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Pursuant to the Foreign Assistance Act of 1961, as amended, and the Foreign
Operations, Export Financing and Related Programs Appropriations Act of 1989,
I hereby approve the five year non-project assistance component described
herein. I hereby delegate authority to the Director, USAID/Kinshasa to
authorize these incremental non-project assistance funds. Conditionelity in
these PAAD amendments must be consistent with the program purpose and
conceptual framework now included in the PAAD.

The Grant Agreement will contain the following essential terms and conditions
for disbursement,

a. Prior to signature of the Grant Agreement, the
Cooperating Country shall, except as A.I.D. may otherwise agree in writing,
furnish in form and substance satisfactory to A.I.D., evidence that it has
taken the following actions:

~ Reduced the gap between the official and parallel
exchange rates, particularly through devaluation of the
officical exchange rates;

- Reduced the gap between inflation and the Bank of Zaire's interest
rates on advances to commercial banks, particularly through increases
in nominal

interest rates,

- Revised the Government of Zaire's (GOZ) tax collection procedures
including custom taxes, tax administration, and increased fuel taxes,

b. Condition Precedent to First Disbursement. Prior to any
disbursement, or the issuance of any commitment documents pursuant to which
disbursement will be made, the Cooperating Country shall, except as A.I1.D, may
otherwise agree in writing, furnish to A.I.D., in form and substance
satisfactory to A,I.D., a statement of the names and titles of persons who
will be official and additional representatives of the Cooperating Country
under the Program Agreement, together with a specimen signature of each persor.
specified in such statement.

c. Condition Precedent to First Disbursement for Commercial Bank
Financing of Private Enterprises. Prior to any disbursement under the Program
Agreement, or the issuance of any commitment documents pursuant to which
disbursement will be made, to provide funding for commercial bank financing of
private enterprises, the Cooperating Country shall, except as A.I.D. may
otherwise agree in writing, furnish to A.I.D., in form and substance
satisfactory to A.I.D.:

(1) A written comprehensive statement of policy governing the
development of the financial sector of Zaire ("Financial Sector Development
Policy Statement"). The statement shall embody a liberal, private
sector-oriented approach to financial sector reform and development and shall
include, but not be limited to, objectives to promote commercial bank
mobilization of private domestic financial resources; to foster a more active
money market and interest rates representative of the real economic cost of
funds; and to increase the amount of credit available to private enterprises.
The statement will include specifically the following objectives for the
financial sector under this program:
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(a) By the end of the five year program, real financial
resources mobilized by private commercial banks should be growing by at least
4 percent per year,

(b) Interest rates should be positive relative to inflation.

(c) Commercial banks should be financing a wider range of
enterprises than before the program in terms of size, sector of activity, and

geographic area.

(d) Most of the budget deficit of the GOZ should be financed
from the market at market determinded rates.

(e) No GOZ constraints should remain on bank interest rates
or fee structures.

(f) Required reserves should be set at minimum levels
necessary for stability and efficient growth of the banking system.

(g) Most of the required reserves should be held in the form
of treasury bonds remunerated at market rates of interest. kequired reserves
deposited at the Bank of Zaire also should be remunerated at market rates of
interest subject to the conclusions of a study by the parties to this
agreement,

(h) The Central Bank should be acting only as lender of last
resort and should charge market-based interest rates.

(i) The GOZ should be moving to replace administrative credit
ceilings (direct controls with indirect controls on credit that are
automatically linked to mobilization of resources by the banking system).

(2) A list of persons and agencies designated to meet and consult
with A.I.D. at six-month intervals, beginning no later than six months after
the signing of the Program Agreement, in order to monitor compliance with the
various conditions and covenants for the Program Agreement, monitor progress
of the financial sector, review the recommendations of studies carried out
under the program, and review the results of program activities,

, d. Conditions Precedent to Second Disbursement for Commercial Bank
Financing of Private Enterprises. Prior to the second disbursement under the
Program Agreement, or the issuance of any commitment documents pursuant to
which disbursement will be made, to provide funding for commercial bank
financing of private enterprises, the Cooperating Country shall, except as
A.I.D, may otherwise agree in writing, furnish to A.I.D., in form and
substance satisfactory to A.I.D., evidence that as discussed in the reqular
six-month AID/GOZ Consultations, the GOZ has taken specific steps and made
substantial progress in:

(1) reducing commercial bank reserve reguirements to minimum
levels necessary for stability of the banking system;

(2) removing remaining constraints on bank interest rates or fee
structures;

(3) reducing the gap between the rate of inflation and
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the Bank of Zaire money market rate;

(4) reducing total commercial bank obligations to the Bank of
Zaire as a proportion of required reserves relative to the level of December
31, 1987 by at least five percentage points.

The first Program Implementation Letter (PIL) will describe the
specific degree of progress expected, given conditions at the signing of the
Program Grant Agreement.

e. Subsequent Conditions Precedent. Specific conditions precedent will
be formulated for disbursement at six month intervals based on the results of
the bi-annual AID/GOZ consultations on the implementation of the financial
section development program and the GOZ's progress in attaining the objectives
of that program.

Prior to disbursements of subsequent tranches of funding for
commercial bank financing of MSEs, the GOZ shall:

(a) Take those measures agreed upon with AID during the regular
GOZ/AID program consultations to execute financial sector reforms, including
measures aima2d at attaining the specific objectives identified in the
Financial Sector Development Policy Statement for the purpose of:

(1) promoting the mobilization by commercial barks of
domestic financial resources and private savings;

(2) fostering a more active money market and interest rates
more representative of the real economic cost of funds; and

(3) increasing the amount of credit in real terms available
to the private sector. ,

(b) Demonstrate durinc the regular GOZ/AID program consultations
that the agreed-upon monitoring criteria have been met with respect to
progress on the financial reforms envisaged under the program.

f. Covenants. The Cooperating Country shall covenant that, unless
A.I.D, otherwise agrees in writing, it will:

(1) Meet and consult with A.I.D. at not less than six-month
intervals, beginning no later than six months after the signing of the Program
Agreement, in order to monitor compliance with the various conditions and
covenants of the Program Agreement, monitor progress of the financial sector,
review the recommendations of studies carried out under the project, review
the results of project activities and establish conditions precedent which
shall apply to subsequent disbursements under the project. As soon as
possible but not later than six months after the signing of the Program
Agreement, the Cooperating Councry shall agree with A.I.D. on a list of
criteria with which to monitor the progress of financial reforms as outlined
in the Financial Sector Development Policy Statement or as undertaken as
reform measures. These criteria may include but need not be limited to the
following:
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(a) The real growth of domestic financial resources and
private savings held by the banking system;

(b) The reduction in the gap between the Bank of Zaire's
lending rates of interest and the inflation rate;

(c) The increase in the real value of credit extended by the
banking sector to the private sector; and

(d) A shift from direct to indirect methods of controlling
the money supply following successful and sustained macroeconomic
stabilization,

(e) The degree to which commercial banks are financing a
wider range of enterprises than before the PSSP Program in terms of size,
sector of activity, and geographic area.

(2) Take measures to progressively reduce deficits in the annual
Government budget and to take other steps to reduce and stabilize the rate of
inflatior.

(3) Continue a policy of liberalized interest rates.

(4) Maintain a policy of market-based, floating official exchange
rates and to ensure that the difference between the official and parallel
exchange rates does not exceed twenty percent.

(5) Practice a policy of full-cost fuel pricing.

(6) Maintain a liberal policy concerning foreign trade in
commodities, not introduce quotas on imports or exports, and continue the
announced program of tariff-rate reform which will progressively moderate
effective rates of protection.

(7) Maintain liberalized pricing policies and not introduce
administrative controls, ex ante or ex post, on prices of private goods and
services,

(8) Not finance with program funds the importation of pesticides.

The local currency counterpart fund generations from the PSSP's dollar
commodity import program will be deposited in a special account specifically
for the PSSP and will be programmed under normal Mission counterpart fund
programming and budgeting policies and procedures. Projected uges of local
currency generatijys are set forth in the body of the PAAD,

pate: 3 /aeé

Signature:

Clearances: As shown on the Action Memorandum



AGENCY FOR INTERNATIONAL DEVELOPMENT 1 m?:fuwx CODE Amcodment Number l;;cD‘l‘lnm
PROJECT DATA SHEET il 3
2. COUNTRY/ENTITY 3. PROJECT NUMBER
Zaire [660-0120 7]
4. BUREAU/OFFICE 5. PROJECT TITLE (maximum 60 characters)
AFR ' {06} [Private Sector Support Program ]
€. PROJECT ASSISTANCE COMPLETION DATE (PACD) 7. ESTRMATED DATE OF OBLIGATION
(Under ‘B balow, anter 1, 2, 3, or 4)
MM | DD , YY .
0191 309 | amiidrvBl9] nouneP)  c.mwrvlolil
8. COSTS (3000 OR EQUIVALENT $1 = )
FUND - FIRSTFY __ -LIFE OF PROJECT
A ING SOURCE B. FX C.LK D. Total E FX © F.LIC G. Toul
AID Appropriated Tota! 2000 2000 5000 5000
(Gram) (2000 ) K ) ) ( )¢ )
(Loan) ( ) ( ) ( )|« )| ( ) (¢ )
Other | 1.
U.S. 2.
Host Country 300 300 1500 1500
Other Donor(s)
TOTALS @ | 2000 300 2300 | 5000 1500 6500
9. SCHEDULE OF AID FUNDING ($000)
B .
A. APPROJPR C PRIMARY E. AMOUNT APPROVED F. LIFE OF PROJECT
PRJAT:)N n%:: TECH. CODE | D OBLIGATIONSTO DATE THIS ACTION
CODE  1.Grant}2 Loan| 1. Gram 2 Loan 1. Grant | 2 Loan 1. Grant 2 Loan
() 700 | 840 5000 | 5000
(2)
3)
) ! ! '
TOTALS @ | 5000 5000
10. SECONDARY TECHNICAL CODES (maximum 6 codes of 3 positions each) 11. SECOND/.RY PURPOSE CODF
| | I L [
12. SPECIAL CONCERNS CODES (maximum 7 codes of 4 positions cach)
A Cote ' —
B. Amount ——

13. PROJECT PURPOSE (maximum 480 characters)

,
To restructure the Zairian commercial banking sector to suppor !
productive investment by medium and smaller-scale enterprises
(MSEs)

14. SCHEDULED EVALUATIONS 15. SOURCE JORIGIN OF GOODS AND SERVICES
MM, YY MM, YY MM, YY B -
Interim ,0[6 l9fll 10{9512! Final b l7l9[ [(Jow [19%1 [ Local [ Other(Specify) 3

16. AMENDMENTS/NATURE OF CHANGE PROPOSED (This is page I of & poge IFP Amendment.)

S F—>F 18.DATE DOCUMENT RECEIVED
| << . ' \/\'\ &_[é} /w\,v IN AID/W, OR FOR AID/W DOCU-
17. APPROVED L—= Cornnrr H—t2 MENTS, DATE OF DISTRIBUTION
o Tnlc' ; AR ETIE ”?:!a MM, DD YY MM . DD . YY
DlreCtor'ﬂGU:S.AHJD/.Klnékxaséﬁ\e" oy "'il ! l | [ { I ; l } | , | l
NI . 1 N

AID 13304 (8-79) , ’
vi (X
g


lfiore
Rectangle

lfiore
Rectangle
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entry into the Country Program Data Bank (CPDB). As a gencral rule blocks 1 thru 16 are to be complet-
ed by the originating office or bureau. It is the responsibility of the reviewing burcau to assume that
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AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON DC 20523

ACTION MEMORANDUM FOR THE ASSISTANT ADMINISTRATOR FOR AFRICA

FROM:

Subject: Zaire: Private Sector Support Program (PSSP) 660-0120

I. Problem: You are requested to approve a grant for $40.0 million from
the Development Fund for Africa Account for the Zaire Private Sector Support

Program.

II. Discussion: USAID/Zaire proposes to provide $40 million to restructure
the Zairian commercial banking sector and enable it to support productive
investment by medium and smaller-scale enterprises (MSEs). Of the $40
million, $35 million will be provided in non-project assistance under a CIP,
and $5 million will be provided for technical assistance, studies, and
evaluations,

The PSSP will help reverse the decline in industrial production and
re-establish demand and supply linkages between urban and rural areas. Medium
and smaller enterprises (MSEs) receiving financing from commercial banks will
increase their production, capacity utilization, and profitability. The
ultimate beneficiaries of the program are the workers in private enterprise
borrowers, consumers, and smaller urban and rural producers. These
beneficiaries will receive, respectively, increased employment and income,
wider distribution of basic consumer goods at lower prices, and improved
markets for the agricultural and other products they produce.

Through technical assistance and studies combined with policy
conditionality, the program will facilitate restructuring and reform of the
commercial banking sector to support more productive investment by MSEs. As
these financial sector reforms are taking effect, $35 million in foreign
exchange financing under a CIP mechanism and $13.5 million in local currency
lending will enable medium and smaller-scale enterprises in Zaire to purchase
needed raw materials, spare parts, and replacement equipment and thus increase
utilization idle plant capacity. Local currency financing will encourage MSEs
to utilize more local products such as jute for making agricultural sacks and
palm oil for soap production. Commercial bank financing of MSEs will occur at
market rates of interest.

The Zairian economy is in a recession characterized by high inflation,
foreign exchange shortages, and decreasing production of manufactured goods.
Rejuvenation of Zaire's manufacturing industries is essential to Zaire's
economic recovery. In addition to using and processing local products, local
industries also produce and distribute basic consumer goods throughout the

country.

To recover and expand, the Zairian private sector requires an effective
commercial banking sector. Financial sector reforms under the PSSP will
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result in increased credit to private enterprises through two means. First,
through monetary policy changes such as reduced reserve requizements and
remuneration of reserves, commercial banks will enjoy an improved incentive
framework for mobilization of private savings. Second, because of experience
during the program with MSE lending and because of a growing level of domestic
financial resource mobilization, participating banks will begin to provide
term credit to a wider range of enterprises as defined by size, sector of
activity, and geographic location.

Repayments of principal and interest will be deposited in a special
separate account for this program as requested by Section 609 of the Foreign
Assistance Act of 1961, as amended. By fixing the exchange rate determining
the local currency value of loans at the point of the opening of the letter of
credit, the program will assume the foreign exchange risk. Participating
banks will assume the commercial risk and will be debited for repayments and
interest regardless of whether their borrowers repay.

Financial Plan: For the overall program, the Mission plans to obligate
216,000,000 in the second quarter of FY 1989, $16,000,000 in FY 1990,
7,000,000 in FY 1991, and $1,000,000 in FY 92.

AID and GOZ contributions by major category are as follows:

AID GOZ TOTAL
$000"s $000's*
Private Sector $35,000 $13,500 $48,500
Financing
Program Management 3,400 500 3,900
Studies and Short- 950 500 1,450
Term Tech. Asst.
Fiduciary Bank, 650 500 1,150
Audits and
Evaluation
TOTAL $40,000 $15,000 $55,000

*local currency equivalent
III. Conditionality

Prior Actions

Prior to signature of the Grant Agreement, the Cooperating Country
shall, except as A.I.D. may otherwise agree in writing, furnish in form and
substance satisfactory to A.I.D., evidence that it has taken the following
actions:

- Reduced the gap between the official and parallel
exchange rates, particularly through devaluation of the
officical exchange rates;

- Reduced the gap between inflation and the Bank of Zaire's interest
rates on advances to commercial banks, particularly through increases in
nominal interest rates.
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- Revised the Government of Zaire's (GOZ) tax collection procedures
including custom taxes, tax administration, and increased fuel taxes.

Covenants. The GOZ will agree to the following covenants relating (1)
to the AID/GOZ policy dialogue process to be established and (2) to the need
for macroeconomic stabilization.

(1) Meet and consult with AID at not less than six-month intervals,
beginning no later than six months after the signing of the Program
Agreement, in order to monitor compliance with the various
conditions and covenants of the Program Agreement, monitor progress
of the financial sector, review the recommendations of studies
carried out under the program, review the results of program
activities and establish conditions precedent which shall apply to
subsequent disbursements under the program. As soon as possible
but not later than six months after the signing of the Program
Agreement, the Cooperating Country shall agree with AID on a list
of criteria with which to monitor the progress of financial reforms
toward the objectives outlined in the Financial Sector Development
Policy Statement or as undertaken as reform measures. These
criteria may include but not be limited to the following:

(a) The real growth of domestic financial resources a,d private
savings held by the banking system;

(b) The reduction in the gap between the Bank of Zaire's lending
rates of interest and the inflation rate;

(c) The increase in the real value of credit extended by the banking
sector to the private sector;

(d) The broadening in the range of enterprises which commercial
banks are financing in terms of size, sector of activity, and
geographic area;and

(e) A shift from direct to indirect methods of controlling the money
supply following successful and sustained macroeconomic
stabilization.

2) Take measures to progressively reduce government budget deficits and
take other steps to reduce the rate of inflation.

3) Continue its policy of liberalized interest rates.

4) Maintain a policy of market-based, floating official exchange rates
and to ensure that the difference between the official and parallel
exchange rates does not exceed twenty percent.

5) Practice a policy of full-cost fuel pricing.

6) Maintain a liberal policy concerning foreign trade in commodities,
and not to introduce quotas on imports or exports, and to continue
the announced program of tariff-rate reform which will progressively
moderate effective rates of protection.



7)

8)

Maintain liberalized pricing policy and not to introduce
administrative controls, ex ante or ex post, on prices of private
goods and services.

Not finance with program funds the importation of pesticides.

Conditions Precedent Conditions precedent will apply to the disbursement

of funds for commercial bank financing of private enterprises but will not
affect disbursement of funds for technical assistance, studies, and program

management.

The Mission anticipates that approximately $5.8 million will be

disbursed with each tranche.

1)

Condition Precedent to First Disbursement for Commercial Bank
Financing of Private Enterprises. Prior to any disbursement under

the Program Agreement, or the issuance of any commitment documents
pursuant to which disbursement will be made, to provide funding for
commercial bank financing of private enterprises, the Cooperating
Country shall, except as A.I.D. may otherwise agree in writing,
furnish to A,I.D., in form and substance satisfactory to A.I.D.:

(1) A written comprehensive statement of policy governing the
development of the financial sector of Zaire ("Financial Sector
Development Policy Statement”). The statement shall embody a
liberal, private sector-oriented approach to financial sector reform
and development and shall include, but not be limited to, objectives
to promote commercial bank mobilization of private domestic
financial resources; to foster a more active money

market and interest rates representative of the real economic cost of
funds; and to increase the amount of credit available to private
enterprises. The statement will include specifically the following
objectives for the financial sector under this program:

(a) By the end of the five year program, real financial
resources mobilized by private commercial banks should be
growing by at least 4 percent per year.

(b) Interest rates should be positive relative to inflation,

(c) Commercial banks should be financing a wider range of
enterprises than before the program in terms of size, sector
of activity, and geographic area.

(d) Most of the budget deficit of the GOZ should be financed
from the market at market determined rates.

(e) No GOZ constraints should remain on bank interest rates
or fee structures.

(f) Required reserves should be set at minimum levels
necessary for stability and efficient grewth of the banking
system,

(g) Most of the required reserves should be held in the form
of treasury bonds remunerated at market rates of intrest.
Required reserves deposited at the Bank of Zaire also should

be remunerated at market rates of interest subject to the
conclusions of a study by the parties to this agreement.
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2)

3)

(h) The Central Bank should be acting only as lender of last
resort and should charge market-based interest rates.

(i) The GOZ should be moving to replace administrative credit
ceilings (direct controls with indirect controls on credit
that are automatically linked to mobilization of resources by
the banking system.

(2) A list of persons and agencies designated to meet and consult
with A.I.D. at six-month intervals, beginning no later than six
months after the signing of the Program Agreement, in order to
monitor compliance with the various conditions and covenants for
the Program Agreement, monitor progress of the financial sector,
review the recommendations of studies carried out under the
program, and review the results of program activities.

Conditions Precedent to Second Disbursement for Commercial Bank

Financing of Private Enterprises.

Prior to any disbursement under the Program Agreement, or the
issuance of any commitment documents pursuant to which disbursement
will be made, to provide funding for commercial bank financing of
private enterprises, the Cooperating Country shall, except as
A.I.D. may otherwise agree in writing, furnish to A.I.D., in form
and substance satisfactory to A.I.D.:

As discussed in the regular six-month AID/GOZ Consultations, the
GOZ will take specific steps and make substantial progress in:

(1) reducing commercial bank reserve requirements to minimum
levels necessary for stability of the banking system;

(2) removing remaining constraints on bank interest rates or fee
structures;

(3) reducing the gap between the rate of inflation and
the Bank of Zaire money market rate;

(4) reducing total commercial bank obligations to the Bank of Zaire
as a proportion of required reserves relative to the level of
December 31, 1987 by at least five percentage points; and

The first Program Implementation Letter (PIL) will describe the
specific degree of progress expected, given conditions at the
signing of the Program Grant Agreement,

Recurring Conditions Precedent. Specific conditions precedent will
be formulated for disbursement at six month intervals based on the
results of the bi-annual AID/GOZ consultations on the implementation
of the financial section development program and the GOZ's progress
in attaining the objectives of that program.
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Prior to disbursements of subsequent tranches of funding for
commercial bank financing of MSEs, the GOZ shall:

(a) Take those measures agreed upon with AID during the regular
GOZ/AID program consultations to execute financial sector reforms,
including measures aimed at attaining the specific objectives
identified in the Financial Sector Development Policy Statement for
the purpose of:

(1) promoting the mobilization by commercial banks of domestic
financial resources and private savings;

(2) fostering a more active money market and interest rates
more representative of the real economic cost of funds; and

(3) increasing the amount of credit in real terms available to
the private sector.

(b) Demonstrate during the regular GOZ/AID program consultations

that the agreed-upon monitoring criteria have been met with respect
to progress on the financial reforms envisaged under the program.

Iv, Committee Review and Findings

The Project Paper was reviewed at Issues and ECPR meetings held on June
13, 1988 and June 16, 1988 respectively and the PAAD was approved subject to
the following modifications:

A. Project vs. Non-Project Assistance. The large CIP portion of the
proposed project is Development Fund for Africa (DFA) non-project assistance
and should be changed accordingly. The program was recast as a combined
project/non-project assistance, with a PAAD facesheet added to reflect the CIP
portion for 535,000,000 and the PP facesheet was changed to $5,000,000 for
technical assistance. All references to project were changed to program.

This activity was, as originally presented, a banking reform project.
Balance of payment as well as sectoral reform were provided as the underpinning
for this activity. The ECPR noted that the sectoral reforms proposed providea
the strong long-term development focus appropriate for DFA funding and that the
- paper should be revised to make it clear policy reform rather than the balance
of payments benefits were the underlying basis for undertaking this activity.
The program documentation was revised accordingly.

B. Project Goal and Purpose Presentation. The goal level must be more
developmentally oriented showing the linkage to concerns with which A.I.D.
normally operates. The ECPR recommended that the Financial Sector Development
Policy [FSDP] Statement, which will serve as the framework for the program, be
as clearly defined as possible,

The PAAD was modified to incorporate a clearer definition of the FSDP
Statement. The statement will embody a liberal, private sector-oriented
approach to financial sector reform and development and will include objectives
to promote commercial bank mobilization of private domestic financial
resources, More specific objectives which will serve as conditions precedents
are included in the Executive Summary and in the body of the PAAD,



The ECPR also determined that program rationale and description should
reflect clearer linkage and impact on the intended beneficiary gqroup. The PAAD
rationale section was augmented to demonstrate the linkages to and impact on
the MSEs themselves, consumers, MSE employees, subcontractors, agriculture and
rural areas as well as effects on the marketing and distribution chain,

C. Demonstrated Commitment by the GOZ. Given the importance of the
IMF/World Bank Agreements to successful implementation of the program and that
an agreement may not be signed this year, the question arose as to whether the
program should be authorized. Mission representatives requested program
approval and authorization so that the Mission could maintain a bargaining
leverage should the negotiating climate improve as expected. The ECPR
determined that before obligation can be authorized, substantive agreement must
be reached on certain key issues before the Mission can go ahead with the
program, The PAAD was modified to include three key prior actions that must
occur prior to signature of the Grant Agreement. These actions are reduction
in the gap between official and parallel exchange rates, reduction in the gap
between inflation and the Bank of Zaire's interest rates, and evidence of
revision in tax collection procedures including custom taxes, tax
administration, and an increase in fuel taxes.

V. Special Concerns

A. Relationship to Development Fund for Africa (DFA) Objectives: The
PSSP is the central piece of USAID's private sector development strategy in
Zaire. The program meets several specific objectives of the Development Fund
for Africa (DFA) appropriation account contained in the Foreign Operations
Export Financing and Related Programs Appropriations Act, 1989:

o] To help overcome shorter-term constraints to long-term
development;

o] To bring about appropriate sectoral restructuring of the
sub~Saharan African economies; and

o] To establish a favorable environment for individual enterprise
and self-sustaining development.

First, through its quick-disbursing assistance to medium and
smaller-scale enterprises, the PSSP will help in reversing the decline in
industrial production and in re-establishing demand and supply linkages between
urban and rural areas.

Rejuvenation of Zaire's manufacturing industries is essential to
broader economic recovery. Local industries use and process local products and
distribute basic imports and consumer goods throughout the country. Second,
the Zairian private sector requires an affective banking system. Financial
sector reforms under the PSSP will result in increased credit to private
enterprises through greater mobilization by banks of domestic savings and a
more active money market,




B. Local Currency Programming: Local currency generated from the PSSP
will be used to support the Operating Expenses Trust Fund and the bilateral
portfolio. It is estimated that approximately $2.8 million equivalent will be
used for the Trust Fund, $15.1 million for the health sector and $17.1 million
for the agricultural and infrastructure sector.

Although recent gquidelines for the use of DFA funds require that
local currency be used in support of the proposed sector reform program, the
Mission requests that an exception be made so that local currency generations
can be used not only within the private sector, but also in other relevant
sectors. A portion of the local currency generations will be used to support a
local currency bank loan program; however, the total amount used in this
program component will be contingent upon established money supply ceilings as
dictated by the Structural Adjustment Program. Other uses will include related
research, evaluation and impact studies; surveying informal sector savings and
credit activities; and surveying private sector business development
opportunities. Because of the above mentioned money supply limitations and a
lack of other viable private sector options for local currency programming, it
is proposed that the majority of the local currency generations be used to
support USAID/Zaire's development strategy in more targeted, but related areas
such as agriculture, rural transport and health. Support in these areas will
help improve Zaire's general economic recovery. General economic recovery
combined with an effective commercial banking sector are prerequisites for a
dynamic private sector.

Also, the Mission continues to have one of the best records within
the Africa Bureau for effective monitoring of local currency generations. The
GAO as well as the Inspector General's Office have cited the Kinshasa Mission
as exemplary in their programming and monitoring of local currency
generations, Because local currency generations have been effectively
programmed to support the bilateral portfolio, A.I.D. projects in Zaire have
been implemented on a more timely basis when compared to delays experienced by
other donors due to a lack of local currency generations. The Mission believes
that because of this record and the recognized need to support the bilateral
projects, an exception should be granted to allow support of the project
portfolio rather than used exclusively within the banking sector.

C.IEE:
After consultation with the Regional Legal Office serving Zaire and
the Regional Environmental Officer (REDSO/WCA) during preparation of the PID, a
categorical exclusion was recommended and approved by the Africa Bureau
Environmental Officer and GC/AFR.

D. Inplementation Agencies:

The Program Agreement will be signed by the Minister of Plan. A
bank circular signed by the Bank of Zaire will make clear to all participants
eligibility criteria for borrowers and commodities, implementation procedures,
and monitoring and reporting requirements.

E. Responsible Officers:

G. William Anderson, Chief, USAID/PDO in Zaire, is the officer
responsible for the program in the field. Don Clark, Chief AFR/PD/CCWAP, is
the officer responsible for the program in AID/W.
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F. Statutory Checklists:

Are attached to the PAAD.

G. Gray Amendment:

The PID recommended full and open competition in the choice of
contractors. CBD notices and instructions to offerors will contain language
encouraging "participation to the maximum extent possible of small business
concerns, small disadvantaged business concerns and woman-owned small business
oconcerns.... as prime contractors or subcontractors.*”

H. Source and Origin of Commodities, Nationality of Services:

The nationality for services, including ocean transportation
services, and the source and origin of commodities financed under the project
shall be as set forth in the Africa Bureau instructions on Implementing Special
Procurement Policy Rules Governing the Development Fund for Africa (DFA), dated
April 4, 1988, as may be from time to time amended.

I. Local Costs:

Dollar disbursements for local costs are not expected and will not
be made unless such disbursements are made in accordance with the requirements
of Handbook 1B, Chapter 18,

J. Notification to Congress:

The Congressional Notification for this program was forwarded on May
5, 1989. The fifteen day waiting period expired May 19, 1989 without objection.

V. Recommendation: The Africa Bureau ECPR reviewed and approved the PSSP on
June 16, 1988 and found the program to be technically, economically,
financially, socially, and administratively sound. However the program was not
authorized at that time because the GOZ had not signed a Structural Adjustment
Program with the World Bank (WB) and International Monetary Fund (IMF). A New
Structural Adjustment Program is now in its final stages of approval and should
be signed by the end of May, 1989. A Letter of Intention has been signed by
the GOZ. Given the GOZ's reconcilation with the WB/IMF, conditions now seem
appropriate for approval of this program. It is recommended that you: (i)
sign the attached PAAD facesheet and the project authorization and thereby
approve in principle life of program funding of the PSSP of $40 million,
Specifically you will approve a PAAD for $14,000,000 for FY 1989 and a PP
authorization for $5,000,000 in project assistance; and (ii) approve the
Mission's request to use local currency generations from this program to
support the general project portfolio.

Attachment: PAAD

Clearances: ,// -
DAA/AFR:ELSaiers gy M Date: 'Mizl %

DAA/AFR :WBollinger D Date

AFR/PD: TBork Z Date: - ’Siﬂﬁ %%9’?'
GC/AFR:JKnott éx Date:

AFR/DP:JWestley i’ Date: oo
AFR/CCWA:JColes X Date: NS
M/FM:EOwens o Date: ' i
PPC/PB :RMaushammer v Date: S 18 £
AFR/CONT':RKing D Date: . C
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PROJECT AUTHORIZATION

Name of Country: Republic of Zaire
Name of Project: Private Sector Support
Number of Project: 660-0120

1. Pursuant to the Foreign Assistance Act of 1961, as amended, and the
provisions of the appropriations heading "Sub-Saharan Africa, Development
Assistance", contained in the Foreign Operations, Export Financing, and Related
Programs Appropriations Act 1989, I hereby authorize the project component of
the Private Sector Support Program for the Republic of Zaire, ("Cooperating
Country") involving planned obligations of not to exceed $5,000,000 in grant
funds ("Grant"), over a six-year period from the date of authorization, subject
to the availability of funds in accordance with the A.I.D. OYB/allotment
process, to help in financing foreign exchange and local currency costs for the
project component. The planned life of the project is five years from the date
of initial obligation.

2. The project component will finance technical assistance studies and
evaluations required for the Cooperating Country to achieve the objectives
under the Private Sector Support Program (PSSP). The PSSP consists of
assistance to: (1) provide both foreign exchange and local currency for short-
and medium-term lending by commercial banks to medium- and small-scale Zairian
private enterprises and (2) support a reform of the Zairian financial sector to
enable commercial banks more efficiently to mobilize and allocate financial
resources to private enterprises.

3. The Project Agreement which may be negotiated and executed by the officer

to whom such authority is delegated in accordance with A.I.D. regulations and

Delegations of Authority shall be subject to the following essential terms and
covenants and major conditions, together with such other terms and conditions

as A,I.D. may deem appropriate,

a. Source and Origin of Commodities, Nationality of Suppliers. The
nationality for suppliers of services, including ocean transportation services,
and the source and origin of commodities financed under the project component
shall be as set forth in the Africa Bureau Instructions on Implementing Special
Procurement Policy Rules Governing the Development Fund for Africa (DFA) dated
April 4, 1988, as may be amended from time to time.

b. Conditions Precedent to Signing the Project Grant Agreement and
Program Grant Agreement. Prior to signature of the Grant Agreement, the
Cooperating Country shall, except as A.I.D. may otherwise agree in writing,
furnish in form and substance satisfactory to A.I.D., evidence that it has
taken the following actions:

- Reduced the gap between the official and parallel exchange rates,
particularly through devaluation of the officical exchange rates;

- Reduced the gap between inflation and the Bank of Zaire's interest
rates on advances to commercial banks, particularly through increases in
nominal interest rates.,
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- Revised the Government of Zaire's (GOZ) tax collection procedures
including custom taxes, tax administration, and increased fuel taxes.

c. Condition Precedent to First Disbursement. Prior to any
disbursement, or the issuance of any commitment documents under the Project
Grant Agreement, the Cooperating Country shall, except as A.I.D. may otherwise
agree in writing, furnish to A.I.D., in form and substance satisfactory to
A.1.D., a statement of the names and titles of persons who will act as
representatives of the Cooperating Country under the Project Agreement,
together with a specimen signature of each person specified in such statement.

d. Condition Precedent to Disbursement for Local Cost Financing.
Prior to disbursement under the Grant, or to the issuance by A.I.D. of
documentation pursuant to which disbursement will be made, to finance local
costs, the determinations required by Chapter 18Alc of A.I.D. Handbook 1,
Supplement B, shall have been made.

Ly Pur) ~—

Walter Bollinger

Assistant Administrator
Bureay for Afrig
Date: ¢ 5
~— /

TR
/ /
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AEPRP
AFEQOZA
AFGRAD
A.I.D.
ANEZA
BACAZ
BCA
BCZ
BDP
BDZ
BEDEPE
BIAZ
BOP
BZCE
CDSS
CIP
CPF
DFA
FSAC
GOz
HRDA
IFC
1§78)
IMF
ISAC
IEE/CE
LCLP
L/C
L/COM
MSE
NBK
OPEZ
PDO
PID
PMU

PP

PSC
PSSP
SAL
SAP
SOFIDE
SONAS
USAID
UNDP

PRIVATE SECTOR SUPPORT PROGRAM (660-0120)

List of Acronyms

African Economic Policy Reform Program

Association des Femmes Commercantes Zairoises
African Graduate Fellowship Program

Agency for International Development

Association Nationale des Entreprices Zairoises
Banque Continentale Africaine au Zaire

Banque de Crédit Agricole

Bangue Commerciale Zairoise

Banque du Peuple

Bank du Zaire (Central Bank)

Bureau d'Encouragement au Développement des Petites Entreprises
Bangue Internationale de 1 Afrique au Zaire

Balance of Payments

Banque Commerciale Zairoise du Commerce Extérieur
Country Development Strategy Statement

Commodity Import Program

Counterpart Fund

Development Fund for Africa

Financial Sector Adjustment Credit (World Bank)
Government of Zaire

Human Resources Development in Africa Project
International Finance Corporation

International Labor Organization

International Monetary Fund

Industrial Sector Adjustment Credit

Initial Environm.ntal Examination/Categorical Exclusion
Local Currency Loan Program

Letter of Credit

Letter of Commitment

Medium and Smaller-Scale Enterprises

Nouvelle Banque de Kinshasa

Office for Promction of Small Enterprise

Project Design and Operations Office - USAID/Kinshasa
Project Identification Document

Project Management Unit

Project Paper

Personal Services Contractor

Private Sector Support Project

Structural Adjustment Loan (World Bank)

Structural Adjustment Program

Societe Financiere de Developpment (development bank)
Societe Nationale d'Assurances (National Insurance Company)
United States Agency for International Development
United Nations Development Program
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EXECUTIVE SUMMARY

Grant: 40,0 million for disbursement over three years with
16,000,000 to be obligated in FY 1989,

Grantee: Government of Zaire (GOZ)

Implementing Agency: Office of the Minister of Plan.

1. The Problem.

The Zairian economy is in a recession characterized by high inflation,
foreign exchange shortages, and decreasing production of manufactured goods,
Manufacturing has declined relatively from 8 percent of GDP in 1970 to 6.2
percent of GDP in 1984 and absolutely over the same period by almost 20
percent in real terms. The private sector must play a leading role in Zaire's
economic recovery. However, medium and smaller-scale manufacturing
enterprises are operating at average capacity levels below 50 percent. They
are constrained by a lack of working capital (both foreign exchange and local
currency) which prevents them from purchasing adequate raw materials, spare
parts, and replacement equipment. Longer term credit for expansion is
unavailable. Therefore, they can neither operate at profitable levels of
capacity nor expand. Commercial banks are unable and unwilling to meet these
needs because of high inflation, foreign exchange shortages and a wide gap
between official and parallel foreign exchange rates. Further, because of
rigid credit ceilings, steep reserve requirements, and negative interest
rates, banks have few economic incentives to seek greater private deposits and
thus increase local resources for lending.

At the micro-economic level, workers in the productive sector are in
danger of losing their Jjobs because of the long period of declining economic
activity. Urban and rural consumers lack basic consumer goods, such as soap,
cloth, matches, basic wood and metal products. Farmers have less demand for
food and other agro-industrial products, such as jute and palm oil and
therefore less incentives to produce. Distributors and wholesalers who sell
MSE products have fewer goods to sell and less credit by which to market
them. Finally, smaller enterprises which provide ancillary goods and services
to larger companies find less demand for their products.

Other AID-financed interventions targeted on agriculture, transport, and
health are threatened. Without an expanding private sector boosting
production and income, revenues cannot increase to pay for road maintenance,
agricultural extension, health care systems and other essential public
services and investments. Unless these public investments can be made, the
impacts of specific development projects cannot be sustained after projects

end.

2. The Private Sector Support Program (PSSP)

The PSSP's purpose is to restructure the Zairian commercial banking sector
to enable it to support productive investment by medium and smaller-scale
enterprises (MSEs). The PSSP will help reverse the decline in industrial
production and re-establish demand and supply linkages between urban and rural
areas.,
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The program will facilitate restructuring and reform of the commercial
banking sector to support more productive investment by MSEs. As these
financial sector reforms are taking effect, foreign exchange and local
currency financing under a CIP mechanism will enable medium and smaller-scale
enterprises in Zaire to purchase raw materials, spare parts, and replacement
equipment and thus utilize idle plant capacity. Local currency financing will
encourage MSEs to utilize more local products such as jute for making
agricultural sacks and palm oil for soap production. Commercial bank
financing of MSEs will occur at market rates of interest.

Rejuvenation of Zaire's manufacturing industries is essential to Zaire's
economic recovery. In addition to using and processing local products, local
industries also produce and distribute basic consumer goods throughout the
country. To recover and expand, the Zairian private sector requires an
effective commercial banking sector. Financial sector reforms under the PSSP
will result in increased credit to private enterprises through two means.
First, through monetary policy changes such as reduced reserve requirements
and remuneration of reserves, commercial banks will enjoy an improved
incentive framework for mobilization of private savings. Second, because of
experience during the program with MSE lending and because of a growing level
of domestic financial resource mobilization, participating banks will begin to
provide term credit to a wider range of enterprises as defined by size, sector
of activity, and geographic location.

A full program of studies, annual impact surveys, and evaluations at both
sectoral and micro-levels will collect gender-disaggregated data and track
beneficiaries, expansion of rural-urban linkages, and other program impacts.
Results of these studies and surveys will identify other constraints to
private sector and particularly small-scale and women-owned enterprise
development that can be addressed through other interventions.

1) Beneficiaries

Medium and smaller enterprises (MSEs) receiving financing from commercial
banks will increase their production, capacity utilization, and
profitability. The ultimate beneficiaries of the program are the workers in
private enterprise borrowers, consumers, and smaller urban and rural
producers. These beneficiaries will receive, respectively, increased
employment and income, wider distribution of basic consumer goods at lower
prices, and improved urban markets for the agricultural and other products
" they produce.

Workers in MSEs receiving credit will receive higher salaries, benefits,
and further training opportunities. Urban and rural consumers will enjoy
broader access to basic consumer goods (such as soap, basic wood and metal
products, and cloth) throughout the country. Smaller distributors and
wholesalers linked to MSE borrowers will benefit from more goods to sell and
renewed distributor credit to assist sales. Smaller suppliers and
subcontractors for MSEs, including farmers, who supply agro-industrial
products (such as jute and palm oil for the manufacture of agricultural sacks
and soap), will enjoy more demand for their products and services.
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2) Addressing Foreign Exchange Shortage And Short-Term Credit Cons:raints

The program will provide $35 million in foreign exchange and $13.5
million in local currency for short-term and medium~term lending by commercial
banks to medium and smaller-scale Zairian private enterprises. The
availability of significant additional amounts of foreign exchange and local
currency for lending will help stabilize the market for foreign exchange and
encourage further liberalization. Private sector activity will increase while
financial sector reform and development are occurring. The foreign exchange
will be used to import essential raw materials, spare parts, and equipment.
Local currency will be used to purchase similar materials available locally or
for agricultural buying campaigns and will help re-establish rural-urban
linkages as well as increase demand for agricultural products.

Participating private enterprises drawing on the program's foreign
exchange or Counterpart Funds must repay the Counterpart Fund in local
currency. The banks will originate and guarantee short- and medium-term local
currency loans made from the CPF to the enterprises to pay for local costs.
The banks' repayment obligations to the Counterpart Fund will be independent
of the repayment of the borrowers' loans, so the banks will bear the
commercial lending risk. The terms of repayments to the Counterpart Fund will
cover credit terms established by the banks. Participating local commercial
banks will open letters of credit for imports in a Commodity Import Program
(CIP) process, and will collect local currency repayments from borrowers on
behalf of the Counterpart Fund. U.S.-based banks selected for the Project
will provide letter of credit confirmation services and effect payment to
exporters on the basis of AID/W issued Bank Letters of Commitment.

Furthermore, the program will provide long and short-term technical
assistance to monitor commercial bank financing of private enterprises and to
identify further obstacles to domestic resource mobilization and allocation to
the private sector. As measures are identified to deal with these problems,
they will be included in future years of the PSSP or in future projects.

3) Restructuring the Financial Banking Sector

The program will facilitate development of the financial sector, which by
the end of the program will be able to more efficiently mobilize and allocate
financial resources to private enterprises. The program will support the
process of financial sector reform through policy conditionality and by
promoting mutual consultation between the GOZ and USAID on progress and
performance in meeting the objectives and elements of the financial sector
development program. Commitments of funds for imports will occur in tranches
in coordination with progress in the financial sector development program.

This component will provide resources of $5 million in prodject funds and
$1.5 million in local currencies for technical assistance, studies, fiduciary
bank services, audits, and evaluation. These resources will help the GOZ
implement its financial sector reform program that will provide the overall
structure and incentives for the commercial banking system to mobilize
resources for on-lending to the private sector.

The GOZ, through its central bank, the Bank of Zaire (BDZ), has agreed
that the United States will, in the context of the Private Sector Support
Project, participate in formulating and assisting the financial sector
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development program. There will occur regular consultations to implement this
participation in the framework of the FSAC. Close contact with the private
commercial banks will continue to be maintained.

Prior Actions

Prior to signature of the grant agreement, tne GOZ must have taken
substantial measures manifesting its intention to continue its overall
macroeconomic program of structural reform and adjustment.
Specifically, the GOZ will have taken the following prior actions:

- Reduction in the gap between the official and parallel exchange rates,
particularly through devaluation of the official exchange rate;

- Reduction of the gap between inflation and the Bank of Zaire's
interest rates on advances to commercial banks, particularly through
increases in nominal interest rates.

- Revisions in taxes and in tax administration to progressively reduce
the GOZ's budget deficit.

The policy reform program under the PSSP will consist of three parts.

o Commitments by the GOZ to specific objectives in financial sector
development and to U.S. participation in designing and supporting this
program will be conditions precedent to the initial release of funds for
import financing.

o0 Specific measures promoting domestic resource mobilization by banks and
allocation of these resources to the private sector will be conditions
precedent to subsequent releases of program funding. Two of the
priority areas for conditionality are: 1) promoting a more active money
market among banks and other financial institutions, so as to establish
truly market-determined interest rates, and (2) improving the incentive
framework for banks to mobilize a larger share of national liquidity and
thereby expand credit available to the private sector.

Basic covenants will establish the macro-economic framework required for
the PSSP to succeed, including provisions for control of the deficit and
liberalization of prices, interest rates, and exchange rates,

The GOZ and USAID will consider conditionality recommendations and actions
to be taken in future years. Bank of Zaire interest rates, lending policies,
reserve requirements and credit ceilings will be areas of discussion.
Requirements for progress in areas of particular interest to AID will be
conditions for subsequent releases of funding under the PSSP. The policy
reform program will be supported by technical assistance, training and
targeted research.

Program Management

Local commercial banks participating in the PSSP will offer foreign
exchange facilities to eligible private sector importers using Commodity
Import Program (CIP) mechanisms. USAID's management system for this type of
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operation has been developed through a series of three CIPs., A local bank
acting as fiduciary will be contracted to manage local currency repayments to
the Counterpart Fund and disbursements under the Local Currency Lending
Program. A consulting firm with audit capabilities will monitor progress,
results, and impacts of bank lending to MSEs under an institutional contract.
Technical assistance for financial sector development and reform activities
will be provided by long-term PSC and IQC mechanisms,

USAID staff will focus on (1) policy dialogue, (2) monitoring GOZ
performance in satisfying conditionality, (3) formulating conditionality for
subsequent tranched release of funds, (4) modifying reform targets and
timetables to meet current conditions, (5) monitoring commodity transaction
(6) managing studies and analyses to determine ‘he actual impacts and
implications of program activities and conditionality, and (7) managing the
performance of the principal contractors in meeting program obijectives.
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1. PROGRAM RATIONALE AND DESCRIPTION

USAID/7aire proposes to provide $40 million to restructure the
Zzairian commercial banking sector and enable it to support productive
investment by medium and smaller-scale enterprises (MSEs). Of the $40
million, $35 million will be provided in non-project assistance under a CIP,
and $5 million will be provided for technical assistance, studies, and
evaluations.

1.1. The Problem

The Zairian economy is in a recession characterized by high
inflation, foreign exchange shortages, and decreasing production of
manufactured goods. Manufacturing has declined relatively from 8 percent of
GDP in 1970 to 6.2 percent of GDP in 1984 and absolutely over the same period
by almost 20 percent in real terms. The private sector must play a leading
role in Zaire's economic recoveiy. However, medium and smaller-scale
manufacturing enterprises are operating at average capacity levels below 50
percent. They are constrained by a lack of working capital (both foreign
exchange and local currency) which prevents them from purchasing adequate raw
materials, spare parts, and replacement equipment. Longer term credit for
expansion is unavailable. Therefore, they can neither operate at profitable
levels of capacity nor expand. Commercial banks are unable and unwilling to
meet these needs because of high inflation, foreign exchange shortages and a
wide gap between official and parallel foreign exchange rates. Further,
because of rigid credit ceilings, steep reserve requirements, and negative
interest rates, banks have few economic incentives to seek greater private
deposits and thus increase local resources for lending.

At the micro-economic level, workers in the productive sector are in
danger of losing their jobs because of the long period of declining economic
activity. Urban and rural consumers lack basic consumer goods, such as soap,
cloth, matches, basic wood and metal products. Farmers have less demand for
food and other agro-industrial products, such as jute and palm oil and
therefore less incentives to produce. Distributors and wholesalers who sell
MSE products have fewer goods to sell and less credit by which to market
them. Finally, smaller enterprises which provide ancillary goods and services
to larger companies find less demand for their products.

Other AID-financed interventions targeted on agriculture, transport, and
health are threatened. Without an expanding private sector boosting
production and income, revenues cannot increase to pay for road maintenance,
agricultural extension, health care systems and other essential public
services and investments. Unless these public investments can be made, the
impacts of specific development projects cannot be sustained after projects

end.

Zaire embarked upon a far-reaching economic stabilization and liberalization
program in 1983 in an attempt to overcome a long and severe economic crisis.
The GOZ adopted many important policy reform measures. While adoption of
these measures has often been unpopular and difficult - and progress in
implementation uneven - the GOZ is determined to continue and expand its
reform program.
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Zaire, like most developing countries, depends upon a limited number of
mineral and agricultural products for its foreign exchange earnings. While
output response to the policy measures adopted under the reform program have
been positive, international price movements have negated much of the foreign
exchange gain expected from increased export quantities. This factor,
combined with continued heavy debt repayment levels, has resulted over the
past year in foreign exchange shortages, There is currently estimated to be a
minimum structural shortage of roughly $10 million per month in short term
trade credit, which banks could provide to the private sector if the foreign
exchange were available,

Credit, which plummeted to one-third its 1974 level in 1982, has
essentially stagnated since the beginning of the current stabilization program
in 1983. This is partly the result of continued high and fluctuating
inflation, which increases the risks of credit and has driven most firms back
to self-financing of their operations. Restrictive credit policies adopted to
stabilize total liquidity and inflation have also severely limited commercial
banks' ability to extend credit. Zairian banks are subject to strict credit
ceilings and are required to keep an interest-free reserve in the central bank
equal to fifty percent of their short-term deposit base. Term credit is
available only from the development bank. Due to high inflation and thin
credit markets, interest rates, although no longer under government control,
are not responsive to supply and demand. Several financial institutions need
rehabilitation, although the core of the private commercial banking sector is
sound. Zairian banks serve mainly as foreign-exchange dealers, concentrating
primarily on very short-term trade financing, and limit their lending mainly
to short-term advances to preferred clients.

1.2 The Private Sector Support Program (PSSP)

The PSSP's purpose is to restructure the .‘airian commercial banking sector
to enable it to support productive investment by medium and smaller-scale
enterprises (MSEs). The PSSP will help reverse the decline in industrial
production and re-establish demand and supply linkages between urban and rural
areas.

The program will facilitate restructuring and reform of the commercial
banking sector to support more productive investment by MSEs. As these
financial sector reforms are taking effect, foreign exchange and local
. eurrency financing under a CIP mechanism will enable medium and smaller-scale
enterprises in Zaire to purchase raw materials, spare parts, and replacement
equipment and thus utilize idle plant capacity. Local currency financing will
encourage MSEs to utilize more local products such as jute for making
agricultural sacks and palm oil for soap production. Commercial bank
financing of MSEs will occur at market rates of interest,

Rejuvenation of Zaire's manufacturing industries is essential to Zaire's
economic recovery. In addition to using and processing local products, local
industries also produce and distribute basic consumer goods throughout the
country. To recover and expand, the Zairian private sector requires an
effective commercial banking sector. Financial sector reforms under the PSSP
will result in increased credit to private enterprises through two means.
First, through monetary policy changes such as reduced reserve requirements
and remuneration of reserves, commercial banks will enjoy an improved
incentive framework for mobilization of private savings. Second, because of
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experience during the program with MSE lending and because of a growing level
of domestic financial resource mobilization, participating banks will begin to
provide term credit to a wider range of enterprises as defined by size, sector
of activity, and geographic location.

A full program of studies, annual impact surveys, and evaluations at both
sectoral and micro-levels will collect gender-disaggregated dta and track
beneficiaries, expansion of rural-urban linkages, and other program impacts.
Results of these studies and surveys will identify other constraints to
private sector and particularly small-scale and women-owned enterprise
development that can be addressed through other interventions.

1) Beneficiaries

Medium and smaller enterprises (MSEs) receiving financing from commercial
banks will increase their production, capacity utilization, and
profitability. The ultimate beneficiaries of the program are the workers in
private enterprise borrowers, consumers, and smaller urban and rural
producers. These beneficiaries will receive, respectively, increased
employment and income, wider distribution of basic consumer goods at lower
prices, and improved urban markets for the agricultural and other products

they produce.

Workers in MSEs receiving credit will receive higher salaries, benefits,
and further training opportunities. Urban and rural consumers will enjoy
broader access to basic consumer goods (such as soap, basic wood and metal
products, and cloth) throughout the country. Smaller distributors and
wholesalers linked to MSE borrowers will benefit from more goods to sell and
renewed distributor credit to assist sales. Smaller suppliers and
subcontractors for MSEs, including farmers, who supply agro-industrial
products (such as jute and palm oil for the manufacture of agricultural sacks
and soap), will enjoy more demand for their products and services. The
program will monitor and evaluate benefits and effects on the following:

Consumers: Access to foreign currency through the program will enable
target MSEs to import essential raw materials and spare parts, thus lowering
unit costs of production. These savings should be passed on to the consumer
because many companies compete with imports and also face declining purchasing
power due to inflation.

Employees: Manufacturing companies provide a training ground for
mechanics, engineers and office workers. This on-site training is of superior
quality compared to other training resources in Kinshasa. MSEs are also a
source of stable, long term employment in a rapidly expanding urban economy.
Benefits for workers include dispensaries, medicines, payment of culturally
important expenses such as funerals and marriages, retirement benefits, and
access to food at below-market prices.

Subcontractors: Medium scale companies subcontract work to smaller
enterprises such as printshops, wholesale food traders, laundry and transport
services,

Marketing and Distribution Chain: Many companies have national
distribution networxs; some have branch factories in the interior. Most
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companies lLave recently cut back or eliminated distributor credit. Increased
access to local currency enables companies to reestablish distributor credit,
thus expanding their distribution networks.

Links to Agriculture and Rural Areas: Most companies in the medium size
range either operate in Kinshasa or have their headquarters there. The direct
impact of the PSSP, therefore, will be felt in the large population center of
the Kinshasa Region. With increased access to credit, those medium scale
industries with branch factories and national distribution will be able to
expand their activities in the interior.

Some companies have direct links with agriculture or buy raw materials
in rural areas, specifically those producing building materials and
foodstuffs. One company provides credit to traders for agricultural buying
campaigns. Special studies for the PSSP will show how to strengthen these
supply links. The local currency loan component will also provide credit for
agricultural campaigns.

Specific MSE examples

Specific examples from background studies carried out for the program
design illustrate the PSSP's range of benefits and linkages to smaller
producers and other sectors A medium-sized brick company called BRIKIN
manufactures bricks and tiles from local materials and needs credit to operate
at a profitable level of capacity. BRIKIN has been in business since 1949 and
exports bricks to the Congo and the Central African Republic as well as
supplying the Zairian construction industry.

A food products company known as VAP (Victoria Assorted Products)
manufactures various types of food products, including a weaning food using
locally produced corn. VAP distributes its products throughout Zaire and
purchases its corn from a Zairian PVO based in the Equateur Region. Credit,
combined with the new machinery it has recently purchased, will enable VAP to
expand its production of weaning food and other products.

TREFILKIN, a producer of basic metal products such as wire mesh, fencing,
and nails, needs credit to expand its line of products to include galvanized
tin roofing, widely used in Zaire. TREFILKIN also sells fencing to larger
agricultural producers in the interior of Zaire.

MAZAL manufacturers matches using local wood as well as imported raw
materials. MAZAL's marketing chain includes a variety of distributors,
including street vendors, many of whom are women. Three of the company's
wholesale clients are also women. The company needs credit for machinery to
begin manufacturing match boxes locally instead of importing them.

The only factory in Zaire with research facilities, PENAZA is owned by a
Zairian woman who took over ownership from Belgians in the mid-1970s. PENAZA
has production facilities in Kisangani, Likasi, and Lubumbashi as well as in
Kinshasa and distributes its products through hardware stores all over the
country. Because of the lack of credit, however, the company has had to
reduce distributor credit from 90 to 30 days. The company uses local soy oil,
copal, and cement as well as imported raw materials.

O
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As a manufacturer of jute sacks, TISSAKIN has extensive links with the
agricultural sector, especially small jute farmers in the Bandundu Region and
traders who buy the jute for the company. In producing the sacks, which are
essential for marketing of a wide range of agricultural products, TISSAKIN
mixes higher quality imported jute from Bangladesh (1/4 of the total jute
used) with local jute. Because the company is unable to provide sufficient
credit to traders for purchasing local jute, the traders are slow in buying
from farmers, who then have less incentive to gather more jute. Moreover,
TISSAKIN competes with sacks imported from Bangladesh.

These examples illustrate the variety of demand and supply linkages local
Zairian companies have with rural and urban producers, consumers,
distributors, and even micro market vendors. All of these companies are
established companies with substantial idle capacity. Sufficient credit for
local and imported raw materials and equipment could quickly expand these
companies' operating capacities and benefit their employees and consumers as
well as smaller-scale suppliers and distributors.

2) Addressing Foreign Exchange Shortage And Short-Term Credit Constraints

The program will provide $35 million in foreign exchange and $13.5
million in local currency for short-term and medium-term lending by commercial
banks to medium and smaller-scale Zairian private enterprises. The
availability of significant additional amounts of foreign exchange and local
currency for lending will help stabilize the market for foreign exchange and
encourage further liberalization. Private sector activity will increase while
financial sector reform and development are occurring. The foreign exchange
will be used to import essential raw materials, spare parts, and equipment.
Local currency will be used to purchase similar materials available locally or
for agricultural buying campaigns and will help re-establish rural-urban
linkages as well as increase demand for agricultural products,

Participating private enterprises drawing on the program's foreign
exchange or Counterpart Funds must repay the Counterpart Fund in local
currency. The banks will originate and guarantee short- and medium-term local
currency loans made from the CPF to the enterprises to pay for local costs.
The banks' repayment obligations to the Counterpart Fund will be independent
of the repayment of the borrowers' loans, so the banks will bear the
commercial lending risk. The terms of repayments to the Counterpart Fund will
cover credit terms established by the banks., Participating local commercial
banks will open letters of credit for imports in a Commodity Import Program
(CIP) process, and will collect local currency repayments from borrowers on
behalf of the Counterpart Fund. U.S.-based banks selected for the Program
will provide letter of credit confirmation services and effect payment to
exporters on the basis of AID/W issued Bank Letters of Commitment.

Furthermore, the program will provide long and short-term technical
assistance to monitor commercial bank financing of private enterprises and to
identify further obstacles to domestic resource mobilization and allocation to
the private sector. As measures are identified to deal with these problems,
they will be included in future years of the PSSP or in future projects.
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3) Restructuring the Financial Banking Sector

The program will facilitate development of the financial sector, which by
the end of the program will be able to more efficiently mobilize and allocate
financial resources to private enterprises. The program will support the
process of financial sector reform through policy conditionality and by
promoting mutual consultation between the GOZ and USAID on progress and
performance in meeting the objectives and elements of the financial sector
development program. Commitmente of funds for imports will occur in tranches
in coordination with progress in the financial sector development program.

This component will provide resources of $5 million in project funds and
$1.5 million in local currencies for technical assistance, studies, fiduciary
bank services, audits, and evaluation., These resources will help the GOZ
implement its financial sector reform program that will provide the overall
structure and incentives for the commercial banking system to mobilize
resources for on-lending to the private sector.

The GOz, through its central bank, the Bank of Zaire (BDZ), has agreed
that the United States will, in the context of the Private Sector Support
Program, participate in formulating and assisting the financial sector
development program. There will occur regular consultations to implement this
participation in the framework of the FSAC. Close contact with the private
commercial banks will continue to be maintained.

Prior Actions.

Prior to signature of the grant agreement, the GOZ must have taken the
substantial measures manifesting its intention to continue its overall
macroeconomic program of structural reform and adjustment. Specifically, the
GOZ will have taken the following prior actions:

- Reduced in the gap between the official and parallel exchange
rates, particularly through devaluation of the official exchange
rate;

- Reduced the gap between inflation and the Bank of Zaire's
interest rates on advances to commercial banks, particularly
through increases in nominal interest rates.

- Revised the GOZ tax collection procedures including custom taxes,
tax administration, and an increase fuel taxes.

The policy reform program under the PSSP will consist of three parts,

o Commitments by the GOZ to specific objectives in financial sector
development and to U.S. participation in designing and supporting this
program will be conditions precedent to the initial release of funds for
import financing.

o Specific measures promoting domestic resource mobilization by banks and
allocation of these resources to the private sector will be conditions
precedent to subsequent releases of program funding. Two of the
priority areas for conditionality are: 1) promoting a more active money
market among banks and other financial institutions, so as to establish
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truly market-determined interest rates, and (2) improving the incentive
framework for banks to mobilize a larger share of national liquidity and
thereby expand credit available to the private sector.

0 Basic covenants will establish the macro-economic framework required for
the PSSP to succeed, including provisions for control of the deficit and
liberalization of prices, interest rates, and exchange rates.

The GOZ and USAID will consider conditionality recommendations and actions
to be taken in future years. Bank of Zaire interest rates, lending policies,
reserve requirements and credit ceilings will be areas of discussion.
Requirements for progress in areas of particular interest to AID will be
conditions for subsequent releases of funding under the PSSP. The policy
reform program will be supported by technical assistance, training and
targeted research. Refer to Section 6, Conditions and Covenants for a more
detailed discussion of the conditionality.

(4) Program Management

Local commercial banks participating in the PSSP will offer foreign
exchange facilities to eligible private sector importers using Commodity
Import Program (CIP) mechanisms. USAID's management system for this type of
operation has been developed through a series of three CIPs. A local bank
acting as fiduciary will be contracted to manage local currency repayments to
the Counterpart Fund and disbursements under the Local Currency Lending
Program. A consulting firm with audit capabilities will monitor progress,
results, and impacts of bank lending to MSEs under an institutional contract.
Technical assistance for financial sector development and reform activities
will be provided by long-term PSC and IQC mechanisms.

USAID staff will focus on (1) policy dialogue, (2) monitoring GOZ
performance in satisfying conditionality, (3) formulating conditionality for
subsequent tranched release of funds, (4) modifying reform targets and
timetables to meet current conditions, (5) monitoring commodity transaction
(6) managing studies and analyses to determine the actual impacts and
implications of program activities and conditionality, and (7) managing the
performance of the principal contractors in meeting program objectives.

1.3 PSSP Relationships with National Development Objectives and
Strategies

The Private Sector Support Program has been designed to take into account
fundamental G0z, IMF/World Bank, and USAID development objectives in general,
and banking sector reform and private sector development goals in particular.

(1) Conformity Of PSSP With Zaire's Development Strategy And Programs

The GOZ's economic program until 1976 concentrated on taking control of
Zaire's economic assets from expatriate owners -- nationalization in the
mining sector, Zairianization in agroindustry and commerce -~ and on
large-scale public investments -- a steel mill and very large-scale
energy-sector projects. This program was brought to a halt by the decline in
the terms of trade, the poor performance of both public sector and Zairianized
industries, and the costs of the defense of the Shaba region from armed
incursions in 1977 and 1978. Annex 3, The Economic Analysis, discusses these




developments in more detail.

After a transitional period, the GOZ began to focus on economic
stabilization. There are several aspects to this stabilization program.

o The GOZ has tried to adjust its fiscal program to its reduced
resources. The GOZ signed its first Stand-By Agreement with the IMF in
1976. The current Stand-By Agreement, approved in 1987, is Zaire's
seventh. Each program has concentrated heavily on raising fiscal
revenues and controlling spending.

0 The growth of private credit has also been controlled in the framework
of the Stand-By Agreements.

o0 The GOZ is encouraging the private sectur to play a more important role
in production and commerce, concentrating public sector activities on
infrastructure, social programs and specified state enterprises such as
copper mining. Retrocession of Zairianized and nationalized enterprises
started in 1976. Most agricultural marketing parastatals were
eliminated in a reorganization in 1978, Privatization is an element of
the Structural Adjustment Program.

0 The GOZ in 1983 began the current and ongoing economic stabilization
program which has focused on liberalization of the regulatory framework
for the private sector. The GOZ has eliminated controls on agricultural
and manufactured commodity prices as well as on imports, although
implementation of decontrol has not been complete. Exchange rates were
freed from control from 1984 through 1986. Since exchange rate control
was resumed in October, 1986 the currency has been devalued regularly in
an attempt to keep pace with parallel market rates, Controlled fuel
prices have been adjusted several times since August, 1987 to ensure
that costs are covered. Repatriation of profits is now allowed. Import
tariffs are being made more uniform, encouraging more use of local
resources in production and consumption.

Despite continuing pressure on the balance of payments, the GOZ is moving
ahead with a Structural Adjustment Program, of which the phases inaugurated in
1986 and 1987 focus primarily on tariff, civil service, privatization and
parastatal management reforms. The continuation of this program in 1988 and
1989 is planned to emphasize three areas that have been under study for some
time: small and medium enterprises, the financial sector, and agriculture.

The Private Sector Support Program also has the medium-term objective of
developing improved commercial banking services to medium-size and smaller
private enterprises (MSEs), a group whose businesses are smaller in size than
the banking system's current clientele. This objective corresponds to two of
the three emphases in the Structural Adjustment Program: the financial sector
and small and medium enterprises.

With respect to the financial sector, the joint World Bank and the IMF
have initiated discussions in financial sector development and credit policy
as part of the 1987 Structural Adjustement Program. Under this program, the
requirement for Bank of Zaire approval of agricultural and medium term loans
was eliminated, agricultural interest rates were freed from control,
allocation of credit ceilings was streamlined, and the turnover tax on
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interest earnings was eliminated. Some progress was also made in discussing
agricultural credit policy, requlating savings and credit cooperatives, and
improving requlation of commercial banks.

This financial sector element is to be expanded in 1988 through the World
Bank's Financial Sector Adjustment Credit (FSAC). The overall objectives of
the FSAC are to substitute indirect for direct regulation of the financial
sector, to improve the mobilization of resources and to increase the
availability of credit. The priority measures will be to improve control over
the money supply and the working of credit and financial markets. Other
measures will be taken to increase the stability of the financial system and
to restructure cectain financial institutions.

The Private Sector Support Program has been designed as an integral part
of these efforts. It concentrates on the private commercial banking sector
and the problem of increasing this sector's deposit base and lending volume in
the context of the overall macroeconomic program's limitations on total
liquidity in the economy. Discussions with the Bank of Zaire, as well as with
the World Bank, have encouraged this approach. They have also confirmed that
financing mechanisms proposed in this program will not conflict with IMF
stabilization targets and credit ceilings. The IMF will take account of the
PSSP's projected level of activity in establishing with the BDZ credit

ceilings.

The GOZ has shown continuing interest in small and medium enterprise
promotion as an important element in the Structural Adjustment Program
evidenced by a series of roundtable discussions and new initiatives over the
last year. A major activity in this field is the new World Bank Small
Enterprise Promotion Project. The GOZ has also established an Office for
Promotion of Small Enterprise (OPEZ) and has engaged in small enterprise
projects with the UNDP and the French technical assistance agency, through
OPEZ and the national chamber of commerce, ANEZA. The two development banks,
SOFIDE and the Agricultural Development Bank (BCA), also have small and medium
enterprise promotion among their objectives.

While USAID has supported OPEZ, SOFIDE, and the BCA with training and some
Counterpart Fund deposits, the Private Sector Support Program proposes a
purely private sector approach to promotion of MSEs, Discussions with the
Prime Minister's Office, the Planning Ministry and the directors of all major
departments of the BDZ (studies, credit, banking supervision, and the Small
Enterprise Development Office) have indicated the GOZ's strong interest in
this effort.

(2) Relationship Of The PSSP To AID Strategy

The World Bank has requested that donors to Zaire shift assistance into
faster disbursing modes to the extent possible. The World Bank itself adopted
a major program assistance strategy for Zaire in 1985, which has resulted so
far in two major program loans, the Industrial Sector Adjustment Credit (ISAC)
in 1986 and the Structural Adjustment Loan (SAL) in 1987, Several other
donors are co-financing these programs or supporting them through informally
linked assistance to the balance of payments. The Paris Club of official
creditors to the GOZ granted exceptional rescheduling terms to Zaire in 1987,
a measure which the United States fully supported.

!
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USAID/Zaire's CDSS dates from 1984, with an Update in early 1985. Since
1984, USAID's strategy has placed increasing emphasis on balance of payments
assistance, policy conditionality, and the private sector. This is evident in
the CDSS Update of 1985 with its emphasis on "stabilization support.™ This
emphasis was strengthened
in 1986 by the Africa Bureau's allocation of AEPRP funds to Zaire for the
Structural Adjustment Support Grant (660-0121).

USAID will propose a major three-year PL 480, Title I/III, program for FYs
1989-1991, in support of the balance of payments and policy reform promoting
agricultural production and marketing. USAID is investigating the possibility
of a privatization project for FY 1989, which could also be funded by the
AEPRP if funds are available and allocated to Zaire. USAID will continue
major projects in health, population, rehabilitation of rural roads, and
agricultural production. However, for the benefits of these development
projects to be sustained over time, the Zairian economy, and the private
sector in particular must increase production, income, and revenues. With
increased income and revenues, public services and investments can be
maintained and expanded.

USAID expects the new CDSS to be completed early in 1989 to continue to
reflect a focus on private sector development. The mission considers the
Private Sector Support Program a central element in this strategy, which is
expected to include a set of interventions directed toward promoting private
enterprise. The present program is expected to benefit mainly MSEs. Studies
indicate that special, dedicated activities will be needed to reach
micro-enterprises and address more fully women-in-development requirements,
The Social Soundness Analysis, Annex 4, addresses these issues, including
spread effects from the PSSP and special studies under the Program to better
understand these sectors. USAID is considering small and micro-enterprise
support under the Small Project Support Project (660-0125) scheduled for
authorization in early FY 1989,

The Private Sector Support Program continues USAID's strategy of using
private commercial banks as implementing institutions in assisting the private
sector., The PL 480 program and three CIPs (660-0100, 660-0103, and the
AEPRP-financed CIP, 660-0121) have enhanced the Mission's familiarity and
expertise with the private commercial banks in allocating external financial
assistance to the private sector. CIP evaluations have found that this method
is working well. This mechanism will, however, be elaborated further in the
Private Sector Support Program. The program will seek to stimulate a wider
range of banking services such as term credit to a new clientele of MSEs,

The program's emphasis on the private sector, the financial sector, and
MSEs fully reflects the mission's analysis of these as critical constraints on
the objective of improving the standard of living of Zaire's poor majority.
Progress in these areias is necessary to permit the Zairian economy to resume
growth and to make up for the post-1974 income losses, which, as the CDSS
points out, are at the root of many of the daily problems of the target
population.
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1.4 Relationship Of The PSSP To Development Fund For Africa (DFA)
Legislation

Among other objectives, Development Fund for Africa (DFA) legislation
contained in the FY 1988 Continuing Resolution authorizes assistance:

- to help overcome shorter-term constraints to long-term development;

- to bring about appropriate sectoral structuring of the Sub-Saharan
economies; and

- to establish a favorable environment for individual enterprise and
self-sustaining development.

The Continuing Resolution further states that efforts at policy reform
should take into account the need (1) to protect vulnerable groups and (2) the
need for USAID to coordinate its programs with multilateral donors. The
Conference Report states that "sectoral support designed to alleviate specific
policy, institutional, or resource constraints in a recipient country's
economy” is appropriate and that such sectoral approaches should "be
integrated into a single country strategy whose different components
complement one another...".

The PSSP has been designed to target funds to the private sector rather
than to the GOz, and to medium-size rather than larger firm. The PSSP is also
conditioned on the GOZ's implementation of financial sector reform.
Consequently, the program's impact will improve the medium-term economic
environment for increased employment and income, improved supplies of
consumption goods, and improved urban markets for agricultural products.

Success of the PSSP requires that the GOZ continue with its efforts to
reduce inflation as well as the budget and balance of payments deficits.
Without reasonable macroeconomic stability, the overall economy cannot
function and specific development efforts in sectors such as agriculture and
transport cannot succeed. Overall stability and economic recovery is
essential to economic growth. Unless overall economic growth can occur,

targeted efforts to help poorer and more vulnerable groups cannot be sustained.

A renascence of the private manufacturing sector is essential to a
broader economic recovery in Zaire. Local industries use and process local
products such as jute and palm oil and produce basic consumer goods widely
used throughout the country. Marketing and distribution of these inputs and
consumer goods occur through rail, river, and road transportation networks.
These manufacturing, marketing, and distribution activities by private
enterprises depend on a banking system that can meet their financial
requirements for working capital, investment, and other needs. Financial
sector reforms under the PSSP are aimed at increasing credit through the
banking system to the private sector by improving incentives for banks to
mobilize private savings and by promoting more freely market-determined
interest rates,

The PSSP's objective of facilitating financial sector reform thus
corresponds to the DFA and Continuing Resolution's objectives of (1)
appropriate sectoral reform and (2) establishment of a favorable environment

6 A
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for individual enterprise and self-sustaining development. Private
enterprises cannot survive or develop without a financial system that meets
their needs. Further, as discussions in this Section and Annex 3, Economic
Analysis, make clear, USAID/Zaire has engaged in close consultation with the
world Bank and other multilateral donors in developing this program.

The FY 1988 Continuing Resolution's Conference Report language states
that efforts at sectoral reform should form an integral part of AID country
development strategies. Currently, USAID/Zaire's Action Plan objectives aim
at:

1. structural reform and policy dialogue;

2. increasing agricultural production and productivity;
3. improving farm-to-market access:; and

4, health and population.

AID-financed projects in agriculture, transport, and health aim at
benefitting specific target groups, mostly rural. USAID/Zaire's efforts in
structural reform aim at overall economic recovery. General economic recovery
and stabilization as well as a vibrant private sector are essential to the
sustainability of these more targeted sectoral projects. Without growing
urban demand and production, rural production and consumption cannot
increase. Unless rural areas and urban centers are linked more closely
through private and public transport services and networks, development
projects will not reap their potential benefits. Without increased ability of
individuals and government to pay for improved health services, health status
cannot improve. General economic recovery and an effective commercial banking
sector are essential to create a dynamic private sector that is healthy and
growing and that will enable more targeted development interventions to
succeed. The PSSP focuses on enabling the commercial banking sector to
support more productive investment by MSEs, thereby assisting the private
sector to recover and grow at a faster pace.

The program also recognizes that structural and sector reform efforts
can threaten vulnerable groups. The PSSP's planned monitoring and evaluation
activities described in Sections 4 and 7 and Annex 6 discuss ways in which
effects on vulnerable groups will be measured. A full program of studies,
annual impact surveys, and evaluations at both sectoral and micro-levels will
collect gender-disaggregated data and track beneficiaries, expansion of
rural-urban linkages, and other program impacts. Results of these studies and
surveys will identify other constraints to private sector and particularly
small-scale and women-owned enterprise development that can be addressed
through other interventions,

Local currency generated from the PSSP will be deposited in a special
account specifically for the PSSP and used to support the USAID/Zaire
Operating Expenses Trust Fund and the bilateral portfolio. It is estimated
that approximately $2.8 million equivalent will be used for the Trust Fung,
$15.1 million for the health sector and $17.1 million for the agricultural and
infrastructure sector.

3
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Although recent guidelines for the use of DFA funds require that local
currency be used in support of the proposed sector reform program, the Mission
argues that an exception be made for this program for the reasons as discussed
above and because the Mission continues to have one of the best records within
the Africa Bureau for effective monitoring of local currency generations. The
GAO as well as the Inspector General's Office have cited the Kinshasa Mission
as exemplary in their programming and monitoring of local currency
generations. Because local currency generations have been effectively
programmed to support the bilateral portfolio, A.I.D. projects in Zaire have
been implemented on a more timely basis when compared to delays experienced by
other donors due to a lack of local currency generations. The Mission
believes that because of this record and the recognized need to support the
bilateral projects, an exception should be granted to allow local cu:rency
generations to be used to support of the Mission's general project portfolio
rather than used exclusively within the banking sector.

1.5 The PSSP Design Process

The PSSP Program Document draws on a three year period of intensive
research, continuing dialogue with the GOZ, and close contacts with the World
Bank, IMF, other bilateral donors and the commercial banks.

The identification of needs of private sector beneficiaries was a
fundamental starting point for the mission in developing the PSSP. An
Investment Climate Assessment was completed in the fall of 1985 based on
private sector interviews in Kinshasa and Lubumbashi. This survey identified
the private sector's unsatisfied credit needs and lack of access to foreign
exchange as the keys to highly under-utilized production facilities. The
survey also highlighted the need for specific policy and operational reforms
required if the private sector was to develop its potential.

This original Investment Climate Assessment was followed by three more
probing surveys of Zaire's private sector in 1987 and 1988, Carried out by
Coopers & Lybrand, these three studies were based on interviews and plant
visits to over 160 medium and small private sector business and a series of
working sessions with the major commercial banks - probably one of the most
searching inquiries of the private sector yet conducted in Africa. See Annex
2, Technical Analysis, for a summary of the findings and conclusions contained
in these three reports.

The Private Sector Support Program will continue and expand the policy
dialogue initiated by USAID with the GOZ under the AEPRP-funded Structural
Adjustment Support Grant (660-0121). This grant supported a program of reform
including:

0 A long-term program of tariff-rate rationalization to promote
efficient import substitution;
0 Reduction of export formalities;

0 Continued implementation of exchange rate, import licensing, fuel
oricing, and price liberalization reforms initiated since 1983.
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After program authorization in September, 1986, USAID participated in
policy dialogue with the GOZ regarding exchange rates and fuel prices, which
continued until steps taken at the end of March, 1987 permitted USAID to
release the first tranche of funding. Dialogue has continued, especially
concerning fuels. USAID has furnished the GOZ and other donors such as the
IMF and the World Bank information and original analysis of fuel pricing and
taxation, particularly with respect to eastern Zaire where USAID is financing
fuel imports under its Commodity Imports Program for agricultural marketing,
Revision of the fuel price structure is expected in the near future.

In the financial sector, USAID has been engaged in discussions with the
Bank of Zaire concerning the reserve requirement applied to Counterpart Fund
(CPF) accounts since June, 1987, after the CPF was transferred from a
non-interest bearing account at the Central Bank to an interest bearing
account at a commercial bank. At that time, the Bank of Zaire raised the
reserve requirement on this account to 100 percent. This dialogue has become
a multilateral discussion led on the donors' side by USAID and Canadian
Cooperation and including other donors. Dialogue has lead to an initial
reduction in the CPF reserve requirement to 70 percent. Some of the subjects
raised will continue to be discussed under the Private Sector Support Program
using the lines of communication already developed with the Bank of Zaire's
Managing Director, the Director of Studies, the Director of Credit, and the
Director of Banking Supervision.

The mission's successful Commodity Import Program has resulted in close
operational working relationships with commercial banks operating in Zzaire,
All current participating commercial banks are seriously interested in
continued involvement in the PSSP. The CIP has also directly involved the
mission in relationships with U.S. based banks in import-export documentary
credits operated under Letters of Commitment. These banking relationships and
the proven working policies and procedures will continue in force under the
CIP component of the PSSP.
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2. DISBURSEMENT SCHEDULE AND FINANCIAL FLOW ESTIMATES

The PSSP finances a $40 million grant from AID to restructure the Zairian
commercial banking sector to enable it to support productive investment by
medium and smaller-scale enterprises. Approximately $35 million of this
amount will be utilized over a three year period for specified essential
private sector imports utilizing credit arranged by participating local
commercial banks in a Commodity Import Program format. The balance of $5
million will be employed over a five year LOP for essential program
management, technical assistance, audit fees, and special studies and
evaluations. No dollar funds will be made directly available to, or pass
through, any GOZ organizations, including the Bank of Zaire.

The Mission plans to obligate $16,000,000 in the second quarter of FY
1989 ($14,000,000 for the CIP and $2,000,000 for technical assistance),
$16,000,000 in FY 1990, $7,000,000 in FY 1991, and $1,000,000 in FY 1992. 1In
addition, the GOZ will contribute the local currency equivalent of $15 million
for deposit to the CPF. These local currency contributions will come from
funds currently being generated by other U.S. financed CIPs and PL 480

programs.

The PSSP will generate the local currency equivalent of $35.0 million
collected by participating commercial banks from repayments of private sector
businesses qualifying for the dollar foreign exchange commodity import
program. These recoveries will be paid directly into the separate special
account established for this program via a private local Fiduciary Bank under
contract to USAID.

The local currency counterpart fund generations from the PSSP's dollar
commodity import program and the GOZ contributions will be jointly programmed
under normal Mission CPF programming and budgeting policies and procedures.
Earmarks will be made annually or as required for the PSSP's Local Currency
Lending Program (LCLP) and for incentive programs currently under study for
encouraging the banking sector to mobilize local currency deposits and expand
local currency lending to the private sector utilizing its own internally
generated resources.

Reflows from local currency loans will return to the general U.S./Zaire
CPF. Although further CPF contributions to the PSSP may be made in future
years, reflows are not specifically earmarked for the PSSP.

See Exhibit 2.1, Summary Cost Estimate and Financial Plan, which follows
this page for a summary of the source and application of funds.
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EXHIBIT 2.1

SUMMARY COST ESTIMATE AND FINANCIAL PLAN

—~ PRIVATE SECTOR SUPPORT PROGRAM -

($000)
SOURCE METHOD
OF
APPLICATION FINANCING

1. COMMODITY IMPORT (§) BANK L/COM

LENDING (Z) DIRECT L/COM
2. LOCAL CURRENCY BANK LOAN
LENDING

3. PROGRAM MANAGEMENT DIRECT PAY
15 P/Y PSC PLUS
LOCAL HIRE STAFF

4, TA - POLICY REFORM/ DIRECT PAY
MONITORING/STUDIES
70 P/M

5. FIDUCIARY BANK DIRECT PAY
SERVICES

6. AUDITS DIRECT PAY
7. EVALUATION DIRECT PAY

TOTAL

* Equivalent in Local Currency

USAID

$35,000

3,400

950

250

200
200
$40,000

GOz * TOTAL

-—  $35,000

13,500 13,500

500 3,900
500 1,450
500 750
- 200
- 200

$15,000  $55,000

12
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2.1 Methods of Financing

Dollars will be disbursed directly to exporters by U.S. banks selected by
project management. These banks will be reimbursed by the United States
Government under Bank Letters of Commitment. Alternatively, Direct Letters of
Commitment will be issued by USAID directly to suppliers/exporters in
developing countries (as appropriate). The procedures, approval authorities,
communication channels and reporting and control mechanisms for establishing
Letters of Credit and insuring payments to suppliers are currently in place
and working successfully as part of current Mission CIP programs., Consult
Annex 7, Implementation Procedures for Private Sector Financing for further

details.

Personal Services Contracts and institutional AID contracts will be used
to procure technical assistance and consulting, fiduciary and audit services.
Normal competitive bidding practices will be followed in qualifying, awarding
and contracting.

2,2 Financial Accounting Mechanisms

Disbursement, recovery and accounting of local currency counterpart funds
used for local currency lending or bank incentive programs will be based on
CPF allocations to the PSSP for such activities as authorized by the Mission
as part of normal CPF budgeting and approval policies and procedures. The
designated Fiduciary Bank will maintain the Counterpart Fund account. The
Fiduciary Bank will be responsible for disbursement, collection, accounting
and reporting for these funds on the basis of USAID policies, procedures and
approval authorities and under terms of specific contractual agreements
between the bank and USAID.

Personal services contracts will be negotiated with individuals selected
for the PSSP Project Management Unit. The USAID Controller will arrange
direct payment. Short term technical assistance obtained from institutional
contractors will be paid in the same manner.

Contracts for specific services or consulting assignments - impact
studies, policy surveys, program research and analysis, audits, monitoring,
evaluation and fiduciary bank services - will be competitively tendered
against specific work scopes, schedules and performance criteria prepared by
the PSSP Project Management Unit. Payments will be made as appropriate from
dollar or local currency funds by the USAID Controller against invoices
approved by the Project Design and Operations Office and the Controller.

Exhibit 2.2, Projections Of Expenditures By Fiscal Year, which follows,
shows forecast expenditures by year and by major expenditure category.

More detailed financial tables are found in Annex 8, Detailed Budget and
Cost Estimates.

A x



TABLE 1

EXPENDITURES

USAID

CIP

PROGRAM MANAGEMENT
TECH ASSIST/STUDIES
FIDUCIARY BANK
AUDITS

. EVALUATIONS

AN W
« e o o o

SUB TOTAL USAID

coz*

-18-

EXHIBIT 2.2

PROJECTIONS OF EXPENDITURES BY FISCAL YEAR

- PRIVATE SECTOR SUPPORT PROGRAM -

YR 1

$14,000
600

185

50

40

$14,875

1. LOCAL CURRENCY LENDING $ 1,500

PROGRAM MANAGEMENT
TECH ASSIST/STUDIES
FIDUCIARY BANK

N

SUB TOTAL GOZ
TOTAL PSSP

*DOLLAR EQUIVALENT

100
100
100
$ 1,800

$16,675

YR 2

$15,000
650

245

50

40

50

$16,035

$ 3,000
100
100
100

$ 3,300

$19,335

($000)

YR 3

$ 6,000
660
205
50
40
75

$ 7,030

$ 3,500
100
100
100

$ 3,800

$10,830

YR 4

740
175
50
40

$ 1,005

$ 4,000
100
100
100

$ 4,300

$ 5,305

YR 5

750
140
50
40
75

$ 1,055

$ 1,500
100
100
100

$ 1,800

$ 2,855

TOTAL

$35,000
3,400
950

250

200

200

$40,000

$13,500
500
500
500

$15,000

$55,000
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3. IMPLEMENTATION

The implementation plan described below address the four key
implementation elements: program management, program planning and scheduling,
financial management, and program reporting. Reference should be made to
important related annexes to this PP, in particular Annex 1, The Logframe
Matrix, Annex 2, Technical Analysis, Annex 5, Administrative Analysis, and
Annex 7, Implementation Procedures for Private Sector Financing.

3.1 Program Participants Responsibilities And Relationships

Participants in this process include the GOZ, USAID, private commercial
and fiduciary banks, private consulting and audit firms, and private sector
businesses. Exhibit 3.1, Basic Program Objectives and Participating
Organizations, portrays these basic PSSP objectives and relationships.

o] Donor/Grantee Policy Dialogue And The Role Of USAID Management

The PSSP grant agreement be-ween the GOZ and AID will specify
continuing high level policy dialogue and policy reform reviews
over the life of the program. Responsibilities for these
activities are placed with senior Mission management at the
Director level and GOZ designated senior officials at ministerial
and central bank levels. (Refer to Section 6, Conditions and
Covenants, for discussion of the GOZ/AID consultative process

envisioned.)

o] Program Management And Related Advisory And Support Services

The PSSP will be under the direct supervision of the Misszion's PDO
Division Chief. He will be responsible for providing policy
guidance and direction to the PSSP Project Manager, who in turn
will supervise a Financial Sector Economist, a Program Economist,
and the CIP management unit.

The PDO Division Chief will receive advice and assistance from the
Mission's existing Private Sector Advisory Committee augmented by
the Controller and Legal Advisor. (Refer to Annex 5,
Administrative Analysis.)
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EXHIBIT 3 1

BASIC PROGRAM OBJECTIVES AND
PARTICIPATING ORGANIZATIONS

PRIVATE SECTOR SUPPORT PROGRAM -°

USAID DONOR
PRIVATE SECTOR SUPPORT AGENCIES
PROGRAM

FINANCIAL SECTOR POLICY REFORM| FX/LOCAL CURRENCY CREDIT

!

0z

l

COMMERCIAL BANKS AND

FIDUCTIARY INSTITUTION

IMPROVED INVESTMENT CLIMATE ACCESS TO CREDIT

PRIVATE SECTOR MSE

H7
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The PSSP Program Management Unit will be assisted by consulting,
advisory and audit services provided by established consultancy and
audit firms selected on the basis of competitive bidding against
detailed scopes of work.

o Participating Local Commercial Banks

Participating commercial banks will be responsible for the purchase
of PSSP dollar foreign exchange on behalf of private sector MSEs for
the import of designated critical commodities. They will also be the
vehicle for the counterpart fund local currency lending program.

o0 Fiduciary Bank

A fiduciary bank will be selected to provide a range of financial,
coordinating, monitoring and reporting functions for the PSSP special
account and Local Currency Lending Program,

0 Private Sector MSE Borrowers

Private sector borrowers who meet PSSP specifications and qualify
under commodity import criteria will work directly with and through
their participating commercial banks in accessing foreign exchange
and local currency credit. Borrower-lender relationships will be
agreed between the two parties. Participating banks bear full
responsibility for credit decisions, collections and risks and will
be held responsible for all repayments to the counterpart fund
regardless of repayment status of the borrower.

Exhibit 3.2, Project Structure, depicts the relationships and
responsibilities described above.

3.2 Pre-Implementation Planning

Four specific assignments were identified and assigned to outside
consultants for completion during the PP design phase,

o0 Specification of PSSP management information, control and
reporting system requirements;

o Conduct of a social soundness analysis including women in
development issues;
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* EXHIBIT .3,2

PROGRAM STRUCTURE

PRIVATE SECTOR SUPPORT PROGRAM

e——
DONOR/GRANTEE
POLICY DIALOGUE
AND
EXECUTIVE
MANAGEMENT GOZ USATD
| ) |
PROGKRAM
MANAGEMENT, ANDﬁ LOCAI
ADVISORY-SUPPOR CONSULTING-AUDTT
SERVICES RN
MISSION PSSP L—-
PRIVATE SECTOR DROGRAI4 MANAGEMEN
ADVISORY UNIT
COMMITTEE SIECTAL
CORSULTANTS
PARTICIPATING
INTERMEDIARY
FINANCIAL
INSTITUTIONS COMMERCIAL
AND
FIDUCIARY
BANKS
—

PRIVATE SECTOR
SME
BORROWERS

PRIVATE SECTOR
BORROWERS

BEST AVAILABLE DOCUMENT
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Consolidation of private sector surveys, identification of
priority private sector borrower targets, and assessment of the
size of the private sector borrower market and its absorption

capacity and rate;

Update on the Zairian banking and finance system and its key
participants.

There are a number of AID specific requirements which are necessary
prior to full program start up.

o

(o]

PAAD approved by AID/W.

PROAG signed between USAID/GOZ.

Contracting for technical services.

PIL(s) signed between USAID/GOZ including basic implementa‘.ion
PIL with Commodity Procurement Instructions (CPI), and compliance
with CPs and covenants.

Financing requests signed between USAID/GOZ

Bank Letters of Commitment issued by AID/W

Bank circular issued by Central Bank/GOZ, including protocol of
understanding between commercial banks and the fiduciary bank.

Refer to Exhibit 3.3, Implementation Planning Actions, which follows this
page, for a summary of these and other implementation start-up actions.

Refer to Exhibit 3.3, Implementation Planning Actions, which follows this
page, for a summary of these tasks.

3.3

Program Monitoring And Evaluation Planning

Consult section 4, Monitoring Plan, and section 7, Evaluation, for
discussions of monitoring and evaluation activities planned under the

PSSP.
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Implementation Of Research, Impact Studies And Human Resources
Development Support

Refer to Annex 6, Proposed Research, Evaluation and Impact Studies
and Human Resources Development, for summaries, budget estimates, and
implementation of the proposed tasks.

Operational Post-Program Agreement Implementation Plan

Implementation actions required during the operational phase of the
PSSP have their origin in the pre-implementation and start-up actions
described above. The operational implementation plan should,
therefore, be viewed as a logical continuation of pre-implementation
planning described in 3.2 above.

The nature of the PSSP and mission guidelines have structured the
implementation plan as follows:

0 The CIP nature of the program places much of the responsibility
for non-policy implementation actions outside formal GOZ channels

and actions.

o0 The private sector focus of PSSP emphasizes use of normal
international commercial and banking channels and networks for
foreign exchange acquisition and flows, and export-import
activities,

o The importance of the policy dialogue and conditionalities
objectives of the PSSP places heavy emphasis on mission
concentration on policy reform activities as opposed to more
routine program management tasks.

o Mission workloads apart from the PSSP dictated maximum delegation
of routine implementation tasks to a Program Management Unit able
to operate on a semi-independent basis, while having access to
consultants for special studies and program monitoring, impact
and evaluation responsibilities.

0 The existence of an effective in-place CIP program with its own
dedicated staffing provided an internal "on-going business”
capability for absorbing implementation responsibilities related
to the commodity import aspects of the PSSP.

Implementation Actions Of A Continuing Nature

No attempt has been made to describe in any detail the many
repetitive actions which the PSSP entails. Reference should be made
in this regard to Annex 5, Administrative Analysis, Annex 2,
Technical Analysis, and Annex 7, Implementation Procedures for
Private Sector Financing.

Exhibit 3.4, Major Recurring Implementation Actions Following Project
Start-Up Phase, indicates the timing of obligations, releases,
GOZ/AID consultations, audits, impact surveys and studies.
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EXHIBIT 3.4

MAJOR RECURRING IMPLEMENTATION ACTIONS FOLLOWING PROGRAM START-UP PHASE

TASK
Prepare Annual

Work Plan
Obligation
Semi-annual release
PIR

Bi-annual GOZ/AID X
Consultation

Annual audit-MSE
Financing

Seminar/conference
on fin. sec. issues

Annual survey of MSE
Impact

Economic, finance,
banking studies

Program evaluations

1989 1990 1991 1992 1993
QUARTER  QUARTER QUARTER QUARTER QUARTER
1234 1234 1234 1234 1234
X X X X X

X X
X X X X X
X X X X X X X X X X
X X X X X X X X X
X X X X X
X
X X X X X
X X X X X
X X X
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4, MONITORING PLAN

The monitoring plan designed into the PSSP has two major objectives:

0 Track performance against PSSP objectives, plans and schedules;
identify problem areas; and recommend appropriate corrective actions.

o Ensure that terms and conditions in all contracts with GOZ,
participating banks and fiduciary bank and other individual and
corporate contractors are met.

The PSSP implementation plan provides for development of management
infermation and control system specification and detailed systems design work
utilizing qualified outside information system consultants. The specifications
of the system will be found in Annex 5, Administrative Analysis. Detailed
systems design work will commence following PP approval.

The management information and control system will specify information and
report inputs and outputs and reporting formats for each participant in the PSSP
including the Program Management Unit. The system will specify:

0 Data and records required for monitoring, analyses, decision making and
downstream evaluations.

o Procedures, data and report formats and project monitoring
methodologies. ‘

0 Responsibilities, content and frequency of monitoring reporting.

The design and installation of the PSSP Program monitoring system will be
accomplished in three steps.

o Identification of project monitoring and information requirements.

o Installation of the monitoring and management and information control
systems.

o0 Administration of the systems.

Exhibit 4.1, Project Monitoring System, summarizes in graphical form the
elements included in this three step process.




IDENTIFY PROGRAM
MONITORING AND

INFORMATION
REQUIREMENTS

EXHIBIT 4.1

PROGRAM MONITORING SYSTEM

PRIVATE SECTOR SUPPORT PROGRAM

IDENTIFY KEY
ELEMENTS FOR

PROGRAM
MONITORING

DETERMINE 1NFOR- SPECIFY MANAGEMENT DESIGN MANAGEMENT

MATION AND INFORMATION AND INFORMATION
REPORTING 1NPUTS CONTROL SYSTEM S YSTEMS PROCEDURES [
OUTPUTS REQUIRED REQUIREMENTS TO MANUAL AND

TO MONITOR CAPTURE INFORMA- REPORTING FORMATS
SELECTED [TTON AND REPORTING
ELEMENTS LNPUTS /OUTPUTS

INSTALL THE MONITORING
AND MANAGEMENT INFQR-
MATION SYSTEM

INCORPORATE INFORA
MATION AND
REPORTING SYSTEM
REQUIREMENTS IN

AGREEMENTS AND
CONTRACTS WITH
IGOZ, PARTICIPATING
IDUCIARY BANKS

ND CONSULTANTS ]

ASSIGN RESPONSI-
BILITIES FOR
SPECIFIC COMPO-
NENTS OF INFORMA— |
TION AND REPOR-
TING SYSTEMS TO
PMU OFFICERS

_82_

ADMINISTER THE
MONITORING SYSTEM

PERIODIC AND

SPECIAL REPORTS

ol VITH RECOMMENDA-
TION TO MISSION

MANAGEMENT

PMU PREPARES .T

PMU ENSURES l

DOCUMENT FLOW TO
OFFICIAL PROG
FILES
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A number of key monitoring elements have been identified. The PSSP
management information and control system and the structuring of the Program
Management Unit address these important monitoring elements.

(o)

(o)

(o)

Verify GOZ compliance with conditions precedent, conditionalities and
covenants.

Ensure that contracts and agreements are negotiated and signed.

Monitor compliance with terms and conditions for disbursement and use
of foreign exchange.

Monitor compliance with terms and conditions for disbursement, use and
accounting for the local currency lending fund.

Monitor the source and use of all PSSP funds.

Evaluate the effectiveness of implementing agents and contractors.
Evaluate effectiveness of GOZ and donor coordination.

Assess adequacy of official and project working files.

Evaluate effectiveness of project reporting.

Exhibit 4.2, Key Monitoring Elements, which follows this page provides further
details on the data requirements and sources, and responsibility for system
management. Consult Annex 5, Administrative Analysis, for the detailed
management information, reporting and control systems specifications for the

PSSP,




MON{TORING CLEMENT

I.VERIFY GOZ COMPLIANCE WITH
CONDIT IONS PRECEDENT, CON-
DITIONALITIES AND COVENANTS

(i) Obtain documentation and
fegatl opinlons.

(2) Propose extenslons and
modiflcations.

(3) Alert misslon management
+o0 non-comptiance and
recommend action.

(4) Confirm conditions pre-
cedent met and issue PiL.

(5) Oversee compliance wi*h
covenants and condition-
alities.

EXHIBIT 4.2

KEY MONITORING ELEMENTS

PRIVATE SECTOR SUPPORT PROGRAM

DATA REQUIRED FOR
MONITORING

PROGRAM CONDITIONS PRECEDENT:

o

Financlal Development Policy
Statement.

G0Z request to assist In policy
Imp iementation.

Formation of Advisory Consuitative
Group.

MACROECONOMIC COVENANTS AND

o

CONDITIONS:
Guarantees for malntenance of
critical liberafization policies:
budget deficit limitations,

price {lberaiization, market
determined interest exchange and
fue!l rates.

RESPONSIBILITY

PDO

Program Manager
Economist
(assisted by USAID
Prog. Economist)

Filnancial Sector
Economlst

PROGRAM INFORMATION
SYSTEM SOURCE

Comp {1ance monltoring accompi{lshed by
continulng pollcy dlajogue and
Consultative Group discusslons.

_OE—
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Exhibit 4.3 Continued

MONITORING ELEMENT

2 .ENSURE CONTRACTS AND

R

AGREEMENTS NEGOT!ATED AND

DATA REQUIRED FOR

MONITORING RESPONSIBILITY

RELEASE OF SECOND TRANCHE:

o Measures taken re promoting money
markets and market determined
Interest rates.

o Incentlves estabilshed for banks to
extend credit to private sector via
bank moblilzatlon of larger share
of natlonal {lquidity.

RELEASE OF SUBSEQUENT TRANCHES:

PERSONNEL: PSC contracts signed on

SIGNED

o Further measures almed at pro-
moting more actlve money market
and Improving bank Incentlves to
mobiiize domestic savings.

PROGRAM MANAGER
schedule.
OFFICE AND HOUSING FACILITIES:

Procurement and contracting completed
on scheduie.
PARTICIPATING ORGANIZATIONS: Agree-

ments and contracts with participating
banks, flduclarles and consultants
signed on schedule.

PROGRAM [NFORMATION
SYSTEM SOURCE

PMU ¥iif follow conformlity with Impie-
mentation schedule working closely with
the misslon's legal contracts and
adminlistrative units.

...'[E_



Exhibit 4.2 Continued

MONITORING ELEMENT

3.MONITOR COMPLIANCE WITH
TERMS AND CONDITIONS FOR USE
OF FORE IGN EXCHANGE

4 .MONITOR COMPL IANCE WITH TERMS

DATA REQUIRED FOR
MONITORING

BORROWERS: Speclflcations and restric-

tions honored by participating banks.
Target groups beling reached.

IMPORTS: Commodity restrictions
observed.

SOURCE: Supplier source country
restrictions observed.

BORROWERS: Specliflicatlions and re-

AND CONDITIONS FOR LOCAL CUR-
RANCY LENDING PROGRAM

strictlons placed on eligible
borrowers observed, Target groups
beling addressed.

USE OF FUNDS: Specifications and re-

strictlons on use of local currency
funds observed.

REPAYMENT OF LOANS: Loan repayment
history and trends reported.

RESPONSIBILITY

PROGRAM MANAGER
FN Commodity Staff

PROGRAM MANAGER

PROGRAM INFORMAT{ON
SYSTEM SOURCE

Program MIS system wii| assisted by
outside auditors will provide
control Information. See Annex 5,
Adminlstrative Analysis,

Program M{S systems assisted by outside
auditors wil! provide control Infor-
mation. See Annex5, Speclal consuiting
studles also utillzed.

_ZE_
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5.MONITOR SOURCE AND USE OF

6.EVALUATE EFFECTIVENESS OF

109

FUNDS

FOREIGN EXCHANGE: Commltment jetters

In place, credit [ines operative, ex—
porters pald, and conflmming/paying
bank drawling down agalnst commltment
fetter.

GOZ CONTRIBUTIONS: Funds budgeted and

released by GOZ as per agreements.

LOCAL CURRENCY: Participating banks

making local currency payments to
counterpart fund for payment for
forelgn exchange. All transfers In and
out of counterpart fund In connectlion
with local currency iending program
timely and accurate.

PROGRAM RELATED PAYMENTS: Afll Indivi-

IMPLEMENTING AGENTS AND

dual and company contractors and
suppllers pald on scheduie.

PERSONAL SERVICES CONTRACTORS

CONTRACTORS

FIDUC!ARY BANK

PARTICIPATING BANKS

CONSULTANTS AND AUDITORS

PROGRAM MANAGER
FN Commodity Staff

PDO
PROJECT MANAGER

Ciose working relatlonship with mission
controllier re project related payments.
Periodic audlts by outslde auditors will
be scheduled.

Perlodic evajuation and reporting
of performance to mission
management with appropriate
recommendatlions.
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Exhibit 4.2 Contlnued

MONITORING ELEMENT

7.EVALUATE EFFECTIVENESS OF

DATA REQUIRED FOR
MONITORING

PROGRAM IMPLEMENTATION STATUS REPORT:

PROJECT REPORTING

Prepared on an accurate and timely
basls.
ROUTINE AND SPECIAL REPORTS: Particl-

pating and fiduclary banks, consultants
and audltors meeting all agreed report-
ing requirements on an accurate and
timeiy baslis.

EVALUATION OF PROGRAM-MIS SYSTEM: Mid

project evaiuation of effectiveness of
project MIS.

RESPONSIBILITY

PDO
PROGRAM MANAGER

PROGRAM {NFORMAT ION
SYSTEM SOURCE

See Sectlon 4, Monitoring Plian, and
Annex 5. Supplemented by
interviews and audits.
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5. SUMMARIES OF PROGRAM ANALYSES

This Section provides summaries of Annexes to the Program Paper. Annex
2, The Technical Analysis, is summarized in Section 5.1, including sections on
the Private Sector, the Central Bankinj System, the Commercial Banks and other
financial institutions, major areas of reform, and the PSSP Response to
private sector credit needs.

Section 5.2, summarizes Annex 3, The Economic Analysis, and discusses the
key liberalization measures made by the GOZ, fiscal performance of the GOZ,
the overall economic climate and the goals of the PSSP within the context of

financial sector reform measures.

The Social Soundness Analysis, summarized in Section 5.3, describes the
target beneficiaries of the Program, the MSEs, and expected spread affects to
other Sectors such as consumers, employees and agriculture. Brief discussions
of credit and savings in the informal sector and women in the private sector
show how the PSSP can better understand and reach USAID's traditional target
groups - the poor, women and rural institutions.

Section 5.4, summarizes Annex 5, The Administrative Analysis, and
examines the scope, adequacy and cost effectiveness of the overall management
and administration of the PSSP, including operations and control requirements,
administrative structure and responsibilities of participants, the structure
of the PSSP Program Management Unit (PMU), the management information and
control system, the functioning of the currently installed CIP Program, and
its cost effectiveness.

5.1 TECHNICAL ANALYSIS SUMMARY

This section summarizes the major needs of a representative sample of
medium and small private sector businesses in Zaire. Economic, policy and
operational constraints of the finance and banking systems in meeting the
critical credit needs of these MSE companies are reviewed. PSSP policy reform
and program elements for assisting the banking system to respond to MSE credit
requirements is described. For detailed discussion of these issues refer to
Annex 2, Technical Analysis and Annex 3, Economic Analysis.

(1) Private Sector Overview

Manufacturing as a percent of GNP declined 19 percent over the period
1970-1984. The textile and clothing, wood products, food processing and
leather shoe segments were down 40 percent, 37 percent, 20 percent and 57
percent respectively during the same period. The only growth was agriculture,
infastructure and mining segments traditionally supported by donor assistance
and multilateral lending agencies.

Three major groundbreaking surveys of medium and small private sector
husinesses were undertaken by Coopers and Lybrand during 1987-88. These
studies were carried out in the important urban centers of Kinshasa,
Lubumbashi, Likasi and Kolwezi, as well as broadly in the regions of Bandundu
and Shaba, the areas of AID program concentration. The surveys included a 130
company sample of smaller companies in the range of 10-100 employees and one
million Zaires ir assets; and a 37 company sample of medium sized ~ompanies
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with average employment of 250 and average sales of $2,760,000.
The small company survey resulted in a number of conclusions:

0 Companies in the 10-30 employee range are in reality “"cottage
industry® companies. Above that size they begin to take on the
characteristics of organized business activities.

o The financing of productive imports - both foreign and exchange
and local currency - is a major and chronic problem.

o The financing of spare parts and access to medium and long term
credit for rehabilitation and modernization remain an equally
important problem.

0 Currency depreciation has virtually shut off credit extensions
which in turn in further restricts market expansion.

The medium sized company survey confirmed a lack of business confidence
in Zaire's currently depressed economy, and reinforced the view that access to
foreign exchange and local currency credit are major obstacles to private
sector business growth. The current credit squeeze is effectively reducing
company utilization which in turn is driving up unit costs and forcing
businesses to lose sales.

o Capacity utilization averages 49 percent.
o A major reason for low utilization is lack of sufficient raw
materials: again, limited and expensive access to foreign

exchange for imported inputs, and unreliability or unavailability
of local imports.

(2) The Central Banking System

The Banque du Zaire (BDZ) is responsible for classic central banking
functions: requlation of the banking system, establishment of credit and
monetary policies, issuance of money, and management of multinational
reserves. The continuing liquidity crisis has also forced the BDZ into the
role of "lender of first resort® - financing both the GOZ deficit and
providing financial resources to the commercial banking system.

The central banking system exercises policy control through several
credit and monetary instruments:

0 Monetary Supply: There has been a rapid growth in money supply
over the past five years. The banking system has, however,
failed to mobilize these resources; and the informal sector has
shown relative strength in retaining liquidity - one out of two
zaires issued by the BDZ remains outside the banking system. The
failure of the commercial banks to mobilize deposits and the
relative strength of the informal sector to hold currency has
made it difficult for the Central Bank to pursue an efficient
monetary policy and to fight inflation. Since the BDZ acts as
"lender of first resort™ in support of the commercial banking
system, banks have no incentive to mobilize resources. One
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result is permanent structural inflation.

Bank Credit Ceilings: The Central Bank has set relatively low
credit ceilings to limit overall bank lending. Banks currently
have fully utilized these ceilings, and qualified borrowers must
wait their turn.

Bank Reserve Requirements: Reserve requirements currently stand
at 50 percent of a bank's combined deposits, current account
balances of less than six months, letter of credit provisions and
100 percent of counterpart funds, These reserve balances are not
remunerated. Since banks can fund themselves at the BDZ money
market window at the rate of 35 percent, the result is that banks
are currently borrowing more from this window than the amount
held by the Central Bank in bank reserve deposits.

Rediscount Facilities The rediscount for short term discounting
of commercial paper is 37 percent. Since the money market window
is cheaper, this facility is not used.

Interest Rates Most interest rates are now free to fluctuate.
Commercial bank lending rates of 32-46 percent in 1987 have been
negative due to high inflation rates approaching 100 percent.
Banks state that public and political pressure would be intense
if rates moved higher. Since commercial banks earn high fees on
letters of credit, guarantees and foreign exchange transactions,
they are willing to absorb possible losses associated with local
currency lending. Deposit rates have remained rigid: current
account deposits earn 5 percent, while time deposits range from
3.25 to 33 percent.

Treasury Bills A new series of Treasury Bills were issued in

1984 in an attempt to reduce liquidity held by the public and
finance the GOZ deficit, T-bills carry one to six-month
maturities and pay tax free interest rates ranging from 34 to 45
percent, Commercial banks are not allowed to purchase these
T-bills and do not provide a secondary market in these securities,

(3) The Commercial Banking System

There are nine commercial banks in Zaire. Three of these banks
control 75 percent of commercial banking assets. The top two banks, BCZ, and
UZB, are privately owned branches of major European banks. The banks
preference for short term lending and fee income services is due to several
underlying factors,

o

Lack Of Long Term Resources Banks hold primarily short term

demand deposits and avoid mismatching short term resources with
medium or long term credits.

High Inflation Rates Negative interest rates resulting from high
inflation discourages any form of medium and long term lending.

Lucrative Non-Fund Business While banks may be essentially
breaking even in their lending activities their real profits come

/s
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from fee income - recycling foreign exchange that comes into the
country. Rates for these non-fund services are high and this
type of business is very profitable,

0 Lack Of Branch Networks Zaire appears to be under-banked in
relation to its size, population and economic potential. The
nine commercial banks in Zaire have 113 branches nationwide, with
65 percent located in Kinshasa and 13 percent in Shaba.

While the commercial banking system is undercapitalized in terms of
internationally accepted measures, the fact that all the branches of foreign
banks operating in Zaire have access to the strong capital bases of their
important foreign parents makes such comparisons artificial. The private
commercial banks are generally considered sound and operationally effective.

(4) The Development Banks

There are two development banks in Zaire: SOFIDE and the BCA.

0 Societe Financiere de Development (SOFIDE): SOFIDE is a classic
development bank established in 1970 with 40 percent GOZ
participation and 40 percent from international institutions and
local private individuals. 1Its funding comes almost exclusively
from the World Bank and other international institutions. Since
foreign exchange risks are assumed by the borrower account, high
inflation has caused high levels of unpaid loans.

0 Banque de Credit Agricole (BCA): BCA is both a development and a
commercial bank and 1s the only specialized agricultural bank in
Zaire. Efforts are underway to increase its capital base and
expand its branch operations,

(5) Non-Bank Financial Institutions

The non-bank financial sector comprises the state owned insurance
monopoly, a public savings institution, the social security fund and a postal
savings unit. They are GOZ owned, poorly managed, undercapitalized and
overstaffed. They could play an important role in resource mobilization, but
all require major restructuring.

There are a number of informal non-bank financial institutions
operated by the private community and religious groups. The most important
are the COOPECS which are a form of cooperative credit unions., They have
successfully mobilized resources equal to 7 percent of commercial bank
deposits.

(6) Major Areas of Reform

Reform in the finance and banking sector is a continuing process
under close review by the GOZ, the World Bank and the IMF. A number of
important reform measures have already been taken such as the introduction of
a unified accounting system for banks, phasing out of turnover tax on interest
rates, a new law for the COOPECs, liberalization of interest rates, minimum
lending volumes for agricultural loans, and others. Major additional long
term reforms are needed, however, to ensure effective resource mobilization
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and allocation to productive private sector enterprise.

0 GOZ Budgetary Deficit: The budgetary deficit remains the most
serious monetary policy reform issue. This deficit must be
brought under control and means found to finance government
operations by public borrowings.

0 Credit Ceilings And Reserve Requirements: In coordination with
resolution of deficit financing problems the "mechanical®™ methods
of controlling money supply such as imposition of credit ceilings
and reserve requirements should give way to improved policy tools
for controlling the money supply.

0 Treasury Bills: These instruments need to play a major role in
financing GOZ budgets and soaking up liquidity. Medium and long
term maturities plus creation of a commercial bank secondary
market for these securities is required.

(7) The PSSP Response To Private Sector Credit Needs

The PSSP has two underlying objectives: to meet critically important
private sector needs for foreign exchange and local currency credit and to
secure finance and banking system policy reforms. The approach to private
sector credit needs is discussed below. The section which follows, 5.2,
Economic Analysis Summary, covers the PSSP's policy reform agenda.

0 Increase Private Sector MSE Access To Foreign Exchange For
Essential Imports: The PSSP will make foreign exchange available
to private sector importers through participating private
commercial banks., The PSSP will
assume foreign exchange risks. A Commodity Import Program (CIP)
approach currently in operation will be employed. Importers will
request a foreign exchange allocation from a participating bank
for commodities specified in the AID Commodity Eligibility
Listing. The bank will evaluate the importer's credit risk,
establish credit terms and pass the request to USAID for
verification of company and import eligibility under the PSSP,

The participating bank, upon receipt of USAID approval, will open
a letter of credit and import license, and establish the
borrower's repayment terms to the PSSP special account.

The import letter of credit opened by the local participating
bank will be forwarded to a U.S.-based bank for advice and
negotiation. This U.S. bank will pay the exporter on receipt of
documents, and be reimbursed on the basis of a bank letter of

commitment.

Annex 7, Implementation Procedures for Private Sector Financing,
should be consulted for further information on eligible banks and
MSEs.

0 Provide Local Currency Loans To Target MSEs: Local currency
generations from the PSSP deposited in the PSSP special account
will be made available for on-lending to target MSEs for

X
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specified purposes. The Mission will determine the local
currency amounts to be utilized for the PSSP lending program as
part of normal planning and budgeting for the use of Counterpart
Fund generations from all sources. A revolving fund approach
will not be employed.

Short-medium term credit of up to one year will be provided to
participating bank-qualified borrowers for the purchase of
locally available raw materials, spare parts, equipment and
machinery.

Local borrowers will pay market interest rates to the CPF
guaranteed by the participating bank. Discussions with the IMF
have lead to IMF agreement to allow for PSSP local currency
lending when establishing credit ceilings with the GOZ. The
bank, under this approach, will generate, manage and account for
the loan, make interest and principal payments to the CPF, and
bear full credit risks in the event of borrower non-payment. A
local fiduciary bank mandated by USAID will monitor this program.

Annex 7, Implementation Procedures for Private Sector Financing, contains
further details on the local currency lending program.
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5.2 ECONOMIC ANALYSIS SUMMARY

(1) Introduction

This section summarizes past and current macroeconomic developments in
the Zairian economy and indicates the objectives of the PSSP in financing
private enterprises and in facilitating financial sector reform. For detailed
discussion of these issues and presentation of economic indicators over time,
refer to Annex 3, Economic Analysis, and Annex 2, Technical Analysis, and
Section 6, Conditions and Covenants,

(2) Macroeconomic Overview

Before 1974, the GOZ's economic policy emphasized heavy public-sector
investments, nationalization, and high tariff protection. Since the drop in
copper prices in 1974 revealed the weaknesses of those policies, the GOZ has
adopted a wide range of reforms which have gradually put in place a liberal
private-sector oriented economic environment. The key reforms have been:

o] Retrocession of Zairianized and nationalized enterprises to private
owners, starting in 1976,

o] Virtual elimination of agricultural marketing parastatals in 1978,

o] Liberalization of interest rates and agricultural and industrial
prices in 1981-83 (agricultural interest rates in 1987).

o] Liberalization of the exchange rate and import/export transactions
in 1983,

o] A program of progressive reduction of effective rates of tariff
protection starting in 1986.

This program of liberalization is continuing in 1987-88, notably with
increased emphasis on privatization of parastatals, reform of parastatal
management, and increased private competition in markets which have been
parastatal monopolies.

Available figures on GDP indicates that liberalization has arrested the
decline in total production between 1974 and 1982 and encouraged moderate
growth since 1983. At the same time, however, economic performance has been
severely handicapped by the loss of foreign exchange revenues due to further
deterioration in the terms of trade since 1974, and to the burden of servicing
external debt, contracted almost entirely in or before 1974.

The fiscal impact of the balance of payments crisis has been severe.
The GOZ has been successful in dealing with the budgetary crisis mainly in
years when balance of payments problems have been relatively manageable, as in
1984 and 1985. Overall, however, fiscal performance has not been
satisfactory. While civil service salaries have been reduced to levels that
severely compromise the quality of public administration and public services
have been drastically cut back, unwise and even unaccounted for public
expenditures continue., Tax collection is weak.

- —
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As a result of continued high fiscal deficits, the growth rate of the
money supply has followed a generally rising trend since as far back as 1971,
leading to accelerating inflation and depreciation of the currency, which have
mitigated the favorable effect of liberalization on the business climate.
Efforts to clamp down on monetary expansion, in the absence of adequate
budgetary control, have mainly succeeded in repressing the formal financial
system, reducing the mobilization of savings and the availability of credit to
the private sector.

(3) PSSP Assistance To MSEs And Financial Sector

The Private Sector Support Program (PSSP) responds to the priority
problems of the private business sector as identified by consultants and by
the private sector itself: lack of foreign-exchange and local currency
financing for efficient import substitution and growth of exports.
Continuation of a market-based exchange rate, liberal import and export
policies, and progress on tariff-rate reform are therefore critical
assumptions underlying the program. Also, improved budgetary control is
needed to make structural reforms in the financial sector feasible and to
enhance their impact on the private sector. Thus, improved fiscal performance
is a second critical assumption.

Within this framework, the PSSP will support the private sector directly
through financing imports of working materials and investment goods and
through financing local costs. The assistance thus provided will support more
productive investment by MSES as well as leading to restructuring of the
financial sector.

The objectives of financial sector adjustment are to increase resource
mobilization and to improve the efficiency of resource allocation. The key
elements of the adjustment program are increases in official interest rates in
real terms, institutional development of the money market, strengthened
supervision of commercial banking, restructuring of public sector financial
institutions, and reform in monetary policy to increase the incentives for
mobilization of domestic financial resources by formal financial
institutions. The PSSP will support this sectoral restructuring effort by
financing studies and monitoring, as well as with conditionality on the
release of import financing. For discussion of the specific conditionality,
see Section 6, Conditions and Covenant.

(4) Interest Rates for Private Sector Financing

At reqular consultations between AID and the GOZ, program authorities
will set the interest rate on program funds lent to the program private
sector. The rate of interest will at least equal the prevailing rate of
interest charged by commercial banks for short-term loans and will take into
consideration projections of future inflation. Interest will accrue
periodically to the outstanding balance of ~ach loan and will be compound
interest. The program may offer borrowers the option of capitalization of
interest in early payments, to be reimbursed in later payments, in order to
take account of the effects of inflation when multiple payments are called for
in the loan agreement.

4
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5.3 SOCIAL SOUNDNESS ANALYSIS SUMMARY

(1) Introduction

This analysis describes the target MSE beneficiaries of the PSSP and
looks at major socio—-economic factors which affect their functioning. It
examines the role of MSEs in urban life and the links between MSEs and
non-target beneficiaries, including brief discussions of credit and savings
institutions and the role of women in the private sector. Detailed
information on the overall socio-economic situation, the role of women and
informal credit and savings associations can be found in Annex 4, Social
Soundness Analysis. Annex 2, Technical Analysis includes a synopsis of three
studies of MSEs carried out by Coopers and Lybrand. Refer also to Annex 6,
Proposed Research, Evaluation and Impact Studies and Human Resources
Development for information on monitoring and special studies of target and
non-target groups.

(2) The MSE Beneficiaries

The major points relevant to th2 PSSP which emerged from the studies are
summarized below.

o] Commercial banks are much more likely to extend credit to
enterprises of medium scale (100-500 employees, up to $5 million in
annual sales) than to those of smaller scale (5-100 employees, up
to $5 million in annual sales).

o] The medium scale enterprises surveyed are mostly industries
producing basic goods of primary necessity for local consumption
and production: matches, bricks, paint, wood and metal products,
soap, etc., All medium scale companies surveyed are located in
Kinshasa.

o] MSEs are currently experiencing an especially sharp decline in
their access to foreign exchange through the banking system.

o] Managers report that scarcity of foreign exchange has precipitated

price rises (high cost of foreign exchange on the black market) and
low plant utilization rates (scarcity of essential raw materials).

(3) Ultimate Beneficiaries

Medium scale manufacturing represents a small percentage of total GDP,
but these companies play an important role in the national economy. Most
importantly, any program designed to expand the industrial sector, to
encourage export industries or links to the agricultural sector, must build on
the base of the industrial sector which already exists. The following sectors
will be indirectly affected by the PSSP and these spread effects will be
monitored. Refer to Annex 6, Proposed Research, Evaluations and Impact
Studies.

1. Consumers: Access to foreign currency through the program will
enable target MSEs to import essential raw materials and spare parts, thus
lowering unit costs of production. This savings should be passed on to the

iy
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consumer because many companies compete with imports and also face declining
purchasing power due to inflation.

2. Employees: Manufacturing companies provide a training ground for
mechanics, engineers and office workers. This on-site training is of superior
quality compared to other training resources in Kinshasa. MSEs are also a
source of stable, long term employment in a rapidly expanding urban economy.
Benefits for workers include dispensaries, medicines, payment of culturally
important expenses such as funerals and marriages, retirement benefits, and
access to food at below-market prices.

3. Subcontractors: Medium scale companies subcontract work to smaller
enterprises such as printshops, wholesale food traders, laundry and transport
services.

4., Marketing and Distribution Chain: Many companies have national
distribution networks; some have branch factories in the interior. Most
companies have recently cut back or eliminated distributor credit. Increased
access to local currency enables companies to reestablish distributor credit,
thus expanding their distribution networks.

5. Links to Agriculture and Rural Areas: Most companies in the medium
size rangn either operate in Kinshasa or have their headquarters there. With
increased access to credit, medium scale industries with branch factories and
regional distribution will be able to expand their activities in the interior,

Some companies have direct links with agriculture or buy raw
materials in rural areas, specifically those producing building materials and
foodstuffs. One company provides credit to traders for agricultural buying
campaigns. Special studies for the PSSP will show how to strengthen these
supply links, especially working with USAID agricultural development
projects. The local currency loan component will also provide credit for
agricultural campaigns.

(4) Credit And Savings In The Informal Sector

Credit unions provide low-cost financial services to small enterprises
and low-income individuals. However, they are able to extend very little
credit in the current inflationary environment and are in need of a great deal
- of technical assistance to operate effectively. A USAID consultant study
cautions against distributing foreign credit now through these institutions.

The cost of credit is high in the informal sector, and access is
limited. Foreign exchange can be purchased in the parallel market at 25-30
percent above official prices. Suppliers' credit is available to preferred
clients but this is drying up. Small companies' cash needs are also met by
family or self—financing For insurance and emergency funds, individuals rely
on group savings mechanisms and rotating credit associations.

(5) Women's Role In The Private Sector

Women are underrepresented both as owners and employees in the MSEs
surveyed for the Program. There was only one woman owner in the medium sized
company survey and the average percentage of women employees was under 4
percent.

H
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There are major barriers to women entering the formal private sector,
especially industry:

o} A married woman must have her husband's permission to work or open
a bank account.

o] Women are allowed four months maternity leave at 2/3 pay. With
high birth rates and responsibilities for children, women are often
absent from work.

o} Very few women enter technical institutions or receive technical
training,

o] Unemployment rates are very high and priority for jobs goes to men
in the household.

A few women are working in the MSEs, however, most as secretaries, but
some on the shop floor. Some managers report that women are more productive
than men. The social stigma attached to being a single working woman is
gradually being relaxed, at least in the urban environment. In addition many
men are beginning to appreciate a wife who works in the formal sector as she
may be better educated and have access to a reqular salary. Nevertheless,
women's work and responsibilities are often issues of struggle in a household,
especially where men do not feel secure about their own jobs and incomes.
Thus, improvements in the overall economic climate will contribute to the
security necessary to contemplate changes in gender roles. A special study
conducted by a local women in development group will examine problems of and
possibilities for women in the private sector. In addition,
gender-disaggregated data will be collected at baseline and throughout the

monitoring process of the MSEs. Refer to studies 1 and 8 in Annex 6, Proposed

Research, Evaluations and Impact Studies.

Women's work in the informal sector - trading or providing services
- avoids the visibility to taxation and licansing that registered companies
and salaried work engenders. Women's contribution to the household through
work in the informal sector has been shown to be substantial. A survey of
informal savings and credit institutions will enable the Program to better
understand the workings and needs of small enterprises, which sector accounts
for the bulk of women-owned enterprises.

(6) Conclusions And Implications For Further Research

The direct beneficiaries of the PSSP are the MSEs, the commercial banks
and the GOZ (see Part 2.4, Key Benefits, Annex 2, The Technical Analysis).
Spread effects from the PSSP are suggested above. The depth and breadth of
Program spread effects depend a great deal on developments in the wider
economy, effective coordination with other projects within the Mission and
with other donors. The Program seeks ways to help more directly smaller
businesses, to link agriculture with industry, and to support women in the
private sector. At this point, small companies, women traders, and rural
based enterprises have little incentive or ability to enter the formal sector,
but they can benefit through re-establishment of urban-rural linkages and
increaseing demand by MSEs or by consumers for their products and services.

T2
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Similary, farmers can benefit through raw materials and food products.

Special studies suggested above, funded by the program may lead to
interventions and policy changes directed toward aiding small-scaale and
rural-based enterprises. The Program will also recruit women for special
training in management and banking under USAID's AFGRAD and HRDA programs.

The Small Project Support Project currently being designed will be able to
reach these groups directly. For example, many credit unions are run by PVOs,
and many PVOs have women's committees, sponsor income generating projects for
women, and work with women's cooperatives and small businesses.
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5.4 ADMINISTRATIVE ANALYSIS SUMMARY

This section examines the scope, adequacy and cost effectiveness of
the overall management and administration of the PSSP.

The analyses of the PSSP work elements and the management implications
of these elements are detailed in Annex 5, Administrative Analysis. The
analytical approach used in establishing the PSSP's management and
administrative structures started with an analysis of work elements and
information flows required to launch and manage the program; then specified
the types of institutional support required; anc¢ finally established the
specifications for a detailed management information control and reporting
system which would effectively link and permit ccordination among the various
participating organizations.

Fundamental to the design of the administrative structures proposed
for the PSSP is the existence of an on-going and highly successful CIP program
which has close working relationships with the national and international
commercial trade banking system. This CIP unit will be incorporated directly
into the proposed PSSP management and administrative system. For details on
the functioning of the CIP, see Annex 7, Implementation Procedures for Private

Sector Financing.

(1) Operational And Control Requirements

The PSSP has four major objectives which must be addressed in the
design of the program's management and administrative systems.

o Policy reforms and policy dialegue with the GOZ to restructure the
financial sector and encourage commercial bank lending to small
and medium sized private sector businesses.,

o Direct financial assistance to target private sector companies via
private intermediary financial institutions in providing foreign
exchange for essential imports and local currency loans for
working capital.

o0 Increased production and capacity utilization in MSEs,
re-establishment of demand and supply linkages between urban and
rural areas, and improved economic conditions for MSE employees,
consumers, and smaller urban and rural producers.

0 Continuing and close cooperation with the IMF/World Bank and
bilateral donor communities to ensure unity of purpose and
approach in banking reform, improvements in the investment
climate, and assistance to private sector development.

0 Continuing and close cooperation with the IMF/World Bank and
bilateral donor communities to ensure unity of purpose and
approach 1n financial sector reform, improvements in the
investment climate, and assistance to private sector development.

These four major objectives impose a number of requirements which must
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be built in to the structure and systems of the PSSP.

o

Active Involvement of USAID's Senior Management in continuing
policy dialogue and consultation with the
GOZ and the lending and donor community.

A Strong Program Management Unit capable of supporting mission
management in the policy dialogue process; managing, coordinating,
and evaluating impact and the various participating organizations;
and preparing periodic and special monitoring and evaluation
reports with recommendations for future action.

Participating Commercial Banks able to qualify importers, manage
documentary credits, reimburse USAID with the local currency
equivalents of foreign exchange payments made on behalf of
importers, loans, collect and reimburse USAID local currency funds
lent to private sector borrowers, and account for report on these
transactions in a manner acceptable to USAID.

A Fiduciary Bank to manage local currency fund disbursements and
collections, prepare appropriate control reports, and carry out
such other control responsibilities as may be assigned by USAID.

A Consulting and Audit Firm qualified to carry out continuing
private sector impact studies, evaluate participant performance
under program criteria, and audit accuracy and timeliness of
accounting and operating reports of participating commercial and
fiduciary banks.

Specialized Short Term Consultants to conduct analyses and surveys
of the socio-cultural environment, women in development, micro
sector lending opportunities, informal lending sector, group
approaches to small business and micro lending, impacts of project
activities and related subjects.

The structuring and management information systems required for the
orderly planning, implementation, operations and control reporting of these
multiple requirements and perticipating organizations are summarized below.

(2) Administrative Structure And Responsibilities Of Participants

Several guiding principles were established in designing the
administrative structure and systems for the PSSP.

o

Delegate to the maximum extent possible the day-to-day operational
requirements to outside private sector participating organizations.

Establish criteria and reporting requirements for participating
bank lenders and private sector company borrowers in the use of
foreign exchange and local currency, but play no role in the
credit, lending and collection process as it involves the lending
bank and the borrower.,

Concentrate the attention of senior USAID management on
macroeconomic and banking system reforms, continuing policy
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dialogue, and donor coordination.

0 Establish a strong and highly qualified Program Management Unit
capable of supporting USAID management, providing guidance and
direction to outside research and audit organizations, fiduciaries
and consultants, and monitoring and evaluating progress against
program plans and schedules.

0 Integrate into the PSSP to the maximum extent possible the
mission's fully functioning CIP management unit.

Exhibit 5.1, Structure And Relationships, which follows this page,
illustrates the basic structure and relationships of the participating
organizations.

(3) The PSSP Program Management Unit

The Program Management Unit (PMU) which reports directly to the PDO
Division Chief has been structured and staffed to carry out a full range of
planning, research, program management, coordination and control, and
monitoring-evaluation-audit functions. It supports senior mission management
in on-going macroeconomic analyses, policy dialogue with the GOZ, and policy
and program coordination with the donor community.

The PMU will also function as a private sector strategy development
unit since the PSSP represents the mission's major private sector initiative
from which other projects and programs will be generated. The Program Manager
of the PMU will, as a result, also serve as the mission's Private Enterprise

Advisor.,

The Program Manager will directly supervise the work of three
positions:

o Financial Sector Economist who will coordinate with the Bank of
Zaire on banking reforms.

o X
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0 Program Economist who will be responsible for on-going reviews and
studies of the macroeconomic environment, the investment climate,
policy reform and conditionality issues. The program economist
will also work closely with outside consultants retained for PSSP

and private sector studies.

0 CIP Unit Manager who will continue to carry out AEPRP CIP
responsibilities, but will assume the same role for the PSSP. The
current CIP unit with its policy and procedure framework and close
connections with the banking sector can assume the PSSP functions
with few changes in its methods of operation and at little
additional cost.

Consult Annex 5, Administrative Analysis, for further discussion of
the PMU and more detailed descriptions of the key positions.

(4) Importance Of The Currently Installed And Operating CIP Program

The mission's current and highly successful CIP program will be
integrated into the PSSP from both an organizational and systems point of
view., The existence of this unit will greatly simplify program start up and
guarantee effective relationships with all participating banks with whom the
unit has day-to-day working contacts on all phases of commodity import,
letters of credit, fiduciary bank relationships, counterpart fund management,
and monitoring, evaluation and control reporting. Annex 7, Implementation
Procedures for Private Sector Financing, details the CIP procedures and
mechanisms.

(5) Cost Effectiveness

The organization and administration systems of the PSSP have been
designed to delegate maximum operating responsibilities to participating banks
in a manner consistent with their normal customer and lender relationships in
Zaire, and their existing correspondent banking relationships abroad. The
participating banks will be directly responsible for the recovery and
repayment to USAID counterpart funds of the local currency equivalent of the
foreign exchange employed regardless of the repayment status of the borrower.
These banks will charge the private sector borrower their normal service fees
and bear all lender/borrower risks. No further USAID funds will be paid to
these banks for their services.

The administrative system proposed in the PSSP fully utilizes the
mission's current in-place CIP capability. No new structure nor major changes
in systems are anticipated.

All consulting, advisory and audit work undertaken by the PSSP will be
competitively awarded on the basis of detailed scopes of work against detailed
cost estimates.

The major operating costs of the PSSP are in the Program Management
Unit. The design of the unit will permit not only supervision of the PSSP,
but make major contributions to mission macroeconomic analyses, continuing
policy dialogue, private sector strategy development, and donor coordination.
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(6) Management Information and Control System

Detailed analysis of dollar and zaire disbursements, document flows,
approvals, and monitoring and control procedures for the CIP and local
currency loan program are described in their actual sequence in Annex 7,
Implementation Procedures for Private Sector Financing. In addition, major
monitoring and reporting activities for the CIP and LCLP by each participating
organization are summarized in Annex 5, Administrative Analysis.
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6. QONDITIONS AND COVENANTS

The establishment of appropriate conditions and covenants for the PSSP
must be directly linked to the program purpose and goal.

o The purpose of the PSSP is to restructure the Zairian financial and

especially commercial banking sector to enable it to support
productive investment by medium and smaller-scale enterprises (MSES)

o] The longer term goal is the establishment of a free and efficient
financial sector supporting development of the private sector, in
particular lending to medium and smaller scale enterprises.

6.1 Program Monitoring - Benchmarks

A number of guidelines were established to assist in the development of
"benchmarks®™ for monitoring progress in reaching the program's goal and
purpose. These benchmarks, negotiated and agreed upon between USAID and the
GOZ, will serve as the basis for the bi-annual program review with the GOZ.
They will also serve as guidelines to the Mission in determining whether
compliance, in spirit, with the covenants and "CP's"™ has been achieved.
Guidelines used in developing program benchmarks are to:

o] Have relevance and contribute to specific PSSP goals and objectives.

o] Facilitate the successful operation and management of the prograin.

o] Be focused and specific enough to be defined, programmed, scheduled
and installed - and provide some form of objective task and time
benchmarks for measuring GOZ performance.

o] Have a reasonable chance of being installed and operative over the
LOP.

o] Contribute in a coordinated and visible manner to agreed GOZ and
donor policy reforms agendas and timetables.

o] Not place onerous burdens on a government with limited
capabilities, already attempting to handle a large and diversified
menu of policy reforms.

o] Be designed to provide some flexibility and a "rolling" assessment
of progress towards benchmarks rather than the fixing of over-rigid
targets and deadlines.

The conditions, covenants, benchmarks, and policy dialogue mechanisms
established for the PSSP are described below.

6.2 Program Links To Werld Bank Financial Sector Adjustment Credit (FSAC)

At the request of the GOZ there have been intensive consultations with
the World Bank in order to coordinate the programs and conditionalities of the
Financial Sector Adjustment Credit (FSAC) with the PSSP. It is likely that
agreement on the FSAC will be reached before the end of 1988. Certain reform
measures proposed by the FSAC have, in fact, already been taken:

J0X
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a 10 percent increase in Bank of Zaire interest rates and a decision to
strengthen the National Institute of Social Security. Other reform measures

will follow when the FSAC is in place. Over the long term, the FSAC seeks
other reforms which parallel or are in close harmony with reforms sought by

the PSSP.

o] Further adjustments in money market interest rates.

o] Reductions in BDZ loans in the money markets.

o] Expanded institutional participation in the money market.

o] Reform in interest rates on treasury bonds.

o Reform in calculation of bank reserve requirements.

0 Strengthening of BDZ supervision of commercial banks.

o] Restructuring of public sector financial institutions.
6.3 Covenants

(1) Macroeconomic Covenants

The PSSP is predicated on the continuation of liberalization,
stabilization and structural adjustment programs which the GOZ has been
following in recent years. The following macroeconomic covenants will be
included in the grant agreement:

o} Limitations on the GOZ budgetary deficit.

o] Maintenance of free interest rates.

o] Maintenance of floating exchange rates.

o] Maintenance of full cost fuel pricing.

o] Maintenance of liberalized pricing policy for agricultural and
industrial products.

o Continuation of tariff reform.

(2) AID/GOZ Consultative Process

In addition, a covenant will be included under which the GOZ agrees
to meet with AID bi-annually, to monitor compliance with the various
conditions and covenants of the Program Agreement, monitor progress of the
financial sector, review the recommendations of studies carried out under the
program, review the results of program activities and establish conditions
precedent which shall apply to subsequent disbursement under the program. In
addition, not less than six months after the signing of the Program Agreement,
the GOZ will agree with AID on a list of criteria with which to monitor the
progress of financial reform toward the objectives outlined in the Financial
Sector Development Policy Statement or as undertaken as reform measures.
These criteria may include but need not be limited to the following:
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(a) the real growth of domestic financial resources and private
savings held by the banking system;

(b) the reduction in the gap between the Bank of Zaire's lending
rates of interest and the inflation rate;

(c) the increase in the real value of credit extended by the
banking sector to the private sector; and

(d) a shift from direct to indirect methods of controlling the
money supply following successful and sustained macroeconomic
stabilization.

(e) the degree to which commercial banks are financing a wider
range of enterprises than before in terms of size, sector of
activity, and geographic area.

6.4 Programmatic Conditions Precedent To The Pirst Release

The GOZ will confirm its commitments to continuing financial sector
reform and development, and agree to work with USAID and other donors in
defining, pursuing and evaluating program performance. These requirements
will be formalized as conditions precedent to the release of the first tranche
of dollar import funding.

o] The GOZ will issue a Financial Sector Development Policy Statement
embodying a liberal, private sector oriented apprcach consistent
with the structural acjustment program.

The statement will include specifically the following objectives
for the financial sector under this program:

(1) By the end of the program, real financial resources
mobilized by private commercial banks should be growing by at
least 4 percent per year.

(2) 1Interest rates should be positive relative to inflation.

(3) Commercial banks should be financing a wider range of
enterprises than before the program in terms of size, sector
of activity, and geographic area.

(4) The GOZ budget deficit should be financed from the market
at market rates of interest, rather than monetarily at near
zero interest as at present.

(5) No GOZ constraints should remain on bank interest rates
or fee structures.

(6) Required reserves should be set at minimum levels
necessary for stability of the banking system.

(7) Required reserve deposits should be remunerated at market
price,

JAA
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(8) The Central Bank should be acting only as lender of last
resort and should change market-based interest rates.

(9) The GOZ should be moving to replace administrative credit
ceilings (direct controls) with indirect controls on credit
that are automatically linked to mobilization of resources by
the banking system.

o) The GOZ will name the representatives to regular bi-annual
consultations with USAID in the context of the PSSP on the content
and implementation of the Financial Sector Program.

6.5 Conditions Precedent to Release of the Second Tranche

Prior to the second disbursement under the Program Agreement, the GOZ
will be expected to make substantial progress in reaching its financial sector
reform objectives by:

(1) reducing commercial bank reserve requirements to minimum
levels necessary for stability of the banking system;

(2) removing remaining constraints on bank interest rates or fee
structures

(3) reducing the gap between the rate of inflation and the Bank of
Zaire money markekt rate;

(4) reducing total commercial bank obligations to the Bank of
Zaire as a proportion of required reserves relative to the
level of December 31, 1987.

The first Program Implementation Letter (PIL) will describe the specific
degree of progress expected, given economic conditions at the signing of the
Program Grant Agreement.

AID will obligate funds to the program annually. Decisions on
subsequent releases of dollar import funding will be made twice annually in
the context of GOZ-AID bi-annual consultations on the progress in the
financial sector reform program. These consultations would occur following
IMF and World Bank supervisory missions on the structural adjustment program.

In these consultations, the G0Z and AID would review performance in
fulfilling conditions precedent, consider overall progress in financial sector
development, and establish expected performance for the next period.

Given the current state of development of the financial sector reform
program and plans for reform measures by the GOZ, AID would expect the
following conditions to have been achieved by time of the first six-month
consultative meeting:
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--- Gap between BDZ exchange rate and uncontrolled market rates of no
more than 20 percent.

-—— Inflation rate no more than 75 percent.

--- Gap between inflation and BDZ's lending interest rate in the money
market reduced to no more than 35 percentage points. For example,
if inflation rate does not fall below 75 percent by the end of
1988, BDZ's nominal lending rate in the money market must increase
above the April, 1988 rate of 35 percent. Interest rates on BDZ
rediscounts and advances to commercial banks must equal or exceed
the money market interest rate,

-—-- Reserve requirement of 10 percent or less on deposits of more than
3 and less than 6 months. Reserve requirement of 5 percent or less
on deposits of 6 months or more.

--~ Reduction of total commercial bank obligations to the BDZ as a
proportion of required reserves by at least 5 percentage points
relative to the level of December 31, 1987,

USAID does not wish to establish rigid and exact quantitative measures
as conditions precedent to the second rele~se because meeting these specific
targets requires changes in a number of exogenous factors. Some of these
exogenous factors may be outside the control of the GOZ. 1if the GOZ was
unable to meet one or two of these specific targets but was still judged to be
making sufficient progress toward the major financial sector objectives, AID
would wish to have the flexibility to approve a release. Applying these
targets as rigid conditions would remove this flexibility.

6.6 Conditions Precedent To Subsequent Releases

Subsequent releases of dollar import funds would be based on the GOZ's
meeting satisfactorily two conditions:

(1) The GOZ will undertake those measures agreed upon with AID during
the bi-annual GOZ/AID program consultations to execute financial
sector reforms, including measures at attaining the specific
objectives identified in the Financial Sector Development Policy
Statement for the purpose of:

(a) promoting the mobilization by commercial banks of domestic
financial resources and private savings;

(b) fostering a more active money market and interest rates more
representative of the real economic cost of funds; and

(c) increasing the amount of credit in real terms available to the
private sector,

(2) The GOZ will demonstrate during the regular GOZ/AID program
consultations that the agreed-upon monitoring criteria have been
met with respect to progress on the financial reforms envisaged
under the program.

i x
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6.7 Establishment And Interpretation of Benchmarks

Benchmarks will be established to assess progress towards major
objectives for the financial sector. While the fundamental objective of the
PSSP will remain private sector growth, two specific underlying problems have
been identified for which solutions can be found and progress towards
objectives measured. These are mobilization of resources by the financial
sector, and efficient allocation of these resources to the private sector.

o] Increased Mobilization Of Private Domestic Resources By The
Financial Sector

The PSSP will monitor the change in real value of private deposits
in the commercial banks. The exact nature of the deposits to be calculated
and a method for deflating current values to calculate real growth will be
determined and agreed upon in the GOZ/AID consultative meetings and through
PSSP-funded studies, if necessary.

o] Efficiency In Allocation Of Domestic Financial Resources To The
Private Sector

The PSSP will monitor the real cost of funds to the banking sector,
in particular the rate of interest in the money market relative to the rate of
inflation. The proposed benchmarks for progress in the reduction of the gap
between inflation and the money market would be set at the bi-annual
GOZ/A.I.D. consultations and would be based on likely and possible progress
during the next period. The objective would be the return to positive
interest rates relative to inflation as soon as is feasible. These benchmarks
would not be proposed as conditions precedent to fund disbursement. They are
meant to serve as quentitative indicators of whether overall economic
environment and development measures are achieving results. The GOZ would,
however, be asked to commit itself to seek measures to improve the structure
and incentives in the financial sector to help achieve PSSP objectives. USAID
would agree to commit additional funds to the program after each six-month
review, provided the GOZ continued to make good-faith efforts to devise and
install measures needed to improve performance of the financial sector
relativ< to the benchmarks.

6.8 Further Financial Sector Studies And Reform Measures

The PSSP will provide for a number of financial sector studies which
will be undertaken during the course of the program under consultation with
the GOZ. The results of these studies will be used to establish additional
and improved benchmark monitoring measures and to suggest additional
performance conditions where required. Studies will include some of the
following topics:

o] Methods for measurement of real interest rates (RIR) and growth in
real bank deposits.

o] Offsetting reduced BDZ lending to banks with reduced reserve
requirements: cost and benefits.,

o] Exclusion of agricultural campaign credit from credit ceilings:
cost and benefits.
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o] Direc* BDZ financing of the budget deficit: cost and benefits.

o] Pre-conditions required for replacement of administrative credit
ceilings by indirect controls.

Bi-annual program reviews with the GOZ will be used to determine the
actual studies undertaken and to develop additional reform measures as the
program unfolds.

6.9 GOZ-USAID Coordination Of The PSSP

Since the PSSP is to be implemented over a five-year period, a formal
mechanism will be established to ensure coordination of the government's
medium term financial sector development programs - FSAC and SAL II - with the
PSSP. The program agreement will provide for twice-yearly G)Z-USAID meetings
to include the Bank of Zaire. These meetings would review and consider the

following:

o] The performance of the financial sector relative to agreed
benchmarks.

o] The reasons for satisfactory or unsatisfactory performance relative
to these benchmarks: to include contribution of policy measures and
the impact of exogenous events,

o] Implementation status of previously adopted measures.

o] Disbursements and recoveries of PSSP private sector loans.

o} Impact of PSSP financing on both the financial sector and private
enterprises.

o} Status of policy studies or proaram interventions.

o} Additional measures required for the success of the program.

Meetings would normally be scheduled after GOZ- World Bank/IMF meetings
on policy-based lending programs in order to utilize macroeconomic and

financial information normally prepared in advance of such meetings.

6.10 Long-Term Cbjectives For The Financial Sector Policy Environment

Studies and monitoring of the progress of both the lendi~3 and policy
elements of the PSSP will be necessary to identify and negotiate further
measures in the context of the ongoing Structural Adjustment Program. USAID's
long-term vision of the policy environment governing bank credit and
mobilization of resources would be characterized by:

--— Control of aggregate liquidity through indirect means (control over
the monetary base) rather than through
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o Direct BDZ financing of the budget deficit: cost and benefits.

o Pre-conditions required for replacement of administrative credit
ceilings by indirect controls.

Bi-annual program reviews with the GOZ will be used to determine the
actual studies undertaken and to develop additional reform measures as the
program unfolds.

6.9 (GO0Z-USAID Coordination Of The PSSP

Since the PSSP is to be implemented over a five-year period, a formal
mechanism will be established to ensure coordination of the government's
medium term financial sector development programs - FSAC and SAL II - with the
PSSP. The program agreement will provide for twice-yearly GOZ-USAID meetings
to include the Bank of Zaire. These meetings would review and consider the
following:

o] The performance of the financial sector relative to agreed
benchmarks,

o] The reasons for satisfactory or unsatisfactory performance relative
to these benchmarks: to include contribution of policy measures and
the impact of exogenous events.

o] Implementation status of previously adopted measures.

o Disbursements and recoveries of PSSP private sector loans.

o} Impact of PSSP financing on both the financial sector and private
enterprises.

o] Status of policy studies or program interventions.

o] Additional measures required for the success of the program.

Meetings would normally be scheduled after GOZ- World Bank/IMF meetings
on policy-based lending programs in order to utilize macroeconomic and

financial information normally prepared in advance of such meetings.

6.10 Long-Term Objectives For The Financial Sector Policy Environment

Studies and monitoring of the progress of both the lending and policy
elements of the PSSP will be necessary to identify and negotiate further
measures in the ccntext of the ongoing Structural Adjustment Program. USAID's
long-term vision of the policy environment governing bank credit and
mobilization of resources would be characterized by:

-—- Con:rol of aggregate liquidity through indirect means (control over
the monetary base) rather than through direct administrative credit
controls.

-——- Financing of the Treasury's needs primarily through borrowing from
the public (including financial institutions) at market interest
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rates, rather than from the central bank.

An independent central bank monetary policy centering on stability
in nominal aggregate demand.

Minimal prudent required reserves in interest-bearing form, along
with prudent supervisory controls of the banking system's
capitalization and risk exposure,

Absence of administrative controls on interest rates, credit
allocations, exchange rates, or banking fees and commissions.



7. EVALUATION

The quick disbursement objectives established for each tranche of the
PSSP foreign exchange grant require that participating intermediary financial
institutions obligate and disburse dollars on behalf of qualified private
sector businesses as quickly as possible. While success in attaining the
longer term objectives and in assessing impact of the PSSP can only be
measured over years, the short term objective of increasing access of
qualified private sector MSE importers and borrowers can and will be monitored
and evaluated literally on a month-to-month basis.

The nature of the PSSP, therefore, requires very careful coordination of
the planning of the approach to and systems for both the monitoring and
evaluation of the program. In this regard, refer to Section 4, Monitoring
Plan, Anncx 1, Logframe Matrix, and Annex 5, Administrative Analysis.

7.1 An Overview Of The PSSP Monitoring And Evaluation System.

The PSSP directly involves four major public and private sector entities
or beneficiaries all of whom will receive "input" benefits and are expected to
achieve "output”™ results.

o The Government of Zaire which receives a dollar grant in exchange for
policy reforms.

o The Participating Commercial Banks which obtain access to additional
foreign exchange and local currency on behalf of their private sector
customers and benefit from profitable fees obtained for letter of
credit and exchange transactions, and from incremental interest income
from term lending. In return, the banks undertake to increase term
lending to private sector borrowers.

o Targeted Private Sector Companies which receive foreign exchange and
local currency term credit for essential imports, working capital and
local purchases for increasing production and expanding their
enterprises.

0 Non-Targeted Private Sector Entities and Individuals which benefit
from an improved investment and banking climate and access to credit,
and contribute to achievement of a higher level of productive private
sector economic activity. This included MSE employees, consumers, and
smaller urban and rural producers.

The performance of all these participant beneficiaries must be taken into
account in the design of the monitoring and evaluation system if attainment of
PSSP objectives is to be measured. Exhibit 7.1, Relationships Among PSSP
Program/Beneficiaries, which follows this page, illustrates the linkages among
the major beneficiaries.

The approach used in designing the monitoring and evaluation system
started with a definition of the current situation, looked ahead to
end-of-program goals and objectives, and then determined the intervening needs
for monitoring, evaluating, and assessing on a short and long term basis
program performance against targets.

13(7
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EXHIBIT 7.1

RELATIONSHIPS AMONG PSSP PROGRAM/BENEFICIARIES
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o0 The Current Situation

Raseline data was collected on the current status, activities and
performance of all particpants. Th!s baseline data included GOZ
reports, IMF/World Bank statistics and economic summary reports,
banking sector and individual bank operating and financial statements
and analytical reports, and comprehensive consulting surveys
commissioned by USAID on the private sector, the banking system,
socio—-economic environment, and the overall investment climate.

o End Of Program Goals And Objectives

PSSP goals and objectives were established for each of the
participating beneficiaries and specific quantitative and qualitative
measures established for measuring progress towards objectives as
measured from the baseline data.

o The Monitoring, Evaluation And Assessment System

The PSSP design attempts to coordinate in a meaningful way the
monitoring, impact and special studies and evaluation programs to
satisfy operational, short and medium term and end-of-program
assessments of performance and goal-objective attainment. Refer to
Exhibit 7.2, Monitoring and Evaluation Overview, which follows this
page, for a graphic portrayal of the monitoring and evaluation plan.

7.2 The Measurement Of Program Performance.

Program "evaluation” will be an on-going task of the Program Management
Unit supported by outside consultants and auditors. Formal "Evaluations®™ will
be scheduled at 18 months, 3 years, and EOP intervals. Formal evaluations
will utilize essentially the same measurement criteria, the baseline data
sources, program performance information and the methodology employed by the
PMU in its on-going monitoring activities.

The monitoring and evaluation plan takes each one of the target
beneficiaries - GOZ, Commercial Banks, T~ruc'.zd Private Sector MSE borrowers,
and Non Targeted Private Sector Entitiee ans Individuals, - and analyzes these
key evaluation elements: program "inpuli' to "nhe beneficiary, expected
"output" from the beneficiary, and qualitative and quantitative measurements
of outputs against plan. Exhibit 7.3, Major Elements For Monitoring and
" Evaluation, which follows this page examines each of these elements and
provides the basis for the PSSP's monitoring and evaluation system.

Monitoring and evaluation of conditionalities and performance benchmarks
are also built into the PSSP. Refer to Section 6, Conditions And Covenants,
for a discussion of proposed targets and measures for assuring performance
against these conditions and benchmarks.

9
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EXHIBIT 7.2

MONITORING AND EVALUATION OVERVIEV
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TARGET BENEF ICIARY

GOVERNMENT OF ZAIRE

MAJOR ELEMENTS FOR MONITORING AND EVALUAT ION

EXHIBIT 7.3

PRIVATE SECTOR SUPPORT PROGRAM

PSSP INPUT TO BENEF ICIARY

f. 35 MILLION QUICK

DISBURSING GRANT FOR
RESTRUCTURING COMMER-

CIAL BANKING SECTOR

PSSP EXPECTED
OUTPUT FROM BENEF ICIARY

i.3

POLICY AND
REGULATORY REFORMS

Publish Financial
Development Pofllicy
Statement

Maintain liberalization

policles re exchange rates,

deficlits, free Interest

rates, price iiberalization

tariffs, and balance of
payments.

Take appropriate and
timely actions to meet
PSSP conditionallty
benchmarks: Incent
banklng system to
profitably mobifize
national liquidity and
increase term lending to
private sector MSE
segment; promote active
banking money market;
liberalize bank reserve
requirements and credit
celllings.

PROGRESS MEASUREMENTS

I.2

Pubilcation of statement

Declining interest rates,
positive real interest
rates, reduced deflcits
price reforms and

Improvements in balance of

payments.

Increase in real deposits
In banklng system and
depositor base; Increase
in bank term i{ending to
private sector MSts;
active bank money market;
liberailzed bank reserve
requlrements; and more
rational determination of
bank credit ceillngs.

Sources: GOZ, IMF, World
Bank reports; PSSP
monitoring reports;
participating and
fiduclary bank reports;
special consuliting and

audit reports; evaluatlons.
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Exhibit 7.3 Cont'd.

COMMERCIAL BANKS

2.

TECHNICAL ASSISTANCE

TO GOZ FOR FINANCIAL
SECTOR REFORM PROGRAM

ACCESS TO $35 MILLION

TO MEET CUSTOMER
DEMAND FOR FOREIGN

EXCHANGE WITH NO FX
RISK AND PROFITABLE
TRANSACT ION FEE
STRUCTURE

DELAYED TERM

REPAYMENT TO USAID

OF LOCAL CURRENCY

EQUIYALENT OF

FX DRAWDOWNS.

2.2

2.3

GOZ/USAID Consuitations 2.
on financial sector reform
recommendations.

Aéflon plans and timetables
prepared for agreed reforms,

Agreed reforms enacted.

Particlpating banks draw l.
down FX fund for quaiiftled
private sector customers on

a quick-commitment quick-
disbursment basis.

Participating banks review
and quallfy borrowers and
Imports agalnst USAID-
specifled borrower targets,
commodity speclfications
and sourcing requirements,

Banks pass on USAID iocal 2.
currency term payment condi-
tlons to private sector
borrowers.

Banks repay focal currency

Banks repay local currency
equivalent of fx to counter-
part fund on agreed terms

and scheduies.

IMF and World Bank dialogue,
monltoring reports, spectal

studies and evaluatlons.

Forelgn exchange drawdowns
meet USA|D-determined
disbursement targets.
Participating and fiduclary
bank reports, monitoring
reports, speclal consuiting
surveys, and evaluatlons.

Borrowers recelve preferen-
tlal local currency short
term payment conditlions.
Local currency repayments
made on schedule.
Participating and flduclary
bank reports, monitoring
reports, speclial studles and
audits, and evaluations.
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Exhibit 7.3 Continued

TARGETED PRIVATE
SECTOR SME
BORROWERS

3.

2.

IMPROVED BANKING

ErW IRONMENT
RESULT ING FROM GOZ
POLICY AND REGULATORY
CHANGES (See | above)

ACCESS TO LOCAL

CURRENCY FROM USAID
COUNTERPART FUND FOR

ON-LENDING TO
PRIVATE SECTOR MSEs

ACCESS TO FORE IGN
EACHANGE FOR ESSENTIAL

COMMODITY IMPORTS ON

FAVORABLE REPAYMENT

TERMS AND NO FOREIGN

EXCHANGE RISK

ACCESS TO LOCAL

CURRENCY TERM LOANS

3.2

3.3

2.

Banks expand their focal 3.
currency deposlit and

depositor base In real

terms.

Banks make longer term {oans
to smaller private sector
borrowers.

Banks reallize greater share
of the natlonal money supply.

Bank lending portfoilos to
SME borrowers are profitabie.

Participating banks Increase 4.
volume In real terms of term
lending to target private
sector SMEs.

Targeted private sector MSEs .|
have access to FX for
critical imports.

Critical imports resuit In
increased production and i.2
plant utitization levels,

higher productivity,

enhanced caplital utiliization,
investments In expansion or

new busliness ventures,

increased use of locatl

production inputs and human
resources

Avaitlabiiity of local 2.
currency for working capital

and focal currency

Investments resuit in expanded
business activities.

See |.,2 above.

Trends In mobilization of
money supply and loans to
SME borrowers Increasing
In real terms, Central
bank, commercial and
flduclary bank reports,
IMF/Wor Id Bank reports and
statistics, program
monitoring and evaluation
reports, and special
consuiting surveys.

Central bank, participating
and fiduclary banks, and
program monitoring reports.
Special impact and research
surveys and evaluations.

Participating and fiduclary
bank reports, monitoring and
evaluation reports, and

special studies and audits.

Special surveys by outslde

consultants, and evaiuation
reports to measure change.

See t.| and .2 above.
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NON TARGETED 1. [INCREASING ACCESS TO {.1
PRIVATE SECTOR LOCAL CURRENCY CREDIT

ENTITIES AND OVER LOP
INUIV IDUALS

Increasing short and medium i.
term focal currency lending

as lnvestment climate and
banking regutatory

environment Improves.

Increased emp loymant
opportunities from business
expansion of both targeted
and non targeted business
expansion.

Increased demand for locally
produced Inputs.

Particlipating banks non-
traditional private sector
term lending portfollos
Increase In real terms,
Participating and flduclary
bank reports, monltoring
and evaluation. Measure—-
ment of 1.2, (.3 and 1.4 by
special consulting surveys.
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Exhibit 7.3 Continued

PRIVATE SECTOR -
GENERAL

IMPROYED BANKING AND

INVESTMENT CL IMATE

Growing conflidence in the i.
investment clImate and

banking system encourages

risk taking, new Invesiments
and expansion of private

sector activities.

Increased utililization of
installed plant capacity
results in Increases In
emp loyment opportunities
and higher tevels of
focal Inputs.

Banks Increasingly expand
term lending to private
sector MSEs and
entrepreneurs.

General Improvement In
business climate and
economic Indicators. Private
sector Invesiment
increasing. Piant
utiilzation and naw business
start ups. Banks
Increasingly Involived as
focal currency term lending
Iintermediaries based on
major local currency deposit
bases. GOZ, central bank,
IMF/¥or Id Bank,
particlpating and fiduclary
bank reports, monitoring and
evaluation reports, and
speclal consuliting surveys.
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ANNEX 1

LOGFRAME MATRIX

- PRIVATE SECTOR SUPPORT PROGRAM -



NARRATIVE SUMMARY

Program Goal: The broader
objective to which this
Program contributes:

Estabilish a free and efficlent
financial sector which wili
support development of Zalre's
private sector, especially
lending to medium and smalter
scale enterprises.

ANNEX |

LOGICAL FRAMEWORK

PRIVATE SECTOR SUPPORT PROGRAM

OBJECTIVELY VERIFIABLE
IND1CATORS

Measures of Goal Achlevement:

I. Commercial bank local
currency deposits
expanding.

2, Commerclial banks making
longer term ‘ioans to smaller
private sector borrowers.

3. Regional bank branches ex-
pand lending capacity and
toan portfolios.

4, Higher proportion of money
supply found In formal
financlal Institutions
(50% today).

5. Term lending becomes a more
Important and profitable
part of the flnanclal
services offered by com-
marcial banks.

MEANS OF VERIFICATION

|. Central Bank reports, IMF and

World Bank reports.

2. Commerclial bank annual
reports.

3. Program monitoring reports
and evaluations.
.Commercial bank loan

portfollos.
.Private sector loans
made under PSSP,

4. Program Impact studles.

IMPORTANT ASSUMPTIONS
Concerning fong term value of

program/project:

Zalre's economic recovery indicators
are positive and Worid Bani/IMF wlil
continue to offer support.

GDP grows modestiy.

The rate of Inflatlon will be

held constant or reduced, thus
making it possibte to set interest
rates In real terms.

Official and parallel exchange
rates remain In a band range

of 20%.

No major negative economic or
poiiticail upheavais.

_ZL_
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Page 2 Logical Framework

NARRATIVE SUMMARY

Program Purpose: EOPs:

To restructure the Zairian i.
commerclial banking sector to

support productive Investment

by medium and smallier scale
enterprises. (MSES)

OBJECTIVELY VERIFIABLE

IND ICATORS

Financial sector reforms
begin to establish an
Improved incentive

framework that wiil
encourage increases in real
vatue of resources mobillized
and credits aflocated by
commerical banks to the

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Purpose to Goal:

|. Commercial and fliduclary I

bank reporting

2. Monitoring reports and

evaluations.

3. Separate studies carried out

by consultants and contractors
Inctuding annual Impact surveys. 3,

GOZ/ IMF agree to poilcy changes
which make 1t feasibie to

mobl{ize domestic savings and pro-
fitable to make short

2, Stabiilzatlon and structural

ad justment measures controi money
supply and Inffiation appropriatiy.
Private sector confidence In the

private sector.
2. Structural or Insti- 4,
tutional constraints to
financing private enterprise
are ldentifled which may be
reduced or removed by this or 5.
future projects.
3. MSE employees, consumers,
and smaller urban and rural
producers beneflt, respectively
from increased empioyment,
greater supplles of basic
consumer goods, and improved
urban markets for agricultural
and other products.

financial sector Increases.

IBRD Structural Adjustment Loan and
other simiiar funding buttress
these reforms and continue over
LOP,

IBRD and USAID projects complement
each other,

_EL..
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Page 3 Loglical Framework

NARRATIVE SUMMARY
Outputs

I. Pollcy and regulatory reform
conditlons ldentified,
developed and enacted.

2. Commerclal banks Increase
lending to private
enterprises, especlally
medlum-scale and smaller
enterprises (MSEs).

3. MSEs and smaller enterprises
benef it from iending and
access to broader range
financlal services from
commerclal banks,

2.1

2.3

2.4

3.1

3.2

OBJECTIVELY VERIFIABLE

INDICATORS MEANS OF VERIFiCATION

Consultatlions heid, studles
carrled out, recommendatlons
developed.

Actlon plan and timetable
developed actions taken

and condltlons met.

I. Monltoring reports and
evaluations and :eparate
studies by consultants.

2. PiIRs

3. Fiduclary bank reports and
audlt reports of commerclal
bank lending.

S-T and M-T loans to MSEs
Increase to both tradi-
tional and non-traditional
MSE borrowers.

MSEs meeting repayment
repayment schedule.

MSE loans are distributed
over wlder range of size
of enterprises, geographlic
locatlons, and sectors.
Increase In numbers of
MSEs serve by each
participating bank.

Higher number of MSEs
enjoy permanent credit
retatlionships with banks.
increase in MSE capaclty
utitizatlion, production
and profitabliity.

IMPORTANT ASSUMPTIONS

l. CP.s to inltial and subsequent
disbursements met.
2. IMF and IBRD reforms consistent
with program.
3. Private sector willing and able
to change Investments strategles.
4. Private sector and the public
regain confldence in banklng
sector.
5. Markets for MSE products wili
develope of expand. |
6. Theroe are sufliclent viable MSEs §
to whom banks are wiliing to lend. 1

ol



Page 4 Loglcal Framework

NARRATIVE SUMMARY

Inputs Actlivities and Types

OBJECTIVELY VERIFIABLE

IND1 CATORS

Level of Effort/Expendlture for

of

Resources:

Each Actlvity:

1. Program management.
3 L-T PSCs - 15 person
years plus local hlre staff.

2. TA for pollcy reform
program/monitoring - 70
person months of studles
and S-T TA.

3. Contract with flduclary
bank for management of

lending component.

4. Commodlity Imports ($) and
commerclal bank lending (Z2).

5. Audlts

6. Evaluations

TOTAL

AID $ GOZ (CPF)
$ 3,400,000 $ 500,000
$ 950,000 $  50u,00n
$ 250,000 $ 500,000
$35, 000, 000 $13,500, 000
$ 200,000
$ 200,000
$40, 000, 000 $15, 000,000

MEANS OF VERIFICATION

{. Program management records
and reports,

2. Project Implementation
Reports (PIRs).

IMPORTANT ASSUMPTIONS

Affecting Input-To—Output Link:

I. institutlional contractor
establishes effective program for
pollcy analysls, program
monitoring and evaluation, and
pollicy dlalogue In timely fashlon.

2. Flduclary bank capable of
disbursing funds, securing
repayments to CPF, and moritoring
transactlions.

3. Project Officer and economic
research offlcer have resources
to meld all actors Into effective
program.

4., Commerclai banks participate
enthuslastically In program.

-Gt
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ANNEX 2

TECHNICAL ANALYSIS

~ PRIVATE SECTOR SUPPORT PROGRAM -
2.1. Introduction
The PSSP has two basic objectives.

0 Restructure the zairian commercial banking sector and enable it
to support productive investment by medium and smaller-scale
enterprises (MSEs).

0 By assisting MSEs, help (1) reverse the decline in industrial
production and (2) re-establish demand and supply linkages
between urban and rural areas.

This Annex covers the background, rationale, and objectives of the
second, or "operational", phase of the PSSP: the provision of foreign
exchange for essential private sector imports, and lending of local
currency for working capital and local procurement. While the CIP and
local currency lending programs described in this Annex are closely
related to continuing efforts to obtain macroceconomic and financial
system reforms, and are linked to major World Bank and IMF efforts in
these areas, the fundamental underlying macroeconomic issues and reform
objectives are discussed in detail in Annex 3, Economic Analysis.

The sections which follow summarize the needs of the major
beneficiaries of both the CIP and local currency lending programs - small
and medium-sized private sector companies - and the operations and
constraints of the finance and banking system through which dollar and
local currency funds will flow to private sector recipients. This
analysis of needs, constraints and opportunities will be followed by a
description of how the dollar CIP and local currency needs of the private
sector will be addressed and how the two program elements will operate.
The Annex concludes by summarizing benefits expected from the dollar and
local currency credit programs,

)0y



2.2 Medium And Small Businesses in Zaire

(1) Objectives And Methodology

This section of Annex 2 presents the consolidated summary of
three interrelated research projects conducted in support of the Private
Sector Support Program design.

- "overview Of the Small And Medium-Sized Private Sector,
Survey Of Capital Markets And Financial Intermediaries, And
Evaluation Of Training Needs And Resources", Coopers &
Lybrand, July 15, 1987.

- "commercial Trading Enterprises Survey", Coopers & Lybrand,
pDecember 15, 1987.

- "Survey Of the Medium-Sized Private Enterprises And
Assessment Of Their Financial Needs", Coopers & Lybrand,
April 29, 1988.

These reports have been placed on file with USAID/Kinshasa and
AID/Washington, and are available for review,

The objective of the research was to provide the necessary
understanding and background documentation on the characteristics,
operating mode and technical, financial and training constraints and
needs facing small and medium sized private enterprises in the
manufacturing and production sectors in Zaire.

The field survey, probably one of the most comprehensive of its
kind in Africa, covered more than 130 small-sized private manufacturing
companies, 80 small-sized trading enterprises in three different regions,
and 38 medium-sized manufacturing and commercial enterprises in the
capital city of Kinshasa.

The owners or managers of these enterprises were interviewed -
in a large number of cases twice - and were encouraged to discuss freely
and at length the subjects and problems they deemed important. Their
premises were visited and a data collection questionnaire was completed
by almost all the persons contacted. Detailed company profiles were
prepared for most of the companies included in the sample.

Linkages between the target groups and both the structured and
the non-structured financial sectors were reviewed., Interviews were
conducted with representatives of the Bank of Zaire, all of the local
commercial and the development banks, savings and loans cooperatives,
credit unions and private money-lenders.
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(2) Definition Of “"Small And Medium Enterprises”

Enterprises of between 10 and approximately 30 employees have,
in general, the operating and financial characteristics of non-structured
"cottage-industries®™ and their owners/managers are more craftsmen than
entrepreneurs., By contrast, in the 30 to 100 permanent employee range,
the companies were found to have all of the fundamental characteristics
of formal enterprises.

Similarly, the 100 permanent employee mark defining medium-sized
industry appeared to be too restrictive in a situation where labor is
cheap and plentiful, mechanization is underdeveloped, and individual
productivity is not very high. A number of companies employing between
100 and 500 employees can not reasonably be classified as large
companies, if one looks at the complexity of their production process,
their organization, management and financial characteristics and their
access to financial markets.

It was also found that the small-sized structured enterprises
and medium-sized enterprises had so many fundamental management and
financial traits in common as to make the distinction between them
somewhat meaningless for anything but identification purposes.

The target survey group was accordingly defined as those small-
and medium-sized private companies of between 30 and 500 employees.

(3) Position Of The Manufacturing Activity Within The Overall
Economy Of Zaire

zaire's Gross Domestic Product (GDP) increased by 5.06 % in
constant value (base 1970) between 1970 and 1984, while the population
increased by 37 percent during the same period, from 21,600,000 to
29,700,000,

Excluding the mining, metallurgical and infrastructure

" industries which are represented mostly by large parastatals, the
industrial sectors of manufacturing and construction show the steepest
decrease, both in absolute and relative terms, while the agricultural and
services sectors show an increase, both in absolute and relative terms.

Manufacturing represented 6.17 % of the total GDP in 1984, down
from 8.02 ¢ in 1970, or a decrease of 19 % in constant terms,

Beverages and chemicals were the only industrial activities to
show an increase in constant terms. Tobacco remained constant, jumping
from ninth to sixth position while, all other manufacturing activities
showed a decrease in constant terms.

Trading, both in imported and local goods, represented 26.77 %
of the total in 1984, up from 25.7 % in 1970, or an increase of 11,09 %
in constant terms.
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(4) Major Findings Of The Research Conducted Among The Sample Of

Small And Medium Industries

An overwhelming percentage of the companies surveyed were
experiencing great difficulties at the time of the research. These

difficulties arise from the institutional and fiscal environment in which

they have to operate, and the present financial and economic conditions
of the country.

o

Institutional Environment

The general institutional and requlatory environment which

small- and medium-sized businesses in Zaire have to operate is common to
all categories of private enterprise, whatever their size, location or
type of activity. This environment is characterized by:

A lack of confidence in the politico-economic outlook of the
country, both among outside investors and among the locally
established business community, and little trust in the
civil service.

Rapid depreciation of the national currency, which
influences the companies' abilities to calculate their costs
accurately and to adjust their selling price as they renew
their inventories. In addition, it reinforces the negative
impact of the delay between the production of the goods and
their invoicing and the collection of payments by the
customer. Commercial credit has, in most cases, disappeared
and is replaced by a cash-on-order or cash-on-delivery

policy.

Tightness in the banking market of short-term funds in local
currency, and chronic shortage of foreign exchange available
to small- and medium-sized private enterprises, due to the

- Central Bank's monetary policy and those of the commercial

banks.

Direct and indirect taxation which is heavy, ill-suited to
the inflationary environment and does not really encourage
operations which increase the value added in Zaire.

Widespread feeling of fiscal and administrative harassment.

Importance of the parallel economy, especially with regard
to the competition that illegal imports represent for
locally established manufacturers.

The fiscal environment does not encourage the conduct of
local productive activity. Financial statements of
enterprises have become almost meaningless since the fixed
assets and the corresponding provision for depreciation and.
the inventory of goods and parts are not revalued. The
operating profit which is calculated is often fictitious and
hides the decapitalization, in real terms, of the companies.

O X
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An indirect taxation, whose major objective should be to
encourage the development of the local production of goods
through import tariffs and export incentives, but is
designed less with this objective in mind than with the
short-term maximization of the govermment's fiscal receipts.

The inefficiency of public corporations constitutes a hindrance
to the operation of private economic activities. They are characterized
by overstaffing, their civil servants are notoriously underpaid, often
poorly qualified and sometimes corrupt.

0]

Characteristics Of The Companies Surveyed

Sources Of Supply

The data clearly show that most companies in the
manufacturing sector rely predominantly on imported raw
materials and spare parts for lack or unreliability of local
sources of supply.

All companies interviewed stressed that their number one
concern was access to additional hard currency, but that
better local currency financing was also highly desirable.

Women As Suppliers And Clients

There were some instances of important female-owned or
operated enterprises as direct clients of the companies
surveyed. The percentage was very small and the cases
mentioned almost exclusively concerned enterprises which are
owned by politically important women. No company
incerviewed mentioned that they had a female-owned or
-operated enterprise as a supplier of raw material, spare
parts or other goods or services.

These findings suggest that when women have their own
enterprises in the formal sector they probably operate as
traders in the interior rather than in the import-export
business or in the industrial sector. sStudy 8, outlined in
Annex 6, Proposed Research, Evaluations and Impact Studies
and Human Resources Development, will research further the
role of women in the private sector.

Utilization Rate

Most companies currently operate at a very low utilization
rate, less than 49 % on the average. The main cause of
equipment under-utilization is the lack of raw materials
needed to operate the existing equipment. The second major
cause is the competition from legal or illegal imports, and
the third is the reduction in market demand due to the
decrease in the population's purchasing power.



Profitability

Working at low utilization rates, it is likely that most
companies operate at, or around, break-even point. The
profit figures were consistently extremely low, or in a
number of cases, had been negative in 1986 and 1987.

~ Company .representatives expected a worsening of their
results for 1988.

Relationship Between Utilization Rate And Unit Cost

The consequence of working at low utilization rates on unit
costs can be dramatic since companies experience
difficulties in reducing their fixed costs proportionally
with their reduction in output. Consequently, the average
break-even point remains high,

Two solutions can be found to counter this phenomenon, both
dealing with a reduction in the direct production cost. The
best solution is to increase productivity; the second is to
decrease the quality of the manufactured products.

In the manufacturing sector of Zaire, where raw materials
represent so much higher a cost than personnel in the direct
cost of production, a significant increase in productivity
can be achieved mainly through investment in better
machinery and equipment. The difficult economic and
financial situation of a large proportion of the
medium-sized industrial companies has, however, limited
their willingness, or potential, to invest.

Some companies, reluctantly, have had to have recourse to
the second solution of decreasing their direct cost of
production so as to keep on operating at, or above,
break-even point, and to retain their market volume. Most of
these companies have now reached the level at which they
have exhausted their "reserve",

Access To The Banking Sector

Companies in the 30 to 500 employee range had access to the
commercial banking system in the forms of overdraft
facilities, short-term loans, or other forms of credit.
Below the 30 employee level, access was found to be
extremely uncommon.

JU9 ¢
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While all companies in the target group had some form of
working relationship with banks, the amount of financing
they could get was usually totally inadequate, both in terms
of working capital and investment financing. The shortage
of financing has nothing to do with their "bankability" but
is caused by the limited amount of funds which are available
for credit through the commercial banking sector, and by the
lending policies of the commercial banking sector which are
geared towards the large companies, the parastatals, and the
import—export businesses.

Marketing Characteristics

A large proportion of the companies suffered from a
reduction in sales in constant terms from 1985 to 1987, and
all the sectors except plastics were affected. This
decrease in sales was primarily due to the difficulty in
keeping equipment in operation even though a market for
their products existed.



A number of executives stressed the decreasing unit selling
price in constant terms of their products which correspond
to a switch from high or medium to low quality products to
take into account the decreasing purchasing power of their
customers. Locally manufactured products must compete with
similar imported products on which little or no, import
taxes are paid. It is well known that custom tax evasion is
carried out on a grand scale.

While the encouragement of the local industry is proclaimed
as official policy, the purchasing practices of parastatals

which are large purchasers of manufactured goods often favor .

contracts with foreign suppliers.

Local industries in some sectors, textile and clothing for
instance, face competition from foreign manufacturers which
dump their low quality or obsolete products on developing
countries' markets at the marginal cost of production.
Locally produced goods cannot compete on these terms.

Very few industries were found to export their manufactured
goods to developed countries or to other neighboring African
states.

gmglozment

Whereas the average activity of the companies surveyed
decreased by 5 %, as measured by sales in constant Zaires,
employment increased by 3 % during the same period. This
phenomenon can be explained by a number of factors among
which:

The strong lecal protection employees enjoy under Zaire's
labor code.

Salaries are low and represent a small proportion of the
total cost of production. This deters employers from rapidly
adjusting the level of their work force to current economic
conditions.

Companies are reluctant to fire workers and clerks, not to
mention foremen and middle-managers they trained

on-the-job. T™e major reason was the fear of not being able
to find personnel of similar quality if they needed to
increase their work force.

W x
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The manufacturing sector represents a very high percentage
of total formal sector employment in the major cities. This
is extremely important with regard to social stability
because the population growth of the main urban areas in
Zaire has been considerable in the past 20 years and shows
no sign of abating.

The employment of women was found to be extremely low, less
than 4 % of the total employment on the average.

Ownership Of Capital

All the companies surveyed were locally established under
Zairian business law. Most of the medium-sized industrial
companies are owned by expatriates rather than by Zairian
nationals. Most, however, have Zairian shareholders whose
presence has often more to do with their potential of
interaction with the authorities than with their real
participation in the management of the company.

(5) Major Findings Of The Research Conducted Among The Sample Of

Small Trading Companies

The trading enterprises surveyed may be divided into three
categories which are characterized by quite different styles of
operations.

Large Trading Companies

This category includes local enterprises of more than 100
permanent employees. They typically have a well established
organization, their internal accounts are well kept and
their financial management system is sound. These companies
usually have a long history of successful operations in
Zaire, their stores are well-maintained, and their shelves
are well provisioned with a large and diversified inventory.

Large trading companies have relatively easy access to the
banking sector and are able to obtain overdraft facilities
or letters of credit. The commercial banks provide mainly
short-term funds. Most of the medium to long term
investments in fixed assets are self-financed.

The Small And Medium Trading Operations Managed By
Expatriates

There are trading enterprises employing less than 100
percent permanent employees belonging to expatriates, They
normally operate with less than 30 employees. They present
a number of characteristics which make their operating style
somewhat similar to the one of the local branches of the
large private trading companies.

g
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These commercial enterprises usually trade semi-wholesale
and retail in basic manufactured consumer goods and locally
produced raw agricultural products cassava, coffee, corn,
palm nuts, paddy rice.

Most of these enterprises have access to the banking sector
for limited amounts of short-term credit.

The Zairian-Operated Trading Enterprises

These trading operations could hardly be classified as full
enterprises. Their operating characteristics make them
closer to "mom and pop shops" and their owners think more
like individual artisans than like entrepreneurs. They
usually are small, employing on a permanent or temporary
basis between 1 and 30 people including the immediate family
of the owner-manager.

Most are characterized by:

0 Book-keeping in its simplest form and the absence of
proper accounting. Most of the owners tend to keep track
of cash receipts only and not of their charges. They
equate the receipts with their operating profits.

0 Lack of proper planning of purchases and of analysis and
control of the inventory, resulting in quasi-permanent
shortages, lack of variety of products offered and
deterioration of goods with a low turnover.

0 Confusion between company and family funds.
o Employment of parents or relatives as sellers, either in

the shop or on-the-road. There is no serious supervision
of them and they often receive no salary.

Role Of Women In Trade

Although women play an important role in commerce, this role
was found to be almost exclusively confined at the lowest
end of the scale; i.e.,, as individuals selling a few
products in the market or in the informal sector.



12
Marketing Characteristics

Trader activity is decreasing in small cities. Traders
usually blamed this phenomenon on the quick deterioration of
their vehicles resulting from the condition of the roads
combined with their inability to obtain the funds needed to
purchase new vehicles and spare parts. The reasons set
forth by the interviewees, though real, are not sufficient
to explain the reduction of activity. Traders have, in the
past, faced the same problems.

It is generally recognized that such factors as the improper
use of the venhicles, their lack of preventive maintenance,
and the careless use of such costly equipment by
inadequately trained, motivated and supervised drivers have
long existed and resulted in high operating costs. The
importance of these costs was long hidden by fat profit
margins.

The diminution in the purchasing power of the average
consumer in the urban areas, and the disappearance of the
"trade quota” system, have been factors which have
aggravated the economic environment in which the small-sized
traders have been used to operate. A large number were
unable to adjust their businesses and practices to new
circumstances.

Sources Of Supply

The shops for general trade usually contain all sorts of
basic products: food, hygiene, fabric and clothes, small
household appliances. They also often offer radios,
batteries, flashlights, bicycle spares and repair kits,
sometimes cement or corrugated iron. Drugs are only sold in
pharmacies.

Traders do not import or export directly the manufacturing
or agricultural goods they trade in. They provision
themselves, or market the agricultural products through
larger companies. Only the urban wholesalers import
directly.

There is a strong linkage between trade and agriculture
since most merchants interviewed both traded in manufactured
goods and in raw agricultural products. A significant
number were involved in farming and/or ranching.

Traders' purchases of agricultural products to farmers are,
in most cases, made for cash. Barter is practiced on a
limited scale.

Traders usually have to purchase their general trade items
on a cash basis. Credit has almost disappeared in
transactions over the past two to three years because of the
high rate of inflation.
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Recent Structural Changes In Trade Patterns

Fundamental changes have been taking place in the trade
structure in recent years.

Until 1981/83, economic legislation strongly favored trade
to the detriment of production activities. Price control
mechanisms together with exchange rate distortions tended to
keep producer prices and import prices at an unrealistically
low level. The result was rationing through quotas of
insufficient production and imports to meet excess demand;
extensive gray and black markets and an almost absolute lack
of competition on the supply-side among traders, importers
and producers. Effective consumer prices for unprivileged
normal consumers were often 3 to 5 times higher than
producer or initial imported prices, and an excessive number
of unproductive intermediaries shared the enormous trade
margins and benefits.,

Since economic liberalization has been applied and demand
has been seriously restricted by more severe monetary and
credit policies, trade margins have been successfully
reduced to almost normal levels in most sectors. Not only
did the numerous unproductive intermediaries of the
"quota-trade" disappear, but more direct marketing has
become a common featurse in many traditional trade relations.

More productivity gains will have to be made, however, in
the distribution system of manufactured products to
counterbalance inflation. While the internal distribution
system is becoming leaner and more competitive, much remains
to be done at the importers' level.

A great many bottlenecks and inefficiencies in the
agricultural and trading systems still remain to be resolved
to significantly raise the standard of living in most of the
country's rural areas.

- Main Problems Encountered By Traders

Problems in transportation certainly ranked as the number
one concern among traders interviewed. Almost universally
mentioned were badly deteriorated roads, long transport
delays, even when the goods are shipped by air, long waiting
lists for railway wagons; theft, not infrequently on a large
scale, during transport by truck, railway or at the airport
warehouses, road blocks and persistent racketeering by local
officials, lack of spare parts for trucks, difficulty in
replacing old trucks; and scarce fuel supplies.,

115X
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In addition to increasing the cost of marketed products,
these problems are extremely serious. In the long term, they
might cancel the benefits of the agricultural products
liberalization policy pursued by the Government, since large
quantities of products are wasted for lack of transportation
and proper warehousing.

Insufficient working capital and lack of credit ranked
second in the traders' preoccupations. The working capital
difficulty, in turn, is related to a number of factors:
inflation, high percentage of inventory losses and improper
pricing methods.

(6) Financing Needs And Resources

0 Constraints In Access To Financing

The accessibility of the target group to credit is very
limited.

In addition to guarantees or other securities, the banks
always base their lending decisions on an evaluation of the companies'
financial data. Both these requirements effectively leave little chance
for the smallest entrepreneurs to be considered "bankable".

Security in the form of a mortgage on the business property
is almost meaningless for bankers. Firstly, the real market value of a
store, or even a house, in the small towns is very low and, second, banks
are usually unable to effectively acquire ownership of the mortgaged
property in the case of default.

With respect to financial statements, most small
enterprises, and a number of medium-sized ones, keep two sets of
accounts, one for official or fiscal use an the other for the owner's
eyes only. The former are not even considered by the banks and they tend
to view the latter with deep misgivings.

Some small businessmen deliberately do not want to ask for
credit because they are afraid of banks. Companies above the 30
employees level, however, were found to be able to meet the lending
conditions required by the commercial banks. Shortage of credit supply,
not "bankability" is the major constraint.

With a strictly limited supply of funds, the market for
loans is a suppliers' market. Consequently, commercial banks have little
incentive to reach the more risky and more costly segment of the market.
Banks are apparently satisfied to limit their actions to customers such
as the large private companies and the parastatals, and to restrict their
services to the safest ones in providing overdrafts and documentary
credits.

o
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It is clear that the root of the problem remains the
availability of hard and local currency funds available for credit.

0 General Characteristics Of The Financial Intermediaries
Sector As It Relates To MSE Financing

The credit controls in force determine the type and volume
of operations undertaken by the commercial banks. Such controls do not
affect the development banks. The lending policies of the latter are
based on the availability of funds and whether the projects qualify or
not for lending.

The commercial banks lend short-term, but such credits are
limited overall by the credit ceilings. Of the short-term credits
available, only a minimum amount goes to the MSEs.

Credit Unions generally offer short-term consumer credit
only to their members. While they collect large amounts of deposits, a
number of studies have demonstrated their inadequate management capacity.

SOFIDE, the largest of the two development banks, offers
medium- and long-term funds for investment and approximately 60 % of such
funds are made to the MSEs. Loans are generally made in foreign currency
and the repayments are calculated on the foreign denominated debt.
Because of the weak Zaire currency, the effective repayment cost has
become prohibitive for most present and potential borrowers.

Commercial banks' medium and long term credit is extremely
limited. The economy and market forces are such that banks do not have
the interest and ability to attract, and consequently to lend, these kind
of funds.

0 Allocation Of Foreign Currency Resources

The foreign currency resources currently transiting via the
commercial banks is at the level of U.S.$ 550 - $ 600 million per year.
This amount includes World Bank and other grants and loans made to the
GOS but excludes Gécamines and petroleum export revenues which are
directly taken up by the Bank of Zzaire.

In addition to the resources deployed by the commercial
banks, an estimated U.S.$ 200 to $ 400 million is handled by the parallel
market each year. This amount obviously fluctuates and increases
particularly when the differential between the official and parallel rate
is significant. At the time of the study, the differential had been no
less than 25 % for a number of months.

The commercial banks allocate their hard currency in roughly
the following order:

)17 X
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Petroleum products imports: 30-40 %, Multinationals, large
companies in all sectors, parastatals: 30-50 8. Medium and small-sized
(bankable) companies: 10-20 %.

Of the 10-20 % level reserved for the MSEs in the official
financial system, traders and industrial companies have an even share of
this allocation. The amount estimated to be available for these
enterprises is now on the order of U.S.$ 60 to 120 million per year,
Probably a maximum of 50% of this amount goes to the manufacturing
sector, or in the range of U.S. $30 to 60 million per year.

Financing in local currency, while less problematic than
financing in hard currency, is still well below needs. The credit
policies of the Central Bank are very restrictive and companies
experience severe cash flow problems because they have to deposit the
counterpart value of 100 % of the amount of their letters of credit when
these are opened.

It is very important to note that almost all companies have
had to abandon any form of customer credit to mobilize the financing they
need for local currency operating funds.

o BEstimate Of Working Capital Financing Needs

Short-term foreign currency financing needs of the
medium-sized companies in Zaire, which are not presently available
through the banking system, are in the range of $60 and $100 million a
year. The need for local currency financing of the small and
medium-sized companies in Zaire is roughly estimated at 2.2 billion
zaires annually, or around U.S.$ 18 million in 1987.

o Investment Financing Needs

Net private transfers have been deteriorating since 1983 in
such a proportion that the net public transfers have not been able to
compensate for the fall. They have consistently been negative for the
past three years which might indicate how little new private foreign
investment has been realized during the period.

Since very little medium- to long-term financing can be
obtained through the commercial banks, or currently througn SOFIDE, which
presently experiences a difficult financial situation, the investment
financing gap is estimated at approximately U.S. $12 million equivalent
for the 38 medium enterprises surveyed, a large proportion of which would
require foreign currency. This gap represents the level of desired
funding needed by the MSEs surveyed for projects they are already
contemplating.

Sy
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(7) Recommendations

o Major Difficulties of MSEs

Small and medium sized private enterprises face major
problems which are listed in decreasing order of priority.

- The cost and/or unavailability of inputs for production
because of a shortage of foreign exchange and lack of
working capital. This problem is absolutely general and
constitutes the primary constraint.

- The cost and/or unfeasibility of extending distributor
credit, because of rapid monetary depreciation and
inadequate outside financing .or working capital. This
affects market demand.

- The age and poor condition of the productive equipment,
because of a shortage of hard currency for purchase of spare
parts and of medium and long term financing for
rehabilitation or modernization of the equipment.

- The burden that receivables represent for those companies
dealing with government agencies and parastatals.

- The absence of a systematic or efficient program of local
purchases by the parastatals.

- The lack of an adapted financial training program. To be
really helpful, and appealing to the targeted population,
the training would have to be very practical and directly
applicable by the entrepreneurs in the day-to-day management
of their companies. The managers of small- and medium-sized
companies need management tools rather than general
management concepts and principles.

All companies interviewed insisted that what they need most
at this time is working capital and better access to foreign exchange.
Given this kind of assistance, a large number declared that they could
tackle most of their other problems.

o Criteria For Success In Implementing An Assistance Package

Most MSE managers think that donor agencies have not
demonstrated any real interest in small, private industry. Entrepreneurs
estimate that financial assistance has, almost always, been directed
towards the agricultural sector, the parastatals and government
organizations.

To ensure success of the private sector project, three major
conditions appear to be essential :
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Build up confidence in the ability of donor agencies to
deliver quickly an assistance package tailored to the needs
expresséd by the intended beneficiaries themselves.

Implement a flexible project structure operated by
experienced managers with enough authority to answer
industrialists' real needs.

Do not involve a government agency in the management of the
project and of its funds.

(8) Conclusion

The research clearly illustrates the extremely difficult
situation that small and medium sized private companies have been
experiencing for the past two years.

The lack of financing, especially the shortage of foreign
exchange, the macroeconomic monetary policies, and the commercial banking
sector's attitude towards the small and medium-sized manufacturing sector
are major constraints hampering the development, and even endangering the
survival, of these companies.

2.3 The Financial Sector - An Qverview

(1) Financial Sector Institutions

1. The Central Bank

The Bank of Zaire is Zaire's central bank and performs all the
normal functions of a central bank such as monitoring financial
institutions, administering national monetary and credit policies and
managing international reserves. The Bank is headed by a Governor and a
Vice-Governor, appointed by the President. 1Its day-to-day operational
chief is the Managing Director, a position currently filled by a staff
member of the IMF on secondment. The Bank has about 2,000 employees and
a number of regional offices.

The Bank of Zaire supplies certain banking services to the GOZ
and parastatals, such as making advances to the Treasury, managing issues
of Treasury bonds, managing the printing of currency notes, buying for
local currency the 55 percent of Gecamines' export receipts that
Gecamines does not retain, receiving royalties in foreign exchange from
exporters of crude o0il, handling transactions with the IMF, selling the
Treasury foreign exchange as required.

The Bank of Zaire also makes substantial advances to the
commercial banks, especially since 1986. Based on its balance sheet
shown in Exhibit 2.2, below, interest income from advances to banks in
1987 at 25 percent must have been more than twice the interest income
from the GOZ at 4 percent.

)
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In addition to monetary policy, the Bank of Zaire has ample
authority through the Banking Act to control and regulate bank and
non-bank financial institutions and to approve the establishment of new
financial institutions. However, the Bani of Zaire does not always use
its full regulatory powers in its interaction with the financial
institutions. Instead, it has concentrated on establishing credit
ceilings, setting reserve requirements, and establishing limits on the
commercial banks' foreign exchange holdings, as discussed below. As a
result, bank and non-bank financial institutions have developed in a
largely unregulated and laissez-faire environment.

Fortunately, seven out of the nine commercial banks
established in Zaire are either branches, affiliates or subsidiaries of
major foreign banks, and therefore operate according to the internal
norms and control standards imposed on them by their respective parent
organizations. One of the major local banks (BZCE) has no current
foreign affiliation (100 percent owned by the GOZ) but was originally an
affiliate of the Bank of America. It continues to be run very much as a
private commercial bank, due mainly to the fact that it has maintained
the staff and the internal procedures developed by Bank of America.

This partially explains why there have been no bank failurss
in Zaire, with the exception of the then 100 percent locally-owned Bank
of Rinshasa, which declared bankruptcy in 1986 and has since been taken
over by the GOZ. Nonetheless, there is a need to develop and implement a
simple and clear regulatory framework but to create tools and instruments
to implement its provisions. This is discussed below in the section on
the ongoing financial sector development program.

2. Commercial Banks

The consolidated balance sheet of the commercial banking system
is shown in Exhibit 2.2 in nominal terms, while the trends in bank credit
and deposit taking are shown net of the impact of inflation in Exhibits
2.3 and 2.4.

There are nine commercial banks in Zaire:

--- BCZ: Banque Commerciale Zairoise

-~- UZB: Union Zairoise de 3anques

--- BZCE: Banque Zalroise du Commerce Extérieur

(ex-Banque du Peuple, ex-Société Congolaise de
Banques)

--— NBK: La Nouvelle Banque de Kinshasa
(ex-Banque de Kinshasa)

--— Citibank
--— Barclays Bank
--- BACAZ: Banque Continentale Africaine au Zaire

--— BIAZ: Banque Internationale pour 1l'Afrique au Zaire

S |
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The three major banks, BCZ, UZB, and BZCE, hold 75 percent of
total commercial banking assets. BCZ and UZB are privately owned whereas
BZCE is owned and controlled by the GOZ. The only other GOZ-owned
commercial bank is NBK, which was declared bankrupt in 1986 but is
currently being kept alive artificially by heavy cash injections from the
Bank of Zaire. The remaining five banks are either branches or
subsidiaries of foreign banks. They have branches only in Kinshasa
(except for BIAZ which has a small branch in Shaba), and have only 12
percent of the market.

The soundness of a banking system is measured in terms of its
liquidity, profitability and the quality of its loan portfolio., The Bank
of Zaire acts as the lender of first resort to the banking system through
its money market facility. The banks are thus able to borrow from the
Bank of Zaire through the money market wihdow to cover their needs. For
this reason, the banking system in Zaire may be considered liquid with
exception of the NBK, a GOZ-owned commercial bank which was declared
bankrupt in 1983. For the most part commercial banks in Zaire are sound.

Applying normally accepted measures of bank capitalization, such
as capital to total assets, the commercial banks are undercapitalized.
The average level of capitalization for most commercial banks in Zaire
measured in terms of capital to total assets, which is below 1 percent,
is much less, for example, than in the much more secure environment of
the United States where this ratio is 6.5 percent. The level of
capitalization is important since it helps the bank withstand potential
losses from non-performing assets.

All branches and affiliates of foreign banks operating in zaire,
however, have access to a wide and strong capital base of their parent
organizations., The undercapitalization with respect to foreign banks'
branches in zaire, therefore, is to some extent an artificial problem.
The publicly owned BZCE is capitalized at 5 percent which is not adequate
but nevertheless is hich compared to the foreign owned banks.,

3. Development Banks

There are two development banks in Zaire: SOFIDE and the
Agricultural Credit Bank (BCA).

O  SOFIDE

The Société Financiére de Développement (SOFIDE) was established
as a limited liability company in 1970 with 40 percent GOZ and 60 percent
private participation, including 18.75 percent subscribed by the IFC.
SOFIDE's original purpose was to foster the development of a domestic
capital market and to finance investments in productive sectors. Today
it is the main term lending institution in Zaire and the only
non-government source of investment capital and credit for the private
sector. Although historically concentrating on rehabilitation and
modernization of existing industrial capacity and agricultural and
transport projects, SOFIDE has recently increased financing of small and
medium enterprises.

|00
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SOFIDE is by far the larger of the two development banks with a total
portfolio of 6.6 billion zaires compared with 0.2 billion zaires for the
BCA at the end of 1986.

SOFIDE is funded almost entirely from external long term loans
provided by the World Bank group and other international institutions,
Since foreign exchange risks are passed on to the borrower, the constant
depreciation of the local currency has resulted in high levels of unpaid
loans due to the exchange rate burden. The GOZ has established an
exchange risk guarantee scheme for SOFIDE's loans to address this
problem, but the program is not operational. Given the financial burdens
such a scheme could entail, the World Bank has recommended that it be
limited to MSEs if eventually it becomes active.

0 The Agricultural Credit Bank (BCA)

The Banque de Credit Agricole (BCA) was created by the GOZ
in 1982 to provide credit. to small and medium size farmers and small
agribusinesses. The BCA is both a development and a commercial bank. As
a commercial bank, it collects deposits from the public, extends
commercial loans and is subject to credit ceilings. As a development
bank, it funds itself from external sources and makes medium to
relatively long term loans ocutside the ceilings.

The BCA is currently suffering from the lack of deposits to
expand its portfolio. It has, up to the present, depended mainlv on the
GOz for both capital and deposits. However, it is expected that the GOZ
will soon open the 3CA's capital pase to outside sources, which will
allow the BCA to offer shares to international institutions. Wich an
increased capital oase, the BCA will probably open new branches to expand
both deposit-taking and credit operations.

4, Non-3ank ~inancial Institutions

e formal sector of the non-oank f£inancial system comcr.ses the
following .nscitutions.

-— SONAS: State owned insurance monopoly.

-—— CADEZA: A public savings institution,

-— CCP: A GOZ postal savings entity.

—— INSS: The social security fund.

--- MOBIMO: A subsidiary of a commercial bank, specializing in
construction and real estate financing.

--— COFIKI: Also a subsidiary of a commercial bank, specializing
in construction and real estate financing.

Most of these institutions are GOZ owned, poorly managed,
undercapitalized and overstaffed. If rehabilitated, it is possible that
they could play a major role in mobilization of savings and in
channelling savings into productive use through the lending
institutions. Their current condition is such, however, that
rehabilitation would be a long-term process.

J25/
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The informal non-bank financial sector comprises several
institutions established by community-based organizations and religious
groups. The most important are the Saving and Credit Cooperatives
{COOPECs). The COOPECs are very simple grass-roots organizations whose
main activity is safequarding savings for their members. To date,
COOPECs do little lending, depositing instead their free cash with their
regional apex organizations, the COOCECs. Some of these funds are
.ultimately invested in Treasury bonds, but accounting and control
‘mechanisms are very weak at both the grass-roots and regional levels.

The grass-roots COOPECs are totally unrequlated and the absence
of any real competition from the banks has allowed them to expand rapidly
in the last few years. By the end of 1987, COOPECs had mobilized an
estimated 1.5 billion zaires in savings deposits, or 7 percent of
commercial banks' deposits. Because of their growing importance, the GOZ
will soon introduce a law regulating the the cooperative financial
institutions.

(2) Financial Markets

1. The Monev Market

0 Monev Supply

The financial sector in Zaire is characterized by a rapid
growth in money supply over the last five years. Ml* grew from Z 13
billion in 1983 to Z 57 billion in 1987 representing an increase of 430
percent over that period. M2* on the other hand, grew almost at the same
proportions during the same period: Z 14 billion in 1983 to Z 60 billion
in 1987.

The major component of M1 is the fiduciary currency
circulating informally outside the banking sector. The fiduciary money,
as a percentage of Ml, grew faster than the growth in Ml itself.

This phenomenon reflects on one hand the failure of the
banking system to mobilize zhe financial resources being released oy the
central bank and on the other hand the ability of the informal sector to
suck and retain liquidity.

The nholding of liquidity by :he public outside the panking
system was exacerpated in 1983 when a major commercial bank became
illiquid and unable to meet withdrawals. The confidence in the banking
system was severely undermined and the public further held onto its cash
rather than depositing it into the banks. The Central 3ank was therefore
obliged to pump more liquidity into the banking system in order to keep
up with the demand for withdrawals. This explains not only the relative
importance of the fiduciary currency outside the banking system but also
its causes and origins.

As mentioned earlier, the over-liquid nature of the Zzairian
money supply reflects the banking system's inability to mobilize deposits
and the relative strength of the informal sector in retaining
liquidity.

s
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It is estimated that one out of two Zaires issued by the
Central Bank circulates and remains outside the banking system. In
addition to the institutional causes identified above, there are
socio-economic elements that further influence the retention of cash by
the informal sector; i.e., a cash economy where most payments such as
salaries and business transactions are settled in cash, lack of an
adequate branch banking network, and the psychological security and the
social habit of holding cash.

The failure of the commercial banks to mobilize deposits
and the relative strength of the informal sector to hold onto it, make it
doubly difficult for the Central Bank to pursue and implement an
efficient monetary policy and to fight inflation. As long as the Central
Bank acts as the lender of first resort, there is no incentive for the
commercial banks to go out of their way to mobilize needed resources.

The fiduciary portion of the money supply, therefore, serves to fuel
permanent and structural inflation.

*ML: currency in circulation plus current account deposits in banks
and non-bank financial institutions.

**2: Term deposits.
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Several attempts have been made by the monetary
authorities in the past to solve the excess liquidity problem in Zaire
- without much success. For instance, in 1984, BDZ decided to
demonetize the Zaire currency by destroying all existing bank notes and
replacing them with new ones. This measure traumatized the population
and probably contributed to the dismissal of the Central Bank Governor.
..-The 'second attempt to draw liquidity from the public's hands was throuah
the issuance of Treasury Bills.

In the words of one monetary expert, the excessive
liquidity problem in Zaire can only be solved within the context of
intermediation by the financial institutions, changes in the method by
which the GOZ finances its budgetary deficit, and the creation of viable
monetary instruments.

o Bank Credit

The aggregated balance sheet of the commercial banks is
shown in Exhibit 2.2, below. The bulk of commercial banking deposits are
in the form of short term, non-interest bearing demand deposits. These
resources are used to financz short term needs of borrowers - short term
loans of less than one year and overdrafts.

Commercial bank lending rates were 32-46 percent in 1987 and
45-53 percent in early 1988, corresponding to the marginal cost of funds
from the Bank of Zaire's noney market window of 25 percent in 1957 and 25
percent after March, 1985. All these rates are far below the 100 percenc
rate of inflation experienced since the bejinning of 1987. Althcudgh
lending rates are free to fluctuate, it is also reported that informal
political pressure would be exerted if the rates went higher.

The banks' preference for short term lending is dus :zo
several factors.

(1) _ack of “.ong T™erm Resources: The dank's resources are
primarily in the form of snort term demana deposits. The bulk of the
cash being deposited into the banking system is in the form of cash cover
for import Letters of Credit. It is hignly unlikely that banks could
loan long term with short term resources. Such mismatching of funds,
which is contrary to sound banking practice, would be very risky and
would undeniably have serious and negative effects on the stability of
the banking industry as a whole.

(2) Lucrative Non—Credit Business: While banks break even
on credit transactions, their real profits are derived from the
commission income generated by import letters of credit, foreign exchange
transactions and other related services such as currency €ransfers and
issuance of guarantees. In other words, the commercial banks in Zaire
are making their living mainly by recycling the foreign exchange that
comes into the oountry as export proceeds, or as inward transfers,
including foreign currency loans from the multinational agencies, and
various grants from the donor community.
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0 Regulation of Credit

' The Bank of Zaire has the primary responsibility for
containing inflation through monetary and credit policies. The following
policy instruments are currently used for this purpose.

a. Credit Ceilings

Credit ceilings are used by the Bank of Zaire to limit
overall bank overdrafts and loans. The overall national ceilings for the
country are established quarterly by the Bank of Zaire in consultation
with the IMF. Each commercial bank is allotted a share of the total
based on their individual capital base and deposits. Excluded from
credit ceilings are transactions that do not result in cash disbursements
by the banks, as well as contingent liabilities such as letters of
credit, guarantees, and forward exchange transactions.

: At the end of 1987, most banks had fully utilized their
ceilings. The Bank of Zaire is under strong pressure from IMF not to
increase ceilings for the purpose of accommodating a particular project
as this would defeat the purpose of controlling the credit expansion,
although the availability of external financing is taken into account
when the overall ceilings are established each year. Unfortunately for
the banks, a one dollar increase in external resources does not
necessarily result in a one dollar increas= in credit ceilings. In
discussions regarding the PSSP, the IMF has agreed to take the project's
foreign exchange and local currency lending activities into account in
establishing credit ceilings with the GOZ.

b. Reserve Requirements

This instrument is used by the Bank of Zaire to sponge
off excess liquidity from the banking system. Since May 2, 1988, the
reserve requirement coefficient stands at 50 percent on total deposits
and current account balances of less than six months, provisions nade for
letters of crediz and other payables, and 100 percent of the counterpart
funds accounts in commercial opanks.

The balances held by the 3ank of zaire in the form of
the reserve requirement are not remuneraced, exept for a portion in the
form of Tre=asury bills paying 8 to 10 percent,

c. The Monev Market Window

All commercial banks are structurally short of
liquidity, largely due to high reserve requirements. Interbank lending
is practically non-existent since all banks are in the same position.
When additional liquidity is needed, commercial banks turn to the 3ank of
Zaire's money market window for funding because of its relatively low
rate (35 percent since March, 1987) and easy access (no predetermined
limits). Banks had borrowed 15 billion zaires from the Bank of Zaire at
the end of 1987, versus reserves held in the Bank of Zaire of 27 billion
(see Exhibit 2.2).
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Since banks are able to cover all their incremental
funding needs through this mechanism at an interest rate of 35 percent,
there is no incentive for the banks to mobilize additional resources from
depositors. Therefore, the rates charged by the Bank of Zaire
constitute, for all practical purposes, the cost of funds to the banks.

d. Rediscount Facilities

Banks also have access to the rediscount facility for
short term rediscounting of commercial paper at the rate of 37 percent.
The overall country credit limit set by Bank of Zaire at the end of 1987
was 5 billion zaires for this facility. Each bank is therefore allotted
a share proportional to its credit ceilings. Since the money market
facility is cheaper, banks are not using the rediscount facility.

e. Interest Rates

Between 1981 and 1983, interest rates were liberalized
and set free to fluctuate, with the exception 6f rates on loans for
non-coffee agriculture, which were held to 22 percent while other rates
rose to the mid 30s. Agricultural loan rates were finally liberalized in
September, 1987.

The following interest rates on GOZ transactions ars
still set by the Bank of Zaire:

--- The rate of 4 percent which the Bank of Zaire
chargas GOZ Treasury for advances;

~--~ The noney market rate of 35 percent charged by the
Bank of Zaire to the banks;

--- The rediscount rate of 37 percent for the
rediscouncing of short term commercial paper at the
Bank of Zaire's window by commercial sanks;

--- The rate on Jinsecured advance by the 3ank of Zaire
to commercial banks of 39 percent; and

-—— The Treasury bill rate to the opublic ranging from 34
to 45 percent for 28 to 182-day placements,
respeccively.

0 Mobilization of Resources

The commercial banks' mobilization of deposits is shown in
Exhibits 2.2 and 2.3. Current account deposits are remunerated at 0.5
percent, and time deposits are currently earning 3.25 to 33 percent.
Deposit rates have remained inflexible, despite inflation and the
competition of Treasury bills introduced in 1984. Since banks have the
Bank of Zaire's money market rate (currently 35 percent) as an
alternative, they are not willing to remunerate term deposits at higher
rates.

BEST AVAILABLE DOCUMENT
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Banks' ability to mobilize both short and long term deposits
is also greatly hampered by rigid requirements for opening bank accounts,
high sr:vice and transaction charges, and the lack of foreign exchange,
which actracts local currency deposits to pay for letters of credit.

Furthermore, the banks' incentives to mobilize deposits from
the public are weakened by the S50 percent reserve requirement, the lack
of remuneration of reserves, the presumed weakness of demand for loans at
high interest rates, and since 1986 the easy availability of funds from
the Bank of Zaire at relatively low interest rates.

It is generally accepted that Zaire is underbanked in
relation to its size and its economic and business potential. Total
commercial bank lending stood at 25.5 billion zaires at the end of 1987,
or about $125 million. 1In comparison, Senegal, with one-third zaire's
GDP, has nearly twice that volume of total bank lending. Furthermore,
Zaire has only about the same number of bank branches as does Senegal
(about 100), despite being about ten times Senegal's physical size and
having a deteriorated internal transportation system. :

2. The Foreign Exchange Market

The Balance of Payments tables (see Exhibit 2.5) show the flows
of foreign exchange throuch official channels: principally the overseas
accounts of the Bank of Zairs, the commercial banks, Gecamines, and the
petroleum exporters. Although no institutional flow of funds matrix
exists for Zaire, information available show that the Balance of Payments
include flows through the foreign exchange accounts of the Bank of Zaire
(724 million in 1987, including foreign exchange ceded by Gecamines,
royalties from oil producers, and IMF loans), foreign exchange retained
in foreign accounts by Gecamines (45 percent of receipts, or about $417
million in 1987) and by the 0il exporting companies (about $134 million
in 1987), deot relief ($730 million in 1987 in the form of a capital
transaction, rather than cash), and some foreign assistance disbursed
from offshore accounts (e.c., USAID's CIPs and PL-480 import finzancing).

The commercial banks reczive foreign exchange from exporters of
diamonds, agricultural commodities, and miscellaneous manufacturss, as
well as inflows from embassies, missionaries, and others. The value of
import letters of credit opened by the commercial banks in 1987 from
these sources has been estimated at only $550-600 million.

The Bank of Zaire does not open letters of credit for private
customers, nor do commercial banks sell foreign exchange to the GOZ or
the Bank of Zaire. Thus, except for net sales by the Bank of Zaire to
the commercial banks ($42 million in 1987), the public sector and private
sector financial circuits for foreign exchange remain separate.

In addition to the flows represented in the official Balance of
Payments tables, substantial sums in foreign exchange are also traded
through the "parallel" market. Parallel market transactions are effected
directly between the foreign bank accounts of private parties, without
passing through the accounts of the Bank of Zaire or the commercial banks.
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Since most private capital outflows require prior approval from
the Bank of Zaire, the parallel market can sometimes be the only
practical way to transfer funds out of Zaire. Furthermore, a difference
of more than 10 percent between the bank rate and the parallel rate is
thought to trigger sizeable shifts of export receipts from diamonds,
gold, and coffee to the parallel market.

Since October, 1986, commercial bank exchange rates have been
set by the Bank of Zaire, which allows commercial banks to price foreign
exchange only one or two percent above the central bank's official rate,
which is pegged weekly. 1In 1987, central bank rate fixings lagged behind
the parallel rate notably in the early part of the year (about 20 percent
undervalued relative to the parallel market) and again in December (about
25 percent undervalued). (See Exhibit 2.6)

Partly stimulated by this slight undervaluation of foreign
exchange at the banks, total sales on the parallel market appear to have
grown in 1987. One estimate of 1987 sales on the parallel market was
$200 million. However, hard data are lacking since the parallel market,
while not actively suppressed, is officially illegal. The portion of
sales on the parallel market used for imports as opposed to outward
transfers is unknown, as is the possible amount of export receipts that
are not officially registered and that do not return to Zaire as imports
or through sales on the parallel market.

Furthermore, because of administrative weakness and individuals'
preference for avoiding restrictions, it is likely that a substantial
amount of international trade takes place in various parts of the countrv
(the extreme northeast and the extreme southeast, for example) without
any involvement of official financial institutions or even the Xinshasa
parallel market.

3. The Government Securities Market

The GOZ's financing needs are essentially met by advances from
the 3ank of Zaire at 4 oercent interest: see Exhibit 2.7. Treasury
oonds, one series paying 3 to 10 oercent available to 2anks, another
series paying 34 to 45 percent (depending on term to maturity) available
to individuals, play a limited role, as do "lottery securities", which
are GOZ lottery tickets that bear a low interest rate.

The GOZ's key concern in financing the deficit has been to
minimize the cost to the Treasury. As a result, market-priced Treasury
bonds have been offered sparingly; the total outstanding on March 31,
1988 was 6 billion zaires, compared to 33 billion zaires outstanding from
the Bank of Zaire to the GOZ at 4 percent.

The new Treasury bills that are currently in circulation were
launched in 1984 to meet three distinct objectives:

— To sponge off the excess liquidity from the public;

— To raise the level of interest on deposits by offering rates
higher than the bank's deposit rates; and

D
O
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- TO finance the GOZ deficit.

Treasury bills carry one to six month maturities, The
subscription amount is paid at the face value minus interest, while at
maturity the bills are redeemed at the full face value. The resulting
interest is tax free. There is no secondary market for these instruments.

The issuance of Treasury bills has not significantly reduced
liquidity held by the public. On the contrary, the balance between the
new issues and the redemption of the old has been very low, at times
negative. In other words, the GOZ Treasury has been from time to time
paying more to the public in the form of the redemption of the
outstanding Treasury bills than it has been able to take in new issues.

Commercial banks are not allowed to purchase the new Treasury
bills although some banks are still carrying in their portfolios a small
amount of old Treasury bills issued before 1984, which banks were allowed
to purchase.

The year 1987 marked a new departure in deficit financing, as
the counterpart of "policy-based loans" (PBLs), principally the wWorld
Bank's SAL, were used as budgetary suppor: for the GOZ, with the proviso,
however, that this support substitute for financing from the Bank of
Zairs, racther than add to it. On the assumption that the GOZ wouli meet
its spending and revenue targets, this would have allowec the GOZ to
reduce its debt to thc Bank of Zaire by 9 billion zaires in 1987, wnhich
allowed the administrative ceiling for bank credit to the private sector
to rise by 13 billion zaires, an increase of 116 percenc,

In fact, fiscal targets were not met and GOZ porrowing from the
3ank of Zaire continued to rise at the same time that the ambitious
target for credit to the private sector was fulfilled (in nominai terms),
resulting in a massive increase in the money supply (see Zxhibit 2.1).

(3) =volu:tion Of Tinancizl Sector Reforms

1. The IMF's Stand-3v Proarsms

The IMF's Stand-3y Programs have since 1975 consistently
promoted greater fiscal control and reduced deficits, market-based
pricing of foreian exchange and local currency credit, and abolition of
quantitative restrictions on trade. In addition, as the IMF moves to
longer-term programs under the SAF, it will increasingly support indirect
mechanisms for control of domestic liquidity (control over the monetary
base through open+market, required reserve, and discount policies), in
place of the direct mechanisms in use now (credit ceilings). The SAF
will continue to emphasize the need to reduce inflation, which will raise
real interest rates and increase the efficiency of resource allocation.

/31X
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2. The World Bank's Structural Adjustment Credits

The first SAL contained a financial sector element which
initiated discussions in the area of credit policy. Under this program,
the requirement for prior Bank of Zaire approval of agricultural and
medium term loans was eliminated, agricultural interest rates were freed
_ from control, allocation of credit ceilings was streamlined, and the
turnover tax on banks' interest earnings was eliminated. Some progress
was also made in discussing agricultural credit policy, requlating credit
cooperatives, and improving regulation of commercial banks. At the same
time, the GOZ created a floor (minimum lending volume) for agricultural
credit for each bank.

Financial sector reforms are to be expanded in 1988 through the
FSAC. The overall objectives of the FSAC are to substitute indirect for
direct requlation of the financial sector, to improve the mobilization of
resources and to increase-the availability of credit. The priority
measures taken will be to improve control over the money supply and the
working of credit and financial markets. Secondly, measures will be
considerad to improve the policies followed by the commercial banks and
other credit institutions concerning credit allocation, interest races,
and financial intermediation. In addition, several financial
institutions urgently need rehabilitation measures. Finally, some reform
in financial regulations will be proposed to support the restructuring
planned under other measures.

The major measures that have been discussed in the context of the
FSAC are the following.

0 Strengthening the Money Market

To make the current money market a true vehicle for
mobilization and allocation of financial resources at market eaquilibriunm
interest rates, measures have been discussed to reform the Bank of
Zaire's intervention in the market by raising the real rate of incerest
and limicing the volume of lending. The 10 percentage point increas2 in
the 3ank's money market rate that occurred in March was a response to
this discussion. Furthermore, ways to involve other institutional
investors in the money market will be investigated.

o] Interest Rate Reform

While market interest rates are to be brought to positive
levels, the structure of official interest rates also needs to be
rationalized. In particular, the existing gap between low rates and high
rates on different series of Treasury bills needs to be narrowed.

0 Required Reserves

To reduce the disincentives for savings mobilization, the
GOz will study elimination of the reserve requirement for all term
deposits.
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o Improved Bank Supervision

- Debt Equity Ratios

The low rate of capitalization of most banks
established in Zaire makes it imperative to directly link banks'
indebtedness to their capital base. Operationally, most commercial
bank branches are subsidiaries of foreign banks, but legally they are
local entities incorporated in Zaire. Therefore they should be
required to meet a minimum capital requirement.

- Minimum Capital Requirements

: The Banking Act sets the minimum capital
requirement of 250,000 zaires. When this figure was established, the
exchange rate was 1 zaire = $2.00 and $500,000 was considered
adequate capitalization. Currently, the Bank of Zaire requests new
banks to invest a minimum of SDR 4 million. This new requirement
needs to be formalized, the 3anking Act amended and the existing
banks requested to adjust their capital base accordingly.

- Limit On Non-7und Commitments

These so-called off-balance sheet, fee based
transactions such as letters of credit, guarantees and forward
foreign exchange transactions constitute the main source of income
for the banks. Thev are a real risk for the banks and although thev
do not affect credit ceilings, their magnitude should be limited
without impairing the ability of the banking system to finance
import/export activities. A limit is being proposed under the
current World B3ank oprogram.

- Audit Reauirements

Althouch banks are recuired by the 3anking aAc: =o
have their books audited at least once a year and the audic
statements publisned, some nanks, especially the state-owned banks
and all the non-bank financial institutions, do not always conform zo
this requirement. This exposes the banking system to a great danger
and does not provide the 3anx of Zaire with a warning system againsc
the eventuality of oank failures. A new "Asset-Liability Situation”
form is being introduced to supplement the accounting procedures
manual for all banks.

- Inspection and the Information Flow

The inspection efforts of the Bank of Zaire need
to be strengthened so as to closely monitor the application of the
banking regulations and to preserve the banks' solvency and
stability. The strengthening of the banking system also requires an
accurate and timely flow of information in a two way fashion from
Bank of Zaire to the banks and vice versa. Two international experts
will soon join the appropriate office in the Bank of Zaire.

] A5x
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- Cooperative Savings Associations

A new law governing COOPECs is being drafted.

o} Institutional Restructuring

- NEK

A determination is to be made on the liquidation,
privatization, or restructuring of the NBK.

- B
A decree will change the statutes of the BCA, the
agricultural bank, to permit it to open up its capital to
non-government investors including international institutions.

-. SONAS

The elimination of SONAS' monopoly of insurance
is under discussion, along with measures to improve SONAS' own
operations.

(4) Conclusion

The financial sector in Zaire is undergoing a period of
uncertainty and scarcity of banking services due to the overall
negative macroeconomic outlook: high GOZ deficit, high inflation
rate, constant depreciation of the currency, diminishing purchasing
power and lack of credit ceilings and high reserve requirements -
this environment has forced the commercial banks to become highly
risk averse and to concentrate on the recycling of the small amount
of foreign currency that is still available. Banks, in other words,
prefer to concentrate on non-fund activities with high rate of return
and low risk such as letters of credit, currency transfers, exchange
transactions and the issuance of quarantees,

The PSSP has therefore been designed to help alleviate some of
these problems through its recommended policy reform program. The
first set of reforms aims at improving the overall macroeconomic
situation of the country whereas the second portion of the policy
reform is directed at furnishing ways and means to induce financial
institutions to mobilize additional resources and at the same time
increase their level of financial intermediation (see Section 6,
Conditions and Covenants, for the recommended reform agenda and the
following Annex 3, Economic and Financial Analysis, for more
discussion).).

2.4 Key Benefits and Major Beneficiaries

The Republic of Zaire is currently experiencing an acute foreign
exchange shortage. The country's total annual external payment bill
amounts to $ 3 billion whereas the export proceeds are estimated at $
1.3 billion. The gap must be covered through various foreign
assistance programs and from the inward transfers of invisibles,
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The private sector, especially the manufacturing and the
processing sub-sectors is the segment of the Zairian economy most
affected by the foreign exchange shortage due to its heavy reliance
on imported raw materials and spare parts. The shortage of foreign
exchange coupled with the declining purchasing power of the
population and the lack of bank term credit have forced the
industrial sector the operate at 30 —40 percent capacity. The PSSP
is therefore designed tc inject financial resources into the banking
system so that it can increase its level of financial intermediation
towards the private enterprises, especially the industrial sector and
thereby allow the industrial sector to increase its capacity
utilization.,

The Major Beneficiaries Are:

The GOZ: The $35 million Credit Fund will  serve as a balance of
payment support during the three-year period to the Republic of
Zaire. Further, the local currency equivalent of $10-13 million
representing the required 25 percent will be provided by the CPF
therefore the GOZ Treasury will not have to provide this amount from
a direct budgetary allocation. This source of financing is much less
inflationary than GOZ borrowing from the Central Bank.

The Banks And The Financial Sector: Banks will increase their
risk assets portfolio by the amount of loans being provided under
this project. More importantly, banks will start extending badly
needed medium term credit to the private sector. They will at the
same time increase their earning power through the commissions on the
letters of credit and quarantees. The reform program, on the other
hand, will induce the financial institutions to mobilize more
resources, increase their level of financial intermediation and
improve the quality of their services.

The Private Sector: Will have access to foreign currency with
which to finance its basic imports. Local currency loans in the form
of both short and medium term credit will finance local purchases.
The injection of the new resources should help the industrial sector
increase its productive capacity and thereby increase the level of
import substitutions.

The Absence Of The Foreign Exchange Risk: The foreign exchange
rate is fixed at the time of the opening of the letters of credit.
Therefore, neither the banks nor their borrowers will bear the
exchange risk. The absence of any exchange risk will make the
borrowings under this project very attractive.

No Impact On Inflation: The private sector enterprises have
learned to auto-finance their working capital needs due to the
absence of bank credit. When the internal financing mechanism is
replaced by a credit mechanism, the overall impact is less
inflationary and enterprises do not have to increase their margins to
cover the self-financing cost.




34

BDZ: The project will fund technical assistance for the Central

Bank.  This should help strengthen the Central Bank's functioning in
certain key areas.

The Financial Sector: The overall financial sector will benefit
from the reform program which is designed to make the financial
institutions more dynamic by inducing banks not only to mobilize more
resources but also to increase their level of lending.

,?‘
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EXHIBIT 2.1

SOURCES OF GROWTH IN THE MONETARY BASE

Monetary Base Sources

Monetary Financing of Deficit
Bank of Zaire
Ccomm. Banks (T. bills in RR)
Counterpart Funds - SALS

Commercial Bank Borrowing
Discounting
Money Market
Others

External Account Contributions

(millions of current zaires)

1984
15,660
13,657

13,404
253

1985
19,999
14,957

14,680
277

2,860

1986
32,111

25,043
20,854
4,189
0

3,730
1,216
2,514

0

3,338

1987
64,490

50,766
28,477

4,929
17,360

15,225
5,081
7,858
2,286

(1,501)

Source: Bank of Zaire data provided to the World Bank and USAID.

J3FA
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EXHIBIT 2.2

COMMERCIAL BANK SECTOR BALANCE SHEET

(millions of zaires)

1983 1984 1985 1986 1987

TOTAL ASSETS 9,416 14,199 18,172 30,195 68,866
Foreign Assets 3,298 3,019 4,323 7,422 16,501
Domestic Assets 6,118 11,180 13,849 22,7173 52,365
Reserves 3,110 6,456 7,048 12,485 26,915
Qurrency 260 659 885 1,418 2,215
Deposits in BOZ 2,850 5,797 6,163 11,067 24,700
Domestic Credit 3,008 4,724 6,801 10,288 25,450
Private Sector 2,832 4,471 6,515 9,648 22,932

GOZ 176 253 286 640 2,518
TOTAL LIABILITIES 9,417 14,200 18,172 30,195 68,867
Foreign Liabilities 744 511 1,002 3,093 6,355
Domestic Liabilities 8,673 13,689 17,170 27,102 62,512
Borrowing 573 1,148 2,182 3,730 15,225
Discounting 573 1,148 2,182 - 5,081
Money Market 0 0 0 - 7,858
Others 0 0 0 — 2,286
Deposits 7,213 9,483 11,576 19,237 40,281
Private Deposits 7,121 9,459 11,483 19,069 38,975
Demand Deposits 6,236 8,218 9,927 16,515 32,123

Time Deposits 676 995 1,047 1,855 5,042

FX Deposits 209 246 509 699 1,810

GOZ Deposits 92 24 93 168 1,306
Import Prepayment 248 184 1,288 1,813 3,626
Capital Accounts 778 1,406 2,185 4,729 5,427
Other Items Net (139) 1,468 (61) (2,407) (2,047)

I
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EXHIBIT 2.3

MONETARY SURVEY

(billions of zaires)

1983 1984 1985 1986 1987 1988:1
Net Foreign Assets (broad) (13.5) (16.7) (38.5) (54.5) (96.7) (109.3)
Net Foreign Assets (narrow) (10.5) (13.9) (36.2) (48.6) (86.6) {99.7)
Foreign Assets 11.9 1l6.4 13.2 27.1 57.2 70.1
Foreign Liabilities (22.4) (30.3) (49.4) (75.7) (143.8) (169.8)
(Provision for Arrears) (5.6) (5.0) (4.0) (3.4) (5.9) (6.5)
Other Net Foreign Assets (3.0) (2.8) (2.4) (5.8) (10.2) (9.6)
Net For'n. Curr. Deposits (0.3) (0.4) (0.8) (0.9) (2.2) 0.0
Provision for Imports (2.7) (2.4) (1l.6) (4.9) (7.9) 0.0
Net Domestic assets 14.1 19.3 24.5 39.1 62.3 53.2
Net Claims on Government 10.3 13.4 14.8 24.9 33.3 27.8
Credit to Enterpr. & Hsenlds 2.9 4,6 7.0 11.4 25.1 27.8
Other Net Domestic Assets 1.0 1.3 2.7 2.8 3.9 2.6
OVERALL NET ASSETS 0.7 2.7 (14.0) (15.3) (34.4) (51.2)
OVERALL NET LIABILITIES 0.7 2.7 (14.0) (15.3) (34.4) (51.2)
Money Supply (M2) 13,7 18.4 23.9 38.0 74.7 82.5
Money (M1) 13.0 17.4 22.9 36.1 69.7 76.8
Currency in Circulation 6.1 8.8 12.3 19.0 36.4 43.1
Demand Deps. (Comm. Banks) 6.2 8.2 9.9 16.5 32.1 33.7
Demand Deps. (BOZ & CCP) 0.7 0.4 0.7 0.6 1.2 0.0
Quasi-Money 0.7 1.0 1.0 1.9 5.0 5.7
Time Deposits (Comm. Banks) 0,7 1.0 1.0 1.9 5.0 0.0
Time Deposits (BOZ) 0.0 0.0 0.0 0.0 0.0 0.0
Other Items Net (13.0) (15.8) (37.9) (53.3) (109.1) (133.7)
Gains & Losses (21.2) (27.2) (43.2) (60.8) (125.1) (152.9)
Counterpart 2.4 3.4 5.3 7.5 16.0 19.2
Discrepancies 5.8 8.0 0.0 (0,0) 0.0 0.0

) 21
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EXHIBIT 2.4

OFFICIAL DEVALUATIONS OF THE ZAIRE

Devaluation New Rate Notes

1967.¢¢ve.... 67 percent $ 2.00 Officially in terms of gold
1968.iveeenns
1969...... .
1970......... 0 percent $ 2.00 Officially in terms of the
dollar
1971..0.ene .
1972....... .
1973..00cvens
1974, .c00vuns
1975 ..... ®* o000
1976, 00eneess 42 percent SDR 1.00 Officially in terms of the SDR
1977 00eeanes
1978 ciieenns 11 percent SDR 0.90
1979...... «o. 44 percent SDR 0.50 1In two steps at the end of
1978
25 percent SDR 0.375
1980, c000nss 30 percent SDR 0.2625
19810 (] .o
40 percent SDR 0.1575
1982..0000use
1983. LN § L]

78 percent SDR 0.03542 Floating thereafter
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EXHIBIT 2.5
BALANCE OF PAYMENTS
(Millions of SDRs)

1982 1983 1984 1985 1986 1987

Sources of FX:

Exports (fob) 1,317 1,577 1,871 1,825 1,572 1,341
Services 76 108 138 151 161 157
Official Grants 170 162 170 196 157 165
Official Loans 192 136 132 155 230 320
Priv Loans &
Err/Omiss (116) (15) 83 111 63 159
IMF
SAF 0 0 0 0 0 58
Stand-By 107 115 158 169 81 70
Debt relief 136 909 466 411 462 567
TOTAL SOURCES 1,882 2,992 3,018 3,018 2,726 2,837
TOTAL USES 2,227 2,992 3,018 3,018 2,726 2,836
(New Arrears) 345 0 0 0 0 0
Uses of FX:
Imports (cif) 1,022 1,351 1,365 1,392 1,302 1,255
Services 558 513 627 557 486 545
Debt repayments 334 320 420 446 410 399
Interest 285 272 367 328 333 331
IMF: Repayments 22 10 54 104 94 125
Interest 24 4] 48 56 55 47
Private outflows 14 (3) 89 54 53 52
Arrears paid 0 480 74 51 24 8
Reserves (32) 8 (26) 30 (31) 74
Sources: 1985-87: IMF, Aide Mémoire, Table 4 (French, 2/22/88}).

1983-84: IMF, EBS/87/86, Table 4 (4/22/87).
1982: IMF, EBS/83/257, Table 3 (11/30/83).
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EXHIBIT 2.6

ELEMENTS OF CONTROLLED FUEL PRICES

(zaires per ton)
January 14, 1988 GASOLINE DIESEL
West East West East
TOTAL : 55.700 m3 /T.M./ mo. 9200 m3 300 m3 32500 m3 2800 m3
1 Cost at the Border (PMF) 19,937.00 45,901.00 20,984.00 45,901.00
2 Transport & storage cost SOZIR 1,068.00 1,068.00
3 Bank charges (5.2% PMF) 1,036.72 2,386.85 1,091.17 2,386.85
4 loss in transport (0.3% PMF) 59.81 137.70 62.95 137.70
5 Import tariff 50.00 50.00 20.00 20.00
6 Consumption tax 600.00 600.00 130.00 130.00
7 Supply 12.00 12.00 12.00 12.00
8 Tax 100.00 100.00 100.00- 100.00
9 TOTAL Price ex-Customs (PMGD) 22,863.54 49,187.56 23,468.12 48,687.56
10 Stabilization Account 4,500.00 4,500.00 4,500.00 4,500.00
11 Losses MEP (1% PMGD for gas, 228.64 491,88 117.34 243.44
0.5% for diesel)
12 Operating costs SEP 3,565.00 1,339.00 3,941.00 2,140.00
13 Operating costs, fuel distrbtrs. 5,245.00 1,795.00 1,329.00 1,616.00
14 Operating costs, SOZIR 1,021.00 0.00 1,021.00 0.00
15 Margin (10% PMGD) 2,286.35 4,918.76 2,346.81 4,868.76
16 TOTAL COST OF DISTRIBUTION 16,845.99 13,044.63 13,255.15 13,368.19
17 Roads tax 7,793.77 0.00 7,793.77 0.96
18 River tax 0.00 0.00 259.23 0.00
19 Farm-to-market roads tax 500.00 0.00 1,000.00 N0.00
20 Special Treasury Fund no. 1 3,104.99 0.00 0.00 0.0C
21 Special Treasury Fund no. 2 8,349.48 (7,123.56) 5,829.35 (4,275.55)
22 TOTAL PARAFISCAL TAXES 19,748.24 (7,123.56)14,882.35 (4,275.55)
23 Real Reference Price 59,457.76 55,108.63 51,606.00 57,780.20
24 Reference Price applied 59,000.00 55,000.00 52,000.00 58,000.00
Source: GOZ Ministry of National Economy and Industry, Departmental

Decree No. DENI/CAB/06/001/88 of January 13, 1988.
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EXHIBIT 2.7

FINANCING THE GOZ's BUDGET DEFICIT

(millions of zaires)

1988: 1

1984 1985 1986 1987
Budgetary Revenues 27,289 43,342 50,931 87,394
Budgetary Expenditures 30,901 44,889 61,585 113,638
Budgetary Surplus (3,612) (1,547) (10,654) (26,244)
Budgetary Financing 3,610 1,550 10,655 26,244
Banking System 3,041 1,300 10,087 25,723
BOZ 2,994 1,276 6,174 7,623
commercial Banks 47 24 3,913 740
Counterpart Funds - PBLs 0 0 0 17,360
Treasury Securities 569 250 568 521
Treasury Bills 569 250 90 595
Lottery Securities 0 0 478 (74)

29,449

30,842

(1,393)
1,393

(941)
(2,941)

2,000

2,334
2,334

-
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ECONOMIC AND FINANCIAL ANALYSIS

- PRIVATE SECTOR SUPPORT PROGRAM -
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3.1 Summary

Before 1974, the GOZ's economic policy emphasized heavy
public-sector investments, nationalization, and high tariff
protection. Since the drop in copper prices in 1974 revealed the
weaknesses of those policies, the GOZ has adopted a wide range of
reforms which have gradually put in place a liberal private-sector
oriented economic enviromment. The key reforms have been:

o} Retrocession of Zairianized and nationalized enterprises to
private owners, starting in 1975,

o] Virtual elimination of agricultural marketing parastatals
in 1978.

o Liberalization of interest rates and agricultural and
industrial prices in 1981-83 (agricultural interest ra‘.2s
in 1987).

o] Liberalization of the exchange rate and import/export
transactions in 1983.

o] A program of progressive reduction of effective rates of
tariff protection starting in 1986.

This program of liberalization is continuing in 1987-88, notably
with increased emphasis on privatization of parastatals, reform of
parastatal management, and increased private competition in markets
which have been parastatal monopolies.

Available figures on GDP indicates that liberalization has
arrested the decline in total production between 1974 and 1982 and
encouraged moderate growth since 1983. At the same time, however,
economic performance has been severely handicapped by the loss of
foreign exchange revenues due to further deterioration in the terms
of trade since 1974, and to the burden of servicing external debt,
contracted almost entirely in or before 1974,

The fiscal impact of the balance of payments crisis has been
severe. The GOZ has been successful in dealing with the budgetary
crisis mainly in years when balance of payments problems have been
relatively manageable, as in 1984 and 1985. Overall, however, fiscal
performance has not been satisfactory. While civil service sai ries
have been reduced to levels that severely compromise the quality of
public administration and public services have been drastically cut
back, unwise and even unaccounted for public expenditures continue.
Tax collection is weak,
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As a result of continued high fiscal deficits, the growth rate
of the money supply has followed a generally rising trend since as
far back as 1971, leading to accelerating inflation and depreciation
of the currency, which have mitigated the favorable effect of
liberalization on the business climate., Efforts to clamp down on
monetary expansion, in the absence of adequate budgetary control,
have mainly succeeded in repressing the formal financial system,
reducing the mobilization of savings and the availability of credit
to the private sector.

The Private Sector Support Program (PSSP) responds to the
priority problems of the private business sector as identified by
consultants and by the private sector itself: lack of
foreign-exchange and lack of liberalized economy where price
incentives will, in the medium term, result in efficient import
substitution and growth of exports. Continuation of a market-based
exchange rate, liberal import and export policies, and progress on
tariff-rate reform are therefore critical assumptions underlying the
project. Also, improved budgetary control is needed to make
structural reforms in the financial sector feasible and to enhance
their impact on the private sector. Thus, improved fiscal
performance is a second critical assumption.

Within this framework, the PSSP will support medium and smaller
scale (MSEs) enterprises directly through financing imports of
working materials and investment goods and through financing local
costs. This assistance to MSEs will help (1) reverse the decline in
industrial production and (2) re-establish demand and supply linkages
between urban and rural areas,

With regard to financial sector adjustment, the PSSP will help
restructure the zairian commerical banking sector and enable it to
support productive investment by medium and smaller-scale enterprises
(MSZs). The key elements of the adjustment program are increases in
official interest rates in real terms, institutional development of
the money market, strengthened supervision of commercial banking,
restructuring of public sector financial institutions, and reform in
monetary policy to increase the incentives for mobilization of
domestic financial resources by formal financial institutions. With
reforms, the financial sector will increase domestic resource
mobilization and allocate financial resources more efficiently. The
PSSP will support this sectoral restructuring effort by financing
studies and monitoring, as well as with conditionality on the release
of import financing.

ey



3.2 Background

The standard account of the evolution of economic conditions in
Zaire divides the period of independence into periods bounded roughly
by the years 1967, 1974, 1978, and 1983.1/ (Notes follow the text.)
The period before 1967 actually begins with the civil rebellion of
January, 1959 in Leopoldville (Kinshasa). This shock, even before
Independence in June, 1960, initiated the destruction and flight of
expatriate skills and capital upon which colonial development of the
Belgian Congo (Zaire) had been so overwhelmingly based. The year
1958 is still the peak year of production and exports for many
'traditional' industries in Zaire.

Unfortunately, Independence did not end civil strife. Between
1960 and 1965, the GOZ gradually brought internal rebellions under
control with the help of external military assistance. The problem
of internal political divisions was solved, if only superficially at
first, by the army's coup d'etat under General Mobutu in November,
1965. 1In time, President Mobutu proved capable of forging a stable
regime which largely submerged divisive regional factors.

(1) 1967-74

The beginning of the second period is marked by the return
to relative calm and the major monetary reform of June, 1967, in
which a new currency, the zaire, was created with a value of $2.00.
The period through 1974 is characterized economically by relatively
favorable terms of trade, rapid growth, and development of ambitious
public investment projects. Politically, the period is characterized
by efforts to replace expatriate control over resources by Zairian
control.

On the economic side, the external terms of trade reached
an all-time high in 1969.2/ The peak in nominal copper prices
reached in 1974 contributed to the record imports registered in that
year. Thanks to the availability of export revenues, investment was
as high as 23.5 percent of income during the period 1968-73. This
fuelled relatively rapid growth of domestic economic activity: GDP is
estimated to have grown at about 7 percent per year.

Even before the 1967 stabilization program, an oil refinery
was erected on the Atlantic coast at Muanda (operated by a
parastatal, SOZIR). An important aspect of economic activity after
1967 was the program of additional government investments in major
industrial projects. Emblematic of this public investment program
are the steel mill east of Kinshasa at Maluku (operated by another
parastatal, SOSIDER), and the Inga hydroelectric power complex,
including two generating installations on the Zaire River 200 km
southwest of Kinshasa at Inga and a line carrying power from that
site 1,800 km to the copper belt in Shaba Region, southeastern Zaire
(all operated by the national electricity parastatal, SNEL).
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The post-1967 projects share several characteristics.3/
They are realizations of President Mobutu's personal political
commitments, for which the government contributed the bulk of the
capital. In fact, several major projects were executed under the
capital budget of the Presidency rather than by an administrative
department of the government. Much of the capital was borrowed from
overseas with the govermment's guarantee. Furthermore, the projects
were all heavily dependent on imported inputs. No Zairian crude oil
was available for the refinery (and crude discovered since is
unsuitable), Zairian iron ore reserves remain to be developed and
would be inordinately expensive, and even the hydroelectric complex
requires very substantial expenditures on expatriate management.

None of these projects has proven to be economical
(although a more limited development of hydroelectric power for the
region around Kinshasa would have been justified). The steel mill

has virtually ceased to operate. The refinery and overall Inga-Shaba

complex operate far below capacity, do not recover costs, and only
replace less expensive alternate sources of supply. The total cost
of the refinery, steel, and power projects mentioned was about $2
billion expressed in the purchasing power of the early 1970s, which
is equivalent in 1985 U.S. purchasing power to about $4 billion.

Private investment during this period was also strongly
conditioned by govermment policy, as implemented through tariff
protection, import quotas, and fiscal advantages. These were
offered on an ad hoc basis virtually upon request.4/ New foreign
investments in, e.g., vehicle asserbly and tire manufacture, were
elicited by these methods during this period. These industries also
were dependent on imported inputs (kits of vehicles to be assembled,
synthetic rubber).

In contrast, the rural economy was not targeted for major
investments. National agricultural output per capita probably fell,
and imports of food grew.5/

Nonetheless, the 1967-74 period was perceived as a boom.

Zairians were optimistic and their aspirations to take control of the
economy and its assets were naturally high. This had been one of the

goals of Independence whose realization had been delayed by the
disruptions of 1960-65. The principal objects of this movement were

the great land concessions of the Leopoldian and Belgian eras and the

mining enterprises built on them. 1In fact, some major concessions
had been annulled in 1964. The most important action, however, was
the nationalization of the major copper-mining company in 1967 and
the creation of a parastatal, now called Gecamines, to manage it.
The GOZ paid (generous) compensation for all of these rights and
properties.
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At a different level, the agribusiness, plantation, and
rural commercial sectors were still largely owned and managed by
businessmen of European, Middle Eastern, or South Asian origin. 1In
late 1973, President Mobutu decided that all such businesses should
be taken over by ethnic gairians ("zairianization"). This was
largely accomplished in the following year by prominent Zairians
acting in their private capacities.

The effects of these takeovers were, on the positive side,
short-term capital gains for Zairians and a somewhat accelerated
process of introducing Zairians into management, and, on the negative
side, rapid decapitalization and disorganization of agribusiness and
the rural economy, and a lasting blow to Zaire's investment climate
for private enterprise.

(2) 1974-78

The year 1974 is recognized as the year when Zaire's growth
bubble burst and the economic crisis began, mainly because of the
major drop in the price of copper that occurred in mid-year,
following the world-wide petroleum crisis. In fact, however, signs
of impending problems had been gathering for several years. High
copper prices up to 1974 had only temporarily masked these problems.

--- Using a base wider than just copper prices, Zaire's overall
terms of trade had already peaked in 1969. (See Exhibit
3.14: Terms of Trade.) The drop in the terms of trade
between 1974 and 1975 was certainly important, but overall
not the sole cause of the difference between the terms of
trade of the late 1960s and those the late 1970s.

--- The decline in certain traditional agricultural exports was
already evident by 1975. Exports of palm products fell
from 241,000 tons in 1968 to 113,000 in 1975; rubber
exports fell from 40,000 tons to 24,000 tons over the same
period.

-- Zaire's per capita imports were already showing some
slippage between 1970 and 1973. (See Exhibit 3.15: Real
Per Capita Imports.) After imports peaked in 1974, the
slippage resumed for two years, only to collapse in 1977
and 1978,

~-- The growth in Zaire's money supply began accelerating in
1970; after a pause in 14,4 and 1975, that acceleration
resumed in 1976-78. (See Exhibit 3.16: Growth in the Money

Supply.)

--- The zaire currency had already become overvalued in
1972-73. (See Exhibit 3.17: Overvaluation of the Zaire.)
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-——~ Real per capita expenditures by the GOZ on goods and
services also show a generally declining trend starting in
1970. (See Exhibit 3.18: GOZ Expenditures on Goods and
Services.)

-—— The main part of Zaire's debt, in terms of constant
dollars, was already accumulated in 1974. (See Exhibit
3.19: Zaire's External Public Debt.) The burden in terms
of the quantity of exports required to pay off that debt
was, however, greatly increased by the drop in export
prices after 1974. (See Exhibit 3.20: Exports Required to
Pay Off the Debt.)

Therefore, the zairianization and copper-price shocks of

1974 only took an already increasingly difficult situation and turned
it into a full crisis. 1In 1975, the GOZ went to the IMF for help in
meeting external payments. ‘The first of what turned out to be a
series. of Stand-By Agreements with the IMF went into effect in March,
1976. (See Exhibit 3.7: Zaire's Stand-By Agreements with the IMF.)
It was accompanied by a loan from the Compensatory Finance Facility,
recognizing the fact that falling terms of trade were an important
.source of Zaire's payments problem.

For the first Stand-By Agreement, the GOZ devalued the
official rate for the zaire from $2.00 to $1.16. (See Exhibit 3.8:
Official Devaluations of the Zaire.) 1In 1975-76, the GOZ also
addressed the problems created by zairianization, first through
nationalization in 1975 of enterprises which were clearly mismanaged
or abandoned by their Zairian acquirers, and second through gradual
retrocession starting in 1976 of many zairianized or nationalized
enterprises to their original private owners.

However, these steps were far from sufficient to address
the overall economic crisis. The seemingly large devaluation was in
fact only a modest step toward equilibrium, as the official rate
still averaged nearly twice the parallel rate in 1976. (See Exhipnit
3.17: Overvaluation of the Zaire.) The payments crisis continued,
but adequate recoanition of the seriousness of the situation seemed
to escape the GO7%, as it refused to devalue the exchange rate in 1977
and failed to fulfill the terms of the second Stand-By Agreement,
which was effectively annulled in November, 1977.

(3) 1978-82

The year 1978 proved to be something of a turning point in
the GOZ's approach to the crisis, although the change in policy was
gradual and economic deterioration continued for years thereafter.
It was a difficult year, as a bad drought in the region of Bas Zzaire
and two invasions of Shaba in 1977 and 1978 sapped national economic
production.
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But 1978 also saw the beginning of a series of more active
measures on the part of the GOZ. After the cancellation of the IMF's
Stand-By program in November, 1977, President Mobutu announced the
Mobutu Plan for economic rehabilitation. This began a series of
plans and programs that have developed with time into more considered
approaches to governmental development expenditure. The GOZ devalued
the currency's official rate twice in late 1978 for a total of 44
percent.

Also, a wide range of agricultural marketing parastatals
were abolished or reorganized in 1978. Prior to May, 1978, the GOZ
operated eleven principal agricultural commodity offices: for cotton
(ONAFITEX), livestock products (ONDE), cereals (ONACER), coffee
(onC), f£ish (ONP), sugar (ONDS), cocoa (ONDC), ivory (ONI), wood
products (ONB), rubber (ONCN), and oil products (ONO).

In May, 1978, the GOZ initiated a complete reorganization
of these agencies. Seven were dissolved completely (including
ONACER, ONAFITEX, ONO, and ONB), while the others' roles in the
market were reduced. ONPV replaced ONACER, but was itself abolished
and not replaced in early 198l1. C(CSCo replaced ONAFITEX, but with a
mandate primarily to support cotton production through research and
extension. OZACAF replaced ONC, primarily to manage Zaire's export
quota determined by the International Coffee Organization. By 1982,
only CSCo, OZACAF, and ONDE were still functioning.6/

As a result, the dialogue with the IMF resumed and a new
18-month Stand-By Agreement was reached in late 1979. Wwhen the GOZ
succeeded in meeting its terms, agreement on a major 3-year Extended
Fund Facility (EFF) was reached (June, 1981).

A key step initiating the EFF was the June 1, 1981 measure
lifting price controls on a wide range of goods and services at the
ex-factory, wholesale, and retail levels. Liberalization was not
total, however, as limited, ex-post price control still applied to
goods and services considered "strategic", including palm oil, wheat
flour, sugar, petroleum and pharmaceutical products, construction
materials other than wood, water, electricity, and internal public
transport. Under ex-post price control, price increases could be put
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into effect by producers without prior authorization and
automatically became valid 30 days after notification of the GOZ,
unless a specific negative decision was taken.7/ The GOZ expanded
liberalization further in May, 1982, lifting the remaining controls
on pricing of natural rubber, palm oil, and sugar.8/

Nonetheless, there were still serious problems with
economic management. The GOZ's expenditures were not under control,
nor were foreign-exchange assets of the Bank of Zaire. The zaire was
still badly overvalued. Furthermore, 1981 and 1982 were again
difficult years from the point of view of the terms of trade. As a
result, the GOZ was unable to meet its fiscal engagements, and the
Extended Fund Facility was canceled in June, 1982. A Compensatory
Financing Facility granted in March of that year was suspended at the
same time.

3.3 The Structural Adjustment Period

(1) The Stabilization Program of 1983

As regards policy reforms, the period 1983 and afterward is
in some ways a continuation of the previous period, particularly in
maintaining the liberal reforms in marketing and pricing introduced
from 1978 to 1982. The legal basis for existing commodity price
liberalization was strongthened on September 12, 1983 by issuance of
an "ordonnance-loi". Interest rate liberalization, begun in 1981,
was extended to all bank rates except for non-coffee agriculture,
while several official interest rates at the Bank of Zaire were
increased.

The period since 1983 is marked, however, by the first
signs of a genuine turnaround in economic management and economic
activity. 1In retrospect, 1982 appears to have been the trough of the
crisis, as total (but not per capita) GDP appears to have risen each
year from 1983 throug., 1987. (See Exhibit 3.1: Growth in Real GDP.)

The GOZ's main achievement in 1983-35 was the
liberalization of the foreign trade regime and the reduction of
inflation. Liberalization of foreign trade was accomplished through
a series of measures.

-—- The exchange rate was devalued between September, 1983
and February, 1984 to virtual parity with the parallel
rate (a five-fold increase in the price of the
dollar)., commercial bank exchange rates floated
freely thereafter until late 1986. The Bank of Zaire
adjusted its rate for official transactions weekly in
order to stay within 10 percent of the free market
rate.

155/
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-— Ex ante licensing of imports was eliminated (except
for a small number of restricted commodities).

—— The requirement that the commercial banks surrender 30
percent of foreign exchange export earnings was
abolished.

——- Trade in artisanal diamonds and gold was freed in
early 1983. Until liberalization of the exchange
rate, the exporting agencies were paid at a "mineral
recovery® rate near the parallel rate,

--- TImportant steps were also take to ensure full recovery
of Gecamines' export receipts and adequate financing
of Gecamines' import requirements.

Thanks in part to relatively high export earnings in 1984
and 1985, performance under this new policy regime was good. Fiscal
targets were largely met, and the rates of price inflation and of
depreciation of the currency were reduced. Enough foreign exchange
was available to permit the new foreign exchange market to function
adequately,

The year 1985, however, was marked by adverse movements in
the terms of trade, and depreciation of the zaire accelerated
somewhat. Nonetheless, the interbank foreign-exchange system
continued to operate, and the spread between the bank exchange rate
and parallel rates remained tolerable at less than 10 percent, with
much lower volumes being traded in the parallel market than before
the floating of the zaire. However, trading between commercial banks
in the market was slow. The interbank foreign exchange market system
clearly came under strain, but it still had the commitment of the GOZ
and of the private sector.

The reduction in the GOZ's deficit in 1984-85 was a very
creditable fiscal achievement, especially given the care taken to
give the GOZ's number one taxpayer, Gecamines, adequate resources for
its rehabilitation investment program. The GOZ undertook a long list
of measures to improve revenue collection under existing laws and
raised taxes in certain cases. Nonetheless, it was also necessary to
cut expenditures on goods and services substantially (see Exhibit
3.18: GOZ Expenditures on Goods and Services).
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(2) The Structural Adjustment Programs:'1986 to Date

While the monetary and fiscal reforms had considerable
success and economic growth improved, the Zairian economy was still
hampered by the increasingly tight foreign-exchange situation after
1984 and by the weakness of the country's institutional and physical
infrastructure. 1In 1985, the World Bank determined to initiate a
Structural Adjustment lending program in Zaire, the elements of which
to date have been the Industrial Sector Adjustment Credit (ISAC) of
1986, the Structural Adjustment Loan (SAL I) in 1987, the Financial
Sector Adjustment Credit (FSAC) still under study for 1988, and a SAL
II expected in 1989. 1In addition, the IMF began a three-year program
of loans under its Structural Adjustment Facility (SAF) in 1987,
which is to be coordinated with the World Bank's SALs.

1. The Industrial Sector Adjustment Credit

The ISAC's measures focus on the incentive envirorment
for industrial investment with the goals of better use of domestic
raw materials, establishment of export-oriented industries, and
establishment of efficient import-substitution industries. The main
aspects of the strategy are tariff reform, further pricing
liberalization, export promotion, and improvement of credit markets
and institutions.

Industry in the narrow sense of processing and
manufacturing (excluding thus agriculture, mining, services, and
commerce) underperformed relative to GDP between 1972 and 1982,
recovering somewhat since 1984. (See Exhibit 3.2: Structure of GDP,
and Ixhibit 3.22: 1Industrial Output in Zaire.)

One of the main reasons for this poor performance is
the lack of inputs. Relatively little was done in the GOZ's
devalopment strateay between 1967 and 1978 to encourage production of
Zairian industrial crops. Approximately 70 percent of Zairian
industry is based on zairian agricultural inputs (palm products for
soap and margarine, cotton for textiles, coffee for drying, sugar for
refining, and so forth). Many of the outputs from this sector are
basic consumer goods for local markets.

Instead of rehabilitating and maintaining
infrastructure, the agribusiness sector was thrown into turmoil by
zairianization in 1974, Domestic production of industrial crops was
also hampered by price controls and parastatal marketing over much of
the period until 1982.
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The G0Z's development strategy concentrated on import
substitution through tariff protection and fiscal incentives, which
were to be had virtually for the asking in the early 1970s. As the
1970s progressed, overvaluation of the zaire naturally furnished
exaggerated protection to all import-competing industries. After
1975, the GOZ's administrative decisions under import-licensing
played an important role in determining the structure of industrial
investment and capacity utilization.

This protected-industry strategy created an industrial
structure with an accentuated demand for imported inputs, which
became much more scarce as terms of trade declined throughout the
1970s and early 1980s. The steel mill and the petroleum refinery,
which are almost totally dependent on imported inputs, have therefore
been among of the worst industrial performers.

Furthermore, until 1981 industrial produc.r prices
were subject to ex-post control by the GOZ, under the standard that
set market prices at production costs (as reviewed and approved by
the GOZ) plus 20 percent. 1In a period of rapid inflation, the GOZ's
cost standards failed to provide adequately for revaluation of fixed
investment. Thus, industry was unable to cover the costs of
maintenance of capital at replacement prices.

Te reforms since 1978, and especially those of 1983,
removed or mitigated many of the features of the old strategy.
However, an administrative bias against exports remained, as
testified to by the total of 17 different steps required by the GOZ
for official approval to export, and price control mechanisms had not
been definitively dismantled.

Furthermore, the reformed tariff structure put in
place at the time of the September, 1983 devaluation created a regime
of high but very variable effective rates of protection for
industry.9/ To reduce the impact of the devaluation on the cost of
living, import duties on many consumption goods (such as corn, fish,
groundnuts, palm oil, salt, sugar, and pharmaceuticals) were reduced
from 10 percent to 3 percent, duties on intermediate goods and inputs
were reduced from 20 to 3 percent, and duties on some utility
vehicles from 72-167 percent to 50 percent. To make up for the
revenue loss, duties on luxury items were increased: on private
vehicles from 130 percent to 200 percent, on electrical appliances
from 67 percent to 200 percent, on decoration articles from 50
percent to 100 percent, on luxury foodstuffs from 50 percent to 100
percent, and on other non-priority items from 90 percent to 130
percent.10/ A study in the Ministry of Plan supported by the World
Bank covering 26 industries in 1985 found effective rates of
protection varying from -20 percent to 1,800 percent, with an average
of 300 percent.
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The ISAC was designed to reform these aspects of
industrial policy: high and variable effective rates of protection,
price controls, obstacles to exports, and inefficient business
taxes. The basic measures adopted were:

-—— A multi-year program to unify all import tariffs
at ad valorem rates within a narrow range around
30 percent,

-——~ Quick elimination of a number of export taxes and
fees,

—-~ A multi-year program to simplify export
procedures.

--- Elimination of ex-post industrial price control.

Progress on the first three measures has been
satisfactory. By September, 1987, most tariff rates had been brought
within the range from 10 to 50 percent, and the number of exemptions
had been drastically reduced. Export fees and procedures have been
reduced in importance. Ex-post price control procedures, however,
have still not been eliminated, although their actual effectiveness
appears to be limited.

The impact of these measures will be felt in the
medium term as investment decisions are made. However, early
responses by the industrial sector included some retrenchment in low
value-added assembly industry as a result of reduced tariff
protection,

2. The Structural Adjustment Loan of 1987

The first SAL is a multi-sectoral policy reform effort
which includes reform in public enterprises, public expenditure
programming, fiscal management, the financial sector, the civil
service, agriculture, and transpcctation. It continues previous
World Bank's efforts in a number of areas:

—- Improved investment planning through better
formulation and coordination of the Public
Investment Plan with donors.

——- Tariff reform.

--- Export promotion.
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--- Structural reform of parastatals in the
transportation sector (particularly ONATRA for
river, rail, and port facilities, and SNCZ for
rail services).

The SAL adds, however, emphasis on improvi;ig public
sector management of the tax system, of the civil service, and of
parastatals., Many measures thercefore have to do with public
administration, policies on recruitment, promotion, and remuneration,
parastatal management structures and accountability, and
privatization.

Furthermore, the SAL is linked to the IMF's commitment
in 1987 to a three-year Structural Adjustment Facility (SAF) loan.
Thus, the SAL's funding releases depend not solely on the
multi-sectoral conditionality described above, but also on the GOZ's
formulation of macroeconomic targets with the IMF in a Policy
Framework Paper (PFP) and on adequate performance against those
targets.

3. The Financial Sector Adjustment Credit

Both SAL I and SAL II have or will contain financial
sector reform elements. In order to maintain a constant stream of
non-project balance of payments assistance to Zaire, the World Bank
developed the FSAC as a separate operation to bridge between
disbursements of funds from the two SALs.

The World Bank's experience in Zaire's financial
sector dates back fifteen years to the founding of the development
bank, SOFIDE, which is currently using funds from its eighth credit
from the IDA. The World Bank also launched a Small Enterprise
Development credit in 1987. The World Bank staff who designed and
supervise these programs are now working on the financial sector
development program,

The joint SAL/SAF program contained a financial sector
element which initiated discussions in the area of credit policy.
Under this program, the requirement for central bank approval of
agricultural and medium term loans was eliminated, agricultural
interest rates were freed from control, allocation of credit ceilings
was streamlined, and the turnover tax on interest earnings was
eliminated. Some progress was also made in discussing agricultural
credit policy, regulating credit cooperatives, and improving
regulation of commercial banks.
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The overall objectives of the FSAC are to substitute
indirect for direct regulation of the financial sector, to improve
the mobilization of resources and to increase the availability of
credit. The priority measures taken will be to improve control over
the money supply and the working of credit and financial markets.
Secondly, measures will be considered to improve the policies
followed by the commercial banks and other credit institutions
concerning credit allocation, interest rates, and financial
intermediation. 1In addition, several financial institutions urgently
need rehabilitation measures. Finally, some reform in financial
regulations will be proposed to support the restructuring planned
under other measures.

The details of the financial sector program are
discussed in Annex 2, The Technical Analysis.

4, Structural Adjustment Loan II

SAL II is planned to continue with further measures on
tariff reform, fiscal reform, rationalization of public expenditures,
civil service reform, and the restructuring and privatization of
parastatals. In addition, SAL II will address problems in
agriculture, transportation, small and medium enterprise, PVOs, and
the social impact of structural adjustment programs.

(3) The GOZ's Macroeconomic Policy Since 1986

After the successes in macroeconomic stabilization in 1984
and 1985, but before disbursements began under Structural Adjustment,
a reaction against the fiscal austerity program developed within the
GOZ. This reaction was based on the increasing hardship resulting
from falling terms of trade in 1985 and 1986, the weak response from
private sector investors to the improved business climate, and the
seemingly endless treadmill of annual debt reschedulings with
capitaiized interest leading to ever more impossible total external
debt obligations. At the same time, net donor assistance was
essentially static, while net assistance under the IMF's short-temm
stabilization loans was threatening to turn negative.

The GOZ's reaction manifested itself as the October, 1986
demands to limit debt service payments, to negotiate more favorable
debt and aid agreements with donors, and to reject certain liberal
economic reforms that were stigmatized by their association with
macroeconomic austerity. 1In this environment, budgetary discipline
was relaxed and inflation accelerated rapidly.

/(0 :’i;/
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Implementation of two important pricing policies also
deteriorated. The official exchange rate of the Bank of Zaire had
been set at Friday morning auctions since February, 1984. For most
of 1985 and 1986, however, so little foreign exchange had been
available for trading that the auctions had practically ceased and
the Friday morning fixings had become essentially administrative.
Nonetheless, the Bank of Zaire did not interfere with rate setting by
the commercial banks in their day-to-day transactions, and it
realigned its own rate weekly to keep pace with the free market.

Starting in or just before October, 1986, however, the Bank
of Zaire refused to continue devaluing at the pace of the free
market, and the official exchange rate thus became overvalued.
Furthermore, the Bank of Zaire used informal pressure to require
commercial banks to remain within one or two percent of the official
rate. Thus, a system emerged with three exchange rates: the Bank of
Zaire rate, the (nearly equivalent) commercial bank rate, and the
parallel market rate.. By the end of 1986, the gap between the
official and the parallel rates was about 30 percent, compared to
less than 10 percent for most of 1984 and 1985. This resulted in
increased flight of export earnings from the banking system to the
parallel market.

The second controversial pricing policy concerned refined
petroleum products, whose retail prices in local currency are
controlled according to a formula that includes about fifteen
elements, starting with cif import costs and adding distribution
costs, margins, and taxes. (See Exhibit 3.12: Elements of
Controlled Fuel Prices.) As world fuel prices increased and
depreciation of the currency became more rapid in 1986, the need for
revision of the cost elements of the formula became much more
pressing than in the previous two years, where lower world fuel costs
had more or less offset relatively moderate depreciation of the zaire
currency.

From 1985 through 1987, however, the GOZ revised the
formula only once in about each seven months, instead of quarterly as
had been agreed. 1In late 1986 and early 1987, therefore, local
distribution companies in Zaire, most of which are basically private
companies, were collecting revenues at the pump based on cif import
costs calculated at exchange rates and world fuel prices far below
those that the companies were actually paying when opening import
letters of credit. The companies were rapidly decapitalizing and
building up debts to the banking system, to the point where banks
were unwilling to accept further risk exposure and the supply of fuel
in Kinshasa was threatened (other areas of the country having long
since been cut off from official fuel supplies).
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Using as incentives the newly available SAL and SAF funds,
along with smaller associated grants from bilateral donors (including
USAID AEPRP-funded Structural Adjustment Support Grant), and a
longer-term debt rescheduling agreement, the international community
convinced the GOZ in 1987 that it was in Zaire's best interest to
continue its liberalization and stabilization programs. The GOZ
uidertook, among other measures, devaluations of the exchange rate
and increases in fuel prices throughout 1987. Thus, while the
1986-87 IMF Stand-By funds were never fully disbursed, the ISAC was
released (along with AID's grant), the SAL and the SAF were
comitted, and a new Stand-By was negotiated.

Under continuing pressure from falling foreign exchange
availability, however, the same problems reappeared at the end of
1987. The gap between official and parallel exchange rates was again
up to 30 percent, budgetary targets were badly missed, and inflation
in the first quarter of 1988 was back at about 100 percent annual
rate.

3.4 cCurrent Macroeconomic Outlook

(1) Gross Domestic Product

The best information available indicates that Zaire's real
output per capita has stabilized since 1983, after a reaching a
trough in 1982 (Exhibit 3.1). The main declines since 1960 have been
in commercial agriculture, especially exports, and in manufacturing,
largely agricultural processing, which have both lost share in GDP
(Exhibit 3.2).

In commercial agriculture, for example, production of raw
cotton dropped from a peak of 180,000 tons in 1959 to 19,000 tons in
1985-86. Average annual exports of palm oil were 160,000 tons in the
lat= 1950s; total national production was 76,000 tons in 1986, as
against 213,000 tons in 1970. Rubber production fell by 40 percent
between 1978 and 1986.

The mining sector thus increased its share of output and
exports. Subsistence agriculture was probably also stable, given the
relatively constant climate, the still relatively abundant
availability of land, and the minimal dependence of the subsistence
sector on off-farm inputs.

As the main possible losses to commercial agriculture and
industry have already occurred, the main further risks to the economy
are reductions in mineral export revenues or in net official capital
inflows. Loss of mineral export revenues could result from falling
world prices, deteriorating production facilities, or disruption of
transportation systems through physical deterioration or
political/military actions. Since 1983, however, a new fiscal
arrangement with the main mining enterprise, Gecamines, has ensured
adequate maintenance of production facilities.
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Falling net official capital inflows could result from
falling new aid flows or from failure to restructure debt obligations
when due. Annual debt reschedulings have taken place since 1983, and
donor assistance has revived somewhat since 1986, with the debut of
Structural Adjustment lending by the World Bank and the IMF,

(2) The Balance of Payments

Since 1986, however, foreign exchange availability has
fallen off (Exhibit 3.3). The cause of the increasingly tight
foreign-exchange position, compared to 1984 and 1985, appears to be
lower export receipts, particularly in crude oil and cobalt (Exhibit
3.5). As for the budgetary deficit, the principal factor in both
1986 and 1987 appears to have been weak tax collection (Exhibit 3.6),
although once performance criteria for 1987 were out of reach it
appears that the GOZ decided to clear up some additional external
arrears in order to improve the starting position for 1988.

Although inflation and the foreign exchange shortage have
not prevented growth in GDP, at least according to available figures,
they do dominate the public perception of economic performance, with
the population focusing on inflation and the business community being
preoccupied with foreign exchange availability. Banking sources
estimate the unmet demand for import letters of credit at $15 million
per month, above the actual volume of between $40 and $60 million.
Businesses report to analysts that the primary obstacle to greater
production is the lack of foreign exchange for imported inputs. (See
Annex 2.2, The Technical Analysis for synthesis of the Coopers &
Lybrand reports on MSEs.)

Early projections of export revenues in 1988 foresee a
further decline of about SDR 40 million (including services), despite
relatively favorable copper prices. Debt service in 1988 (excluding
IMF transactions) is estimated at about $850 million, compared to
actual cash payments in 1987 of $168 million. Clearly, another major
rescheduling will be required. Even then, an estimated $210 million
of payments due in 1988 are not reschedulable under current
practice. Furthermore, the IMF should collect SDR 221 million in
repurchases (repayments) and charges (interest) from Zaire in 1988
(up from SDR 172 million in 1987), compared to probable 1988
disbursements under the SAF of only SDR 87 million. Meanwhile,
external assistance (grant and loans) is expected to increase by only
SDR 13 million in 1988.

In this context, the GOZ has requested, in addition to a
rescheduling on special terms, a three-year debt service moratorium.
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(3) The GOZ's Budget

A key feature of the period since mid-1986 has been the
increase in the GOZ's budget deficit, which has inflated the money
supply and accelerated inflation (Exhibits 3.4 and 3.23). Bank
(primarily Bank of Zaire) credit to the GOZ greatly exceeded targets
in late 1987, leading to abandonment of the 1987 IMF Stand-By program
in February, 1988.

The recommended fiscal program for 1988 includes a number
of specific measures to improve collection of taxes due under current
law as well as reforms to make budget revenues more elastic.
Nonetheless, revenues in the first quarter of 1988 were still not up
to programmed levels (see Exhibit 3.6). Meanwhile, recent inflation
(100 percent annual rate in the first quarter of 1988) continues to
put pressure on the GOZ to increase expenditures, especially for
civil service salaries.

(4) Recent Actions by the Bank of Zaire

In a document prepared for discussions with donors, "The
Economic and Rinancial Situation in Zaire: First Quarter, 1988"
(April, 1988), the Bank of Zaire has stated its views on what it
characterizes as the most important part of the financial sector
reform program, the reforms of monetary policy. First, the Bank
states the need to adjust the Central Bank's interest rates on loans
to the banking sector in order not to undercut the potential for a
free, private money market, As a first step, the Bank of Zaire's
rates were raised by 10 percentage points on March 17, 1988. The
money market rate is now 35 percent, the discount rate 37 percent,
and the rate on unsecured advances 39 percent.

In this document, the Bank of Zaire also agrees on the need
to reduce the difference between interest rates on Treasury Bonds
sold to banks (which now bear 8 to 10 percent interest) and those
sold to the public (34 Lo 45 percent interest) and on the need to
review reserve requirements with a view both to controlling aggregate
liquidity and inflation and to encourage deposit mobilization.
Effective May 2, 1988, the Bank raised the reserve requirement from
47 to 50 percent.

3.5 The PSSP's Policy Program

(1) Problems and Objectives

The financial sector problems to be addressed by the PSSP
are the decline in financial intermediation as shown by the decline
in the real money supply (Exhibit 3.26: The Real Money Supply), the
low level and lack of growth in real deposits in the banking system
(see Exhibit 3.24: Real Deposits in Commercial Banks), the decline
of bank deposits to less than 50 percent of domestic liquidity (see
Exhibit 3,27: Composition of the Money Supply), and the low growth
in locally-financed bank credit (see 3.21: Commercial Bank Credit in
Real Terms).
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In addition, the efficiency of allocation of any additional resources
mobilized by financial institutions needs to be ensured through
adjustments in the level and structure of real interest rates.

The policy constraints on financial institutions have been
described in the previous sections: macroeconomic instability,
restrictive stabilization policies including administrative credit
ceilings and high unremunerated reserve requirements, excessive
dependency on the central bank for liquidity, some residual
allocation rules for credit, and informal controls on interest rates.

In addition to these policy constraints, the financial
sector must also face structural problems such as the existence of
unmonetized parts of the economy (a problem exacerbated in Zaire by
the decay of transportation infrastructure and by demonetization of
large bank notes in 1979 --- itself a measure to combat inflation),
lack of familiarity with checks and banking, the high cost of banking
gservices, and weaknesses in the legal environment that hamper the
pledging of collateral and make loan security doubtful.

Finally, the financial sector is also hampered by
institutional weaknesses, especially in public sector institutions,
some of which are not effectively managed internally or effectively
regulated by the authorities.

The PSSP will assist the GOZ in devising financial
stabilization policies and financial sector requlatory policies that
permit efficient, noninflationary resource mobilization and credit
expansion. The PSSP will also assist financial institutions
themselves in overcoming sectoral and structural obstacles to
expanding their services, especially term credit, and their
clientele, especially MSEs. Consistent with its focus on commercial
banks and private enterprise, the PSSP will specifically support
measures to:

-—— Establish an incentive framework for the commercial
banking system that will encourage increases in the
real value of both resources mobilized and credits
allocated by commercial banks to the private sector.

-—- Identify structural and institutional constraints to
financing private enterprise, which may be reduced by
measures or assistance under this or future projects.

Key specific issues include the following.

GOZ Budgetary Deficit

This is the single most important issue confronting
monetary policy in Zaire today. The GOZ deficit was targeted by the
IMF at 6 billion zaires at the end of 1987. Wwhen the year end books
were closed, the deficit stood at 26 billion zaires. This deficit is
entirely financed by the Bank of Zaire, hence fueling the
inflationary spiral.

U
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Before progress can be expected in the strengthening of the
financial sector, it is imperative that the GOZ deficit not only be
brought under control but its financing rely more heavily on public
borrowings - issuance of medium to long term Treasury bills or other
innovative means of financing the deficit - and less on short term
monetary solutions.

-—- Credit Ceilings And Reserve Requirements

Provided that the deficit financing issue can be
resolved by the Treasury to the satisfaction of the monetary
authorities and the IMF, the Bank of Zaire should start removing the
mechanical means of controlling money supply such as reserve
requirements and credit ceilings and replace them by better policy
tools such as control over the increase in money supply itself. But
as long as the Bank of Zaire deficit continues to be financed by the
Bank of Zaire, the monetary authorities will have no control over the
money supply in which case the credit ceilings and reserve
requirements will remain the only basic credit expansion and money
supply control tools.

—~ Treasury Bills

Treasury bonds and bills need to play a major role in
the financing of the GOZ deficit and in sponging off the excess
liquidity from the public. To reach this objective there is a need
for the issuance of the Treasury bonds with medium to long term
maturities at competitive rates for subscription by banks and other
financial institutions so as to finance the deficit without expanding
the money supply.

Currently banks are not permitted to purchase and
carry Treasury bills in their portfolios. It has been recommended
that the negotiability of these instruments be extended tc Lhe
commercial banks. The latter could be involved in placing them and
hence stimulate the creaticn of a Treasury bill secondary market.

The Treasury bonds and bills could also be included as
part of the banks' required reserves, thereby reducing the cost of
funds to the banks since current reserves are not remunerated.

The Treasury bonds and bills could also be offered to
institutional investors other than tanks in order to widen their
distribution.

-—— The Institutional Framework

The strengthening of the weak financial institutions
such as NBK or CADEZA should be given ¢ definite priority within the
reform agenda. Some of these institutions will require internal
restructuring, increases in capital base, and technical assistance to
help them train the professional staff and install sound managerial
systems,

o ¥
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(2) Prior Actions

Prior to signature of the grant agreement, the GOZ must have taken
substantial measures manifesting its intention to continue its

overall macroeconomic program of structural reform and adjustment.
Specifically, the GOZ will have taken the following prior actions:

- Reduction in the gap between the official and parallel
exchange rates, particularly through devaluation of the
official exchange rates.

- Reduction of the gap between inflation and the Bank of
Zaire's interest rates on advances to commercial banks,
particularly through increases in nominal interest rates.,

- Revisions in taxes and in tax administration to
progressively reduce the GOZ's budget deficit

(3) Covenants

Macroeconomic Covenants

Balance of payments assistance offered by the PSSP is predicated
on the continuation of liberalization, stabilization and structural
adjustment programs which the GOZ has been following in recent
years. The following macroeconomic covenants will be included in the
grant agreement:

o} Limitations on the GOZ budgetary deficit.

o] Maintenance of free interest rates.

o] Maintenance of floating exchange rates.

o} Miintenance of full cost fuel pricing.

o] Maintenance of liberalized pricing policy for agricultural
and industrial products.

o] continuation of tariff reform.

AID/GOZ Consultative Process

In addition, a covenant will be included under which the GOZ
agrees to meet with AID bi-annually, to monitor compliance with the
various conditions and covenants of the Project Agreement, monitor
progress of the financial sector, review the recommendations of
studies carried out under the project, review the results of project
activities and establish conditions pr~.edent which shall apply to
subsequent disbursement under the p:.oject. 1In addition, not less
than six months after the signing of the Project Agreement, the GOZ
will agree with AID on a list of criteria with which to monitor the
progress of financial reform as outlined in the Financial Sector
Development Policy Statement or as undertaken as reform measures.
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These criteria may include but need not be limited to the following:

(a) the real growth of domestic financial resources and private
savings held by the banking system;

(b) the reduction in the gap between the Bank of Zaire's
lending rates of interest and the inflation rate;

(c) the increase in the real value of credit extended by the
banking sector to the private sector; and

(d) the broadening in the range of enterprises which commercial
banks are financing in terms of size, sector of activity,
and geographic area; and

(e) a shift from direct to indirect methcds of controlling the
money supply following successful and sustained
macroeconomic stabilization.

(3) pProgrammatic Conditions Precedent To The First Release

The GOZ will confirm its commitments to continuing financial
sector reform and development, and agree :o work with USAID and other
donors in defining, pursuing and evaluating program performance.
These requirements will be formalized as conditions precedent to the
release of the first tranche of dollar import funding.

o The GOZ will issue a Financial Development Policy Statement
embodying a liberal, private sector oriented approach
consistent with the structural adjustment program., The
statement will include specifically the following
objectives for the financial sector under this program:

(1) By the end of the program, real financial resources
mobilized by private commercial banks should be
growing by at least 4 percent per year.

(2) 1Interest rates should be positive relative to
inflation.

(3) commercial banks should be financing a wider range of
enterprises than before the program in terms of size,
sector of activity, and geographic area.

(4) The GOZ budget deficit should be financed from the
market at market rates of interest, rather than
monetarily at near zero interest as at present.

(5) No GOZ constraints should remain on bank interest
rates or fee structures.

(6) Required reserves should be set minimum levels
necessary for stability of the banking system.

169 x
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(7) Required reserve deposits should be remunerated at
market rates.

(8) The Central Bank should be acting only as lender of
last resort and should charge market-based interest
rates.

(9) The GOZ should be moving to replace administrative
credit ceilings (direct controls) with indirect
controls on credit that are automatically linked to
mobilization of resources by the banking system.

o] The GOZ will name the representatives to regular bi-annual
consultations with USAID in the context of the PSSP on the
content and implementation of the Financial Sector Program.

(4) Conditions Precedent To Subsequent Releases

AID will obligate funds to the project annually. Decisions on
subsequent releases of dollar import funding shall be made twice
annually in the context of GOZ-AID bi-annual consultations on the
progress in the financial sector reform program. The first of these
consultations would occur in December 1988 following IMF and World
Bank supervisory missions on the structural adjustment program.

In these consultations, the GOZ and AID would review
performance in fulfilling conditions precedent, consider overall
progress in financial sector development, and establish expected
performance for the next period.

Given the current state of development of the financial sector
reform program and plans for reform measures by the GOZ, AID would
expect the following conditions to have been achieved by the time of
first six-month consultative meeting:

--- Gap katween BDZ exchange rate and uncontrolled market
rates of no more than 20 percent.

-—- Inflation rate no more than 75 percent.

--- Gap between inflation and BDZ's lending interest rate in
the money market reduced to no more than 35 percentage
points. For example, if inflation rate does not fall
below 75 percent by the end of 1988, BDZ's nominal
lending rate in the money market must increase above the
April, 1988 rate of 35 percent. Interest rates on BDZ
rediscounts and advances to commercial banks must equal
or exceed the money market interest rate.

--- Reserve requirement of 10 percent or less on deposits of
more than 3 and less than 6 months. Reserve requirement
of 5 percent or less on deposits of 6 months or more.

N
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--- Reduction of total commercial bank obligations to the BDZ
as a proportion of required reserves by at least 5
percentage points relative to the level of December 31,
1987.

USAID does not wish to establish these specific targets as
conditions precedent to the second release because meeting these
specific targets requires changes in a number of exogenous factors.
Same of these exogenous factors may be outside the control of the
GOZ. If the GOZ was unable to meet one or two of these specific
targets but was still judged to be making sufficient progress toward
the major financial sector objectives, AID would wish to have the
flexibility to approve a release. Applying these targets as rigid
conditions would remove this flexibility.

However, the second and subsequent releases of dollar import
funds would be based on the GOZ's meeting satisfactorily two
conditions:

(1) The GOZ will undertake those measures agreed upon with
AID during the bi-annual GOZ/AID project consultations to
execute financial sector reforms, including but not
limited to those identified in the Financial Sector
Development Policy Statement for the purpose of:

(a) promoting the mobilization by commercial banks of
domestic financial resources and private savings;

(b) fostering a more active money market and interest
rates more representative of the real economic cost
of funds; and

(c) increasing the amount of credit in real terms
available to the private sector.

(2) The GOZ will demonstrate diring the regular GOZ/AID
project consultations that the agreed-upon monitoring
criteria have been met with respect to progress on the
financial reforms envisaged under the project.

(5) Establishment And Interpretation of Benchmarks

Benchmarks will be established to assess progress towards
measurable objectives. While the fundamental objective of the PSSP
will remain private sector growth, two specific underlying problems
have been identified for which solutions can be found and progress
towards objectives measured. These are mobilization of resources by
the financial sector, and efficient allocation of these resources to
the private sector.
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o} Increased Mobilization Of Private Domestic Resources By
The Financial Sector

The PSSP will monitor the change in real value of private
deposits in the commercial banks. The exact nature of the deposits
to be calculated and a method for deflating current values to
calculate real growth will be determined and agreed upon in the
GOZ/AID consultative meetings and through PSSP-funded studies, if
necessary.

o] Efficiency In Allocation Of Domestic Financial Resources
To The Private Sector

The PSSP will monitor the real cost of funds to the
banking sector, in particular the rate of interest in the money
market relative to the rate of inflation, The proposed benchmarks
for progress in the reduction of the gap between inflation and the
.money market would be set at the bi-annual GOZ/A.I.D. consultations
and would be based on likely and possible progress during the next
period, The objective would be the return to positive interest
rates relative to inflation as soon as is feasible. These
benchmarks would not be proposed as conditions precedent to fund
disbursement. They are meant to serve as quantitative indicators of
whether overall economic environment and development measures are
achieving results. The GOZ would, however, be asked to commit
itself to seek measures to improve the structure and incentives in
the financial sector to help achieve PSSP objectives., USAID would
agree to commit additional funds to the project after each six-month
review, provided the GOZ continued to make good-faith efforts to
devise and install measures needed to improve performance of the
financial sector relative to the benchmarks.

(6) *urther Financial Sector Studies And Reform Measures

The PSSP will provide for a number of financial sector studies
which will be undertak=n during the course of the program under
consultation with the GOZ. The results of these studies will be
used to establish additional and improved benchmark monitoring
measures and to suggest additional performance conditions where
required. Studies will include some of the following topics:

o} Methods for measurement of real interest rates (RIR) and
growth in real bank deposits.

o} Offsetting reduced BDZ lending to banks with reduced
reserve requirements: cost and benefits.

o] Exclusion of agricultural campaign credit from credit
ceilings: cost and benefits.

o} Direct BDZ financing of the budget deficit: cost and
benefits.
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o} Pre-conditions required for replacement of administrative
credit ceilings by indirect controls.

Bi-annual program reviews with the GOZ will be used to
determine the actual studies undertaken and to develop additional
reform measures as the program unfolds.

(7) GOZ-USAID Coordination Of The PSSP

Since the PSSP is to be implemented over a five-year period, a
formal mechanisms will be established to ensure coordination of the
government's medium term financial sector development programs -
FSAC and SAL II - with the PSSP. The project agreement in one of
the programmatic conditions precedent would provide for twice-yearly
GOZ-USAID meetings to include the Bank of Zaire. These meetings
would review and consider the following: .

o] The performance of the financial sector relative to
agreed benchmarks.

o] The reasons for satisfactory or unsatisfactory
performance relative to these benchmarks: to include
contribution of policy measures and the impact of
exogenous events,

o] Implementation status of previously adopted measures.
o} Disbursements and recoveries of PSSP private sector loans.

o Impact of PSSP financing on both the financial sector and
private enterprises.

o] Status of policy studies or project interventions.

o} Additional measures required for the success of the
progran.

Meetings would normally be scheduled after GOZ- World Bank/IMF
meetings on policy-based lending programs in order to utilize
macroeconomic and financial information normally prepared in advance
of such meetings.

(8) Long-Term Objectives For The Financial Sector Policy
Environment

Studies and monitoring of the progress of both the lending and
policy elements of the PSGP will be necessary to identify and
negotiate further measures. USAID's long-term vision of the policy
enviromment governing bank credit and mobilization of resources
would be characterized by:
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--- Control of aggregate liquidity through indirect means
(control over the monetary base) rather than through
direct administrative credit controls.

-——— Financing of the Treasury's needs primarily through
borrowing from the public (including financial
institutions) at market interest rates, rather than from
the central bank. ‘

-~-- An independent central bank monetary policy centering on
stability in nominal aggregate demand.

-— Minimal prudent required reserves in interest-bearing
form, along with prudent supervisory controls of the
banking system's capitalization and risk exposure.

-— Absence of administrative controls on interest rates,
credit allocations, exchange rates, or banking fees and
commissions.

(9) The PSSP's Interest Rate Policy

At regular consultations between AID and the GOZ, project
authorities will set the interest rate on project funds lent to the
private sector. The rate of interest will at least equal the
prevailing rate of interest charged by commercial banks for
short-term loans and will take into consideration projections of
future inflation. 1Interest will accrue periodically to the
outstanding balance of each loan and will be compound interest. The
project will offer borrowers the option of capitalization of interest
in early payments, to be reimbursed in later payments, in order to
take account of the effects of inflation when multiple payments are
called for in the loan agreement. This interest rate will remain
fixed for all remaining payments.

3.6 Notes

1. See the series of World Bank Economic Memoranda on Zaire,
appearing in 1975, 1977, 1979, 1981, 1983, and 1985.

2. See Exhibit 3.14: Zaire's External Terms of Trade. The external
terms of trade are the quantity of imports that can be bought in
world markets for a given quantity of Zairian exports, on the
basis of the usual commodity pattern of imports and exports.

3. Young, Crawford and Thomas Turner, The Rise and Decline of t
he Zairian State, (Madison: The University of Wisconsin Press, 198
5), pp. 296 ff.

The World Bank, The Economy of Zaire (Washington, D.C.: 1975)

? VOl. I’wp- 23"’32- . . .
The World Bank, Zaire Economic Memorandum: Recent Economic

and Sectoral Developments and Current Issues (Washington, D.C.:

1981), vol. II, pp. 139 ff ("viability of the Refinery").
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The World Bank, The Economy of Zaire (Washington, D.C.: 1975),
vol. II, pp. 55 £f. ("Manufacturing").

Ibid., vol. I, pp. 25, 4l.

See the World Bank's Agriculture and Rural Development Sector
Memorandum of May 26, 1981 and the Economic Memorandum of
December 20, 1982, vol. II part I on "Agriculture".

See IMF document EBS/81/126, June 8, 1981.
See IMF, document EBS/83/257, November 30, 1983.

The "effective rate of protection" means the percentage change
in domestic value added at local prices resulting from the whole
systen of currency valuation, tariffs, and quantitative
restrictions (quotas) on imports. For example, an industry with
10 percent import tariff protection (™nominal"™ protection) may
find that its effective protection is negative if imported
inputs account for 50 percent of its costs (about the average in
Zaire) and the average tariff on those imports is 25 percent.

On the other hand, if 90 percent of the inputs were imported and
free of tariff, then the 10 percent nominal protection would
result in a doubling of domestic value added at local prices, or
100 percent effective protection. Even with no tariffs,
industries can have substantial effective protection (including
negative effective "protection") depending on overvaluation of
the currency and the system of import controls.

See IMF, document EBS/83/257, November 30, 1983.
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EXHIBIT 3.1: Growth in Real

1982 1983 1984 1985 1986 1987

Sources: 1982-85: IMF, EBS/87/86, page 6.
1986-87: Bank of Zaire, Evaluation of GDP in 1987
(French: 2/7/88), page 3.
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EXHIBIT 3.2

Table 2: Structure of GDP

1959 1972 1982 1987

Agriculture: Commercial 18.9% 8.0% 13.4% 9.7%

Subsistence 10.8% 7.4% 22.5% 11.5%
Mining 7.5% 14.8% 11.5% 24.1%
Manufacturing 12.5% 9.0% 2.3% 6.6%
Construction and public works 3.1% . 3.1% 4.0% 2.6%
Non-commercial construction 1.5% 2.0% 1.2%
Electricity and water 1.5% 0.9% 0.0% 1.3%
Transportation 7.1% 8.4% 1.9% 5.5%
Trade 7.7% 13.7% 21.4% 12.3%
Services 22.4% 27.0% 18.2% 24.7%
Indirect taxation 8.6% 6.2% 2.7% 0.5%

Sources:

1987: Bank of Zaire, Evaluation of GDP in 1987, (2/7/88) page 3.

1982: IMF, SM/85/107.

1972: Bank of Zaire, Annual Report 1974, page 49.
1959: Bank of zaire, Annual Report 1967, page 38.

/77%



34

EXHIBIT 3.3

Table 3: Balance of Payments

Sources of FX:
Exports (fob)
Services
Official Grants
Official Loans
Priv Loans &
Err/Omiss

IMF

SAF

Stand-By
Debt relief

TOTAL SOURCES
TOTAL USES
(New Arrears)

Uses of FX:

Imports (cif)

Services

Debt repayments

Interest

IMF: Repayments
Interest

orivate outflows

Arrears paid

Reserves

Sources:

(Millions of SDRs)
1982 1983 1984 1985 1986 1987
1,317 1,577 1,871 1,825 1,572 1,341
76 108 138 151 161 157
170 162 170 196 157 165
192 136 132 155 230 320
(116) (15) 83 111 63 159
0 0 0 0 0 58
107 115 158 169 8l 70
136 909 . 466 411 462 567
1,882 2,992 3,018 3,018 2,726 2,837
2,227 2,992 3,018 3,018 2,726 2,836
345 0 0 0 0 0
1,022 1,351 1,365 1,392 1,302 1,255
558 513 627 557 486 545
334 320 420 446 410 399
285 272 367 328 333 331
22 10 54 104 94 125
24 41 48 56 55 47
14 (3) 89 54 53 52
0 480 74 51 24 8
(32) 8 (26) 30 (31) 74

1983-84: IMF, EBS/87/86, Table 4 (4/22/87).
1982: IMF, EBS/83/257, Table 3 (11/30/83).

1985-87: IMF, Aide Mémoire, Table 4 (French, 2/22/88).
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EXHIBIT 3.4

Table 4: Sources of Growth in the Monetary Base

(millions of current zaires)

1984 1985 1986 1987

Monetary Base Sources 15,660 19,999 32,111 64,490
Monetary Financing of Deficit 13,657 14,957 25,043 50,766
Bank of Zaire 13,404 14,680 20,854 28,477

comm. Banks (T. bills in RR) 253 277 4,189 4,929
Counterpart .-Funds - SALS 0 0 0 17,360
Commercial Bank Borrowing 1,148 2,182 3,730 15,225
Discounting 1,148 2,182 1,216 5,081

Money Market 0 0 2,514 7,858
Others 0 0 0 2,286
External Account Contributions 855 2,860 3,338 (1,501)

Source: Bank of Zaire data provided to the World Bank and USAID.,

I A7



36
EXHIBIT 3.5
Table 5: Exports

(millions of dollars)
1982 1983 1984 1985 1986 1987

Copper $790.7 $822.0 $670.5 $711.8 $694.8 $839.7
Volume 542.6  525.6  482.2  506.8 503.0  507.2
Cents/lb 66.1 71.0 63.1 63.7 62.7 75.1

Cobalt $182.8 $120.8 $236.2 $235.7 $149.7 $132.6
Volume 7.3 9.5 12.6 9.3 14.1 10.2
$/1b 10.0 5.8 8.5 11.5 4.8 5.9

zinc $43.1  $50.2  $53.3  $49.1  $48.3  $37.3
Volume 55.0 66.6 63.0 70.7 71.9 51.6
$/1b 35.6 34.0 38.4 31.5 30.5 32.8

Silver $18.0  $11.8 $6.7 $6.5 $7.7 $6.5
Volume 71.8 33.1 25.4 27.0 44.9 31.0
$/ounce 7.1 11.3 8.5 7.7 5.5 6.7

Gold $23.1 $72.7 $60.2  $31.2 $26.6 $40.3
Volume 2.0 5.3 6.0 2.9 2.8 3.3
($/02) 361.9  426.7 322.6 345.9  355.2  379.8

Diamonds $76.2 $139.0 $217.0 $199.1 $228.5 $197.2
Unit value 6.7 11.7 18.1 19.6 23.3 19.6
($/car) 11.3 11.9 12.0 10.2 10.6 10.1

Crude oil $274.3  $236.2 $330.3 $300.8 $146.5 $192.2
Volume 8.1 8.5 12.1 12.0 10.7 11.5
($/brl) 33.9 28.0 27.3 25.1 12.5 16.6

Coffee $105.0 $116.5 $211.6 $153.6 $437.3 $168.7
volume 68.0 69.5 78.9 65.5  145.8  104.8
($/1b) 0.70 0.76 1.22 1.06 1.36 0.73

Rubber $11.5  $15.0  $10.6 $7.5 $7.8  $10.3
Volume 14.9 15.9 14.6 11.0 13.9 10.6
($/1b) 0.35 0.42 0.33 0.31 0.25 0.44

Others $93.0 $101.6 $121.6 $156.9  $98.1  $95.0

TOTAL (fob) $1,617.7 $1,685.8 $1,918.0 $1,852.2 $1,845.3 $1,719.8

Sources: 1986-87: Bank of Zaire, The Economic and Financial
Situation in Zaire in 1987: Structure of Exports,
1986-88.
1983-85: IMF, EBS/87/86, p. 92.
1982: IMF, EBS 83/257, Appendix VI (11/30/83).
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EXHIBIT 3.6

Table 6: GOZ Fiscal Performance

1986

(millions of zaires)

P

Revenue

Income and Profit Taxes
Taxes on Goods and Services
Taxes on International Trade
Import Duties
Export Duties
Other Revenues
Budget pour Ordre
Administrative Receipts
Other

Expenditure

Wages and Salaries
Goods and Services
Interest on Public Debt
Domestic
Foreign
Transfers and Other Subsidies
Investment
Arrears
Gecamines
Domestic
External
Other Zxpenditures
Budget pour Ordre
Other
Net Changes Treas. Subaccts.

Overall Balance

Source: IMF, EBS/87/86, page 15.

rogram
52,100

16,000
14,015
19,285
11,110
8,175
2,800
1,800
1,000
0

50,240

8,500
9,000
23,040
5,800
17,240
1,550
2,100
4,250
1,400
1,600
1,250
1,800
1,800

0
0
1,860

Actual
45,260

15,676
8,444
17,446
11,141
6,305
3,694
781
1,464
1,449

50,814

11,628
10,936
19,723
7,204
12,519
1,387
1,039
5,534
1,279
3,084
1,171
1,386
682
704
(819)

(5,554)
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Table 6 (continued):

GOZ Fiscal Performance - 1987

(millions of zaires)

Program Actual

Revenue 80,571 83,933
Internal Taxation 28,665 37,477
Corporate Taxes 7,290 9,127
Personal Income Tax 5,950 10,054
CER 1,199 617
Other 1,830 1,945
Internal Turnover Tax 5,560 7,473
Turnover Tax on Exports 1,200 1,163
Petroleum Taxes 5,636 7,097
Customs 24,455 18,806
Export Taxes 2,310 1,796
Import Taxes 19,068 144245
Consumption Taxes 3,037 2,721
Others 40 44
Gecamines 16,200 19,405
Other Revenues 11,251 8,246
Budget pour Ordre 6,146 531
Administrative Receipts 2,105 2,947
Other 3,000 4,768
Expenditure 87,171 110,179
Wages and Salaries 18,000 20,215
Goods and Services 14,217 22,142
Interest on Public Debt 30,015 28,794
Transfers and Other Subsidies 1,738 2,071
Investment 5,000 4,178
Arrears 11,255 23,050
Gecamines 4,644 5,706
Domestic 3,889 6,573
External 2,722 10,771
Other Expenditures 6,946 4,508
Budget pour Ordre 6,146 594
Other 800 3,914

Net Changes Treas. Subaccts. 0 (5,221)
Overall Balance (6,600) (26,246)

Source: Bank of Zaire, The Economic and Financial Situation in
Zaire in 1987, (Ch. 3, Public Finances): 2/7/88.

(O
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Teble 6 (concluded):

GOZ Fiscal Performance - 1988, First Quarter

(millions of zaires)

Program Actual

Revenue 32,544 26,904
Internal Taxation 13,729 11,773
Corporate Taxes 2,575 1,258
Personal Income Tax 3,674 3,634
CER 650 253
Other 689 748
Internal Turnover Tax 2,252 2,654
Turnover Tax on ExXports 612 347
Petroleum Taxes 3,277 2,878
Customs 8,204 5,698
Export Taxes 443 436
Import Taxes 5,583 4,540
Consumption Taxes 2,166 709
Others 12 13
Gecamines 7,365 7,201
Internal Taxes NA 2,101
Customs Taxes NA 5,100
Other Revenues 3,246 2,232
Budget pour Ordre 0 0
Administrative Receipts 2,696 732
REP 550 . 0
Other 0 1,500
Expenditure 33,785 30,842
Wages and Salaries 8,425 5,916
Goods and Services 8,315 6,299
Interest on Public Debpt
Domestic 10,086 9,378
Foreign 2,571 394
Transfers and Other Subsidies 1,192 1,260
Investment 1,951 1,407
Arrears 1,246 6,188
Net Other Accounts 0 2,545
Overall Balance (1,242) (1,393)

Source: Bank of Zaire, Economic and Financial Situation in
Zaire, First Quarter 1988 (April, 1988).
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EXHIBIT 3.7

Table 7: Zaire's Stand-By Agreements with the IMF

Dates amount in SDRs million

Agreed Drawn

March, 1976 - March, 1977: 41 41

April, 1977 - April, 1978: 45 5
(abandoned, November, 1977)

August, 1979 - February, 1981: 118 118

June, 1981 - June, 1984 (EFF): 912 175
(canceled June, 1982)

December, 1983 - March, 1985: 228 198

April, 1985 - April, 1986: 162 162

May, 1986 - March, 1988: 214 48

(abandoned February, 1987)

May, 1987 - May, 1988: 143 30
(abandoned February, 1988)
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EXHIBIT 3.8

Table 8: Official Devaluations of the Zaire

Devaluation New Rate Notes

67 percent $ 2.00 Officially in terms of gold

0 percent $ 2.00 Officially in terms of the

dollar

42 percent SDR 1.00 Officially in terms of the SDR

11 percent SDR 0.90

44 percent SDR 0.50 1In two steps at the end of
1973

25 percent SDR 0.375

30 percent SDR 0.2625

40 percent SDR 0,.1575

78 percent SDR 0.03542 Floating thereafter

/4

o
X

-
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EXHIBIT 3.9

Table 9: Financing the GOZ's Budget Deficit

(millions of zaires)

1984 1985 1986 1987 1988:1
Budgetary Revenues 27,289 43,342 50,931 87,394 29,449
Budgetary Expenditures 30,901 44,889 61,585 113,638 30,842
Budgetary Surplus (3,612) (1,547) (10,654) (26,244) (1,393)
Budgetary Financing 3,610 1,550 10,655 26,244 1,393
Banking System 3,041 1,300 10,087 25,723 (941)
BOZ 2,994 1,276 6,174 7,623 (2,941)
Commercial Banks 47 24 3,913 740 .o
Counterpart Funds - PBLS 0 0 0 17,360 2,000
Treasury Securities 569 250 568 521 2,334
Treasury Bills 569 250 90 595 2,334
Lottery Securities 0 0 478 (74)

\2, 4
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Commercial Bank Sector Balance Sheet

(millions of zaires)

1983 1984 1985 1986 1987
TOTAL ASSETS 9,416 14,199 18,172 30,195 68,866
Foreign Assets 3,298 3,019 4,323 7,422 16,501
Domestic Assets 6,118 11,180 13,849 22,773 52,365
Reserves 3,110 6,456 7,048 12,485 26,915
Currency 260 659 885 1,418 2,215
Deposits in BOZ 2,850 5,797 6,163 11,067 24,700
Domestic Credit 3,008 4,724 6,801 10,288 25,450
Private Sector 2,832 4,471 6,515 9,648 22,932
GOZ 176 253 286 640 2,518
TOTAL LIABILITIES 9,417 14,200 18,172 30,195 68,867
Foreign Liabilities 744 511 1,002 3,093 6,355
Domestic Liabilities 8,673 13,689 17,170 27,102 62,512
Borrowing 573 1,148 2,182 3,730 15,225
Discounting 573 1,148 2,182 - 5,081
Money Market 0 0 0 - 7,858
Others 0 0 0 - 2,286
Deposits 7,213 9,483 11,576 19,237 40,281
Private Deposits 7,121 9,459 11,483 19,069 38,975
Demand Deposits 6,236 8,218 9,927 16,515 32,123
Time Deposits 676 995 1,047 1,855 5,042
FX Deposits 209 246 509 699 1,810
GOZ Deposits 92 24 93 168 1,306
Import Prepayment 248 184 1,288 1,813 3,626
Capital Accounts 778 1,406 2,185 4,729 5,427
Other Items Net (139) 1,468 (61) (2,407) (2,047)


lfiore
Rectangle
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EXHIBIT 3.11

Table 11l: Monetary Survey

(billions of zaires)

1983 1984 1985 1986 1987 1988:1I

Net Foreign Assets (broad) (13.5) (16.7) (38.5) (54.5) (96.7) (109.3)

Net Foreign Assets (narrow) (10.5) (13.9) (36.2) (48.6) (86.6) (99.7)

Foreign Assets 11.9 16.4 13.2 27.1 57.2 70.1
Foreign Liabilities (22.4) (30.3) (49.4) (75.7) (143.8) (169.8)
(Provision for Arrears) (5.6) (5.0) (4.0) (3.4) (5.9) (6.5)
Other Net Foreign Assets (3.0) (2.8) (2.4) (5.8) (10.2) (9.6)
Net For'n. curr. Deposits  (0.3) (0.4) (0.8) (0.9) (2.2) 0.0
Provision for Imports (2.7) (2.4) (l.6) (4.9) (7.9) 0.0
Net Domestic assets 14.1 19.3 24.5 39.1 62.3 58.2
Net Claims on Government 10.3 13.4 14.8 24.9 33.3 27.8
Credit to Enterpr. & Hsehlds 2.9 4,6 7.0 11l.4 25.1 27.8
Other Net Domestic Assets 1.0 1.3 2.7 2.8 3.9 2.6
OVERALL NET ASSETS 0.7 2.7 (14.0) (15.3) (34.4) (51.2)
OVERALL NET LIABILITIES 0.7 2.7 (14.0) (15.3) (34.4) (51.2}
Money Supply (M2) 13.7 18.4 23.9 38.0 74.7 82.5
Money (Ml1) 13.0 17.4 22.9 36.1 69.7 76.8
Currency in Circulation 6.1 8.8 12.3 19.0 36.4 43, .
Demand Deps. (Comm. Banks) 6.2 8.2 9.9 16.5 32.1 33.7
Demand Deps. (BOZ & CCP) 0.7 0.4 0.7 0.6 1.2 0.0
Quasi-Money 0.7 1.0 1.0 1.9 5.0 5.7
Time Deposits (Comm. Banks) 0.7 1.0 1.¢ 1.9 5.0 0.0
Time Deposits (BOZ) 0.0 0.0 0.0 0.0 0.0 0.0
Other Items Net (13.0) (15.8) (37.9) (53.3) (109.1) (133.7)
Gains & Losses (21.2) (27.2) (43.2) (60.8) (125.1) (152.9)
Counterpart 2.4 3.4 5.3 7.5 16.0 19.2

Discrepancies 5.8 8.0 0.0 (0.0) 0.0 0.0
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EXHIBIT 3.12

Table 12: Elements of Controlled Fuel Prices

(zaires per ton)

January 14, 1988 GASOLINE DIESEL
West East West East
TOTAL : 55.700 m3 /T.M./ mo. 9200 m3 300 m3 32500 m3 2800 m3
1 Cost at the Border (PMF) 19,937.00 45,901.00 20,984.00 45,901.00
2 Transport & storage cost SOZIR 1,068.00 1,068.00
3 Bank charges (5.2% PMF) 1,036.72 2,386.85 1,091.17 2,386.85
4 Loss in transport (0.3% PMF) 59.81 137.70 62.95 137.70
5 Import tariff 50.00 50.00 20.00 20.00
6 consumption tax 600.00 600.00 130.00 130.00
7 Supply 12.00 12.00 12.00 12.00
8 Tax 100.00 100.00 100.00 100.00
9 TOTAL Price ex-Customs (PMGD) 22,863.54 49,187.56 23,468.12 48,687.55
10 Stabilization Account 4,500.00 4,500.00 4,500.00 4,500.00
11 Losses MEP (1% PMGD for gas, 228.64 491.88 117.34 243.4¢4
0.5% for diesel)
12 Operating costs SEP 3,565.00 1,339.00 3,941.00 2,140.00
13 Operating costs, fuel distrbtrs. 5,245.00 1,795.00 1,329.00 1,615.00
14 Operating costs, SOZIR 1,021.00 0.00 1,021.00 0.00
15 Margin (10% PMGD) 2,286.35 4,918.76 2,346.81 4,868.7¢%
16 TOTAL COST OF DISTRIBUTION 16,845.99 13,044.63 13,255.15 13,368..9
17 Roads tax 7,793,77 0.00 7,793.77 0.00
18 River tax 0.00 0.00 259.22 0.00
19 rarm-to-market roads tax =01.00 0.00 1,000.00 0.00
20 Special Treasury Fund no. 1 2.104.99 0.00 0.00 0.00
21 special Treasury Fund no. 2 8,349.48 (7,123.56) 5,829.35 (4,275.535;
22 TOTAL PARAFISCAL TAXES 19,748.24 (7,123.56)14,882.35 (4,275.53)
23 Real Reference Price 59,457.76 55,108.63 51,606.00 57,780.29
24 Reference Price applied 59,000.00 55,000.00 52,000.00 58,000.00

Source:

Decree No. DENI/CAB/06/001/88 of January 13, 1988.

G0Z Ministry of National Economy and Industry, Departmental

) -
l 4
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EXHIBIT 3.13

(millions of zaires at end of year)

1983 1984 1985 1986 1987

TOTAL ASSETS 19,951 28,119 26,699 50,847 94,774
Foreign Assets (21) 8,597 13,416 8,889 19,674 42,601
Domestic Assets 11,354 14,703 17,810 31,173 52,173
Claims on GOZ 13,701 13,404 15,158 25,653 35,310
Credit to Economy 80 151 470 1,790 1,638
Private non-financial 0 39 133 1,213 1,458
Pub. Inst. non-fin. 78 75 171 243 221
Fin. Inst. non-bank 2 37 166 334 401
Claims on Banks 573 1,148 2,182 3,730 15,225
Discounting 573 1,148 2,182 - 5,081
Money Market 0 0 0 - 7,858
Others 0 0 1] - 2,286
TOTAL LIABILITIES 19,951 28,117 26,699 50,847 94,774
Foreign Liabilities (l6c) 21,668 29,801 48,379 72,645 138,789
Domestic Liabilities (1,717) (1,684) (21,680) (21,798) (44,015)
Monetary 3ase 9,912 15,659 19,999 32,110 64,490
Currency outside banks 6,136 8,802 12,294 18,987 36,421
Currenc. in banks 260 659 885 1,418 2,215
Bank Deposits 2,850 5,797 6,163 11,967 24,700
Other Deposits 666 401 657 638 1,154
GOZ Deposits 534 237 504 1,190 3,224
Other Deposits (15) 2,493 2,373 574 3,314 4,716
FX Deposits 65 119 296 219 399
Import Prepayments 2,428 2,254 278 3,095 4,317
Time Deposits 0 0 0 0 0
Counterpart Funds 19 38 83 224 567

Other Items Net
Capital Acoount
Revaluation Account
Others

(14,675) (19,991) (42,840) (58,636)(117,012)

- (43,207) (60,821)(125,111)
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EXHIBIT 3.14

Terms of Trade
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EYHIBIT 3.15

~ Real] Per Capita Imports
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EXHIBIT 3.16
Growth in the Money Supply

(Demand & Time Deposits + Currency)

o B i

" .

4 ;

‘_l

- i

hed 450+ JU—
"3 [

B 77__79,8'._&3HE5.57
. 7 By i ok OO

~}
o

Sone o e o Woe 2o aole

BEST AVAILABLE DOCUNENT

<)
/17



50

EXHIBIT 3.17

Overvaluation of the Zaire
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Ratlo of Official to Parallel Rates
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EXHIBIT 3.18

GOZ Expenditures on Goods and Services

Per Capita, Deflated by GDP Detlator
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EXHIBIT 3.19

Zaire’s External Public Debt

Disbursed or Committed
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EXHIBIT 3.20
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(Debt Deflated by Export Price Level)
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EXHIBIT 3,21

Commercial Bank Credit in Real Terms

End of Year Stock

P af V372 Zawew
3

BEST AVAILABLE DOCUMENT




1970 — 100

nde: <

55

EXHIBIT 3.22

Industrial Output in Zaire
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EXHIBIT 3.23

Price Inflation
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Real Deposits in Commercial Banks

End of Year Stock
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EXHIBIT 3.25

Pericdic Lxchange Rates — 1987
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The Real Monev QuDDiy
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ANNEX 4

SOCIAL SOUNDNESS ANALYSIS

- PRIVATE SECTOR SUPPORT PROGRAM -

4.1 1Introduction

This Annex examines the overall socio-economic environment within
which the PSSP will operate. First, the Annex describes the target
beneficiaries of the project, the MSEs, and looks at the major
socio-economic trends which affect their functioning. Second, it
examines links between the MSEs and non-target beneficiaries. Third, it
discusses credit and savings in the informal sector. Fourth, it explores
the role of women in the MSEs and in the private sector in general.
Fifth, it presents six case studies of MSEs. Finally, it looks at
implications for further research. Annex 2, Technical Analysis includes
a synopsis of three studies of MSEs carried out by Coopers and Lybrand
under contract to USAID/Zaire. Annex 6, Proposed Research, Evaluation
and Impact Studies, discusses special studies which will explore ways to
reach non-target beneficiaries.

4.2 The Target Beneficiaries

(1) Mediun Scale And Smaller Scale Enterprises

The PSSP will provide access to foreign exchange through the
ocommercial banking system to MSEs for import of raw materials, equipment
and spare parts. Through the Counterpart Fund, local currency loans will
also be made available to these businesses for purchase of raw materials,
spare parts, equipment, and for agricultural campaigns. The studies by
Coopers and Lybrand c¢f MSEs in Kinshasa and Lubumbashi enabled the
Project team to draw a realistic picture of MSEs in relation to the
banking and credit environment. It was discovered that banks are much
more likely to extend credit to enterprises of medium scale (100-500
employees, up to $5 million in annual sales) than to those of smaller
scale (5-100 employees, up to $2 million in annual sales). A definition
of medium and smaller scale enterprises based on number of employees is
perhaps misleading because these enterprises are more labor intensive
than comparable industries in other parts of the world. The PSSP will
explore ways to help smaller scale enterprises which may not formally
participatz in the Project through special studies of their needs for
credit and technical assistance. The Project will also encourage the
commercial banks to expand their lending to smaller MSEs.

e
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The medium scale enterprises surveyed by Coopers and Lybrand are
mostly industries producing oconsumer items of primary necessity for local
oonsumption: matches, bricks, paint, wood and metal products, plastic
shoes, cloth, batteries, soap and the like. All companies in the medium
scale survey are located in Kinshasa, the hub of economic activity in
Zaire but many have branches or distributors in other regions. Smaller
scale enterprises and trading companies were surveyed in Kinshasa and
Lubumbashi and the surrounding regions of Shaba and Bandundu. This
analysis will discuss primarily the medium scale enterprises surveyed in
Kinshasa as these companies will be the first beneficiaries of the

Project.

These oompanies are primarily owned by expatriates, with some
Zairian participation. The expatriate owners and managers tend to be
second-generation in Zaire and very dedicated to the oountry, having
persisted in their businesses despite much upheaval in the economic
~environment. The top two or three executives of the company tend to be

expatriates; the rest of the decisionmakers and managers are Zairian.

(2) Need To Support Medium Scale Enterprises

The PSSP is filling a gap in assistance to a crucial sector of the
econonly. Zaire's economy has been heavily weighted to the commercial as
opposed to the manufacturing sector within the private sector as a
whole. Banks prefer extending credit to trading enterprises, especially
those dealing in diamonds, gold and coffee, over industry because of the
rapid turnover of funds. MSEs have been severely handicapped by
restricted access to foreign exchange and by other factors in the
economic environment such as labor and tax regulations. Larger firms are
often subsidiaries of multinational corporations and may have more access
to foreign exchange. Two new projects, funded by the World Bank and the
Cooperation Francaise, and the govermment organization OPEZ, are designed
to support smaller scale enterprises. Agriculture has also received a
large portion of development support and has benefitted from recent price
liberalization efforts.

(3) current Situation

MSEs are experiencing an especially sharp decline in their access to
foreign currency through the banking system as commercial banks must now
fund fuel imports out of their total reservoir of foreign currency. This
expense represents 30-40% of the commercial banks' foreign exchange,
Consequently, to meet its needs for imported raw materials and spare
parts, a company may have to borrow foreign exchange on the black market
at 25-30% higher than the official rate. This situation has forced the
ocompanies to raise prices. High inflation has decreased consumers'’
purchasing power as well so there have been corresponding lags in
demand. Plants are now operating at an average of 50% capacity due in
part to decreased demand but mostly from scarcity of raw material inputs.

ViR
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(4) Beneficiaries Of The Local Currency Lending Program

Under the Local Currency Lending Program, companies will have access
to credit for purchase of local raw materials, spare parts available from
local distributors, and for agricultural campaign credit. With this
credit, eligible trading companies can expand their activities. Scarcity
of credit is often cited as a major constraint in agricultural marketing
because traders must have substantial sums at their disposal at the
opening of the campaign. Spare parts for trucks are another important
expense for traders. Credit for purchase of local raw materials would
allow companies to buy, for example, sugar and palm 0il from local
agro-industries.

It is hoped that this line of credit will be available to smaller
MSEs as the guarantees involved will be less exacting than those for the
foreign currency lending program. Through the local currency program,
the PSSP hopes to encourage banks to extend credit to new customers with
local needs.

4,3 MSEs And Non-Target Beneficiaries

(1) Consumers

Medium and small scale enterprises represent a small percentage of
total GDP - 6.17% for the entire manufacturing sector - but they play an
important role in the national economy. Under the PSSP and other donor
prograns, it is expected that this sector's share of the GDP will grow.
The companies surveyed produce products of primary necessity for local
consumption. Access to foreign currency through the Project will enable
these companies to import essential raw materials and spare parts, while
local aurrency loans will provide credit for local raw materials and
working capital, thus lowering unit ocosts of production. This savings
can be passed on to the consumer. If these companies were not in
business ‘the consumer would very likely have to pay much higher prices
for imports. Although the value added factor is normally low, these
companies still provide import substitutions which decrease the nation's
use of foreign exchange.

(2) Employees

The medium scale industries provide a training ground for mechanics,
engineers and factory workers. There are very few other resources for
quality technical training in Zaire. MSEs are also a source of stable,
long term employment. It is estimated that one worker supports an
average of six children, his wife and often several other family members.
Employees also receive benefits which are valued as much or more than
their actual salary. These include health and retirement benefits,
culturally valued expenses such as payments for marriages and funerals,
and access to food at below-market prices.
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It is not expected that the project will generate significant new
employment because these companies tend to be overstaffed, and to keep on
skilled workers who have been trained over a long period of time. The
project will, however, generate substantially higher productivity per
worker., Because of high unemployment rates in Kinshasa, workers try to
hold on to their jobs. These companies represent one of the few sources
of steady employment. The major alternative to wage labor is petty trade
and Kinshasa is already saturated with marginally profitable petty
traders.

(3) Subcontractors

The medium scale industries surveyed subcontract work to smaller
enterprises such as printshops, wholesale food traders, laundry and
transport services. 1In some cases this is a formal arrangement; for
example. a firm might regularly requisition forms from a print shop. 1In
other cases, the arrangement may be more informal; for example, a
wholesale food buyer brings a stock of food to the plant for resale to
the workers when he or she has made a trip to the interior.

Driving through the industrial sector of Kinshasa, one is struck by
the array of secondary activity surrounding the companies: women selling
food to workers, barbers giving haircuts, street vendors hawking consumer
items, carters and taximen moving goods and people.

(4) Marketing And Distribution Chain

Several MS3Zs surveyed have branches in the interior or depots for
their products. Most companies sell their products through wholesalers,
Scarcity of foreign exchange has affected the distribution network.
Companies have cut back or eliminated credit to their wholesale clients -
even those who sell in the interior. Increased access to credit may help
these companies to reestablish credit lines, enabling wholesalers to buy
more products, sell to retailers at lower prices, and expand their
distribution networks.

(5) Links To Agriculture And Rural Areas

The three private sector baseline surveys described above were
carried out in Kinshasa, Shaba and Bandundu. The surveys reemphasize the
importance of the Kinshasa region in Zaire's economy, and especially in
the manufacturing, oonstruction and services sectors. Over 44% of
Zaire's GDP in these sectors originates in the Kinshasa region., Almost
50% of manufacturing GDP originates there. Shaba follows as the second
most important region. Many companies in that region are linked to the
parastatal, Gecamines.
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Most companies in the medium size range either operate in Kinshasa
or have their headquarters there, although they may serve directly or
indirectly the national market. The "small" segment private sector
companies, on the other hand, have local or at best regional markets.
With increased access to credit, those medium scale industries with
branch factories and national distribution will be able to expand their
activities in the interior.

Some of the companies have direct links with agriculture or buy
their raw materials in rural areas. Matches are made from local wood and
materials to make bricks come from quarries nearby Kinshasa. One company
manufactures fiber sacks for agricultural produce. Two thirds of the
jute ocomes from local small farmers via three trading companies. These
trading companies get agricultural campaign credit from the jute
manufacturer, who in turn distributes the sacks on oonsignment in the
interior. These trading companies cannot get sufficient credit this :year
to oollect the jute.

In some cases the lack of foreign exchange or its high cost has
forced companies to search for alternatives to imports. At a brickmaking
company, the bricks are now fired by charcoal made from local wood rather
than imported fuel. A cereal plant has installed new equipment (USAID
funded) to enable it to use locally grown corn rather than the more
expensive imported wheat flour for a locally produced weaning food as
well as other food products. However, local supplies are often
unreliable and of low quality which is why many companies have come to
depend on imports--even of agricultural goods. Thus, shortage of foreign
exchange has not necessarily stimulated local supply.

Special studies for the Project will examine ways to strengthen the
links between agriculture and industry. See, specifically, Study 4,
Survey Opportunities For Encouraging Development of Private Sector
Businesses Utilizing Local Sources of Material fo. Both Local and Export
Markets 1n Annex 6, Proposed Research, Evaluation and Impact Studies and
Human Resource Development. The Mission's overall support of
agricultural development, with two large scale area development programs,
and PV0Os, under the Small Project Support Project, is helping to
stimulate the agricultural sector and rural areas in order to better
supply local industry. The Mission is involved in the fundamental
rebuilding of rural services and infrastructure: roads, health centers,
agricultural extension and basic agricultural research. Many MSE
managers expressed an interest in buying locally if supplies and quality
improve. Some managers continue to buy local products, even if imports
are cheaper and more re@liable, because they teel that they must do their
part to keep up local supply lines and local agriculture. The local
currency lending program will be able to aid agriculture directly by
providing credit for purchase of local raw materials, spare parts for
trucks, and agricultural campaigns. Annex 7, Implementation Procedures
For Private Sector Financing, details procedures and mechanisms for this
program,

210
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Most importantly, any program to expand the industrial sector, to
enoourage export industries or links to the agricultural sector, must
build on the base of the industrial sector which already exists.

4.4 Credit And Savings In The Informal Sector

(1) Credit Unions

USAID/ARD Zaire ocommissioned a report on Credit Unions and informal
financial institutions in May 1987. Consultant John Gadway describes the
credit union (COOPEC) operating in Bandundu Region as a "vigorous,
aggressive, low-cost, rural institution that provides meaningful
financial services, directly, to tens of thousands of low-income
individuals." Despite his enthusiasm for the credit unions, Gadway goes
on to point out that these institutions are fragile and in need of
technical assistance. He cautions against using the credit unions to
distribute foreign credit, noting that "there appears to be very little
demand for credit on the part of small holders in the rural areas of
Zaire."

There is, however, a significant demand for credit on the part of
rural entrepreneurs for trucks and agricultural campaigns but "meeting
this demand is probably not possible without the prior development of
viable local financial institutions, and therefore must be considered a
long range goal."”

(2) 1Implications For The PSSP

The lessons from the Gadway report are twofold: 1) These
institutions need, above all, technical assistance, not an influx of
foreign credit. The transition from a savings to a savings and credit
institution is slow and requires careful management. 2) any assistance
from the PSSP must be coordinated with other donors' assistance and with
USAID area development programs in Bandundu and Shaba. The goal would be
to forge links between agricultural production and marketing and MSEs in
urban areas,

The credit unions operate in the urban areas as well, servicing
small businesses. Many of these institutions are linked to PVOs such as
church groups. Thus any assistance should be ooordinated with USAID's
PVO Support Project which is currently being designed. Independent
discussions with a consulting company which audited credit unions in
Kinshasa reveal that urban as well as rural credit unions are in need of
a great deal of technical assistance,
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The PSSP will fund special studies on how credit unions and informal
financial institutions mobilize domestic savings and provide credit to
MSEs. See Study 3, Survey Informal Sector Savings and Credit Activities.

(3) Informal Credit And Savings Institutions

Buying foreign. exchange on the parallel market costs approximately
30% more than the official rate. Much of this foreign exchange comes
from traders in diamonds, gold and coffee who sell overseas and also need
local currency to buy their commodities.

Local currency is available from "loan sharks" who charge up to 50%
interest on short term - one month - loans. Accountants or cashiers in a
company may provide credit on these terms to other workers.

Small traders can get supplies from wholesalers on credit if they
are very good customers, just as larger companies may receive foreign
suppliers' credit or credit from a parent company. The sack company
mentioned above gives credit to traders to buy jute and also distributes
the sacks to wholesalers in the interior on consignment.

Family funds and self-financing are important sources of funding for
many MSEs, especially the smaller ones. Owners may keep a bank account
in Burope and draw on these funds. One enterprise may invest in creating
a new company. For example, a trading group may create small
manufacturing companies and distribute their products.

Tontines or Likelemba are informal savings groups found in many
different settings: on the job, in church, alumni or professional
organizations. Some of these groups are rotating credit associations
which give each member a lump sum on a rotating basis, depending on +he
total number of members in the group. No attempt is made to invest the
money collected. Some savings groups collect money to provide for
emergency expenses: illness, death, birth, marriage of a member. Money
is disbursed by decision of the membership. Other groups buy food
wholesale to distribute to their members. Many employee groups perform
this function.

(4) Research On Smaller Enterprises' Access To Credit

MSEs with fewer than 100 workers and less than $2 million in annual
sales have very restricted access to foreign exchange. They have to
obtain it on the black market at much higher than the official rate.
Credit unions and informal institutions provide savings mechanisms but
offer very little credit. SOFIDE, the development bank, has provided
medium term credit for MSEs but this credit has proved to be extremely
ocostly since the foreign exchange risk is borne by the borrower.

s
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A new institution, funded by the World Bank, Bureau d'Encouragement
au Developpement des Petites Entreprises (BEDEPE), has been set up to
provide credit to MSEs. The exchange risks will be absorbed by the GOZ
and dossiers will be processed at a much faster rate than was the case
with SOFIDE. BEDEPE also gives seminars for business people to help them
prepare dossiers for the bank. : : :

Since BEDEPE is a new institution, it will be necessary to track its
successes and failures in lending to MSEs. The PSSP will observe the
evolution of BEDEPE and the Credit Unions to determine how best to help
smaller enterprises meet their credit needs. Future projects growing out
of this research may help to meet these needs.

4.5 Women's Participation In The Private Sector

(1) Ppatterns Of Participation In MSEs

Women are underrepresented both as owners and workers in the MSEs
surveyed for the project. There was only one women owner in the medium
sized company survey and the average percentage of women employees was
under 4%. Women in general do not have a high rate of participation in
the formal private sector in Zaire, but are very active in business in
the informal sector.

There are major barriers to women entering the formal private
sector, especially industry. A married woman must have her husband's
permission to open a bank acoount or to work. She may be fired from her
job if her husband no longer wants her to work. She is prohibited by
traditional law from directly inheriting businesses or property.

National law allows women four months maternity leave at two-thirds
pay, and women also get four ex:tra days off each month. The birthrate is
very high in Zaire and infants and children often fall ill. Childcare is
exclusively the mother's responsibility and represents a large portion of
her daily activities. If both parents are working, it is almost always
the mother who will take time off from her job to care for an ailing
child.

For these reasoiis, owners and managers of MSEs often prefer not to
hire women. Nevertheless, a few reported that women are more productive
than men on the job. One larger company which was contacted separately
from the Coopers and Lybrand survey reported that they have set up a
candy factory in the interior with 50 women as employees and they are
very satisfied with the results. Any Kinshasa based company which
seriously wanted to hire women would have to consider on-site daycare.
At this time, MSEs are in no financial position to incur such an
additional expense.

P A
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A study proposed under the PSSP will examine women's participation
in the formal private sector. Funded in local currency, the study will
use a local women in development group to examine barriers to and
possibilities for women workers and business owners, including women's
level of productivity and policy issues which hinder the hiring of women
and women's access to banking services.

(2) Women In The Informal Sector

A woman's business activities often complement those of her
husband's. The husband may, through his job, have contacts which the
wife will exploit in her business, such as buying and selling cloth or
manioc products. For example, one company manager interviewed had
invested in a vegetable garden business for his wife outside of Kinshasa
and reported that she is very successful., Husbands may also bestow real
property on their wives, from which they earn income. Thus there is a
high percentage of women restaurant owners and proprietors of rental
housing. A woman may actually be "managing" the property for her sons
but she keeps the income as long as she lives.

A preliminary study for the World Bank on "the unrecorded economy"
describes how women engaging in trade and informal service activities
£ill the gap in family income between the husband's official salary and
the family's consumption needs. The wife's contribution may be
substantially larger than the husband’'s.

Market women are responsible for the supply of most fresh produce in
the cities. Some women rent or even own trucks., In the Bandundu area,
Kinshasa-based women traders have ocommissioned the building of large
motorized boats for river transport.

Efforts to integrate women into the formal sector have often been
unsuccessful for the following reasons:

o} Women's groups and oooperatives which might provide assistance
to women workers or through which a project might assist women
are fragile and of short duration.

o] Women's work in the informal sector avoids the visibility to
taxation and licensing that registered companies and salaried
work engenders. Companies in Zaire are burdened with an
overwhelming array of taxes and workers as well must pay a high
percentage of their wages in taxes.

O  Women's childcare responsibilities make it difficult for them
to keep the regular hours required for industrial work.

21
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o} Very few women enter technical institutes or receive technical
training. Women's jobs are mostly secretarial or related to
their traditional activities such as cleaning, cooking or
packing products.

o} Unemployment rates are very high and priority for jobs goes to
men in the household.

(3) Opportunities For Women In The Private Sector

Despite the obstacles mentioned above, a few women are working in
MSEs, mostly as secretaries, but some on the shop floor. BEDEPE plans to
have special training seminars for women entrepreneurs. Some training
for businesswomen has been provided through AFECOZA, the woman traders'
association, and this will continue under Cooperation Francaise's
technical assistance program to ANEZA.

USAID and other donors have provided some women the opportunity to
study management abroad, either in Europe, the United States or other
oountries in Africa. The PSSP will search out qualified women in the
banking and management sectors for training through USAID's AFGRAD and
HRDA programs. HRDA already sets a target of 33% female participation in
the program,

USAID is working to implement an effective family planning effort in
Zaire so that women can space the births of their children. This effort
helps women to enter into the workforce if they desire to do so.

The social stigma attached to being a single working woman is
gradually being relaxed, at least in the urban enviromment. In addition
many men are beginning to appreciate a wife who works in the formal
sector as she may be better educated and have access to a regqular
salary. Nevertheless, women's work and responsibilities are often issues
of struggle in a household, especially where men do not feel secure about
their own jobs and incomes. Thus, improving the overall economic climate
will contribute to the security necessary to ocontemplate changes in
gender roles. The study proposed above of women's participation in the
formal sector will enable the project to assess how best to assist
working women and women in business.

4.6 Representative Case Studies

All MSEs surveyed by Coopers and Lybrand are in the
industrial/manufacturing sector (with the exception of two trading
groups) and are located in Kinshasa. They are a diverse group.

Follow-up interviews were conducted with top managers in six companies in
the Coopers and Lybrand survey, foausing specifically on relations with

e ¥
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the wider community: oonsumers, suppliers, distributors, subcontractors
and employees., Investment plans, operation and management problems, and
the overall economic situation were also discussed. These companies
represent important segments of the manufacturing sector: oconstruction,
foods, consumer goods and agricultural supplies. Though their raw
material and spare parts needs are quite divergent, they face many common
operating problems. See Annex 2, The Technical Analysis, for a general
discussion of the companies surveyed.

(1) BRIXIN

o] Manufacturers of bricks and tiles from local materials
0 Credit needs: $430,000; z 17,235,000 (z 12,500,000 available)

o In business since 1949, 596 employees, Z 73,184,000 sales in
1987.

o Contact: M. Mathy, Director

M. Mathy pointed out that the value added factor by his company is
very high, as all raw materials come from quarries in Bas-Zaire, outside
of Kinshasa. In addition, he has designed furnaces which use
locally-produced charcoal to fire the bricks. M. Mathy is Belgian, born
in Zaire. He is past president of the Rotary International for Central
Africa, and recipient of the GOZ's Presidential "Ordre du Leopard.™ All
workers are trained at the factory and many have been with the company
for twenty years. BRIKIN is the only brick making company currently
operating in Xinshasa. They export bricks to the Congo and Central
African Republic. BRIKIN sells directly to the customer, whether it be a
large firm or an individual.

(2) VAP (Victoria Assorted Products)

o] Manufactures baby food, biscuits and chewing gum

o  Credit needs: $788,500; ($342,800 available). 2 110,000,000
(z 50,000,000 available).

o] In business since 1955. 297 employees, 27 374,426,000 sales in
1987.

o} Contact: Cit. Ntumba Kalonji, Financial Director.

VAP recently received a loan from USAID to install a new processing
machine for its baby food cereal line. This machine will enable the
company to use up to 70 percent of locally produced corn instead of
imported wheat flour. They need credit to purchase packaging materials

e
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for the new product. Cit. Ntumba noted that each time there is a price
rise in their products due to increased cost of raw materials, there is a
oorresponding drop in demand. With the new processing facility on-line,
VAP expects to cut unit costs and lower prices to the consumer. They
distribute their products in the interior and target their baby cereal
line to the critical weaning age, when infants are extremely vulnerable
to disease and malnutrition. VAP has an agreement to buy corn from an
PVO based in the Equator Region run by Catholic priests which is also
receiving USAID support.

(3) TREFILKIN

o] Manufacturers wire mesh, fencing and nails

o) Credit needs: $l,725,000 ($400,000 available) for imported
material. $150,000 spare parts, 2 12,000,000 for local spare
parts. New project: galvanized tin roofs: $250,000.

o] In business since 1963. 160 employees. Z 265,150,000 sales in
1987.

o] Contact: M. Dernelle, General Manager

TREFILKIN has recently ordered machines to fabricate galvanized tin
roofing and needs credit to finance imports of raw materials. They are
the only company in Kinshasa with the heavy equipment necessary to
produce quality nails and wire mesh. M. Dernelle was raised in Zaire and
educated in Belgium and the United States. Three women are employed on
the shop floor. The foreman mentioned that these women were more
productive than the men. Employee benefits include a dispensary,
medicine and access to food at below-cost price. There are twenty
workers in the company who have been with the company for over twenty
years, All workers receive intensive on-the-job training. TREFILKIN
sells fencing to plantations in the interior and provides sixty-day
credit, though this financing is becoming more difficult.

The company weathered nationalization (2Zairianization) in 1973 by
becoming part of IPS, a company with small metalworks throughout Africa,
which has 34 percent G0Z participation.

(4) MAZAL
o} Manufacturers matches

o Credit needs: $160,000. $13,500 spare parts, raw materials
$80,000/month

o} In business since 1971. 234 employees. Z 356,360,000 sales in
1987,
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o] Contact: M. Migliorini, General Manager

MAZAL is a wholly-owned subsidiary of Swedish Match. The company
purchases local wood but the rest of the materials are imported. They
seek financing to begin manufacturing match boxes at the factory, which
currently represents their largest outlay for raw materials. M.
Migliorini was born in Zaire and educated in Belgium. He has sent
employees for English language training. Three of the company's major
wholesale clients are women. Recently, the company wes forced to
discontinue distributor credit. The marketing chain extends to street
vendors who sell by the box. Wholesalers gross about 4007 per carton
(1,000 boxes); retailers about 1.5Z per box (100Z = 50 cents). MAZAL has
organized a workers' savings association or Tontine which purchases food
on credit, guaranteed by the company.

MAZAL, borrowed Z 17,000,000 from SOFIDE, the development bank, for
which they have borne the exchange risk. This loan is being repaid
despite the 300 percent devaluation of the Zaire.

(5) PENAZA

o] Manufaéturers paints and varnishes.
0  Credit needs: $1,714.200 ($428,500 available).

0 In business since 1961. 271 employees in 4 locations
(Kinshasa, Kisangani, Likasi and Lubumbashi). 2 378,965,000

sales in 1987.
o] Contact: M. Pol Snitz, General Manager

PENAZA is wholly owned by a Zairian woman who took over ownership
from two Belgians after Zairanization. The company is managed by M.
Snitz, wno has lived in Zaire for thirty years and has been with the
ocompany since its foundatinn. It is the only paint factory in Africa
which collaborates with DuPont, and the only factory in Zaire with
research facilities. The research facility has trained several people
who have gone on to start other companies. Since there has recently been
a dramatic rise in competition, PENAZA has decided to specialize in
quality products for specific uses. They supplied paint to General
Motors when it was in Zaire which represented a large portion of their
market.

PENAZA has three smaller factories in Kisangani, Likasi and
Lubumbashi, and distributes its products through hardware stores. They
have recently cut distributor credit from 90 days to 30 days.
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PENAZA buys local soy oil, copal and cement., The soy oil is produced by
an PVO-supported agricultural cooperative., Though only a small part of
their raw material needs, M. Snitz feels it important to keep up local
supply linzs,

(6) TISSAKIN
o Manufactures jute sacks

o Credit needs: $3,070,000 ($1,543,000 available); Z 380,366,000
Z 205,366,000 available)

0 In business since 1948. 598 Employees. 2 482,260,922 sales in
1987

o Contact: M. Husain, General Manager

TISSAKIN has extensive links with the agricultural sector,
specifically small jute farmers in Bandundu Region and traders buying the
jute. The company also imports high quality jute from Bangladesh (1/4 of
total jute) and has participated in the CIP to import this jute. Mr.,
Husain, a long time resident of Zaire, described how jute farming in
Zaire - once a major agro-industry - experiences severe setbacks when
credit is not available for the agriaultural campaign. The villagers
will not gather any more jute unless the first jute harvest is bought.

If not harvested, the jute dries up and is useless. The credit squeeze
has gotten more severe in the last two -years, and this‘year is very
tight. TISSAXIN provides credit to the traders but the company's credit
resources are limited. They compete with imported sacks from 3angladesh
which are dumped on the market. The company helped to finance a roads
project in Bandundu Region with USAID, working through a local PVO.
TISSAKIN is 60% Belgian and 40% Zairian owned.

4.7 Implications For Further Research

(1) Assessing Spread Effects

The target beneficiary poptlation for the foreign exchange import
and the local aurrency lending elements of the program consists primarily
of medium sized private sector businesses already in production. Spread
effects from assistance to these companies are suggested above. The
project will monitor these spread effects, and will collect
gender-disaggregated data in monitoring the impact of the Project on
participating MSEs. See suggested survey below. The depth and breadth
of Project spread effects depend a great deal on developments in the
wider economy, effective coordination with other projects within the
Mission and with other donors. Exhibit 4.1 illustrates the best case
scenario for spread effects from the PSSP.

P! /\‘,/'
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The PSSP has built in and budgeted for an on-going research program
which will systematically investigate other project and program
possibilities for addressing the important micro-sector and women in
development issues. Research into the encouragement of the growth of
businesses using local raw material inputs will also be conducted. For
further details on the PSSP research program, refer to Annex 6, Proposed
Research, Evaluation and Impact Studies and Human Resources Development.

(2) Survey Plan For MSEs

The study suggested below is to be carried out at baseline and
annually thereafter to determine project impact on MSEs. All MSEs
participating in the PSSP will be surveyed. This sample does not include
detailed financial information which will be collected. Refer to Study
1, Annex 6. .

I. Ownership, Partners and Shareholders
A. Percent Expatriate
B. Percent Zairian
C. Percent Women (of A and B)

II. Personnel

A. Number of Salaried Workers
l. Management
2. Workers
3. Percent Women (of 1 and 2)

B. Base Sclaries (Amount and Percent of Total Expenses)
1. Management
2. Worker

C. Benefits (Dollar value of Each Benefit Provided and Percent

of Total Expenses)
1, Management
2. Worker
D. Training Opportunities
1. Dollar Value and Percent of Total EXpenses
2. Number of Women Trained

III. Use of Smaller Enterprises
A. Number and Type of Subcontractor
B. Amount Spent per Month on Subcontractors and Percent of
Total Costs.
C. Percent of Women Subcontractors

IV. Sources of Raw Materials (Amount and Percent of Total Raw
Materials Used
A. Imports
B. [Local - Wholesaler Imports
C. Local Pproduct
1. Source of Product
2. Type of Product
3. Supplier of Product (e.g. Trader, PVO, Cooperative)

/)
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VII.

VIII.
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Marketing and Distribution

A.
Bl

c.
D'

Production Units Outside Kinshasa

Aamount and Percent of Total Sales through Wholesalers
(Percent Women Wholesalers)

Amount and Percent of Total Sales Directly to Client
Market Outlets by Region or Urban Zone

1. Number of Depots

2. Number of Stores

3. Number of Small Scale Traders Carrying Product

Sources of Credit (Amount and Percent of Total Credit)

A.
B.
C.
D.
E.
F.

Uses

B.

Own or Family Funds

Commercial Banks (through PSSP)
Commercial Banks (Other)
SOFIDE, BEDEPE

Overdraft

Informal Market

of Credit

Foreign Exchange

1. Raw Materials Imported (Type, Amount and Percent of
Total Expenses)

2. Capital Investments (Type, Amount and Percent of
Total Expenses)

Local Currency (Uses, Amount and Percent of Total Expenses)

Price of Product

A.
B.
C.
D.
E.

Free

B.
c.
D.

Wholesale

Retail

Production Cost per Unit

Price of Competing Products (Including Imports)

brices of Basic Consumer Items in Local Market (e.g tomato
paste, bread, ocooking 0il, salt, sugar and cloth) to
assess Cost of Living

Questions

How do you learn about new investment opportunities?

Are 'you experiencing difficulties with bank credit?

What are your major operating problems?

Would :you consider hiring qualified women graduates of a
technical school or management program, if their
qualifications were equal or superior to other applicants?
Wwhy or why not?

How do you view the overall economic climate as compared
to last year?

What about future problems and possibilities?

Is your product changing in response to oconsumer demand?
Why, and in what way?
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EXHIBIT 4.1

BEST CASE SCENARIO

SECTOR
CASE RESULTS BENEFITTING
MSE gets »1. Imports needed spare —p WORKERS
foreign exchange parts and machinery
credit
- Increased plant capacity - Increased salaries,
- Increased worker benefits and train-
productivity ing opportunities
2. Imports raw materials $ CONSUMERS
- Unit price of product - Prices fall
falls - Distribution widens
MSE gets —»1. Buys local raw materials -y AGRICULTURE/RURAL
local currency AREAS
credit - Credit for agricultural
campaigns - Local agro-industry
grows
- Farmgate prices rise
Ly 2. Gets working capital Ly DISTRIBUTORS/
SUBCONTRACTORS
- Becomes more efficient
- Reestablish/extend
distributor credit
- Increased use of
subcontractors
MSEs interact with (9 1. Buys from USAID-supportedl g MSEs
other USAID Projs. PVO agricultural LOCAL PRODUCERS
cooperative
- Higher farmer pro-
ductivity and better
quality crops from
from research and
extension
—»2. Buys in Project area - Better access to

rural areas,
improved roads
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ANNEX 5 ADMINISTRATIVE ANALYSIS

5.1 purpose Of Administrative Annex

This Administrative Annex has three basic purposes:

(o)

Define the operational, administrative and management
information and control requirements for successfully
meeting program goals.

Recommend a least cost organization, staffing and systems
structure which will meet project administrative

- requirements,

Assess the capabilities of implementing organizations to
meet project and management objectives: organization,
human resources, finance and management control systems,

Annex 5 also describes detailed systems design activities which
will follow PAAD approval.

5.2 Project OQverview And Operational And Control Requirements

The Private Sector Support Program is an integrated project of
financial sector reform and direct assistance to medium and
smaller-scale enterprises (MSEs). The PSSP has been designed to
achieve two important objectives:

(0]

Restructure the zairian commercial banking sector and
enable it to support productive investment by medium and
smaller-scale enterprises.

By assisting MSEs, help (1) reverse the decline in
industrial production and (2) re-establish demand and
supply linkages between urban and rural areas.

Four primary organizational entities are directly involved in
the planning, management and evaluation of the PSSP.

(1)

USAID which has overall responsibility for ensuring that
approved project objectives are met; all appropriate
requlatory and administrative controls are designed,
installed and complied with; participants and
beneficiaries meet all program requirements and
contractual commitments; and continuing assessments of
performance and evaluations of results are made and
reported.
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(2) The Government Of Zaire (GOZ) is the official entity with
whom all project agreements are negotiated and concluded,
The GOZ has the primary responsibility for ensuring that
its commitments under the PSSP are met, in particular
agreed covenants, conditionalities and benchmarks
established as conditions for the grant.

(3) pParticipating Commercial And Fiduciary Banks which act as
intermediary financial institutions in administering
foreign exchange allocations and loans to qualified
private sector target borrowers, or which act as fiduciary
institutions on behalf of USAID in carrying out contracted
supervision, control and reporting of Counterpart Fund
acoounts.

(4) Private Sector Medium And Small Sized Borrowers who are
‘pre-qualified by participating commercial bank lenders in
terms of financial credibility and ability to qualify
under specific PSSP commodity import and loan conditions.

Refer to Exhibit 5.1 of this Annex, Basic Program Objectives and
Participating Organizations which illustrates the relationships
among these participating organizations.

The sections which follow describe the management and staffing
structures and the management information, control and reporting
systems which have been designed to ensure that these four major
participating groups interact appropriately and effectively and
fully meet program objectives, operating policies and procedure, and
oontractual commitments.

5.3. Proposed Program Structur2, Responsibilities, Authorities And
Working Relationships

USAID Zaire has established several basic principles to guide
the management of the PSSP.

o] Senior USAID Management will directly oconcern itself with
continuing high level discussions and policy dialogue with
the GOZ and donor agencies.

o] Participating Commercial Banks will be responsible for
qualifying borrowers, extending credit, opening letters of
credit, acoounting for and collecting loans, and assuming
credit risks vis a vis private sector MSE borrowers.

o A PSSP Program Management Unit comprised of USAID's
trained CIP staff and several PSC specialists will carry
out day-to-day project responsibilities; supervise,
ooordinate and evaluate the work of the fiduciary bank,
consulting and auditing groups; make periodic and special
reports of progress against plan; and recommend changes in
program content, scope, or management.
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Exhibit 5.2, Program Structure and Relationships, illustrates
these relationships. The sections which follow summarize the roles
of the principal participants in the PSSP's on-going management
process,

(1) USAID Zaire

USAID policy discussions with GOZ and donor agencies will
continue to be directly managed by the Mission's senior executives.
Responsibility for overall project implementation will rest with the
Project Design and Operations Office (PDO), which also has
responsibility for current CI? projects. The Mission's Program
Economist will work closely with PDO in monitoring the financial
sector reform elements of the project.

A Program Management Unit comprised of a Program Manager,
Program Economist, Financial Sector Economist and Cummodity Import
" Manager will be created to carry out the on-going implementation,
operational, and evaluation workloads which are associated with such
a project. There are a number of considerations justifying the need
for such a project management capability:

o] The Mission's current workloads apart from the PSSP.

o] The size and importance of the PSSP which is the
centerpiece of the Mission's private sector strategy.

o} The need for car=ful monitoring of GOZ performance in
undertaking agreed requlatory reforms, and for
carrying out studies measuring the impact of these
reforms.,

o] An existing trained CIP staff with well established
connections with the Bank of Zaire, commercial banks,
private sector MSEs., This existing group has the
capability to achieve rapid start up and ensure that
commodity imports and financing procedures comply
with AID Regulation 1,

o] Tne need to manage the contractors charged with
implementing the foreign exchange, lending, policy
surveys, and monitoring activities,

Exhibit 5.3, Program Management Structure, summarizes the
staffing of the Program Management Unit (PMU) and the major
responsibilities of the fiduciary bank, local consulting-audit firm,
and special consultants. Position descriptions and qualifications
for each of the four positions proposed for the PSSP Management Unit
are also included.
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EXHIBIT 5.2
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(2) Fiduciary Bank

USAID currently is working with a private commercial bank
as fiduciary for the Counterpart Funds generated by CIPs and PL480
private commercial import programs. Counterpart Fund contributions
are made directly by importers' banks to the bank holding the core
Counterpart Fund acoount (currently Citibank/Zaire). Several
contributions, spread out over many months in some cases, are made
for each import transaction. USAID is now phasing in a program of
charging importers interest on payments terms, which will be added
to Counterpart Fund contributions. The Mission is also pursuing
maximum interest earnings on any balances remaining in Counterpart
Fund acoounts. Thus, bank management of Counterpart Fund acoounts
is satisfactory and is becoming increasingly sophisticated.

The tasks of the Fiduciary Bank under the Private Sector
Support Progran will build on and expand those already performed by
“the banks holding the Counterpart Funds, including more detailed
reporting of all CPF, collections of payments and domiciling of bank
guarantees. cCommercial banks in Zaire have been examined regarding
the tasks of the fiduciary bank as discussed above, and there appear
to be potential candidates who are both capable and interested in
this role.

(3) Consulting Firm and Auditor

A key to the impact of the program in the medium to long
term will be the continuing development of information about the
financial and MSE sectors. This will be accomplished throughout the
program by the use of a private management consultant or auditing
firm. The consultant will identify achievements, progress,
shortcomings, and problems in both these sectors relating
potentially to their particular institutional characteristics, the
macroeconomic environment, or the governmental regulatory
environment.

To achieve the insight into local business institutions,
the Mission requires the availability of a management consultant or
auditing firm that combines the characteristics of working to
international quality standards and of intimate knowledge of the
environment, language, and practice of business in Zaire today.

Several such firms exist in Zaire - two American and one
Belgian - among them at least three affiliates of international
accounting firms and one or more Zairian firms. Three of these
firms have worked under contract for USAID in various capacities,
two in the preparation of USAID's private sector activities.

(4) Special study Consultants

Provision will be made for the use of consultants retained
for short term consulting assignments requiring specialized
expertise. These consulting studies will include specific and
general impact surveys, informal private sector lending mechanisms,

t L ,
Y A



EXHIBIT 5.3
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micro segment lending research, socio-cultural benefits analyses,
and women in development issues and impacts. The PSSP Program
Manager will be responsible for the development of appropriate work
scope statements and budget estimates, and for the direct
supervision and coordination of the consultant's work.

(5) Participating Commercial Banks

Zaire has an efficient and profitable banking system
which, despite GOZ shareholding in some banks, operates under
private management., Foreign ocontrol of banks is not felt in
day-to-day management, although some of the smaller banks are

essentially affiliates of multinational banks (e.g., Citibank Zaire).

Banks are free to develop their own services and
portfolios within overall credit ceilings, although a quota for
credit to the agricultural sector, broadly defined, has been imposed
recently. There is no official control on interest rates or fees,
and the GOZ does not impose clients on banks.

The Mission has held discussions (with eight commercial
banks in Zaire) regarding the proposed project. All the banks
ocontacted expressed substantial interest in participating in the
project. The aspects of the program which banks found attractive
were the following:

o] Availability of foreign exchange and fees from
opening L/Cs.

o} Possibility of allowing importers to import goods
from ocountries other than to the U.S.

o] Absence of exchange risks either for the borrower or

the bank.

o Exclusion of PSSP local currency lending from credit
ceilings.

o} Management of the funding program within the
commercial banking system and not through the Central
Bank .

Banks are willing to take full credit risks as long as
they are allowed to select their own customers and utilize their own
credit guidelines. They are prepared, however, to work with
companies which fall within the MSE guidelines established by USAID.

Banks have also been encouraged by the Bank of Zaire's
decisions to eliminate the requirement for case-by-case Bank of
Zaire approval of agricultural loans and medium or long term loans;
and to derequlate interest ceilings and allow the banks to charge
market rates,


lfiore
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In conclusion, the Zairian banking sector is
institutionally fully capable of fulfilling the role of lending
institutions under this project. The challenge facing the project
is to contribute to macro-economic, regqulatory, and institutional
changes that will permit the banking sector to intermediate more
. domestic financial resources for the benefit of the Zairian private
sector at the end of the project.

5.4 The Role Of Financial Intermediaries In The Private Sector
Support Program

This section reviews the role of the financial intermediaries -
commercial banks and contracted fiduciary institution - in the PSSP.

(1) Foreign Exchange Transactions

Local commercial banks participating in the PSSP will
offer letter of credit facilities to eligible private sector
importers using the same mechanism employed in AID's existing
Commodizy Import Programs. Commodities will be financed according
to AID Requlation 1. Disbursements to foreign suppliers and
repayment to the foreign disbursing bank will employ the normal U.S.
Letters of Commitment and commercial bank documentary letters of
credit.

The PSSP will also provide local currency loans to
importars by offering short to medium repayment terms. The
importer's local bank will guarantee such loans, set lending terms
and conditions, assume credit risks, be responsible for collections
of principal and interest, and make all remittances to the
Counterpart Fund under agreement with USAID via a local fiduciary
bank.

No local currency will be advanced, however, by the
Countermart Fund or by the bank for imports. Through this mechanism
dollars will be utilized to cover foreign exchange requirements and
local currencies will be advanced to the borrowers only to cover
associated local costs or to allow purchase of locally available raw
materials, spare parts, and equipment.

The program will place no constraints on lending
conditions between the bank and the borrower as to the collateral,
fees, or repayment terms. Since the letter of credit transaction is
fully funded by an inflow of foreign exchange provided under terms
of the project agreement, the central bank has agreed that the
overall lending ceiling and the individual ceiling for the
participating bank will not be affected. 1In any case, IMF has
agreed to take the PSSP lending program into acoount when
establishing the new credit ceilings for Zaire. Repayments will be
independent of the foreign exchange rate, so that the bank and the
borrower will bear no foreign exchange risk.
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(2) Approval And Disbursement Mechanisms

Exhibit 5.4 which follows, Document and Finance Flows,
illustrates the roles of the local commercial banks and the U.S.
disbursing bank in opening, confirming and advising letters of
credit and in paying suppliers; and of the local commercial and
fiduciary bank in controlling CPF repayments. Exhibit 5.5 Commodity
Imports - Documents Flows, portrays the foreign exchange import
approval and currency flow process.

Exhibit 5.6, Local Currency Credit and Payment Flows,
illustrates the local currency lending process. See Annex 7,
Implementation Procedures for Private Sector Financing.

5.5 The Role Of The Fiduciary Bank

(1) Responsibilities -,

Under the CIP approach, the Fiduciary Bank has the following
responsibilities:

o] Monitor and oollect from participating banks the
ocounterpart fund and interest payments due under different
letter of credit and Direct Letters of Commitment issued
by USAID.

o] Issue monthly reports clearly detailing, per bank and per
sector of activities, all outstanding L/Cs and DL/COMs,
aging of the past due payments and related interest, and
commodities/products being financed.

o] Receive letter of credit transaction documents from the
participating banks and information as to USAID issued
DL/COMs (without the identification of the borrower)
setting forth the details, the pertinent transaction
number and borrowers acoount number.

o] Receive all payments of principal and interest to the
ocounterpart fund account from participating banks.

o] Recommend to USAID and to the GOZ Department of Plan
jointly when it is indicated that the guarantee of a
participating bank should be called in to cover the
failure of an importer to repay the CPF.

(2) Under the local currency lending program, the Fiduciary Bank
has the following responsibilities:

o] Transfer CPF local currency to the participating bank
within one working day of receipt of the request to cover
approved loans.
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o] Monitor the counterpart fund payments due under local
currency lending.

o] Receive transaction documents from the participating banks
(without the identification of the borrower) setting forth
the details of the loans, guarantees of promissory notes,
and pertinent transaction numbers.

*Not including the grace period.

D
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o] Receive all payments of principal and interest to the
counterpart fund account from the participating banks.

o] Collect due loans on maturity from participating banks and
credit the CPF with the loan proceeds.

o} Issue monthly reports clearly detailing, per bank and per
sector of activities: outstanding loans (grouped by
maturity), aging of the past due loans, and types of
products being financed.

(3) Reporting

" The Fiduciary Bank is required to maintain adequate records and
issue reports to USAID as covered in Implementation Procedures
for Private Sector Financing, 7.6(2) below. All reports will
show the transaction number and borrower's account number (of
the participating bank).

(4) Remuneration

The Fiduciary Bank will be remunerated under a fixed fee dollar
denominated contract to be paid in dollars and counterpart
funds.

(5) Eligibility

To act as a Fiduciary Bank, a bank would have to meet the
following criteria:

o) Be a private ocommercial bank operating in Zaire.

o) Be willing to submit to and be capable of having satisfied
AID's acoountability requirements for the previous three
years and for the duration of the project.

o) Show evidence of efficient reporting and bookkeeping
capabilities that can track and closely monitor the status
of payment to the CPF for L/Cs and DL/COMs opened under
the CIP, and for local currency loans approved under the
LCLP,

o] Accept that while the Fiduciary Bank will be permitted to
participate in opening letters of credit under the CIP, it
must keep records to clearly distinguish its commercial
bank activity from that of the Fiduciary Bank,

5.7 Management Information And Control Systems

Detailed analysis of dollar and zaire disbursements, document
flows, approvals, and monitoring and oontrol procedures for the CIP
and local currency loan program are described in their actual
sequence in Annex 7, Implemenation Procedures for Private Sector
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Financing. Below are summaries of the major monitoring and
reporting activities for the CIP and LCLP by each participating
organization:

pPart I: Providing Access To Foreign Exchange:

(1) By participating bank: The participating bank receives all
requests from importers for foreign exchange, It reviews for
conformance with USAID and GOZ policy and procedures to include the
selection of the supplier. The participating bank then requests
USAID/GOZ approval of each transaction. It draws up the promissory
note to cover repayments to the CPF by the importer, agrees with the
importer on collateral, sets the repayment periods, and makes
collection of CPF from the importer.

o] By USAID:-

- Prior to shipment of commodities: USAID reviews and
jointly approves the transaction with the
GOZ/Department of Plan. It approves the letter of
credit prior to issuance, or issues a direct letter
of commitment (if such is employed) after verifying
that the import license has been validated. USAID
establishes and maintains control over payment of CPF
as required by each underlying promissory note,
and/or corresponding credit to the CPF accouant at the
Fiduciary Bank. Lastly, it evaluates the progress of
the U.S. Bank handling letters of credit.

- Subsequent to shipment: USAID follows up with the
participating bank to confirm that shipping documnts
have been negotiated with the importer. It uses the
suspense file established when the supplier provided
USAID with information copies of all shipping
documentation. USAID then follows up with a
receiving report to the importer and requests the
local auditing firm to perform end-use checks to
verify the actual receipt and utilization of
commodities in terms of the original transaction
approval. USAID continues to maintain control over
the importer's payment of the CPF to the
participating bank for the life of each promissary
note, and the transfer of funds to the CPF account at
the Fiduciary Bank. USAID reviews the status of
deliquent accounts to include recommending the
calling in of bank guarantees when the situation
warrants. USAID receives periodic reports from the
Fiduciary Bank and auditing firm, analyzes them and
takes appropriate action.

TUD N
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By the Fiduciary Bank: The Fiduciary Bank establishes
transaction controls upon receiving transaction summary
documents from the participating bank and USAID. The
Fiduciary Bank holds the Promissory Note endorsed by the
participating bank and automatically debits the letter on
maturity through the Central Bank's clearing system. The
maintenance of constant status control on all repayments
due is thus a major control responsible of the Fiduciary
Bank.,

By the U.S. Bank: Where letters of credit are involved,
the U.S. Bank is required to report monthly on the status
of draw-down of AID funds and of payments against letters
of credit. This report causes the U.S. bank to maintain
up to date records covering each letter of credit and to
report funds made available as letters of credit are
closed out,

By the GOZ Department of Plan: The GOZ Department of Plan
initially exercises control when it jointly approves each
transaction with the USAID. Subsequently, it may ask for
information as to the status of the CPF acoount from
either USAID or the Fiduciary Bank as required.

By the Auditing Firm: The auditing firm performs end-use
checks on MSE importer upon the request of USAID, and thus
ocontrols the eligibility of the imported goods and their
appropriate end-use, and performs any other functions
deemed necessary by USAID.

(2) Reporting

o

By the Participating Bank: The participating bank will
furnish the fiduciary bank the following documents or
reports:

- Copies of all letters of credit opened and amended,
deleting the name of the account party.

- Endorsed Promissory Notes by the participating bank.
Transaction status report to the Fiduciary Bank will
also be furnished to USAID.

- Evidence of all deposits made to cover the foreign
.exchange cost of L/Cs and DL/COMs, if any.

- A monthly report showing the status of all
outstanding L/Cs and DL/COMs. This will include
transaction number, importer's acoount number and the
terms of payment and interest charged. 1In reporting
Letters of Credit, the pertinent AID-Washington
Letter of Commitment will be cited. A oopy of the
report will be furnished to AID.

RN
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o} By the Fiduciary Bank: The Fiduciary Bank is required to

maintain adequate records and issue the following reports
to USAID and the participating banks. All reports will
show the transaction control number.

Monthly Outstanding L/C and DL/COM Reports:

Indicates L/Cs and DL/COMs per bank, transaction
number, commodities involved, L/C maturity or DL/COM
expiration date, the value in dollars and Zaires, and
pertinent interest rates and exchange rates. The
report should include a section covering default from
the borrowers and the value and transaction number of
each one,

Monthly Delinquent Loan Report: Indicates overdue
payments under L/Cs and DL/COMs broken down by bank
and sector of activity, reasons for delinquency and
age of overdue payments. Delingquency is required to
be reported whenever an importer misses a payment and
regardless of whether or not the bank itself repays
the CPF. 1In all such cases the transaction number
and number of the importer's account will appear in
the report,

A brief quarterly analysis and evaluation of the
import program, describing presumed reasons for low
or high rate of overdue payments under the PSSP
program, ary problems encountered in interacting with
the participating banks and any recommendations tc
improve the system.

Part II. Local Currency Lending Program

(1) Monitoring And Control

o} By the Participating Bank:

The participating bank receives all requests from
MSE's to borrow local currency under the PSSP. The
bank establishes the borrower's eligibility and
credit risk for the transaction in question, and
insures that proformas are provided when purchases of
commodities (and related services) are contemplated,
or that a procurement plan is provided when the loan
proceeds are to be used for an agricultural buying
program. The bank establishes the promissory note to
ocover. repayments of the loan, agrees with the
importer on collateral, sets period for repayment and
makes oollection.

The bank informs the Fiduciary Bank of the
transaction, endorses the Promissory Note, hence
authorizing the fiduciary bank to debit its account



(2) Reporting

(o)
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on maturity, and requests funds to cover the loan.
It maintains follow up to insure that the Fiduciary
Bank acts to release the funds within the stipulated
one working day from the date of its request.
Following receipt of the funds, disbursement is made
either in the form of a check to a supplier to cover
the goods being purchased, or in the form of a
deposit to the borrower's acoount.

By the Fiduciary Bank: The Fiduciary Bank
establishes a transaction control file upon receiving
a transaction summary, loan guarantee commitment and

.request for funds from the participating bank. The

Fiduciary Bank maintains oconstant follow-up on the
repayment schedule established for the repayment of
each loan. The Fiduciary Bank holds the
participating bank's guarantee or endorsed Promissory
Notes for repayment of each loan. Thus, as in the
case where foreign exchange is provided, the
maintenance of oconstant status control and follow-up
on-all payments due to the CPF is a major
responsibility of the Fiduciary Bank.

By the GOZ/Department of Plan: The GOZ/Department of
Plan remains concerned over the use of the
ocounterpart funds, the benefits derived and the
timely repayment of funds that are loaned. To this
extent, the GOZ will periodically request status and
progress information from the Fiduciary Bank.
Likewise, USAID will bring up matters jointly with
the GOZ and banks concerned when reported data
indicate such action is warranted.

By the Local Auditing Firm: The auditing firm
performs end-use checks of locally financed goods
upon the request of USAID. These checks serve to
verify the eligibility of the goods and the
appropriateness of their end-use.

By the Participating Bank: The participating bank will

supply the fiduciary bank with the following documents and

reports::

Loan Application Files: a oopy of each complete loan
application file after the bank has approved the
loan, The file will include the borrower's request
for a loan, pro-forma invoices or procurement plans,
the banker's loan approval and transaction number,
repayment schedule of principal and interest, copies
of paid invoices, and receiving reports for goods or
warehouse receipts for agricultural commodities, and
endorsed Promissory Notes,
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Monthly Status Report on LCLP Acoount indicating the
amount of local currency approved for loans by the
participating bank, amount received from the
Fiduciary Bank to cover these loans, and the amount
actually disbursed on each transaction. The report
will identify each loan by the transaction number and
the borrower's account number. '

o] By the Fiduciary Bank: The Fiduciary Bank will furnish

USAID with the following reports:

Monthly LCLP Escrow Account Statement: Indicates the
status of the CPF escrow account and related
activities. Transfers into the escrow account from
the regular CPF.account will be shown with references
to the USAID/GOZ authorization. Monthly and overall
cumulative drawdowns against the LCLP escrow acoount
per participating bank will be identified by
pertinent transaction numbers and the borrowers'
account numbers. Loan activities will be separated
for each participating bank.

Monthly Outstanding Loan Report: Indicates
outstanding loans per bank and per sector of the
borrowers' activity and loan tenor, maturity and
interest rates. Loans will be identified by the
transaction number and the borrower's account number,

Monthly Delinquent Loan Report: Indicates overdue
loans per bank and per sector of activity, reasons
for delinquency and age of overdue loans. Required
whenever a borrower misses a payment and regardless
of whether he bank repays the CPF. Loans will be
identified as ir the monthly report.

A Brief qQuarterly Analysis/Evaluation of the loan
program, descriping the reasons for low or high rate
of credit utilization under the PSSP program,
problems enoountered in interacting with the
participating banks, and recommendations to improve
the system,

yes
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EXHIBIT 5.3A

psiamm MANAGEMENT STRUCTURE - KEY POSITION DESCRIPTIONS

- PRIVATE SECTCR SUPPORT PROGRAM -

MAJOR RESPONSIBILITIES

Prepare long range and year ahead
plans, budgets and schedules for
all activites of the PSSP.

Develop and install accounting
monitoring and evaluation systems
for assessing performance against
plan..

Establish work scopes, issue re-
quests for proposals, qualify con-
sultants, propose contract awards
and supervise work of outside re-
search, audit and consulting firms
retained for PSSP studies, research,
audits and evaluations.

Prepare periodic and special re-
ports on progress ajgainst plan, and
make appropriatz recammenlations.

Supervise and evaluate the work of
the Financial Sector Economist,
the Program Economist and the
PSSP CIP officer.

Maintain close working relation-
shios with key officials in the

, %he participating and
fiduciarv banks and private sector
bensficiaries.

Repors and be responsible to the
USADD D/PDO executive responsible
for Mission project control.

Snsure that all conditions, agree-
ments and contracts between USAID

and GOZ, marticipatima and fiduciarv

banks, consultants and auditors
are camplied with and that cam-
liance with such terms and condi-
tions are reported with appropriate
recommendations.

Ensure that all PSSP activities are
carried aut in accordance with AID
and Mission policies, procedures
and approval authorities, and that
all reporting requirements are
observed. Consult with the D/PDO
on all issues related to approval
authorities.

PRIMARY QUALIFICATIONS

1. Have three to six years experience
in public and private sector business
or economic develooment activities,
Experience in Africa highly desirable
Experience in AID-related activities
desirable.

2. Demonstrate understanding and experience
in intermational trace finance and com-
mercial bank operations.

3. Possess an advanced degree or its
equivalent in business, economics, or
the social sciences.

4, Damonstrate successful experience in
the supervision of mlti-disciplinary
teams, and in the development and pre-
sentation of effective written and verbal
reports. Consulting experience desiratcle,

5. Possess fluency in Znglish and a S3/R3
level in French.

6. Damonstrate an ability o gain the con-
ficence and acceotance »f »olicy makim
officials and execuz:ves in the oublic
and private sectors.
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MAJOR RESPONSIBILITIES

Advise the PSSP Program Manager on all
aspects of the survey, monitoring and
evaluation activities of the PMU.

Participate in the research and an-
alysis activities of the Financial 2
Sector Economist of the PMU and

provide him with appropriate counsel

and assistance.

Prepare research plans and budgets.

Head the Mission's Research Camittee.

.

Conduct selected econamic and social 4
research studies.

Monitor and evaluate on-going program
research sponsored by USAID or in
collaboration with other  interested
agencies.

Define and specify research projects,
draft RFPs, qualify and recammend
consultants, and supervise and/or
participate in research and evalua-
tion projects.

Organize and direct the activities of 1.
the PSSP commodity import activities.
Report and be accountable to the PSSP
Program Manager. Consult with the
Program Manager to ensure :hat all
internal procedures are designec o
satisfy statutory

and Mission opolicies in reqardé <o
approval authorities.

Establish management information re- 2.
porting and control systems for the
CIP activities and ensure their
adequacy in meeting all operational,
control and statutory reporting

requirements.

3.

Raview applications and proposals 4.
and“recommend approval for

utilization of the foreign exchange

and local currency elements of the PSSP 5.
to ensure conformity with all PSSP

beneficiary criteria.

Ensure that all actions have been

taken to ensure accurate ard timely

issuance of commitment letters.

PRIMARY QUALIFICATIONS

Possess an advanced degree in economics
anthropology, or related social science
field in which quantitative analysis is
an important requiremenc.

Have strong analytical and quantitative
skills, and the ability to plan, review,
and advise on research proposals and
methodology in both 2nglish ancé french
(R3/S3).

Demonstrate outstanding verbal and written
presentation skills.

Have previous experience in developing
country environm¢-..S, preferably in Africa.

Have two years of private sector experience.
Experience in Africa desirable. An under-
standing of USAID field operat:ions and

CIP vrogress very helsful.

DYemonstrate successful supervisory ex-
perience and the ability to deal effectively
with high level officials and executives,

Develop ideas and recommendations in
effective written and verbal presentations.

Possess fluent English and S3/R3 level
French.

Have a university degree preferably in

business, economics or the social
sciences.

Aflex
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POSITION MAJOR RESPONSIBILITIES

COMMDITY TMPORT 5. Assist in the establishment and

_ _OFFICR __ installation of systems, procedures
and reporting requirements for the
fiduciary bank selected to monitor and
report on the local currency counter-
part fund. Evaluate and assess the
activities of the fiduciary bank and
make approoriate reports and
recommendations.

6. Maintain continuing operational con-
tacts with participating private
sector commercial banks in Zaire and
advise and assist them in securing
PSSP objectives.

7. Remain in contact with U.S. confirming
and negotiating banks to ensure prompt
and accurate handling of all trans-
actions.referred to them, and expedi-
tious payment to authorized exporter-
suppliers.

8, Contact on a continuina basis private
sector MSE's participating in the
PSSP to determine program effective—
ness and impac:.

9. Establish control systems, in
particular aporopriate domiciling of
all avalized notes and bank guarantees,
to ensure that participating commer-
cial bank repavments are rmde in
conformity with agreaments and con-
tractual resconsibili“ies,

10.7ork closely with monitoring,
evaluation, irwact and otnher consult-
ina and researcn teams engaged in
assessing PSSP oerformance and recom-
mending chanaes, extension or addition
to private sector sucoort program
activities.

BEST AVAILABLE DOCUMEis

PRIMARY QUALIFICATIONS
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MAJOR RESPOYSIBILITIES

Act as advisor to the Bank of Zaire
on financial and banking system
reform, in particular reform targets
and schedules contained in GOZ/USAID
PSSP agreements.

Establish practical policy reform
conditionalities and benchmarks and
recomend qualitative and quantita-
tive measures of QOZ performance in
attaining these benchmarks. Follow
progress of the GOZ in meeting agreed
conditions and benchmarks. Consult
with and assist Q0Z officials as
directed in developing policy and
program approaches to meeting agreed
conditionalities and benchmarks, and
work closely with them in implementing
agreed programs. Prepare reports for
®0Z and/or USAID us in assessing
progress, recamending next steps, and
studying new approaches to agreed re-
form objectives.

Remain aware of major macro economic
developments and programs impacting
structural adjustment programs with
specific reference to the private
sector and the finance and banking
sector.

Maintain close and continuing contacts
with representatives of the World
Bank/IM®, the donor commmity, the
U.S. Bmpassy and USAID on matters
related to macro econamics, policy
reform, banking sector reform amd
private sector development.

Conduct and/or participate as a team
memder on research surveys and orepare
reports on areas of interaest to the
PSSP,

Advise and prepare background and
briefing papers for USAID officials
engaged in policv reform discussions
and negotiations with the GOZ and the
donor community,

Prepare work scopes, assist in
qualifying consultants, and direct,
supervise and/or participate in
special surveys related to PSSP
objectives.

Organize and conduct seminars,
orientation and

training sessions for G0Z and/or
USAID personnel on:macro eccnamic
‘issues and developments, progress
in achieving PSSP objectives, and
results of on-going PSSP research,

1.

2.

6.

PRIMARY QUALIFIZATIONS

Have a minimum of fifteen years of exper-
ience in internmational finance and
banking, preferably in both the public
and private banking sectors. Developing
country experience essential. Experience
in Africa highly desirable. World
Bank/IMF/USAID experience very relevant.

Demonstrate outstanding ability to work
on major national economic issues at hich
levels. Able to present ideas clearly
in persuasive written and verbal pre-
sentations.

32 a mature and articulete individual able
to gain the conficence and acceptance of
policy level officials and executives.

Demonstrate practical experience and
current familiarity with structural
adjustment issues, problems and solutions
particularly relating to central bank
finance and banking systems reforms in a
developing country environment.

Possess an advanced Jegree in economics
finance anc banking or business.

Be fluent in English and French (S4/R4).

!
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ANNEX 6

PROPOSED RESEARCH, EVALUATION AND
IMPACT STUDIES AND
HUMAN RESOURCES DEVELOPMENT

- PRIVATE SECTOR SUPPORT PROGRAM -

The purpose of this Annex is to provide activity summaries,
schedules and budgets for oonsulting and technical assistance required to
carry out research, monitoring and impact studies, policy dialogue
conferences and workshops, and PSSP-related human resources development
activities, These activities have been designed as integral elements of
the PSSP over the five-year life of the project.

The special studies suggested here have four major objectives:

0 To improve the management, implementation and development of the
PSSP, specifically the financial/credit compunent and the policy
reform ocomponent;

0 To indicate directions for future projects in private sector

development including:

- identifying efficient industries, studying means of increasing
the value-added sector in Zairian industry

- examining domestic savings mobilization and credit in the
informal sector as means to understanding smaller MSEs'
financial needs

- researching the problems and potential of women as workers
and business owners in the private sector

O To monitor impacts of the Project on traditional AID target
groups - the urban and rural poor, women - through surveys of
participating MSEs and special studies on the informal sector and
women in the private sector;

o To generate data for the evaluation of the Project.

The project summaries which follow provide the following information on
each of the proposed activities:

0 Activity Title and Purpose

0 Fiscal Year Schedule

O Estimated Person Months

0 Estimated Budget
Exhibit 6.1 provides a one-page summary of these activities. The studies
suggested should be oinsidered an illustrative list and may not all be
implemented as they appear here. Their total cost must not exceed the

$950,000 set aside in the PP for studies and monitoring (see Exhibit 6.2
for disbursement schedule).

o~
~
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EXHIBIT 6.1

PROPOSED RESEARCH, EVALUATION AND
IMPACT STUDIES AND HUMAN RESOURCES DEVELOPMENT

- PRIVATE SECTOR SUPPORT PROGRAM -~

BUDGET
TITLE EST. FY Dollars IC $ Equiv.
1 Survey Impact of PSSP on Private 1,2,3,4 $124,800 118,464
Sector Participants
2 Design and Install PSSP Management 1 43,857
and Information Control System
3 Survey Informal Sector Savings 1 21,040 9,652
and Credit Activities
4 Survey Private Sector Business 2 20,747
Develozment Opportunities for
Local Inputs and Export
5 Conduct Economic, Finance and 1,2,3,4 136,971 78,496
Banking Studies
6 Conduct PSSP Seminars and 2,5 66,900 3,872
Conferences h
7 Sponsor Human Resources 2,3,4,5 227,865
Development .ctivities
8 Women in the Formal Private Sector 2 20,747
9 pPolicy Reform Programs/
Donor/Coordination 5 9,724 6,823
10 Analysis of Potential for Increasing
Generation of Foreign Exchange 5 10,036
Subtotal 631,157 268,837
Total 899,994
Studies Program Contingency 50,000
TOTAL Studies Budget 949,994

jﬁ /IX’



IMPLEMENTATION OF RESEARCH, EVALUATION AND

4

EXHIBIT 6.2

‘IMPACT STUDIES, AND HUMAN RESOURCES DEVELOPMENT 1

FY 1
Disburse-  $185,000
ments
Study 1§ 28,200

LC 15,653
Study 2 $ 43,857
LC
Study 3 $ 21,040
LC 9,652
- Study 4 $
LC
Study 5 $ 38,905
IC 23,302
Study 6 $
IC
Study 7 $
IC
Study 8 §$
LC
Sstudy 9§
IC
Study 10 $
IC
Studies Pro.
Contingency
Fund
TOTAL $180,609

2
$245,000

30,200
23,333

20,747

43,538
13,672

30,000
1,430

50,756

20,747

3

4

5

$205,000 $175,000 $140,000

32,200
32,812

41,795
36,651

54,557

34,200
46,666

12,733
4,871

58,776

36,900
2,442

63,776

9,724
6,823

10,036

TOTAL
$950,000

124,800
118,464
43,857
21,040
9,652
20,747

136,971
78,496

66,900
3,872

227,865

20,747
9,724
6,823

10,036

50,000

$234,423 $198,015 $157,246 $129,701

1, Refer to Exhibit 2.2, Table I (3) in Section 2.
IC = Local Currency ($ Equivalents)

$949,994



TITLE AND PURPOSE

1. Survey Impact of PSSP on Private
Sector Participants in the Foreign
Exchange and Local Currency

PROPOSED RESEARCH, EVALUATION AND IMPACT STUDIES

AND HUMAN RESOURCES DEVELOPMENT

- PRIVATE SECTOR SUPPORT PROGRAM —

Lending Program

EST. EST. BUDGET
FY PERSON DOLLARS
MONTHS
1 1 28,200
2 1 30,200
3 1 32,200
4 1 34,200

An annual assessment of private sector beneficiaries
under both the foreign exchange and local currency

components of the PSSP. See Annex 4, Social Soundness
Analysis, for sample survey questions. These impact

studies have several objectives:

1) Assess changes in the investment climate.

2) Determine specific improvements resulting
from foreign exchange and local currency
loans in private sector investments,
productivity, cost reduction, capacity
utilization, financial status, profitability
of new products, local purchase of goods and
services, market expansion, employment, etc.

Draw conclusions on program effectiveness and
make appropriate recommendations. Recommend,
as appropriate, concept proposals for new
project designs, or changes in PSSP priorities,
conditionalities and approach.

3] Estimated Costs

$124,800
LC118,464
243,264

.
Koy oo
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EST EST

TITLE AND PURPOSE FY PERSON
MONTHS

2. Design and Install PSSP 1 2
Management Information and Control

System

Specifications for the PSSP Management
Information and Control Reporting System have been
-completed. . (See Annex 2, Administ:ative Analysis.)
Detailed system design, installation and trouble shoot-
ing will begin in month one of project implementation,
with installation and debugging carried out during
months 2 through 4. Costs estimated.on basis” of use of
local consulting f£irm.

Total Estimated Costs

3. Mobilization of Domestic Savings and
Informal Credit Activities 1 4

Informal sector savings and credit
activities are estimated to be large and important
in both urban and rural areas of Zaire. This
study will assess possibilities of encouraging or
working through this sector for providing
credit or technical assistance to smaller enterprises,
in which are included most women-owned enterprises.
The study would employ one expatriate and one local
oonsultant to conduct sampling studies in three to four key
rural and urban areas with a view to gauging impact
of the informal lending sector and assessing possibilities of
enoouraging expansion of these activities.
The research will examine issues such as savings
mechanisms, investment strategies of small
businesses, access to credit in the informal
sector, and links between the formal and
informal sectors and with agriculture, and will
include a review of the literature on credit unions
in Zaire.

Total Estimated Costs

BUDGET
DOLLARS

43,857

43,857

21,040

$21,040
1.C6,952
27,992

/\f:L}
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EST. EST.

TITLE AND PURPOSE FY PERSON  BUDGET
MONTHS IC

4. Survey Opportunities For Encouraging Development 2 1-2 20,747
Of Private Sector Businesses Utilizing Local
Sources Of Materials For Both Local And Export
Markets

The objective of this survey is to determine the
possibilities for development or expansion of local .
private sector organizations utilizing locally produced
inputs, and to assess the export market potential for
their products. A pilot sample of existing companies
or cooperative groups producing products with high
local content would be selected and examined to
determine the feacibility'of designing specific
assistance programs. EXport potential for these
products would be assessed. The research findings, if
positive, would be developed in the form of a pre-PID

type proposal.,

Total Estimated Costs LC20,747

385y



'TITLE AND PURPOSE

5. Finance and Banking Services

The PSSP provides for the conduct over the life
of the program of a series of inter-linked assess-
ments and surveys of the national finance and
banking sector having as a key objective the
proposal of action recommendation for the banking
system in providing term credit to private sector
MSES. These studies would proppse and assess
possible measures for:

0 Encouraging savers to use and to encourage formal
bank*savings and deposit systems.

0 Encouraging inter-bank lending mechanisms.

0 Achieving markec determined exchange and
interest rates.

o Enocouraging banks to increase local currency
term lending to MSE's.

o Financing an increasing share of the
national fiscal deficit from local savings
mobilization,

0 Measuring the impact of stabilization
policies and programs on financial sector
performance.

Surveys currently under discussion and
planned are summarized below. It will be the
responsibility of the PSSP Program Management
Unit to develop appropriate RFPs and monitor
oonsultants contracted for the work.



EST. EST.

TITLE AND PURPOSE FY PERSON  BUDGET
MONTHS  DOLLARS

1 2 38,905
5.1 Financial Markets. Evaluate the
potential for secondary financial
markets and/or private sector
instruments. Recommend possible
programs to encourage their develop-

5.2 Survey Central Bank Financial Products 2 1 24,706
for use as open market policy
instrunents.

5.3 Survey Methods And Systems For Measuring And 2 1 18,832
Evaluating Impact Of Structural Adjustment
On Banking Sector Growth In Capital Invest-
ment, Local Currency Deposits And Private
Sector MSE Term Credit.

5.4 Survey Follow-up, Detailed Design Of Action 3 3 41,795
Recommendations, And Implementation Technical
Assistance.

5.5. Evaluate And Make Recommendations For Direct 4 1 12,733
Financial Incentives To The Banking
Inaustry In Creating Additional Real
Growth In Bank Capital And Local Currency
Bases.

$136,971
LC78,496

Total Estimated Costs 215,467
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EST.
TITLE AND PURPOSE ‘ FY
6. PSSP Seminars And Conferences 2

5

A seninar-oconference element has been budgeted
into the PSSP as a device to obtain several
objectives:

o)

Maintain ocontacts with, solicit advice from
and obtain understanding and support of
public and private sector decision makers
and program participants.

Communicate program objectives and accomplish-
ments,

Enocourage private-public sector dialogue on
private sector development issues,

Feed back the results of the PSSP
research program and provide a forum
for presentation of new ideas,

Utilize the seminars for obtaining public
awareness of USAID efforts via appropriate
public relations, information, and follow-up
publication of proceedings.

Tvo seminars have been planned over the LOP: One
in year two; the other in year five.

Total Estimated Costs

EST.
PERSON
MONTHS

BUDGET

DOLLARS "

30,000 ,
36,900

$66,900
LC3,872
70,772~
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TITLE AND PURPOSE

7. Human Resources Development

The achievement of PSSP objectives implies substantial
and ocontinuing changes in Zaire's central banking, finance
and commercial banking communities. Key decision makers
and senior operating executives in the private ocommercial
banking sector and the GOz whose understanding and
‘cooperation are essential to project success will benefit
from exposure to policy and operating structures and
systems, and dialogue with oounterparts in modern free
enterprise banking environments.

The PSSP proposes a buy-in to the HRDA program for
highly selective overseas working and orientation
tours within the central banking, finance and commercial
banking sectors. Program scope, selection criteria,
administration and schedules will be developed and
proposed by the PSSP Program Management Unit during
year one of the project. Implementation will be
scheduled over years 2, 3, 4 and 5. Provision has been
made for twenty orientation tours over the LOP,

Toral Estimated Costs

EST.
FY

EST.
PERSON
MONTHS

.,

BUDGET

DOLLARS
50,756
54,557

58,776
63,776

227,865

757

-t
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TITLE AND PURPOSE

8. Women In The Formal Private Sector

At this time, women do not play a large

role in the formal private sector, either

as workers or owners of businesses. Other
projects will be assisting women entrepreneurs

in smaller businesses through ANEZA and BEDEPE.
Further research on informal sector financial
institutions will enable the Project to

determine ways to reach the vast majority

of women-owned businesses with credit and
technical assistance, -

This research is designed to evaluate the
problems and possibilities of women in the formal
private sector. The study will be funded in local
currency and employ local consultants working in
the women and development sector, such as CEFD.
The research has a threefold objective:

0 Research the legal and social barriers
to women's entry into the formal private sector;

o Evaluate women's productivity in business
and industrial activities through fieldwork
in participating MSEs;

o Recommend interventions which will help women
to work in the private sector.

The researchers will, in addition, collect case

histories of women workers and business owners
in the formal private sector.

Estimated Total Costs

¢

EST
PERSON
MONTHS

BUDGET
LC

20,747

LC20,747
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TITLE AND PURPOSE

9. Policy Reforms/Donor Coordination

Policy reform programs are often criticized

for being too demanding and too extensive, and for
lacking clear priorities. They are also criticized
for failing to recognize the capacity of host
governments, national economies, and the people

to absorb, digest, and respond to policy reform
prograns. This study will examine the absorbtive
capacity of Zaire for policy reform, donor
ooordination, and the establishment of policy
reform priorities.

Estimated Total Costs

EST
FY

EST
PERSON
MONTHS

1

BUDGET

DOLLARS

9,724

$9,724
LC6,823
16,547
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TITLE AND PURPOSE

10. Analysis of Potential For Increasing
Generation of Foreign Exchange

In order to relieve chronic foreign exchange
shortages, Zaire must encourage the development
of efficient industries that benefit from Zaire's
comparative advantage in international markets.
These might be import substitution industries which
would produce a net savings of foreiqgn exchange or
export industries generating new sources of foreign
exchange. Thus, through future investment programs
Zaire oould focus on investment in more efficient,

profitable industries. This study would therefore do

the following:

EST EST
FY PERSON

MONTHS
5 3

.

o Evaluate the comparative advantages of Zairian
industry/agriculture/commerce in world markets;

o0 Assess government tariffs, taxes, and subsidies

affecting Zairian industry's international
competitiveness;

o Identify efficient, competitive industries or
emerging industries which might be developed or
expanded, and inefficient, protected businesses

wnich should not receive special government assistance;

o Recommend policy reform measures to help improve the

investment climate and Zairian industrial competitiveness;

0 Propose projects/programs to encourage foreign
investnent in targeted sectors/industries and
to increase Zairian exports/import substitution.

Total Estimated Costs

BUDGET
LC

10,036

LC10,036
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ANNEX 7

IMPLEMENTATION PROCEDURES FOR PRIVATE SECTOR FINANCING

- PRIVATE SECTOR SUPPORT PROGRAM -

7.1. Introduction

This Annex describes in detail the requirements and procedures
for both the foreign exchange and local currency lending components
of the PSSp.

It discusses first the Commodity Import Program (CIP) Approach
which forms the basis of the foreign exchange lending program
(Section 7.2). A table (7.2) and Section 7.2(2) show the
commodities eligible for importation under the program, and other
eligibility requirements are set forth in Sections 7.2,(1), (3),
(5), and (7). Section 7.3 details the procedures to be followed in
applying for the loans. Payment of loans into the Counterpart Fund
is discussed in Section 7.4 and the role of USAID is outlined in
Section 7.5.

Section 7.7 describes the PSSP Local Currency Lending Program,
including eligibility requirements and local currency loan
disbursement methods. Measures designed to encourage banks to
disburse funds rapidly and to increase their list of MSE clients are
discussed.

Finally, the Annex details procedures related to the local
aurrency lending program (LCLP), repayment to the Counterpart Fund
and the role of USAID. For a detailed discussion of the role of the
Fiduciary Bank, see Annex 5 (5.6), The Administrative Annex.

7.2, The Commodity Import Program (CIP) Approach

The PSSP will make foreign exchange available to private
importers through local commercial banks, It will use mechanisms
for disbursing dollars similar to those currently employed in
USAID's Commodity Import Program (CIP). Transactions will be
approved according to AID Regulation I. Payments to suppliers will
be done through irrevocable letters of credit or AID Direct Letters
of Commitment.

Local importers will repay the local currency equivalent of the
value of the imports to the Counterpart Fund (CPF) account
calculated at the U.S. dollar buying exchange rate on the day of the
opening of the letter of credit or AID Direct Letter of Commitment.
The importer's CPF repayments will be quaranteed by its local
participating bank, The participating bank will establish repayment
terms and conditions, assume credit risks, oollect local currency
repayments and interest, and remit local currency to the bank
designated to maintain and control the Counterpart Fund acoount,
hereinafter known as the "Fiduciary Bank".

! '.!
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The obligation to the Counterpart Fund will not be contingent
on payment by the borrower to the participating bank. Interest will
accrue from the day the shipping documents are negotiated. The
program will put no constraints on lending/or arrangements between
the bank and the importer as to collateral, fees, or repayment
terms, except that final repayment will be limited to the periods
shown in Exhibit 7.1.

Since the transaction is fully funded by an in-flow of foreign
exchange provided under terms of the program agreement, the central
bank has agreed that the overall lending ceiling and the individual
ceiling for the participating bank will not be affected. Repayments
will be independent of foreign exchange rate, so that the bank and
the borrower will bear no foreign exchange risk. However, the
bank's ceiling ocould be affected should it choose to lend local
currency to an importer in order to cover CPF repayments.

(1) Eligible Importers

Eligible importers are medium and small enterprises (MSEs).
The PSSP has defined medium and small enterprises as those firms
with less than 500 employees and/or total annual sales not exceeding
the equivalent of roughly $5.0 million. As demonstrated in the
Coopers and Lybrand studies, there are at least 40-50 such companies
that fulfill these criteria, are interested in the PSSP, and are
creditworthy at local commercial banks. 1In addition, roughly
twenty-five percent of those firms identified by C & L as potential
recipients have already benefited from previous CIPs. There will be
no exceptions to the target group of MSEs authorized to participate
in the PSSp.

(2) Eligible Commodities

Exhibit 7.2 (Sample Eligibility List of Commodities), contains
a sample list of suggested items that are to be excluded from PSSP
financing. As under the previous CIPs, the PSSP will emphasize and
encourage foreign exchange financing of goods for agricultural,
agro-industry and transport. It will also consider financing
reqiirements of general industry and construction firms where their
activities support the growth and development of Zaire's indigenous
private sector,

(3) Source And Origin Of Eligible Commodities

The PSSP will be funded from the Development fund for Africa
(DFA), which has a blanket Code 935 source/origin authorization.
The PSSP will however, be implemented as Code 941 project where use
of foreign exchange is concerned. Such was the authorized code for
the AEPRP (0121), which proved to be most appropriate for attracting
a large number of participants and rapidly disbursing the funds.
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The AEPRP financed equipment and some raw materials from the
U.S. It also financed a variety of raw materials, equipment, and
machinery from such ocountries as Brazil, Bangladesh, and Israel.
Generally these were imports that were not available in the U.S. 1In
any case, companies that participated in the AEPRP were able to
purchase everything they sought in either the U.S. or a 941
oountry. No waivers were issued to finance European or Japanese
goods.

The PSSP expects that nearly all of the foreign exchange will
be used to finance 941 commodities. Only in rare cases, perhaps for
Canadian or European-brand spare parts, will USAID finance 935
items. For goods to be purchased from 935 countries, USAID will
require proof that the items are not available in 941 countries or
that the U.S./941 price is significantly higher than that from the
935 source.

Nevertheless, USAID intends to publicize the PSSP as 941
source/origin project, and encourage local companies to look first
to the U.S., then to developing oountries, for their imports.

(4) Rapid Disbursement

Experience with the CIP-AEPRP (660-0121) suggests that
restriction to code 941 will be a successful approach to effective
implementation and rapid disbursement, and one that will also
satisfy the intent of the Continuing Resolution concerning use of
DFA funds.

The PSSP is expected to attract enough MSEs for rapid dollar
disbursement. 1In effect, the past experience of local banks and
certain MSZs with the CIPs, and the Zairian business community's
awareness of USAID's CIPs, coupled with the acute foreign exchange
shortage in Zaire, strongly suggest that PSSP dollars could be
committed within months uf the project approval.

As noted, USAID recently achieved such rapid disbursement in
its CIP-AEPRP which has taken place under similar economic
conditions. We see that the covenants and CPs of the AEPRP were
satisfied in April 1987 and USAID began approving transactions in
June 1987. By January 1988 all $14.8 million for commodities was
committed. In contrast, under the two earlier CIPs (660-0100 and
660-0103) it took four and three -years respectively to commit and
disburse the CIP funds, due in part, to the source and origin being
000 (UsA), the then high value of the U.S. dollar and changing
eoconomic conditions.

(5) Eligible Amounts Per Transaction

The minimum amount eligible per transaction is $10,000. The
maximum amount eligible is $300,000 for raw materials and spare
parts, and $800,000 for capital investments (e.g. machinery, heavy
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equipment). Each MSE will be limited to one transaction per six
months. This will enable the greatest number of MSEs to benefit
from each release of dollar funding.

(6) Authorized Means For Paying Suppliers

Suppliers are payable:

O By an irrevocable Letter of Credit issued by one of the
participating banks (also known as "approved applicant"
banks) listed in Section 7.2(7) below, and payable by an
American Bank. Bank Letters of Commitment (BL/COM) will be
issued by AID/W to one or more U,S. banks., USAID has had
particularly good results in CIP 0121 with Riggs National
Bank (Washington, D.C.) and UBAF Arab American Bank (New
York). These two banks have provided USAID with
comprehensive monthly reports on the status of the BL/COMs
and all letters of credit issued under them,

o Directly by AID/Washington against Direct Letters of
commitment issued by USAID/Zaire, either to an American
supplier when this the CIP value exceeds US $500,000 (five
hundred thousand US dollars) or equivalent in another
eligible currency, or to a supplier from other eligible
countries for any amount. The method to be applied will be
indicated in the USAID/GOZ approval document.

(7) Eligible Banks

The followiny approved banks may participate under the PSSP:

- Citibank (Zaire) S.A.R.L.

- Union Zairoise de Banques (U.Z/B.)

- Bangque Grindlays International au Zaire (BGIZ)

- Banque Commerciale Zairoise (B.C.Z.)

- Barclays Bank, S.Z.A.R.L.

- Bangque Internationale pour L'Afrique au Zaire (BIAZ)
- Banque Continentale Africaine au Zaire (BACAZ)

All seven local private banks listed are eligible to
participate in the PSSP, and all have expressed interest in the
project. See Annex 2 and The Technical Analysis for a discussion of
the commercial banking system.

The two largest banks, Bangue Commerciale Zairoise (BCZ) and
Union Zairoise de Banques (UZB) are Zairian banks with
long-established ties to major Belgian banks, The other five banks
are branch offices of major American, British and French banks.
Except for 2 banks, all the private banks have participated in
USAID's CIPs for the past four .years, and are familiar with the CIP
request, approval and disbursing procedures.,



7.3 Procedures

(1)

Solicitation of Quotations

1"

Importers must solicit from several suppliers as many
quotations as possible for the contracts they intend to
enter into. Solicitations for quotations should be written
in such a way that the contracted transaction can be paid
under the PSSP. Any purchase oontracts entered into will
be contingent upon the importers receiving approval for AID
financing. If ocontracts are entered into, importers will
inform suppliers that:

- the'suppliers shall comply with AID Regulation 1; and
- payments will be made in accordance.with the
provisions of 7.2(6) above.

Offers from more than one supplier are not required:

- if the importer is purchasing, as the supplier's
reqularly authorized distributor or dealer, for resale
or processing, a commodity which, under the terms of
distributorship or dealership agreement, the importer
is precluded from buying from another supplier; or

- if the importer is purchasing for resale a commodity,
the trademark of which is registered, from a supplier
who is the sole distributor of this commodity in the
importer's area.

The interested importers will submit to USAID/Zaire copies
of purchase contracts referred to above as well as current
evidence of being a distributorship or dealer.

The importers should keep a record of each offer received,
including:

- the date of receipt;

- the bid price;

- the date the order is placed;

- the reason for having accepted or rejected the offer
(bid).

Records should be maintained and kept at USAID/Zaire's
disposal for a period of at least 3 (three) years from the
date the order is placed. The same applies to the
documents in support of the offers received and to the
purchase contracts entered into.

The suppliers' offers, performance invoices or other
documents in lieu thereof, should specify all necessary
data to help identify:
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- the supplier/seller and the buyer;

- the ocountry of the supplier/seller;

- the nature of the commodities, including the U.S.
Department of Commerce Schedule "B" Code. This
Schedule is available from the above mentioned
Department and local American Embassies and Consulates
which can provide relevant information to suppliers or
sellers in eligible countries other than the U.S.;

- the source and origin country of the goods;

- the period of validity of the offer;

- the terms of delivery and payment.

Approval Of Transactions By The Department Of Plan And

USAID/Zaire

Upon receipt of offers, the importers.shall:

l.

Submit the original of all offers received with a cover
letter to the participating banks of their choice to
request financing under this PSSP, indicating in the cover
letter the information stipulated in 7.3(3) above.

The participating bank will determine whether the
transaction ocomplies with all instructions of USAID and GOZ
and, after verification, will send the eligible transaction
files to USAID/ZAire.

After verification, USAID/ZAIRE and the Department of Plan
will approve the transaction. Each approval document will
be given a transaction number by USAID to ke quoted in
every related correspondence or document including CPF
repayments. The original approval is sent to the bank and
a copy to the importer.

Upon receipt of the approval document, the importer
initiates the import transaction.

USAID/Zaire and the Department of Plan will notify the
participating bank of any disapproval.

Importers will be made aware by the GOZ that any
interpretation of the above procedures resulting from
discussions between importers and USAID/Zaire staff can
only be considered as a formal commitment when the
participating bank has received in writing the joint
confirmation of USAID/Zaire and the Department of Plan.

¢
.Y
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(3) validation Of The Import License

After receiving the approval document and its attachment from
USAID/Zaire, the participating bank will prepare and validate the
import license.

(4) Payments To Suppliers

1. Ppayment By Letter Of Credit

o]

As indicated in the approval documents and upon the
importers' requests, participants' banks open
irrevocable Letters of Credit to be confirmed by one
of the eligible American Banks holding an AID/W Letter
of Commitment and payable by such bank to the
supplier. The American banks will accept the Letters
of Credit relating to the eligible transactions opened
by the "participating banks" when accompanied by a
certification that the opening credit has been
approved by USAID.

Participating banks should make complete references to
the following in Letters of Credit:

- the performance invoice or order (serial number +
date)

- the import license (bank code and serial number)

- the approval document (transaction number)

- the name of the American bank and the bank letter
of Commitment number mentioned in the approval
document

- The US Department of Commerce Schedule "B" codes

Copies of the Letters of Credit, Import License,
performance invoices, and a copy of the loan agreement
where applicable. Along with these documents should
be sent a copy of the notice of transaction to be sent
by the participating bank to the Fiduciary Bank.

Any amendrent or change to a Letter of Credit is
subject to USAID/Zaire's approval.

The payments provided for in the Letters of Credit
will be made on presentation to the eligible American
bank of the following documents, as specified in the
Letters of Credit:

- commercial invoices relating to commodities,
transport and transport insurance, or documents
in lieu thereof;
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- transport documentation (bill of lading, airway
bill, consignment note, etc.) issued "to the
order of" the participating banks which opened
the Letter of Credit (and to be notified to the

importer);
- packing list;

- form 11 approved by AID/Washington. This will be
required only when the supplier is American as
was the case for CIP-AEPRP (660-0121) and is due
to the fact that USAID will have previously
approved the eligibility of the commodity.

- AID Form 282 (Supplier's Certificate);

- statement from the supplier certifying to his
compliance with AID marking requirements as
stipulated in AID Regulation 1;

- insurance certificate;

Pre-Delivery Inspection Certificate issued at the
time of loading by the persons or firms
designated by USAID when the commodities are
imported from a country other than the U.S.;

- any other document relating to any commodity
which could be required by USAID/Zaire and the
Department of Plan.,

2. Payment By Direct Letters Of Commitment

o

Direct Letters of Commitment (DL/Com) will be issued
by USAID/Zaire with the agreement of the Department of
Plan., The participating bank receives notification of
this method of payment in the joint approval document
from USAID/Zaire and the Department of Plan. A oopy
of each Direct Letter of Commitment will be given by
USAID/Zaire to the participating bank concerned as
well as to the importer. USAID will also notify the
Fiduciary Bank of the issuance of the DL/COM.

The Direct Letters of Commitment will state that the
supplier must submit documents for payment to
AID/Mashington (M/SER/OP/CONS/M). The same documents
will also be sent to USAID/Zaire. These documents are
specified in 7.3(4)1. above.

Note: When the supplier is a resident of an eligible
ocountry other than the U.S., AID Form 11 will not be
required as was the case with CIP-AEPRP (660-0121).

. This is .due to the fact that USAID will have

previously approved the eligibility of the commodities.

r:j 7// /'(
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0) USAID/Zaire will issue the Direct Letter of Commitment
upon receipt from the participants bank of the «jpy of
the validated import license. In addition, the
participating bank will furnish USAID copies of all
transmittals to the Fiduciary Bank identifying the
transaction and depositing funds.

0) Each Direct Letter of Commitment will stipulate that
the documents relating to shipment should be made "to
the order of" the participating bank having validated
the import license.

o) Any amendment or change in the DL/Com is to be made by
USAID/Zaire.

7.4 Counterpart Fund

(1) Constitution Of The Counterpart Fund (CPF)

o

The importer shall pay in zaires to the CPF the equivalent
of foreign currency CIF (Cost, Insurance and Freight) value
of the imported goods. This will be done through the
importer's participating bank.

For imports by Letters of Credit, the equivalent amount
should be calculated using the U.S. dollar buying rate of
exchange published by the Bank of Zaire on the date of
opening of the Letter of Credit.

For imports payable under a Direct Letter of Commitment,
the equivalent amount should be calculated using the U.S.
dollar buying rate of exchange published by the Bank of
Zaire on the date of validation of the import license.

All payments in zaires to the Counterpart Fund shall be
made at the same rate of exchange fixed at the opening of
the letter of credit or the validation of the import
license.

All the amounts shall be paid by each participating bank to
the Fiduciary Bank on behalf of the Department of
Plan/Secretariat of Counterpart Funds.

The payments shall be made by the importers to the
participants banks which have opened Letters of Credit or
validated the import licenses, and by such banks debiting
the importer's acoount. These banks will, in turn, credit
the amounts to the CPF account at the Fiduciary Bank on
maturity through clearing. Copies of evidence of debiting
the importer's bank's account and credit of funds
(including interest) to the CPF acoount will be furnished
to USAID,
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(2) Interest Rates and Banking Fees

0 Based on the kinds of commodities to be financed, and on
the nature of the importer's business, USAID will establish
the maximum length of time for the importer to repay the
CPF account (see Exhibit 7.1, Suggested Repayment
Schedules). The participating bank will bear the credit
risk towards the CPF since it must guarantee the importer's
repayment by the end of the time allowed. The PSSP, by
varying the maximum repayment time, will be able to offer
incentives to importers to invest in capital goods. The
term of the prescribed payment period will be calculated
from the date the shipping documents are negotiated.

0 For example, an MSE that wants to import a large machine as
a capital investment will be allowed through its bank from
one to three years (excluding the grace period) to repay
the local currency equivalent of the foreign exchange.
Importers bringing in raw materials or spare parts would
receive up to twelve months credit. Finally, importers
bringing in any kind of goods, raw materials, equipment, or
spares for resale would also receive up to twelve months
credit.

0 At regular consultations with the GOZ, project authcrities
will set the interest rate on project funds lent to the
private sector. The rate of interest will at least equal
the prevailing rate of interest charged by commercial banks
for short-term loans and will take into oconsideration
projections of future inflation. Interest will accrue
periodically to the outstanding balance of each loan and
will be compound interest. The project may offer borrowers
the option of capitalization of interest in early payments,
to be reimbursed in later payments, in order to take
acoount of the affects of inflation when multiple payments
are called for in the loan agreement. This interest rate
will remain fixed for all remaining payments. Interest
charged will be collected by the participating bank from
the borrower and paid entirely into the CPF acoount at
Fiduciary Bank.

0 The PSSP, provider of the foreign exchange, may choose to
charge a foreign exchange commission which banks normally
charge their customers at the opening of the letter of
credit when the foreign exchange is provided by the banks.

(3) Payments To The Counterpart Fund

All payments will be made by the importer to the participating
bank which will, in turn, forward payment to the Fiduciary Bank for
deposit in the CPF account. It must be emphasized that the
participating bank will be strictly held to its guarantee of the
promissory note executed by the importer for repayment of the CPF,

-~ 2.
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1. For commodities Shipped By Sea:

o} Under Letter of Credit: Upon opening of the Letter of
Credit, the importer may make no minimum payment in
zaires if the participating bank is willing to
guarantee the full amount of the subsequent loan.
Calculation -of this equivalent amount in local
currency will be based on the U.S. dollar buying rate
of exchange published by the Bank of Zaire on the day
of the opening of the Letter of Credit. The exchange
rate so calculated will remain in effect for the life
of the transaction.

o Under a Direct Letter of Commitment: In case of
payment to the supplier by a Direct Letter of
Commitment, the importer may make no minimum payment
in zaires if the participating bank is willing to
guarantee the promissory note to be given by the
importer for the full CPF amount to be repaid. The
amount of interest to be repaid will be calculated
using the U.S. dollar buying rate of exchange
published by the Bank of Zaire on the date shipping
documents are negotiated. The exchange rate so
calculated will remain in effect for the entire
transaction. At the same time., the importer will pay
to the Counterpart Fund the equivalent in local
currency of US $125.00 which is to cover private
oourier charge should the Direct Letter of Commitment
be sent to a supplier outside the U.S.

o Endorsement by the participating banks of ocean
transportation documents is subordinated to the
issuance of promissory notes referred to herein.

2. For commodities Shipped By Other “eans

These transactions present control problems since, unlike
shipments made by sea, there is no workable system for endorsement
or negotiation of airway bills or land waybills, For example, for
goods coming by truck from the east there is no means for
pre-delivery document clearance or negotiation by a bank in
Kinshasa. Also, air shipments to Kinshasa do not lend themselves to
airway bill negotiation. Consequently:

o} The period of promissory notes must be set according
to the repayment schedule set by USAID/Zaire in the
transaction approval document. In these cases, the
maximum payment terms prescribed in Exhibit 7.1. will
be applied based on the promised delivery date.
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0 For each payment made by the participating bank to the

Fiduciary Bank, USAID/Zaire must receive copies of
payments.

o} At the same time, the importer will pay to the
Counterpart Fund the equivalent in local currency of
$125.00 to cover private courier charge, if the Direct
Letter of Commitment is to be sent to a supplier
outside the U.S.

Promissory Notes

o} The period of promissory notes must be set acoording
to the repayment schedule set by USAID/Zaire in the
transaction approval document.

o} For each payment in zaires made by the participant
bank to the CPF bank, USAID/Zaire must receive copies

of payments,

o} The participating bank is responsible for furnishing
the *iduciary Bank information as to transaction
status and issuance of promissory notes it has
quaranteed. Each promissory note will be identified
by the transaction number and acoount number of the
importer but not the importer's name.

7.5 USAID Monitoring And Control

(1) participating Bank Reporting To USAID

A detailed discussion of the project monitoring and control
sys=em is included in Annex 5, Administrative Analysis, Section 5.7.

The participating bank will furnish USAID the following:

o

o

Copies of all letters of credit opened and amended.

Copies of importer issued promissory notes for payment to
the participating bank for the CPF to show interest charged
and schedules for payments., Copies of the transaction
status report to the Fiduciary Bank will also be furnished
to USAID.

Evidence of all deposits made to cover the foreign exchange
cost of L/Cs and DL/COMs (if any).

A monthly report showing the status of all open L/Cs and
DL/COMs in terms of commodities shipped and payment to the
CPF. This will include transaction number, importer's

YA
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acoount number and the terms of payment and interest
charged. 1In reporting Letters of Credit, the pertinent
AID-Washington Letter of Commitment will be cited. A copy
of the report will be furnished to the Fiduciary Bank.

(2) Reports By The Fiduciary Bank To USAID.
(Copies will be furnished to each participating bank.)

0 Monthly OQutstanding L/C and DL/COM Reports: Indicates L/Cs
and DL/COMs per bank, transaction number, commodities
involved, L/C maturity or DL/COM expiration date, the value
in dollars and zaires, and pertinent interest rates and
exchange rates. The report should include a section
ocovering guarantees called in from participating banks for
importer default and the value and transaction number of
each one.

0 Monthly Delinquent Loan Report: Indicates overdue payments
under L/Cs and DL/COMs broken down by bank and sector of
activity, reasons for delinquency and age of overdue
payments as well as the fact of payment (or non payment) by
the participating bank in meeting its guarantee
obligation. Delinquency is required to be reported
whenever an importer misses a payment and regardless of
whether or not the bank itself repays the CPF. 1In all such
cases the transaction number and number of the importer's
acocount will appear in the report. Recommendation for
calling in the guarantees of participating banks will be
made in each case of delinquent payments.

0 A Brief Quarterly Analysis and Evaluation of the import
program, describing presumed reasons for low or high rate
of overdue payments under the PSSP program, any problems
encountered in interacting with the participating banks and
any recommendations to improve the system.

7.6 The PSSP Local Currency Lending Programs (LCLP)

(1) Eligible pParticipants

The small and medium size enterprises (MSEs) eligible to
participate in the CIP component will also be eligible to obtain
local currency financing under the PSSP's Local Currency Lending
Program (LCLP). See 7.1(2). The eligible MSEs are those firms with
no more than 500 employees and/or annual sales of no more than the
equivalent of $5.0 million dollars. No exceptions will be made.

(2) Eligible Commdities

The LCLP will provide local currency financing for locally
available raw materials, spare parts, equipment, machinery, trucks,
and heavy equipment. The goods financed may be either imported or
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locally produced, but must be purchased locally. Thus, MSEs may
obtain local currency financing to purchase goods imported for
resale by other firms. Commodity-related services such as the
installation of equipment locally purchased may also be financed.

The LCLP will also finance local agricultural buying campaigns
for commodities such as coffee, tea, palm 0il, quinine, corn,
manioc, and ococoa.

No local currency from the LCLP may be lent by participating
banks to borrowers to finance purchase foreign exchange.

(3) Source/Origin Of Commodities

The source/origin of commodities eligible for the LCLP will be
AID Geographic Code 935. The LCLP may provide financing for locally
~available, or shelf-items, goods that are of Free World source and
origin. This includes commodities that are grown, mined, produced,
manufactured, or processed in Zaire.

(4) Eligible Amount Per Transaction

The minimum transaction to be authorized will be no less than
the equivalent of $5,000. The maximum amount for a transaction will
be determined by USAID and the GOZ depending on the market potential
for local currency loans. The equivalent value in local currency
will be calculated at the Bank of Zaire's exchange rate on the day
the borrower's loan application is approved by the participating
bank. The equivalent value, once calculated, will remain in force
for the duration of the loan.

(5) Interest Rates And Banking Fees

Under the LCLP the MSE borrower will be obliged to repay
interest on the loan equal to the market interest rate in effect a.
the time the loan is approved. The interest will be paid, along
wich the principal, to the CPF account at the Fiduciary Bank. As in
the CIP component (see 7.11(2)), the LCLP will charge the borrower a
fee in order to recover, to the maximum extent possible, the real
value of the money loaned out. The borrower's payment of the
commercial bank's guarantee and administrative fees will be kept
separate from principal and interest payments due to the CPF account.

(6) Eligible Banks

All of the same private commercial banks listed in 7.1(9) will
be eligible to participate in the LCLP, except the bank selected to
act as the Fiduciary Bank, This is to avoid a possible conflict of
interest between the lending and disbursing/collecting operations in
the same bank,
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(7) Local Currency Loan Disbursement Methods

various possible methods of disbursing counterpart funds under
the LCLP have been identified. These include: a) a Loan Guarantee
Method wherein the CPF lends to a private sector borrower through
its bank, and the bank guarantees the loan repayment to the CPF; b)
an On-Lending 8ystem in which the participating bank borrows the CPF
and on-lends these funds to the private sector borrower; and c) a
Reimbursement Program, whereby the participating bank first extends
the loan to the private sector borrower and then requests
reimbursement from the CPF.

The latter two local currency lending methods have been
rejected because the participating banks would in effect be
borrowing from the CPF to relend to the MSE. Such loans would
automatically be included in the credit ceilings imposed by the
Central Bank on each participating bank.

Only under the Loan Guarantee method do CPF loans fall outside
the participating bank's credit ceiling, as the CPF would lend
directly to the MSz under the participating bank's guarantee. 1In
effect, the bank would merely guarantee the obligation of its
client. This is called a "signature credit" or ocontingent
of f-balance sheet liability. As such the bank's credit ceiling is
not affected.

In order to avoid local currency lending that falls under their
credit ceilings, all of the eligible banks have requested that the
Loan Guarantee Method ke used for the LCLP.

As in the dollar financing component, in the LCLP the
participating bank will select the borrower, assume all credit
risks, be responsible for collecting principal and interest
payments, and remitting all payments to the Fiduciary Bank.

(8) Timing Of Local Currency Releases

USAID and the GOZ's Department of Plan will agree to set aside
in a separate escrow account at the Fiduciary Bank the amount of CPF
local currency deemed necessary to operate the LCLP for
approximately six months. The escrow account will be replenished as
needed to the extent authorized under the PSSP. Each additional
allocation of local currency for the LCLP will be agreed upon
jointly by USAID and the GOZ.

(9) Allocations To Participating Banks:

Participating banks will draw on the LCLP escrow account in the
Fiduciary Bank on a first come, first served basis.
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7.7 1Incentives For Participating Banks To Increase MSE Clients

The fact that funds will be available on a first come, first
served basis should be an incentive for participating banks to seek
to increase their list of MSE clients and credit available to these

companies.

7.8 Measures To Encourage Rapid Lending

USAID will require participating banks to submit monthly
reports covering all loan activity under the LCLP. At the same time
tne Fiduciary Bank will pupblish a monthly report showing on a
cunulative pasis the amount of funds drawn down by each ,
participating bank and the number of active MSE loan acoounts. The
Fiduciary Bank will distribute the report to all participating banks
and to USAID. Thus, each participating bank will be able to compare
its lending activities to that of the other banks.

7.9 LCLP Procedures

(1) Request From Private Sector Borrower To A Participating Bank

The private sector borrower will make a request to its
participating bank for a loan to purchase locally available goods or
fer an agricultural buying campaign. In the case of financing of
goods the borrower will submit its loan request to the bank
accompanied by the pro-forma invoice(s) for the goods and any
related services. 1In the case of agricultural financing the
borrower will submit a procurement plan with its loan request.

o For Commodities and Related Services The private sector
borrower seeking to obtain local currency financing to
purchase commodities will solicit quotations from as many
suppliers as necessary. Solicitations for quotations
should be made in such a way as to constitute a firm
ocontract that can oe financed under the LCLP. For this
purpose the borrower will inform the supplier that the
transactions must fulfill the objectives of the LCLP and
conform to the Bank of Zaire Circular governing the LCLP,
and that the goods must be of Free World Source and Origin.

o For Agricultural 3uying Campaign The private sector
borrower seeking local currency financing for an
agricultural buying campaign will develop a procurement

lan to submit to the participating bank. The plan will
include the kinds of agricultural commodities to be
purchased, the estimated quantity, estimated unit cost and
total cost, approximate dates of the buying campaign, and
the location where the commodities will initially be stored.




18

(2) Verification And Approval Of Loan Applications By The
Participating Bank

o Upon receipt of a request from an MSE to borrow local
currency from the LCLP, the participating bank will
evaluate its client's loan application. The bank will
review the application to determine if the transaction and
commodities comply with the provisions of the pertinent
Bank of Zaire Circular and the objectives and criteria of
the LCLP. The bank will also set all loan terms and
conditions with the borrower. As under the CIP, these
terms will be based on the nature of the purchase.

o After verifying and approving the loan application the
participating bank will assign a transaction control
number to the dossier, and remove the cover sheet with the
name of the borrower. This will maintain the borrower's
confidentiality, so that the Fiduciary Bank cannot gain
information about the participating bank's clients.

(3) Disbursement By The Fiduciary Bank To Participating Banks

0 The participating bank will transmit the approved,
numbered LCLP transaction sheet to the Fiduciary Bank,
thus requesting release of the approved loan funds. The
transaction sheet will include the details or the
borrower's repayment schedule of principal and interest to
the CPF bank. It will not, however, show the name of the
borrower. The sheet will also constitute a guarantee of
all payments by the participating bank to the CPF
acoount. Copies of all such documents will be furnished
to USAID.

o ‘The Fiduciary Bank will be required to release the loan
funds in local currency to the participating bank within
one working day from the time the request is made. Copies
of such requests for transfer will be furnished to USAID.
The Fiduciary Bank will debit its LCLP escrow account each
time a transfer is made and will report such activity to
USAID on a monthly basis.

(4) Release Of Loan Funds To The MSE Borrower

As soon as the participating bank receives the transfer of
funds from the Fiduciary Bank, the participating bank will make one
of the following payments:

o In the case of commodities and related services, issue a
check directly to the designated supplier.

)
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o In the case of an agricultural buying campaign, credit the
borrower's acoount,

7.10 Counterpart Fund Account Repayments

The private sector borrower will pay in local currency to the
CPF Account the total value of the local currency loan plus
interest. The payments shall be made to the borrower's
participating bank which has approved the loan application, The
participating bank will, in turn, credit the CPF acoount at the
Fiduciary Bank. The borrower will ensure payment of the principal
and remaining interest in one of the following ways (see Exhibit
7.3).

0 For Short-Term Credit (up to 12 months): The borrower will
sign promissory notes in favor of the CPF showing the
amount of principal and the maturity date., These
promissory notes will be countersigned by the borrower's
bank as guarantor. On maturity, the borrower's acoount
will be debited by the participating bank to clear the
note. The participating bank will, in turn, transfer the
funds to the CPF account and adjust records to show the
promissory note as paid.

O For Medium Term Credit up to 3:years: the borrower will
sign a loan agreement with his bank establishing the loan
amount, interest rate, the required collateral and the
repayment schedule. The repayment will be the same as for
short-term credit.

7.11 USAID Monitoring And Control

A detailed discussion of the project monitoring and control
system is found in Annex 5, Administrative Analysis, Section 5.7.

(1) Participating Bank Reporting

The participating bank will supply USAID with:

o Loan Application Files: a copy of each complete loan
application file after the bank has approved the loan.
The file will include the borrower's request for a loan,
pro-forma invoices or procurement plans, the banker's loan
approval and transaction numher, repayment schedule of
principal and interest, copies of paid invoices, and
receiving reports for goods or warehouse receipts for
agricultural commodities,

o Monthly Status Report on LCLP Account: Indicates the
amount of local currency approved for loans by the
participating bank, amount received from the Fiduciary
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Bank to cover these loans, and the amount actually
disbursed on each transaction. The report will identify
. ach loan by the transaction number and the borrower's
acoount number.

(2) Reporting By The Fiduciary Bank

The Fiduciary Bank will furnish USAID:

o Monthly LCLP Escrow Account Statement: Indicates the
status of the CPF escrow acoount and related activities.
Transfers into the escrow account from the regqular CPF
acoount will be shown with references to the USAID/GOZ
authorization. Monthly and overall cumulative drawdowns
against the LCLP escrow account per participating bank
will be identified by pertinent transactio. numbers and
the borrowers' acocount numbers. Loan activities will be
separated for each participating bank.

0 Monthly Outstanding Loan Report: Indicates outstanding
loans per bank and per sector of the borrowers' activity
and loan tenor, maturity and interest rates. Loans will
be identified by the transaction number and the borrower's
account number.

0 Monthly Delinquent Loan Report: Indicates overdue loans
per bank and per sector of activity, reasons for
delinquency and age of overdue loans. Required whenever a
borrower misses a payment and regardless of whether the
bank repays the CPF. Loans will be identified as in the
monthly report.

o A Brief Quarterly Analysis/Evaluation of the loan progran,
describing the reasons for low or high rate of credit
utilization under the PSSP program, problems encounterad
in interacting with the participating banks, and
recommendations to improve the system,

Detailed Procedures And Monitoring Control Points For Private Sector
Financing Activities

1. Foreign Exchange Transaction Approval Procedure

Step 1: MSE requests for FX financing includes proformas and
selection. ' '

Step 2: Participating bank reviews importer's request for
importer's eligibility as MSE, credit risk,
compliance with USAID/GOZ instructions commodity
eligibility and end-use. May approve or disapprove.
If approves, prepares ocover letter to USAID
recommending approval and CPF repayment schedule,




Step 3:

Step 4:

Step 5:

Step 6:

Step 7:

Step 8:

Step 9:
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USAID reviews for importer and commodity eligibility
and proposed end-use, compliance with all regulations
and repayment plan. If approves prepares approval
letter for joint USAID/GOZ signature. Sends letter
and file to GOZ for signature which usually the same
day.)

GOZ clears transaction in light of overall GOZ
policy. Co-signs and returns letter and file to
USAID. (Note: For CIPS 0100, 0103 and 0121 GOZ has
not disapproved an transaction approved by USAID.

USAID forwards co-signed letter to participating bank
with information copy to importer. Files in
transaction file.

USAID preparas "Approval Summary Notice" and send to
Fiduciary 3ank. Importer's name is not shown,

Participating bank contacts importer and arranges for
transaction to be undertaken as approved.

MSE receives information copy of approval letter and
ocontacts bank if bank has not already contacted him.

Fiduciary Bank, upon receipt of the "Approval Summary
Notice", sets up control data to monitor the
repayment to the CPF acocount as transaction
progresses,

Monitoring Control Points

Step 2: Participating bank establishes suspense on reply

from USAID regarding approval (or disapproval) or
request.

Step 3: USAID review and approval or disapproval. If

approvesZ, establishment of suspense on GOZ
requested action.

Step 4: Policy compliance review by GOZ.

Step 6: "Approval Summary Notice" furnished to Fiduciary

Bank for establishment of controls on subsequent
CPF payments by participating bank.,

2. Opening Of Letter Of Credit Procedure

MSE requests Letter of Credit (L/C) to be opened
based USAID/GOZ approval.

Participating bank sends USAID drafts of L/C and
import license.

~ 7.{J s

o4



Step 3:

Step 4:

Step 5:
Step 6:

Step 7:

Step 8:

Step 9:

Step 10:

Step 16:

Step 17:

Step 18:

Step 19:

Step 20:
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USAID reviews drafts. Pulls copies for control
file. Approves or disapproves.

Participating bank, after validating import license,
opens L/C, prepares transaction summary and sends to
Fiduciary Bank. Sends validated import license and
oopy of L/C to importer.

U.S. Bank confirms L/C to supplier.
Supplier proceeds tc delivery goods.

Fiduciary Bank posts transaction control file
established when transaction was approved.

Supplier ships goods, distributes documents and
claims payment from US bank.

Participating bank endorses (negotiates) documents to
importer per agreements and forwards endorsed
Promissory Note to the Fiduciary Bank,

Importer clears goods through customs using all
documents received.

: After receipt of documents US bank pays supplier.

: U.S. bank claims reimbursement from AID under L/COM.
: AID reimburses U.S. bank,

: Supplier submits Receiving Report to USAID.

: USAID receives Receiving Report and schedules end-use

check.

U.S. Bank submits L/C status report to the Fiduciary
Bank. (Report required by USAID.)

Fiduciary Bank uses report to follow-up on
participating bank and reconcile records.

Participating bank submits monthly report to
Fiduciary Bank.

Fiduciary Bank analyses report for indicated action.

Fiduciary Bank uses report for reconciliation and
follow-up



Step 21:

Step 22:

Step 23:
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Fiduciary Bank submits monthly and quarterly reports
to USAID

Fiduciary Bank analyses report for indicated action.

Participating bank uses copy for corrective action or
reconciliation.

Monitoring Control Points

See steps as follows: 3, 7, 11, 17, 19, 20, 22, and 23,

Issuance Of USAID Direct Letter Of Commitment

Step

Step

Step

Step

Step

Step

Step

Step

Step

1:

(93]
se

10:
11:

Importer, upon receipt of copy of approval letter
advising DL/COM will be issued, requests the
participating bank to validate the import license.

Bank acts on basis of USAID/GOZ approval letter to
validate the import license, take any required CPF
payment. The bank then prepares a "transaction
sumnary” to the Fiduciary Bank with all information
as to the transaction, and schedule of CPF payments.

USAID, upon receiving the "transaction summary" and
certification of guarantee, issued the DL/COM, The
original is sent to the supplier and copies to
importer and bank.

The Fiduciary Bank updates its transaction control
file for follow-up on CPF repayment.

Supplier ships the goods, bills AID/W and sends
shipping documents to the bank (for endorsement to
the importer) and copies USAID, AID/W and the
importer.

AID/W pays the supplier.

Bank negotiates (endorses) the shipping document to
the importer per agreement.

Fiduciary 3ank updates transaction control file for
follow-up for receiving report and CPF payment.

Importer clears goods and sends receiving report to
the participating bank.

Posts receiving report and sets up end-use check.

Participating bank submits monthly report to
Fiduciary 3ank.

~_,
Sy,



Step 12:

Step 13:

Step 14:

Step 15:

Step l6:
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Fiduciary Bank analyses report for indicated action.
Fiduciary Bank uses report for reconciliation and
follow-up.

Fiduciary Bank submits monthly and quarterly reports
to USAID

USAID analyses report for indicated action.

Participating bank uses copy for corrective action or
reconciliation.

Monitoring Control Points

See steps as follows: 3, 4, 8, 10, 12, 13, 15 and lé6.

Payments To The Counterpart Fund Account Procedure

Step 1:

Step 2:

Step 3:

Step 4:

Step 5:

Step 6:

Step 7:

Step 8:

Step 9:

Importer authorizes bank to debit his acoount and
repay CPF according to agreement., This procedure
(Step 1-5) repeats for each repayment.

On maturity bank debits MSE's acoount.

Participating bank deposits the CPF repayment made by
the MSE to the CPF account at the Fiduciary Bank.

Fiduciary Bank credits payment by the participating
bank and updates status of repayment against the
transaction in its status control file.

Participating bank prepares monthly report to the
Fiduciary Bank.

Fiduciary Bank receives report, updates control
records and initiates indicated actiorn.

Fiduciary Bank reviews local bank report and
reconciles with records of transaction status.

Fiduciary Bank prepar=s required reports and submits
them to USAID with copy to all participating banks.
Cut off dates can be adjusted to permit reports from
participating banks to be useful as feeder
information to the Fiduciary Bank.

Audit firm reconciles Fiduciary Bank report with
reports from local banks and holds periodic
discussions to resolve discrepancies.,



Step 10:

Step 11:

Step 12:

tep 13:
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Local bank seeks to trace discrepancies reported by
Fiduciary Bank. USAID may coordinate,

Fiduciary bank reports to GOZ Department of Plan as
required.

GOZ may want to know USAID's position depending on
report from the Fiduciary Bank.

USAID briefs GOZ as necessary.

Monitoring Control Points

See steps as follows: 2, 3, 4,6, 7, 9, 10, 11, and 12.

Local currency Lending Program (LCLP) Procedure

Step 1:

Step 2:

Step 3:

Step 4:

Step 5:

Step 6: -

Step 7:

Borrower submits local currency loan request,
including quotations for goods or procurement plan
for agricul:zural buying campaign.

Participating bank reviews and approves loan
request. Determines credit risk. Establishes
principal and interest payment schedule. Has
borrower execute Promissory Note which participating
bank guarantees. Returns documents.

Fiduciary Bank receives ocopies of documents processed

by participating bank. Establishes transaction
ocontrol file to follow-up on use of proceeds and
end-use.

Participating Bank assigns transaction control number

and prepares transac<.icn sheet to be sent to the
Fiduciary Bank. Sheet ircludes details of loan,
purpose and repayment s Yiedule and participating
bank's guarantee of :crcayment. Sheet requests

release of fund from CPF escrow account to cover
loan. Participating bank transmits sheet to the

Fiduciary 3ank with signed information copy to USAID.

Fiduciary Bank processes participating bhank's request

for release of funds within one working day.

Fiduciary Bank debits CPF escrow acoount and
transfers funds to participating bank for stipulated
use.

Fiduciary bank updates transaction control file
established in Step 3.

D7y



Step

Step

Step

Step

Step

Step

Step

Note:

Step

Step

8:

9:

10:

11:

12:

13:

14:

15;

16:
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Participating bank does following with funds received

from participating bank in Step 6.

Case A) For commodities and related services,
issues check directly to supplier and
debits borrowers account. Informs
borrower.

Case B) For agricultural buying campaign, deposits
funds in borrower's acoount and notifies
borrower.

Note: The participating bank establishes and
indebtedness against the borrower's account.
Repayments are made acocording to the terms of
the short or medium-term credit, maturity date
of Promissory Note or terms of the loan
agreement,

Borrower submits to participating bank evidence of
proper use of funds such as paid invoices, receiving
reports for goods or warehouse receipts for
agricultural commodities.

Participating bank reviews documents to verify proper
utilization of loan funds. Sends copies to USAID.

Fiduciary Bank notes documents, questions
participating bank when indicated and updates
transaction control file,

Borrower authorizes repayment of loan from his
acoount per agreement.

Participating bank debits borrower's account and
transfers funds to participating bank for CPF
account. Adijusts records and status report data to
be submitted to USAID.

Fiduciary Bank credits the CPF escrow account and
updates control records.

Steps 12 through 14 will be repeated until loan is
fully repaid.

Participating bank monthly status report of loan
funds to USAID with information to Fiduciary Bank,

Fiduciary Bank updates transaction control file. As
indicated, USAID may ask audit firm to review records
at participating and Fiduciary Banks, aside from
regular audit.



Step

Step

Step

Step

Step

Step

Stepn

17:

18:

19:

20:

21:

22:
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Fiduciary Bank reconciles participating bank's report
with its records. Initiates needed action.

Fiduciary bank submits a monthly report to USAID,
with information to participating bank, on status of
the CPF-LCLP escrow account, including monthly and
cunulative draw-downs by participating bank. Thus
each participating bank will see activity of other
banks.

USAID receives copvy of Fiduciary 3ank report, updates
files and initiates any indicated action to 1ncluce
asking audit firm for special audit,

Participating bank receives copy of Fiduciary Bank
report and will hopefully be motivated when comparing
its activity with other participating banks.

Fiduciary Bank furnishes to USAID monthly Loan Status
Report with information to each participating bank.
Report will be by participating bank and will include
information as to schedule of repayments for current
loans, value of closed loans and loans that are
overdue. (The Fiduciary bank will separately advise
USAID of action being taken to call in participating
banks guarantees for defaulted loans.)

USAID will post records, take indicated action,
including request audit.

: Participating bank will seek to reconcile records

with Fiduciary Bank if discrepancy exists and should
be motivated to improve performance.




28

Suggested CPF Repayment Schedules

- The oollateral required at the opening of L/C or validation of
import license (for a DL/COM) will be determined by the opening
bank. ’

- The full amount of the loan must be covered by a promissory note

and must be guaranteed by the opening bank.

- The repayment periods shown below for the various categories of
comnodities establish the final date for payment and begin on the
day the Letter of Credit is opened or the Import License is
validated for sea shipments, or the date established by the
participating bank for shipments by other means (air, road, rail)
(see 7.2(2)).

Raw materials Small egpt/machinery ! Capital Goods for

Type import

! : :
. : .
: : spare parts ! plant and operations
End use . ¢ (unit oost less than | expansion (e.q,
of import ! ! $40,000) ! Egpt/tachinery
. : ! heavy egpt).
: : :
Importer's ! Full payment ! Full payment within ! Full payment within
own use ! within 9 months ! 12 months ! 36 months not including
: : ! & grace period
Resale Full payment Full payment within Full payment upon sale

and nc more than 12
months

within 9 months 9 months

G= pm s 4=
G o= o o=
o 0w o= o=




Agriculture

Soybean meal
Animal vaccines
Fertilizer

Farm eqpt

Palm plantation
eqpt
Irrigation egpt

Animal ranching
supplies, eqpt
Seeds

Excluded goods
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Exhibit 7.2.

Sample Eligibility List of Commodities

Agro-industry General

Industry
Food processing - Eqpt/Machinery
eqpt {e.g. coffee - Spare parts
tea, palm o0il) - Materials
Canning, packing (textiles, thread,
egpt/machinery yarn, chemicals,
Raw materials for paper)
canning, packing - Computers
(paper, plastic, - Communications
tinplate, jute) eqpt
Raw materials for
processing
agricultural

products {e.g.
caustic soda)
Spare parts
Marine engines
Fishing egpt.
Forestry eqpt

Anything related to beer/soft drink industry

n "

Luxury goods {cosmetics, jewelry, etc.) or finished goods

" pharmaceuticals
* pesticides

appliances, 2lectronics, etc.)
Surplus/used/rebuilt items

Military goods/Police-law enforcement eqpt
Surveillance eqpt
Weather modification eqpt.
Hospital/Clinic egpt/supplies
Educational goods

Restaurant eqpt

Construction Transport

- Materials - Trucks
(rebar, glass, - Spare parts
plastic, ceramics - Road
roofing, pipe, construction
etc.) maintenance

- Eqpt./Machinery eqpt

- Spare Parts - Fuel, oil,

- Steel, iron lubricants

- Buses

{textiles, shoes,
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Exhibit 7.3

Counterpart Fund Repayments for Local Currency Lending

Type of Local purchase

Credit Terms

£ £ £
£ 1) Raw Materials for transformation £ -~ Repayment of total £
£ into goods for resale £ principal and interest £
£ OR £ within 90 days £
£ 2) Any purchase £ £
£ total value £ £
£ less than $20,000 £ £
£ £ £
£ £ £
£ 3) Any purchase £ - Repayment of total £
£ Total value £ principal and interest £
£ between $20,000 and $60,000 £ within 180 days £
£ OR £ £
€ 4) All agricultural buying £ £
£ campaign financing £ £
£ £ £
£ £ £
£ 5) Heavy equipment/machinery £ - Repayment of total £
£ £ principal and interest £
£ £ up to 3 years not including £
£ £ the grace period £
£ £ £




ANNEX 8
DETAILED BUDGET AND COST ESTIMATES

- PRIVATE SECTOR SUPPORT PROJECT -




8.1 Introduction

This Annex details the financial flow, budget and cost estimates for the
PSSP. The first section discusses disbursement of funds and cash flows,
including a table which summarizes project costs. Methods of financing and
financial accounting mechanisms are delineated in the following sections. The
last section provides detailed budget and cost estimates, including project
management costs, cash flow estimates, credit terms for foreign exchange
lending, and estimates of local currency availability to the Counterpart Fund
from the Foreign Currency Lending Program.

8.2 Disbursement Schedule And Financial Flow Estimates

The P5SP finances a $40 million grant from AID for quick disbursing
balance of payments support to the GGZ. Approximately $35 million of this
amount will be utilized over a three year period for specified essential
private sector imports utilizing credit arranged by participating local
commercial banks in a Commodity Import Program format. The balance of $5
million will be employed over a five year LOP for essential project
management, technical assistance, audit fees, and special prciject studies and
evaluations., No dollar funds will be made directly available to, or pass
through, any GOZ organizations, ircluding the Bank of Zaire.

The Mission plans to obligate $16,000,000 in the second quarter of FY
1989, $16,000,000 in FY 1990, 47,000,000 in in FY 1991, and $1,000,000 in FY
1992. 1In addition, the GOZ will contribute the local currency equivalent of
$15 million for deposit to the CPF. These local currency contributions will
come from funds currently being generated by other U.S. financed CIPs and PL
480 programs.

The PSSP will generate the local currency equivalent of $35.0 million
collected by participating commercial banks from repayments of private sector
businesses qualifying for the dollar foreign exchange commodity import
program. These recoveries will be paid directly into the Mission's Local
Currency Counterpart Fund (CPF) via a private local Fiduciary Bank under
contract to USAID,

The local currency counterpart fund generations from the PSSP's dollar
commodity import program and the GUZ contributions will be jointly programmed
under normel Mission CPF programming and budgeting policies and procedures.
Earmarks will be made annually or as required for the PSSP's Loucal CQurrency
Lending Program (LCLP) and for inceniive programs currently under study for
encouraging the banking sector to mobilize local currency deposits and expand
local currency lending to the private sector utilizing its own internally

generated resources.

Reflows from local currency loans will return to the general U.S./Zaire
CPF. Although further CPF contributions to the PSSP may be made in future
years, reflows are not specifically earmarked for the PSSP,

See Exhibit 8.1, Summary Cost Estimate and Financial Plan, which follows
this page for a summary of the source and application of funds.




EXHIBIT 8.1

SUMMARY COST ESTIMATE AND FINANCIAL PLAN

- PRIVATE SECTOR SUPPORT PROJECT -

SOURCE

APPLICATION

6.

7.

COMMODITY IMPORT ($)
LENDING (Z)

. LOCAL CURRENCY

LENDING

. PROJECT MANAGEMENT

15 P/Y PSC PLUS
LOCAL HIRE STAFF

. TA - POLICY REFORM/

MONITORING/STUDIES
70 P/M

FIDUCIARY BANK
SERVICES

AUDITS
EVALUATION

TOTAL

($000)
METHOD USAID
OF $
FINANCING

BANK L/COM $35,000

DIRECT L/COM

BANK LOAN -
DIRECT PAY 3,400
DIRECT PAY 950
DIRECT PAY 250
DIRECT PAY 200
DIRECT PAY 200

$40,000

* Equivalent in Local Currency

GOZ*

13,500

500

500

500

$15, 000

TOTAL

$35, 000
13,500

3,900

1,450

750

200
200

$55, 000

VISR



8.3 Methods Of Financing

Dollars will be disbursed directly to exporters by U.S. banks selected
by project management. These banks will be reimbursed by the United States
Government under Bank Letters of Commitment. Alternatively, Direct Letters of
Commitment will be issued by USAID directly to suppliers/exporters in
developing countries (as appropriate). The procedures, approval authorities,
communication channels and reporting and control mechanisms for establishing
Letters of Credit and insuring payments to suppliers are currently in place
and working successfully as part of current Mission CIP programs. Consult
Annex 7, Implementation Procedures for Private Sector Financing for further
details.

Personal Services Contracts and institutional AID contracts will be used
to procure technical assistance and consulting, fiduciary and audit services.
Normal competitive bidding practices will be followed in qualifying, awarding
and contracting.

8.4 Financial Accounting Mechanisms

Disbursement, recovery and accounting of local currency counterpart
funds used for local currency lending or bank incentive programs will be based
on CPI' allocations to the PSSP for such activities as authorized by the
Mission as part of normal CPF budgeting and approval policies and procedures.,
The designated Fiduciary Bank will maintain the Counterpart Fund account. The
Fiduciary Bank will be responsible for disbursement, collection, accounting
and reporting for these funds on the basis of USAID policies, procedures and
approval authorities and under terms of specific contractual agreements
between the bank and USAID.

Personal services contracts will be negotiated with individuals selected
for the PSSP Project Management Unit. The USAID Controller will arrange
direct payment. Short term technical assistance obtained from institutional
contractors will be paid in the same manner.

Contracts for specific services or consulting assignments - impact
studies, policy surveys, program research and analysis, audits, monitoring,
evaluation and fiduciary bank services - will be competitively tendered
against specific work scopes, schedules and performance criteria prepared by
the PSSP Project Management Unit. Payments will be made as appropriate from
dollar or local currency funds by the USAID Controller against invoices
approved by the Project Design and Operations Office (PDO) and the Controller.

Exhibit 8.2, Projections Of Expenditures By Fiscal Year, which follows,
shows forecast expenditures by year and by major expenditure category.




EXHJIBIT 8.2

PROJECTIONS OF EXPENDITURES BY FISCAL YEAR

-~ PRIVATE SECTOR SUPPORT PROJECT -

TABLE I
EXPENDITURES YR 1
USAID
1. IMPORT FINANCING $14,000
2. PROJECT MANAGEMEWT 600
3. TECH ASSIST/STUDIES 185
4. FIDUCIARY BANK 50
5. AUDITS 40
6. EVALUATIONS -
SUB TOTAL USAID $14,875
coz+
1. LOCAL CURRENCY LENDING $ 1,500
2. PROJECT MANAGEMENT 100
3. TECH ASSIST/STUDIES 100
4. FIDUCIARY BANK 100
SUB TOTAL GOZ $ 1,800
TOTAL PSSP $16,675

*DOLLAR EQUIVALENT

YR 2

$15, 000
650
245
50
40
50

$16,035

$ 3,000
100
100
100

$ 3,300
$19,335

($000)
YR 3

$ 6,000
660

205

50

40

75

$ 7,030

$ 3,500
100
100
100

$ 3,800
$10,830

YR 4

740
175
50
40

$ 1,005

$ 4,000
100
100
100

$ 4,300

$ 5,305

YR 5

750
140
50
40
75

$ 1,055

$ 1,500
100
100
100

$ 1,800
$ 2,855

TOTAL

$35, 000
3,400
950

250

200

200

$40, 000

$13, 500
500
500
500

$15, 000
$55,000

29X
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8.5 Detailed Budget And Cost Estimates

This section provides more details and specialized tables on (1)
estimates of project management costs, (2) cash flow estimates, and (3)
local currency availability to the Counterpart Fund.

(1) Estimates Of Project Management Costs

Project management, technical assistance, fiduciary and audit fees
and evaluation costs are estimated at $5.0 million over the five year
LOP. Staffing, work content, and schedules for the conduct of this work
are described in Annex 5, The Administrative Analysis and Annex 7,
Implementation Procedures For Private Sector Financing.

o] Project Management

Project management costs were estimated on the basis of
organizational structure and staffing levels of the PMU as
described in Annex 5, Administrative Analysis. The five year
LOP estimate is $3.4 million most of which will be disbursed
under terms of individual PSC contracts paid by the USAID
Controller. See Exhibit 8.3 for details of these project
management costs.

0 Monitoring And Technical Assistance

Monitoring, technical assistance and impact survey services
will be contracted on a competitive basis. Budgets were
forecast on the basis of preliminary estimates of person
months of services required. Consult Annex 6, Proposed
Research, Evaluation And Impact Studies, for initial study,
summaries and estimated costs.

o} Fiduciary Bank And Audit Services

Successful performance of these services require that
contractors have some physical presence in Zaire. Fiduciary
bank services will require a local bank with sufficient
accounting and reporting capabilities. Payments for services
rendered will be made on the basis of approved invoices
submitted by the contracting company in accordance with
contractual arrangements, and paid in local currency and/or
dollars as appropriate by the USAID Controller.

(2) Cash Flow Estimates

An estimate of reflows to the local currency counterpart fund from
the dollar disbursements was made using the following assumptions.



Exhibit 8.3

PROJECT MANAGEMENT CosTSl

Table I
YEAR
1 2 3 4 5
Computers 10,000 - -_— —_— _—
Office Equipment 10,000 -— - - ——
Office Supplies 5,000 5,350 5,724 6,425 6,554
Personnel 566,3992 606,046 648,470 693,863 742,433
Travel - 15,000 — 17,000 —_—
Tech. Training — 15,000 —— 17,000 —
Local Hires
TOTAL 591, 399 641, 396 654,194 734,288 748,987

1. Seven percent inflation in office supply costs and personnel salaries a
2. Total estimated personnel costs from Exhibit 2.2, Table 2
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Exhibit 8.3

DETAILED PROJECT MANAGEMENT COSTS

PERSONNEL COSTS

Table II
FINANCIAL
PROJ SECTOR
PROG ECON MANAGER ECONOMIST
1 Compensation
GS 13/4, 16/3, FS1 Max. 43,452 68,691 71,377
2 Differential
20% of Base 8,690 13,738 14,275
3 Allowances
Post 15% up to cap 2,160 4,020 4,155
Educational 1/ - 14,000 14,000
Educational Travel 1/ — (7,200) (7,200)
4 Travel
Res/Kin/Res 3,600 14,400 14,400
R&R or HL 2,700 10,800 10,800
Medevac 1,250 5,000 5,000
Per Diem 300 1,200 1,200
5 Transportation
(to post)
Shipment of HHE (7,200) 10,800 10,800 10, 800
Storage of HEZ 1,000 3,000 3,000
UAB 625 1,750 1,750
POV 3,000 3,000 3,000
6 Other Direct Costs
Health Ins. NTE 583 1,298 1,298
Life Ins. NTE 500 500 500
SOS Ins. 115 460 460
Physical Exam. 200 560 560
Misc. (Passport, Visas,
Innoculations) 50 200 200
Housing and Utilities 30,000 30,000 30,000
FAAS Charges 17,000 17,000 17,000
7 FICA (.0751) 3,560 6,190 6,432
TOTAL ESTIMATED COSTS 129,585 206,607 210,207
TOTAL PERSONNEL 546,399
CONTINGENCY 20,000
566,399
1. Higher of two optional allowances used for budgeting

purposes. Assumes two school-age children.
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o) Dollar drawdowns would be made in three annual amounts of
$16,000,000, $15,000,000, and $6,000,000 respectively,
for the commodity import program.

o] Repayment of local currency equivalent would be made
under three repayment based on the nature of the
commodities and the bank's evaluation of the
importer /borrower's credit risk. (See Exhibit 8.4, Table

1I1.)

o] Inflation over the period considered is assumed to
depreciate against the dollar at rates equivalent to
local inflation, consequently eroding the real value
(also dollar value) of the counterpart fund.

o] The exchange rate of the loan is the commercial buying
rate in effect at the time the loan is booked.

o] Interest will be paid to the Counterpart Fund on the
dollar loans to the banks, in zaires, at market rates,
estimated here at between 35 and 45 percent.

o] Funds are available to the Counterpart Fund from local
participating banks upon repayment of dollar term loans
by local creditors in zaires.

o Local currency recoveries would begin in program year one
and be completed in year six,

Cash flow forecasts, based on payment assumption terms under
the three repayment programs, and local currency reflow payments in
real and nominal dollar equivalents, are illustrated in Exhibit 8.4,
Table III. Further details on the workings of the Counterpart Fund,
reflows and Central Bank conditions are to be found in Annex 2, The
Technical Analysis. —_.

Table II1 of Exhibit 8.4 shows a small loss in real value or
dollar equivalent value of the Counterpart Fund after five years.
Under actual conditions the mission will program Counterpart Funds
to avoid the erosive effects of inflation, using these funds as
rapidly as possible for project support, and local currency
lending. For this reason we have left the programming of PSSP
Counterpart Funds in the out years flexible. Counterpart Fund
management to allow for placement of the funds in six month Treasury
bills has been negotiated with the GOZ. Careful use of these
techniques should allow the Mission to reduce losses considerably as
these bills are currently paying 40 percent interest,

A .
{/S}r»'(



EXHIBIT 8.4

CASH FLOW FORECASTS

- PRIVATE SECTOR SUPPORT PROJECT -

FOREIGN EXCHANGE DRAWDOWNS {$ 000)

TABLE I
DOLLAR BALANCE DISBURSEMENTS - YEAR TOTAL
1 2 3 4 5
35,000 14,000 14,000
21,000 15,000 15,000
6,000 6,000 6,000
TOTAL 14,000 15,000 6,000 35,000

CREDIT TERMS FOR PRIVATE SECTOR FINANCING (FX)

Type import! Raw materials Capital Goods for
]

Small egpt/machinery

! ]
: !
: : spare parts : plant and operations
End use : ! (unit cost less than ! expansion (e.g.
of import ! ! $40,000) ! Egpt/Machinery
! : ! heavy egpt).
: ! i .
Importer's ! Full payment ! Full payment within ! Full payment within
own use ! within 9 months ! 12 months ! 36 months not including
: . ! a grace period

] ] ]
Resale ! Full payment ! Full payment within ! Full payment upon sale
! within 9 months ! 9 months ! and no more than 12
! ! months
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TABLE II

PAYMENT TERMS SHORT TERM 1
RAW MATERIALS

TOTAL PRINCIPAL
AND INTEREST
IN 90 DAYS

-11~

SHORT TERM 2
SPARE PARTS/
EQUIPMENT FOR RESALE

TOTAL PRINCIPAL
AND INTEREST
IN 180 DAYS

MEDIUM TERM 7
CAPITAL PLANT

TOTAL PRINCIPAL
AND INTEREST
IN 1-3 YEARS



EXHIBIT 8.4

LOCAL CURRENCY AVAILABILITY TO COUNTERPART FUND
FOR PRIVATE SECTOR FINANCING

-12-

TABLE III

($ 000 Equivalent)*

YEAR
1 2 3 4 5 6

Loan Program

ST1 4200 4500 1800

ST2 4200 4500 1800

MT1 2800 3000 1200

MT2 1400 1500 600

MT3 1400 1500 600
Total CIP Funding 14000 15000 6000
FX Rate 2/$ 375 450 600 800 900 950
Interest Rate 45% 42% 35%
Foreign Exchange Loss

ST1 (1159) (321) (129)

ST2 (2317) (643) (257)

MT1 (3090) (857) (343)

MT2 (3234) (1000) (257)

MT3 (3717) (1280) (300)
Total FX Loss (3476) (4054) (4477) (5060) (1543) (300) (18910)
Interest Gain

ST1 473 473 158

ST2 945 945 315

MT1 1260 1260 420

MT2 1423 1525 494

MT3 2868 2795 876
Total Interest 1418 2678 3155 4813 3288 876 16228
Net Gain (loss) (2058) (1376) (1322) (247) 1746 576 (2682)
Dollars Loaned to
Recover 8400 11800 8000 4100 2100 600 35000
Net CPF Position 6342 10424 6678 3853 3846 1176 32318
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Exhibit 8.4, Table III Notes

Table III represents a simplified model of the CPF flows expected
under the project. The most important assumptions made in this
model are the following:

1. There will be five categories of foreign exchange loans made
under the project. The terms of the five categories are the
following:

STl
ST2
MT1
MT?2
MT3

2. All the

90 days short term
180 days short term
1l year medium term
2 years medium term
3 years medium term

loans will be repaid in zaires at an exchange rate

determined by the commercial rate at the time the loan is made.

3. The loans will be made during the first three years of the

project

and will be paid back over a period of up to six years

(depending on the category of each loan).

4, Interest will pe paid on 100 percent of the dollars allocated.

Details of the other parts of the model by line item are the

following:

Line 1:

Line 2:

Line 3:

Line 4:

Is an estimate of the amount to be loaned by year for
each of the five categories of loans.

Is the estimated yearly average rates of exchange (in
zaires per one dollar) over the life of the project.
These estimates are based on a historical analysis of
the zaire/dollar exchange rate.

Is an estimate, by year, of the interest rates that will
be charged by the project.

Calculates, on the basis of the figures provided in
lines 1-3, the foreign exchange losses to the CPF
account for each category of loan by year of repayment.




Line 5:

Line 6:

Line 7:

Line 8:

~14-

Calculates returns to the project CPF account from the
interest charged by the project (Line 3). It is assumed
that both the principal and interest are repaid in a
lump sum at the maturity of the loan. It is further
assumed that interest is compounded yearly.

Calculates the net gain or loss to the project CPF
account from the combined effect of foreign exchange
losses and interest gains (Line 4 plus Line 5),.

Represents, for each year of the project, the dollar
values of repayments on principal.

Represents the net position of the CPF account at the
end of each year of the project. This is calculated by
taking the net gain or loss from interest payments and
foreign exchange risk (Line 6) and adding the total of
repayments on principle (Line 7).
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-~ PRIVATE SECTOR SUPPORT PROGRAM -
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1/2 "~ UNCLASSIFIFL STAT® 24:3783/¢1

ACTION AID2 INFO AMB DCM ECON

TERMS OF SELECTED CONTINUING MACRO-ECONOMIC STANDARDS !
(EXCHANGE RATE, DEFICITS, TARIFF STROCTTRK, FT7.) AS
COVENANTS TO THE FINAL AGREEMENT,

THE PP SHOULD DEVELUP AN AGRFEMENT FRAMLWOR( WHICH
PROVIDES FOCUSED CONDITIONALITY CRIT¥RIA NVFP TRF LIFE
OF THY PROJECT. THIS FRAVMEWORK MUST SPECIFY ORPTAINARLT®
OBJECTIVES AND REALISTIC TIME¥RAMES FIR THIIR
ACHIBVEMENT. THE PROJECT SHOULL R¥ REVIEWED On AN
ANNUAL BASIS TO DETERMINE WHAT HAS REEN ACHIFVF®D.

3. TUNDING LFVELS. AN LOP FUNDIN3 LEVEL OF DOLS. 4¢
MILLION WAS AUTHORIZED BY THE ECPR ON THE ASSUMPTION
THAT CLEARLY MEASURABLE END OF PROJFCT JBJECTIVES AN
INTEHIH BENCHMARKS CAN BE DELINFATED FOR THE PLANNED

A~ a

N . "_‘;a,-, S e
[N ‘
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1/2 . UNCLASSIFIED STATE @43799/61

' VZCZCK13293 z-FEB-88 TOR: 00:22
00 RURHEYI CN: @9419
DX RUEHC #3789/01 8430019 CHRG: AID
ZNR UUUOU ZZH DIST: AID
0 12806147 FER 88 ADD:
FM SECSTATE WASEDC

:T0 ‘RUEEKI/AMEMBASSY KINSHASA IMMFLDIATE 37€@
INFQ RUEHAR/AMEMBASSY ABIDJAN IMMEDTATE 1292 S
BT ' ‘
UNCLAS STATE @43789 L -
AIDAC ! j

BEST AVAILABLE DOCUMENT | wawe - OATE e |

£.0. 12356: NA
SUBJECT: ECPR GUIDANCE ZAIRF PRIVATE SCTOR SUPPORT
PROJECT (666-8120) EGEIVI
1. ECP MET ON 28 JANUARPY 13828 AND APPROVED TE® PID FP FEB | 5 1938
SUBJECT PROJECT AT A LEVEL OF DOLS 423.7 MILLON, TRF
ECPR WAS CHAIRED BY DAA/AFN L. SAISRS AND INCL'NED
REPRESENTATIVRS FROM AFR/CCwWA, PPC/WID, PPC/PDPR/RP, commanC \P
PRE/I1, AFR/T¥/PAR, AFR/DP/PAR, AFR/TR/ARD, AFR/PD,
AFR/PD/CCWAP GC/AFR, AFR/PR¥®, AS WELL AS USaIp (E.
ANDERSON AND J. RYAN). THT FOLLOWING 3DIDANCE 1S
PROVIDED FOR MISSION ACTION DURING THZ PP DFSIIN.
2. POLICY FRAMEWORY AND CONDITIONALITY. <RECANSF QOF TOF
IMPORTANCE OF THE BRROADER FCONOMIC ENVIRONMFNT TO TH®
PROJECT, THE PP SHOULD PR®SENT A TISETLY ORGANTZED
MACRO " OURRYTFH AS A BACKDROP TO ™GE ACTIVITY. THIS
SHOULD INCLUDE A DISCUSSION OF LINKAGES BETWTEN THE
PROJECT AND THE NATIONAL POLICY FRAMEWORK, AN ANALYSIS
OF GOZ COMMITMENT TO THE USATD AND NATIONAL REFDRY
ASENDAS AND A DESCRIPTION OF TH:- PROBABLF® RILT OF NTHEZR
DONORS.
BECAUSE OF THE IMPORTANCE OF THIS MACRD FPAMEYOR? TO ZAIRE
PROJECT SUCCESS, THE MISSION IS ENCOURAGED TO THINK IN-- INFO__.
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1/2 UNCLASSIFIED STATE 043789/01

THREE YEARS OF OBLIGATION, BECAUSE OF THE NEED TO
ADDRESS FAA SECTION 611 REQUIREMENTS, IN CALCULATING ITS
FINAL PP TUNDING CONFIGURATIONS, THEE MISSION WILL BE

ZXPECTED TO PLAN YOR PROJECT OBLIGATIONS ONLY IF THEY

ARE ASSURED OF RAPID DISBOURSEMENT. IF OUR UNDERSTANDING
OF WHERE THE GOZ WANTS TO GO IN BANKING SECTOR REFORM
DOES NOT ALLOY THE DEVELOPMENT OF MEDIUY TERM
OBJECTIVES, TEEN MISSION SHOULD CONSIDER LOWER FUNDING
LEVELS AND A SHORTER LOP TIME FRAMT, ‘rEUS, FINAL LOP
LEVELS AND THY MANNER IN WHICH FUNDINC IS5 ORGANIZED WILL
VITALLY DEPEND ON THBE OUTCOMF OF PP ANALYSES AMD THE
DEGREE TO WHICH FUNDING RELEASY RENCEMARKS CAN FZ MADFE
EXPLICIT.

4, BENEFICIARIES. THE PRINIAYGBEAARLY. DERINE TrE
EIPECTED TARGET GROUP INCLUDING GENDER, TYPF OF
BUSINESS, ETENIC BACKGROUND AND LOCATION. IT IS
UNDERSTOOD THAT THE PROJECT WILL PROBAFLY INITIALLY
BENEFIT ONLY THF LARGER SMF FIRMS THAT ARE ELINIBLE FOP
CREDIT. THE PP WILL BE EXPECTED TO ADD?¥SS ™HT WAVS IN
WEICH THIS ACTIVITY WILL ULTIMATELY LEAD TO 3RTATEP
FOCUS ON THE LESS PRIVILEIED SMES IN THF MEDIUM AND LONG
TERM. IF NECESSARY, THE MISSION S{OFLT CONSIDE®
AUGMENTING THE TOR OF TRE CURRENTLY PLANNED SME STNDY TO

OBTAIN THIS INFORMATION.

ONCE IDENTIFIED, IT IS EXPECTED TWAT THE PP WILL RWVIEW
THE EXPECTED IMPACT OF PROJECT CRFEDIT ON TARGFT SFPOUP
ACTIVITIES AND NOTE THE BRST CASY “XPECTATIOMS DOF CPREDIT
FUND IMPACT ON THE ZAIRIAN ECONCMY (E.3. CRRATION OF
JOBS, INCREASE OF GOODS AND SERVICZS, E7C.)

THE ECPR DID NOT SUPPORT ESTABLISHING AN INCFNTIVE
INTEREST RATE FOR TARGET 3ROUPS. OQPEN COMMUNICATION
WITH PARTICIPATING BANKS AS WELL A3 AN FFFECTIV®
MONITORING SYSTEM SHOULD PROVIDE THE BASIS FOR
DETERMINING EO¥ TO MOST EFFECTIVELY REACH THE TARGRT

. BENEFICIARY GROUP. IF RELFVANT TARGET 3RQOUPS ARF

SYSTEMATICALLY EXCLUDED DUORING THE EARLY STAGES OF
IMPLEMENTATION, THE MISSION MAY THFRN WANT T2 LJOK IMTO
MORE INTRUSIVE FORMS OF TARGETTING AT THAT TIMF®,

S. WID. CLEARLY IT IS IN AGENCY AND CONGRESSIONAL
INTERESTS TO SUPPORT THFE INVOLVEMENT OF WOMEN IN THIS
PROJECT. THE PP SHOULD EXPLICITLY ADDRESS HOW 3ENDE®
DISAGGREGATED DATA CAN BE GATHERED, ANALYZED AYD
MONITORED, IT ¥AS SUGGFSTED TRAT THE PROJFCT PROVILF
LOCAL CURRENCY TO PVOS TO DO A ST'"DY SIMILAR TO THAT
DONE BY COOPERS AND LYBRAND IN ORDER TO DETERMINE WAYS

‘T0 INTRODUCE WOMEN AS PART OF THT TARGET BENEFICIARY

GROUP DURING PROJECT IMPLEMENTATION. ANOTHER
ALTERNATIVE SUGGESTED WAS NSING INDISFENOUS BUSINESS

1/2 UNCLASSIFIED STATF ¢43789/01

BEST AVAILABLE DOCUMENT

20
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2/2 ONCLASSIFIED STATE 2437+3/072

SCHOOLS TO UNDERTAKE APPLIED RESEARCH IN THIS AREA.

6. DISBURSEMENT OF US DOLLARS 5 MILLION. THERE WILL BE
NO PAST DISBURSEMENT AS ENVISAGED IN PID, ALL
DISBURSEMENTS "SEOULD BE MADE AS PART OF THE RESULAR

PROJECT.

7. MONITORING PLAN. CONSIDERING THE RISKS INVOLVFD
WITH TEIS PROJECT AND THE INCREASINGLY FELT NEED IN THE
AGENCY TO MBASURE IMPLEMENTATION PERFORMANCE, THE
MISSION NEEDS TO CAREFULLY DEFINE A
MONITORING/EVALUATION PLAN WRICH PROVIDFS ONGOING
MANAGEMENT MONITORING IN RELATIONSHIP TO AVOWED PROJECT
OBJECTIVES. 1IN THE EVENT THAT ANY OF T9E PREVIODUSLY
NOTED RISKS OF THE PROJECT BECAME REATLITY, A MECHANISM
FOR RAPID PROJECT READJUSTMENT SHOULD BE IDENTIFIED.
QUANTITATIVE INDICATORS OF PERFORMANCE FOR ALL KEY
ASPECTS OF THE PROJECT WILL BE REQUIRED.

8. DISRUPTION OF FOREIGN EXCHANGE RATFS. I™ VWAS
MUTUALLY AGREED BY AID/W AND MISSION REPRESENTATIVTS
THAT THE PROJECT- SHOULD NOT DISPURSE FUNDS WAFN TRERY IS
A VIDE DISCREPANCY BETWEEN OFFICIAL AND PARALLFL FOFFRIAN

BEXCHANGE RATES.

9. CONCERN WAS EXPRESSED THAT IN TRE APSENC: OF
CIP-TYPE CONTROL AS TO FINAL USE OF FUNLS, PP DEFINF
MORE CAREFULLY THE ELIGIBILITY CRITERION FOR PRIVATT
BANK LOANS UNDER THE PROJECT. SPECIFICALLY CONCERY wAS

EXPRESSED TEAT TYPE OF COMMODITIES ELISIBLE FOR IMEQOPT
BE EXPLICITLY DEFINED SO THAT MANUFACTURING FIRMS COULD
NOT USE THEIR ACCEPTED STATUS TO IMPORT JNACCEPTARLF™
COMMODITIES AS FINISHED PRODUCTS FOR TRADINZ PURPOSFTS
SUCH AS PRODUCTS FCR LUXURY CONSUMPTION ETC.

16. LOCAL CURRENCY. THE ECPR DISCUSSED THE POSSIBILITY
THAT LAGGED PATMENT (ZAIRES) INTO THE COUNTERPART FIND
MIGHT JEOPARDIZE ANY COUNTERPART PROGRAMMING SCHEDULES.
THE MISSION INDICATED THAT REPATMENT WAS NOT ON A
LONGTERM DELAY BASIS (I.E. MOST PAYMENTS WOOULD RE MADT
IN SIX TO TWELVE MONTHS) AND THAT TEF COMMERCIAL BAHKS
INVOLVED WOULD PAY ON SCHEDULE TO ASSURT THEIR FINAKCIAL
CREDIBILITY. AS A PORTION OF THF ZAIRES FLOWING INTO
THE COUNTERPART FUND MIGHT BE PROGRAMMFD AS STRUCT''=AL
ADJUSTMENT SUPPORT, ANY FLOUOCTUATIONS TN PFYMENT COULD BE

ADJUSTED IN THAT AREA.
: BEST AVAILABLE DOCUMENT

11. LEGAL CONCERNS., THE IEE IS APPROVED BUT ANTY
CHANGES IN PROJECT COMMODITIES OR ACTIVITIES MAY MA<F IT
APPROPRIATE TO EXAMINE CATEGORICAL EXCLISION ASAIN.

12. PP DELEGATION. GIVEN THE OVERALL MACRO-ECONOMIC
INVIRONMENT IN WBICE THIS PROJECT WILL TAKE PLACE, THE
REFORM PROGRAM TO BE SUPPORTED, THE TARZETTING QUESTION
AS NOTED ABOVE, AND THE NEED FOR FURTHYR DEFINITION OF
THE TRCHNICAL ASPECTS OF THE LENDING PROZRAM, PROJICT
PAPER APPROVAL OF A DOLS 48 MILLION ACTIVITY VILL RFMAIN

/2 - UNCLASSITIED STATE 0%3789/02

310X



2/2 UNCLASSIFIED STATY 243703/02

IN AID/¥W., IF, HOWEVER, THE MISSION SHOULD DECIDE ON A
MORE LIMITED ACTIVITY, AID/W WOULD CONSIDER DELEGATING

PIELD AUTHORIZATION CONTINGENT UPON REVIEV AND APPROVAL
g; POLICY REFORM PACKAGE, SHULT2
#3788

NNNN

2/2 ONCLASSIFIED STATE ©43793/@2

THAL00 IBAILVA 1223

BEST AVAILABLE DOCUMENT
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1/2 MAD * ° CONCLASSIFIED ™ “** STATY - 253tW57¥Y -4
ACTION AID2 INFO iMB DCM ECON

[r—

VZC2CK10547 ~—PdellloSe  TOR: 17:38

R2 RUEZLI | AcTioy Tors o e a7izs
DZ RUEHC #2172/81 2711543 -~4\LAQJAZ_ - CERG: AID

INR JUTTY 227 —_— DIST: AID

R 1915457 JUL 88 ———— ADT:

P STCSTATE ¥ASETC

TH RUIEXI/AMIMBASSY TINSEASA mNM%AT

INFO RUFTAB/AMEMPASSY ASIDJAN srsn--.____________mé
RUFHYL/AMEMBASSY YAQUNDE £995

BT

UNCLAS STATT 2321¢2

AITAC YAOUNTE FOR RTLA T, ZRYANT

F.0, 123525: W/4

SURJECT: 7TCFR GUITANCE - ZAIRE PRIVATY® SECTOR SUPPOAT
DROITAM (858-712¢)

1. T3IS CABLT RICAPITULATZIS MAJOR ISSUES AND TDECISIONS
TATEN AT ECPR FOX SUTJECT PROGRAM AND PROVIIDES REVISIONS
MADE ®Y MISSION REPRISENTATIVE BILL ANLERSJIN ACCORTING
TO ECPR GUIDANCE.

2. ECPR MZT ON 16 JUNE 1S38 AND APPROVET PROGRAM AT A
LIVEL OF DOLS 43,7 MILLION, OFFICES REIPRESINTED AT THT
FCPR INCLULZ AFR/PD, AFR/D2/PAB, PRE, AFR/DP/PAR,
PPC/PB, PPC/PDPR/RP, REDSO/WCA, A¥R/MDI, AFR/CCWA,
3C/ATR, AND 27R/PL/CCYAP., ISSUES RAISED AT RBZPR AND
P20PCSET RISOLUTIONS AXF AS FOLLOWS: | ZaIRE

A. TISSUZ NO 1: PROJECT VS. NON-PROJECT ASSISTANCE..ron INFO

(1) NATURE JOF ISSUT: LARGE CIP PORTION OF PROPOSED __ OIR
PROJZCT SEOULD EE. CONSIDERED AS DEVELOPMENT FUKD FOR ™ D/DIR
AFRICA (DFL) TUNTED NON-PROJECT ASSISTANCE. ALSO, — oom o~
BALAKCT OF PAYMENTS SUPPORT BATIONALE AND ORJECTIVES.....

JR—

UNDER DFA LESISLATION MAY NOT RBE USED. i
’ FCuw

(2) RESOLUTION OF ISSUE: PROGRAM RECAST AS conexnsn»”(i..;

PROJECT/NON-?ROJECT ASSISTANCE, WITE PAAD PACESHEET 7 e

ADDEL T0 REFLECT CIP PORTION FOR DOLS. 35 MILLION AND'PP. ..

FACESEEET CHANGED T0 DOLS, 5 MILLION FOR TFCINICAL -— - o™

ASSTSTANCE UNDRR P2OPOSED PROGRAM, ALL REFERENCES TO._ . ' - e

DROJECT CHANGEL T) PROGRAM. ALL JUSTIFICATIONS OF CIP  EXO

O BASTS OF EALANCT OF PATHENTS #ILL BE DELETED. -~ 40 /pER

PROGRAX PURPOSE MODIFIED T0 EMPHASIZE RESTRUCTURING OF ..

COMMERCIAL iNYING SFCTOR T0 SUPPORT PROLUCTIVE 6o —

JATESTHENT 3 WMEDIIM AND SMALLER-SCALE ENTZRPRISES = >

MSERY, ACTICN DUE 7/

BEST AVAILABLE DOCUNENT

B. ISSU® NC. 2: PROJEZCT GOAL AND PURPOSE PRESENTATION.

(1) NLTURT OF ISSTFP: .GOAL LEVFL MUST BF MORE
DEVELOPMENTALLY ORIINTED SHOWNINT LINZKAZT TO CONCERNS

eo% -

D/

1/2 VAT , UNCLASSIFIED STATF 2321¢2/91




1/2 MAD s UNCLASSIFIED STATE 232122/21
WITH WHICH A,I.D. MORE TRADITIONALLY OPERATES.

(2) RESOLUTION OF ISSUE: 1IN THEAT FINANCIAL SECTOR
DEVELOPMENT POLICY (¥SDP) STATEMENT WILL SFRVE AS
FRAMIWORY FOR PROGRAM, IT SHOULD BE AS CLEARLY DEFINED
AS POSSIPLY, 1IT MUST LAY OUT WHAT IS EXPECTED AT TEZ
END OF PROSRAM AS 43LL AS SERVE AS FIARST CONTITION
PRECEDENT BEFORE ANY PROTRAM FUNDS ARE RELEASED.
INTYRIM EENCEMARES VILL ACT AS SUBSEQUENT CONTDITIONS
PRECZDENTS AS REIATET TO EXPECTED FINANCIAL SECTOR
RESULTS., THOST® RESULTS EX?ECTED FROM MACRO-ECONOMIC
'POLICY ISSUFS SEOULD EE PRTSENTET AS COVENANTS.

PAAD MODIFIED TO INCORPORATE CLEARER DEFINITION OF FSDP
STATFMENT. STATTMENT SEALT FMEOLY A LIBFRAL, PRIVATE
SECTOR-ORISNTED APPROACE TC FINANCIAL SECTCR REFORM ANT
DEVELOPMINT AND SEALL INCLUDE AS OBJECTIVES: TO PROMOTE
COMMERCIAL 3ANX MOBILIZATION OF PRIVATE DOMESTIC
FINANCIAL RESOURCES) TO FOSTER A MORE ACTIVE MONEY
MARFFT ANT INTZRFST RATES REPRESENTATIVE OF REAL

- ECONCMIC CCST OF FUNDSZ; AND TO INCREASE AMOUNT OF CREDIT
AVAILABLE TO PRIVATE SNTERPRISES. THE SPECIFIC
ORJECTIVES TO BE AOVTN INTO STATEMENT ARE:

= BY END O FIVE YZAR PROGRAM, REAL FINANCIAL
R®SQURCTS MOBILIZED 3Y .PRIVATE COMMERCIAL BANKS SIOULD
BE GROWING BY AT LIZAST 4 PERCENT PER YEAR.

=  INTEREST RATZS SZJOULD 2E POSITIVE RELATIVE TO
INFLATION,

~  COMMERCIAL RANKS SHOULD 3E FINANCING A WIDER RANGE
OF E¥TERPRISTS TIAN EtEFORE THET PROGRAM IN TEIMS OF SIZE,

SECTOR OF ACTIVITY, AND GEOGRAPHIC AREA,

= GCZ 3UDGET DEFICIT SHOULD BE FINANCED FROM MARKET AT
MARYET TEITRMINED RATY¥S OF INTEREST.

- NO GOZ CONSTRAINTS SHOULD RZMAIN ON BANK INTEREST
RATES OR FFE STRUCTURES.

=  REQUIRED RESZRVIY SHOULD BE SET AT MINIMIM LEVELS
NYCESEARY FOR STABILITY ANT EFFICIENT GROWTE OF BANKING
SYSTEM

=  REQUIRED RESERVE DEPOSITS SHOULD BE REMUNERATED AT
MARKET RATES.

=  CEINTRAL BANK SEOULD BE ACTING ONLY AS LENDER OF LAST
RESORT AND SEOULD CHARGE MARKET-BASED IHTEREST RATES.

- N .« —, v - -;,_ " -
| iﬁk‘{' 0. 3300 S B T :
33 ZAEIL ATTERNGT ntTowe ? ﬂ :
#1/2 MAD - - - uncx&ssrrznn 'STATE 232152/01
BEST AVAILABLE DOCUMENT



lfiore
Rectangle


2 & UNCLASSIFIED STATE 232122/02

(AN
~

= GOZ SHOULD 3E MOVING TO REPLACE ATMINISTRATIVE
CREDIT CERILINGS -4ITH INTIR®CT CONTROLS ON CREDIT THAT
ARE AUTOMATIZALLY LINKED TO MOBILIZATION OF RESOURCES ?Y
BANKING SYSTEM,

RELEASE OF SUBSEQUTZN™ TRANCHES TIED TO SPECIFIC DEGREER
0*® PROGRESS ZXPECTED IN ABOVE-NOTED AREAS. COVENANT
CRITERIA REVISET TO FOSSIRLY INCLUDE NOT ONLY PROGRESS
I%¥ THOSE BANXINT SECTOR REFORMS NOTED ABOVE, BUT ALSO
PROGRESS IN FOLLOWING AREAS:

- TEGREE TO WEICHE COMMEZRCIAL BANXS ARE FINANCING A
WITER RANGT OF ENTERPRISES TEAN BEFORE THE PSSP PROGPRAM

- G3Z ZAS IMPLEMENTET A POLICY OF FULL COST FUEL
PRICING/RECOVIRY

= GOZI TS MAINTAINING A LIBERAL POLICY CONCERNING
FCREIZN TRADZ IN COMMODITIZS AND TARIFF-RATE REFORM

= G0Z IS MAINTAINING LIBRRALIZED PRICING POLICIES AND
A4S ASREED NOT TO INTRODJCE ADMINISTRATIVE CONTROLS ON
PICES OF PRIVATELY-PRODUCZD GOODS AND SERVICES.

PR0OGRZSS AZAINST THESE TARZETS WILL BE CRITICAL IN
RELEAST OF FUNDS BUT PULL ATTAINMENT MAY BE BEYOND
PURVITY OF THIS PROGRAM.

OUTCOMT OF ECPR ALSO DETZRMINED THAT PROGRAM RATIONALE
AMD DESCRIPTION MUST REFLECT CLEARER LINKAGE AND MORE
FOCUSET IMPACT OF PROGRAM ON INTENDED BENEFICIARY

TROUP. ©PAAD RATIONALZ SZCTION AUGMENTED TO DEMONSTRATE
RTQUESTED LINKAGES AND IMPACT, PRESENTATION SHOWET
IMPACT OF MS<S THEIMSSLVES AS AELL AS THAT ON CONSUMERS,
MST EMPLOYEES, SUBCONTRACTORS, EFFECT ON MARKETING AND
DISTRIZUTION CHAIN AND LINZS TO AGRICULTURE ANT RURAL

ARTAS,
BEST AVAILABLE DOCUN;EN

C. ISSUE NO. 3: TTEMONSTRATED COMMITMENT BY GOZ.

(1) NLTURY OF ISSUE:" GIVEN IMPORTANCE OF IMF/WORLD
BANK AGREEMENTS TO SUCCESSZUL IMPLEMENTATION OF PROGRAM
ANT POSSIRILITY TEAT AN AGREEMENT MAY NOT BE SIGNED THIS
YEAR, THE QUZSTION AROSE AS TO WHETEER THE PROJECT
SHQOULD BE AUTAORIZEL. MISSION REPRESENTATIVES REQUESTED
PROJSCT APPROVAL AND AUTEO2IZATION SO THAT THE MISSION
COULD MAINTAIN BARGAINING LEVERAGE SHOULD THE
NEFOTIATING CLIMATE IMPROVZ: AS EXPECTED.

22 RISOLUTION OF ISSUE: SUBSTANTIVE AGREEMENT MUST BE
ELCHET ON CERTAIN XEY ISSTES BEFORE MISSION CAN GO

AUFAD WITH PROGRAM.
THE PAAT ANT PROJECT AUTHOZIZATION WERE MODIFIED TO

INCLUDE THE FOLLOWING THREE KEY PRIOR ACTIONS THAT MUST
OCCUR PRIOR TO SIGNATURE OF THE PROGRAM AND PROJECT

2/2 UNCLASSIFIED STATE 232132/e2 \5/4%¥'
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2,3 ' SNCLAZSTTIXT STRIT 2321e/°:

FREIMINTS:

- DONYCTTION IN. 34D DITJITIN OFFICTIAL AND 2ATT R
T.-‘" ‘1}5 9‘1.' S - - - ‘.I-AI- A.\J PA. A-IL-JL
- 2INGATTIAY IN 24D 'F‘..:':\.‘r-v::‘; INTLATICU AND RANT 07

) ’ —-.._.‘ “ - .
ZLIRTIS IFMDEZIST RATIS O LICTS TO COMMIRCIAL BANYS

= ITIZZ¥IZ 07 BITISION 13 332°S TAX COLLICTION
P OCETURTS IYSLUTING CUSTOM TAT--. TAY ATMINTSTRATION
APT 4N INQDTAST IN FUEL TAC. T

2. Z’AEPIﬁE. AUZUST 1 9AD SEXL STT AS TFATLINE TATE
FCR Y 8z CRLTIZATICN OF THIS TROGRAM,

fTATJS QT LUTHCRIZATICH:  PAAT yITT RIQUIDIT CHANGES
4§;IZ€? L™ CURRTYTLY IN CLEARANCY PROCEISS., CN EAS
NI OTARNAID T SILL WOR RTVIFYG, yITTFRELT

2/2 GRCLASSITIET STATT 232122/7:2

BEST AVAILABLE DOCUMENT
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ANNEX 10

STATUTORY CHECKLIST

PRIVATE SECTOR SUPPORT PROGRAM
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PROJECT CHECKL 1S
A GLNERAL CRLITLRLIA FOR PROJECH

1. by 1989 Appropriations Acl Sec. 523, FAA
Sec. 634A. It money is sought to be YES
obligated for an activily nol preoviocusly
justitfied to Congress, ar for an amount
in excess of amount previously justified
Lo Congress, has Congress been properly

notified?

2. FAA_Sec. 61l(a)(l). Prior to an
obligation in excess of $500,000, will YES
there be (a) enginecering, financial or
other plans necessary Lo carry out the
assistance, and (b)) a recasonably firm
estimate of the cost to Lhe U.%. of Lhe
assislance?

3. FAA Sec. 611(a)(2). If legislative
action is required within recipient N/A
country, what is Lhe basis for a
recasonable expectation that such aclion
will be compleled 1n Lime Lo permit
orderly accomplishment of Lhe purpose aof
the assistance?

4. FAA Sec, 611(b), fFY 1989 Appropriations
Act Sec. 501. If projecl 1s for water or N/A
water-related land resource construction,
have benefite and cosls been computed to
Lthe extent practicable in accordance with
the principles, standards, and procedures
cstablished pursuant Lo the Waler
Resources Planning Acl (42 U.S.C. 1962,
et seq.)? (See A L.D. Handbook 3 for

guidcelines )

v.  FAA Sec. 611(e). If projecl 1s capital
assistance (¢.qg., canslruction), and N/A
total U.S. assistance for 1l will exceed

$1 million, has Mission Direcctor

certified and Regional Assislant

Administrator taken inlo consideration

the country's capability to maintain and

utilize Lhe project c¢ffectively?

BEST AVAILABLE DOCUMENT

3
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10.

11.

FAN Soc, 209, 1s projecl susceplible Lo
execution as part of regional or
multilateral project? 1f so, why is
project not so executed?  Information and
conclusion whether assistance will
encourage regional develaopmmentl prograins.

FAA Sec. 601(a). Information and
conclusions an whether projects will
encourage efforts of the counlry to:
(a) increase the flow of international
trade; (b) foster private initiative and
competition; (c¢) encourage development
and use of cooperatives, creditl unions,
and savings and loan associations;

(d) discourage monopolistic practices;
(e) improve technical efficiency of
industry, aqriculiure and commerce; and
(f) strengthen freoe labor unions.

FAA Sec. 601(b). Information and
conclusions on how project will encouraqge
U.S. private trade and investment abroad
and encourage private U.S. participation
in foreign assistance programs (including
use of privalte Lrade channels and the
services of U.S%. pravate cnlerprise).

FAA Secs. 612(b), 636(h). Desceribe steps
taken to assure that, Lo the maximum
extent possible, Lhe country 1«
contributing local correncivcs Lo mecl the
cost of contractual and olher services,
and (oreign currencics owned by Lhe U 8.
are ulilized in liru of dollars.

FAA Sec. 612(d). Docs the U5 own
excess foreign currcency of Lhe counlry
and, if so, whal arrangements have been
made for its release?

FY 1989 Appropriations Act Sec. b21. If
assistance is for Lhe production of any
commodity for export, is the commodily
likely to be in surplus on world marketls
at the time Lhe resulting productive
capacity becomes operative, and is such
assistance likely Lo cause substantial
injury Lo U.S. producers of Lhe sane,
similar or competing commodily?

SEST AVAILABLE DOCUMENT

NO

PROGRAM WILL SUPPORT
PRIVATE SECTOR DEVELOP-
MENT AND WILL IMPROVE
CAPACITY UTILIZATION

OF ZAIRIAN MANUFACTORING
INDUSTRIES.

PROGRAM WILL ENCOURAGE
U.S. EXPORTS OF RAW

MATERIALS, SPARE PARTS
AND CAPITAL EQUIPMENT.

THE GOZ WILL CONTRIBUTE
$15 MILLION GOZ - OWNED
COUNTERPART FUNDS FOR
LOCAL COSTS OF THE
PROGRAM.

NO

N/A

Al
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17.

13.

14,

15,

LY 1989 Appropriaticens Act Seco 549

Will the assistance (excepl (or programn.,
in Caribbcean Basin Initiative counleise
under U.S. Tarifl Schedule "Seclion 807"
which allows reduced taritifs un articles
assembled abroad from U S - made
components) be used directly to procure
feasibilily studies, prefcasibilily
studies, or projecl profiles of polential
investment in, or Lo assisl Lhe
establishiment of tacilities specifically
designed for, the manufacture for export
to the United States or Lo Lhird counlry
markets in dircct competition with U. 5.
exports, of lextiles, apparel, footwear,
handbags, flat goods (such as wallels or
coin purses worn on Lhe person), work
gloves or lcalher wearing apparcl?

FAA Sec. 119(9)(8)-(6) & (10). Will the
assistance (a) support Lraining and
education elfourts which improve the
capacity of recipient counltrics Lo
prevent loss of binlogical diversity;
(b) be provided under a long- Lerm
agroeoment in which the recipiont counlbry
agrecs Lo prolect ecosyslems. or alher
wildlife habitals, (¢) support cttforls
to identify and survey ecosyslems in
recipient counlrics worthy ot
protection; or (d) by any dircecl or
indirect means signifficant ly doegrade
national parks or similar prolecled arcas
or introduce oxatic plants ar animals
into such arecas?

FAAR Sec. 121(d). 1f a Sahel prujecl, has
a determinalion hcen made Lhat the host
government has an adequate system for
accounting for and controlling receipt
and expenditure of project funds (either
dollars or Jocal currcncy generated
thoerefrom)?

LY 1989 Appropriations Acl. If
assistance is (o bhe made to a United
States PUO (olher than a cooperative
development organization), does 1t oblain
at leasl 20 percent of dits total annual
funding for international activities fronm

BEST AVAILABLE DOCUMENT

NO

NO

N/A

N/A
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17.

18.

solhrces olther than the Untted Stale
Govormnent ?

FY 1989 Appropriations Acl Scc. H3k. 1
assistance is being made avatlable lo a
PUO, has thalt organization provided upon
timely request any docuwnent, tile, or
record necessary Lo the audiling
requirements of A.T.D., and is the PUO
registered with A.1.D.7

FY 1989 Appropriations Act Sec. 514. 1f
funds are being obligatced under an
appropriation account to which they werc
not appropriated, has prior approval of
the Appropriations Comuilttees of Congress
been obtaincd?

State Authorization Sec. 139 (as

interpreled by conference reporl). Has
caonfirmation of Lhe date of signing of
the project agrecment, including the
amount involved, been cabled Lo Bltate L/:
and A.1.D. LEG wilhin 60 days of the
agroement's enlry into force wilh respedct
to the United Stales, and has the (full
text of the agrecment been pouched Lo
those samce oflices?  (Sce Handbook 3,
Appendix 06 for agroements covered by
this provision).

B. FUNDING CRIIERIA FOR PROJECT

1

Development Assistance Project Criteria

a. LY 1989 nppropriations Acl bec. 548
(as interpreled by conference report
{for original enactinent) . 1
ascistance i« for agricultural
development aclivities (sprcifileally,
any testing or hreeding feasibility
study, variely improvemenl or
introduction, consullancy,
publication, conterence, or
training), are such activities (@)
specifically and principally designed
to increase agricultural exporls by
the host country to a country olher
than Lhe Uniled Stales, where the
export would lead to direcl

o eae e
BESEAVARRhu,bULUmiN

N/A

N/A

YES

N/A

Iy

§b
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compet1tion an that Lhied counlry
wilh vxports of a sinilar commodily
grown or produced in the United
States, and can the aclivities
reasonably be expecled Lo causce
substantial injury to U.S. expoarters
of a similar agricullural comnodity;
or (b) in support of research that 1is
intended primarily to benefit U.S
producers?

FAA Secs. 102(b), 111, 113, 281(a).
Describe extent to whlch ac11U1Ly
will (a) effectively involve the poor
in development by extending access Lo
economy at local level, increasing
labor-intcnsive production and the
use of appropriate technology,
dispersing investment {rom cities Lo
small towns and rural areas, and
insuring wide participation of the
poor in the benefits of development
on & sustained basis, using
appropriate U.S. institultions;

(b) help develop cooperalives,
especially by technical assislance,
Lo assist rural and urban poor Lo
help themsclues Loward a belter Tife,
and otherwisce encourage demorratic
private and local governmental
institutions; (c¢) supporl Lhe
sclf-help eofforts of developing
counlrics; (d) promote Lhe
participation of women in the
national cconomies of developing
countries and the improvemenl of
women‘s sltalus; and (¢) utilize and
encourage regional cooperation by
developing countrics.

FAA Secs. 103, 103A, 104, 105, 1006,
120 21, PY 989 ApproprlaLlons nct
(Deuelopment Fund for Africa). Does
the project fit Lhe criteria for Lhe
source of funds (functional account)
being usced?

FAA Sec. 107. 1s emphasis placed on
use of appropriate technology
(relatively smaller, cost-saving,

s 1 AVAILAGLE DUCUIMENT

THE PROGRAM WILL ASSIST
IN FINANCIAL SECTOR
DEVELOPMENT AND REFORM
AND WILL THUS SUPPORT
THE SELF-HELP EFFORTS
OF ZAIRE.

YES (DFA)

N/A



labor using Uchnologies thal are
generally mosl appropriale for the
small rarms, swall businesses, and
small incomes of the poor)?

__________ 110, 124(d). Will Lhe
recipient counlry provide at Jeast 25
percent of the costs of Lhe program,
project, or activity with respecl to
which the assistance 1s Lo be
furnished (or is the Jatter
cost-sharing requircement being waived
for a "relalively least developed”
counlry)?

FAA_Secs .

FAA_Sec. 128(b). If the activity
altempts Lo increrase the
institutional capabilitics of private
organizations or the govermnent ol
the country, or if 10U attempls to
stimulate scientilfic and
technological research, has il beon
designed and will 1t be wmonitored Lo
ensure that Lhe ullimate
beneficiarics are Lhe poor majorily?

9. FAA Sec. 281(h). Describe
exlenl Lo which program
recognizes Lhe parlicular
needs, desires, and capacilies
of the poople of the counlry,
lilizos the country s
irtellectual resources Lo
encourage instital ional
dovclopment, and supports
rivil oducation and training
in skille requirced for
el fective participation In
governmenlal processes
pssontial to selfl —govermment.

FY 1989 Appropriations Acl Scc. 530,
Are any of Lhe tunds Lo be usced lor
the poerformance of aboriions as a
method of family planning or to
motivate or cocrce any person Lo
practice abortions?

Are any of Lhe funds to be used to
pay for the performance of
involuntary sterilization as a method
of family planning or Lo coerce or
provide any financial 1ncenlive to
any person Lo underqgo sterilizations?

GEE AYAILRBLE pUUNGN

YES

YES

THE PROGRAM WILL WORK
THROUGH EXISTING
COMMERCIAL BANKING
AND PRIVATE SECTOR
INSTITUTIONS.

NO

NO



Arce any of the funds to be used Lo
pay for any biomedical research which
relatces, in whole or in part, Lo
melhods of , or Lhoe perfomnance of,
abortions or involuntary
sterilization as a weans of family
planning?

bY 1989 Appropriations Act. Is Lhe
assistance being made available Lo
any organization or program which has
becen determined Lo support or
participate in Lhe management of a
program of coercive abortion or
involuntary sterilization?

If assistance is I'rom Lhe population
functional account, arc any of the
funds 1o be made available Lo
voluntary fawmily planning projectes
which do not of{er, ecither directly
or Lhrough referral Lo or dinformalion
about access to, & broad range of
family planning methods and services?

FAA Scc. 601(e). Will the project
ulilize compelilive seloctior
procedurcs for the awarding of
contracts, except where applicable
procurement rules allow olherwioe?

FY 1989 Appropriations Acl  Whal
portion of the funds will bHe
available only for activities of
cconomically and =socially
disadvantaged enlerpriscs,
hislorically black (olleges wand
universitie«, colleges and
universitics having @ student body in
which more than 40 percent of the
sludents @re Hispanic Mmaericans, and
private and voluntary organizations
which arce controlled by individuals
who are black Americans, Hispanic
Ancricans, or Native fmericans, or
who arce economically or socially
disadvantaged (including womnen)?

BEST AVAILABLE DOCUMENT
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NO

N/A

YES

AID DIRECT CONTRACTS
UNDER THE PROGRAM WILL
BE COMPETED UNDER FULL
AND OPEN COMPETITION
AND GRAY AMENDMENT
ELIGIBLE ORGANIZATIONS
WILL BE ENCOURAGED TO
APPLY.



FAA Sec. 118(c¢). Does Lhe assistance
comply with the environmental
procedurcs sct forth in A 1.0,
Regulation 10? Does the assislance
place a high priorily on conservalion
and sustainable management of
tropical foresls? Specilically, docs
Lhe assistance, to the fullest oxbent
feasible: (a) stress the dmportance
of conserving and sustainably
managing forest resources; (b)
support activitices which ofter
employment and income alternalives Lo
those who olherwise would causc
destruction and loss of foresls, and
help countries identify and implemcent
alternatives Lo colonizing lorestod
areas; (¢) support Lraining
programs, educational efflforts, and
Lthe ecstablishiment or slrenglhoning ol
institutions Lo improve lorest
management (d) help end deslructive
slash- and- burn agriculture by
supportiing stable and productive
farming practicoes, () help conscrue
forests which have not yel boen
degraded by helping to increasc
production on lands already cleared
or degraced; (f) conserve (oresled
watcersheds and rehabilitate Lhose
which have been deforested, (9)
supporl Lraining, rescarch, and other
actions which lead Lo sustainabile and
mare cnuirovmnentally sound praclticoes
for timbcer harvestling, romoval, and
procossing; (h) support roscarch to
expand knowledge of Lropical forceste
and identifly alternatives which will
prevent forest destruction, loss, or
degradalbion; (i) conscrve biological
diversity in forest areas by
supporting cofforts Lo idenlify,
establish, and maintain a
representative nelwork of protecloed
Ltropical foresl ecosystems on a
worldwide basis, by wmaking Lhe
establishmenl of protecled areas a
condition of support for activities
involving foresl cleararnce or
degradation, and by helping Lo

SES T AVAILABLL UUGUREN]

N/A



m.

identity tropical foresl ecosystem
and sprcies in need of protectron oo
esltablish and maintain appropriate
protected arcas;  (3) seck to
increase Lhe awarencss of U &
goverminent agencies and other donors
of the immediate and long-term valuce
of trupical forests; and (k)/utilize
the resources and abilities of all
relevant U.S. governnent agencles?

FAA Sec. 118(c)(13). 1f the
assistance will support a program or
project significantly affecling
Lropical forests (including projecls
involuing the planting of exotic
plant species), will the program or
project (a) be based upon careful
analysis of the alternatives
available to achieve the best
sustainable use of the land, and
(b)/take full account of the
environmental impacls of the proposcd
acltivilies on biolegical diversity?

FAA Scc. 118(c)(14). Will assistance
be used for (a) Lhe procurcment or
use of loqgging cquipment, unless an
environmental asscssment indicales
that all timber harvesting operations
involued will be conducted 1m0 an
enuironmentally sound manner and that
the proposed activity wiil produce
positive cconomic benefils wnd
sustainahble foresl managemer!
systems;  or (b) aclions which will
significanlly degrade nalional parks
or similar proteccted arcas which
contain tropical forcsls, or
introduce cxotic plants or animals
into such areas?

FAA Sec, 118(c)(15). Will assistance
be used for (a) activities which
would result in the conversion of
forest lands Lo the rearing of
livestock; (b) the construction,
upgrading, or mainlenance of roads
(including Lemporary haul roads lor
logging or olher exlraclive
induslries) which pass Lhrough
relatively undeqraded foresl lands,

BEST AVAILABLE DOCUMENT

NO

NO

N/A



(c) the colonization of forestl lands
or (d) the construction af dams or
olher water contral struclures which
flood relatively undegraded forest
lands, unless wilh respect to each
such activity an environmental
assessment indicates that the
aclivity will contribute
significantly and directly to
improving the livelihood of the rural
poor and will be conducted in an
environmentally sound manner which
supports sustainable development?

FY 1989 Appropriations Act. If
assistance will come from the
Sub-Saharan Africa DA account, s 1t
(a) to be uscd {o help the poor
majority in Sub- Saharan Africa
through a process of long-torm
development and economic growth thal
is equitable, participalory,
environmentally sustainable, and
self-reliant; (b) being provided 1in
accordance wilh the policies
contained in section 102 of Lhe FAN,
(¢) being provided, when conistent
with the objeclives of such
assistance, Lhrough African, United
States and other PUOs thal have
demonstrated effeclijveness in the
praomotion of local grassrools
activities on behalf of long- Lerm
development in Sub-Saharan Alrica,

(d) being used Lo help overcome
shorter-terin conslraints ta long-Lern
development, to promote reform of
sectaoral cconamic policies, Lo
support the crilical sector
prioritics of agricultural producltion
and natural resources, health,
voluntary family planning scrvicces,
education, and income gqeneraling
opportunitics, Lo bring aboul
approprigte scctoral restructuring of
the Sub-Saharan African c¢conomics, to
support reform in public
administration and finances and to
establish a favorable environmentL for
individual enterprise and
self-sustaining development, and to
take into account, in assisted policy

KEST AVAILABLE DOCURLI:

YES



reforms, Lhe need to protoecl
vulnerable groups; (e) being used Lo
increase agricullural produclion in
ways Lhal protect and reslore Lhe
natural recsource base, espccially
food production, Lo maintain and
improve basic transportation and
comnunication networks, Lo maintain
and restore the renewable natural
resource base in ways tLhat increase
agricultural production, to improve
health conditions wilh special
emphasis on meeting the health necds
of mothers and children, including
the establishment of self-sustaining
primary health care systems that give
priorilty to preventive care, Lo
provide increascd access to voluntary
family planning services, Lo improve
basic literacy and mathematics
especially Lo those oulside the
formal educational systom and Lo
improve primary education, and Lo
develop incoine-generaling
opportunitics faor Lhe unemployed and
underemployed in urban and rural
arcas?

q. FY_1989 Appropriations Acl Scc. 513.
If deob/reob authorily is sought to
be exercised in the provision of DA
assistance, are the (unds being
obligated for the samc genceral
purposc, and {or countries within the
same genceral reqion as originally
obligated, and havce Lhe
Approprialions Comnitltees of both
Housces of Congress been properly
notified?

5C(3) - STANDARD IT1EM CHECKLISI

Listod below arc the statutory items which
normally will be covered routinely in those
provisions of an assistance agrecment dealing
with its implementalion, or covered in the
agreement by imposing limits on certain uses of
funds.

These items are arranged under the general

headings of (A) Procurement, (B) Construction,
and (C) Other Restrictions.

BEST AVAILABLE DOCUMENT
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6.

PROCUREMENT

FAA Sec. 602(a). Are there arrangements
Lo permit U.S. small business Lo
participale equitably in Lhe furnishing
of comnodities and services f{inanced?

FAA Sec. 604(¢a). Will all procurement be
from the U.S. except as olherwise
determined by the Presidenl or delermined
under delegation {rom him?

FAA Sec. 604(d). If the cooperaling
country discriminates against marine
insurance companies authorized to do
business in the U.S., will commnodities be
insured in the Uniled States against
marine risk with such a company?

FAA Sec. 604(e); 1SDCA of 1980 Scc.
705(a). If non-U.S. procuremenl of
agricultural commodily or product Lhereol
is Lo be financed, is therce provision
against such procurement when Lhe
domestic price of such commodity i1s loss
than parity? (Exceplion where comnoditly
financed could not rcasonably be procured
in U.S.)

FAA Sec. 604(g). Will conslruclion or
engincering services be procured I'rom
firms of advanced developing counlrices
which are olhorwise eoligible undoer Code
941 and which have attained a compelitive
capability din inlernational markcets in
one of Lhesc arecac? (txceplion for Lhose
countrics which receive direcl cconomic
assistance under the FAA and pormil
United States Firms Lo compele (or
construclion or enginecring services
financed from assistance programs ol
these counlries.)

FAR Scc. 603. Ts the shipping excluded
from compliance with the requiremcnl in
section 901(b) of Lhe Merchant Marine Acl
of 1936, as amended, that at least

50 percent of the gross Lonnage of
commodities (compuled separaltely for dry
bulk carriers, dry cargo liners, and

N
bl

5T AVAILABLE BOCUIMEIY
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tankers) fananced shall be transpor Led o

privately owned V.S, t1ag comneroial
vesse]ls Lo Lhe extlenl such vessels arce
avdallable al fair and reasaonable ralos?

FAN Sec. 621¢(a). 1f technical assistancoe

is tinanced, will such assistance be
furnished by privale enlerprisc on a
contracl basis 1o Lhe fullest oxbtoent
practicahler? Will the facilities and
resources of olther Federal agencices he
utilized, when they are particularly
sultable, nob compeltitive wilh privatoe
enterprise, and made available wilhoutl

undue interference with domestic prograins?

International Air Jransportation Fair
Competitive Practices Act, 1974. If air
transportation of persons or properly 1s
financed on grant basis, will U.5.
carriers be used Lo the extenl such
service is available?

FY 1989 Appropriations Act Sec. 504. If
the U.S. Gaovernment is a parly Lo &
contract for procurementl, does the
contracl contain a provision aulhorizing
termination of such contracl for the
convenicnce of the United States?

FY 1989 Appropriations Act Scc. 524. 1f
assislance is {or consulting service
through procurement conlracl pursuanl Lo
5 U.S.C. 3109, are contract expenditures
a matter of public rccord and available
For public inspection (unless olherwice
provided by law or Exccutive order)?

B. CONSTRUCTION

3.

FAA Sec. 601(d). 1If capital (e.g..
constiruction) project, will U.S.
enginecring and professional services be
used?

FAA Sec. 611(c). 1If contracts for
construction are Lo be Financed, will
they be let on a competitive basis to
maximum extent practicable?

FAA Sec, 620(k). 1f for construction of

BEST AVAILABLE DOCUMENT
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praoductive enlerprise, willl aggregate

value of assistance Lo be furnished by N/A
the U.5. not oxceed $100 million (excopl

for produclLive enlerprises in tqypl Lhal

were described in the CP)Y, or does

assistance have the express approval of
Congroess?

OTHER RESTRICIIONS

FAA Sec. 122(b). If development lean

repayable in dollars, is 1nieresl raie al  y/p
least 2 percent per annum during a grace

period which is nol to exceed Len years,

and at least 3 percoent per annuin

thereafter?

FAA _Sec. 301(d). If fund is eslablished

solely by U.8. contributions and N/A
administercd by an internalinnal

organization, does Complroller General

have audit rights?

FAA Scc. 620(h). Do arrangements oxist

to insure Lhal Uniled States foreign ald

is not used in @ manner which, conlrary YES
to the best dnterests of the Unitled

States, promotes or assisls the forelgn

aid projects or aclivitiers of Lhe

Communist -bloc counlrivs?

Will arrangemenls preclude use of
Financing:

a. FAA Sec. 104(f); FY 1989
Appropriations Act Secs. 525, 530. YES
(1) To pay for performance of
abortions as a method of family
planning or Lo motivale or coerce
persons Lo practice abortions; (2) Lo
pay for performance of involunlary
sterilization as method of family
planning, or to coerce or provide
financial incentive Lo any person Lo
underqgo slerilizalion; (3) to pay for
any biomedical resecarch which
relates, in whole or part, to melhods
or the performance of aborlions or
involuntary sterilizations as a mcans
of family planning; or (4) to lobby
for abortion?

BEST AVAILARLE JOCUMENT
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d.

FAA Scc. 483, o make roilinburse -
ments, in the form of cash paymente,
Lo persouny whose 11licit drug crops
arc eradicated?

FAA Sec. 620(9). o compensale
ouners for expropriated or
nationalized property, excepl Lo
compensale foreign nalionals in
accordance with a land reform program
certified by the President?

FAA Sec. 660. To provide Lraining,
advice, or any financial support for
police, prisons, or other law
enforcement forces, except for
narcotics programs?

FAA Sec. 662. For CIA aclivities?
FAR Sec. 636(i). For purchase, sale,
Tong-term lease, exchange or guaranly
of the sale of wotor vehicles
manufactured outside U.S., unless @
waiver is obtained?

FY 1989 Appropriations Act Sec. b0O3.
fo pay pensions, annuitics,
relirement pay, or adjusled service
compensal jon for prior or current
military personncl?

FY_ 1989 Appropriations Nct Sec. 505,
To pay U.N. assesemenls, arrcaragoes
or durs”

FY 1989 Appropriations Acl Scc. 500.
To carry out provisions of FAA
section 209(d) (transfcr of AN funds
to multilateral organizations tor
lending)?

£y 1989 Appropriations Act Sec. 510.
To Finance Lhe export ot nuclear
equipment, fuel, or technology?

FY 1989 Appropriations Acl Sec. 511.
For the purpose of aiding the efforts
of Lhe guvernment of such counlry Lo
repress Lhe legitimate righls of the
population of such counlry contrary
to the Universal Declaration of Human

Rights?

YES

YES

YES

YES

YES

YES

YES

YES

YES

YES

REST AVAILABLE DOCUNENT
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1. by 1989 Appropriations Acl Sec. 510,
State Authorization Sec. 109 lo be
used for publicity or propaganda
purposes designed Lo support or
defeal. legislatinon pending hefore
Congress, to influence in any way Lhe
outcome of a political eleciion in
the United States, or for any
publicity or propagqanda purposes not
aulthorized by Congress?

5. FY_1989 Appropriations Acl Sec. 584.
Will any A.I.D. contract and
solicitation, and subcontracl entered
into under such caontract, include a
clause requiring that U.S. marinc
insurance companics have a fair
opportunity to bid for marinc insurance
when such insurance is necessary or
appropriate?

3(A)2 — NONPROJECIT ASSISIANCE CHICKLISI

The c¢criteria listed in Part A arc applicable
generally to FAA funds, and should he used
irrespective of the program's unding source.
In Part B a distinction is mace belween the
criteria applicable lo tconomic Support Fund
assistance and Lhe crileria applicable Lo
Development Assistance. Selection ob the
criteria will depend on the funding source for
the progran.

CROSS REILRLNCLS: 15 COUNTRY CHLOCKLTIST Uv
fO DAIE?  HAS STANDARD
ITEM CHLCKLTS! BEEN
REVILWED?

A GENERAL CRITERIA FOR NONPROJECT ASSISIANCE

1. FY_ 1989 Appropriations Act Sec. 523,
FAA Sec. 634A. Describe how
authorization and appropriations
commitiecs of Scnate and House have
been or will be notified concerning
the project.

BEST AVAILABLE DOCUMENT

YES

YES

A CONGRESSIONAL
NOTIFICATION WILL BE
SUBMITTED BEFORE PROJECT
AUTHORIZATION.



FAN Bec. 011(a)(?2). b turther
legislative action 15 required wilhin
recipioent country, whal 1s basis lor
reasonable expectation that such action
will he completed 1n tume to permit
orderly accomplishment of purposc of the
assistance?

FAA Sec. 209. 1ls assistance more
officiently and effectively provided
through regional or multilateral
organizations? If so, why is assislance
nol so provided? Information and
conclusions on whether assistance will
encourage developing countries to
cooperate in regional development
programs .

FAA Sec. 601(a). Informalion and
conclusions on whether assistance will
encourage ef forts of the country Lo

(a) increcasce the flow of international
trade; (b) foster private initiative and
competlition; (c) encourage development
and use of cooperalives, credil unions,
and savings and loan associations,

(d) discourage monopolistic praclices,
(e) improve Lochnical efficiency of
industry, agriculture, and comnerce,; and
(F) strengthen free Tabor uniouns.

FAA _Sec. 601(b). Informalion and
conclusions on how assistance will
encouragce U.S. private trade and
investinent abroad and encourage private
U.S. participation in foreign assislance
programs (including usc of private Lrade
channcls and Lhe scrvices of U5, privale
enterprise) .

FAA_ Secs. 612(b), 636(h); FtY 1989
Appropriations Act Sccs. 507, 509.
Describe steps taken to assure that, to
the maximum extent possible, loreign
currencies owned by the U.S are utilized
in lieu of dollars to meet the cost of
contractual and aother services.

FAA_Sec. 612(d). Does the U.S. own
excess forcign currency of the country
and, if so, what arrangements have been
made (or its release?

BEST AVAILABLE DOCUMENT

N/A

NO

PROGRAM WILL SUPPORT
PRIVATE SECTOR DEVELOP-
MENT AND WILL IMPROVE
CAPACITY UTILIZATION

OF ZAIRIAN MANUFACTURING
INDUSTRIES.

PROGRAM WILL ENCOURAGE
U.S. EXPORTS.

N/A

NO
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8. FAA Sec. 001(e). Will the assistance
utilize competilive seleclion procedures YES
for the awarding of conlracls, oxcopl
where applicable procuremenl rules allow
olheruise?

Y. FAA Sec. 121(d). If assistance is being
furnished under the Sahel Developimenl N/A
Program, has a determination been made
that the host government has an adequate
system for accounting for and controlling
receipt and expenditure of A.L.D. funds?

10. FY 1989 Appropriations Act. Will
assistance be designed so that Lhe YES
percentage of women participanls will be
demonstrably increascd?
B. FUNDING CRITERIA FOR NONPROJECI ASSISTANCE

1. Nonproject Criteria for Ecounoimic Support
Fund

a. FAA Sec. 531(a). Will Lhis

assistance promole cconomic and political N/A
stability? 1o the maximum exlent

frasible, 1s this assistance consistent

with the poulicy direclions, purposcs, and
programs ol Part 1 of the FAR?

b. FAA Sec. 531(e). Wi1ll assistance
under this chaptoer be used for military N/A
or paramililary aclivitices?

c. FAA Sec. 5H31(d). Will £5F funds made
available for commodity imporb programs N/A
or other program assistance boe uscd Lo

generate local currcencies? 11 so, will

at least 50 percent of such local

currencies be available Lo support

activities consistent wilth the objectives

of FAN sections 103 through 1067

d. FAA Scc. 609. It comnodities arc Lo

be granted so that sale proceeds will N/A
accrue to Lhe recipient country, have

Special Account (counterpartl)

arrangements been made?

e. FY 1989 Appropriations fct. If
assistance is 1in the {orm of a cash

oEST AVAILARL £ ONCUMENT



Lransfloer (a) arc all suaclh cash
payments Lo be maintained by the counlry
in a separale accounl and nol Lo be
comningled wilh any other funds? (D)
will all local currences thal may be
generated with Tunds provided as a cash
transfcer Lo such a counlry also be
deposited in a special account Lo he wused
in accordance with FAN Secliaon 609 (which
requires such local currenciecs to be made
available to the U.S. governnent as the
U.S. delerimines necessary for the
requirements of the U.S. Governmenl, and
which requires the remainder to be uscd
for programs agreed to by the U.S.
Government Lo carry oul the purposes for
which new funds authorized by the FAA
would themselues be available)? () Has
Congress received prior notification
providing in detail how the funds will bo
used, including the U8, interests that
will be scrved by the assistance, and, as
appropriate, the economic policy reform.
that will be promoted by Lhe cash
transfer assislance?

Nonprojcct Criteria for Development
Assistance

a. FAA Secs. 102(a). 111, 113,
Cxtent Lo which activity uwnll (a
effectively involuce Lhe poor in
doevelopinent, by expanding access Lo
economy at local lerucl, dncreasing
labor-intensive production and the use ol
appropriale Lechrnology, spreading
investment oul From citics Lo small towns
and rural areas, and insuring wide
participation of the pour 1n the benefile
of developmenl on a suslainced basis,
using the appropriate U.5. institultions;
(b) help develop cooperatives, especially
by technical assistance, Lo assist rural
and urban poor Lo help themcelves Loward
better 111 e, and olherwlsce oncuuraye
democratic private and local governmental
institutions: (c¢) support Lhe self-help
efforts of developing counlries; (d)
promote the parlicipation of women in the
national economies of developing
countries and the improvement of women's

281(a).
)

BEST AVAILABLE DOCUMENT

N/A

PROGRAM WILL ASSIST IN

FINANCIAL SECTOR
DEVELOPMENT AND
REFORM AND WILL

THUS SUPPORT SELF-HELP

EFFORTS OF ZAIRE.
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status, and () uwlilize and cencoarage
regional cooperation by developing
countriea?

b. FAA_Sccs. 103, 1030, 104, 105, 100,
120-21. Is assislance being made
available (include only applicable
paragraph which corresponds o source af
funds uscd: il more than one (und source
is used for assistance, include relevantl
paragraph for each fund source):

(1) [103] for agriculture, rural
developmentl or nutrition; if so

(a) extent to which activity is
specifically designed to increase
productivily and income of rural poor,
[103A] if for agricultural research,
account shall be taken of Lhe needs of
small farmers, and extensive use of
field testing to adapl basic rescarch
to local conditions shall be made; (b)
extent Lo which assistance 1s uscd 1n
coordination with efforls carried oul
under Scc. 104 to help dmmprove
nulritiorn of the people of developing
countrics Lhrough encouragemenl of
increascd produclion of crops wilh
greater nulritional value; lmprovement
of planning, rcsearch, and educalion
wilh rospect Lo nutrition, particularly
with reference to improvement and
expanded use of indigenously produced
foodstlults, and the undertaking of
pilot vr domonsiration progreuns
explicitly addressing Lhe problem of
malnutrition of poor and viulnerable
peaople; and (c¢) extent to which
activily increases national food
security by improving food policiers and
management and by strengthening
national food rescrves, with particular
concern fur Lhe neoeds of the poor,
through mcasurcs encouraging domeslic
production, building national food
reserves, expanding available storage
facilitices, reducing post harvestl food

losses, and improving food dislribution.

(2) [104] for population planning
uncler Sec. 104(b) or health under Scc.

BEST AVAILABLE DOCUMENT

PROGRAM IS FUNDED FROM

DEVELOPMENT FUND FOR
AFRICA ACCOUNT.
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J1OA(c); it wo, extent lo which activily
emphasizes low cocl, 1ntegraled
delivery systems four health, nulrition
and family planning for Lhe poorest
people, wilh particular atlention to
the needs of molhers and young
children, using paramcdical and
auxiliary medical personncl, clintcs
and health postls, comnercial
distribution systems, and other modes
of community outrearch.

(3) (10%5) for education, public
administration, or huinan resourcoes
development; if so, (a) extent Lo which
activity strengthens nonformal
education, makes {formal educalion more
relevant, cspecially for rural familics
and urban poor, and strenglhens
managoment capability of institutions
enabling the poor Lo parlicipate in
dovelapment; and (b) extent to which
assistance provides advanced education
and training of people of developing
countries in such disciplines as are
requircd for planning and
implementation of public and privale
development activitios.

() [106] for encrgy, privale
voluntary organizations, and sclectoed
developmenl problems,; 1if so, exlent
activity is;

(i) (&) concerncd with data collection
and analysis, the Lraining ol skilled
personncl, rcsearch on and
development of sultablce cnergy
sources, and pilol projecle to Lesl
new methods of enerqgy production; and
(b) facililative of rescarch on and
development and use of small-scale,
decentralized, renewable encrqgy
sources (or rural arcas, cmphasizing
development of energy resources which
are enviromnentally acceptable and
require minimum capilal invesltment;

(i1) concerned with technical
cooperation and development,
especially with U.S. privatle and


http:l.,nLi.in

voluntary, or regional and
international development,
organizalions,

(iii) research into, and evaluation
of , economic developinent. processaes
and Ltechniques;

(iv) reconstruction after natural or
manmade disaster and programs of
disaster preparedness;

(v) for special developmenl
problems, and to enable proper
utilization of infrastructure and
related projects funded with earlicr
U.S. assislance;

(vi) for urban development,
especially small, labor-intensive
enterpriscs, mmarketing systems lor
small producers, and financial or
other institutions to help urban poor
participale in economic and social
develaopment.

(5) [120-21] for the Sahelian region;
it so, (a) extent to which therce is
international coordination in planning
and implementation; participation and
support by African counlries and
organizations in delerinining
developmenl priorities, and a
long--term, multidonor development plan
which calls for equitable
burden-sharing with olher donors; (b)
has a determination been made thal Lhe
host government has an adeqguale syslem
for accounting for and conlrolling
receipt and expenditure of projects
funds (deollars or Jocal currency
generatced Lherefrom)?

c. [FY_1989 Appropriations Act. Havc
local currencies generated by the sale of
imports or foreign exchange by Lhe
government of a country in Sub-Saharan
Africa from funds appropriated under
Sub-Saharan Africa, DA becen deposited 1in
a special account established by that
government, and are these local
currencies available only for use, in
accordance with an agrcement with the

BzST AVAILABLE DOCUMENT

YES
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United Staton, Tor developmenl actiuylies
which are consistent wilh the policy
dirvclions of Seclion 102 of the FAA and
for nocessary administralive reoguircment s
of the U S, Governmenl?

d. FAA Scc. 107. Is special cmphasis
placed on use of appropriale technolagy
(defined as relalively smaller,
cost-saving, labor-using technologies
that are generally most approprialte for
the small farms, small businesses, and
small incomes of Lhe poor)?

e. FAA Sec. 281(b). Describe extent ta
which the activity recognizes Lhe
particular needs, desires, and capacities
of the pecople of Lhe country; ulilizes
the country's intellectual resources Lo
encourage institutional development; and
supports civic¢ educalion and training in
skills required for elftfective
participation in governmenlal and
political processces ogsential Lo
self-qovernment

f. FAA Scc. 101(a). Docs Lhe activily
give reasonable promise of conlributing
Lo the development of cconomic resources,
or to the increase of produclive
caparitics and self sustaining cconunic
growth?

BEST AVAILABLE DOCUMENT

N/A

PROGRAM WILL WORK
THROUGH EXISTING
COMMERCIAL BANKING AND

PRIVATE SECTOR
ISTITUTIONS.

YES



ANNEX 11

GOVERNMENT OF ZAIRE (GOZ) REQUEST FOR ASSISTANCE

- PRIVATE SECTOR SUPPORT PROGRAM -
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REPUBLIQUE DU ZAIRE )
Mouvement Populaire de la Révolutiun 26 MAI 1988

Kinshasa, v coooviiviniiniinnn.s,

No i,\.?/'\ /DP/BCE/KK/DSP/nln/88. -

TRANSMIS copie pour information aux

- Citoyen Membre du Comité Central

DEPARTEMENT DU PLAN du M.P.R. et Premier Commissaaire

" LE COMMISSAIRE D'ETAT

0BJET

d'Etat

- Citoyen Membre du Comité Central
et Vice-Premier Commissaire d'Etat
Chargé des questions économiques,
financieres et monétaires

(TOUS) & KINSHASA/GOMBE. -

Projet d'Appui
au Secteur Privé. A Monsieur le Directeur

de 1'USAID
3 KINSHASA/GOMBE.-

Monsieur le Directeur,

Me référant & l'entretien que nous
avons eu telatif au sujet repris en marge, j'ai l'honneur de
solliciter, au nom du Conseil Exécutif, une assistance finan-
ciere sous forme de subvention, afin de nous permettre de
financer, & travers le systéme bancuaire, la relance des
activités du secteur privé.

En effet, étant donné la conjoncture
difficile que traverse notre pays en ce moment, les entreprises
zalroises tournent, d'une fagon globale, nettement en dessous
de leur capacité optimale par insuffisance de devises et de
financement bancaire.

L'assistance que nous sollicitons nous permettrait donc de ren-
flouer les ressources du systéme bancaire en vue, d'une part,
de financer les importations de matieres premieéres, de pieces
de rechange et de biens d'équipement du secteur privé et,
d'autre part, de nous aider dans des réformes du secteur finan-
cier envisagées dans le cadre du Programme d'Ajustement Struc-
turel.

J'en profite pour vous indiquer que ces réformes préconisées
visent & renforcer la stabilité du systéme bancaire et & inci-
ter les banques & accroitre leur capacité d'intermédiation en
faveur du secteu- privé.

Tout en vous remerciant a3 l'avance de
l'appui que vous voudrez bien apporter & notre requéte. je
vbus prie d'agréer, Monsieur le Directeur, l'assurance de ma

- md . - \
. KA 3 q S

4155, Nue des Catcaux — 18 1 9378 Kinshoss | — Tél 31332231346 32845 — Télex 21193 64}
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ANNEX 12

ENVIRONMENTAL CATEGORICAL EXCLUSION

- PRIVATE SECTOR SUPPORT PROGRAM -




CATEGORICAL EXCLUSION

. Project Country: Zaire

| Project Title: . . Private Sector §uppqrt Project (660-0120
Punding: FY(s)  1988-90 B Us$ 40,000,000
CE Prepared by: G. William Anderson, PDO, USAID/Zaire

Environmental Action Recommended:

Positive Determination
Negative Determination
Categorical Exclusion X
Deferral

Summary of Findings:

This project 18 categorically excludable pursuant to the provisions of 22
CFR 216.2(c)(1) and (ix) because the project will support only (1)
technical assistance, which will not involve comnstruction or other
activities affecting the environment, and (2) a Commodity Import Progran,
for which A.I.D., prior to approval does not have knowledge of the
specific commodities to be financed, and will not have knowledge, at the
time the assistance 18 authorized, nor control during implementation, of
the commodities or their use in the host country.

Clearance*

Misaion Direc:or,E@\'x-@@.,ﬂ" Date* 08 TRAA, /998
Concurrence* ’%{J ‘ :>
Bureau EZnvironmental Officer- APPROV‘ED'_LQﬂ M/ ] g
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DATE® 3/{/?‘(
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