interest and
potential for collaboration in training programs. After some
discussion about the potential of various organizations, the
Metalworking and Machinery Indusiries Development Institute (MIDI) of
the Ministry of Industry was saVected as the partrner for an initial
program. MIDI provides primarily short-term training to upgrade the
skills of employees already working in the metalworking industries.
Substantial Japanese assistance enabled MIDI to build impressive
training and shop facilities and installed modern (al’ Japanese)
equipment. The Japanese assistance has ended and MIDI has a strong
desire to diversify contacts and accass to the manufacturing
technology of other countries, notably the U.S. There is a feeling
that the Japanese assistance did not foster technology transfer to
Thai industries.

s \/7]
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- The MIDI/AMT program will contribute to the development of Thai
industry by broadening the base of technical capabilities through
training on U.S. manufacturing technologies. The program will
involve some two or three U.S. companies initially to offer specific
-training modules in core manufacturing technologies. For example,
one module might revolve around precision grinding, another on
computer-numerically-controlled cutting machinery, and a third would
focus on high precision coordinate measuring machines. The member
companies will make equipment and curriculum available to MIDI and
‘help train MIDI trainers either in Thailand or in the U.S. at company
facilities. MIDI will organize the training of technicians in
coordination with the user industry groups. In addition to the
basic training aimed at factory floor workers, MIDI and AMT will
develop a series of activities which will serve to expose technical
and management decision-makers to modern manufacturing systems.
v3ctures and seminars will demonstrate equipment operation and
features and permit managers to make more informed technological
choices and to assess the merits of a particular production system.

A draft Memorandum of Understanding between MIDI and AMT is underway
now. Member companies of the AMT are drafting specific agreements.
Some of the features of the program include the following:

o MIDI has the infrastructure, faculty and industry
contacts to permit rapid implementation of training
modules developed with the U.S. manufacturers.

o U.S. companies will contribute substantial resources to
such a program. The companies which have expressed
interest in the training partnership also plan to step
up marketing and support of their products in Thailand.

o The AMT membership is very aware of the Thai desire to
gain access to technology. This is an accepted part of
the relationship and AMT has already demonstrated a
strong commitment to conducting technical seminars and
publishing information geared towards exposing the Thai
to the latest developments in manufacturing technology.

National Technological University

As noted, of all the skills in short supply in the Thai labor force,
the quantity and quality of engineers and scientists is one of the
most critical issues facing many modern export industries. Because
of these shortages, starting salaries for undergraduate engineers
are high and few continue their studies to the graduate level.

Once on the job, it is difficult to get off of the career track to
study full-time and there are few opportunities to take continuing
education courses. Many mid-career professionals come to a
realization that they need upgrading in specific job-related skills
but lack the opportunities to pursue further study.
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Although they are much more acute in Thailand, the problems of
keeping engineering staff up to date on the latest technology and
management issues is universal. In the U.S., larger companies with
~ahigh-stake:in_the_continued productivity of technical staff invest
heavily in technical seminars and workshops. Hhere available, many
companies encourage and subsidize the cost of continuing academic
education of technical staff. Even so, it is costly and time
consuming for working professionals to attempt to pursue continuing
education needs on a part-time basis. '

Faced with this situation, in the mid-1980s a group of visionary
engineering educators and industrial leaders in the U.S. put

together an innovative system to serve the advanced educational

needs of engineers, scientists and technical managers. The National
Technological University (NTU) in Fort Collins, Colorado was founded
as a private, non-profit organization and developed a network for
satellites delivery of both academic and non-credit programs through
instructional, interactive television. The NTU is governed by a
board of trustees composed of members of industry and academia,
including top management of some of the most prestigious high-tech
firms in the U.S. Hith no resident faculty, the NTU draws on faculty
from some 41 participating U.S. universities and can deliver programs
24 hours a day to some, 400 receiving sites located at industry
facilities and university campuses. The success of the system at
addressing the problems of continuing education for working technical
professionals is indicated by the enrollment of over 85,000 in 1990
at an average cost of only $45 per participant per day.

At the invitation. of the Mission, the NTU President came to

Thailand in December to assess the demand for an NTU like program.
Discussions with industry and academia were overwhelmingly :
favorable. Leading high-tech industries clearly saw the advantage
of a window of access into some of the best technological training
available in the U.S. at reasonable cost. Thai universities saw a
market for continuing education and a role for mentoring or other

local services to complement the NTU english language instruction.

NTU and USAID are developing a demonstration to better expose a

wide audience in Thailand to the attributes of the program and to
undertake a more detailed assessment of a partnership between NTU

and one or more organizations in Thailand. He have proposed a linkup
with the USIS Horldnat System for a demonstration of NTU programming
and a live, interactive session with the NTU president and Trustee
representatives from well-known U.S. industries (AT&T, IBM, Kodak,
Hewlett-Packard, etc.).

From early indications, some of the features of a technical education
partnership with NTU are:


http:invitation.of
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o The program would quickly be self-supporting. There
is a market for high-quality U.S. training and local
industries are actively seeking ways to upgrade
technical staff at reasonable cost.

0 The telecommunications capability exists or soon will to
support the wide distribution of the program throughout
South and Southeast Asia. Telecom operators are eager
to-develop additional uses and markets for their
services and can support the infrastructure requirements.

o The technical and training linkages can be an important
accelerator of other productive partnerships. Access
to U.S. technical training will assist U.S. industry
efforts in Thailand by strengthening staff and
supporting familiarization with U.S. technologies
and products.

Comment on Illustrative Strateqic Partnerships

The above are three examples of types of strategic
partnerships that will help break the human resource
bottleneck. As noted, the U.S. has a very significant
comparative advantage in providing many types of technical
educational and training programs. The Partnership will
attempt bring the strength of the U.S. in this area to
Thailand to help solve one of the three most critical
development problems Thailand faces during the decade of
the 1990s and beyond, namely human capital development with
special emphasis on the need for upgrading and expanding
the supply of technically skilled workers.
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EXECUTIVE SUMMARY

I. Introduction

Oover the past decade, Thailand has earned the reputation as one of
the fastest growing economies in the world. With economic growth
averaging almost 7.5% since .1981 and reaching double digits during
the past two years, the country is well on its way toward NIC
status. Most experts predict that Thailand's strong performance
will continue; estimates of real annual GDP growth rates for the
next five years range from 7% to 9%. With the influx of foreign
investment, manufactured exports have taken on an increasingly
important role in the economy.

Strong overall expansion, combined with dramatic shifts in the
economy, have resulted in substantial strains on the country's
human rescurce bas=2. An abundant supply of cheap and easily
<-ainedé laber was an imporzant component of Thailand's ccmparative
advantage in the past. Howevar, as the industrial structure shifts
into more technology-intensive sectors, the need for a well-trained
stock of technical and managerial personnel becomes more evident.

IT. Statement of the Problem

The ey problem is that Thailand's educational and training
structure has been unable to keep pace with the changing demands
of the economy. As a result, serious gaps have evolved between
the needs of the private sector and the output of Thai educational
and training institutions.’

“atus of human resource develcopment in Thailand is summatrized
e £following data:

>

The share of the emploved population with elementary or less
education is 86%; with secondary or vocational, 9%: teacher
training, 2%; and university education, less than 3%.

+ Thailand has almest universal enrollment in primary scheols;
its adul%t literacy rate is one of the best in the region.

£ sh primary schoel proceed
o secondary school. Thailand lags far behind other countries
in the region; <%he gross secondary enrollment ‘ratio in
Thailand is 30% vs. ©25% in South Korea
Singapcre, 6%% in Hong Kong, 68% in t
Malaysia, and 3¢% in Indonesia.

, 91% in Taiwan, 71% in
he Philippines, 53% in

arollment ratics have increased dramatically at the tertiary
evel, due primarily to the establishment of <two open
universities; some of the growth can also be attributed tec the
expansion of the private universities and colleges.

=ty
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ITI. Analysis of the Problem: Gaps in Labor Force Skills
Development

Rapid growth in the Thai economy has resulted in widespread
shortages across a range of labor skills. Labor shortages are of
mounting -concern- to-the’ ‘business - community. As their needs for
skilled personnel continue to grow, companies are finding it
increasingly difficult to £ill key technical and managerial
positions. The Board of Investment notes that Thailand is losis
investors to other countries due to infrastructure constraints, cne
0f which is lack of skilled manpower. The most significant gaps
are found in the following areas:

+ Tnzineering: The shor-tage of engineers is the most critical
human resource constraint facing the private sector. Shortages
of science and technology personnel are expected to continue
at “he post-graduate level throughout the Seventh Plan period.
Shortaces at the kachelor -°~*e= laval are expected <o imgrovs
significanzly in electronics tachnclogy, metallursgy, civil
eﬂ,_Ae-‘inc and other related ‘lelcs Eowever, the educaticn
sector will be unable to meet the demand for graauates in the
key areas of mechanical, chemical and industrial engineering.

+ Management: Businesspersons consider shortages in management
guite 1mportant many companies experience annual turnover
rates in excess of 25% at the managerial/supervisor level.
Major shortages- are found in finance, marketing, materials
management -and human resource personnel.

¢ Technical/Skilled Labor: Many companies report significant
shortages of technicians and other skilled workers. While
the shortages in englneerlng and management are primarily
cuantity related, companies view the shortage of skilled labor
as quality related. Vocatioral graduates often lack the know-
how and training to cperate in a productive environment.

¢ tnclish-Language Skills: English language deficiencies are
the mcst important quality-relauea factor affecting human
resource utilization in the private sector. Firms view
Tnglish communication skills as critical since the Thai
economy is heavily dependent on international markets Zoz
inputs and expor:s. I- is also a barrier to training ang
technology transier.
The Thai educational and tra2ining systam has been slow to respond
£o the changing needs of the labor market; hence, a widening cgap
has emergeé between the needs of the private secter and the outputs
0f th2 educaticnal systerm. Tradition al‘y geared tcward preparaticn
for civil service, the Thai educaticnal system continues to produca
a surplus of graduates in the numanities, social and political
sciences, while there =remains a shortage of graduates in
enginsering and other tachnical and scientific disciplines.
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Private higher education has been expanding  rapidly in Thailand
and will play a larger role in the future in meeting the needs of
the private sector. For example, private higher education is being
called upon to take the lead 'in addressing the critical shortages
of engineers. _ Nonetheless, private and public education face
several key constraints- in- addressing private sector needs:

¢ Quantitvy and gualitv of facultv: Given the critical shortages
of engineers and managers, faculty are being increasingly
recruited by the private sector which can offer more
attractive compensation; hence, higher education has been
unable to recruit and retain its engineering and managenment
faculty. The issue with respect to engineering faculty is one
of cuantitv: lack of faculty is a serious constraint to
resolving the shortage of engineers. 1In contrast, the most
critical issue facing programs in management is the gualitv
of faculty; a disproportionate number of teaching staff hold
only bachelor's degree and lack experience in business.

¢ Pelevance of the curriculum: The curriculum of most degree
and vocational education programs is geared toward theory, as
opposed to practice. To meet private sector needs, a greater
emphasis must be placed on applied learning and professional
development.

¢ Pedagogical skills: There is a general lack of pedagogical
skills in the Thai educational system. Lecture, as opposed
to more interactive methods, is the most common approach.
More innovative pedagogical tools would improve the
effectiveness of education and training efforts.

The most important avenues for addressing labor skills constraints
involve: (i) increasing the level of collaboration between the
private sector and educational and training institutions, and (ii
increasing the level of collaboration between U.S. education and
Thai educational prograas.

There are already several model approaches to such collaboration
in Thailand. Most notably, the electronics industry and Xing
Mongkut Institute of Technology, Ladkrabang, have worked together
to design tailored educational programs. The Sasin Progran at
Chulalongkorn University 1is widely recognized as a nodel of
collaboration with U.S. universities (the Kellogg School at
Northwestern University and the Wharton School at University of
Pennsylvania). These are the types of initiatives upon which the
USAID/Thailand strategy should build.
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IXI. CHANGES IN THE THAI ECONOMY AND HUMAN 'RESOURCES

The dramatic changes-in the Thai- economy during the 1980s have led
to a considerable shift in manpower requirements. Before examining
private sector dermand for labor skills, it is important to present
a brief tackground on Thailand's business climate and historical
patterns relating to education and employment.

A. The Thai Fconomy

Over the past decade, Thailand has earn=d the reputation as one of
the fastest growing economies and one of the most successful
developing countries in the world. With economic growth averaging
almeost 7.5 percent since 1881 and reaching couble digits cduring the
T2sT two vears, the country is well cn its way towazd NIC stactus.
Most  exparts expect <the st-ong psrformance <to continue with
estimates for real annual GDP growth rates for the next five years
ranging from 7 to 9 percent. Growth has been characterized as
export led and driven by foreign direct investment. Exports have
grown at an average rate of 30 percent over the past three years
and net foreign direct investment inflows are estimated to have
grown at 90 percent annually from 1985 through 1988. Key factors
affecting Thailand's spectacular progress include:

¢ Favorable Monetarv and Fiscal Policv

The Thai Baht is pegged to a basket of currencies with an
estimated 80 percent comprising the US dollar. The close
relationship to the dollar combined with two major devaluations
during <the past dacade have given Thai products a ccmpetitive
advanztage in internaticnal markets. Generally conservative and
consistent fiscal and monetary policies have provided confidence
to foreign investors looking +to establish a low-cost
manuiacturing base.

¢ Pro-business Government Policies

the standpoint of fundamental philecsophy, attitudes,
rocaches and policies, Thailand's government has long been
“ed to an economy driven by <the market and prcivate
Drise. Compared to many other develcping countries, the
£ role the government plays in the economy is relatively
2d. In addition, The Board of Investment, which is charged
noting indigenous and Zforeign investment, oIffers an
ackagzs of investmant incentives including corporate
, business tax exemptions, and the right to impcrce
ls and machinery duty-free for export-oriented
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¢+ Low Cost Labor

A main factor <contributing to Thailand's international
competitiveness is the large pool of low-cost, productive and
easily trained 1labor. Workers are literate and tend to be
réliable and hardworking.  Female participation in the workforce
is high, particularly in 1labor intensive semi-skilled
industries, a key source of export earnings for the country.
Labor unions represent a very low proportion of workers. The
labor force is not militant and relations with rmanagement have
been generally good.

¢ Political Stabilitv

Although military coups were relatively common in the past, the
country has been moving toward a more democratic society.
Thailand installed its first elected civilian prime minister in
1988. Frurthermore, there ars no ideological differences between
competing factions of the ruling elits. Changes in government
have had little .or no impact on the private sector.

With the influx of foreign investment during the 1980s,
manufacturing has taken on -an increasingly important role in
Thailand's economy. While agriculture accounted for almost 27
percent of GDP in 1970 and manufacturing for 16 percent, today
manufacturing and agriculture account for 24 and 17 percent of GDP,
respectively. Manufacturing plays an even more important role in
the export sector, the backbone of recent growth. Last year
manufactured exports accounted for approximately two-thirds. of
Thailand's exports, up from 33 percent in 1980.

B. Bigstorical Role of Educaz*ion in the Thai “Economv

Without question, human resource capabilities play a key role for
any developing economy. In Thailand, one can point to important
contributions a2t all skill levels, ranging from farm laborers to
doctoral graduates.

Historically, the government has been the most important source of
employment for better-educated Thais. Government employment of the
educated elite can be traced back to the previous century when the
bureaucracy comprised royal Zfamily members, the only people with
access to education. Under the reign of King Rama V, emphasis was
placed on developing the country's bureaucratic infrastructure and
educational institutions. The association of education and
government employment with royally decreed goals afforded high
status to Thais entering the bursaucracy. Even through the mid
1980s, the government attracted the top Thal graduates from both
local and fcreign institutions. Zducational attainment was clearly
one of the most important means of paving the way for a promising
career. Since most graduates sought government employment and the
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public_gector employed a significant portion of the educated elite;
local universities concentrated on developing strong political
science, law, and related faculties. :

On---the-- other--hand, education has, until recently, played a
relatively minor role in the Thai business sector, which has been
traditionally dominated by ethnic Chinese family groups. These
are some oZ tThe key characteristics of the traditional private
seccor.

Control of nuch of the business and financial sectors has been
exercised largely through business associations, informal
groupings o©f firms, an elaborate system of interlocking

cirectorazes, Kinship ties and intermarriage.

+ Most of the founders cf <“he industrial groups in Thailand
formerly belicn 0 The merchan:t class who were tstally
imperting o= wh 2 the sanme products they later started
TO mapufacture locally.  Most commercial conglcmerates conly
moved Into industry with %he encouragement of the government.

+ Industrial firms focus on the commercial activities related
to the manufactured goods that they handle, not their
production processes themselves. Common behavior which can
be widely observed includes narket-orientation and inclination
towards gquick-returns. Goal attainment is usually to improve
commercial activity, not production activities. Consequently,
Thai industry, for the most part, has relied on foreign
partners for technology.

Given the nature of the private sector, success in business did
not typically depend on one's educational att inments. Instead,
success ded on tusiness sawvvy, linkages with other business

izution capabilities, and access o capital (meaning
grours who controlled scarce capital).

Education and training have also been guite important in the labor
sector with alimest all Thais completing primary school with a basic
degree of literacy. This educational base contributes to *he
"trainability" of Thai labor; indeed, the Thai labor force is-
gnized Zor its ability =5 acguire skills through on-the-job
ning prograsms.

-

Thus, by the early 19380s, the Sursaucracy comprised highly educated
individuals, wmany of whon 2ad studied overseas. The streng
educational background of bureaucra:s has provided them analytical
skills which they have used <c, many would argue, successiully
guide the countsy's fiscal angd monetary policies. On the other
hand, the private sscior was unable £o assorb educated perscns who
Zailed to sscure governmen:t positions. Even as late as the mid
1980s, Thailand Zfaced a protlem of educated open unenmployment in

e

-

"
fields. The business sector focused, to
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a -large extent, on ‘the trading of .agricultural products or the.
production of goods for domestic cansumption. 1In. addition, local
business operated (and still does to a large extent) in an economy
protected by high tariff barriers and where collusion via business
organizations. served to restrict_competition. 1In the absence of
government incentives or external competitive pressure, the
perceived rewards for education, particularly in technical fields,
were relatively 1low on the part in the business community.
Finally, since the economy has, until recently, depended upon
‘agricultural commodities and low value-added manufactured goods as
its primary export goods, the training needs for laber were
minimal. '

C. The New Environment

Sinc= 1587, the situaticn has changed dramatically. Strcng overall
expansion combined with structural shifts in the economy have
resulted in substantial strains on the country's human resource
base. Although an abundant supply of cheap and easily trained

labor was an important component of Thailand's comparative
advantage in the past, the situation is changing rapidly. Other
economies with larger supplies of cheap labor such as India, China,
and Indonesia are intensifyind their export efforts and present
stiff competition to Thailand's traditional labor-intensive
industries. Thailand risks losing out to these low-wage producers
if the country fails to improve productivity. Productivity gains
will only be made by upgrading the technology component of
manufacturing inputs. "As the industrial structure . becomes
increasingly complex and the economy shifts into more technology-
intensive sectors, the importance of a well-trained stock of
technical, managerial and labor personnel becomes more apparent.

Manpower shortages are not isolated to the private sector. The
government, for the first time, faces significant "brain drain"
problems as it has been unable to ccmpete with business in terms
of ccnpensation packages offered. The issue is particularly acute
with regard to some of the brightest and best educated prospects
for Zfuture leadership positions. Shortages in the public sector
are causing concern in the private sector, however, for two
reasons. First, the scarcity of cualified bureaucrats capable of
analyzing and implementing souné economic policies poses a threat
to private enterprises which, of course, are affected by government
activity. Secondly, the governnment requires capable engineers and
manacers To run the state- o med infrastructure enterprises as well
as <to interface with Dbusiness. Naturally, when manpower
constraints weaken the country's already strained infrastructure,
businesses are adversely affected.

e



III. PRIVATE SECTOR HUMAN RESOURCE REQUIREMENTS

As noted in the previous chapter, sustained, rapid growth in the
Thai ‘ecofiomy- has-resulted -in- widespread shortages across a broad
range of skilled manpower classifications. The issue of manpower
shortages, particularly in the engineering and management fields,
is of mounting concern to the local business cemmunity. Rising
salaries and high employee turnover threaten <to undermine
Thailand's position as a low-cost, relatively productive
manufacturer for international markets. The problem is so severe
that major business publications such as the Asian Wall Street
Journal, far Eastern Tconomic Review, and Asian Business have all
featured articles on Thailancd's manpower shortages during the last
few months and the Royal Thai Government has come under increasing
pressure to address the problem in the Seventh National Economic
and Sccial Devalicoment Plan (1991-1¢253).

Manpcwer shortaces in Thailand have been well documented with
lit:le dlsagreement that shortfalls exist for engineering and
management professionals. In a September 1988 survey sponsored

by the American Chamber of Commerce in Thailand, 64 percent of the
respondents from foreign chambers of commerce reported difficulties
in filling openings for middle managers and technical/professional
personnel. Evidence suggests that the situation has deteriorated
over the ensuing year and a half. Problems exist regarding both
quantity of personnel and the skill qualities of available
employees. While not as well documented, the research team also
found that skill shortages in the area of technical/skilled workers
(i.e. technicians, vocational workers, etc.) is becoming an
increasingly important factor constraining business dewvelopment,
althouzgh ur”DlEmS in this area are generally related to a mismatch
of skills angd guality issues.

In addition to wunstructured discussions with 1local business
leaders, +the research team carried out formal interviews with
general management and human resource staif at 15 local companies.
Since USAID would like to develop areas of mutual Thai/US interest,
the sample group was predominantly American-owned (11 companies)
with %he industry distribution 1listed below. The survey was
exploratory in nature and makes no claims ‘as being definitive or
fully representative c¢f the Am2rican cr the general business
population in Thailand. I£s purpose was <to provide primary
cualltatlve and quantitative data to supplement the wide body of
literature on human resource needs in Thailand. The results of the
survey complenment rather than conflict with the literature.



Iablel

Industry Profile of Formal Sample Group

technology
responses

facing business.

experiencing critical manpower shortages.
was asked to rate the severity of manpower shortages.
was clearly given to engineering fields,
positions and then technician/skilled labor pcsitions.

intensive nature of nuch of the sample group biased
towards engineering
and even bankers rate engineering shortfalls as the most critical

functions,

Industry Number Structure
Computer and Related 6 100 % US Subsidiary (6)
Trading/Distribution 2 100 % Swiss Subsidiary (2)
Service’ 2 Joint Venture - US/Thai (2)
Metal Parts Manufacture 1 Joint Venture - US/Japan (1)
Consumer Products 2 100 % US Subsidiary (2)
Manufacturing Conglomerate 1 100 % Thai with several foreign JVs (1)
Petroleum 1 100 % US Subsidiarv (1)
Toil 15
All companies surveyed (formally and informally) have been

Each survey respondent

Priority

followed by management

While the

job placement agencies

The following table presents skill shortages as

perceived by the business sector.

Table 2

Assessment of Manpower Shortages
(by number of ferms citing problems)

Fleld ’
Criticel | Importent Ppesirable Pr;i?en, App?ﬁgable 2;3::38
Electric:l Engineering 8 4 2 0 0 2.43
echanical Zngineering 9 2 ! 2 0 2.29
lindustriel Engineering S 7 ! 1 0 2.14
IComputer Systems 3 10 0 1 0 2.07
Finance 5 4 ! 2 2 2.00 -
Chemicel Engineering 5 3 1 4 0 1.79
Merketing 4 3 1 3 3 1.73
Humen Resources 3 6 3 2 0 1.71
Accounting 3 5 3 2 0 1.71
Meterials Mznsgement 1 8 4 ! 0 1.64
Technicians 2 5 3 2 1 1.62
Pperations Menagement 2 5 3 3 1 1.45
Secrelarisl 2 ! 4 6 1 0.62
Mechine Cperators/Repsir 0 3 3 5 3 0.82
£nvironmental £ngineering 0 2 3 8 1 0.54







[able 3
S & T Manpower Shortages (Surplus) as Predicted by TDRI

1989 1990 1991 1996

Post Graduate -
Agriculural Fields -67 -
Food Science 14

-80 -138
17 12

Fr—}
xUnl\;l_

Bioscience 22 4 46 48
Computer Science 16 13 14 18
Elactical Enginesring 49 47 47 40
Mechanical Enginesnng 136 132 139 184
Mezalivrgy Engineerning 6 0 6 7
Other Engineenng 174 143 145 262
Chemical Engineening 16 16 18 19
indus—a! Engineanng i35 122 151 171
Bacheior Degree
Agricuitura Fields -i42 12104 127! -1,599

Food Science -13 -5 3 4
Bioscience 220 -38 231 230
Computer Science 80 61 39 91
Electrical Engineenng 541 428 326 -39] 3
Mechanical Engineering 1,400 1,277 1,279 1,277
Metallurgy Engincening .36 -59 -84 2245
Other Engineening 156 -131 -365 -1,386
Chemical Engineering 245 227 218 185
Industial Engincering 430 411 429 526

summarizes the S&T manpcwer shortfalls as presented

The takle above

in the TIRI study. It shculd be noted <that the shortfalls are
annual, representing new graduates minus new demand and do not take
into account demand arising from past shortages. Of course, it is
cuite difficult to estimate demand arising from past shortages as
laber substitution takes place. The analysis also assumes that the
ambitious targets for supply growth can actually be implenented and
maintains a fixed coefficient betwesen the output of each sector and
Si7T manpswsr reguirsments.

Ccnsidering the assumpticons us=2d in the TDRI model, ona2 could
justifia=zly arcue *that +the SiT wmanpower problem Is aciually
understaztad. Another way =o look at the problem is to ccmpare
Thailan2 with cther couniries during similar stages of development.
In 1627, snly 70 c©f one millicn pecple were engineers in Thailand.
2y compariscn, in 18352 that Zigure was 4235 per million in Taiwan;
and in 1578 it was 675 in Scuth Kerea. 1If, because of labor skill
cens“raints, Thailand is unakble +to2 increase the technology
componenc £ preduction, <the country will Zind it extrenely

2%


http:Bazhe.io



http:co.man.es

undertake training) and high turnover of technical/skilled
positions, have forced companies to pirate experienced workers from
other firms. Sixty percent of responding firms cited cases in
which they have recruited technical/skilled employees from outside
the firm.

4. Creoss Cutting Issuss: Qualisy varsus Quantitv

llanpower shortages ccncern beth Guantity and quality related
issues. When asked whezther critical = npower shortages were
quantity related (in that +there is an inadequate supply of
educated/trained personnel) cr cuality relatad (in that +there is
a suliicient supply of educated/trained personnel bu*- they are
inadeguately prepared %o effectively to contribute to *he firm) 79

percent c¢I the respondents citeld quality issues and 71 Dercent
guantity Issues (The  issuss  wera  npas mutually  exclusive).,
Generally, <cthose cizting cuantity issuss consifared shcrtages cf
€nglreers and  exparisnced =manzgess as  the  mos= importan:
constraint. (It should be noted that while experience may be a

quality issue, the research team chose to Classify it as a quantity
issue since interviewees felt that no amount of education or
training could replace or compensate for experience.) The most
important quality issues related to English language skills and
applied learning at the educational leve].

At the university level, most businesspersons agree that Thais are
well educated and graduate with strong theoretical backgrounds.
Many feel, however, that domestic universities do 'not provide
enough "applied" learning experiences. The JICA -study confirms
this view stating that, "Education in Thailand, especially zt the

university level is eguivalen:t o Jagan...Hcwever, there are very
Zew places for Thais to gain practical experience applying the
theoriss they learned in {the] universicy."

Erglish language deficisncies a-e prebably the biggest uzlity
related facior afiscting human rescurce ttilization and devaleomant
in Thailand. All firms inte—viewad Dy the research teax cized lack
o English skills as <the Digzest cconstraint in aizing and
cevelzping engineers and managers. TFirms reported “ha+ “heyv oftan
interviewad people who wars Tachnically cocmpefent but tThz lack oF
sIrcng Inglish communicaticns sitills srevented the hire 57 suzh
perscnnel. The ressarch =teax found <his +o bhe True iIn becth
fcreign-owned and Thai companies. Firms view English comsunicacion
skills as critical since the Thai scon =¥ 1s heavily daspenzznt cn
internaticnal markess fz- ba=h inputs and exporss.

Zack ¢ EZnglish capakbiliziss alss a—ms a significant zarrisr <o
"training ang hencs, Technoleocy traznsfer. Anerican firms of=en cize
lack cf EZnglish skillis as a majer constraint to overseas training.
The Jagansse concur. According o the JiIca study,






1. Training

All firms interviewed stated that they have intensified training
efforts due to recent manpower shortages. While the quality and
amount of training varies from firm to firm, some trends are clear.

¢ Professional training is provided in the form of overseas
placement, overseas wmanagement and technical training, and
local management and <technical training (off-site and in-
house). Senior managers are usually sent overseas annually,
while middle level managers and technical staff are sent
abroad for introductorvy iraining. Introductory training is
usually in the range of two weeks to four months; however,
introduczory training of cne to twc years is also provided by
some firms.

-

+ Mamacz—znT znd Tachnizal staifi are mors likely to recaivs
cznerzl tralining while training ZIor shilled and unskilled
workars is usually firm and <task ssecific.

¢ Blue collar training is usually conducted in-house and is

introductory in nature, particularly at American and Thai
firms. The Japanese and a few other firms, however, often
send line workers oversea$ for new product/process training.

¢ Many companies are focusing training efforts on upgrading the
skills of technical workers to compensate for the shortage of
engineers.

Companies utilize trainers from a variety of sources including
corporate personnel (local and overseas), university professors,
and “rainin companies, Most companies subsidi:e
cazion programs for their emplcyees but are concerned
its 0f “heir human resource investments are accrus:
i due to high employee turnover. While not verified
gearch -—eanm, one nicht expect nigh turnover to act as 2
e -0 general training.
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Generally, only large, established firms with strong human
resource capabilities are able to fill vacancies internally with
83 percent of the firms in the sample group resorting to
recruiting experienced employees from other firms.

¢ Use of Less Qualified Personnel than Dasirable

A majority cf the firms in the sample group (58 percent) also
fill vacancies with personnel who are nct Zfully qualified fcr
the positions. As mentioned earlier, the relatively low level

of managezent experience of managers in wmany of the firms

indicates that firms are moving Thai personnel into positions
of responsibility relatively early in their careers.

s chay ars using

u like exzatTrizzTses ars

2 ve za2 dsvslegment

assignments In technical and managen functicnal arsas. Sincs
the cost cf utilizing expatriates is firms prefer to

£ill vacancies with Thais. The shortage of experienced managers
and engineers, however, has left firms little choice but to
import skilled employees from abroad.

¢ New Approaches to Recruiting

Many firms have taken new approaches to recruiting. Besides
using recruitment " agencies, several firms are intensifying
campus recruiting efforts and/or attempting to recruit Thais
from overseas. One firm mentioned that it now offers pecsitions
fo undergraduates cduring the third year cf school, one year

. - . - . S
earlier than zrevisusly Zone

¢ Compensztion of Empiovees

Firms ace placing creatsr exghasis on employe=2 compensaticn
packages. All but The f1 sample Csported that
they have ! < kages tc new and
exiszting olos recks ars i: ingly important,
especially =2t the urrer managenent levels.
3. Business Stracesies
powar shersacas have Zorced firms To altar pusiness strategiss.
hird of =ha survsy respondants zsported delayving new projecsts
pfelubte: iusticns Sus o lazk cf skillied manpower. A Ia2W
s cla aniczl mznpower shortages have sicwad Ihe
D v transfer. Tinally, 58 perczut cf ke
work they would rather <o internzlly such
enginsaring, and in some cases, manulacturing.



While none of the firms have responded to manpower shortages by
slowing the pace of investment or reinvestment, the sample group
does not capture companies looking to establish new ventures in
the region. BOI officials adrmit that manpower is one of several
critical infrastructure problems in the Thai economy. While it is
difficult to evaluate the relative importance of manpower with
regard to investnent decisions, the BOI reports that Thailand is
losing many investcrs to other countries due to infrastructure
constraints, cne of which is lack of skilled manpower.

ve Tfforts through Associations

(N

4. Ccllaborat

Although not fully captured in the survey sample, collaborative
efforts among private <£firms through business and industry

associations are guite sicrnificant in the area of education and
crzining. In Ths arsz c©f human rascurces, industry asscciaticn
nave Cesen Instrumental In disseminating infermation to menters,
interfacing wizth {2nd sometimes  establishing) . education and
training institutions, and engaging in dialogue with the
government. Below are some areas in which businesses have

collaborated to address human resource issues.

¢ Dissemination of Information

Several business associations (formal and informal) conduct
employee compensation studies annually, sharing information with
members. Members use this information to ensure they are
offering competitive compensation packages. AmCham has a Human
Resources Committee which disseminates- information regarding
specific HR issues to the AmCham membership via publications,
brsaifast neetings and lunchecns, and workshops and seminars.
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ness associations have been a key vehicle for business-
aticn interfaces. Probably the most salient exanmple is the
Chambesr of Commearce which was instrumental in establishing
University of tha Thai Chamber of Commerce, the country's
est private higher educaticn institution. Members of <the
Treonics and Cconmputer EIsmplcoyvers Association have formes z
rship with King Mongkut Institute of Technology (:IT)
r Asscciation members nhelpr 2stablish curriculum, fund, and
students to a program at RMIT designed +to ugpgrads
3 enginesrs. Tndustry has demonstra<ted a
rticipating in the upgrading of education
porative efforts wit educazional
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local chambers of commerce as well as the Federation of Thai
industries and the Thal Bankers Association has sought Japanese
assistance in establishing a local technical university. As
proposed, the university will eventually produce 1500 degrees
and associate graduates annually.

¢ Interface with the Government

Finally, business associations provide effective channels for
business-government dialogue. The Board of Trade offers a
formal channel of dialogue with the government. A Xey
organization focusing on gevernaent- buciness dialogue 1is the
Joint DPublic-Private Consultative Committee (JPPCC) which is
chaired by +the Prime Minister and whcse merters ccmprise
economic ministers and the heads of the Thai Chamber of
Commerce, +the Federation of Thai Industries, and the Thai
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ANNEX C.2.a.
ENVIRONMENTAL INFRASTRUCTURE

PROGRAM STATEMENT

DEVELOPMENT CONTEXT - QVERVIERW OF ENVIRONMENTAL INFRASTRUCTURE

Thailand's fast growth has not been supported to the extent needed

by growth of environmental infrastructure. For example, in all of
Thailand there are still only five municipal wastewater facilities and
these neither fully cover the sewage discharge of the mun1c1pa11t1es
nor operate eff1c1ent]y Solid waste disposal management in urban and
tourism centers is inefficiently managed and much of the waste disposed
of in ways that damage the environment. The estimated two million tons
of hazardous and toxic waste produced each year is essentially not
managed at all. Tha method ¢¥ disposal of only a small fracticn
(70,000 tons) is known to msz% environmental standards. The rest is
d1sposed of by producers by whatever method and standard they choose.

The shortage of environmental infrastructure is generally due to a
lack of political will from a centralized decision-making body and
institutional weaknesses, which reflect shortage of technical skills,
lack of necessary leg1slation and insufficient knowledge of financing
options for public and private investment. Long or short-term training
in such fields as sanitary or environmental engineering, scientific
monitoring techniques, or municipal tax administration, for example,
could strengthen the manpower skills required to achieve environmental
tnfrastructure improvements. In addition, the absence of effective
enforcement of environmental regulations becomes, in effect, a :ubsidy
to the polluter at the expense of those in vo]untary compl1ance

The consequences of environmental infrastructure shortfall are becoming
increasingly evident in economic opportunity costs and the decreased
quality of life for urban residents and tourists. Hater quality in the
Chao Phraya River, inner-city canals, and beaches of Pattaya, Hua Hin
and Phuket grows steadily worse each year. Fecal coliform levels at
previously attractive beaches are now well in excess cf health standards
and the level of dissolved oxygen (a measure of the ability to support
life and destroy organic po]]utants) in the urbanized areas of the Chao
Phraya river is nearly zero. As notsd above, how the estimated two
million tons of hazardous and toxic waste oroduced each year is treated
or disposed of is not known. Mazny bslieve it is simply dumped in ways
and places where it may be threatsning to the zcology and human health.

Of all sectors, tourism is most susceptible to the nsgative impacts of
insufficient environmental infrastructure. Alr2ady tourism growth and
hotel occupancy at the most polluted resorts is beginning to fall behind
past trends and national averages. This trend is threatening to the
economy since tourism is one of the most important industries in
Thailand--tourist expenditures are consistently one of the top foreign
exchange earners in Thailand, contributing US$4 billion to foreign
exchange earnings annually.
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Fishing and farming are also adversely affected by failure to invest in
infrastructure. Toxic effluent from the industrial estates and factories
sited close to. rural. and/or seaside settings have caused damage both to
farming and fishing.

A part of the slowdown in industrial investment in Thailand is directly
attributable to inadequacy of environmental infrastructure investment.
Many foreign investors to Thailand come from countries that have made
significant advances in environmental awareness. These investors are
aware of environmental consequences of their industrial activities and
Took for cost effective environmental infrastructure in making plant
location decisions.

CONFORMITY WITH THAILAND'S PRIORITIES AND PROGRAMS

The RTG has identified both urban and rural environmental protection and
restoration as a major theme in its Seventh National Economic and Social
Development Plan (1992-1996). Investment funds set aside in the Seventh
Plan for infrastructure wili increase by 148% over the Sixth Plan--almost
double the 76% increase experienced between the Fifth an. Sixth Plans. A
major environmental objectivr is to to reduce solid waste and wastewater
pollution and control water quality in the Chao Phraya River, coastal
areas, tourist destinat{ons, and any areas which face sewage problems or
contamination of untreafed water for consumption. The Plan identifies
four principal guidelines to achieve this objective, namely:

o Enforce the "Polluters Pay" principal for pollution control;

o Improve relevant organizations, roles, and laws concerning
environmental administration conducive to environmental
development;

0 Mobilize investment to lessen and control pollution in various
aspects, such as through government subsidization, public/private
joint venture programs, or grant concessions to the private
sactor; and

o Set up tripartite organizations with the government, private
entesrprise, and the community to supervise and control
environmental quality.

To achieve the targets set out in the Seventh Plan, a series of municipal
waste treatment projects have been proposed. For example, the Bangkok
Metropolitan Authority (BMA) is proposing a two-stage sewerage and
treatment plant project worth more than US$800 million in total. The
first stage will serve ten densely populatasd areas in inner Bangkok.
Financial resources for this project will be providad jointly by the RTG
(75%) and the BMA (25%). Similar projects are in the works for Chiang
Mai, Phuket and several provincial cities adjacent to the Chao Phraya

River.
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ANNEX C.2.a.
ENVIRONMENTAL INFRASTRUCTURE

PROGRAM STATEMENT

DEVELOPMENT CONTEXT — OVERVIEW OF ENVIRONMENTAL INFRASTRUCTURE

Thailand's fast growth has not been supported to the extent needed

by growth of environmental infrastructure. For example, in all of
Thailand there are still only five municipal wastewater facilities and
these neither fully cover the sewage discharge of the municipalities
nor operate efficiently. Solid waste disposal management in urban and
tourism centers is inefficiently managed and much of the waste disposed
of in ways that damage the environment. The estimated two million tons
of hazardous and toxic waste produced each year is essentially not
mznaged at &11. 7he msthod of dispcsal of only & small fraction
(70,000 tons) is known to me2t environmental standards. The rest is
disposed of by producers by whatever mzthod and standard they choose.

The shortage of environmental infrastructure is generally due to a
lack of political will from a centralized decision-making body and
institutional weaknesses, which reflect shortage of technical skills,
lack of necessary legislation, and insufficient knowledge of financing
options for public and private investment. Long or shert-term training
in such fields as -xnitary or environmental engineering, scientific
monitoring techniques, or municipal tax administration, for example,
could strengthen the manpower skills required to achieve environmental
tnfrastructure improvements. In addition, the absence of effective
enforcement of environmental regulations becomes, in effect, a subsidy
to the polluter at the expense of those in voluntary compliance.

The consequsnces of environmentai infrastructure shortfall are becoming
tncreasingly evident in economic opportunity costs and the decreased
quality of life for urban residents and tourists. HWater quality in the
Chao Phraya River, inner-city canals, and beaches of Pattaya, Hua Hin
and Phuket grows steadily worse each year. Fecal coliform levels at
previously attractive beaches are now well in excess of health standards
and the level of dissoived oxygen (a measure of the ability to support
life and destroy organic pollutants) in the urbanized areas of the Chao
Phraya river is nearly zero. As ncted above, how the estimated two
million tons of hazardous and toxic waste produced each year is treated
or disposed of is not known. Many believe it is simply dumped in ways
and places where it may be threatening to the escology and human health.

Of all sectors, tourism is most susceptible to the negative impacts of
insufficient environmental infrastructure. Already tourism growth and
hotel occupancy at the most polluted resorts is beginning to fall behind
past trends and national averages. This trend is threatening to the
economy since tourism is one of the most important industries in
Thailand--tourist expenditures are consistently one of the top foreign
exchange earners in Thailand, contributing US$4 billion to foreign
exchange earnings annually.
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Fishing and farming are also adversely affected by failure to invest in
infrastructure. Toxic effluent from the industrial estates and factories
sited close to rural and/or seaside settings have caused damage both to
farming and fishing.

A part of the slowdown in industrial investment in Thailand is directly
attributable to inadequacy of environmental infrastructure investment.
Many foreign investors to Thailand come from countries that have made
significant advances in environmental awareness. These investors are
aware of environmental consequences of their industrial activities and
look for cost effective environmental infrastructure in making plant
location decisions.

CONFORMITY WITH THAILAND'S PRIORITIES AND PROGRAMS

The RTG has identified both urban and rural environmental protection and
restoration as a major theme in its Seventh National Economic and Social
Development Plan (1992-1996). Investment funds set aside in the Seventh
Plan for infrastructure will increase by 148% over the Sixth Plan--almost
double the 76% increase experienced between the Fifth and Sixth Plans. A
major environmental objective is to to reduce solid waste and wastewater
pollution and control water quality in the Chao Phraya River, coastal
areas, tourist destinations, and any areas which face sewage problems or
contamination of untreated water for consumption. The Plan identifies
four principal guidelines to achieve this objective, namely:

o Enforce the "Polluters Pay" principal for pollution control:

o Improve relevant organizations, roles, and laws concerning
environmental administration conducive to environmental
development;

0 Mobilize investment to lessen and control pollution in various
aspects, such as through government subsidization, public/private
joint venture programs, or grant concessions to the private
sector; and

o Set up tripartite organizations with the government, private
entzrprise, and the community to Supervise and control
environmental quality.

To achieve the targets set out in the Seventh Plan, a series of municipal
waste treatment projects have been proposed. For example, the Bangkok
Metropolitan Authority (BMA) is proposing a two-stage sewerage and
treatment plant project worth more than US$800 million in total. The
first stage will serve ten densely populated areas in inner Bangkok.
Financial resources for this project will be provided jointly by the RTG
(75%) and the BMA (25%). Similar projects are in the works for Chiang
Mai, Phuket and several provincial cities adjacent to the Chao Phraya

River.
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"In October, 1991, the RTG officially launched the Environment Fund
which is expected to facilitate the application of the "Polluter Pays"
principle. The Fund is designed to be an instrument for promoting
investment in pollution control by industry and encouraging polluters
to minimize their wastes. An initial investment of US$20 million has
been allocated by the RTG and directives on the use of funds are in
preparation.

Privatization of urban services is beginning to be discussed more
broadly within the RTG including as it relates to the financing and
implementation of different types of environmental infrastructure
projects. The cost of these projects are very substantial, yet they
.are also considered financially attractive for private investment.

In sum, tha Pzrinzrship Project is conformity with the RTG's priorities
and olans. The confermity reflects the fact that the environmental
infrastructure component of the Partnsrship program is an outgrowth

of a lengthy process of analysis and discussions with Thai public and
private sector entities and individuals.

USAID PROGRAM

The Partnership will tackle environmental solutions directly in an
attempt to either regove or find ways around and over the barriers for
implementation of specific environmental infrastructure projects.

The approach of the Partnership Project is non traditional - it seeks to
initiate change (policy and institutional) through identifying, nurturing
and concluding strategic partnership agreements. The Partnership Project
will be pushing the established system to change through confronting it
with concrste solutions to specific pressing environmental problems. The
attraction of this model for policy and institutional change in Thailand
is the well known openness and pragmatism of the Thai. New ideas are
readily adopted on an experimental basis and rapidly diffused if they
succeed; discarded, if they do not.

g. Purpose

The purpose of the Environmental Infrastructure component is to
assist Thailand to identify and implement sustainable solutions

to envircnmental infrastructure shortages which, if not addressed,
will constrain economic growth and adversely effect equity.

Subsidiarv purposes are to:

o facilitate interventions that will demonstrate
alternative technical, administrative and financial
solutions to problems faced by Thai agencies in ‘the
provision of environmental infrastructure;



ANNEX C.2.a.

Page 4 of 7

o facilitate the removal of barriers to private sector
participation, and to promote policy and legislative
changes which create an environment more conducive
to private initiatives;

o provide critical inputs needed to relieve constraints
to the development of environmental infrastructure
systems such as provision of technical assistance to
municipalities in the generation of revenues required
to cover costs of environmental infrastructure;

o provide access for Thai agencies to U.S. expertise
and technology for the implementation of sustainable
solutions to environmental problems.

Program Activities

The heart of the environmental infrastructure components of the
Partnership will be the development of sustainable activities.

The process of development of strategic partnership agreements and
the contributions of the different entities involved are described
in the main bcdy of the Projéct Paper. The types of support that
might be provided under the Partnership are described below:

Technical Assistance. Illustrative TA activities are as follows:

o

"Reality testing" transaction concepts;

o Preparing Development Plans on potthial environmental
infrastructure transactions;

Strengthening local revenue generation mechanisms which
would add to the sustainability of urban environmental
infrastructure projects;

(@]

Exploring alternative solutions to specific problems:

(o]

o Establishing and upgrading operations and maintenance
programs and systems. '

Training. Illustrative training activities are as follows:

0 Management training of municipal staff;
o Technical training, e.g. O&M for BOT situation:
o City management training:

- U.S. city planners/managers visit to Thai cities
- Thai municipal authorities visit U. S. cities
"Sister" wastewater/solid waste city exchange;

N4
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Finance. The Partnership will assist in identifying and securing
sources of finance from a variety of sources such as —-

o RTG conventional and special funds,e.g. the
Environmental Fund;

o Municipal bonds (assist in developing and marketing the
instrument as well as working to provide necessary
revenue stream);

o ADB, IBRD and other multilateral sources of finance;

o Housing Guaranty Program which can be used to finance a
variety of urban infrastructure;

o Capital Projects Support Facility which can also be used
to finance environmental infrastructure;

0o EX-IM Bank facility for environmental infrastructure;

o Trade and Development Program funds for feacibility
studies.

Using the above program elements in various combinations to bring about
specific transactions that have been languishing for lack of concerted
effort to tackle policy and necessary institutional changes will be an
important contribution to development of environmental infrastructure in
Thailand. A handful of successful activities may act as path breakers --
a kind of snowplow in the wake of which others will follow.

ILLUSTRATIVE ACTIVITIES

Under Timited authority to assess and critique during the period of
program suspension, USAID/Thailand has tested the feasibility of U.S. led
private sector consortia contributing to the improvement of Thailand's
environmental infrastructure. Several attempts to attract U.S. private
sector participation in the serious development issues of expancing the
supply of urban environmental infrastructure have led to a model for
specific urban environmental infrastructure opportunities. Two examples
of experience to date that contributed to the final model concept are
described below.
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Phuket Wastewater Project

Phuket Island is a major tourist resort with more than 1.2 million
visitors a year spending more than $60C million. The island has a
waste water treatment facility at its primary beach resort town,
Patong Beach, with hook ups to only a part of the town's hotels,
restaurants and residences. A combination of design flaws and
inefficient operations and maintenance have caused the facility to
actually worsen pollution in the beach area. USAID contracted a
U.S. firm to assess and critique the role that might be played by
U.S. Ted private sector consortium in improving not only Patong
Beach's, but also the whole island's waste water treatment
facilities.

U.S. firm over a period of six months defined three separate
wastewater treatment facilities required to maintain water quality
at a level that would not jeopardize Phuket's future as a first
class tourist destination. Tourism on Phuket employs thousands

of Thai in hotel, restaurant and related industries. In Pattaya
on Thailand's Eastern Seaboard, the decline of tourism has already
started principally because the city has failed to deal with
wastewater treatment.

The firm laid out a program of "next steps" required not only to
implement the individual projects, but also to ensure adequate
operations and maintenance. Three scenarios were set out for
funding the program - private, public/private joint venture and
public. USAID will take up this program.and financing options
with the Thai Government under the Partnership.

Hazardous and Toxic HWaste

The RTG in an effort to bring the problem of hazardous waste under
control has identified several sites to become regional hazardous
and toxic waste management facilities. At the same time, Thailand
has very limited experience and capability in the technical and
financial problems of management of hazardous and toxic waste.
Technical expertise and know how is very much needed to bring
Thailand's management of hazardous and toxic waste up to
international standards.

USAID contracted a U.S. consortia to assess and critique feasibility
of U.S. led private sector consortia contributing to improved
environmental infrastructure in Thailand, specifically in the area
of hazardous and toxic waste at two potential sites. The contract
provided valuable feedback. First, it confirmed the enormity of the
problem of hazardous and toxic waste disposal; second, it-indicated
the absesnce of basic data required to make informed decision on
technical solutions, third, it verified the contributions that
technically capable U.S. firms could potentially make to solution

of the problem.

W
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- The contractor concluded that the most important next step was for
the RTG to develop a hazardous and toxic waste profile for the waste
that would be coming to the proposed sites and develop measures that
would ensure the waste would actually be delivered to the sites.

The disposal facilities at the sites would have to be tailored %o
the expected waste profile. Alternatively, the firm saw potential
for a private sector investment with RTG concurrence to jump start
improved management of hazardous and toxic waste. The key to this
alternative would be to obtain (1) delivery commitments at a
commercially viable price per ton from firms with large volumes

of hazardous and toxic waste and (2) a permit from the Ministry

of Industry to build, own and operate a waste disposal facility.
Under the Partnership Project the Mission will actively explore

this area, building on the assessment of options.
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EXECUTIVE SUMMARY ‘
ENVIRONMENTAL ISSUES FOR AN ADVANCED DEVELOPING COUNTRY

INTRODUCTION

The terms of reference of the Environmental Advisory Team were to:

(a) Assess and identify the macroeconomic and sectoral trends critical
to present and future economic growth;

(b) Identify potential natural resource and environmental constraints in
sustaining these trends; .

(c) Recommend an appropriate environmental program for USAID in
Thailand, that focuses on environmental constraints to the leading
growth sectors, enhances the role of the private sector and advances
the US-Thai mutual interests;

(d> To assess the USAID/Thailand natural resources and environment
program with emphasis on MANRES and recommend modifications in the
Tight of the conclusions of.items (a) to (c).

Points (a) to (c) are covered in this executive summary and the main
report. The conclusions of this report should not be construed to imply
a judgment on the appropriateness of applying the economic growth and
mutual interest screens to environmental problems (a subject which is
beyond the scope of the team) nor to suggest that the selected
environmental problems are necessarily the most important ones. The
correct interpretation is that given these screens and USAID's dwindling
resources the following conclusions and priorities emerge:

PROSPECTS FOR ECONOMIC GROWTH

1. Economic growth in Thailand over the past 30 years has been higher
and steadier than that of mecct other comparable developing
countries. It has averaged 6-7% in the past 2C vears and has
accelerated in recent years to reach a double digit rate. It is
projected by the team that the Thailand economy will continue to
grow at a rate exceeding 9% for the next 2-3 yezars; it will slow
down to 8% during 1992-95 and stabilize around = respectable 6%
during the latter part of the 1990s.

2. Thailand has accomplished this remarkable success through a dynamic
export-oriented private sector operating in increasingly open
markets. The government has contiributed to this success though
prudent macroeconomic management, provision of physical and social
infrastructure and export promotion. Thailand's rich natural

4l
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-resource. base, fertile land, abundant-water, :extensive forests, rich
fisheries and attractive natural environment have made a critical
contributiun to economic growth by generating investable surpluses
in terms of-food; labor, savings and foreign exchange, for
industrialization, at a time when there was little else to fuel
‘economic growth. Partly because of this intensive resource
exploitation and partly because of mismanagement, many of Thailand's
natural resources are now depleted or degraded.

The center of gravity of Thailand's growth has shifted from
agriculture and other resource-based activities to industry and
services. The share of agriculture in GDP has declined from 27% in
1970 to 16% today and is expected to fall below 9% by the year

2000. In contrast, the share of Industry has increased from 26% in
1970 to 36% today and is expected to reach 41% by the year 2000.
Services grew more slowly, increasing their share from 47% in 1970
to 49% today; they are projected to slightly exceed 50% by the year
2000. HWithin the industry sector the Fastest growing sub-sector has
been export-oriented manufacturing; within services, tourism; and
within agriculture, high-value export crops. It is expected that
these same sectors will continue to be the leading growth sectors in
the 1990s. The team projects that industry and services will grow
during the 1990s at rates exceeding 7% while traditional agriculture
will average 2%.

Evidently, the source. of growth have shifted. On the supply side,
savings and capital accumulation, technology and skills and imported. ,
materfals and capital equipment are Increasingly replacing land
expansion and resource depletion as new sources-of growth. On the
demand side, export demand and growth of domestic demand derived
from higher incomes and changing tastes are replacing subsistence
demand driven by population growth and import substitution driven by
protectionist policies. The contribution of export demand to
economic growth rose from 11% in the 1960s to 45% in the late 1980s,
while import substitution made a negative contribution taking away
as much as 23% of growth during 1985-88. By 1987 only 44% of the
manufacturing value added was natural-resource dependent and 56%
import-dependent; about 2/3 of each was export-oriented.

Clearly the future engine of Thailand's economic growth is
export-oriented industry, tourism, urban-tased commerce and
financial services, and high-value export agriculture, in
Increasingly processed form. Labor costs are still relatively low
for the level of skills, and adaptability and discipline
characteristic of the Thai labor force. Thailand is well prepared
to assume industries of moderate labor costs and intermediate level
of technology that are being spun off by more advanced NICs as
their labor costs rise and technological sophistication increases.
Thailand still accounts for a negligible share (less than 0.1%) of
the world manufactured exports and therefore fears of market
saturation are unfounded. External shocks, and rich country
protectionism do not pose a major risk to sustained growth of export
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-ariented industries because of the diversified composition of Thai
exports and the demonstrated ability of the industry to shift
product composition to avoid protectionism and find new market
niches. "Under rather conservative assumptions industry is projected
to-continue its.double-digit growth through 1992, averaging at least
9% growth during 1992-95 and growing at over 6% for the last half of
the decade. Thailand continues -to be a choice destination for
foreign investment and is rapidly emerging as a regional center for
financial, trade and transportation services. The growth potential
of tourism is at least as strong because of Thailand's considerable
tourism assets, including a scenic natural environment, exotic
culture, world class hotels and airlines, and an unsurpassed level
of service. The rapid growth of industry and tourism and the
development nee”s of neighboring countries will further stimulate
the growth of related services such as trade and commerce, financial
services and banking, insur:ince, communications, etc.

6. To sum up, the prospects for continued economic growth are
excellent. MKWith a rapidly expanding cadre of entrepreneurs and the
rise of a sizable and growing middle class there is a large and
expanding constituency for continued economic growth. Hith its
Increasing integration in the world financial and capital markets,
and the successful penetration of world product markets, Thailand's
open and flexible economy faces abundant opportunities for
expansion. Yet, threatening clouds are looming on the horizon.
Constraints are emerging everywhere. Some are structural, some are
institutional, some are policy-related and others are '
infrastructural. Inadequate physical and social infrastructure,
labor skill shortages, an unresponsive bureaucracy, an outdated
legal system, excessive centralization of authority and lagging
policy reforms may retard the economy's response to new market
opportunities, and thereby slow down economic growth. No less
threatening to economic growth are unchecked environmental
problems: air pollution arising from the growing amounts of
industrial and auto emissions; water pollution arising from
wastewater from households, hctels, restraurants and industries;
solid waste, especially hazardous waste from hospitals, toxic waste
from industries and household garbage; coastal pollution and
degradation of the natural environment caused by haphazard tourist
development; land subsidence and flood damage arising from excessive
pumping of ground water; rapidly disappearing forests and open
spaces and deteriorating quality of 1ife in major urban centers and
tourist resorts, as a result of congestion, noise, air and water
pollution. Failure to develop and implement sound environmental
policies in any of {he leading growth sectors can severely limit the
sustainable growth of the Thai economy.

ENVIRONMENTAL CONSTRAINTS ON PROSPECTS FOR ECONOMIC GROWTH

7.  The Urban Sector, the major target of foreign and domestic
investment, and the producer of more than 80% of GDP and 100% of all
net new jobs, is being undermined by infrastructural bottlenecks
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and mounting environmental problems that include..traffic..congestion,
water and air pollution, solid waste and lack of a sewerage system.
According to some estimates traffic congestion in Bangkok cost the
economy close to 10% of GDP last year. Bangkok is the largest city
outside China.without a sewerage system and Bangkok's canals are
probably the most polluted in the world. At least 85% of the waste
that finds its way into Bangkok waterways comes from residential and
restaurant use. Failure to impose appropriate charges means that
otherwise cost-effective resource recovery and recycling programs
are impossible to implement. Use of klongs as open sewers increases
the risk of disease, lowers property values and ultimately impacts
productivity and the ability to attract foreign investment. The
Bangkok Metropolitan Area (BMA) is literally being undermined by
excessive groundwater pumping, that leads to ground subsidence,
lower quality water and ultimately higher costs. Groundwater
pumping is being subsidized by below-cost charges that are rarely
collected. Leaks in municipal water systems result in loss of up to
30% of public water supply and absorption of contaminated surface
watar due to loss of pressure. Artificially low water rates
subsidize inefficient use and production of correspondingly large
quantities of wastewater while water supply costs are not being
recovered to repair leaks and provide additional supplies.

The industrial sector, the major source of value added and export

growth is facing problems of inadequate supplies of water, clean air
and sewerage as well as congestion and solid waste disposal problems
all of which increase the costs of doing business in Thailand.
Disposal of dyes from textile operations and heavy metals from
electroplating contaminates the waste stream foreclosing future
recycling options for domestic sewage and imposing major hidden
costs on the economy. In a competitive economy failure to enforce
reasonable environmental requirements or charges ultimately
penalizes those manufacturers that provide effective controls while
rewarding those who impose additional burdens on the economy through
improper disposal.

The tourist sector, the single largest earner of foreign exchange,

faces a growing danger of debasing itself by failing to invest in,
and preserve the environmental resources which attract the high
expenditure tourist in the first place. Pattaya, once an attractive
beach resort suffers from inadequate water supply, and sewerage,
polluted beaches and haphazard development, to such an extent that
it has been removed from many overseas recommended package tours
(see Bangkok Post, March 23, 1990). Chiangmai and Phuket seem
destined for the same fate unless current environmental trends are
reversed. The signs are not encouraging: tourist resorts receive a
disproportionately small share of central government budget, the
local property tax system remains poorly developed, and the private
provision of public services is restricted. The current regulatory
structure penalizes responsible actors through payment of higher
costs and dilution of benefits through the irresponsible actions of
their competitors.
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High-value. export agriculture (fruits, vegetable and shrimp

farming), the fastest growing subsector of Thaj agriculture with
bright future growth prospects, is being constrained by poor water
control, waterlogging, insecure land ownership, polluted water (high
cadmium levels), inadequate access to competitive cost credit and
vulnerability to environmental disasters. The failure to price
irrigation water results in inefficient water use and waterlogging
and at the same time deprives the Royal Irrigation Department of the
funds necessary for maintaining the system and improving water
control. With poor water control, increased use of pesticides and
chemical fertilizers (encouraged partly by subsidies) is a growing
source of downstream water pollution that ultimately affects the
urban, industrial and tourist sectors.

Biologically rich forests, of high commercial value today, and of
potential value to industry, tourism, export agriculture, quality of
life and environmental stability essential to sustained economic
growth, are wastefully used or simply destroyed, imposing major
burdens on the economy. Related is the increasing vulnerability to
natural and environmental disasters such as landslides, floods and
typhoons arising from reduced resilience of coastal and mountainous
areas and the location of increasing economic activity and
infrastructure in vulnerable areas. Again the failure to establish
secure property rights, and full cost pricing that both accounts
for increasing scarcity and internalizes externalities is an
outright subsidy for environmental degradation.

The environmental constraints to growth are inextricably intertwined
with the social and physical infrastructure constraints, and both
are related to the failure to establish and enforce full-cost
pricing that would both encourage efficient use and make resources
more available for expanding supply. The failure to fully price
water and to charze for waste disposal/treatment result in excessive
water use and water shortage as well as excessive wastewater and
inadequate funds for sewage and waste collection/treatment systems.
These consiraints are largely the consequence of self imposed
policies which still restrict market choice and private
participation. State enterprises exercise monopoly control over the
provision of public infrastructure, yet poor cost recovery,
inappropriate subsidies and limited access to capital preclude
nsedad expansion.

The environmental constraints are also intertwined with the
structural imbalances and growina income disparities. The
remarkable structural change in GDP is not matched by commensurate
structural change in employment. Conservatively and with due
allowances for cff-farm employment, over S0% of the labor force is
still engaged in and depends on agriculture which produces only 15%
of GDP. While such imbalance and the implied inequality is typical
of this stage of development, the magnitude of this imbalance is
unprecedented and poses a threat to both the environment and
sociopolitical stability. Simply put, underemployed rural poor

ol
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encroach on forest reserves or squat in urban slums contributing to
environmental degradation. It is our assessment that policy
distortions and institutiopal constraints are largely responsible
for this imbalance. Insecurity of land tenure, interest rate
ceflings that dry up rural credit, capital subsidies and other
Investment incentives that promote capital intensity, and lagging
secondary education constrain agricultural productivity, labor
mobility and industrial employment, and thereby prevent a large part
of the population from benefiting from Thailand's remarkable
economic growth. Failure to redress this imbalance and its
environmental consequences may gradually erode public support for
continued rapid economic growth.

Untackled environmental problems could constrain economic growth in
many different ways. Industrial output and productivity could be
lost to disruptions caused by shortages of water and energy,
bottlenecks in infrastructure and damage to economic assets from
environmental disasters. Foreign investors could be discouraged by
rising costs of operation and falling quality of 1ife. Economic
growth could be $lowed down by costly second-best mitigation
responses (e.g. sound-proofing, bottled water, relocation, etc.) or
by overly restrictive government regulations in response to crisis
or public pressures. Failure to effectively control industrial
pollution may give Thailand'the reputation of a pollution haven
which may lead to protectionist pressures against Thailand from US
and European labor and industrial lobbies. Growing industrial
pollution, increasing urban congestion, degradation of the natural
environment by uncontrolled tourism and deteriorating quality of
Fife amidst rapid growth may lead to a backlash and erosion of
public support for open markets and continued economic growth.

OBSTACLES TO OVERCOMING ENVIRONMENTAL CONSTRAINTS

15.

U.S.

16.

The effective resolution of environmental constraints to
sustainable economic growth faces serious obstacles: (a) 1imited
public awareness of the impacts and potential alternatives to
current conditions and policies; (b) 1imited information on the
causes and consequences of environmental problems; (c) inadequate
expertise on environmental policy analysis, impact and risk
assessment, environmental law and economics, etc., (d) inadequate
legal and institutional framework: (e) lack of entorcement of
existing regulations and nominal penalties for violation; (f) the
limited role of markets and inadequate involvement of the private
sector; and (g) limited financial resources because of poor cost
recovery.

NATIONAL INTEREST

The US has both a comparative advantage and a national interest in
helping Thailand remove these obstacles and improve environmental
management. The US industry and consulting firms are recognized
leaders in environmental resource management and pollution control
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services and products. The US environmental legislation and EPA's
technical -guidelines are used as blueprints worldwide including
Thailand. The US PVO/NGO public interest groups have been uniquely
successful in'raising environmental awareness and elevating the
environment to a national political dissue. The US based education
and training institutions have been world leaders in providing
education and training in environmental and policy sciences to
developing countries.

The US has a national interest that coincides with Thai interests in
helping Thailand address effectively and efficiently its emerging
environmental constraints to sustainable growth. The US and
Thailand share a mutual interest in continued expansion of
investment and trade and in avoiding protectionist pressures in the
US resulting from the creation of a pollution haven in Thailand.
Thailand can benefit from the long American experience in pollution
control and the US can expand the market for US goods and services
in the pollution control industry. It is conservatively estimated,
that Thailand will have a 3-5 billion dollar market for pollution
control and services over the next five years just counting new
installations and requirements under existing laws. Increased
public involvement in environmental issues provides an effective
vehicle to promote more open society and democratic pluralism.
Close cooperation with impartant environmental shareholders in
Thailand provides opportunities for policy dialogue on global
environmental issues such as giobal warming, ozone depletion and
biological diversity for which the US public and Congress have
expressed a strong and growing interest.

USAID ENVIRONMENTAL PROGRAM

18.

A USAID environmental program that focuses on environmental
constraints to key growth sector and advances mutual US-Thai
interests must have the following components:

(a) an industrial-urban-tourism component that focuses on
inefficiencies in water, land and energy use and associated
water, land and air pollution problems as they affect economic
growth. It is recommended that this sectoral component focus on
implementation issues in the Greater Bangkok area and the
satellite cities extending to the Eastern Seaboard and including
the tourist resort of Pattaya, because of the heavy
concentration of economic activity and associated environmental
problems in these areas. As a second priority, the growing
environmental problems of the urban and tourist centers of
Chiang Mai, Korat, Haad Yai and Phuket warrant attention (see
figures 2, 3 and 4).

(b) a policy analysis and dialogue component that focuses on
macropolicy (both economic and environmental) that affects the
allocation and efficient use of natural resources and the
environment as they relate to economic growth. The critical
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issues within the policy component are the aforementionec
sectoral environmental issues from a macropolicy perspective
plus broader issues that impinge upon them or are too diffused
for a sectoral focus yet critical to economic growth such as
forest policy, high value export agriculture, nature-based
tourism and environmental disasters (see figures 2 & 3).

(c) a small but strategic global environment component focused on -
Thai biological diversity and global warming with threads that
tie in with energy efficiency, nature based-tourism, the .
pharmaceutical industry, high-value export agriculture, and
forest policy. These issues have a strong constituency in the
US and a growing advocacy in Thailand that makes them critical
to enlisting the support of environmental NGO's for the
industrial-urban-tourist and policy components of the
recommended USAID environmental program for Thailand (see figure
2). The critical issues of forest encroachment and loss of
biological diversity could be strategically addressed within the
policy and global environment components. Moreover, given the
limited resources of USAID/ANE for this issue and the relative
significance of these problems far and beyond their effect on
short term US-Thai economic interests, other USAID bureaus,
particularly the S&T, as well as other donors could be leveraged
to work in this area.

It appears that there is 1ittle room for separate rural,
agricultural, and coastal resource components in a limited
environmental program for Thailand that focuses on critical
constraints to economic growth. This is so, partly because these
three sectors are too diffused and complex to reshape through
micromanagement and partly because the engine of growth has shifted
away from these sectors towards urban-industry and tourist centers
due to structural change.l/ This is not to be construed as a
recommendation that Thailand shift resources from rural/agricultural
to urban/industrial areas. Rather, the team recommends a focus on
policy change which will reduce subsidization of the urban areas by
the rural areas and enable the urban areas to more effectively
finance the needed urban environmental infrastructure. Furthermore,
the team strongly advocates policy reform leading to increased
agriculture productivity and off-farm employment that will enable
the rural population to share more effectively in the benefits from
urban and industrial development. Not only do all three sectoral
components have elements relating to coastal, rural, and biological

While much of the urban, industrial and tourist activity is
concentrated in the coastal area, a separate coastal resource
component would be enormously complex because of the many agencies
involved and the lack of clear authority. Coastal environmental
problems can best (though not ideally) be handled within the
urban-industrial-tourist component.
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resources (see figure 3), but there is also an increased emphasis on
the policy component which, in our assessment, provides a more
strategic position from which to address such problems in a cost
effective and catalytic way.

Critical to the success of such an environmental program is expanded
environmental awareness and local participation that makes
environmental issues part of the national debate and the political
agenda and enhances people's voice and choice in resolving them.
Here we see a crucial role for NGO activity and for a better
informed parliament, perhaps through an institution similar to the
Congressional Research Service in the US. Critical to the proposed
program are also enhanced analytical and technical skills to deal
with complex environmental issues. HWe feel, however, that support
for NGO activity, for a parliamentary Research Service and for human
resource development would be more cost-effectively provided though
Mission-wide Programs that address other issues in addition to the
environment. Yet, within such programs it is essantial to have
environmental earmarks, at least for the first few years, because
the environment is a nascent concern that needs to be fostered.
These cross-cutting themes of awareness and human resource
development as well as that of policy ought to focus on broader
environmental issues as they relate to economic growth than the
sectoral component which will also have substantial policy, short
term training and NGO inputs.

Within this limited environmental program we see considerable scope
for the growth of democratic pluralism, for enhancement of the role
of the private sector and advancement of Thai-US mutual interests.
We see an expanded role for NGO's, elected municipal councils,
industry groups, parliamentzry committees, and academic institutions
as critical to the success of the program. The private sector has a
key role to play in the provision of environment related
infrastructure (water suppiy and water treatment, solid waste
disposal, sewage system, reforsstation, etc) and in self-regulation
and self-enforcement, given an appropriate institutional framework.
Mutual ‘aterests are being served by comparable pollution standards,
technical assistance, training, market for US goods and services in
pollution control, expanded trade and investment opportunities.
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Annex C.3.a
AIDS
PROGRAM STATEMENT

DEVELOPMENT CONTEXT -~ OVERVIEW OF THE AIDS EPIDEMIC

Human Immunodeficiency Virus (HIV) transmission was first detected in
the late 1980's in Thailand. Although high HIV infection rates were
initially limited to intravenous drug users and commercial sex workers
in Bangkok, the disease is now spreading at an alarming rate throughout
the general population. Conservative estimates recently issued by the
Horld Health Organization indicate that approximately 200,000 - 400,000
Thais are now infected with HIV. Among those infected are 3% of 20-2]
year-old men recruited by the Royal Thai Army, 1% of women attending
public antenatal clinics, and at least 25% of Thailand's female
commercial sex workers. More than half of these people contracted HIV
through heterosexual sex. According to U.S. and Thai researchers, if
current behaviors that facilitate the spread of HIV continue, 2-4 million
Thais will be infected by the year 2000. Most, if not all, of these
people will develop AIDS and die.

Unless effective policies and intervention programs are implemented
now, the effects of the HIV/AIDS epidemic are likely to halt or reverse
hard-won social and economic gains made in Thailand. HIV/AIDS will
damage the very core of Thai society by striking men and women at their
peak economically productive years. Therefore, the epidemic threatens
to deplete a labor force that in many critical areas is already in short
supply. The impact on the Thai economy is potentially devastating.

In addition, at the current rate of spread, AIDS will soon overwhelm
the capacity of Thailand's health care system to provide adequate and
essential care to people with HIV/AIDS-related jllnesses. Besides a
lack of physical infrastructure, there will also be a shortage of
health care providers to deal with special needs of AIDS patients.

AIDS will also increasingly affect the survival of children. An
increasing number of infants will be born infected due to perinatal
transmission and concern is growing over an expected increase in the
number of uninfected children left orphaned when their parents die of
AIDS.

CONFORMITY WITH THAILAND'S PRIORITIES AND PROGRAMS

The RTG has recently made a bold and commendahle commitment to fighting -
AIDS. The Thai AIDS Control Program has been strengthened by placing
the National AIDS Committee (NAC) under the chairmanship of the Prime
Minister. To enlist the active participation of the country's key
decision-makers and promote a truly multi-sectoral approach to
combatting AIDS, membership on the Committee has been expanded to .
include representatives from all relavant ministries, universities,
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and non-government organizations working on AIDS. The RTG has committed
~almost $10 million for multi-sectoral AIDS preventio~ activities over
the next two years. These activities are to be impiemented by all
ministries, the private sector, business and religious organizations.
The activities will be carried out in all 73 provinces of Thailand.

Recognizing that the success of any AIDS control program depends on the
establishment and regular monitoring of sound policies, the RTG plans
to emphasize policy reform in addition to prevention programs. A central
planning, coordinating and monitoring office is being established
within the Office of the Permanent Secretary of the Office of the Prime
Minister. This office, referred to as the AIDS Policy Coordination and
Planning Bureau, will interface with subcommittees and working groups
of the NAC, ministerial AIDS committees, non-government and business
organizations involved in HIV/AIDS activities and the National Economic
and Social Development Board. The scope of work for the Bureau will be
to:

- review national AIDS policies and make policy
recommendations to the Prime Minister:

- coordinate NAC policies and plans;
- ensure coordination of ministerial AIDS action plans;

- monitor and evaluate AIDS activities implemented by
various ministries; and

- assist in the preparation of a yearly National AIDS
Action Plan consistent with the five-year National
Economic and Social Development Plan.

SAID PROGRAM

USAID has responded to the AIDS epidemic in Thailand with bilateral
support through private voluntary organizations and the Bangkok
Metropolitan Administration. In addition, Thailand has been an emphasis
country under the centrally-funded Family Health International/AIDSTECH
Project which has provided substantial support to both public and private
sector initiatives. Some AIDS prevention activities have also been
supported through the centrally-funced Academy for Educational
Development/AIDSCOM Project.

USAID will increzse support for AIDS prevention activities in Thailand:
(a) by collaborating closely with the five-year, centrally- funded AIDS
Control and Prevention Project (AIDSCAP) implemented by Family Health
International and (b) through the Partnership. By combining what will

be two mutually- reinforcing projects, USAID aims to create a full-scale,
comprehensive AIDS control program in Thailand.
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AIDSCAP

Thailand has been designated a priority country under the AIDSCAP
Project and a strategic plan for HIV/AIDS prevention and control is
currently being developed. The basis of that plan will be HIV/AIDS
prevention and control programs specifically aimed at:

- increasing access to and use of condoms;

- improving diagnosis and treatment of
‘sexually-transmitted diseases; and

- reducing numbers of sexual pdrtners.

Partnership

The purpose is to assist Thailand to slow the spread of HIV
infection by supporting Thai capacity to identify and implement
solutions for the human and economic costs of the looming.impact
of the AIDS epidemic.

The HIV/AIDS prevention component under the Partnership will be
composed of three subcomponents that are consistent with the overall
country strategy goals of AIDS prevention and control and which
complement the centrally funded AIDSCAP program. These activities
will add an important dimension to the overall USG effort by
engaging the USG directly with the RTG on AIDS-related issues.

The contribution while important to the overall AIDS prevention and
control effort was not large enough to justify a separate project.

i. Policy Dialoque

There is a critical need for materials and information

that illustrate the seriousness of AIDS to policymakers.
Policymakers must also have accurate information concerning
the potential developmental impact of the epidemic, the
effectiveness of proven interventions, findings of research,
public perceptions about HIV/AIDS, and many other relatead
issues. In order to assist these efforts, USAID/Thailand
proposes to support the AIDS Policy Coordination and Planning
Bureau within the Office of the Prime Minister. Funds will
be provided to conduct activities within the following areas:

0 Policy Workshops: engage technical experts and
decision-makers in policy debate on specific
AIDS-related issues (e.g., child prostitution,
compulsory HIV testing, human rights of people
with AIDS, etc.); expected outputs are policy
recommendations.

i
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o Pilot Projects: support policy and/or
program-oriented pilot research projects (e.g.’
applicability of universal precautions mddels -
to various Thai health care settings, specific
inventories of reséarch, etc.); findings will
be used to guide national AIDS policy
recommendations.

0 Monitoring and Evaluation: review progress ano
assess impact of national programs and ensure
adherence to national AIDS policies: findings to
be used in development and refinement of programs
and policy reform. .

0 Modeling for Decision-Making: support the Thai
Working Group on HIV/AIDS projections to collect
and update data needed for interagency working
group (iwg)AIDS simulation modeling; provide
technical assistance on use of the iwgAIDS model
for projections and, in the preparation of
presentations and reports to support policy
dialogue.

The budget for activities in these areas of HIV/AIDS
policy coordination and reform will be approximately
$1,600,000 over the five years of the Partnership.
Quarterly reviews will be scheduled to evaluate and
document progress achieved and refine the workplan as
necessary. The Partnership will not support salaries
of RTG employees, operating expenses or equipment and
supplies.

Technical Assistance

An AIDS technical assistance fund of approximately
$400,000 over five years will be established to
enable USAID to respond flexibly and rapidly to
requirements for short term acssistance related to
the policy dialogue subcomponent. In addition, a
part of the technical assistance fund would be used
to obtain independent assessments and audits of the
AIDS subcomponent of the Partnership, as necessary.
Management of the funds will rest with the Mission,
but consideration may be given to seeking an
intermediary to manage some technical assistance
activities as experience with the program accumulates.

W
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ILLUSTRATIVE STRATEGIC PARTNERSHIP

A number of possible strategic partnerships may be developed which
will complement the HIV/AIDS prevention and control activities. Al
strategic partnerships will be subject to the review, approvals and
funding procedures described elsewhere. Areas of interest might
include: AIDS education in the workplace, sexually-transmitted
disease diagnosis, and biomedical technology for HIV/AIDS diagnosis
and treatment. For illustration, a potential AIDS in the workplace
transaction is described as follows:

AIDS Education in the Workplace: A Sustainable Model for Prevention

With approximately 400,000 Thais already infected with HIV and an
estimated rate of spread of 700 new infections each day, all areas of
industry will be affected by HIV/AIDS. The business community must be
prepared to deal responsibly with HIV/AIDS in the workplace and should
recognize the benefit of providing HIV/AIDS prevention education to all
employees.

There are currently severat AIDS ‘education in the workplace activities
in Thailand but most of these programs are one-time educational sessions
for Tow level employees. A more effective, on-going, comprehensive plan
for recruiting and.sensitizing company executives, providing referral
services, updating training and educational messages and assessing the
impact of the program is proposed.

This activity would seek to establish a self-sustaining program on AIDS
education in thé workplace that would actively encourage and assist
businesses to set up HIV/AIDS policies and comprehensive education
programs.

Several successful corporate collaborative endeavors address AIDS
prevention and education in the workplace in the United States.
Examples of such collaborative efforts include: the San Francisco
Business Leadership Task Force, the New Enaland Corporate Consortium
for AIDS Education, Design Industries Foundation for AIDS and the
Citizens Commission on AIDS for New York Citv and Northerr New Jersev.
The lessons learned by these groups may provide guidance for a strategy
to develop a consortium of businessmen and women, health professionals
and representatives of professional associations who are concarned with
the threat AIDS poses in Thailand.

The consortium would have the diverse and relevant expertise necessary
to establish extensive relations with and recruit involvement and support
for AIDS education in the workplace activities from various companies.
The group should have the potential of focusing on employers' interests
while at the same time addressing those of workers. The primary
objective of the consortium would be to mobilize business support and
develop and implement fee-based AIDS education in the workplace
activities. The conszrtium would undertake to:
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- support the development of HIV/AIDS training and
- -education-module(s) for use in various business
settings; '

- provide advice and assistance in formulating and
implementing sound and effective corporate AIDS
policies; and

- be an advisory and informational resource center
for members.

USAID may provide catalytic funds to:

- determine the feasibility of creating such
a consortium in Bangkok, Thailand:

- facilitate contact with U.S. groups with
relevant experience to develop a framework
for the business consortium;

- support start-up costs of establishing the
consortium.

Strategic partnerships aimed at AIDS prevention and control such as the
one described above would be identified and funded in the same way as
other strategic partnerships under the Partnership.
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THE ECONOMIC IMPACT OF AIDS ON THAILAND
I. Executive Summary

Thailand has.achieved impressive economic growth over the past five years and is
often cited as an example for other developing countries to follow. Equally
impressive growth is seen in Thailand's AIDS epidemic which is silently but
steadily moving through the population. In the few short years the epidemic has
been in Thailand, experts estimate that 200,000-400,000 Thais have become HIV-
positive. Because the epidemic is so new, and on average it takes ten years from
infection to illness, very few people have yet to-become sick or die. However, semi-
annual national sampling of blood by the Ministry of Public Health indicates that
the epidemic has broken out from smaller groups engaging in high risk behaviors to
the general population.

Projections for the epidemic, developed with several demographic and
epidemiological modeling tools, estimate that if current behaviors do not change by
1993, 2-4 million Thais will become infected by the year 2000. During that period,
650,000 AIDS cases and 560,000 AIDS-related deaths are projected to occur.

The projected levels of illness and death will create a significant financial burden to
families and the government. Health care costs for people with AIDS are estimated
to be between $615 and $1,000 per year. These estimates make conservative
assumptions about the type and level of care received. Expensive drug treatments,
namely the anti-viral AZT, available in the US and Europe are not included because
of the prohibitive cost. Treatment costs for AIDS represents between 30-50% of
annual household income for the average Thai family. The inability of families to
bear this financial burden will require that the government fund the cost of care.
With current health care expenditures of $20 per capita, the per person cost of AIDS
treatment will severely strain the government's budget.

A far greater cost to the economy will result from the the deaths of individuals
during their most productive years. AIDS affects adults when they are most
economically productive and women in their childbearing years. The value of this
lost income due to premature death has been estimated assuming 25 prime years are
lost and average annual income is $1,500. Discounting the prime adult years lost
using a social discount rate of 5%, the futuré foregone earnings equates to over

522,000 per deatn.

Over the ten year period, the aggregate direct and indirect costs to Thailand of AIDS
ranges betwesn S7.3 hillion and $5.7 killion. AIDS is likely to have an even
broacer impact on the Thai economy particularly on valuable sectors such as
tourism, foreign direct investment and labor remittance from abroad.



Thailand will spend an estimated $100 million on AIDS prevention efforts in 1991-
1992. If significant behavioral change occurs as a result of this investment the
epidemic’s growth can be slowed. The projections indicate that by reducing sexual
partners by half, doubling condom use, and treating sexually transmitted diseases
will result in 3.5 million fewer pecple becoming mfected and $5.1 billion saved by
2000. These behavioral changes must be made by 1993. Even as Thai government's
AIDS prevention budget triples, the investment in prevention yields a 17 times
return, mostly in savings on health care expenditures and foregone wages.

IL. Introduction

Over the past several years, Thailand has experienced significant growth in two very
different sectors, one of which is observable and the other of which is not. Since
1987, the Thai economy has achieved impressive 9-13% annual growth in the Gross
Domestic Product (GDP).

Growing unobserved, along with this economic prospenty, is an AIDS epidemic. As
the initial data indicate, the human toll for the country in terms of death and illness
will be significant. This epidemic will also likely have a significant impact on one of
the world's fastest growing econoriies. This paper will examine the potential
economic impacts of the AIDS epidemic on Thailand. The direct costs (healthcare
and systems costs), and the indirect costs (the value of lost wages) of AIDS in
Thailand based on differing future paths of the epidemic. The work is still in
process and at a later stage will involve use of a CGE model of the Thai economy to
yield better estimates of the possible macro economic consequences.

The model for evaluating the economic impact of the AIDS epidemic in Thailand is
similar to methodologies used in other developing countries, namely, Africa! and

Puerto Rico?. This analysis is important in order to demonstrate the magnitude of
the financial burden of AIDS, to rank the costs in relation to other health care issues,
to justify budgets for prevention efforts, and to assist in the planning of health care
needs for AIDS patients. By demonstrating the potentially enormous costs of the
epidemic to Thailand, the authors hope to motivate poiicy makers to take strong
and immediate action to reduce the spread of the AIDS epidemic. As this paper will
demonstrate, the financial savings from prevention efforts swhich reduce the spread
of AIDS will be significant.

Sponsorship for this research was provided by a Ford Foundation grant to the
Population and Community Development Association. The authors wish to
express their gratitude to the Ford Fourndation for their generous support.

!



I11. Characteristics of the AIDS Epidemic

AIDS is not a singie, cisiinct disease but rather a complex illness that resuits fro.: an,
immune deficiency. The causal agent is the Human Immunodeficiency Virus-
“HIV". HIV is transmitted by sexual contact, by blood contact and by infected
mothers to children  during pregnancy or birth. AIDS is eventually fatal, but the
causes of death among AIDS patients vary. Unusual types of pneumonia and cancer
are among the leading causes of death in the United States and Europe. In Africa,
they include meningitis, tuberculosis, and the syndrome of wasting, recurrent fever
and diarrhea called "Slim Disease"3. It is too early to know what the leading tause
of death of infected people in Thailand will be, but the pattern will have important

consequences for health care services and costs. -

A complicating feature of the epidemic is a long period of latency between the initial
HIV infection and the onset of serious illness. In the United States and among
middle and upper income Africans, the average interval between infection (HIV-
pesitive) and iliness (AIDS cases) for adults is about ten years®. During this latent
period, infected individuals appear healthy, but they can and do infect others. The
epidemic thus spreads unobserved and undetected. Some infected individuals are
identified through routine blood screening and through special surveys in which
blood tests for the presence of antibodies are conducted. AIDS cases are confirmed
through blood tests once individuals develop illnesses that are associated with
previously confirmed AIDS cases. But those people who tested positive for HIV or
who are confirmed AIDS cases represent only a small proportion of the total
number of infected people. Cost of testing and the logistics of large scale screening
prevent any country from knowing with certainty the exact number of HIV-positive
individuals. '

AIDS epidemics typically advance in waves of infection starting with those engaging
in the highest risk behaviors, then spreading to the general population. In the U.5
and Europe the epidemic began with the male homosexuals and hemophiliacs, and
then spread to injecting drug users (IDU). In contrast, the epidemic in Africa and in
Thailand has spread through other risk groups and into the general population.

In Thailand, the first and second waves were homosexuals and IDUs. The third
wave infected female prostitutes - via IDUs and homosexuals. The fourth wava
infects the male clients of the female prostitutes. These infected men then pass the
virus to their girlfriends and wives which make up the fifth wave. The sixth and
final wave involves the children who receive the infection from their mothers.
Infected mothers have a 30% chance of passing the virus to their children.
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1V. AIDS in Thailand
A. The Cuarrent Situation

The AIDS epidemic is relatively new in Thailand. Experts believe that widespread
transmission of HIV. began in the late 1980s. Because of the long latency period
between infection and AIDS symptoms, on average ten years, Thailand has observed
very few AIDS-related illnesses or deaths. Significant number of AIDS cases and
deaths should begin to develop in the middle to latter part of the 1990s. Despite the
absence of AIDS cases, the infection continues to spread through the population.
As described above, the first wave of infected male homosexuals was followed over
time by IDUs, female prostitutes, male clients of female prostitutes, partners of
males infected by prostitutes, and finally children of infected women. Each of these
groups has its own AIDS epidemic with specific start date, size of population at risk
and infection rates and increases.

Since 1589, the Ministry of Public Health (MOPH) of the Royal Thzi Government
has conducted testing of various groups engaging in high and low risk behaviors to
track the epidemic's spread. This sampling, referred to as the National Sentinel
Seroprevalence Survey, is conducted by the MOPH every six months - in December
and June. Currently, all seventy-three provinces are included in the semi-annual
survey. Exhibit 1 summarizes the results of the last five surveys’. The figures
given are the national mean rate (the unweighted average of all the reporting
provinces) and the national median rate (the midpoint rate of all the reporting
provmces) Also included are-the range of prevalence rates observed among the
provinces and the number of provinces reporting prevalence rates for the respective
test group.

The individual waves and the rapidly progressing spread of the epidemic can be
observed from this data. Most notably is the high level and increasing rates of
infection found during the June 1991 survey. Of the groups sampled, 24% of brothel
prostitutes, §% of males attending MOPH. Communicable Disease Control
Department Sexually Transmitted Disease (STD) clinics and 1% of women attending
MOPH ante-natal clinics (ANC) tested positive for HIV. Between December 1990
and June 1991, a mere six months, prevalence rates increased by 30% for brothel
prostitutes, 50% for males attending STD clinics, and 50% for women attending
ANC clinics.

While the naticnal rates are alarming, regional variation may signal even higher
prevalence rates in the future. For example, in the June 1991 survey, prevalence
rates among brothel prostitutes in the northern provinces of Chiang Rai, Chiang
Mai and Pha) ao were over 40%. Prevalence rates for males attending STD clinics in
those provinces were over 20%, and for women attending ANC clinics the rates

were over 3%85,



The data from the MOPH's sentinel survey is used to estimate the number of HIV-
positive iidividuals. As of December 1270, :the MOPH estimates that approximately
200,000 Thais are HIV-positive’. The method used by the MOPH estimates the
number of people in the following risk groups: IDUs, Commercial Sex Workers,
High Risk-Men, Partners of High Risk Men, and Newborns. For eac.h of these
groups the regional median prevalence rate is applied to the group's population to
arrive at the total estimate of 200,000 people. Exhibit 2 describes the MOPH's
methodology. Preliminary analysis from the June 1991 sentinel survey indicates
that an additional 50,000-100,000 Thais became infected in the first six months of

1991 raising the cumulative total to 250,000-300,000 infected8.

An alternative method for estimating the number of HIV-positive individuals
indicates that 240,000 people were infected as of December 1990. This method
multiplies the female adult population, age 15-49, in each province by the province-
specific ANC rate. The male adult population, age 15-49, is multiplied by the Blood
Doncr prevalence rate. Exhibit 3 presents details of the the province-weighted
method. By using the June 1991 ANC and Blood Donor rates, this method estimates
that an additional 50,000-100,000 people. became infected in the first six months of
1991 raising the cumulative total to 300,000-350,000 infected.

The MOPH and other AIDS experts in Thailand have concurred that currently
between 200,000 and 400,000 people are infected with the AIDS virus. The trends in
the survey prevalence rates indicate that the epidemic continues to grow at
alarming rates and, with the exception of the IDU population, shows no signs of
slowing. In addition, the epidemic has spread to the general population implying
that the behaviors of a large number of people need to change in order to reduce the
spread of the epidemic.

B. The Future Situation

Projecting the future spread of HIV is inherently very difficult. Because the
infection is unobservable, even estimating the current situation to determine the
epidemic's starting point is problematic. Furthermore, changes in social behavior,
medical breakthroughs and other unpredictable factors could impact future growth.
However, in order to understand the potential magnitude of the problem and ifs
impact on the economy future scenarios must be developed. Several modeling
tools have been used to develop a conservative set of HIV projections, full-blown
AIDS cases and AIDS deaths for Thailand. A high and low scenario has been creatad
to show a possible range of estimates.

HIV Infection
The projections for the spread of HIV infections in Thailand were constructed using

the iwgAIDS model9. This model was developed by the U.S. Department of State's
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Interagency Working Group on AIDS Models and Methods. A demographic model
is used as a foundation for the iwgAIDS model with AIDS-related processes
integrated into it. The mode! projects the spread of HIV by heterosextial sz.,
between both casual and married partners, homosexual/bisexual sex, intravenous
drug use, blood transfusions, and perinatal transmission.

This is a behavior-based model which requires detailed data on demography, sexual
and drug injecting behavior, epidemiology, and blood banking. In March 1990, the
Thai Working Group on HIV/AIDS Projections was founded to work with the U.S,
team!0. The Thai Working Group, comprised of experts from the public, academic
and private sectors, compiled and reviewed the available data required by the
iwgAIDS model. Exhibit 4 describes the projections for the spread of HIV in
Thailand. A high and low scenario have been developed to show a range of
projections.

Highlights from the iwgAIDS model of HIV projections for Thailand are:

* The number of people infected with HIV is projected to grow from 160,000
in 1990 to between 2-4 million by the year 2000.

* While more males are initially infected, by the year 2000 more women
will be infected than men.

* People in the 15-34 age group will be the most infected.

* Urban prevalence rates among the general population will increase from
0.9% to 11.2% and rural prevalence rates increase from 0.12%.to 2.5%
between 1991 and 2000.

The iwgAIDS model is still under development with adjustments and revisions
occurring ,particularly with respect to AIDS cases and AIDS deaths. For this reason,
a separate model, Epimodel, was used to project AIDS cases and deaths for this
analysis.

AIDS Cases and Deaths
Projections for future AIDS cases and AIDS ceaths, as shown in Exhibit 5, were
developed with a tool known as Epimodel, developed by James Chin and Stephen

Lwanga of the World Health Organization/Global Programme on AIDS!L. This is
an extrapolation model which can be used for rredicting AIDS cases and deaths once
a given infection level has been determined. The HIV infections generated by the
iwgAIDS model are duplicated by Epimodel to match the infection curve for
Thailand. Epimodel assumes that the mean time from infection to AIDS illness is
9.8 years and the time from AIDS illness to death is 1.5 years. Applying these

assumptions to the iwgAIDS model HIV projections, Epimodel then generates the
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resulting number of AIDS cases and AIDS deaths. It should be noted that the mean
conversion time of 9.8 years applies only to adults. Conversion intervals for infants
and chijdren have been observed to be much shorter. Thus, the AIDS cases and
deaths generated by Epimodel are somewhat understated because the HIV infections
from the iwgAIDS model includes both children and adults.

V. The Economic Impact
A. Direct Costs of the Epidemic

Two broad categories of direct costs will be considered: overall system costs of
prevention and personal health care expenditures. Overall system costs of the
epidemic which have been assessed include cost of blood testing, education and
prevention programs, HIV testing by the Thai military and other groups, and
training of health care workers. These are costs borne by many sectors of society due
to the spread of AIDS.

Personal health care expenditures covers the cost of health care treatment for
persons with AIDS. At this point, the analysis does not cover asymptomatic HIV-
positive individuals. The assumption is that these individuals consume very few
.health care resources. Furthermore, it is unlikely in Thailand given the
overwhelming needs of AIDS patients, that current drug therapies, namely the anti-
viral AZT, would be given prophylactically to HIV-positive individuals.

Several other direct costs are incurred by the AIDS epidemic which are not covered
in this analysis. Namely, costs of death such as funeral expenses and mourning
rituals are expected to be significant as AIDS deaths increase. These ccsts have not
been covered in this analysis. Likewise, the cost of caring for orphaned children in
the event of both parents' death or illness has not been considered. A million and a
half women are projected to be infected by the year 2000. If these women have two
children each, three million children will be born to infected women. One million,
or one third, can be expected to die from AIDS themselves, leaving the remaining
two million to be orphaned when their mothers eventually die from AIDS.
Providing for these children will be an additional burden for society.

Methodology

The information for determining the systems costs of the epidemic came from
interviews with individuals at the Thai Red Cross, World Health Organization,
Ministry of Public Health, and the Prime Minister's Office.

Since the AIDS epidemic is relatively new in Thailand, very little clinical data exists
on AIDS patient care and costs. Therefore, a variety of secondary sources were used
to estimate personal health care expenditures. The first step of the analysis was to
determine the unit cost of care for non-AIDS patients in Thailand. The Ministry of
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Public Health and others have undertaken several of these cost studies. The most
recent study, completed by the MOPH in July 1991, evaluates unit costs for 89
provincial hospitals from 1988-153G'2.  This report .provides information on
material and labor costs for outpatient cost per visit and inpatient cost per day. The
information is categorized by size and type of provincial hospital.

The next step in the analysis is to determine the AIDS-specific cost variables such as
patient days per episode, drug costs per episode, episodes per year and others
described below. This AIDS-specific data was estimated based on a study of AIDS
patients at Bamrasnaradura Hospital by Charles Cameron and Doris Schopper in

June 199013 14, This was a relatively small sample of patients. Other sources,
namely a report on "Cost of AIDS in a Developing Area: Indirect and Direct Costs of

AIDS in Puerto Rico" by Donald S. Shepard!5, which examined the cost of care for
AIDS patients supplemented the Bamrasnaradura data.

Health care services are delivered in a variety of settings in Thailand including
private hospitals, Ministry of Public Health hospitals, and other Ministry hospitals
sucn as Military, Police and Interior. Each hospital setting has its own cost structure.
The cost of care considered here pertains to hospitals run by the MOPH, these
facilities currently comprise over 60% of the total hospital beds in the country.

This analysis represents an initial attempt at collecting and organizing the
information required to assess the cost of care for AIDS patients. Many of the key
assumptions need more empirical research to verify and refine the estimates. The
analysis is shown using two scenarios, low and high in order to show a range of
possible outcomes.

1. System Costs

In the past five years, Thailand has implemented a number of initiatives to attempt
to contain the AIDS epidemic. System Costs, excluding personal health care costs,
are those expenses incurred by governments, businesses, and individuals to reduce
the spread of the disease. Exhibit 6 summarizes the major expenditures identified
to date. In 1991, the estimated systems costs equals approximately $107 million or
Baht 2.7 billion.

The private sector provided most of the expenditure through television and radio
stations by providing an estimated S48 million or Baht 1.2 tillion in free commercial
air time for AIDS messages. Businesses are estimated tc contribute another $32
million or Baht 800 million for AIDS education programs for their employees.

The Thai goverament will spend an estimated $20 million or Baht 489 million on -

its AIDS program. Sixty percent of those funds are allocated to the Ministry of Public
Health to cover medical and social care, health education, program manageinent,






The average cost per inpatient day in 1990 for hospitals of all sizes was Baht 496.
This cost has increased by 11.5% per year over the past three years. This historical
growth rate was applied to the 1990 cost per inpatient day to generate the 1991
estimate of Baht 550.

Researchers at Thammasat University are in the process of completing a study of
unit cost analysis of hospital services in Thailand!6. This has been a three year
study of two district and two provincial hospitals. Preliminary results from this
study yield a range for costs per inpatient and outpatient day similar to the MOPH's
survey.

Dr. An:wat Supachutikul, a Thai researcher, estimated the cost per inpatient day
(material and labor) for non-AIDS patients at Bamrasnaradura Hospital to be Baht
53117, This analysis was undertaken in connection with a visit in June 1990 by
Charles Cameron, WHO/GPA, and Doris Schopper of the School of Public Health,
- Harvard University. ‘Cameron and Schopper were in Thailand to develop the first
estimates for the cost of treatment of AIDS patients at Bamrasnaradura Hospital in
Bangkok. Their analysis, while incomplete, is valuable in that-it provides the only
actual treatment data on AIDS patients to date. Based on their preliminary
findings, which included only the charges for drugs and procedures, the average
cost per inpatient day was Baht 182. One issue with this estimate which Cameron
and Schopper acknowledge is that the direst costs were estimated using charges not
actual costs. Charges, which have not changed for ten years, are defined as the price
charged to patients and most likely significantly understate actual costs.

Clearly, more information on cost per inpatient day for AIDS patients needs to be

collected and analyzed to improve the estimates. Furthermore, some estimates of
capital costs need to be included. For this analysis, capital costs per bed are estimated
at Baht 400,000 with an average life of 30 years. Exhibit 8 illustrates the assumptions
and calculations used to arrive at a capital cost per inpatient day of Baht 46.  Total
cost per inpatient day, including capital, labor, and materials, is estimated at Baht 596
for the high scenario and 485 for the low scenario.

The number of patient days per episode is estimated to be 25 days in 1991 in the high
scenario and 20 days in the low scenario. This is based on data collected from the
Cameron/Schopper study of AIDS patients at Bamrasnaradura Hospital. It is
expected that over time strategies will be adopted to reduce the length of inpatient
care as physicians gain experience in treating AIDS cases. This has certainly been

well-documented in San Juan, Puerto Ricol®. In.San Juan, the mean length of stay .

of AIDS inpatients has been reduced from 22.3 days in 1987 to 11.3 days by 1988. This
was accomplished by implementing a very aggressive patient management
program including offering alternative treatment options such as homecare,
outpatient clinics and hospices.
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In the case of Thailand, many of these alternative treatment options do not
currently exist. However, the"analysis assumes that they will be developed in the
future resulting in a decrease in inpatient care. This analysis assumes an annual
10% reduction in paticnt days per episode both as a result of physician experience
and alternative care options.  The net result is that patient days per episode fall
from 25 days to 10 days in the high scenario and from 20 days to 5 days the low
scenario from 1991 to 2000.

Drug Cost per Episode

Drug cost per episode is calculated separately from inpatient cost per day. The
assumption is that AIDS patients will require more medication on average than
non-AIDS patients. Handling this cost separately also allows us to look at the use of
AZT or other therapies on the overall cost of treatment. ~ As an initial estimate,
drug cost per episode is set at Baht 1,500 in the high scenario and 3aht 1,000 in the
low scenario. This estimate is consistent with the average drug cost per episode
which Cameron/Schopper found for AIDS patients at Bamrasnaradura. '

Again, this is an area where mare research is required ‘o understand the specific
diseases people are presenting with as well as the likely drug treatments and therapy
duration. These initial drug cost estimates do not include the use of AZT which
would increase the cost substantially.

Episodes per Year
Episodes per year are estimated at 1.5. This is consistent with the data collected by

Cameron and Schopper for AIDS patients at Bamrasnaradura Hospital. Data from
Don Shepard's study in Puerto Rico of direct health care costs shows 1.67 episodes
per patient per year. This estimate is held constant over time for both of the
scenarios.

b. Outpatient Costs

Total Cost per Qutpatient Visit

The estimate for total cost per outpatient visit is Baht 160 in the high scenario and
Baht 130 in the low scenario. The sources and studies described above in the Cost
per Inpatient Day section were used to arrive at the total cost per outpatient visit.
Again, the primary data source is the Ministry of Public Health's study of 89
provincial hospitals from 1988-90. The average cost per outpatient visit in 150 for
all hospitals was Baht 137. This cost has grown by 15% over the past three years.
The base scenario estimate for 1991 applies the historiczl growth rate to the 19390
estimate. '

utpatient Visi
The analysis assumes that AIDS patients frequent outpatient facilities 5 times per
year to receive treatment in the high scenario and 3 times in the low scenario.
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Limited 2ata. exists in Thailand on outpatient care. The experiernss fiv.oiher
countries, namely Puerto Rico, indicates outpatient visits per year range from 4.4 to
16 times. This number increases by 10% per year as patient care is shifted from an.
inpatient to an outpatient setting.

c. AIDS Cases per Year

Projections for annual AIDS cases are described above in "The Future Scenario”
section. Two projections are generated corresponding to the high and low scenarios.
Exhibit 5 summarizes the projections of AIDS cases from 1991-2000.

AIDS cases -per year are adjusted further to reflect the fact that not all those afflicted
will receive treatment. For inpatient care, 30% of AIDS cases are treated in 1991
growing to 70% treated by 2000 in the high scenario. The range of percent of patients
treated for the low scenario is 20-60%. For outpatient care, 40% are treated in 1991
increasing to 70% by 2000 in the high scenario. The percent of patients receiving
outpatient care ranges from 30-60% for the low scenario.

d. Infrastructure and Capacity Analysis

Exhibit 7d illustrates the impact the epidemic is likely to have on the current health
care infrastructure. Assuming that the country has 75,000 general hospital beds,
government and private, available over the ten year time horizon, AIDS patients
will consume 1% of the bed days in 1991 increasing to 12% of the bed days by 2000 in
the high scenario.

If, however, hospital beds need to be added when the system reaches a certain level
of capacity, the MOPH will be required to build additional hospitals to meet the
demand of AIDS patients. Assuming capital costs are Baht 400,000 or $1,600 per bed,
this would be a conservative estimate of expanding government racilities, the
MOPH would have to make significant outlays over the next ten years to add
capacity for AIDS patients. If beds are added when AIDS patients consume 5% of the
bed days available, then the discounted costs of total capital investment required
would be S311 million. If capacity is not required until 10% of bed days are used vy
AIDS patients then the cumulative, discounted capital costs amount to 5176 million.
Since hospital construction requires a three to five year lead time to complete the
structure, advanced planning is critical to avoid a shortage of available hospital beds.

e. Summary: Personal Health Care Expenditures

Annual health care cost for AIDS patients equals Baht 25,657 or $1,015 i‘n‘ the high
scenario and and Baht 15,350 or S615 in the low scenario. These amounts represent
50% and 30% respectivaly, of the annual household income for an average Thai -
family. Likewise, the cost of AIDS treatment is ten times the amount of money
currently being spent by families on health care. Given the high costs of care
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relative to family resources, most families will not be able to-afford to pay for
treatment.

Assuming that patients live for one and a half years (on average) from the onset of
AIDS, the lifetime cost per patient would be $1,522 in the high scenario and $923 in
the low scenario. Exhibit 7d summarizes these personal health care expenditures.

The MOPH's current per capita health expenditure is $20. The cost of treatment for
AIDS patients far exceed this amount. In the high scenario, aggregate health care
costs grow from $1.7 million in 1991 to $65 million by 2000. In the low scenario,
costs increase from $709,000 to $20 million.

B. Indirect Costs of the Epidemic

The indirect costs are a measure of the burden on society of an increase and
redistribution of the mortality due to AIDS. In other words, the prospective
economic costs of illness and death of adults of working age include not only the
cost of medical care but also the product lost to the economy and society which these
individuals would have otherwise contributed. Deaths from AIDS will increase
among women in their twenties and thirties; men in their thirties and forties and
eventually among infants and young children of HIV-positive mothers.

In the next decade, most AIDS deaths in Thailand will be of adults in their prime
working years. Because the epidemic is now mainly urban, most of these deaths
will be of adults in cities whose marginal product is higher than their rur.l
counterparts. To estimate the present value of the indirect cost of AIDS in the high
an low scenario, an average loss per AIDS death of 25 years is assumed and the 1991
urban marginal product of labor (marketed and non-marketed) is $1,500. Natonal
average GDP per capita in 1991 is approximately $1,250. The methodology used is
the now conventional approach of discounting prime adult years lost!%. A sodal

discount rate of five percent is used. The results of this analysis are shown in
Exhibit 9.

The present value of cumulative indirect costs in the high scenario are $8.5 billicn
and $7.3 billion in the low scenario. The loss per death of $22,000 is equivaient to
17.6 Hmes per capita income in 1991. -

C. Aggregate Costs: Direct and Indirect
The total annual health care costs plus the value of lost income is projected to grow
. from $100 million in 1991 to $2.2 billion by 2030 in the high scenario and from S50

million to $1.8 billion in the low scenario. Over-the ten year period, $8.7 billion will
be lost due to AIDS illness and death in the high case and $7.3 billion in the low
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case. These annual costs, both direct and indirect, equal about 16-18 time the per
capita GDP.

Similar analyses have been done in other developing countries to assess the direct
and indirect-costs of-AIDS. In Zaire, total costs range from 15 to 54 times the per
capita GDP and in Tanzania the costs range from 24 to 52 times per capita GDP20.
The Puerto Rico analysis showed multiples more in line with the numbers for
Thailand with the costs equalling 19 times per capita GDP. In Puerto Rico, ‘the
health care costs are substantially higher; however, the epidemic has affected
primarily injecting drug users and homosexuals. Adjustments have been made in
the indirect costs to allow for the fact that these two groups are generally
unemployed or have below average income. Even with this adjustment, the

indirect costs still significantly out weigh the direct costs2.
D. Other Macro-Economic Impacts

Unless significant behavior change occurs, the AIDS epidemic is likely to zalter the
performance of the Thai economy. The health care costs and lost income outlined
above are not the only prospective costs of the epidemic. Domestically, a shortage of
labor, both in quantity and quality, may occur with an increase in AIDS illness and
death. High rates of absenteeism brought on by illness will certainly be disruptive to
companies. Finding and retraining workers to replace those that have died will be
difficult and costly, especially if the unemployment rate remains at the current low
3-4% level.

Various business surveys researching foreign investment criteria, cite a large supply
of inexpensive labor as a key factor in selectmg Thailand. Foreign direct investment
has surpassed 52 billion annually for the past two years. A reduction in the supply
and hezlth of labor could increase both wage rates and production costs, making
Thaiiand a less attractive place to invest.

In 1991, approximately 70,000 Thai laborers travelled abroad to find employment.
These workers remitted nearly S1 billion in wages to their families. Alreacy
countries are testing prospective foreign workers for HIV before permitting them to
enter. If Thai workers are no longer able to work abroad, a valuable source of
income will be lost.

Household savings, historically 20% of GDP, may decline as spending on medica!l
care rises relatrve to income. The country's aggregate investment may be further
eroded as the government is required to devote more resources on sodal and health
services, rather than investing in infrastructure and other productive projects.
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Thailand's $5 billion tourism industry may already be feeling the effects of AIDS.
Tourist arrivals are down for a variety of reasons, with the fear of AIDS certain to be
a significant factor in the future.

Additional work is being completed to assess the impact of a decline in several of
these sectors on the overall performance of the Thai economy. The authors hope to
make use of a CGE model of the Thai economy to estimate the broader consequences
of the epidemic other than using the conventional technique of estimating indirect
costs.

VI. Investment in Prevention

The iwgAIDS model used to generate the high and low scenario is capable of
measuring various interventions on the spread of the epidemic. The following
behavioral changes were made to the assumptions in the high scenario to generate
an alternative scenario: ’

-Sexual contacts with different partners are reduced by one half,
-Condom use doubles from about 25% to 50%, and
-Sexually transmitted diseases are treated quickly and effectively.

As Exhibit 11 shows, this level of extensive behavior change, assumed to occur in
the very near future, results in dramatic savings of lives and costs. In this scenario,
3.5 million fewer people become infected and $5.1 billion will be saved by 2000.
Even if the AIDS prevention budget, shown in Exhibit 6, triples in the next several
years, the cost of prevention yields a 17 times return on that investment in human
life.

The chailenge is for all sectors of society, government and private, to cevote
adequate resources, people and money, to attempt to reduce the spread cf the
epidemic. The financial justifications, as well as the humanitarian reasons, argue
for immediate acton.
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EXHIBIT 1

National Sentinel Seroprevalence Survey

. National Prevalence Rates
Population
Group June 89 Dec 89 June 90 Dec 90  June 91*
Iniecting Drue Users (IDU)
Mean Rate 33.00% 32.26% 35.56% 37.62% 30.73%
Median Rate 39.00% 30.10% 30.40% 30.10% 30.00%
Number of 14 26 49 53 53
Provinces
Range of (0-51.5%) (0-66.6%) (0-70%) (0-100%) (0-63.3%)
Rates
Brothel Prostitutes
Mean Rate 6.37% 9.95% 13.78% 16.75% 24.17%
Median Rate 3.50% 6.30% 9.30% 12.20% 15.80%
Number of 13 30 70 71 69
Provinces
Range of (0-44%) (0-42.7%) (0-67%) (0-56.3%) (0-62.9%)
Rates
Males Attendine STD Clinics
Mean Rate 1.36% 3.31% 4.39% 5.55% 8.19%
Mcqian Rate 0% 2.00% 2.55% 4.40% 5.00%
Number of 14 -30 70 71 70
Provinces
Range of (0-10%) (0-17.8%) (0-24%) (0-23%) (0-30.5%)
Rates
Women Attendine ANC Clinics
Mean Rate 5% L1% 21% .67% 1.00%
Median Rate 0% 0% 0% .30% 19%
Number of 13 30 73 71 70
Provinces
Range of (0-1%) (0-4%) (0-3.1%) (0-4.5%) (0-12.1%)
Rates



June 89 Dec 89  June 90 Dec 90  June 91%*

Blood Donors

Mean Rate .56% 969 .60% ,.89% .99%
Median Rate 28% 23% A44% 40% 46%
Number of 13 31 72 71 67
Provinces

Range of (0-3.7%) (0-7.7%) (0-4.7%) (0-7.3%) (0-5.9%)
"Rates

National mean rates equal the average of the reporting provinces. The number
tested HIV postive divided by the total number tested.

National median rates equal the midpoint of all the reporting provinces. Ope half the
provinces report higher rates and one half the provinces report lower rates.

* Results as of September 1991.



Estimated Number of HIV

EXHIBIT 2

As of December 1990
Ministry of Public Health

Positive People

‘Population Population Size Prevalence HIV Infected
Group at Risk for HIV ‘Rate People
(Range) (Range) (Range)

IDU 49,550-99,100 22-45% 16,000-32,000

Sex Workers: :
-Brothel 41,665-58,331 6-20% 5,200- 7,200
-Non-Brothel  66,452-93,033 1-8% 3,300- 4,600

High Risk Men 4.6-5 million 1-5% . 92,000-184,000

Partners of

High Risk Men 3.6-4 million 3-5% 12,300-15,000

Newborns 3,000-6,000 30% 1,000-2,000

Total HIV Infected Peonle

129.000-244.000




EXHIBIT 3

Estimated Nunmiber of HIV Positive People
As of December 1990
Province Weighted Methodology

FEMALE ANC TOTAL MALE BLOOD TOTAL
POPULATION INFECTION FEMALES POPULATION DONOR MALES
PROVINCE. —ACE 15-49(1) RATE(2) INFECTED _AGE 15-49(1)  RATE(D). INFECTED
BANGKOK 1,957,000 0.3% 5.436 1,830,000 1.4% 25,620
SAMUT SAKHON 93,200 2.0% 1,864 92,300 0.3% 254
SAMUT PRAKARN 210,000 1.0% 2,100 223,600 0.0% 0
SAMUT SONGKRAM 55,000 0.7% 393 53,500 0.2% 117
NONTHABURI 163,600 0.8% - 1,309 174,100 0.4% 714
PATHUM THANI , 114,300 2.4% 2,689 113,100 0.0% 0
NAKHON PATHOM 180,600 0.0% 0 168,700 0.2% 412
RATCHABURI 192,000 0.8% 1,600 186,100 0.4% 679
KANCHANABURI 186,600 0.5% 933 206,800 1.5% 3,133
PETCHBUR! 112,500 1.2% 1,324 110,500 2.1% 2,267
PRACHUAB 115,500 0.0% 0 125,100 2.0% 2,522
SUPHANBURI 204,500 0.0% 0 203,100 0.0% 0
SINGBURI 56,000 0.5% 269 56,100 0.0% 0
AYUTHAYA 172,200 2.8% 4,822 174,000 0.7% 1,252
SARABURI 133,700 1.0% 1,337 140,800 0.4% 516
LOPBURI 195,500 '0.7% 1,339 202,300 1.0% 2,012
CHAINAT 91,300 0.0% 0 91,900 0.2% 185
ANGTHONG 72,100 0.0% 0 77,600 0.0% 0
NAKHON NAYOK 58,000 0.0% 0 56,500 0.0% .0
CHONBURI 215,200 0.3% 635 237,400 0.3% 733
CHACHOENGSAO 143,500 0.7% 983 145,200 0.3% 493
RAYONG 117,000 2.0% 2,340 124,100 1.8% 2,234
CHANTHABURI 111,600 0.0% 0 119,100 1.6% 1,906
TRAD 46,700 0.0% 0 50,800 2.5% 1,270
PRACHINBURI 220,200 0.0% 0 232,000 1.6% 3,702
TOTAL CENTRAL 3,260,800 0.7% 23,936 3,365,700 0.7% 24,401
CHIANG Ral 275,800 4.0% 11,032 290,200 5.2% 3,141
PHAYAO 130,500 3.5% 4,568 137,300 7.3% 12,057
CHIANG MAI 360,000 4.5% 16,200 381,200 4.0% 15,248
MAE HONG SON 47,100 3.0% 1,366 47,800 4.1% 1,938
LAMPANG : 198,700 1.1% 2,186 205,200 0.7% 1,436
LAMPHUN 114,300 0.7% 822 121,900 1.1% 1,741
NAN 115,700 0.83% 933 124,000 12% 1,429
PHRAE 133,600 © 0.0% -0 121,900 1.2% 1,757
UTTARADIT 122,500 0.0% 0 142,900 0.3% 429
" TAK 92,100 0.0% 0 100,000 1.3% 1,300
SUKOTHAI 163,300 0.0% 0 163,700 0.0% 0
PITSANULOK 207,400 0.0% 0 203,900 0.3% 350
PHETCHABUN 273,100 0.0% 0 287,200 03% 842
PICHIT 153,800 0.5% 769 154,500 0.0% 0
UTHAITHANI 87,800 0.0% 0 86,200 0.0% 0
KAMPAENGPHET 192,300 2.4% 4,525 201,100 1.3% 2,681
NAKHON SAWAN 281,100 0.5% 1,406 300,000 0.4% 1,094

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

-TOTAL NORTH 2,949,100 1.5% 43,835 3,092,000 1.8% 55,243



FEMALE ANC TOTAL MALE . BLOOD TOTAL

POPULATION INFECTION |EMALES POPULATION DONOR MALES
NAKON RATCHASIMA -~ 620,300 0.5% 3,102 602,900 0.8% 4,905
KHON KAEN 431,600 0.3% 1,163 505,800 0.7% 3,313
CHAIYAPHUM 262,200 0.0% 0 268,500 0.0% 0
SAKHON NAKHON 247,600 0.0% 0 233,500 0.0% 0
NAKHON PHANOM 17€,000 2.6% 4,359 168,900 0.2% 331
KALASIN 223,800 0.0% 0 229,100 0.0% 0
NONGKHAI 229,400 0.0% 0 229,000 0.2% 371
MAHASARAHAM 229,400 0.0% 0 225,000 0.5% 1,108
ROI-ET 311,700 0.0% 0 310,400 1.0% 3,104
BURIRAM 363,100 0.0% 0 407,300 0.3% 1.299
LOEI 143,200 0.0% 0 148,200 0.3% 452
SRISAKET ' 331,400 0.9% 2,986 344,300 0.0% 0
SURIN 335,800 0.5% 1,679 391,500 0.4% 1,605
UDON 465,000 2.0% 9,300 454,000 1.0% 4,680
UBON 506,800 0.3% 1,520 497,400 0.7% 3,482
YASOTHON 138,100 0.0% 0 131,600 0.0% 0
MUKDAHARN 78,100 0.3% 234 77,300 0.4% 317
TOTAL NORTHEAST 5,087,500 0.5% 24,343 5,224,700 0.5% 25,167
CHUMPON 98,800 -0.0% 0 102,100 0.8% 817 .
RANONG 28,700 0.0% 0 30,400 0.5% 156
SURAT 203.900 1.0% 2,039 185,400 0.5% 887
PHANGNGA 56,000 0.0% 0 58,800 0.0% 0
PHUKET 34,600 0.0% 0 41,900 0.0% 0
KRABI 76,800 0.0% 0 82,800 3.0%. 2,509
PATTALUNG 121,500 0.0% 0 120,900 0.0% ]
NAKORNSRI THAMMA' 371,500 0.0% 0 372,700 0.6% 2,251
TRANG 132,400 0.5% 662 135,900 0.0% . 0
SONGKLA 285,900 0.0% 0 286,100 12% 3,327
SATUN 56,800 0.0% 0 59,500 "0.0% 0
PATTANI 132,800 0.0% 0 136,200 1.0% 1,335
YALA 89,700 0.0% 0 94,300 0.0% ]
NARATHIWAT 142,200 0.0% 0 144,200 0.4% 641
TOTAL SOUTH 1,831,600 0.1% 2,701 1,851,200 0.6% 11,922
TOTAL COUNTRY 15,086,000 0.7%} 100.252] 15,363,600 0.9%( 142,353]
["'OTAL KIV INFECTED PEOPLE 242,605}

(1) Population estimates for males and females age 15-4S from ‘Prpulation Projections
1987-19927, Working Group on Population Projections, Human Rusource Planning Division, NESDB 1987

(2) Prevaleacs rates for females are the antenatal clinic (ANC) rate rcported by the province ih the
December 1990 Sentinel Seroprevalence Survey, MOPH. If no ANC rate reported the
national median rats of 3% was osed.

(3) Prevalence rztes for males are the blood donor rate reported by the province in the
December 1990 Serntnsl Sercprevalence Sorvey, MOPH. If no Blood Donor rats reported,
the nadonal median rate of .41% was used.



EXHIBIT 4

900,000 —+ Annual New Infections

1
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EXHIBIT 5
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Systems Costs of AIDS Epidemic

Estimates
Blood Supply

Annual Units Tested 800,000
ELISA Test Cost - 31
Percent Tested-ELISA 110%
WESTERN BLOT Test Cost $25
Percent Tested-\WWB 5%

Military Recruits Testing
Annual Recruits Tested 40,000
ELISA Test Cost 51

Thai Government -AIDS Program (1)
Ministry of Public Health
Other Ministries

International Donors-AIDS Program (2)
To Ministry of Public Health
To Non-Governmental Organizations
To Private Organizations

Private Sector (3)
Businesses-AIDS Education
Media Airtime-AIDS Education

EXHIBIT 6

for 1991-1992

Dollars Baht(4)
$1,880,000 47,000,000
$40,000 1,000,000
$9,560,000 239,000,000
$10,000,000 250,000,000
$1,500,000 537,500,000
$2,750,000 68,750,000
$1,500,000 37,500,000
$32,000,000 800.000,0001
$48,000,000 1,200,000,000

i TOTAL

$107,230,000

2,680,750,000

(1) Based on projections of Thai government's  FY 1992 Budget.

(2) Estimates from World Health Organization.
(3) Estimztss f-om Prime Minister's Office.
(4) Coaversion rate = S1: Baht 25



EXHIBIT 7a

Personal Health Care Expenditures
Assumptions

INPATIENT COSTS SCENARIOS
HIGH LOW
COSTS PER PATIENT DAY-BAHT 550 450
(MATERIAL AND LABOR)
CAPITAL COSTS PER PATIENT DAY 46 35
TOTAL COSTS PER PATIENT DAY-BAHT 596 485
PATIENT DAYS PER EPISODE 25 20
ANNUAL % REDUCTION IN DAYS 10% 10%
DRUG COSTS PER EPISODE-BAHT 1500 1000
EPISODES PER YEAR 1.5 1.5
PERCENT RECEIVING TREATMENT 30%-70% 20%-60%
QUTPATIENT COSTS
TOTAL COSTS PER VISIT-BAHT 160 130
VISITS PER YEAR' 5 3
ANNUAL % INCREASE IN VISITS 10% 10%
PERCEMT RECEIVING TREATMENT 40%-70% 30%-60%
DISCOUNT RATE-REAL 5% 5%
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Personal Hecalth . Care Expenditures-Low Scenario

INPATIENT COSTS
TOTAL COST PER PATIENT DAY
PATIENT DAYS PER EPISOL X

COST PER EPISODE
DRUG COSTS PER EPISODE  +

TOTAL COST PER EPISODE
EPISODES PER YEAR X

TOTAL COST PER YEAR-BAHT

AIDS CASES PER YEAR
PERCENT RECEIVING TREAT X

AIDS CASES TREATED PER YEAR
TOTAL INPATIENT COSTS -BANT

DOLLARS @ BAIIT 25=$§1

PERCENT OF TOTAL COST *
OQUTPATIENT COSTS
TOTAL COST I'ER VISIT-BAHT
VISITS PER YEAR X

TOTAL COST PER YEAR-BANT

AlDS CASES PER YPAR
PERCENT RECEIVING TREAT X

AlLS CASES TREATED PER YEAR

TOTAL QUTPATIINT COSTS-BAIIT

DOLLARS @ BALIT 25 =31

PERCENT OF TOTAL COSTS

TOTAL COSIS

INJOUT PATIENT COSTS-DAINT:
IN/JOUT PATIENT COSTS-$
DISCOUNTED COSTS

‘TOTAL DISCOUNTED COSTS

EXHIBIT 7¢

$61,191,987

YEARS

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

450 450 450 450 450 450 450 450 450 450

20 18 16 15 13 12 11 10 5 5

9.000 8.100 7.290 6.561 5,905 5.314 4,783 4,305 2,250 2,250

1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000

10,000 9,100 8,290 7,561 6,905 6,314 5,783 5,305 3,250 3,250

1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5

15,000 13,650 12,435 11,342 10,357 9472 8,674 1.957 4,875 4,875

5.691 9.217 14,324 22,507 33,338 47,563 64,832 86,614 113,364 145,342

20% 20% 30% 30% 40% 40% 50% 50% 60% 60%

1,138 1,843 4,297 6,752 13,335 19,025 32,416 43,307 68,018 87,205
17,073,000 25,162,410 53,435,682 76,578,942 138,117,334 180,199,370 281,191,085 344,594,152 331,589,700 425,125,350
L $682,920 $1,006,496 $2,137,427 _ $3,063,158 $5,524,693 $7,207,975  $11,247,643 $13,783.766 $13,263,588 _$17,005,014/
96.25% 95.50% 95.18% 94.25% 93.55% 92.35% 91.28% 89.72% 85.36% 84.13%

130 130 130 130 130 130 130 130 130 130

3 3 4 4 4 5 b 6 € 7

390 429 472 519 N 628 691 760 836 920

5.691 92,217 14,324 22,507 33,338 47,563 64,832 86.614 113,364 145,342

30% 0% 40% 40% 50% 50% 60% 60% 60% 60%

1,707 2,765 5,730 9,003 16,669 23,782 38.899 51,968 68,018 87,205

665,847 1,186,228 2,703,798 4,673,263 9,517,982 14,937,134 26,875,799 39,495,967 56,863,358 80,193,867
{ $260,634 $47,449 $108,152 $186,931 $380,719 $597 . 485 $1,075,032 $1,579,839 $2,274,534 $3,207,755|
3.75% 4.50% 4.82% 5.75% 6.45% 7.65% 8.72% 10.28% 14.64% 15.87%
17,738,847 26,348,638 56,139,480 81,252,206 147,635,316 195,136,504 308,066,884 384,090,119 388,453,058 505,319,217
[ $709,554 $1,053,946 $2,245,579 $3,250,088 $5,905,411 $7,805,460 31 2,322,675 515,363,605 $15,538,122 $20,212,76Y9)
$709,554 $1,003,758 $2,036,807 $2,807,548 $4,858,398 $6,115,782 $9,195,370 $10,918,627 $10,516,813 $§13,029,331



Personal Health Care Expenditure-High Scenario

YEARS .
INPATIENT COSTS 1991 N\ 1992 1993 1994 1995 1996 1997 1998 1999 2000
TOTAL COST PER PATIENT DAY 596 596 596 596 596 596 596 596 396 596
PATIENT DAYS PER EPISODE X 23 '3 : 20 18 16 15 13 12 1 10
COST PER EMISODN 10801 13,401 12,062 10856 9770 8793 7.914 7123 6410 5,769
DIUO COSTS PEREMISODE 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 - 1500
TOTAL COST PR EPISODE 16,392 14,902 13,562 12,356 11,210 10,293 YA 5623 1910 1,264
EPISODES PER YTAR | X 1.5 1.5 15 1.5 1.5 1.5 15 1.5 1.5 1.5
TOTAL COST PER YEAR-RANT 24,587 22,354 20,343 18,534 16,906 15,440 14,121 12,934 11,865 10,904
AIDS CASES PER YEAR 5.691 9,286 14,827 24,288 37,199 $4.409 76438 % 104455 © 139310 181.062
PERCENT RECEIVING TREATM) X 30% 30% 40% 40% 50% 50% 60% 604, 70% 70%
AIDS CASES TREATED PER YEAR 1,707 2,786 5,931 9,715 18,600 27,205 45.863 - 62,673 97517 126,743
TOTAL INPATIENT COSTS -DAHT 41,971,946 62,212,641 120,651,666 180,060,668 314,434,245 420,036,644 647,627330  B10,604754  1,157,086754  1382,002,281
DOLLARS @ BANT 25=51 [ $1,679,118 $2,490,906 $4,826,067 $7202471  $12577370  $16801,466  $25905,003 $32,424,190  $16283 470  $55.280,091]
PEWCENT OF TOTAL COST 95.84% 95.01% . 9439% 93.30% 9232% 90.90% 89.52% 81.61% 8131% 85.25%
TOTAL COST PER VISIT-BAUT 160 160 160 160 160 160 160 160 160 160
VISITS PER YEAR x L1 6 6 7 7 8 9 10. 1 12
TOTAL COST PER YEAR-DAIIT 800 880 968 1,065 1,171 1,288 1417 1,559 1715 1,886
AIDS CASES PER YEAR 5.691 9,286 14,827 24,288 37,199 54,409 76.438 104,455 139,310 181,062
PERCENT RECHIVING TREATM! X 40% 0% 50% 50% 60% 60% 70% 70% 70% 70%
AIDS CASES TREATED PER YIIAR 2,276 3714 7,414 12,144 22319 32,645 53,507 73,119 91317 126,743
TOTAL OUTPATIENT COSTS-BANT 1,821,120 3,268,672 7,176,268 12,930,931 26,142,267 42,060,595 75,832,165 113,989,817 167,229,080 239,083,446
DOLLARS @ DBALIT 25 «$1 1 372,845 $130,747 $287,051 $517,237 $1,045.691 31,682,424 $3,013,287 $4,559.593 $6,689,163 $9,563,338)
PERCENT OF TOTAL COSTS 416% 4.99% 5.61% 6.70% 7.68% 9.10% 10.48% 1233% 12.63% 14.75%
INJOUT PATIENT COSTS-BANT 43,199,066 65,541,319 127,827,934 192,991,600 340,576,512 462,097,238 723,459,495 924,594,571 1324315834  1,621,085,727
I/OUT PATIENT COSTS-$ [ $1.751,963 $2,621,633 $5,113,117 $771966  $13.623.060 518483890  $28938380  $36,983,783 $52,972.633  $64.843429)
DISCOUNTED COSTS $1,751,963 $2,49¢ 812 $4,637,748 $6,668,536  $11,201,726  $14,482,611 $21,594,265 $26,283,684 535851963 $41,798.65)

TOTAL DISCOUNTED COSTS I 31 n.S_'I'li,‘)(-(lI

—
<



EXHIBIT 7d

Infrastructure and Capacity Analysis
YEARS

AIDS_PATIENTS 1991 19912 1993 1994 1995 1996 1997 1998 1999 2000
PATIENT DAYS PER EPISODE 25 23 20" 18 16 15 13 12 11 10
EPISODIS PIR YEAR 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5 1.5
PATIENT DAYS PER YEAR 38 34 30 27 25 22 20 18 16 15
AIDS INPPATIENTS PER YEAR-THCITE SCEN. 5,691 9.286 14,827 24,288 37,199 54,409 76,438 104,455 139,310 181,062
TOUAL PATIENT DAYS REQUIRED 213,413 313,403 450,370 663,973 915,235 1,204,799 1,523,336 1,873,519 2,248,815 2,630,517
CURBENT CAPACITY

HOSI'ITAL BEDS AVIALABLE 75,000 75,000 75,000, 75,000 75,000 75,000 75,000 75,000 75,000 75,000
ANNUAL HOSPITAL DAYS PER BED 292 2912 292 292 292 292 292 292 292 292
TOTAL HHOSP'ITAL DAYS AVAILANILE 21,900,000 21,900,000 21,900,000 21,900,000 21,900,000 21,900,000 21,900,000 2!.906,000 21,900,000 21,900,000
% BLED-DAYS FOR AIDS PATIENTS L 0.97% 1.43% 2.06% 3.03% . 4.18% 5.350% 6.96% §.55% 10.27% 12.01%]
TOTAL PATIENT DAYS REQUIRED 213,413 313,403 450,370 663,973 915,235 1,204,799 1,523,336 1,873,519 2,248,815 2,630,517
ANNUAL IHOSIMITAL DAYS I'LR BED 29 292 292 292 292 292 292 292 292 292
ADDITIONAL BEDS REQUIRED 731 1.073 1,542 2,274 3,134 4,126 5,217 6,416 7,701 9,009
INCREMENTAL DEDS REQUIIED 731 342 469 7132 860 992 1.091 1,199 1,285 1,307
CAPFITAL COST PER INCREMENTAL BED 400,000 400,000 400,000 400,000 400,000 400,000 400,000 400,000 . 400,000 400,000
TOTAL ANNUAL CAPITAL COST 292,345,890 429,318,493 616,945,377 909,552,329 1,253,746,433 1,650,409,439 2,086,761,327 2,566,464,179  3,080,567,827 3,603,448,386
DOLLARS @ BAIIT 25=§1 | $11,693836 $17,172,740 324,677,815  $36,382.093 550,149,857 $66016,378 583,470,453 $102,658,567 $123,222713 $144,1317,935]
DISCOUNTED CADPITAL COST $11,693,836 516,354,990 $22,383,506 §$31,428,220 $41,258,412 $51,725,559 $62,286,937 $72,957,527 $83,401,982 $92,912,598

DISCOUNTED COSTS
DISCOUNTTED COST AFTTR S% CAPACITY
DISCOUNTIED COST AFITR 10% CAPACITY

$4R6.403,568
$311,559,045
£176,314 SH1

ASSUMPTIONS

OI"IMAL HOSPITAL CAPACITY
ANNUAL THOSPITAL DAYS P'LI DD
CAPITAL COSTS PLR BED-DANT
DISCOUNT RATE REAL

807.
292
400,000
\ 5%
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Capital Cost Analysis

Capital Costs per Bed:
Average Life of Bed:
Optimal Utilization of Bed

Bed Days per Year
at Optimal Utilization

Capital Costs per Bed/Day:

(400,000/(292+*30))

1991
400,000 Baht

30 years
80%

292

46 Baht
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Year
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000

Year
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000

Annual
Deaths
4,457
7,489
12,056
19,557
30,743
45,504
65,423
90,446
121,882
160,186

Annual
Deaths
4,457
7,454
11,770
18,415
27,923
40,451
56,198
75,823
99,989
129,353

EXHIBIT 9

Indirect Cost Analysis
High Scenario
Discounted Cummulative Loss per
Years Annual Loss Loss Death
14.45 $96,605,475 $96,605,475 [ $21,675 |
13.73 $154,235,955 $250,841,430 $20,595
13.04 $235,815,360 © $486,656,790 $19,560
12.63 $370,507,365 $857,164,155 $18,945
11.77 $542,767,665 $1,399,931,820 $17,655
11.18 $768,133,080 $2,168,064,900 $16,770
10.63 »1,043,169,735 $3,211,234,635 $15,945
10.09 $1,368,900,210 1,580,134,845 $15,135
9.59 $1,753,272,570 $6,333,407,415 $14,385
9.11 $2,188,941,690 | $8,522,349,105 | $13,665
Low Scenario
Discounted Cummulative Loss per
Years Annual Loss Loss Death
14.45 $96,605,475 $96,605,475 | $21,675 |
13.73 $153,515,130 $250,120,605 $20,595
13.04 $230,221,200 $480,341,805 $19,560
12.63 $348,872,175 $829,213,980 $18,945
11.77 $492,980,565 $1,322,194,545 $17,655
11.18 $678,363,270 $2,000,557,815 $16,770
10.63 $896,077,110 $2,896,634,925 515,945
10.09 $1,146,067,605 $4,042,702,530 §15,135
9.59 $1,438,341,765 $5,481,044,295 514,385
9.11 $1,767,608,745|  57,248,653,040 ] 513,663
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$2,400,000,000 L $2.2B
Aggregate Cost
$2,000,000,000 + High
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$800,000,000 1+ B Direct
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$200,000,000 {gg7 |
s0 1, 'J_' o | | |

1991 1992 1993 1994 1995 1996 1957 1998 1999 2000
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Millions
45 HIV Epidemic: Current
YT Current Infected Behavior
35 -

3.0 +
2.5 -
2.0
1.5

1.0 T

Changed

5 Behavior

1991 92 93 94 95 96 97 98 99 2000
Savings:

-3.5 Million o -17 X Return on
[ives -$5.1 Billion Investment
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ANNEX D

FINANCIAL PLAN

Tables 1. - 4. of this Annex provide a different cut and additional detail on
Tables 2. - 4. on pp. 41-44 of the Project Paper. The Tables provide insight
into the anticipated breakdown of estimated costs between administrative and
program expenditures and also by costs at the three stages of the strategic
partnership development process.

Table 1. is a summary of estimated costs by Project component. The estimates
of strategic partnerships costs at each stage are based on the illustrative
strategic partnership flow set out in Table 2.

Table 3. provides the estimated cost for the Partnership Manager under a
cooperative agreement to assist in implementation of the strategic partnarshin
component. An important assumption is that the organization selected as the
Partnership Manager will absorb some overhead cost, i.e. bring som2 resources
to the Partnership.

Table 4. sets out the flow of resources over the five year life of project.
The critical assumption underlying these estimates is the rate of .flow by
stage of strategic partnership development illustrated in Table 2. These
estimates can only be tested through actual experience. An important aspect
of the interim evaluation will be to re-estimate the project budget based on
the first two years of partnership development flow.

\
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TABLE 1
PROJECT COMPONENT COST ESTIMATES
----- COST
COMPONENT ($000)
A. Strategic Partnership Devel;;;ent B ]
1. Stage I
Development Agenda Definition 110
Partnership Reality Test ($15,000 x 96) 1,440
2. Stage II
D.velopment Plan ($100,000 x 41) 4,100
Nurturing ($50,000 x 15) 750
3. Stage III - Development Impact
Enhancement Package ($400,000 x 18) 7,200
4. Partnership Manager (Interim and Long-Term) 3,200
Subtotal A. 16.800
B. AIDS Institution Building Component* 2,000
C. USAID Management
1. Management 850
2. Evaluations 300
3. Audit 50
Subtotal C. 1,200 1
TOTAL 20,000 |
y

*

At least $2 million of HIV/AIDS related strategic partnerships will be

executed under the strategic partnership component (A).

\&
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TABLE 2
ILLUSTRATIVE STRATEGIC PARTNERSHIP DEVELOPMENT
($000)
YEAR
ACTIVITY FY 93 | FY 94 ) FY 95 | FY 96 | FY 97 TOTAL
Reality Test missions
under review 35 40 60 60 50 245
Approvals 11 14 18 28 25 96
Development Plan
proposals under review 8 10 15 20 25 78
Approvals 3 5 9 12 12 4]
Nurturing proposals )
under review 5 6 7 8 10 36
Approvals 2 2 3 4 4 15
Development Impact
Enhancement Packages
under review ) 3 5 8 15 20 51
Approvals 1/ 2 3 5 8 10 28
.i
Transactions Completed ] 3 5 6 10 25
Development Impact 1/
Enhancament Package
| grants executed 1 2 4 5 6 18

1/ Note: Not all approved Development Impact Enhancement Packages will be
executed. In cases packages may be approved, but the U.S.-Thai executed
agreement may not meterialize.
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TABLE 3
ESTIMATED ANNUAL BUDGET FOR PARTNERSHIP MANAGER

1. Remuneration U.S. Dols. U.S. Dols.

Thaitand Office

a. Partnership Manager (260 days €$320) 83,200

b. Senior Thai Adviser (60 days €$200) 12,000

c. Secretary/:.!min Asct. 13,000

DBA 3.09% (26" days £ $320) 2,571

U.S Office .

a. Partnership Manz::r (260 cays €320) 83,200

b. Senicr U.S. Advi-~r (€ days €$320) 19,200

c. Finance and Cont--cts Manager (260 days €$320) 83,200

d. Secretary/Acwin. Asst. 33,200

DBA 3.09% (90 days 83320) 890

Subtotal Remuneration 330,461
2. Overhead 50%* 165,231
3. Travel and Per Diem

a. International (8 trips Thailand-U.S.-Thajland 52,000

and U.S.-Thailand -U.S. of 14 days @%$6,500)

b. Thailanc domestic (20 trips of avg. 3 days €400) 8,000

c. U.S. Domestic (24 trips of average 3 days €$800) 19,200

Subtotal Travel and Per Diem 79,200
4. Audit semi-annual @$15,000 30,000
5. Miscellaneous

Thailand Office

a. telephone and fax 3,600

b. Tlocal transport 10,000

c. photocopy, documents, e:c. 3,954

U.S. Offica

a. telephone znd fax 3,600

b. TlocalL transport 10,000

€. photocopy, documents, etc. 3,954

Subtotal Miscellaneous 35, 108
GRAND TOTAL ITEMS 1.- 4. ABOVE 640,000

*Note: USAID fully expects the award for a long-term Partnership Manager will
be made to an entity that will have an overhead charge of less than 50%. If
the charge is more than 50%, adjustments will be made be to increase the
budget for the Partnership Manager. The maximum overhead charge the Mission
foresees is 100%. Re the above budget, a 100% overhead charge would increase
the annual budget for the Partnership Manager by approximately $165,000. With
minor adjustments the total budget would be about $800,000.




ANNEX D

Page 5 of 5
‘TABLE 4
PROJECT COMPONENT COST ESTIMATES
($000)
COMPONENT YEAR 1| YEAR 2| YEAR 3] YEAR 4| YEAR 5 TOTAL
—A. Strategic Partnerships
1. Stage I
Development Agenda
Definition 25 30 20 20 15 110
Partnership Reality !
Test (315,000 x 96) 165 | 210 270 420 375 1,440
2. Stage II
Development Plan
($100,000 x 43) 300, 500 900 | 1,200 | 1,200 4,100
Nurturing
($50,000 x 19) 100 100 150 200 200 750
3. Stage III -
Development Impact
Enhancement Package
($400,000 x 20) 400 800 | 1,600 | 2,000 | 2,400 7,200
4. Partnersnip Manager 640 640 640 640 640 3,200
Subtotal A. 1,630 | 2,280 | 3,580 | 4,480 4,830 | 16,800
B. AIDS Institution Building 400 400 400 400 400 2,000
C. USAID Management
1. Management Support 170 | 170 170 170 170 850
i
2. Evaluations - 150 - 150 300
3. Audit - - 50 - - 50
Subtotal C. 170 | 320 220 320 170 1,200
!
TOTAL | 2,200 f 3,000 | 4,200 | 5,200 | 5,400 20,000
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PARTNERSHIP PERSONNEL RESPONSIBILITIES AND MINIMUM QUALIFICATIONS

The Partnership will have at a minimum three full time personnel responsible
for assisting USAID in implementation. These will include the Partnership
Manager team consisting of at least the "Partnership Manager" and the "Finance
and Contracts Officer" and a personal services contractor (PSC) with the title
of "Senior Partnership Advisor" *» directly assist USAID. Their duties and
qualifications are discussed in the following sections. The Partnership
Manager Team may have an office in the U.S. and Thailand and the two key
personnel may be resident in either country. The Senior Partnership Advisor
will be resident in Thailand.

1. PARTNERSHIP MANAGER TEAM

a. Partnership Manager. This individual will be the teams leader and
will be responsible for ensuring that the responsibilities of the
Partnership Management team as agreed upon under the terms of the
Cooperative Agreement are met.

Specific duties will include:
manage Partnership management office and staff in U.S. and Thailand;
plan and prepare, in close coordination with USAID and DTEC,
the agenda and documentation for the annual USAID-RTG meeting on
Partnership development priorities, progress during the past year,
and the work plan for the next year:

generate interest in the community-at-large in developing strategic
partnerships for the Partnership;

meet with potential principals who may propose strategic partnerships;

screen potential partnerships at each stage for presentation
to the Executive Committee;

identify principals and technical experts, including planning and
implementing a competitive selection process when appropriate;

prepare as needed, and respond to requests from USAID to prepare,
concept papers on transactions, scopes of work, sub-grant agreements,
and other documentation required as part of the strategic partnership
development process as outlined in Table 1.A-C of the PP;

disburse grant funds subject to USAID appreval for strategic
partnership "reality test" missions, Development Plans, trategic
partnership nurturing activities and development impact enhancement
packages;

monitor the use of the grant funds:

assist in planing and arranging schedules of principals as requested:

K3
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maintain records and track all partnership proposals from concept
identification to execution of a strategic partnership agreement;

prepare for publication an annual report on accomplishments of the
Partnership program, outlook for the next year and an internally
audited financial statement.

Minimum Qualifications will include:

at least five years experience in a middle to top management position
in the private sector with demonstrated experience in managing a
complex program (large number of sub activities in different sectors
with many on-going actions) requiring detailed attention.

strong oral and written communication skills;

preference for overseas experience, especially in Thailand; brokering
experience; knowledge and experience in human capital and technology
development and/or environmental infrastructure; graduate and
undergraduate business administration degrees.

b.  Finance and Contract Officer. The large volume of sub grants under
this project will require this individual to take responsibility for
developing and monitoring them, and ensuring they meet AID
requirements.

Specific duties will include:

negotiate, prepare and, subject to USAID approval, execute sub-grants
at all stages of strategic partnership development process:

monitor sub-grants;

assist grantee and sub grantees to ensure their accounting procedures
are consistent with AID requirements;

design and implement a computerized project managemsnt information
system that tracks all vital parameters of strategic partnerships
from identification stage through the implementation of Developmant
Impact Enhancement Packages;

assist the Partnership Manager in preparation of work plans, reports
and budgets;

manzge grant disbursements and financiaj accounting.
Minimum qualifications will include:
at least ten years experience with Federal and AID Acquisition

Regulations and familiarity with relevant AID policies, procedures,
mandates, and Congressional directives.
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experience with computerized accounting and management information
systems;

strong oral and written communication skills;

undergraduate degree in business administration with preference for
accounting, or equivalent experience.

USAID MANAGEMENT SUPPORT

Senior Partparship Advisor. This individual will mobilize and coordinate
Mission staff to participate in implementation of the Partnership and
liaison on a day to day basis with the Partnership Manager to ensure the
Mission is apprised of new and continuing business.

Specific duties will include:
generate interest in the community-at-large in the Partnership;

manage day to day liaison with the Partnership Manager including
developing agenda for Executive Committee Meetings, reviewing status
of strategic partnership development, coordinating on schedules of
principals, arranging debriefings for Mission, etc.:

designate an in-house "lead person" for each partnership proposal,
coordinate among staff to avoid duplication of effort and suggest
collaboration where it may be beneficial;

manage planning and arranging of schedules of principals by working
with "lead persons" and the Partnership management team, as needed;

act as "lead person" on some partnership proposals;

screen principals and technical experts with respect to
business/professional credentials and qualifications;

advise Project Officer on daily basis of Partnership Project status
and outstanding jssues.

Minimum Qualifications will include:
At least five years experience in middle to top level management
position in private sector with demonstrated experience in brokering
transactions;
strong oral and written communication skills;
preference for overseas experience, especially in Thailand; direct

knowledge of and experience with USAID management systems; graduate
degree in business administration.
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INITIAL ENVIRONMENTAL EXAMINATION

Project Country: Thailand
Project Title: U.S.-Thai Development Partnership
Project Number: 493-0350
Funding: . HE -  $3,000,000
FN - 9,000,000
EH - 3,500,000
SO - 4,500,000

$20,000,000
Life of Project: FY 1992 - FY 1997

IEE Prepared by: &'\*‘k‘ﬂé' N

Mintara Silawatshananai
Mission Environmental Officer

Environmental Action Categorical exclusion on all activities not

Recommended: involving environrental infrastructure support.
Environmental infrastructure support activities
will be addressed as outlined in Section 4 of
"Environmental Determination and Analysis",

concurrence: W/fﬁ/@&%ﬂ

“Thomas H. Reese, I1I
Director, USAID/Thailand

nte: Qoo S /52—

Bureau Environmental Officer's Decision:

Approved: J/{ %L/&< Date: __ & —/0-F=

Disapproved: Date:

i
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ENVIRONMENTAL DETERMINATION AND. ANALYSIS

1. -- BACKGROUND/PROBLEM IDENTIFICATION

a. AIDS

Experts estimate that 200,000 to 400,000 Thais are currently
infected with HIV. More than 50% of these people contracted HIV
through heterosexual sex. According to U.S. and Thai researchers

it is very likely that at least 2 million Thais will be HIV infected
and 560,000 will have died of AIDS by the year 2000. If current
behavior patterns continue unchanged, estimates are that 2 million
to 4 million Thais will be HIV infected by the year 2000. Under the
base case, 5.3% of the projected labor force in the year 2001 will
die between 1992 and 2010: under the high case, 10.7%. The human
tragedy will be immense and the impact on the economy severe. The
global consequence also are potentially large. AIDS in Thailand is
not only a Thai problem, but one of global dimensions.

b. Environmental Infrastructure

Development of environmental infrastructure has not kept pace with
substantial population growth, rapid urbanization and the exceptional
surge of industrial and service (tourism) sector growth. Thailand is
virtually without any waste water treatment plants (Bangkok is the
second largest city in the world without a plant) and only 70,000
tons of an estimated two million tons of hazardous and toxic wastes
produced annually are known to be disposed of by methods that are
environmentally sound. Changes in institutional relationships at the
naticnal and local level and improvement in municipal and provincial
government capability to facilitate initiation of environmental
intrastructure are necessary if environmental infrastructure
develcpment is going to catch up with increased demand. Failure

to make the necessary changes and investments now will have adverse
consegquences for the environment, economic growth and equity.

PROJECT ACTIVITIES

The U.S.-Thai Development Partnership (Partnership) will encourage
sustainable, broad-based, and environmentally sound Thai economic growth,
supported by continuing private, public and professional relations
between Thai and U.S. institutions. The fund will have two inter-related
purposes:

a. assist Thailand to slow the spread of HIV infection by supporting
Thai capacity to identify and implement solutions to the human
and economic costs of the looming impact of the AIDS epidemic.

b. assist Thailand to identify and implement sustainable solutions
to environmental infrastructure shortages which, if not addressed,
will constrain economic growth and adversely affect equity;
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Partnership resources will be used to promote U.S.-Thai strategic
partnerships. Each strategic partnership will match Thai -development
problem-solvers in partnership with U.S. expertise to produce a
sustainable institutional change-essential to resolving the development
problem. AID funds will act as a catalyst for potential partnerships
which will result in the investment of substantial non-AID, U.S., Thai
or other resources for targeted Thai development purposes. Project
funds will not finance, in whole or in part, the strategic partnerships
themselves.

The Partnership will have two major components: HIV/AIDS and Environmental
Management and Infrastructure Support.

The AIDS component will focus on expanding access to HIV prevention and
control programs in Thailand. This component will differ somewhat from
the other two components in that, in addition to promoting U.S.-Thai
transactions, some traditional development activities will also be
undertzken. These may include policy dialogue, program intervention

and support, research and development, institutional development and
administration and management. Much of the work to be carried out under
this component likely will be done through buy-ins to central, R&D
projects.

The Environmental Management and Infrastructure component will focus

on predominantly private solutions to Thai environmental infrastructure
shortages. A number of potential partnerships have been tentatively
identified such as solid waste disposal systems in tourist centers; toxic
and hazardous waste disposal systems and wastewater treatment facilities.
Also, some work may be undertaken to develop municipal bonds to finance
some or all of the above projects; and to facilitate linkages between the
Securities Exchange of Thailand and the New York Stock Exchange for Thai
Tinancial system expansion.

USE OF PARTNERSHIP FUNDS

The Partnership will be a five-year, $20 million effort designed to
promote some twenty-five strategic partnerships financed from non-project
funds. HWith the exception of some of the more traditional developmental
activities under the AIDS component, the Partnership funds will be used

to promote and encourage the investment of non-project funds in the target
partnerships. Partnership funds will be used for such things as reality
testing partnerships, strategic partnership development planning and
nurturing, technology transfer, technical assistance, training and
institution building, as they relate to promoting the strategic
partnerships. Because the Partnership's role will be as a catalyst and
not as a financier, generally its oversight of will end when the solution
itself commences. For example, the Mission has targeted the creation of a
financially sustainable solid waste disposal system for the city of Chiang
Mai as a possible strategic partnership. The transaction objective in
this case would b2 the signing of a contract between an RTG entity and a

\¥
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U.S. waste management firm for the construction supervision, operation and
maintenance of the Chiang Mai garbage system. To produce this result, USAID
would invest project resources to formulate development plans that would look
at- the technical,- managerial-and- financial- aspects of the activity. The plan
also would look at measures needed to encourage the creation of a municipal
revenue stream to make the project bankable. The Partnership would not itself
assist in financing the solid waste disposal system; thus, the Mission would
have no long-term implementation responsibility. As in any other commercial
transaction, implementation would be the responsibility of the investors
themselves and environmental standards would be subject to normal host country
standards.

In certain instances, the Mission contemplates that Partnership
involvement may extend beyond the actual execution of a formal strategic
partnership agreement. For instance, in the Chiang Mai solid waste
example, the Partnership may offer to finance a range of activities

if, and when, a contract is signed with a U.S. waste management firm.
These activities would be negotiated between the Partnership and the
‘responsible Thai RTG entity before enactment of the partnership. They
would enhance the development impact of the strategic partnership.
Subject to negotiation, these activities may include training and/or

the provision of pollution control devices designed to protect the
environment beyond normal Thai requirements. In this regard, the project
will coordinate with the ASEAN Environmental Improvement Project and the
U.S.-Asian Environmental Partnership to identify and draw on other
resources and sources of environmental expertise.

4. ENVIRONMENT ANALYSIS:

Most of the activities planned under the Partnership (i.e., AIDS, Human
Capital and Technology, and Environmental Infrastructure) will not have
any negative environmental consequences or identifiable adverse effects.
On the contrary, the AIDS component will slow the spread of the AIDS

virus among the Thai population through the use of information, education,
communication, and preventive measures. The other component will only
have beneficial environmental effects through better use and management

of natural resources, and implementation of pollution prevention and waste
minimization programs.

Based on the Prcject description and identification of impact noted

above, it is judged that the Project meets the criteria for a Categorical
Exclusion except for those activities listed in the last paragraph of this
section. The relevant lznguage that Frovides the basis for a Categoriaj
Exclusion for most of the Project's activities under Section 216.2(c)(2)
(1)(171)(x)(xiv) of the A.I.D. Environmental Procedures (22 CFR Part 216)
is quoted below:

W
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Section 216.2(c)(2) (i) Education, technical assistance, or training
: programs;

Section:216.2(c)(2)(iii) Analyses, studies, academic or research
workshops and meetings;

Section 216.2(c)(2)(x) Support for intermediate credit institutions
when the objective is to assist in the
capitalization ov the institution or part
thereof and when such support does not
involve reservation of the right to review
and approve individual loan+ made by the
institution;

Section 216.2(c)(2)(xiv) Studies, projects or programs intended to
develop the capability of recipient countries
to engage in development planning;

Thus, neither an Environmental Assessment nor an Environmental Impact
Statement are proposed.

However, Development Plans and Development Impact Enhancement Packages
for environmental infrastructure projects funded wholly under the Project
or in collaboration with other organizations such as PRE/H, TDP, or the
Ex-Im Bank, may require such assessments. These activities will be
reviewed prior to their initiation to determine whether an Environmental
Assessment (EA) is required. This will be done by preparing a brief
Initial Environmental Examination (IEE) for each. This IEE will also
indicate country requirements for Environmental Impact Assessments

that can be met by the EA. The cost of carrying out EAs for certain
activities would be eligible for funding consideration under the
Partnership as an integral step leading to a strategic partnership.
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I. Introduction

U.S. forelgn economic assistance programs are an Integral element of U.S.
forelgn pollcy In a rapldly changing international environment. In a recent:
statement, Secretary of State Baker outlined the major elements of U.S.
forelgn policy and the rote of AID in supporting that policy. lle sald:

"In my view, our forelgn policy must meet Five major challenges
over the next decade. AID can become a major tool in helping
us meet them.

Flrst, we must help to consolidate the worldwide trend toward
democracy...

economies. Democracy and development must go hand in hand. He
must lead in helping other pations along the path of reform,
economic growth, and Integration into an open world trading
system...

Our thirvd challenge Is to help the peace-makers. Even as
East-Hest tensions decrease, reglonal conflicts still pose
major threats to world peace. He must strengthen the hand of
regional actors committed to peace...

The fourth challenge is to work with the world communlity to
address transnational threats -- environmental degradation,
drug trafficking, and terrorism...

The fifth challenge is to strengthen our international tles so
as to ensure that the positive world trends we see will
continue. Jolntly with other free-market democraclies and: the
multilateral economic institutions, we must respond to needs in
the developlng world..."

Respondlng to Secratary Baker's statement, the AID Administrator developed the
followling formulatlon of the role and mission of AID:

"AiD's mission is to further the U.S. natlional Interest in an
expanding world economy led by a strong U.S. economy. An
expanding world economy benz2fits everyone who has the
opportunity to participate, by creating jobs and markets,
Increasing wealth and enhancing human dignity and the quality
of 1ife. In these times of historic political and economic
change, AID's challeng2 Is to be a catalyst for global economic
growth with broader partictpation by all people and natlons and
2xpanded opportunity for the United States..

AID works to encourage free markel economles and broad-based,
sustainable, environmzntally-sound growth, recognizing that
such growth dzpends upon a hospltable legal, policy and
political eavironment, a dynamic private sector, trade, foreign

W



Investment, and management of debt, augmented by appropriate
“technical assistance, training and technology and resource
transfers."

These statements reflect a fundamental shift In AID's worldwlde programmatic
priorities and directlons. Simultaneously, severe and growing resource
constraints diminish AID's ability to mount a broad range of economlc

assistance programs.

Hithin the context of these broad changes, AIDfand other elements of the U.S.
Government have noted Thalland's ‘remarkable development progress, and Thal
emergence as .a growing player In the world economy. These reallitles encourage
a fundamental shift in the U.S.-Thal economic relationship, 1.e., from the
donor-reciplent relationship of earlier years, to that of a mature economic
partnership. AID's task in developing a new Thalland strategy was thus to
justify the continuation of a program In Thalland that will support this
fncreasingly maturs economic partnership. At the same time, AID must respond
to emerging U.S. forelgn policy directions and severe limitations on program

- funding and personnel. AID concluded_that continuatlon of a Thal_program
required a narrowing of programmatic_focus_and_helghtened emphasis_on_mytual
U.S.-Thal Interests and concerns, particularly with respect to relations
between_the U.S. and Thal private sectors. The strategy proposed herein meets
these criterta and provides a strong basis for maintaining an AID program in

Thailand.

11. The U.S.-Thal Econgmic Assistance Relationship®

Only 20 years ago, securlty concerns dominated the U.S.-Thal relationship.
Thatland has successfully handled the continuing challenges emerging from that
era and, despite the unsettled politics and stagnant economies on her borders,
emerged as the most economically dynamic nation in Asia. As Thatland changed
over the 15805, so did the U.S.-That relationship. Individual reglional
securlty tssues.and humanitarian concerns remain, but no longer drive the
relationship. In thelr place, economic Issues have assumed preemlnence.
Concurrently, bllateral trade and Investment have become the dominant element

in economic relations.

nce the early 19380s, AID has ass!sted Thalland to address some of the

rging problems of 1ts industrializing economy. Even now, when Thal

nomic growth appears sustainable for at least the medium term, no one
fously challenges the relevance of these problems to the future of the Thal
nomy. But key U.S. Government dacision-makers have challenged AID's
nroaches to these emerging problems. Thelr challenges reflect new

perspectives:
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--In view of its own budget deficit, negative trade balances and other
domestlic concarns, the U.S. should davote less of 1ts AID resources to the
devalopmsntal needs_of countries which have achleved rapld growth.

—-Over the last few years, development economists have synthesized the
lessons of the last two decades' economic successes and fallures. They have
concluded that there_ls a high_correlation between_economles' openness_to the
flow of goods. services, capital and ideas and thelr success in_the
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AID assessed Aslan, Near Eastern and selected European countries' relative
Integration with the world economy in: export growth, composition and
diversity; direct forelgn Investment Inflows; income on foreign Investment;
bank transactions; and private borrowing from foreign sources. Thal
Indicators clearly resembled those of the dynamlc East Asian economies rather
than those of South Asfa and the Middle East. By these measures, Thalland Is

now an ADC.

Beyond these broad Indicators, AID also assessed Thal domestic productive
capaclty and Institutional and human capital development indicators against
those of other developing and developed countries. In several areas, Thal
capacity for broader and deeper Integration with the world economy still
appears relatlvely weak. Financial markets remain narrow. Matural resources
care being rapldly depleted and severely degraded. Human caplital indicators
lag. Moreover, the Thal Institutional structure remains dominated in key
Infrastructure and utilities sectors by public enterprises that have, in a
number of Instances, fallen short of providing the amount and quality of
services demanded Ly a rapldly growing economy. AID concluded that these
areas could guide a future program !n Thalland:

AID's detalled economic analysis concluded that in_the_short-term output
growth_will depend on malntenance of Thalland's_comparative advantage in labor
Intensive products. Given rising wages, this requires increases_in labor
productivity and reductions in other costs. Labor force skills, provision of
adequate Infrastructure, environmental tssues, and access to finance at
reasonable costs will be critical concerns for the next several years.

Over the longer run, Improving pollcy and_capacity in education, technology,
Infrastructure, and finance will be cruclal. Issues here include: trade
ltberalization to stimulate technological adaptation; developing an adequate
pool of technically ccmpetent labor; Improving firms' capacity to absorb,
adapt, and develop new technologles; and evolution of a legal and regulatory
structure that will create adequate quantity and quality of Infrastructural
and financlal services.

The Thal governmant has found that, despite a rapidly expandlng economic ple,
addressing economic efficiency and productivity Issues involves tough resource
allocation cholces. These developments over the 1980s have expanded
democratic participation by Thal soclety; they have also made the economic
gscision-ma2king process more complex. The future competitiveness of the Thal
cconomy depends on econcmic declsions taken in the next few years. These
dzcisfons will be easler If they take into account the wishes of the popular

majorlty.

IV. The AID Strategy for Thatland in the Nineties

The cdevelopmant assistance strategy AID proposes for Thalland in the 1990s
retatns as i1ts broad program goal the achievement of fully sustainable,
increasingly broad-based Thal economic growth. But AID recognizes that
Thatland's growth path in the 1990s will increasingly depend on the country's
zbility to avall 1tself of new opportunities offered by the global
marketplace. The proposed strategy wlll thus be targeted on broadening and
deepening That integration with the world economy, and particularly with the



U.S. economy. Hithin this focal area, AID defines its program objectives for
the 1990s as follows:

. 1. lnnroved Efficlency and Productlivity of Selected_Aspects of the
Thal_Economy : ‘Short=term tssues related to malntalning competltiveness In
labor-Intensive production, and longer-term Issues related to Increasing the
.value of Thal products and services, will be critical to Thalland's further
integration with the world economy over the 1990s. 1In particular, expanding
human capltal (including technical capacity), bLroadening and deepening
financlal markets, and managing the environment will be central to the
sustalnabiiity of Thal growth. These are also areas where U.S. expertise 1s
strong, and private solutions abound.

2. Achleving a Sustainable Political Consensus on Economic_Issues:
Over the 1990s, Thal economic prospects and the success of nascent democratlc
Institutions will depend on the country's ablility to broaden and deepen the
avenues of political and economic dialogue, achleve a sustainable political
consensus on the solutions to economic issues, and act decisively to fmplement
the chosen solutions. The professional capacity of elected national and local
representative bodles and other elements of Thal soclety, and the legal and
regulatory framework in support of economic growth will be <ritical elements
of the Thal political economy In the 1990s. These are also areas where
private, non-proflt U.S. organizations are now supporting the programs of

varlous Thal organlizations.

3. Hutual Interests (The ADC_Dimension): Expanding U.S. trade and
investment with Thalland and enhancing U.S.-Thal collaboration on global or
transnational concerns of bilateral interest. This focus includes: expanded
use of the expertise and resources of the U.S. private sector to enhance Thal
competitiveness In the world economy; expanded participation by the U.S.
private sector In Thalland In Implementation of the AID program; support of
the buslness community's efforts to Improve the climats and incentlives for
bilateral trade and investment; the provislon of capltal projects "software",
e.g., fzaslbility studies and other technlcal services, to assist Thailand in
uncertaking iInfrastructure improvements; and support of selected activities
encouraging bilateral cooperation on global or reglonal issues, 2.g.
environment, AIDS, narcotics, etc. In selecting areas of substantive program
focus, the Misston also looked for areas where the U.S. has clear comparative
edgvantages that could be applied In addressing critical Thail economic growth

{ssu2s.

The conceptual framawork for targeting AID prcgram efforts s shown in Chart
1. HWith dimintshing program and staff resources, AID recoanized that program
approaches serving more than one objective are more valuable than those
serving only one objective. Accordingly, AID will focus on the shaded portion

of Chart 1.

he Proposed Program Content of the Strategy

V.

AID's analyses of a wide range of issues critical to sustaining broad-basad
Thal economic growth in the 1990s led to the summary conclusions cutlined in
the attached Chart 2. AID belleves that fts limited resources can be most

v
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Chart-2 - Thai Growlh Palh for Lhe 1990s
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effectiVely used in the following three areas which, as Chart 2 illustrates,
are relevant across Thalland's productive sectors:

--  Expandlng_the quantlty and improving_the quality of Thai human_capltal,
- wlth-a partlcular emphasts on Lthe application and management of
technology.

-~ Broadening_Thal financial markets, particularly by facilitating the
ability of International and domestic flnancial markets to meet the
rising demand for Infrastructure and soclal services.

-- Amellorating environmental degradation which increases costs and
diminishes growth prospects in key urban, industrial and tourism sectors.

These substantlve areas will be addressed through careful selectlon of program
Interventions to resolve continuing policy issues, or transfer problem-solving
concepts and techniguas from the U.S. to Thal public and private

Instltutions. In addition to these sectorally-targeted Interventions, AID
proposes to undertake cross-cutting progrems_in the following areas, not only
to support the targeted program areas, but also to expand the range of
bilateral Iinkages critical to the emergence of -a fully mature economic

partnership:

--  Asslst Thal representative and non-govermmental oraanizations to play a

stronger rote In achlieving a sustainable political consensus on the steps
need»d to resolve critical economic growth issues.

-- Expand bllateral trade and lnvestment, In collaboration with other U.S.
Government agencies.

--  Collaborate on _global concerns_of particular bilateral interest, both to

resolve key economic growth fssues, and to establish sustainable
bilateral links extending beyond the AID presence in Thalland.

Thatland's current level of soclal and economic development and the dynamic
nature of tts eccnomy require that AID change its program objectives and
program machanisms to ensure that limited resources are used effectively In
support of the program areas described above. AID believes that the 1999s
wili bring even more change to Thalland than the past decade; therefore the
AID program in Thalland must be highly flexlble and responsive to rapidiy
changing circumstances. Thalland already plays an expanded role in the
International marketplace. Thus global market forces significantly infiusncs
the Tha! economy. The AID program must reflect these forces and engage tihex
to accomplish strategic objectives by nurturing more private sector
relatlonships, both in the U.S. and Thailand. Flnally, the considerable
capaclty of the Thal public and private sectors will allow shorter and less
costly AID interventions than used !n conventional AID projects. Thes:
shorter Interventions should provide opportunities to establish Thai-U.S.
linkages which can endure over the longer term and extend beyond the AID

presence In Thalland.

The proposad AID strategy for Thalland in the 1990s will Le supported by -~
resources from the existing projects, selected new program initlatives and AiD
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world-wide and reglcnal projects. AID belleves that this array of program
activities will also attract additional resources from the.U.S. and Thal
private sectors, the Royal Thal Government, and possibly other donors.

The 'existing projects provide opportunities for expanding human capltal for
the application and management of technology, addressing environmental issues,
assisting non-government organizatlions and promoting U.S. private sector
participation with Thal Institutions tn resolving selected Thal development
problems, e.g., through the provision of U.S. expertise and techinologies for
pollution control.” The existing projects represent a substantial level of
resources already 'n place. A process of continual adjustment Is foreseen to
ensure that they vemaln relevant to their substantive areas while serving the
objectives of the new strategy as closely as possible.

AID broposes the followlng hew program Initiatives to assist in accomplishing
the objectives of the strategy In the early 1990s:

--A Trade and Investmant Support Program, planned for Initiation in 1993,
through which the U.S. and Thal private sectors, in cooperation with
representatives of the U.S. and Thal public sectors, can fashion their own
program for expanding U.S.-Thal commerclal linkages. AID proposes that this
program be administered by a non-proflt U.S. corporation "Joint U.S.-Thal
Bustness, Inc.", or "JUST Business", wlth a subsidiary In Thalland. AID will
provide initial support. However, JUST Business will be expected to become a
self-sustalning entity over the 1life of the program.

--A Thal Growth and Investment Fund, proposed for intttation in 1991 as a
flexible, Innovative program instrument designed particularly (but not
exclusively) to finance AID program interventions in human capltal and
financial markets development, focal areas of the new strategy which cannot be
effectively addressed with the on-going project portfollo. It Is anticipated
that, as existing projects are complated, the Thal Growth and Investment Fund
will be AID's primary bilateral progrzm instrument for the duration of AID

programs in Thalland.

--A Capltal Prolects_Asslstance Facility, proposed for initlation in 1991,
will Finance feastbllity studies and other technical services critical to the
expansion of Thal Infrastructure, especlally transport, telecommunications,
power and water and sewage. Through thls program component AID expects to -
gxpand the participation of U.S. expertise in decisions on needed Thal
Infrastructure Investments. AID may propose to Include this program component
under one of the new program mechanisms outlined above.

--Over the next several years, AID also proposes to encourage the development
of a new private entity, tentatively called “Managing U.S.-That Linkages", or
MUST Link, to match continuing Tha! development neads and problems with U.S.
sources of sxpertise in these aress. AID belleves that an organization Tike
MUST Llnk can play an important role in fostering U.S.-Thal mutual interests
long after AID's tenure in Thalland Is over. AID will work to identify an
appropriate organizatlonal structure and inttiate the process of ralsing funds
from various public and private sources in the U.S. and Thailland.

\V



VI. Management of the Program

AID faces the challenge of Implementing a changing program with substantlally
reduced staff. American staff will be halved by the end of FY 1991, and will
consist of a small AID Representative Office by mid-decade.

During the approaching transitional period, the large portfolio of existing
projects will continue to require responsible oversight. Thls has
Implications for how AID conducts Its business in Thalland; an increasingly
narrovwed program focus, streamlined procedures, and management focus on
objectives rather than Inputs are anticipated.

By mid-decade, the AID Representative Office will be in place, possibly within
the Embassy. The Office will be charged with managing remaining bilateral
programs, ldentifying other AID resources (central and regional), U.S.
fnstitutions and expertise which meet mutually desirable objectives, and with
Identifying and promoting opportunittes for a U.S. role in meeting Thalland's
development challenges. It Is anticipated that the AID Representative Office
w:l} bi staffed by no more than three American officers and some complement of
Thal staff.

Also by mid-decade, it 1s anticipated that JUST Business_and MUST Link will be
fully established, self-sufficient organizations, mandated with serving a
range of U.S.-Thal mutyal interests. Both of these organizations will be
Independent of AID, yet can work synergistically with the AID Representative
Office to serve mutual U.S.-Thal iInterests and encourage full maturation of

the U.S.-Thatl economic partnershlip.

VII. Conclusion

Thatland has faced tremendous economic and political-challenges over the past
40 years. AID has been a strong and consistent partner as these challenges
have been met and overcome by the Thal. Thailand is an excellent example for
nelghboring countrlies to emulate. Thalland's experience shows that outward
looking economies make sustalned and significant sconomic progress, that
domestic stabllity does not rely on closed political systems, and that the
world economy offers opportunities for the taking by countries with
responsible leadership and entrepreneurial populations.

The 40 year economic development relationship between Thatland and the United
States forms a strong basls for continued joint efforts to address areas
critical not only for sustatning Thal economic growth tn the 1990s, but also
for serving enhanced mutual economic Interests cver the longer term. The
fundamental shift now occurring in AID's realationship with Thatland refiects
the value the U.S. government in general, and AID in particular, place on a
mature U.S.-Thal economic partnership In the decades ahead.



ANNEX H

MEMORANDUM OF UNDERSTANDING
ADVANCING MUTUAL INTERESTS IN A RAPIDLY CIIANGING

INTERNATIONAL ENVIRONMENT

The Government of the United States of Americu and the
Royal Thal Government recognize the bonds of friendship createrl
in the course of forty years of economic and technical
cooperation on behalf of Thai development. It is their mutunl
desire that these bonds of friendship be strengthened over the
decade ahead, through continued cooperation on the resolution
of emerging Thai development issues. Such continued
cooperation will build on the remarkabie social and economic
progress achieved over the last several decade  through a
dynamic, export-oriented private sector and with the Royal Thai
Governmeqt continuing to play a tey role as supporter and
facilitator of economic growth. Cooperétion,cun now be
implemented in vays consjistent will the maturity of bilaternl
political and economic relations, a broad range of mutual
economic, development and technical interests, and a shared
desire to expand the range of private as well as public
linkages betvween our two nations.

flesolving to undertake new efforts to further these broad
goals, the Government of the United States of America and the

Royal Thai Government have agreed as follows:

1. Qhisctives
e e et B e

Henceforth, programs of the U.S. Agency for
International Development (AID), adminislered in cooperation

with the Royal Thai Gowvernment's [ocnl point and appropriate



representatives of the Moyval Thai Governmwent and the U.S. and
Thai private sectors, will supporl ihe following objectives:

A. Promote sustninable, hroud-hnsnd and
envircimentally sound Thai economic growth;

B. Broaden and deepen Thai integrutibn with the-
international economy, as a primary means of.ensuring the
sustainability of economic growth (in particular, encourage
expanded linkages with the U.S. econonmy);

C. Drawing on the experience and expertise of the
U.S. public and private sectors in the resolution of similar
problems, cooperate closely in addressing specific problems of
the Thai economy which hamper prospects for future
competitiveness within the international marketplace;

D. Encourage cooperation between U.S. and Thai

public and non-governmental institutions in strengthening the

capacity of Thai representative institutions to conceive, enacl

end administer economic development programs reflecting the
will of the popular majority;

E. Expand bilateral trade nnd facilitate the
identification of specific investment opportunities in hoth

countries;

F. Expand avenues of mutual cooperation on global
issues of bilateral concern, e.g. environmental protection,

narcotics and AIDS.

2. Areas of Cooperation

Sharing a commitment to Lhe principle of free
markets, supported and sustained Ly democratic institutions,
and recognizing the valuable contributions of their respective
public sectors in establishing a frameworl fér pursuit of

economic growth objectives, the Parlies agree to encourage and



facilitate greater cooperation between their respective
business communities and associnﬁions. governmental agencies’
and non-governmental organizations as an integral element of
program activities in the following arcas of mutual interest Lo
the U.S. and Thailand:

A. Human capital development, particularly as it
relates to Thailand's need for adequate labor force skills and
capacity to identify, acquire, adapt and develop technologies
needed for sustained economic competitiveness. In this
connection, the Parties will place particular emphasis on
facilitating linkages between U.S. and Thai universities for
programs relevant to Thai participation in the world economy,
as well as on links between U.S. and Thai training
organizations engaged in the expansion of labor force skills.

B. Technological developmeni, particularly as it
relates to Thai commercialization of technology through close
relations between the U.S. and Thai private sectors. In this
connection, the Parties will place emphasis on the sustainable

institutionalization of the Science and Technology Developmen!

Board as a vehicle for promoting Thai Lechnological development

through public/private collaboration and expanded U.S.-Thai
private sector linkages.

C. Expansion of Thai capital markets, particularly
to meet emerging national infrastructure and social service
requirements. In this connection, Lhe Parties will give
attention, inter alia, to: developing an adequate legal and
regulatory structure for effective capital markets; improving
the quantity, quality and timeliness of financial market
information; brcadening and deepening bond markets for
infrastructure finance; and the introduction of new investment

forms attuned to the provision of lhealth cnre and other socinl



services required by Thailand's clhianging demographic profile.
The Parties anticipate that expanded linkages between the'U.S.
and Thal private sectors will be particularly relevant to tliese
programs.

D. Environmental management, particularly in
relation to prospects for continued sustainable, broad-based
economic growth. In this connection, the Parties will give
attention, inter alia, to the development of appropriate
institutions, policies and human resources required for
effective environmental management by both the Royal Thai
Government and private sector, as well as to biological
diversity and other natural resource degradation and depletion
concerns relevant to Thailand's future economic growth
prospects, particularly in the urban, industrial and tourism
sectors. The Parties anticipate that U.S. expertise and
technologies will be particularly relevant in addressing these
concerns. |

E. Strengthening representative institutions,
particularly the professional capacity of national and local
representative bodies and non-governmental advocacy groups
representing the interests of broad segments of Thai society.
In this connection, the Parties will give attention, among
others, to developing the capacity of the Thai Parliamentary
Committee system, municipal governments and the community of
non-governmental orgaenizations to representlthe economic
interests of various groups within Thai society.

F. Infrastructure expansion, particularly in the
areas of energy, telecommunications, waler and sewerage and
transport. In this connection, the Parties anticipate

increased involvement by the U.S. public and private sectors in



the conduct of feasibility studies or the provision of other
technical services related Lo the expansion of Thai

infrastructure In targeted sectors.

G. ULaw and institutional development, particularly
.as -they relate to modernizalion ol the Thai legal system and
supporting institutional structure. In this connection, the

Parties will give attention, among others, to those aspecés of
the legal system which protect transferable property rights and
efficient commercial transactions, and to building the capacity
of the public sector to regulate selected aspects of the Thai
economy in a manner consistent with tLhe best ceconomic interesls
of Thailand and its trading and investment partners.

H. Expansion of bilateral trade and investment,
particularly as a vehicle for full maturation of the economic
partnership, and for lncreasing our mutual prospects for
sustainable, broad-based and environmentally sound economic
growth. In this connection, the Parties will give attention,
inter alia, to improving tLhe policy and business climate for
bilateral trade and investment, and to close cooperation
between our respsctive public and privale sectors on measures
to expand the flow of trade and investment belween our two
nations.

I. Expanded cooperation on a range of global
concerns of particular interest to the U.S. and Thailand, e.g.
environmental issues such as global climate change, AIDS
research and narcotics concerns.

J. Expanded cooperation in engaging Thailand's

technical expertise and tranining institutions as a resource for

third-country eccnomic development programs.

K. Any other focal areas on which the Parties may

mutually agree.



3. Criteria for Future Cooperation

Recognizing Thai economic and social accomplishments
and the growing maturily of Thailand's public and private
sector institutions, and desiring Lo establish a program
framework which supports the interests of both Parties in the
Years ahead, the Parlies have established the following
criteria for the selection of areas of future cooperation:

A. It should be in areas of critical importance to
the Thai economy which Thailand cannot effectively address
alone;

B. It should be in arens where the United States hawx
a comparative advantage;

C. It should be assistance which is relatively
short-term or otherwise cost-effective, but which has high
strategic and catalylic value; and

D. It should be in arens in which the Parties have

clear mutual interests.

4. Program Hechanisms

The Parties share a commitment to continued,
eflective implementation of on-going Agency for International
Development projects in Thailand, and are confident that many
of the themes outlined herein can be nddressed within these
projects. The Parties also recognize that effective pursuit of
the objectives outlined ahove requires the introduction of neuw,
more flexible program mechanisms Lo support, sustain and expiiil

U.S.-Thai development and economic cooperation over Lhe longe:

term. The Parties hereby egree to facilitate the creaticn sf
such orgzanizations or mechanisms ns may be required to prcmale

these objectives, and to provide such support as each may decm

appropriate. Some exnmples of nmechanisms Lhe Parties believe



would be effective in accomplishing shared objectives are:

A. Creation of a self—sustnining'organizntion to
help enhancing Thal development efforts asg well as to promote
U.S-Thai trade and investment objectives;

B. Creation of a self-sustaining institution to
nurture a broad range of bilateral linkages by matching Thai
problem-solvers with U.S. sources of expertise; and

C. Development and implementation of a new AID
program mechanism, tentatively titled the "Friendship Fund", Lo
be adzinistered by the two Governments in a manner consistent
with the objectives and criteria outlined in this Memorandum of
Understanding, and to support activities in such fields as
human resource development, law and de?elopment, financial
markets,.and other arens as may be mutually agreed by the
Parties.

In wiﬁness whereof, the undersigned, the duly
authorized representatives of their reséective Covernmenﬁs have
signed this Memorandum of Understanding.

Done this twelfth day of July, 1990 in Bangkok.

FOR THE GOVERNMENT OF THE FOR THE GOVERNMENT OF ‘I

L~

UNITED STATES OF AMERICA KINGDOM OF THAILAND

s |

) LN

onald ¥. Roskens Anuwat Wdttanupongsiri

AID Administrator Minister of the Prime
Minister’s Office




U.S.-Thai Development Partnership
"Project No. 493-0350

5C(1) - COUNTRY CHECKLIBT (Revised May 1993)

Listed below are statutory criteria
applicable to the eligibility of countries to
receive the following categories of assistance:
(A) both Development Assistance and Economic

Support Funds; (B) Development Assistance
funds only; or (C) Economic Support Funds
only. '

COUNTRY ELIGIBILITY CRITERIA APPLICABLE TO
BOTH DEVELOPMENT ASSISTANCE AND ECONOMIC
SUPPORT FUND ASSISTANCE

1. Narcotics Certification

(FAA Sec. 490): (This provisio? applies to
assistance provided by grant, sale, loan,
lease, credit, guaranty, or insurance,
except assistance relating to
international narcotics control, disaster
and refugee relief assistance, narcotics
related assistance, or the provision of
food (including the monetization of food)
or medicine, and the provision of non-
agricultural commodities under P.L. 480.
This provision also does not apply to
assistance for child survival and AIDS
programs which can, under section 542 of
the FY 1993 Appropriations Act, be made
available notwithstanding any provision of
law that restricts assistance to foreign
countries.) 1If the recipient is a "major
illicit drug producing country" (defined
as a country producing during a fiscal
year at least five metric tons of opium or
500 metric tons of coca or marijuana) or a
"major drug-transit country" (defined as a
country that is a significant direct

Annex 1



- 2 -

source of illicit drugs significantly
affecting the United States, through which
such drugs are transported, or through
which significant sums of drug-related
profits are laundered with the knowledge
or complicity of the government):

(1) has the President in
the April 1 International Narcotics
Control Strategy Report (INSCR) determined
and certified to the Congress (without
Congressional enactment, within 45
calendar days, of a resolution
disapproving such a certification), that
(a) during the previous year the country
has cooperated fully with the United
States or taken adequate steps on its own
to satisfy the goals and objectives
established by the U.N. Convention Against-
Illicit Traffic in Narcotic Drugé and
Psychotropic Substances, or that (b) the
vital national interests of the United
States require the provision of such
assistance? ‘

(2) with regard to a major
illicit drug producing or drug-transit
country fcrr which the President has not
certified on April 1, has the President
determined and certified to Congress on
any other date (with enactment by Congress
of a resolution approving such
certification) that the vital national
interests of the United States require the
provision of assistance, and has also
certified that (a) the country has
undergone a fundamental change in
government, or (b) there has been a
fundamental change in the conditions that
were the reason why thn: President had not
made a "fully cooperating" certification.

The President in March 1993
certified that Thailand is
fully cooperating with the
United States or has taken
adequate steps on its own
sufficient to satisfy the
requirements for certification
under FAA Section 481(h)

N/A
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2. Indebtedness to U.8. citizens
(FAA Sec. 620(c): If assistance is to a
government, is the government indebted to
any U.S. citizen for goods or services
furnished or ordered where: (a) such No
citizen has exhausted available legal
remedies, (b) the debt is not denied or
contested by such government, or (c) the
indebtedness arjises under an unconditional
guaranty of payment given by such
government or controlled entity?

3. Beizure of u.s. Property (Faa

Sec. 620(e)(1)): 1If assistance is to a
government, has it (including any
government agencies or subdivisions) taken No

any action which has the effect of
nationalizing, expropriating, or otherwise
seizing ownership or control of property
of U.S. citizens or entities beneficially
owned by them without taking steps to
discharge its obligations toward such
citizens or entities?

4. Communist countries (FAA Secs.

620(a), 620(f), 620D; FY 1993 . No
Appropriations Act Secs. 512, 543): 1Is

recipient country a Communist country? If

SO0, has the President: (a) determined

that assistance to the country is vital to

the security of the United States, that

the recipient country is not controlled by

)

o
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the international Communist conspiracy,
and that such assistance will further
pronote the independence of the recipient
country from international communism, or
(b) removed a country from applicable
restrictions on assistance to communist
countries upon a determination and report
to Congress that such action is important
to the national interest of the United
States? Will assistance be provided
either directly or indirectly to Angola,
Cambodia, Cuba, Irag, Libya,. Vietnam, Iran
or Syria? Will assistance be provided to
Afghanistan without a certification, or
will assistance be provided inside
Afghanistan through the Soviet-controlled
government of Afghanistan?

5. Mob Action (FAA Sec. 620(j)):
Has the country permitted, or failed to
take adequate measures to prevent, damage
or destruction by mob action of U.S.
property?

6. OPIC Investment Guaranty (FAA
Sec. 620(1)): Has the country failed to
enter into an investment guaranty
agreement with OPIC?

7. B8eizure of U.§. Fishing Vessels
(FAA Sec. 620(o); Fishermen's Protective
Act of 1967 (as amended) Sec. 5): (a) Has
the country seized, or imposed any penalty
or sanction against, any U.S. fishing
vessel because of fishing activities in
international waters? (b) If so, has any
deduction required by the Fishermen's
Protective Act been made?

8. Loan Default (FAA Sec. 620(q):
FY 1993 Appropriations Act Sec. 518
(Brooke Amendment)): (a) Has the
government of the recipient country been
in default for more than six months on
interest or principal of any loan to the
country under the FAA? (b) Has the
- country been in default for more than one
Year on interest or principal on any U.S.
loan under a program for which the FY 1990
Appropriations Act appropriates funds?

None of the listed éountries
will receive assistance
under this Project

No

No

No

No
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9. Military Equipment (FAA Sec.
620(s)): If contemplated assistance is
development loan or to come from Economic.
Support Fund, has the Administrator taken
into account the percentage of the
country's budget and amount of the
country's foreign exchange or other
resources spent on military equipment?
(Reference may be made to the annual
"Taking Into Consideration" memo: "Yes,
taken into account by the Administrator at
time of approval of Agency OYB." This
approval by the Administrator of the
Operational Year Budget can be the basis
for an affirmative answer during the
fiscal year unless significant changes in
circumstances occur.)

10. Diplomatic Relations with U.S8.
(FAA Sec. 620(t)): Has the country
severed diplomatic relations with the
United States? If so, have relations been
resumed and have new bilateral assistance
agreements been negotiated and entered
into since such resumption?

11. U.N. Obligations (FAA Sec.
620(u)): What is the payment status of
the country's U.N. obligations? If the
country is in arrears, were such
arrearages taken into account by the
A.I.D. Administrator in determining the
current A.I.D. Operational Year Budget?
(Reference may be made to the "Taking into
Consideration" memo.)

12. International Terrorism

a. Banctuary and support (FY
1993 Appropriations Act Sec. 554; FAA
Sec. 620A): Has the country been
determined by the President to: (a) grant
sanctuary from prosecution to any
individual or group which has committed an
act of international terrorism, or (b)
otherwise support international terrorism,
unless the President has waived this
restriction on grounds of national
security or for humanitarian reasons?

N/A

No

Thailand is current in its
payments

O)b
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b. Airport Becurity (ISDCA of
1985 Sec. 552(b). Has the Secretary of
State determined that the country is a
high terrorist threat country after the
Secretary of Transportation has
determined, pursuant to section 1115(e) (2)
of the Federal Aviation Act of 1958, that
an airport in the country does not
maintain and administer effective security
measures? '

13. Discrimination (FAA Sec.
666(b)): Does the country object, on the
basis of race, religion, national origin
Or sex, to the presence of any officer or
employee of the U.S. who is present in
such country to carry out economic
development Programs under the FAA?

14. Nuclear Technology (FAA Secs.
669, 670): Has the country, after August
3, 1977, delivered to any other country or
received nuclear enrichment or
reprocessing equipment, materials, or
technology, without specified arrangements
or safegquards, and without special
certification by the President? Has it
transferred a nuclear explosive device to
a@ non-nuclear weapon state, or if such a
state, either received or detonated a
Nuclear explosive device? If the country
is a non-nuclear weapon state, has it, on
or after August 8, 1985, exported (or
attempted to export) illegally from the
United States any material, equipment, or
technology which would contribute
significantly to the ability of a country
to manufacture a nuclear explosive device?
(FAA Sec. 620E permits a special waiver of
Sec. 669 for Pakistan.)

15. Algiers Meeting (ISDCA of 1981,
Sec. 720): Was the country represented at
the Meeting of Ministers of Foreign
Affairs and Heads of Delegations of the
Non-Aligned Countries to the 36th General
Assembly of the U.N. on Sept. 25 ang 28,
1981, and did it fail to disassociate
itself from the communique issued? If so,
has the President taken it into account?
(Reference may be made to the "Taking into
Consideration" memo. )

No

No

To our knowledge no

such event has occurred

No

ThaiTland was not
represented at this
meeting

\)‘
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16. Military Coup (FY 1993

Appropriations Act Sec. 513): Has the Subsequent to the 1991

duly elected Head of Government of the Military Coup, the

country been deposed by military coup or Secretary of State,

decree? 1If assistance has been notified the Congress
terminated, has the President notified that a democratically
Congress that a democratically elected elected qovernment has
government has taken office prior to the taken office, prior to
resumption of assistance? the resumption of assistance

17. Refugee Cooperation (FY 1993
Appropriations Act Sec. 538): Does the Yes
recipient country fully cooperate with the
international refugee assistance
organizations, the United States, and
other governments in fac111tat1ng lasting
solutions to refugee situations, 1nclud1ng
resettlement without respect to race, sex,
religion, or national origin?

18. Exploitation of children (FAA No
Sec. 116(b)): Dces the recipient
government fail to take appropriate and
adequate measures, within its means, to
protect children from exp101tatlon, abuse
or forced conscription into military or
paramilitary services?

COUNTRY ELIGIBILITY CRITERIA APPLICABLE
ONLY TO DEVELOPMENT ASSISTANCE ("DAY)

1. Human Rights Violations (FAA Sec.
116): Has the Department of State
determined that this government has No
engaged in a consistent pattern of gross
violations of internationally recognized
human rights? If so, can it be
demonstrated that contemplated assistance
will directly benefit the needy?

2. Abortions (FY 1993 Appropriations
Act Sec. 534): Has the President
certified that use of DA funds by this Mo
country would violate any of the
prohibitions against use of funds to pay
for the performance of abortions as a
method of family planning, to motivate or
coerce any person to practice abortions,
to pay for the performance of involuntary
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sterilization as a method of family
planning, to coerce or provide any
financial incentive to any person to
undergo sterilizations, to pay for any
biomedical research which relates, in
whole or in part, to methods of, or the
performance of, abortions or involuntary
sterilization as a means of family
planning?

COUNTRY ELIGIBILITY CRITERIA APPLICABLE
ONLY TO ECONOMIC SUPPORT FUNDS ("ESF") ' N/A

Human Rights Violations (FAA Sec.
502B): Has it been determined that the
country has engaged in a consistent
pattern of gross violations of
internationally recognized human rights?
If so, has the President found that the
country made such significant improvement
in its human rights record that furnishing
such assistance is in the U.S. national
interest?

W



5C(2) -~ ABSISTANCE CHECKLIST

Listed below are statutory criteria
applicable to the assistance resources
themselves, rather than to the eligibility of a
country to receive assistance. This section is
‘divided into three parts. Part A includes
criteria applicable to both Development
Assistance and Economic Support Fund resources.
‘Part B includes criteria applicable only to
Development Assistance resources. Part C
‘ncludes criteria applicable only to Econonmic
.Jdpport Funds.

CROSS REFERENCE:
DATE?

IS COUNTRY CHECKLIST UP TO

A, CRITERIA APPLICABLE TO BOTH DEVELOPMENT
ASSISTANCE AND ECONOMIC SUPPQRT FUNDS

l. Host Country Development Efforts
(FAA Sec. 601(a)): Information and
conclusions on whether assistance will
encourage efforts of the country to:
(a) increase the flow of international
trade; (b) foster private initiative and
competition; (c) encourage development and
use of cooperatives, credit unions, and
savings and loan associations;
(d) discourage monopolistic practices: (e)
improve technical efficiency of industry,
agriculture, and commerce; and (f)
strengthen free labor unions.

2. U.8. Private Trade and Investment
(FAA Sec. 601(b)): Information and
conclusions on how assistance will
encourage. U.S. .private trade and
investment abroad and encourage private
U.S. participation in foreign assistance
programs (including use of private trade
channels and the services of U.S. private
enterprise).

Yes

1:

(a) An objective of the Partnership
is to stimulate trade flows between
the U.S. and Thailand and to
generally enhance the attractiveness
of joint U.S.-Thai investments in
Thailand; these efforts should
increase overall international trade;
(b) by enhancing the investment
climate in Thailand and providing
more opportunities for commercial
relationships with U.S, businesses,
the Partnership should stimulate

both Thai and U.S. private initiative
and competition; (c) no significant
impacts (d) by making more -U.S.
companies aware of commercial
opportunities in Thailand, and
encouraging U,S.-Thai linkages, more
companies wil] enter the Thai

marRert and diminish the possibility
of monopolies; (e) by stimulating the
competitive environment, companies
wil1l be forced to remain competitive;
(f) no significant impact.

2: A specific objective of the
project is to stimulate U.S, trade
with an investment in Thailand by
making U.S. businesses more aware
of commercial opportunities in
Thailand in the two areas of
project concentration.

4
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3. Congressional Notification

a. General regquirement (FY 1993
sppropriations Act Sec. 522; FAA Sec.
" "34A): If money is to be obligated for an
rctivity not previously justified to
“ongress, or for an amount in excess of
.mount previously justified to Congress,
-1s Congress been properly notified
(unless the Appropriations Act
~otification requirement has been waived
~ecause of substantial risk to human
nealth or welfare)?

b. Notice of new account
cbligation (FY 1993 Appropriations Act
Sec. 514): If funds are being obligated
under an appropriation account to which
they were not appropriated, has the
President consulted with and provided a
written justification to the House and
Senate Appropriations Committees and has
such obligation been subject to regular’
rotification procedures?

c. Cash transfers and
nonproject sector assistance (FY 1993
Appropriations Act Sec. 571(b)(3)): If
funds are to be made available in the form
of cash transfer or nonproject sector
assistance, has the Congressional notice
included a detailed description of how the
funds will be used, with a discussion of
U.S. interests to be served and a
description of any economic policy reforms
to be promoted?

4. Engineering and Financial Plans
(FAA Sec. 611l(a)): Prior to an obligation
in excess of $500,000, will there be: (a)
engineering, financial or other plans
necessary to carry out the assistance; and
(b) a reasonably firm estimate of the cost
to the U.S. of the assistance?

5. Legislative Action (FAA Sec.
611(a) (2)): If legislative action is
required within recipient country with
respect to an obligation in excess of
$500,000, what is the basis for a
reasonable expectation that such action

A Congressional Notification
has been prepared for this
project. It cleared without
Congressional objection in
April 1993

N/A

N/A

Yes; such information is
included in the Project Paper

No legislative action is
required in order for the
project to prcceed.
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will be completed in time to permit
orderly accomplishment of the purpose of
the assistance?

6. Water Resources (FAA Sec. 611(b);
FY 1993 Appropriations Act Sec. 501): 1If N/A
project is for water or water-related land
resource construction, have benefits and
costs been computed to the extent
practicable in accordance with the
principles, standards, and procedures
established pursuant to the Water
Resources Planning Act (42 U.S.C. 1962, et
seqg.)? (See A.I.D. Handbook 3 for
guidelines.)

7. Cash Transfer and Sector
Assistance (FY 1993 Appropriations Act
Sec. 571(b)): Will cash transfer or N/A
nonproject sector assistance be maintained
in a separate account and not commingled
with other funds (unless such requirements
are waived by Congressional notice fcr
nonproject sector assistance)?

8. Capital Assistance (FAA Sec.
6l1(e)): 1If project is capital assistance N/A
(e.g., construction), and total U.S.
assistance for it will exceed $1 millicn,
has Mission Director certified and
Regional Assistant Administrator taken
into consideration the country's
capability to maintain and utilize the
project effectively?

9. HMultiple Country Objectives (FAA v . ‘
Sec. 601(a)): Information and conclusions WA, Tiis 1s not a Multijateral
on whether projects will encourage efforts assistance project
of the country to: (a) increase the flow
of international trade; (b) foster private
initiative and competition; (c) encourage
development and use of cooperatives,
credit unions, and savings and loan
associations; (d) discourage monopolistic
practices; (e) improve technical
efficiency of industry, agriculture and
commerce; and (f) strengthen free labor
unions.

w
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10. U.8. Private Trade (FAA Sec.
601(b)): Information and conclusions on
how project will encourage U.S. private
trade and investment abroad and encourage
private U.S. participation in foreign
assistance progranms (including use of
private trade channels and the services of
U.S. private enterprise).

1l1. Local Currencies

a. Recipient Contributions
(FAA Secs. 612(b), 636(h)): Describe
steps taken to assure that, to the maximum
extent possible, the country is
contributing local currencies to meet the
cost of contractual and other services,
and foreign currencies owned by the U.S.
are utilized in lieu of dollars.

b. U.S8.-Owned Currency (FAA
Sec. 612(d)): Does the U.S. own excess
foreign currency of the country and, if
so, what arrangements have been made for
its release?

C. 6Beparate Account (FY 1993
Appropriations Act Sec. 571). If
assistance is furnished to a foreign
government under arrangements which result
in the generation of local currencies:

(1) Has A.I.D. (a)
required that local currencies be
deposited in a separate account
established by the recipient government,
(b) entered into an agreement vith that
government providing the amount of local
currencies to be generated and the terms
and conditions under which the currencies
so deposited may be utilized, and (c)
established by agreement the
responsibilities of A.I.D. and that
government to monitor and account for
deposits into and disbursements from the
separate account?

See A,2, above,

The Coeoperatiing Country will
contribute in cash or “in kind"
the equivalent of U.S.
$7,000,000 for the project.
This is additional to any

costs borne by cooperating
Thai* private sector partners

to a project transaction.

No

N/

\Lk\.?
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(2) Will such local
currencies, or an equivalent amount of
local currencies, be used only to carry
out the purposes of the DA or ESF chapters
of the FAA (depending on which chapter is
the source of the assistance) or for the
administrative requirements of the United
States Government?

(3) Has A.I.D. taken all
appropriate steps to ensure that the
equivalent of local currencies disbursed
from the separate account are used for the
agreed purposes?

(4) If assistance is
terminated to a country, will any
unencumbered balances of funds remaining
in a separate account be disposed of for
purposes agreed to by the recipient
government and the United States
Government? '

12. Trade Restrictions

a. Burplus Commodities’ (FY 1993
Appropriations Act Sec. 520(a)): If
assistance is for the production of any
commodity for export, is the commodity
likely to be in surplus on world markets
at the time the resulting productive
capacity becomes operative, and is such
assistance likely to cause substantial
injury to U.S. producers of the same,
similar or competing commodity?

b. Textiles (Lautenberg
Amendment) (FY 1993 Appropriations Act
Sec. 520(c)): Will the assistance (except
for programs in Caribbean Basin Initiative
countries under U.S. Tariff Schedule
"Section 807," which allows reduced
tariffs on articles assembled abroad from
U.S.-made components) be used directly to
procure feasibility studies,
prefeasibility studies, or project
profiles of potential investment in, or to
assist the establishment of facilities
specifically designed for, the manufacture
for export to the United States or to
third country markets in direct
competition with U.s. exports, of

Assistance for a. Surplus
Commodities or b, Textiles

activities subject to thes:

trade restrictions will be
prohfibited
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textiles, apparel, footwear, handbags,
flat goods (such as wallets or coin purses
worn on the person), work gloves or
leather wearing apparel?

13. Tropical Forests (FY 1991
Appropriations Act Sec. 533(c) (3) (as
referenced in section 532(d) of the FY
1993 Appropriations Act): Will funds be
used for any program, project or activity
which would (a) result in any significant.
loss of tropical forests, or (b) involve
industrial timber extraction in primary
tropical forest areas?

14. PVO Assistance

a. Auditing and registration
(FY 1993 Appropriations Act Sec. 536): If
assistance is being made available to a
PVO, has that organization provided upon
timely request any document, file, or
record necessary to the auditing
requirements of A.I.D., and is the PVO
registered with A.I.D.? ’

b. Funding sources (FY 1993
Appropriations Act, Title II, under
heading "Private and Voluntary
Organizations"): If assistance is to be
made to a United States PVO (other than a
cooperative development organization),
does it obtain at least 20 percent of its
total annual funding for international
activities from sources other than the
United States Government?

15. Project Agreement Documentation
(State Authorization Sec. 139 (as
interpreted by conference report)): Has
confirmation of the date of signing of the
project agreement, including the amount
involved, been cabled to State L/T and
A.I.D. LEG within 60 days of the
agreement's entry into force with respect
to the United States, and has the full
text of the agreement been pouched to
those same offices? (See Handbook 3,
Appendix 6G for agreements covered by this
provision).

No

No

N/A

N/A

-N/A. Since planned A.1.D"

LOP funding is less than
$25 million, this reporting-
requirement is inapplicable
at this time

=
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16. Metric Bystem (Omnibus Trade and
Competitiveness Act of 1988 Sec. 5164, as
interpreted by conference report, amending
Metric Conversion Act of 1975 Sec. 2, and
as implemented through A.I.D. policy):
Does the assistance activity use the
metric system of measurement in its
procurements, grants, and other
business-related activities, except to the
extent that such use is impractical or is
likely to cause significant inefficiencies
or loss of markets to United States firms?
Are bulk purchases usually to be made in
metric, and are components, subassemblies,
and semi-fabricated materials to be
specified in metric units when
economically available and technically
adequate? Will A.I.D. specifications use
metric units of measure from the earliest
programmatic stages, and from the earliest
documentation of the assistance processes
(for example, project papers) involving
quantifiable measurements (length, area,
volume, capacity, mass and weight),
through the implementation stage?

17. Women in Development (FY 1993
Appropriations Act, Title II, under
heading "Women in Development"): Will
assistance be designed so that the
percentage of women participants will be
demonstrably increased?

18. Regional and Multilateral
Assistance (FAA Sec. 209): Is assistance
more efficiently and effectively provided
through regional or multilateral
organizations? If so, why is assistance
not so provided? Information and
conclusions on whether assistance will
encourage developing countries to
cooperate in regional development
programs.

19. Abortions (FY 1993
Appropriations Act, Title II, under
heading "Population,’ DA," and Sec. 524):

To the maximum extent feasible
metric measurements will be
included in procurements,
grants and other project
activities

No specific project activities
are directed at women-owned
businesses, either in Thailand
or in the U.S,; however, efforts
will be made to ensure project
actiyities are widely publicized
so that interested women-owned
businesses can participate.

N/A
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a. Will assistance be made
-vailable to any organization or program
~-hich, as determined by the President,
cupports or participates in the management
wf a program of coercive abortion or
‘nvoluntary sterilization?

b. Will any funds be used to
_obby for abortion?

20. Cooperatives (FAA Sec. 111):
Wwill assistance help develop cooperatives,
especially by technical assistance, to
assist rural and urban poor to help
themselves toward a better life?

21. U.s.-Owned Foreign Currencies

a. Use of currencies (FAA Secs.
612 (b), 636(h); FY 1993 Appropriations Act
Secs. 507, 509): Are steps being taken to
assure that, to the maximum extent
possible, foreign currencies owned by the
U.S. are utilized in lieu of dollars to
meet the cost of contractual and other
services.

b. Release of currencies (FAA
Sec. 612(d)): Does the U.S. own excess
foreign currency of the country and, if
so, what arrangements have been made for
its release?

22. Procurement

a. 6mall business (FAA Sec.
602(a)): Are there arrangements to permit
U.S. small business to participate
equitably in the furnishing of commodities
and services financed?

b. U.8. procurement (FAA Sec.
604 (a) as amended by section 597 of the FY
1993 Appropriations Act): Will all
procurement be from the U.S., the
recipient country, or developing countries
except as otherwise determined in
accordance with the criteria of this
section?

No

No

N/A

N/A

No

Limited procurement will take
place; U.S. procurement will
be fully advertised in L
accordance with A.I.D. policy

Yes

d.[\
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C. Marine insurance (FAA Sec.
604(d)): If the cooperating country
discriminates against marine insurance
companies authorized to do business in the
U.S., will commodities be insured in the
United States against marine risk with
such a company?

d. Non-U.8. agricultural
procurement (FAA Sec. 604(e)): If
non-U.S. procurement of agricultural
commodity or product thereof is to be
financed, is there provision against such
procurement when the domestic price of
such commodity is less than parity?
(Exception where commodity financed could
not reasonably be procured in U.S.)

e. Construction or engineering
services (FAA Sec. 604(g)): Will
construction or engineering services be
procured from firms of advanced developing
countries which are otherwise eligible
under Code 941 and which have attained a
competitive capability in international
markets in one of these areas? (Exception
for those countries which receive direct
economic assistance under the FAA and
permit United States firms to compete for
construction or engineering services
financed from assistance programs of these
countries.)

f. Cargo preference shipping
(FAA Sec. 603)): 1Is the shipping excluded
from compliance with the requirement in
section 901 (b) of the Merchant Marine Act
of 1936, as amended, that at least
50 percent of the gross tonnage of
commodities (computed separately for dry
bulk carriers, dry cargo liners, and
tankers) financed shall be transported on
privately owned U.S. flag commercial
vessels to the extent such vessels are
available at fair and reasonable rates?

g. Technical assistance
(FAA Sec. 621(a)): If technical
assistance is financed, will such
assistance be furnished by private
enterprise on a contract basis to the
fullest extent practicable? Will the

N/A

N/A

N/A

No

Yes
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facilities and resources of other Federal
agencies be utilized, when they are
particularly sultable, not conmpetitive
with private enterprise, and made
available without undue interference with
domestic programs?

h. U.B8. air carriers
(International Air Transportation Fair
Competitive Practices Act, 1974): If air
transportation of persons or property is
financed on grant basis, will U.S.
carriers be used to the extent such
service is available?

i. Termination for convenience
of U.8. Government (FY 1993 Appropriations
Act Sec. 504): If the U.S. Government is
a party to a contract for procurement
does the contract contain a provision
authorizing termination of such contract
for the convenience of the United States?

j. Consulting services

(FY 1993 Approprlatlons Act Sec. J23) If
assistance is for consulting service
through procurement contract pursuant to 5
U.S.C. 3109, are contract expenditures a
matter of public record and available for
public inspection (unless otherwise
provided by law or Executive order)?

k. Metric conversion
(Omnibus Trade and Competitiveness Act of
1988, as interpreted by conference report,
amendlng Metric Conversion Act of 1975
Sec. 2, and as implemented through A.I.D.
policy): Does the assistance program use
the metric system of measurement in its
procurements, grants, and other
business-related activities, except to the
extent that such use is impractical or is
likely to cause significant inefficiencies
or loss of markets to United States firms?
Are bulk purchases usually to be made in
metric, and are components, subassemblies,
and semi-fabricated materials to be:
specified in metric units when
economically available and technlcally
adequate? Will A.I.D. specifications use
metric units of measure from the earliest
progranmmatic stages, and from the earliest

Yes

Yes

Such a provision will be
included in all A.I.D. direct
contracts

N/A

To the maximum extent feasible,

metric measurements will be

included in all procurem=nts,
grants and other-agprcp; iate
projgct activities.

V9
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documentation of the assistance processes
(for example, project papers) involving
quantifiable measurements (length, area,
volume, capacity, mass and weight),
through the implementation stage?

l. Competitive Belection
Procedures (FAA Sec. 601(e)): Will the
assistance utilize competitive selection
procedures for the awarding of contracts,
except where applicable procurement rules
allow otherwise?

23. Construction

a. Capital project (FAA Sec.
601(d)): If capital (e.q., construction)
project, will U.S. engineering and
professional services be used?

b. Construction contract (FAA
Sec. 611(c)): If contracts ‘for
construction are to be financed, will they
be let on a competitive basis to maximum
extent practicable?

c. Large projects,
Congressional approval (FAA Sec. 620(k)):
If for construction of productive
enterprise, will aggregate value of
assistance to be furnished by the U.S. not
exceed $100 million (except for productive
enterprises in Egypt that were described
in the Congressional Presentation), or
does assistance have the express approval
of Congress?

24. U.B. Audit Rights (FAA Sec.
301(d)): If fund is established solely by
U.S. contributions and administered by an
international organization, does
Comptroller General have audit rights?

25. Communist Assgistance (FAA Sec.
620(h). Do arrangements exist to insure
that United States foreign aid is not used
in a manner which, contrary to the best
interests of the United States, promotes
or assists the foreign aid projects or
activities of the Communist-bloc
countries?

Yes

N/A. This is not a
construction project

N/A

Yes



_12_
26. Narcotics

a. Cash reimbursements (FAA
Sec. 483): Will arrangements rreclude use
of financing to maxe reimburse:..znts, in
the form of cash payments, to persons
whose illicit drug crops are eradicategd?

b. Assistance to narcotics
traffickers (FAA Sec. 487): Will
arrangements take "all reasonable steps"
to preclude use of firancing to or through
individuals or entities which we know or
have reason to believe have either: (1)
been convicted of a violation of any law
or regulation of the United States cr a
foreign country relating to narcotics (or
other controlled substances); or (2) been
an illicit trafficker in, or otherwise
involved in the illicit trafficking of,
any such controlled substance?

27. Expropriation and Land Reform
(FAA Sec. 620(g)): Will assistance
preclude use of financing to compensate
owners for expropriated or nationalized
property, except to ccmpensate fcreaign
nationals in accordance with a land reform
program certified by the President?

28. Police and Prisons (Fax Sec.
660): Will assistance preclude use of
financing .o provide training, advice, or
any financial support fer police, prisons,
or other law enforcemeznt forces, except
for narcotics programs?

29. CIA Activities (FAA Sec. 662):
Will assistance preclude use of financing
for CIA activities?

30. Motor Vehicles (FAA Sec.
636(1)): Will assistance preclude use of
financing for purchase, sale, long-term
lease, exchange or guaranty of the sale of
motor vehicles manufactured outside U.S.,
unless a waiver is obtained?

Yes

Yes

Yes

Yes

Yes

Yes

/';
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31. Military Personnel (FY 1993
Appropriations Act Sec. 503): Will
assistance preclude use of financing to
pay pensions, annuities, retirement pay,
or adjusted service compensation for prior
or current military personnel?

32. Payment of U.N. Assessments (FY
1993 Appropriations Act Sec. 505): Wwill
assistance preclude use of financing to
pay U.N. assessments, arrearages or dues?

33. Multilateral oOrganization
Lending (FY 1993 Appropriations Act Sec.
506): Will assistance preclude use of
financing to carry out provisions of FaA
section 209(d) (transfer of FAA funds to
multilateral organizations for lending)?

34. Export of Nuclear Resources (FY
1993 Appropriations Act Sec. 510): Will
assistance preclude use of financing to
finance the export of nuclear equipment,
fuel, or technology?

35. Repression of Population (FY
1993 Appropriations Act Sec. 511): Will
assistance preclude use of financing for
the purpose of aiding the efforts of the
government of such country to repress the
legitimate rights of the population of
such country contrary to the Universal
Declaration of Human Rights?

36. Publicity or Propaganda (FY 1993
Appropriations Act Sec. 516): Will
assistance be used for publicity or
propaganda purposes designed to support or
defeat legislation pending before
Congress, to influence in any way the
outcome of a political election in the
United States, or for any publicity or
propaganda purposes not authorized by
Congress?

Yes

Yes

Yes

Yes

Yes

No



37. Marine Insurance (FY 1993
Appropriations Act Sec. 560): Will any
A.I.D. contract and solicitation, and
subcontract entered into under such
contract, include a clause requiring that
U.S. marine insurance companies have a
fair opportunity to bid for marine
insurance when such insurance is necessary
or appropriate?

38. Exchange for Prohibited Act (FY
1993 Appropriations Act Sec. 565): Will
any assistance be provided to any foreign
government (including any instrumentality
or agency thereof), foreign person, or
United States person in exchange for that
foreign government or person undertaking
any action which is, if carried out by the
United States Government, a United States
official or employee, expressly prohibited
by a provision of United States law?

39. Cormritment of Funds (FAA Sec.
635(h)): Dces a contract or agreement
entail a commitment for the expenditure of
funds during a period in excess of:5 years
from the date of the contract or
agreement?

40. TITzpact on U.8. Jobs (FY 1993
Appropri.tions Act, Sec. 599):

(a) Will any financial
incentive be provided to a business
located in the U.S. for the purpose of
inducing that business to relocate outside
the U.S. in a manner that would likely
reduce the number of U.S. employees of
that kusiness?

(b) Will assistance be provided
for the purpose of establishing or
developing an export processing zone or
designated area in whic!. the country's
tax, tariff, labor, environment, and
safety laws do not apply? If so, has the
President determined and certified that
such assistance is not likely to cause a
loss of jobs within the U.S.?

Yes

No

No

No. (See Annex L)

No. (See Annex L)
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(c) Will assistance be provided
for a project or activity that contributes
to the violation of internationally
recognized workers rights, as defined in
section 502(a) (4) of the Trade Act of
1974, of workers in the recipient country?

CRITERIA APPLICABLE TO DEVELOPMENT
ASSISTANCE ONLY :

1. Agricultural Exports (Bumpers
Amendment) (FY 1993 Appropriations Act
Sec. 521(b), as interpreted by conference
report for original enactment): 1If
assistance is for agricultural development
activities (specifically, any testing or
breeding feasibility study, variety
improvement or introduction, consultancy,
publication, conference, or training), are
such activities: (1) specifically and
principally designed to increase
agricultural exports by the host country
to a country other than the United States,
where the export would lead to direct
competition in that third country with
exports of a similar commodity grown or
produced in the United States, and can the
activities reasonably be expected to cause
substantial injury to U.S. exporters of a
similar agricultural commodity; or (2) in
support of research that is intended
primarily to benefit U.S. producers?

2. Tied Aid Credits (FY 1993
Appropriations Act, Title II, under
heading "Economic Support Fund"): Wwill DA
funds be used for tied aid credits?

3. Appropriate Technology (FAA Sec.
107): Is special emphasis placed on use -
of appropriate technology (defined as
relatively smaller, cost-saving,
labor-using technologies that are
generally most appropriate for the small
farms, small businesses, and small incomes
of the poor)?

No. (See Annex L)

N/A

No

This project does not
involve the provision
of appropriate
technology as so
defined.

VY
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4. Indigenous Needs and Resources

(FAA Sec. 281(b)): Describte extent to
vhich the activity recognizes the
carticular needs, desires, and capacities
cf the people of the country; utilizes the
country's intellectual resources to
. encourage institutional development; and
supports civic education and training in
skills required for effective
~participation in governmental and
political processes essential to
self-govern=ent.

5. Economic Development (FAA Sec.
101(a)): Does the activity give
reasonable promise of contributing to the
tdevelopment of economic resources, or to
the increase of productive capacities and
self-sustaining economic growth?

6. §&pecial Development Emphases
‘Secs. 102(b), 113, 281(a)): Describe
exXtent to which activity will: (a)
‘effectively invelve  the poor in
development by extending access to economy
at local level, increasing labor-intensive
production and the use of appropriate
technology, dispersing investment from
cities to small towns and rural areas, and
insuring wide participation of the poor in
‘the benefits of development on a sustained
basis, using arpropriate U.S.
institutions; (b) encourage democratic
private and local governmental
institutions; (c) support the self-help
efforts of developing countries; (d)
promote the participation of women in the
national econcrties of developing countries
and the improvement of women's status; and
(e) utilize and encourage regional
cooperation by developing countries.

(FAA

7. Recipient Ccuntry Contribution
(FAA Secs. 110, 124(d)): Will the
recipient country provide at least 25
percent of the costs of the program, ‘
project, or activity with respect to which
the assistance is to be furnished (or is
the latter cost-sharing rsg:irement being
waived for a "relatively least developed"
country)?

This project will help contain
the rapidly spreading HIV/: " S
er’Zznic; better manage zn:
‘zplement Thailand's envircnment-
al planning in dealing with natural
resources and urban and industrial

polluticr.

Yes. The direct beneficiaries of
the project will be Thai,
pricipally living outsicz of
BangkoR who will benefit from the
containment of the HIV/AID
epidemic; improvedmanagement of
Thailand's natural resources and
the environment: and from the
technical assistznce, training
and technology tr:znsfer that will
stimulate the creation of jobs and
raise incomes.

The project will address "equizv

in develcpment" issues by providing
technical training and technolcugy
transfer which wiil improve employ-
ment and earning potential for
workers in emerging high growth
industries in Thailand. .

Yes
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8. Benefit to Poor Majority (FAA
Sec. 128(b)): If the activity attempts to
increase the institutional capabilities of
private organizations or the government of
the country, or if it attempts to
stimulate scientific and technological
research, has it been designed and will it
be monitored to ensure that the ultimate
beneficiaries are the poor majority?

9. Abortions (FAA Sec. 104(f); FY
1993 Appropriations Act, Title II, under
heading "Population, DA," and Sec. 534):

a. Are any of the funds to be
used for the performance of abortions as a
method of family planning or to motivate
Or coerce any person to practice
abortions?

b. Are any of the funds to be
used to pay for the performance of
involuntary sterilization as a method of
family planning or to coerce or provide
any financial incentive to any person to
undergo sterilizations? -

C. Are any of the funds to be
made available to any organization or
program which, as determined by the
President, supports or participates in the
management of a program of coercive
abortion or involuntary sterilization?

d. Will funds be made available
only to voluntary family planning projects
which offer, either directly or through
referral to, or information about access
to, a broad range of family planning
methods and services?

e. In awarding grants for
natural family planning, will any
applicant be discriminated against because
of such applicant's religious or
conscientious commitment to offer only
natural family planning?

f. Are any of the funds to be
used to pay for any biomedical resear-h
which relates, in whole or in part, to

N/A

No

No

No

N/A

N/A

N/A
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methods of, or the perfcrmance of,
abortions or involuntary sterilization as
a means of family planning?

g. Are any of the funds to be
made available to any organization if the
President certifies that the use of these
funds by such organization would violate
any of the above provisions related to
abortions and involuntary sterilization?

1. Contrzct Awards (FAA Sec.
601(e)): Will the project utilize
competitive selection procedures for the
awarding of contracts, except where
applicible procurement rules allow
otherwise?

11. Disadvantaged Enterprises (FY
1993 Appropriaticns asct Sec. 563): What
portion of the funds will be available
only for activities of economically and
socially disadvantaged enterprises,
historically black colleges and )
universities, collejes and universities
having a student body in which more than
40 percent of the students are Hisoanic
Americans, and private andé -volunt:. i
organizations which are cor:rcllec by
individuals who are black Americans,
Hispanic Americans, or Native Americans,
or who zre economically or socially
disadvantaged (including women)?

12. Biological Diversity (FAA Sec.
119(g): Will the assistance: (a) support
training and education efforts which -
improve the capacity of recipient
countries to prevent loss of biological
diversity; (b) be provided under a
long-term agreement in which the recipient
country agrees to protect ecosystems or
other wildlife habitat:; (c; support
efforts to identify and survey ecosystems
in recipient countries worthy of
protecti-n; or (d) by &ny direct or
indirect :2ans significantly degrade
national parks or similar protected areas
or introduce exotic plants or animals intc
such areas?

N/A

Yes

Any contract issued under the
project will require that 10% of
all subcontracting activities

be placed with such
disadvantaged entities

In management of natural resources
and the environment, USAID will
work with the RT3 2nd an array

of Thai NGOs to support activities
such as the.Northern Thail: 3

Upper Watershed project, - ‘-h seeks
integrated solutions to rehz:ilitate

-vital watershed areas. USAID will

also promote U.S.-Thai linkages on
critical Thai environmental issues
of¢ water waste treatment, selid
waste managerment and the major
environmental and public health
issue of Hazardous waste
collection and disposal,

H
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13. Tropical Forests (FAA Sec. 118;:
FY 1991 Appropriations Act Sec. 533(c) as -
referenced in section 532(d) of the FY
1593 Appropriations Act):

a. A.I.D. Regulation 16: Does
the assistance comply with the
.environmental procedures set forth in
A.I.D. Regulation 16?

b. Conservation: Does the
assistance place a high priority on
conservation and sustainable management of
tropical forests? Specifically, does the
assistance, to the fullest extent
feasible: (1) stress the importance of
conserving and sustainably managing forest
resources; (2) support activities which
offer employment and income alternatives
to those who otherwise would cause
destruction and loss of forests, and help
countries identify and implement
alternatives to colonizing forested areas;
(3) support training programs, educational
efforts, and the establishment or
strengthening of institutions to improve
forest management; (4) help end
destructive slash-and-burn agriculture by
supporting stable and productive farming
practices; (5) help conserve forests
which have not yet been degraded by
helping to increase production on lands
already cleared or degraded; (6) conserve
forested watersheds and rehabilitate those
which have been deforested; (7) support
training, research, and other actions
which lead to sustainable and more
environmentally sound practices for timber
harvesting, removal, and processing; (8)
support research to expand knowledge of
tropical forests and identify alternatives
which will prevent fcrest destruction,
loss, or degradation; (9) conserve
biological diversity in forest areas by
supporting efforts to identify, establish,
and maintain a representative network of
protected tropical forest ecosystems on a
worldwide basis, by making the
establishment of protected areas a
condition of support for activities
involving forest clearance or degradation,

Yes, See Project Paper .Annex F

See 12., above. The project's
environmental activities will
take place primarily in
secondary and smaller cities

V!
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and by helping to identify tropical forest
ecosystems and species in need of
protection and establish ar3 :aintain
approprlate protected areas; (10) seek to
increase the awareness of U.S. Government
agencies and other donors of the immediate
and long-term value of tropical forests;
(11) utilize the resources and abilities
of all relevant U.S. government agencies;
(22) be rkased upon careful anaiysis of the
alternatives available tc achieve the best
sustainable use of thke lard: --d (13)
take full account of the envir.amental
impacts of the proposed activities on
biological diversity?

C. Forest degradation: Will
assistance be used for: (1) the
procurement or use of _:>ggir3s equipment,
unless an environmenta} asc: sment
indicates thrat all tirzsr harvestiing
operatlons involved will be .conduc:ed in
an environmentally sound manner and that
the proposed activi-y will produce
positive economic benefits and sustainakble
forest manag. —~ent systems; (2) actions
which «will significantly degrade natlonal
parks or similar protected areas wrich
contain tropical forests, or intrcduce
exotic plants or zr._.mals into such areas;
(3) activities whici would result in the
conversion of forest lands to the rearing
of livestock; (4) the construction,
upgrading, or maintenance of roads
(including temporary haul roads for
logging or other extractive industries)
which pass through relatively undergraded
forest lands; (5) the cclonization of
forest lands; cor (6) the construction of
dams or other water control structures
which flood relatively undergraded forest
lands, unless with respect to each such
activity an environmental assessment
indicates that the a-tivity will
contribute signifizz . z:. directly to
improving the livelinhccd of the rural poor
and will be conducted in an
environmentally sound manner which
supports sustainable cevelcprment?

See 12., above.

\2
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d. B8ustainable forestry: 1If
assistance relates to tropical forests,
will project assist countries in
developing a systematic analysis of the
appropriate use of their total tropical
forest resources, with the goal of
developing a national program for
sustainable forestry?

e. Environmental impact
statements: Will funds be made available
in accordance with provisions of FAA
Section 117(c) and applicable A.I.D.
regulations requiring an environmental
impact statement for activities
significantly affecting the environment?

14. Energy (FY 1991 Appropriations
Act Sec. 533(c) as referenced in section
532(d) of the FY 1993 Appropriations Act):
If assistance relates to energy, will such
assistance focus on: (a) end-use energy
efficiency, least-cost energy planning,
and renewable energy resources, and (b)
the key countries where assistance would
have the greatest impact on reducing
emissions from greenhouse gases?

15. Debt-for-Nature Exchange’ (FAA
Sec. 463): If project will finance a
debt-for-nature exchange, describe how the
exchange will support protection of: (a)
the world's oceans and atmosphere, (b)
animal and plant species, and (c) parks
and reserves; or describe how the exchange
will promote: (d) natural resource
management, (e) local conservation
programs, (f) conservation training
programs, (g) public commitment to
conservation, (h) land and ecosystem
management, and (i) regenerative
approaches in farming, forestry, fishing,
and watershed management.

16. Deobligation/Reobligation
(FY 1993 Appropriations Act Sec. 515): If
deob/reob authority is sought to be
exercised in the provision of Da
assistance, are the funds being obligated
for the same general purpose, and for
countries within the same region as

N/A

Yes

N/A

N/A

N/A
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criginally obligated, and have the House
and Senate Appropriations Committees been
properly notified?

17. Loans

a. Repayment capacity (FAA Sec.
122(b)): Information and conclusion on
capacity of the country to repay the loan
at a reascnable rate of interest..

: b. Long-range plans (FAA Sec.
122(b)): Does the activity give
reasonable promise of assisting long-range
plans and programs designed to develop
economic resources and increase productive
capacities?

c. Interest rate (FAA Sec.
122(b)): If development loan is repayable
in dollars, is interest rate at least 2
percent per annum during a grace period
vhich is not to exceed ten years, and at
least 3 percent per annum thereafter?

d. Exports to United sStates
(FAA Sec. 620(d)): 1If assistance is for
any productive enterprise which will
compete with U.S. er-terprises, is there an
agreenent by the recipient country to
prevent export to the U.S. of more than 20
percent of the enterprise's annual
production during the life of the loan, or
has the requirement to enter into such an
agreement been waived by the President
because of a national security interest?

18. Development Objectives (FAA
Secs. 102(a), 111, 113, 281(a)): Extent
to which activity will: (1) effectively
involve the poor in deévelopment, by
exranding access to economy at local
level, increasing labor-intersive
production and the use of appropriate
technology, spreading investment out from
cities to small towns and rural areas, and
insuring wide participation of the poor in
the benefits of development on a sustained
basis, using the appropriate U.S.
institutions; (2) help develop
cooperatives, especially by technical

N/A. This is a grant-
funded activity.

The Partnership's activities will
be focused on critical Thai
development issues, mainly in the
poorer regions of the country.
The five-year $20 million project
will develcp sustainable activities
between the U.S. and Thailand
that will: slow the spread of the
HIV/AIDs epidemic and improve
management o7 natural resources
and the environment.

/) )
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assistanrce, to assist rural and urban poor
to help themselves toward better life, and
otherwise encourage democratic private and
local governmental institutions; (3)
support the self-help efforts of
developing countries; (4) promote the
participation of women in the national
economies »f developing countries and the
improvement of women's status; and (5)
utilize and encourage regional cooperation
by developing countries?

19. Agriculture, Rural Devalopment
and Nutrition, and Agricultural Research
(FAA Secs. 103 and 1034):

a. Rural poor and small
farmers: If assistance is being made
available for agriculture, rural
development or nutrition, describe extent
to which activity is specifically designed
to increase productivity and income of
rural poor; or if assistance is being
made available for agricultural research,
has account been taken of the needs of
small farmers, and extensive use of field
testing to adapt basic research to local
conditions shall be made.

b. Nutrition: Describe extent
to which assistance is used in
coordination with efforts carried out
under FAA Section 104 (Population and
Health) to help improve nutrition of the
people of developing countries through
encouragement of increased production of
crops with greater nutritional value;
improvement of pPlanning, research, and
education with respect to nutrition,
particularly with reference to improvement
and expanded use of indigenously produced
foodstuffs; and the undertaking of pilot
or demonstration programs explicitly
addressing the problem of malnutrition of
poor and vulnerable people.

C. Food security: Describe
extent to which activity increases
national food security by improving food
policies and management and by
strengthening national food reserves, with
particular concern for the needs of the

In the management of natural
resources and the environment,
project will support activities
such as the Northern Thailand
Upper Watershed project, which
seeks integrated solutions to
rehabilitate vital watershed
areas.

N/A

N/A
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poor, through measures encouraging
domestic production, building national
food reserves, expanding available storage
facilities, *educ1ng post harvest food
losses, and improving food distribution.

20. Population and Eealth (FAA Secs.
104(b) and (c)): 1If assistance is being
made available for population or health

activities, describe extent to which
activity emphasizes low- -cost, integrated .
delivery systems for health, nu-:-iticn and

familv plinning for the poorest people,
with particular attention to the needs of
rothers and young children, using
paramedical and auxiliary medical
personnel, clinics and health posts,
commercial dlstrlbut;c- systems, and other
modes of community ocutreach.

21. Education and Human Resources
Development (FAA Sec. 105): If-assistance
is being made available fcr education,
public administration, or human resource
development, describe (a) extent to which
activity strengthens nonformal educatlon,
makes formal education more relevant,
especially for rural families and urbzan
poor, and strengthens rznagement
capability of institut::ns enabling the
poor to participate in development; z-=d
(b) ext=nt to which assistance crovides
advanced education and -rr’“lng of people
of developing countries in such
dlSClpllneS as are required for planning
and irplementation of public znd private
develcpment activities.

*". Energy, Private Voluntary
Organi.ations, ard Belected Development
Activities (FAA Sec. 106): If essistance
is being made available for energy,
private voluntary organizations. and
selected development problems, describe
extent to which activity is:

a. concerned with data
collection and arzlysis, the training of
skilled personnel, research on and
development of suitable energy sources,
and pilot projects to test new methods of
energy productizn; and facilitative of

is project will help slow the

ead of the HIV/AIDS epidemic
a a'gn oriority of the RTG.
Recent projections indicate
that up to 4 million Thais will be
infected by the year 2000, at a
cost of $9 billion to the Thai
economy in health care and lost
production. UZAID proposes to
cost share with the RTG Office
of the Prime Minister of an HIV/
AIDS activity that will fund
joint U.S.-Thai policy workshops

_research studies and evaluations.

The project will increase skills
and job opportunities as well as
alleviate critical shortages of
sRi1led workers. It will provice
technical training and tecrinology
transfer that w111 improve
EavlritoLlT ‘al for workers

n emerging. h.gn ~rowth industries
in Thailand,

The project wil] work with Thai
NGGBs to deyelop self-sustaining
HIW/AIDS “Education in the
WorRpiace"™ Programs,

N/A. This project is not especially
focused in this area.
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research on and development and use of
small-scale, decentralized, renewable
energy sources for rural areas,
enphasizing development of energy
resources which are environmentally
acceptable and require minimum capital
investment;

b. concerned with technical
cooperation and development, especially
with U.S. private and voluntary, or
regional and international development,
organizations;

C. research into, and
evaluation of, economic development
processes and techniques;

d. reconstruction after
or manmade disaster and programs of
disaster preparedness;

natural-

e. for special development
problems, and to enable proper utilization
of infrastructure and related projects
funded with earlier U.S. assistance;

f. for urban development,
especially small, labor-intensive
enterprises, marketing systems for small
producers, and financial or other
institutions to help urban poor
participate in economic and social
development.

23. Capital Projects (Jobs Through
Export Act of 1992, Secs. 303 and 306(d)):
If assistance is being provided for a
capital project, is the project
developmentally sound and will the
measurably alleviate the worst
manifestations of poverty or directly
promote environmental safety and
sustainability at the community level?

project

CRITERIA APPLICABLE TO ECONOMIC SUPPORT
FUNDS ONLY

l. Economic and Political Stability
(FAA Sec. 531(a)): Will this assistance
promote economic and political stability?

The| partnership represents an
advanced developing country
strategy that will focus U.S.
expertise, know-how and technology
on critical Thai development
issues

A11 activittes will place emphasis
on collaboration with the RTG in
identifying critical development
issues, prior to engaging U.S.
expertise and seeking tangible
outputs,

The Partnership will support U.S.-
That transactions addressing Thai
development issues; creating Thai
institutional, capability; engaging
Y.S, Rnowhow , expertise and
technology; Jeveraging non-USAID
funding; and defining sources of
future evenue.

With respect to U.S.-Thai 1inkages
on critical Thai environmental
issues of waste water management
and waste collection and disposal,
these activities will take place
mainly- in the sectondary and
smaller cities.

NJA

N/A
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To the maximum extent feasible, is this
assistance consistent with the policy

directions, purposes, and programs of Part.

I of the FAA?

2. Military Purposes (FAA Sec.
531(e)): Will this assistance ke used for
military or paramilitary purposes?

3. Commodity Grants/Separate
Accounts (FAA Sec. 609): If commodities
are to be granted so that sale prcceeds
will accrue to the recipient country, have
Special Account (counterpart) arrangements
been made? (For FY 1993, this provision
is superseded by the separate account
requirements of FY 19¢2 Appropriations Act
Sec. 571(a), see Sec. 571(a) (5).)

4. Generation and Use of Local
Currencies (FAA Sec. 531(d)): Will ESF
funds made available for commodity import
programs or other program assistance be
used to generate local currencies? If so,
will at least 50 percent of such local
currencies be available to support
activities consistent with the objectives
of FAA sections 103 through 1067? (For FY
1993, this provision is superseded by the
separate account requirements of FY 1993
Appropriations Act Sec. 571(a), see Sec.
571(a) (5).)

5. Cash Transfer Requirements (FY
1993 Appropriations Act, Title II, under
heading "Economic Support Fund," and Sec.
571(b)). 1If assistance is in the form of
a cash transfer:

a. BSerzarate account: Are all
such cash payments to be maintained by the
ceuintry in a separate account and not to
be commingled with any other funds?

b. Local currencies: Will all
local currencies that may ke cenerated
with funds provided as a cash transfer to
such a country also be deposited in a
special account, and has A.I.D. entered
into an agreement with that government
setting forth the amount of the local
currencies to be generated, the terms and

N/A

N/A

N/A

N/A

N/A

N/A
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conditions under which they are to be
used, and the responsibilities of A.I.D.
and that government to monitor and account
for deposits and disbursements?

€. U.8. Government use of local
currencies: Will all such local
currencies also be made available to the
U.S. government as the U.S. determines
necessary for the requirements of *he U.S.
Government, or to carry out development
assistance (including DFA) or ESF
purposes?

d. Congressicnal notice: Has
Congress received prior notification
providing in detail how the funds will be
used, including the U.S. interests that
will be served by the assistance, and, as
appropriate, the economic policy reforms
that will be promoted by the cash transfer
assistance?

6. Capital Projects (Jobs Through
Exports 2ct of 1992, Sec. 306, FY 1993
Appropriations Act, Sec. 595): If
assistance is being provided for a capital
project, will the project be
developmentally-sound and sustainable,
i.e., one that is (a) environmentally
sustainable, (b) within the financial
capacity of the government or recipient to
maintain from its own resources, and (c)
responsive to a significant development
priority initiated by the country to which
assistance is being provided. (Please
note the definition of "capital project
contained in section 595 of the FY 1993
Appropriations Act.)

DRAFTER:GC/LP:BLester:1/21/93:checkl

N/A

N/A

N/A



-ANNEX J

WHY THE PARTNERSHIP IS GOOD FOR DEVELOPMENT

The Partnership Project represents a major shift in USAID's
traditional approach to providing development assistance
because USAID.will neither-finance nor manage Partnership
activities.” Instead, the Partnership Project, using small
amounts of seed money, will act as a catalyst to induce U.S.
and Thai partners to undertake developmentally significant
activities with their own resources and energies. Although
USAID will bring comparatively few resources to the table,
the Partnership strategy is likely to result in far greater
impact per unit of expenditure than traditional assistance
approaches. The Partnership should be viewed as an important
pilot-demonstration of how to engage the full array of U.S.
and Thai public, private, NGO, and university capabilities
and resources against urgent Thai development priorities.

The Partnership is good for Thai development for very
fundamental reasons. First, it is strateqgically focused on
urgent development issues. Second, it encourages greater
resource mobilization against the target problem areas than
would have otherwise occurred. Third, it encourages greater
resource efficiency, faster solutions, and higher quality
solutions than would otherwise have occurred. Fourth, it
encourages long-term developmental impact by its exphasis on
technology transfer, human resource development, policy
reform, institutional change, and the establishment of mutual
interest linkages with U.S. institutions. Fifth, the
pPartnership is potentially the means to achieve extremely
high developmental impact from relatively small commitments
of public resources.

STRATEGICALLY FOCUSED - The Partnership is focused on urgent
development issues that pose significant threats to
Thailand's economic prosperity and long-term well-being.
HIV/AIDS and environmental and natural resource management
pose two of the gravest threats to Thailand's future and are
at the center of the Partnership's focus. The Partnership is
also intended to promote broad-based participation in Thai
economic growth through its focus on increasing workforce
productivity.

GREATER RESOURCE MOBILIZATION - The Partnership potentially
nobilizes far greater resources against the target problem
areas than otherwise would have occurred. Many Partnership
solutions will be essentially self-financing because-of the
introduction of private sector resources and cost recovery
principles. In effect, the Partnership will promote the
privdte provision of public services by assisting Thai
authorities to identify policies and regulations that
constrain private sector participation. It is anticipated
that the Partnership will also promote the mobilization of
public, NGO, and university resources and energies against
the target problem areas as well.

W\



GREATER RESOURCE EFFICIENCY - Resources effectively allocated
against urgent development issues will tend to earn higher .
social-economic. rates. of return than they would have in their
next best alternative use. 1In addition to the gains to be'
obtained from superior resource allocation, the Partnership
can be expected to improve the efficiency of resource
utilization because of the greater involvement of private
sector management and the use of state of the art technology
and technical solutions. The Partnership will concentrate on
development issues where the U.S. has a clear comparative
advantage in providing technology and technical solutions.

FASTER SOLUTIONS - Partnership solutions are likely to be
implemented faster because of the greater likelihood of
private sector involvement and management. Implementation is
also likely to be faster because of the strategic focus of
the Partnership on key contraining factors, whether it be the
absence of regulations or necessary laws, the presence of bad
regulations or policies, or the need for key institutional
strengthening. Beyond the self-evident benefit of obtaining
faster solutions to urgent problems, quicker solutions also
translate into lower costs'and higher rates of return.

HIGHEFR. QUALITY SOLUTIONS - Partnership solutions are likely
to be of the highest quality and higher than would otherwise
have been obtained because of the large potential array of
U.S. partners from which Thailand will be able to choose.

It is expected that U.S. partners will be able to bring state
of the art technology and techniques and long years of
experience to many of problems within the Partnership's areas
of focus. 1In addition, it is anticipated that a higher
proportion of solutions are likely to involve the Thai and
U.S. private sector which can be expected to deliver higher
quality results on average than solutions obtained under more
typical development projects.

LONG-TERM DEVELOPMENT IMPACT - Partnership solutions by their
very nature stress several factors that will tend to promote
and sustain long-term development impact. The Partnership
emphasizes technology transfer, human resource development,
policy reform, institutional change, and the establishment of
mutual interest linkages with U.S. institutions. All of this
is good for future solutions as well as resolving the
immediate problem at hand. 1In the process of solving one
problem the Partnership will tend to lay the foundation for
solving others in the future. Beyond positive second and
third round effects, it is obvious that the HIV/AIDS and
environmental and natural resource management problems are
very long-term problems that must be effectively addressed as
early as possible if highly negative long-term development
impacts are to be avoided.



ANNEX K

U.S.-Thailend
Development Partnership
First Year Program

Strategy --- The:-Partnership will focus on two critical Thai
development {ssues: the spreading HIV epidemic and environmental management,
with an emphasis on environmental infrastructure. The approach will be to
address these issues with U.S. expertise, knowhow, technology and technical
assistance, as well as to structure activities in a manner that provides
sustainable solutions. The keys to the Partnership are:

*  Thal Development Problem

* U.S. Linkage

* Highly Leveraged Partnership Agreements
*  Sustainability '

HIV/AIDS --- This pandemic looms as a critical Thailand development,
as well as transnational, issue that could cripple the Thai eccnomy over the
next few years. Thai public health officials estimate as many as 400,000 to
600,000 people are currently HIV positive, with poss?bly 1,000 Thais becoming
infected every day. The more dire projections predict that 3 to 5 million
people could be infected by the year 2000. In just seven years, thare could be
320,000 1iving AIDS cases and 170,000 deaths, making AIDS one of the leading
causes of death. One of the main reasons for the quick spread of AIDS is
Thailand's sex industry, which not only serves the local population but,
through contact with foreign tourists, can also spread HIV beyond Thailand's
boundaries. To combat the spread there is an immediate need for improved
diagnostic technology, aggressive AIDS awareness and education programs, and
innovative ideas to provide young women promising jbb opportunities.

* U.S. HIV Technology Transfers $400,000

There is a need for U.S. technology for quick, inexpensive venereal
disease testing, which will enhance diagnosis and treatment of sexually
transmitted diseases (STDs), a major emphasis of the RTG AIDS action program.
USAID funds will be used for technology identification, technical assistance,
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tralning, tratning materials, and quality control. USAID has already
demonstrated- the possibility of actively engaging the private sector in the
dellvery of testing services through its collaboration with PATH, FHI énd the
Thai laboratory testing company, Bria.

*  Chambers of Commerce AIDS Alert $50,000

Cost-sharing with U.S. corporations in Thailand for the production of an
AIDS manual that will be presented to U.S. corporations in Thailand at a major
American Chamber of Commerce seminar in which the U.S. Ambassador and the
Chairman of Levis Strauss will discuss the importance of AIDS education for
U.S. corporations operating in Thailand. The expectation is that, following
the AmCham kickoff, other Chambers of Commerce (Japanese, European, etc.) will
follow suit with AIDS education programs. USAID funds would go for adaptation
of a U.S. corporate AIDS manual for use in Thailand, including a Thai language
version. U.S. corporations and the American Chamber of Commerce will cost
share in the seminar.

* AIDS Education Horkplace Program $1,000,000

USAID will cost-share the development and implementation of an AIDS
education in the workplace program with the Thai Red Cross and the Population
Development Association (Meechai Viravaidya). The program will be offered for
a fee, and will provide guidance on developing a corporate AIDS policy;
seminars and materials for corporate workers: training of a key employee as
the AIDS referral point; access to the AIDS action "hot line follow-up"; and
information on testing and treatment for employees and family. USAID funds
will go for technical assistance to develop program elements, especially to
share the U.S. experience with such programs: development of a business plan
to ensure the sustainability of the venture: and cost-sharing on startup costs
to include equipment and staff technical assistance. Other donor and RTG
funds will be sbught. The expectation is that over time the program will be

self-sustaining through company fees for service.
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* Opportunities for Low Income, Rural Women $550,000

Telecommunications s an expanding industry in Thailand and Thai
telcom companies are seeking entry-level technicians to install and service
telephones. TelcomAsia and the RTG Telephone Organization of Thailand (TOT)
have indicated they would welcome the opportunity to employ rural women on a
probationary basis for some of these jobs. Accordingly, USAID is designing a
program that will recruit and train lower income young women from provinces
in the North and Northeast, areas known as a primary source of commercial sex
workers. The young women will be trained at Yonok University in Northern
Thailand in an 8-12 week technical course that will be designed and assisted
gratis by NYNEX and AT&T. The young women will then be offered either
technical Jobs, or for those that do not pass the technical training course,
positions in telephone order taking and clerical work. USAID funds will go
for the design of a recruiting program; pre-entry testing for the young vomen;
equipment for the‘training center; and follow up on trainee performance. If
successful, the Telephone Organization of Thailand has expressed an interest
in funding the Yonok Training Center.

*  Street Children Evaluation $50,000

Street children, of which there are an estimated 10,000 in Bangkok, are
easy prey for purveyors of child prostitution which can easily result in these
children becoming infected with HIV. A pioneering program (Better Life For
Children) has had some success in bringing these children into a residence,
enrolling them in school, and has actually graduated some of the children into
jobs. USAID plans to support an evaluation that will document this success;
make a presentation to the Bangkok Government to demonstrate the benefits of
rescuing children from the streets; and seek Government funds to ensure the
sustainability of the program. In addition, an exploratory effort will be
mzde to link the Bangkok program to a similar fledgling program in horthern
Thailand where child prostitution and AIDs is rampant.
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Environmental Management and Infrastructure --- Thailand's environment
and natural resources have suffered-as a result of the country's rapid
economic growth. In the mid-1960s 53 of Thailand was covered with foﬁbst; by
1988 this had declined to 28%. Thailand's beaches and islands, major tourist
assets, have been polluted by rapid development and inadequate environmental

infrastructure--water, waste water systems, solid waste collection and
disposal. The Gulf of Thailand is fncreasingly polluted due to deliberate
dumping of " ofl slop" into the Gulf by ships approaching Bangkok. Urban
environment is also a major problem, with major river pollution, no control
over the 2.0 million tons of hazardous and toxic wastes that are generated
annually, and serious municipal waste and waste water issues throughout
Thailand. Most urban refuse is left in the open or dumped into rivers and
streams. Recently, the RTG has stepped up 1ts funding for the environment
and has begun to institute new environmental regulations, monitoring, and
enforcement. The RTG has begun'to enforce regulations which will make
potential environmental solutions much more attractive to private sector
investors. 1In other cases, the RTG has budgeted funds for problem solving,
but Tacks the knowhow or technology to address the problem. There is an
immediate need for U.S. technical assistance to develop U.S.-Thai Partnerships
to address these critical environmental management issues.

* U.S.-Thai City Twinning $300,000

USAID will fund a pilot program to bring U.S. municipal problem-solving
experience and environmental expertise to bear on Thai municipal environmental
problems such as water, waste water, solid waste management, and air quality.
The fdea is to bring the U.S. practitioners' knowhow and exercise to Thailand
to resolve specific environmental problems and share with Thai municipal
officials the U.S. environmental experience. Preliminary contacts in the U.S.
have shown that cities such as Knoxville, Orlando, Savannah, and New Orleans
would be willing to enter into such relationships in providing their expertise
to Thai cities. U.S. and Thai cities will be expected to cost share with
USAID in the test of this technical assistance activity. Thai cities would

/Vi
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* Eastern Seaboard Industrial Environmental Program  $500,000

The RTG 1s interested in a comprehensive environmental management program
for the industrial Eastern Seaboard of Thailand. This would include a
hazardous waste collection and disposal system, an environmental preventive
care program; an emergency disaster preparedness program, a watershed program,
and a program to address "slop oil1" dumping in the Gulf of Thailand. USAID
funds would support U.S. technical assistance from the EPA and the World
Environmental Center to strengthen RTG environmental monitoring and
enforcement on the Eastern Seaboard. The RTG and private sector would fund
any capital costs, as well as cost-share U.S. environmental training programs.

Accelerated Hatershed Rehabilitation

The RTG is planning a comprehensive program and preparing a master
plan to restore and revitalize a large watershed area in northern Thailand.
This area has last vast tracts of forests over the past three decades, with
serfous environmental repercussions. Through the Partnership, USAID has
worked with the RTG (including the Prime Minister's Office) to begin the
process of mapping the area and developing a profile of the natural resource
base. Using the Partnership approach, USAID has helped the RTG to identify
a U.S.-developed technology for this initial mapping exercise. [Note: He
anticipate that additional partnership opportunities will arise as the
master plan is developed and restoration begins.]

. \
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host the U.S. city experts; the U.S. cities would provide their employees on
a-no-cost-basis; USAID would support the-initial exchanges aé well follow up
technical assistance to the Thail cities. Northwest Airlines has offereh to
support the effort by providing some free international travel for the initial

visits.
Constructed Hetlands $1,000,000

There is intense interest in Thailand in the U.S. experience with
"constructed wetlands" to deal with municipal and industrial waste water.
Constructed wetlands are a series of engineered lagoons filled with special
plants, such as cattall, brushes, and reeds. As waste water flows through the
lagoons, the plants provide a natural filter, digesting some waste, releasing
oxygen into the water and allowing solid matter to settle on the bottom.
USAID proposes to support a major pilot test of wetlands in the four major
areas of North, Northeast, Central and Southern Thailand. USAID funds would
go for U.S. technical assistance in engineering and design. The RTG and
private industry would pay all construction and maintenance costs.

Northern Thailand Air Quality Program $500,000

Northern Thailand is facing a serious air pollution problem due to
coal burning power plants in Mae Moh, Northern Thailand, which generates
about 15% of Thailand's power. Thailand is interested in a U.S.-Thai
initiative to mount a three part program in Mae Moh: a study of health
effects; an assessment of air quality control and monitoring requirements,
and recommendations for technical fixes as appropriate for the power plants.
The RTG has budgeted $400 million for the capital equipment to remedy the
situation. USAID funds would go for U.S. technical assistance in health &nd
air quality; expertise from the U.S. EPA and DOE to share with Thailand the
latest in U.S. coal pollution abatement technology; and the potential
establishment of a twinning relationship with a U.S. coal-burning electric

utility.
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The RTG is planning a comprehensive program and preparing a master
plan to restore and revitalize a large watershed area in northern Thailand.
This area has last vast tracts of forests over the past three decades, with
serious environmental repercussions. Through the Partnership, USAID has
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master plan is developed and restoration begins.]



ANNEX L

Impact on Jobs in the U.S.: Considerations
(See 599, P.L. 102-391)

1. The Statute:
FY 93 Foreign Appropriations Act Section 599..Impact on Jobs in the United States.

AID funds may not be used as an incentive for any relocation of a U.S. enterprise
outside the U.S. that is likely to reduce its number of employees in the U.S. Nor may
funds be used for foreign country export zones that are exempt in any way from that
country’s tax, tariff, labor, environment or safety laws, unless the President certifies
that such assistance is not likely to cause a loss of jobs within the U.S. No activity
may be assisted which contributes to the violation of internationally recognized workers
rights of workers in the recipient country.

..."internationally recognized worker rights" includes--
(A) the right of association;
(B) the right to organize and bargain collectively;
(C) a prohibition on the use of any form of forced or compulsory labor;
(D) a minimum age for the employment of children; andy
(E) acceptable conditions of work with respect to minimum wages, hours of
work, and occupational safety and health.l/

2. Implications for the U.S.-Thai Development Project

Any implementing organization, funded under the Project must assure its activities
do not violate this statute. To assist such entities in this matter the following
guidance from the AID Policy Directive on this statute (State 403974, December 16, 1992)
is set forth below:

GENERAL PRINCIPLES

3. While it is clear that most private sector, trade promotion, and investment
promotion activities traditionally funded under the Foreign Assistance Act are not
prohibited by Section 599, many such activities may become significantly more difficult
to administer or to justify in the face of the new legislative language. Where
prohibited and unprohibited activities cannot be disentangled, or where monitoring and
control costs rise excessively, programs must be closed, simplified or otherwise
redesigned to eliminate the possibility of contravening the new legislative language.

AMENDMENT : _
Where necessary and possible, and where this can be negotiated, program, project, and
contract amendments will be undertaken to bring existing activities into full
compliance.

PHASE OUT:

Subject to Paragraph 19 below, where amendment is not possible or desirable, an orderly
phaseout of existing activities will be undertaken, consistent with the local rights of
parties contained in grant or contract documents. :

LOCAL CURRENCY FUNDS:

As an additional matter of policy, the new legislative prohibitions will also be applied
by this agency to review and revise existing activities funded by U.S. owned local
currency, and by hostcountry owned local currency that is projectized. No

1/ 19 U.S.C. Section 2462(a)(4)
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new local currency may be provided for activities for which new dollar funding would be
prohibited. '

FINANCIAL INCENTIVES TO A BUSINESS ENTERPRISE 599(A)

4. Paragraph (a) of the new legislation prohibits funding for "any financial incentive to a
business enterprise currently located in the United States for the purpose of inducing such an

enterprise to relocate outside the United States if such incentive or inducement is likely to reduce

the number of emplyees of such business enterprise in the United States..." As a practical

matter, the test of agency compliance with the prohibition will be the result of the financial

benefit rather than the purpose in conferring it. If an enterprise in the U.S. were to reccive a

financial benefit from the Agency, and were also to reduce employment in the U.S., the Agency

would be in the difficult position of trying to demonstrate that the result was not intended - a
virtually iimpossible burden.

DIRECT OBLIGATIONS. Direct obligations to U.S. enterprises have been rare in the past.

Any such obligations which are likely to result in relocations and job losIs are now clearly
prohibited. :

INDIRECT SUPPORT. Indirect support through intermediary institutions, where relocation

and job loss are likely results, is as a matter of Agency policy also prohibited. In addition,
general budget support to an investment promotion agency that can provide financial benefits
such as training, direct financing, credit guaranties, insurance, research services, and technical

and management assistance, which could be seen as incentives to relocation and U.S. job loss,

is prohibited. Agency policy is to avoid such assistance in the future and, as as stated in
Paragraph 3, to begin an orderly phaseout of existing programs funded with prior year money.
GOVERNMENT TO GOVERNMENT ASSISTANCE. Project documents authorizing

government to government activities will contain an appropriate checklist to ensure that the
activity will not provide any financial incentive to a business enterprise located in the United
States for the purpose of inducing such an enterprise to relocate outside the United States if such

inducement is likelv to reduce the number of employers of such business enterprise in the United
States because United States production is being replaced by such enterprise outside the United
States.

NONGOVERNMENT AND PRIVATE SECTOR' ASSISTANCE. Project documents
authorizing activities with non-government organizations and private enterprises will include the
project checklist to ensure that the activity will not provide any financial incentive to relocate,

with similar disclzime;s to be provided as required by subcontractors, participants and travelers”

in Agency funded activities.

5. Unlike Paragraphs (b) and (¢) of Section 599, Paragraph (a) is filled with caveats. The
activity prohibited is defined as (1) any financial incentive to a business enterprise located in the
U.S., (2) for the purpose of inducing it, (3) to relocate outside the U.S. Moreover, such activity
is prohibited only if the incentive or inducement is (1) likely to reduce the number of employces
of the enterprise in the U.S., (2) because U.S. production is being replaced by the move
offshore. Clearly, "financial incentive" should be read broadly to include direct or indirect
provision of training, direct financing, credit, guaranties, insurance, research services,



management and technical assistance, etc. which could increase the revenue or reduce the cost
of a firm considering relocation. Similarly, "for the purpose of" should not be read narrowly
to mean the express purpose of the funding activity, since that could render the provision
meaningless. Rather the "purpose” test may fairly be read to requirc a judgment, considering
the overall purpose of the project and its expected results, as to whether the effect uf the project
will be financial inducements that could result in the relocation of an enterprisc overseas.

6. The new statute does not appear to apply to circumstances in which there is offshore
investment but no "relocation” of the enterprise offshore. Indeed, the judgment on the likelihood
of a reduction in employees in the U.S. must be due to U.S. production being "replaced” by the
mve offshore. Thus it does not appear that foreign investment unrelated to a decrease in U.S.
n:oduction is covered, regarcless of whether U.S. employment is affecied by the investment.
Investment that expands the pie and increases LDC production without reducing U.S. production

would r.ot be covered.

7. Given the circumstances surrounding the enactment of he legislation, questions could be
rzized if A.I.D. financing results in a foreign investment that results in any, repeat, any decrease
in U.S. employment, even though no production moved offshore. Thus, for example, an
investment by a small or medium size U.S. business that simply increases or starts offshore
production and does not decrease U.S. production, nevertheless could result in at least short term
decreases in U.S. staff, because of efficigncies, decreased need to monitor overseas production
from the U.S., etc. This is a dufficult issue for a development agency, precisely because our
objective must be to expand LDC economies and help the U.S. economy in the process. In an
investment of this kind, where no production is moved offshore, in all likelihood the resul would
be greater U.S. employment in the medium term. In such circumstances, thz: is, where no U.S.
production is relocated abroad, missions may go forward with projects that encourage
invesiments despite the possibility of a short term (and minimal) reduction in U.S. employment.
Conversely, however, it is A.I1.D. policy that if the investment is likely to result in the relocation
of production abroad and a resulting decrease of any magnitude in U.S. employment (regardless
of intention or purpose), then the activity is prohibited.

8. QUESTIONS AND ANSWERS ON FINANCIAL INCENTIVES TO A BUSINESS
ENTERPRISE.

A. QUESTION: Business enterprises are helped or harmed by the prevailing economic and -
business climates in developing countries. Will the Agency be able to cintinue its policy
dialogue efforts in these areas?

ANSWER: Yes. Benefits flowing to host country or U.S. Business Enterprises from
the policy dialogue, and from improved economic and business climates, are not considered to
be financial incentives in the meaning of the new legislation. Trade policy dialogue which might
include discussions relating to the design or implementation of export processing zones must
include our concerns with internationally recognized worker rights.

B. QUESTION: Business enterprises may be helped by a wide range of discrete

0
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development assistance aclivities, including training, direct financing, credit, guarantics,
insurance, research services, and technical and management assistance. Will the Agency be able
to continue with its general development efforts in these areas?

ANSWER: In general, yes. However, if U.S. business enterprises benefit directly
from aclivities of this type, these benefits would fall broadly into the category of financial
incentives in the meaning of the new legislation, and appropriate safeguards would have to be
in place regarding relocation and loss of U.S. jobs, as well as regarding workers rights. Project
assistance directly benefitting U.s. enterprises located in export processing zones would be
prohibited, unless a presidential determination and certification had been made, which is likely

to be rare.

C. QUESTION: Is the dissemination of information regarding the general economic and
business climate in host countries considered to be a form of financial incentive, and could such
provision be considered to be prohibited under the new legislation?

ANSWER: Dissemination of information regarding the general economic and business
climate is not considered to be a financial incentive, and is not considered to be prohibited under
the new statute. Dissemination of information regarding agency activities in the host country
would have to be accompanied by all relevant information regarding the Agency’s clear position
on relocation and job loss in the U.S., and on workers rights.

D. QUESTION: Tt.. «:w legislation prohibits financial incentives for the purpose of
inducing a U.S. business enterprise to relocate outside the United States in certain circumstances,
Does the new legislation extend to the formation of new U.S. enterprises abroad or to new joint
ventures between U.S. firms and those in developing countries?

ANSWER: The formation of completely new U.S. enterprises abroad and the
formation of new enterprises in the form of joint ventures between U.S. firms and those in
developing countries are not considered to be "relocations, " and are not considered to be covered
by the new legislation. This interpretation shall not be utilized, however, to circumvent the
relacation and jub loss prohibitions of the new legislation.

E. QUESTION: Do the prohibitions of the new legislation apply to separate,
congressionally mandated programs like the enterprise funds?

ANSWER: It is the policy of this Agency to apply the new legislative prohibitions
contained in section 599 uniformly acrass all of its programs. However, interprise funds that-
have "notwithstanding" provisions would not be covered by the restrictions. -

F. QUESTION: The guidelines indicate that missions should begin phasing out programs
involving general budget support to certain types of investment promotion agencies. Shall
missions also phase out specific Agency programs which happen to be implemented by such
entities?

ANSWER: In principle, no. Ifit is possible to delineate clearly the A.1.D. supported
program, to obtain certifications, and to conduct monitoring as described’ above, such entities
could be used as the implementing agency for A.1.D. programs. The additional administrative
burden incurred by the mission would have to be carefully considered, however.



G. QUESTION: Do the guidelines for Paragraph (a) of Section 599 apply to the informal

sector, microenterprises, and small scale agriculture?
ANSWER: Itishighly unlikely that assistance to the informal sector, microenterprises,

and small scale agriculture will involve U.S. enterprises in any way, much less induce the latter
to relocate abroad.

ASSISTANCE TO EXPORT PROCESSING ZONES 599(B).

9. Paragraph (b) of the new legislation essentially prohibits funding for any export
processing zone "in which the tax, tariff, labor, environment, and safety laws of that country
do not apply." Since some simplifications or reforms in local laws are generally in the very
nature of an export processing zone, the prohibition is nearly absolute, unless "the President
determines and certifies that such assistance is not likely to cause a loss of jobs within the United

States."

10.  As opposed to the language in Paragraph (a) of the legislation, the unit of analysis for
effects of export processing zones is the United States, rather than the individuhl enterprise. The
concemn is with any loss of jobs, not with the impact on the overall employment level within the
United States. The Agency must, therefore, adopt a cautious policy in this regard,
recommending a prcsidential determination an certification only where job loss in the U.S. is
truly unlikely. Itis Agency policy to avoid direct and indirect support for export processing
zones with FY 1993 funding, and to proceed with an orderly phaseout of support for such zones
financed with prior ycar funds, unless certification is deemed fully feasible, which is likely to

be rare. :

11.  QUESTIONS AND ANSWERS ON EXPORT PROCESSING ZONES.

A. QUESTION: Considerations of geographic location, host country comparative advantage,
traditional markets, and so forth may make it unlikely in certain cases that relocation of U.S.
firms or loss of U.S. jobs would occur. Will blanket waivers be issued for consideration of
these types?

ANSWER: Blanket waivers cannot be issued in the sensitive matter of export
processing zones. Individual projects requiring a presidential determination an certification will
be referred to the policy directorate on a case by case basis, and will be resolved in cooperation
with OPS and the Bureaus. See also Paragraphs 8 A and B above.

INTERNATIONALLY RECOGNIZED WORKERS RIGHTS 599(C)

12. IMPLICATIONS FOR FOREIGN ASSISTANCE. Paragraph (c) of the new legislation
prohibits funding to provide "assistance for any project or activity that contributes to the
violation of internationally recognized workers rights as defined.in Section 502(a)(4) of the
Trade Act of 1974." Section 502(a)(4) is the Section providing for the U.S. Generalized System
of Preferences (GSP). It defines "internationally recognized worker rights” as follows: "(A) the
right of association; (B) the right to organize and bargain collectively; (C) a prohibition on the
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use of any form of forced or compulsory labor; (D) a minimum age for the employment of
children; and (E) acceptable conditions of work with respect to minimum wages, hours of work,

and occupational safety and health.”

13.  According to Labor Department materials, the legislative history of workers rights
legislation, including Section 502(a)(4), indicates a clear congressional intent to promote the
internationally recognized recognized rights of workers as a means of ensuring that the broadest
scctors of the population benefit from trade and development. There is a clear congressional
understanding that the capacity to form unions and to bargain collectively to achieve higher
wages and better working conditions is essential for workers in developing countries to attain
decent living standards and to overcome hunger. At the same time there is a clear congressional
intent that the definition of internationally recognized workers rights be interpreted to be
commensurate with the development level of the particular country. This is consistent with the
text of Section 502(a)(4) which, for example, requires a minimum age for employment of
children but does not set a particular age and requires "acceptable” conditions of work regarding
wages, hours, health and safety but doesn’t further define them. It has not been the expectation
of congress that developing countries necessarily come up to the prevailing labor standards in
the United States and other highly industrialized developed countries, and Paragraphs (d) and
(¢) of Section 502(a)(4) permit some flexibility in that regard.

14. PROJECT LEVEL IMPACT. Workers rights criteria contained in previous foreign.

affairs financing legislation have been applied at the country level, and performance has been
measured in terms of "taking steps" toward implementing internationally recognized workers
rights. The new legislative requirements in Section 599(c) are to be applied by this Agency at
the level of the individual activity. '
GOVERNMENT TO GOVERNMENT ASSISTANCE. Project documents authorizing
government to government activities funded by this Agency will contain an appropriate werkers
rights checklist to ensure that the activity does not contribute to the violation of internationally
recognized workers rights.

NON-GOVERNMENT AND PRIVATE SECTOR ASSISTANCE. Agreements with
nongovernment organizations and private enterprises will as appropriate contain in substance the
following language, recommended by the AFL-CIO, and not to take actions to prevent its local
employees from lawfully exercising their right of association and their right to bargain
collectively. "The (beneficiary) further agrees to observes applicable laws relating to a minimum

age for employment of children, acceptable copditions of work with respect to minimum wages,”

hjours of work, and occupational health and safety, and not to utilize forced or compulsory
labor. The (beneficiary) is not responsible under this Paragraph for the actions of a

government."

1S. TRAINING AND TECIHNICAL ASSISTANCE. It is Agency policy to support
technical assistance and training activities to strengthen the capabilities of government and
nongovernment agencies in’' the promotion of workers rights, including the capabilities of
Ministries of Labor and those of local labor organizations.

A



16.  Most Agency funded development projects already contribute directly or-indirectly -to
supporting, rather than to violating, workers rights, particularly with regard to forward
movement toward acceptable conditions of work. It is Agency policy to maximize the net
positive effect of its development aclivities toward implementation of internationally recognized

workers rights.

17 QUESTIONS AND ANSWERS ON INTERNATIONALLY RECOGNIZED
WORKERS RIGHTS.

A. QUESTION: If the host country’s labor laws are not fully in agreement with Section
502(a)(4) of the 1974 Trade Act, does the- USAID have to withhold assistance?

ANSWER: Workers rights criteria contained in previous foreign affairs financing
legislation have been applied at the country level. Section 599 applies them at the project or
activity level. This means that even if the country’s overally lavor laws are in accord with the
1974 Trade Act, the mission must ensure that the specific activity will not undermine those laws.
If a country’'s labor laws do not meet international standards, the mission must consider whether
compliance at the project level is nevertheless possible and weigh before deciding to provide
assistance whether it can do so without contributing to the violation of the internationally
recognized workers rights which it would do for example if the project funded an activity that
utilized forced labor or prohibited collective bargaining. The mission should proceed only if
determines that it can proceed without contributing to such violation. The projeet checklist for
government to government assistance must include a workers rights provision as discussed in

Paragraph 14 above.

B. QUESTION: Is the USAID required to investigate labor conditions in each and every
beneficiary enterprise or organization, even where assistance is channeled through an
intermediary?

ANSWER: A full-scale investigation by the USAID of every possible end-user will
not always be feasible. However, the USAID must make a credible effort to ensure that the
Assistance is not being used in ways which contribute to the violation of workers rights, (1)
requiring each of its NGO grantees or contractors to provide the certification discussed in
Paragraph 14 above and (2) where the USAID is working with an intermediary, by requiring it
to institute similar procedures that safeguard against providing assistance to enterprises with
unacceplable working conditions.

C. QUESTION: The legislative history suggests that some flexibility in applying the

standards may be needed to take account of differing levels of development. What guidelines -

should the USAID use in applying the standards?

ANSWER: Some of the standards assure basic human rights, such as freedom of
association, the right to organize and bargain collectively, protection against forced labor, and
protection against discrimination. These permit no flexibility in their application. However,
ILO standards conceming working conditions and minimum wage permit some flexibility in their

scope and coverage.



D. QUESTION: Many of A.L.D.’s activities assist the informal sector, microcnterpriscs,
and small scale agriculture. How do these standards apply to such activities?

ANSWER: Unfortunately, while there is no indication that Congress had the informal
scctor, microenterprises, or small scale agriculture in mind, Paragraph (c) of the statute is an
absolute ban if the project or activity contributes to the violation of intemaionally recognized
workers rights. It offers no possibility of exemption based upon the size or informality of the
enterprise. We would hope to work with U.S. labor and the Congress to Obtain a more flexible
rule and urge particular attention during the portfolio review (see folloeing paragraphs) to the
implications and difficulties in phasing out small micro and informal businesses. .

FORMAL PORTFOLIO REVIEW

18.  Initial guidelines contained in paragraphs above will serve as the basis for a formal,
agency-wide portfolio review to be conducted by the end of January 1993. A suggested format
for reporting on the results of the portfolio review will be provided septel. Results of the
portfolio review will be utilized in the process of formulating definitive Agency guidance on
these matlers, in close collaboration with other concerned foreign affairs agencies, and with the

Congress.

19.  The initial guidelines contained in this cable cannot address all of the project specific
questions raised in responses received from missions to date. However, all such responses were
considered in drafting the broad general guidelines indicated above. . Definitive Agency
guidelines emerging from the formal portfolio review will contain additional detailed guidance
as necessary. Special cases not covered in the initial guidance or in the subsequent definitive
guidance shall be submitted through the Policy Directorate, and will be resolved in cooperation
with OPS and the Bureaus. Cable inquiries should be channeled through A.I.D./POL/PAR,
Richard Greene (Rm. 3673 NS, 6479746), with copies channeled to the relevant bureau program
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