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ACTION MEMORANDUM FOR THE ASSISTANT ADMINISTRATOR FOR AFRICA
FROM: AFR/PD, Carol Peasley - . -

SUBJECT: Zaire AEPRP Structural Adjustment Support (660-0121)

I. Problem: Your approval is requested for a grant of

$15.0 million from the Economic Support Fund appropriation
account to Zaire for Structural Adjustment Support (660-0121).
It is planned that the entire amount will be obligated in FY
1986, :

II. Discussion: 1In conjunction with an overall structural
adjustment program in Zaire, which includes a World Bank
Industrial Sector Credit of $75.0 million, this grant of $15.90
million further contributes to opening opportunities for the
private sector, through a series of policy reforms which
improve the climate for investment and services. Speciifically,
thie GOZ, through the reform sought by this project will:

. enact tariff and tax reforms: .

. prepare a medium-term plan for making import duties
nore uniform and widely applicable and adhere to the
plan.

The GOZ will also agree to use the local currency generateod
through the importation of commedizies financed by the Prcject
(CIP) tc support AID's on-going development projects, a
significant portion of which are being implemented by PVOs.

The primary elements of this project are the accomplishment of
policy reforms and the making available of foreign exchange to
increase tne flow of commodities to the private sector. A
secondary benefit will be the generation of local currency to
suppoct AID development projects. The remainder will be
applied to meet GOZ contributions to AID projects.

Grant

resources will finance the importation of raw materials,
parts, ana equipment exclusively by and for the Zairian
te agro-industrial sector., This will increase werking
tal and raise capacity utilization, productian and sales.
Tne AID and World Bank funds will also enabls private industry
to expand.
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Funds under this grant will be released in two tranches.

The first tranche will include $200,000 for administration and
monitoring of the import financing and the policy reforms and
$7.4 million for imports. The second tranche will include $7.4
million for imports. Only those commodities identified as
contributing to the agro-industrial sector in Zaire will be
eligible.

The ECPR approved this project on June 20, 1986, with agreement
upon the following covenants and conditions precedent:

Covenants

(1) The GOZ, through the central bank (the Bank of Zaire),
will continue to use a free, interbank market system to
establish official floating exchange rates.

(2) The GOZ will maintain the existing liberal system of
imports. This means that the G0Z will not, exXxcept as A.I.D.
may agree in writing, impose any new licensing reguirements or
quantitative restrictions on imports.

(3) The GOZ will maintain the existing liberal policy
concerning pricing of agricultural aand industrial products.
This means that the GOZ will not, except as A.I.D. may agree in
writing, impose new price controls, ex ante or ex post.

(4) The GOz will maintain a system of importation for refined
pestroieum products. permitting direct-.private importation and a
system of pricing of individual fuel within Zaire that recovers
full cost for each fuel from the sellers' customers.

(5) The GOZ will place in a special accoun: and budget the
equivalent of $14.8 million in counterpart funds generated by
imports under this agreement for purposes as agreed upon
between AID and the GOZ.

Conditions Precedent

a. First Tranche

Prior to disbursement of the First tranche, the GO7 will
provide to A,.I.D., in form and sucstance satisfactory to

A.1.D., evidence tnat:

(i) The GOZ has revised the schedule of import tarifrfs,
such that, except as A.I.D. may agree in writing, no
tariff will exceed 60 percent (ad valorenm) and no
tariff will be less than 10 percent.

(ii) The GCZ has eliminated all taxes on exports, except as
A.I.D. may agree in writing.

{1ii) The GOZ has established a simplified and streamlined

T T T————
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control procedure for exXports, acceptable to A.I.D.

(iv) The GOZ has adopted revenue and expenditure measures
acceptable to A.I.D. that are sufficient to offset
recently announced civil service salary increases.

b. Second Tranche

Prior to disbursement of the second tranche, the GOZ will
provide to A.I.D., in form and substance satisfactory to
A.I.D., evidence that:

.{1i) The GOZ has presented a four year program of tariff
reform acceptable to A.I.D. which will aim at
establishing uniform rates of protection of about 30
percent.

IIT. Special Concerns

IEE: The Initial Environmental Zxanination recommendad a
negative determination be made for this project 2s nore of tna
conmodities to be financed are expected to have any adverss

effect on the envircnment.

Implementing Agencies: The Structural AdJjustment Support Grant
Agreement will be signed with the Ministry of Planniag,
USAID/Kinshasa in ccoperation with the Ministry of Planning
will have primary responsibility for the monitoring and
iaplementation of the program. The Ministry of Planning will
issue financial requests to USAID and will share in the
responsibiiity for monitoring local currency deposits,

Responsible Officers: H. Lee Braddock, Chief, USAID/DEO is the
officer respcnsible for the project in the field. Howard
Helman, Chief, AFR/PD/CCWAP, is the officer responsible for the
project in AIL/W.

Statutory Checklists: Attached to PAAD.

Gray Amendment: Technical Services for the project are being
accomplished through extension of local hite perscinnrel in
place. Preccurement under the C.I.P. will be Code 941 Crawv
Anendnent entitiesg are being encouraged to take acavantage of
the CIP through marketing of eligible comnodities to private
companies in Zaire.

Local Cost Fiaancing: Loca currency disbursemants will nor be
made until programming determinations requireda by Handbook 1
B,Chapter 18 have been executed. Local currency financing, if
any, only applies to the $200,000 management portion of the
grant.

VWiaivers: The Code 941 Blanket Source/Origin Waiver is
attached to the project authorigzation.
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Justification to Congress: The Congressional Notification for
this project was forwarded on July 25, 1986. The 15 day
waiting period expired August 8, 1986. Objections raised by
Congressional staff led to protracted discussions; clearance to
proceed was obtained on September 17, 1986.

Recommendation: That you sign the attached PAAD and thereby
approve Life of Project funding of $15.0 million.

DISAPPROVE:

DATE: q“fq”%é

Attachments: PAAD
Statutary Checklists

U~
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ACSEIMCY TOR INTIZAMATIOMAL DI/ I

ACTION MEMORANDUM FOR THE ASSISTANT ADMINISTRATOR FOR AFRICA

FROM: AFR/PD, Carol Peasley
SUBJECT: Zaire AEPRP Structural Adjustment Support (660-0121)
I. Problem: Your approval is regquested to add the following
stipulations to the evaluation component of the grant.

II. Discussion: The Subcommittee of Africa of the Foreign

Affairs Committee has recommended that the following conditions
be included as part of the grant:

A, All of the funds in the grant are limited to imports
by a¢ro-industries.

B, AID presents to the Foreign Affairs Committee not
later than March 1, 1987 an independent evaluation of
the impact of Zaire's twe previous commodity import
programs and the subject grant. The evaluation will
assess the programs'®impact on:

1. employment and worker standard of 1living in
tne industrial sector;

2, availapility of assisted imports in the
various geographic areas and to small farmers
generally;

3. actual, as opposed to formal and official,
price liberalization in farming areas.

C. AID adds the criteria listed above to those already
planned or contemnplated for the annual evaluaticns of
the ZAEPRP.

Recommendation: That you accept (1) limiting imports %o
zaire's agro-industry and (2) the additional evaluations and
evaluation criteria as requested by the Subconmittee. 2all
necessary changes ara reflected in tne PAAD.

APPROVE: ﬁu\\@r E’i gc%mwv

DISAPPROVE:

DATE: ?-19. @6
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I. EXECUTIVE SUMMARY AND RECOMMENDATIONS

A. Executive Sumnary

The Structural Adjustment Support Grant is proposed as a §15
million industrial import financing program in support of reforms
in Zaire's industrial development policy. This grant would be
funded by Economic Support Funds under the African Economic Policy
Reform Program. The specific reforms are: (1) reform of inmport
tariff rates in order to reduce the average level of and
disparities between effective rates of protection, (2) reduction of
export taxes and simplification of export procedures, and

(3) maintenance of recently adopted liberalization of pricing and
markets for foreign exchange, imports, and agricultural and
industrial commodities. These measures will be included as
covenants and conditions precedent to disbursement, which will be
divided over two tranches. The import financing will be used for
private-sector imports of materials and replacement parts and
equipment needed to increase capacity utilization in the Zairian
private agro-industry. Local currency generated will be used to
support AID developrment projeccts.

zaire is currently undertaking a program of economic recovery based
on the successful mcnetary and fiscal stapilization still in
progress. A key element of tne prcogram for recovery and resunption
of growth is the adoption of a new industrial policy.

The GOZ's approach to development policy in tne 196Us and '70s
inadvertantly created an industrial structure that was excessively
dependent on imported inputs and proteckted local markets. This was
the result of ill-considsred direct governmental investment in
industry and of directing private investment with arbitrary tax and
administrative concessions rather than letting it be oriented by
underlying econonic costs and market opportunities. This policy
penalized agriculture and other potential local suppliers of
industrial inputs and made Zaire's economy much more vulnerable to
foreign-exchange shortages. Thus, this policy was partly to blame
for the very poor performance of the Zairian econony, given the
falling terms of trade throughout the years of crisis.

The GOZ has been studving its industrial policy for two years with
the support of the World Bank. A group of reforms have been
identified, including those to be supportea by this grant, which
are necessary to encourage privare investment and to orient it to
econonmically efticient lines of proauction. The reforms

\©
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specifically supported by this grant will tend to increase the
demand for local inputs, especially agricultural materials, since
70 percent of Zairian industry is based on agriculture, and to
encourage developnent of new export products.

The World Bank plans to support this program through an Industrial
Sector Adjustment Credit which will also supply inputs to Zairian
industry. It has actively solicited U.S. financial support for
this effort. A.I.D.'s industrial commodity import financing would
directly complement and support the World Bank's leading role in
assisting the GOZ to study, identify, and implement its industrial
policy reforms. Furthermore, along with the World Bank's credit

the A.I.D. financing will mitigate the effects of the stabilization

program's tight credit ceilings on private business's working
capital and capacity utilizaticon. Zairian industry's capacity
utilization is estimated at 50 percent. Current imports of inputs
run at about $300 million per year. With the World Bank's credit

and A.I.D.'s grant, this would be increased to about $400 mililion,

pernitting capacity utilization to rise to roughly 70 percent.
Future capacity utilization rates would depend on structural
adjustment and tihus on policy reforms, as well as on wocld econonic
conditions and the monetary/fiscal stabilization progran.

USAID/Kinshasa is experienced in the implementation of commodity
import programs under its two ongoing Agricultural Inputs Support
grants. The import program proposed 1s designed to bpe
complementary to the World Bank's creait, and thus is targeted at
augnenting supply lines for existing productive capacity anc is
designed to disburse quicxkly. -For tnis purpose, a waiver is
reguested to permit importation from countries in A.I1.D.'s
Geographic Code Y41. This will permit private participation in the
program without requiring retcoling for new sources of materials,
It will also be necessary for expediticus disbursement, given the
availability of relatively untied credit for the same purposes fron
the World Bank.

Local currency generated by this program will be deposited in a
special account and jointly programmed by USAID and the G0Z's
Ministry of Plan. The local currency generated, $14.8 million
equivalent, will support AID development projects. The majority
will assist projects that raise tne output of Zairian
agro-industrial inputs and improve the internal marketing cnannels
for those comnodities.

\\
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B. Recommendation

It is recommended that a Structural Adjustment Support Grant in the
amount of $15,000,000 be authorized for Zaire from ESF funds under
the African Economic Palicy Reform Program.

IT. BACKGROUND: ECONOMIC CONDITIONS AND GROWTH PROSPECTS

The standard account of the evclution of economic conditions in
Zaire divides the period of independence into periods bounded
roughly by the years 1967, 1974, 1978, and 1983.1 The period
before 1967 actually began before Independence with the civil
rebellion of January, 1959 in Leopolduille (Kinshasa). This shock
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 years 1958 and 1959
are still the peak in production and exports for many .'traditional'
industries in Zaire.

Unfortunately, Independence did not end ciuil strife. Zaire's
traditional political groupings had been mobilized in the late
1950's for limited participation-in government and then for
resistance to Belgian rule. After Independence, the new political
system was unable to establish a consensus on the relationship
between the new central state and these traditional groupings.
Armed regional rebellions developed in several areas, aiming either
at replacing the central regime or at secession. Central authority
was also undermined internally by political divisions based on
traditional regional groupings.

Between 1960 and 1965, the central government gradually brought the

rebellions under control through the military assistance of the
United Nations and individual governments friendly to the regime,
as well as through supplementing the indigenous armed forces with
hired expatriate forces. As the military situation became clearer,
the problem of political divisions was also solued, if only
superficially at first, by the army's coup d'etat under General
Mobutu in November, 1965. In time, Mobutu proved capable of
forging a stable regime which largely submerged divisive regional
factors.

- e e s A lte o e ot o et 344 S S o L S S St e Aot T M} e o A NS S e e b AR S i A A o e i ey 18 RS et e A ok ey . Stm S 4% ot W S ks S = At ot mors Soman

1 See the series of World Bank Economic Memoranda on Zaire,
appearing in 1975, 1977, 1979, 1981, 1983, and 158%5.
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A, 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 wh<ich
a8 new currency, the Zaire, was created with a value of US$ 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, which has not sinece been equaled.l The
peak in nominal copper prices reached in 1974 contributed to the
peak in 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 fueled
relatively rapid growth of domestic economic activity: GDP 1is
estimated to have grown at about 7 percent per year .

An important aspect of economic activity in this period was the
program of large gcouernment investments in major industrial
projects. Emblematic of the public investment program in this
period are the o0il refinery on the atlantic coast at Muanda
(operated by a parastatal, SOZIR), the steel mill east of Kinshasa
at Maluku (operated by another parastatal, SOSIDER), and the Inga
hydroelectric power complex, including two gdenerating installations
on the Zaire River 200 km southwest of Kinshasa at Inga anc a line
carrying power from that site 1,800 km to the copper belt in Shaba
Region, southeastern Zaire. ‘

All these great projects share several characteristics 2 They
are realizations of President Mobutu's personal poclitical
commitments, for which the government contributed the bulk of the

T T L 0 B S S S S L (P S o e St G ks e S M e T e S S S S, A i e e e S e v o S it o o T o = o 2 S T S . o oo o o oo v 7 ot Ao o s o

1 See Figure 1: Zaire's External Terms of Trade. The external
terms of trade are the quantity of dimports that can be bought in
world markets for a given quantity of Zairian exports.

2 Young, Crawford and Thomas Turner, The Rise and Decline of the
Zairian State, (Madison: The University of Wisconsin Press, 1885,
pp. 296 ff.

The World Bank, The Economy of Zaire (Washington, D.C.: 1975),
vol. I, p. 23-32.

The World Bank, Zaire Economic Memorandum: Recent Economic and
Sectoral Developments and Current Issues (Washington, D.C.: 1881),
vol. II, pp. 139 ff ("viability of the Refinery").

\7
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capital. In fact, several major projects were executed under the
capital budget of the Presidency rather than by a government
ministry. Much of the capital was borrowed from overseas with the
government's guarantee. Furthermore, the projects were all heavilly
dependent on imported inputs. No Zairian crude oil was available
for the refinery (and crude discouvered since 1is 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 prouven 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 only
these refinery, steel, and power projects was about US$ 2 billion
expressed in the purchasing power of the early 1970s, which is
equivalent in 1985 U.S. purchasing power to about US$ 4 billion.

Private investment during this period was also strongly conditioned
by government policy, as implemented through tariff protection,
import quotas, and fiscal advantages. These were offered on an ad
hoc basis virtually upon request.l New foreign investments in,
e.g., vehicle assembly 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.?2

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 tne Leopoldian and Belgian

1  The World Bank, The Economy of Zaire (Washington, D.C.:. 1975),
vol. II, pp. 55 ff. ("Manufacturing").

2 Ibid., vol. I, pp. 25, &41.
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eras and the mining enterprises built on them. In 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.

At a different level, the agribusiness, plantation, and rural
commercial sectors were stilil largely owned and managed by
businessmen of Eurcpean, Middle Eastern, or South Asian origin. 1In
late 1973, President Mobutu decided that all such businesses should
be taken over by ethnic Zairians ("zairianization"). This was
largely accomplished in the following year by prominent Zairians
Tacting in their private capacities.

The effects of these takeovers were, on the positive side,
short-term capital gains for ethnic zZairians and a somewhat
accelerated process of introducing ethnic Zairians into management,
and, on the negative side, rapid decapitalizatibn and
disorganization of agribusiness and the rural economy, and a
lasting blow to Zaire's inuvestment climate for private enterprise.

B. 1974-78

The year 1974 is recognized as theryear when Zaire's growth bubble
burst and the crisis began, mainly because of the major drop in the
price of copper that occurred in mid-year (basically as a result of

the sudden, drastic increase in the world price of petroleum). 1In
fact, however, signs of impending problams had been gathering for
several years. High copper prices Up to 1974 onlv temporarily

masked these problems.

—— Using a base wider than just copper prices, Zaire's overall
terms of trade had already peaked in 1969. (See Figure 1.)
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. (see Flaure 2, Zaire's Exports.)

— Zaire's per capita imports were already showing some
slippage netween 1970 and 1973. (See Figure 3: Zaire's P
‘Capita Merchandise Imports.) After imoorts' peak in 1974
the slippage resumed for two years, only to collapse in 1
and 1978.

ar
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The growth in Zaire's money supply was already accelerating
starting in 1970; after a pause in 1974 and 1975, that*
acceleration resumed in 1976-78. (See Figure 4: Inflation
Rate of Zaire's Money Supply.)

Real per capita expenditures by the GOZ on goods and
services also show a general declining trend from 1970
onwards. (See Figure §: GOZ Expenditures on Goods and
Services.)

The main part of Zaire's debt, in terms of constant dollars,
was already accumulated in 1974. (See Figure 6: Zaire's
External Public Debt.) The debt burden in terms of the

‘quantity of-exports required to pay off that debt was

however, greatly increased by the drep in export prices
after 1974, (See Figure 7: Exports Required to Pay Off the
Debt.)

Therefore, the zairianization and copper-price shocks of 1974 took
an already increasingly difficult situation and turned it into a
full ecrisis. In 1975, the GOZ went to the IMF for help in meeting

external payments. The first of what turned out to be a series of
Standby Agreements with the IMF went into effect in March, 1975
(see Figure 8: Zaire's 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 external payments problem.
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Figure 2

ZAIRE'S EXPORTS

Source: Conjoncture Economique

(in millions of kg unless otherwise noted)

Commodity 1968 1975 1582 1934
Copper 323 410 464 449
Crude oil 0 9.1 8.1 12,
(19786)
Cobalt 9.5% 11.5 6.9 13.
Diamonds 11.4 12.5 6.2 18,
(million carats)
Coffee 51 59 68 77
Palm products 241 113 39 39

Rubber ' 40 24 15 15
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ZAIRE'S AGREEMENTS WITH THE IMF

Standby Agreement and Compensatory Financing Facility
»

I*
*

Standby Agreement and Compensatory Financing Facility
»*

* (cancelled)

T ——————————

Standby Agreement

* ¥ k% % %

Extended Fund Facility and Compensatory Finance Facility
x )

*
* (cancelled)

"Shadow" program (unfunded)
*

*
*

Standby Agreement and Compensatory Finance Facility

¥ % %k %

Standby Agreement

¥ % #

Standby Agreement

(Planned duration: 22 months.)

* % % % % %
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The GOZ also recognized the damage that zairianization had caused
to the private sector. It first attempted to mitigate this damage
by state intervention in the firms affected. By 1976, however, the
GOZ was forced to start re-—privatization of most of these
enterprises.

For the first Standby Agreement, the GOZ devalued the official rate
for the Zaire from US$ 2.00 to US$ 1.16. (See Figures 9 and 10:
Official Devaluations of the Zaire.) This seemingly large
devaluation was in fact only a modest step toward equilibrium, as
the official rate still averaged nearly twice the garallel rate in
1976. (See Figure 11: OQuervaluation of the Zaire.l) 1In 1977,

the GOZ refused to devalue at all. The payments crisis continued,
but adequate recognition of the seriousness of the situation seemed
to escape the GOZ, as it failed to fulfill the terms of the second
Standby Agreement of 1977-78, which was effectively annulled 1in
Nocuvember, 1977.

C. 1978-82

The year 1978 proued to be something of a turning point in the
GOZ's approach to the crisis, although the change in policy since
that time has been gradual and economic deterioration continued for
years thereafter. It was a difficult year, as a bad drought in Bas

Zaire and the aftermath of two invasions of Shaba in 1977 and 1978
sapped national economic production.

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
Standby program in Ncuember, 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. Alsc, a wide range of marketing parastatals

1 The parallel exchange rate used in computing Figure 11 has

been estimated in many years using the rate of change in the money
supply (see Figure 4) as a proxy for the change in the parallel
market rate. Extrapolations using this method from known parallel
rates of the late 1960s to the early 1980s, as well as vice versa,
are accurate to within 10 percent.
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in the agricultural sector were apolished or reorganized in 1978.
The GOZ generally undertook some internal institutional changes in
order to improve decision making.

As a result, the dialogue with the IMF resumed and a new Standby
Agreement was reached in 1979. When the GOZ succeeded in meeting
its terms, a major Extended Fund Facility was granted (June,
1981). Finally, in 1982 the GOZ began a comprehensiuve
liberalization of agricultural pricing.

Nonetheless, there were still serious problems with economic
management. Neither the GOZ's expenditures nor the
foreign-exchange assets of the Bank of Zaire were under control.
The Zaire was still badly overvalued. Furthermore, 1981 and 1982
were again difficult years from the point of view of the terms
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FIGURE 9:

OFFICIAL DEVALUATIONS OF THE ZAIRE

Devaluation New Rate Notes
67 percent $ 2.00 Officially in terms of gol
-0 percent $ 2.00 B Officially in terms of the

U.S. dollar.

42 percent SDR.1.00 Officially in terms of the
11 percent SDR 0.90

44 percent SDR O.50 In two steps at the end of
25 percent SOR ©. 375 :
30 percent SDR 0.2625

40 percent SDR G.1575

78 percent SDR 0.03542 Floating thereafter,
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of trade. As a result, the GOZ was unable to meet its fiscal
engagements, and the Extended Fund Facility had to be canceled in
June, 1982. a Compensatory Financing Facility granted in March of
that year was suspended at the same time.

In retrospect, 1982 appears to have been the trough of the crisis.
One telling example: 1982 saw the low point in the purchasing power
of institutional credit to the private sector - just one-third of
the level in the peak year, 1974 (see Figure 12, Credit to Firms
and Households).

D. 1983 - Present

The period 1983 and afterward is in some ways a continuation of the
previous period. It is marked, however, by a new degree of
seriousness on the part of the GOZ and by the first signs of a
genuine turnaround in economic management and economic activity.
The GOZ has to date been meeting fiscal and monetary targets
continuously for 3-1/2 ysars, the rate of growth of the money
supply has declined to relatively low levels for over 2 years, and
GDP appears to have risen for 2 vears in a row. In September,
1983, the GOZ abandoned import licensing and official control over
the exchange rate. Aan official policy of liberalization has been
established. The GOZ has pledged itself to withdraw from direct
“intervention in production and commerce and to concentrate on
furnishing infrastructure. Credit to the private sector has
increased. As a result of all this, Zaire has gained a new image
in international circles, (The present situation will be discussed
fully in section III, pelow.)

E. summary

The review of the econamy's experience shows that Zaire's ¢crisis
was due not just to external events, but also to the GOZ's chosen
approach to economic and national development. Between 1967 and
1974, Zaire pursued an exuberant program of governmental investment
and governmentally-induced private investment in industries heavily
dependent on imperted inputs and not well matched to the demands of
Zairian consumers and industry. Zaire was also cavalier in its
attitude toward the private sector, acting as if the country could
take over private assets without adequate respect for the need for
continuing experienced management and capital reinvestment.

Zaire 1s now potentially positioned for a resumption of growth, as
it was in 1967. Inflation is down, although not eliminatad, and
depreciation of the currency, although continuing, 1is gradual and

e

YT
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more or less predictable, in contrast to the pre-~1983 era when a
sudden, massive devaluation was always a possibility. Business
confidence in the future is up, even though the disinflationary
policy of tight credit has made business operations extraordinarily
difficult at present.

The challenge at this point is to ensure that *the sasis of future
expansion is more sound than in 1967-74. The key elements of
public policy necessary are:

—— Realistic economic planning of public expenditures and
inuestments, to avoid both excessive deficit spending (the
source of inflation and currency depreciation) and
unproductive investment projects (which historically were a
main source of the external debts not covered by export
revenues).

—— Liberal policy concerning pricing and exchange rates, to
avoid giving industry uneconomic incentives by setting
arbitrary official pricing and to avoid the uncertainty of
sudden large changes in administered prices..

- Neutral, moderate, and fair taxation, to encourage
investment but also to avoid arbitrarily directing it into

tax-sheltered industries. ("Neutral” means a system of
taxes where tax rates are reasonably similar for various
activities: e.g., a "flat" tax. "Fair" also implies that

actual tax collections correspond to the tax laws.)

- Support for the private sector, to make private investment
in Zaire more politically secure and economically
productive.

The desired effect of such a policy environment would be resumption
or acceleration of private investment, largely using low-cost local
inputs and labor to produce either for the broadest parts of the
local market or for export. Public infrastructural investment
would broaden the accessible local market, both for inputs and
outputs. This pattern of investment would be better able to
weather the difficult foreign-exchange shortages, in the sense that
the level of domestic output that could be produced with a
restricted level of imports would be greater than with 1974's
industrial structure.
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IIT. THE CURRENT SITUATION

A. The Monetary/Fiscal Program and the IMF

The year 1985 was marked by adverse mouements in the terms of trade
and slower growth in production than in 1984. Largely as a result,
the zaire depreciated rapidly throughout the year. Although
depreciation against the U.S. dollar was slow at the end of the
vear, this was a consequence of the dollar's overall weakness.
Against the Belgian franc, in which the biggest share of Zaire's
foreign trade is denominated, the zaire slipped 36 percent (BFr
1.56 to BFr 1.00) from fourth quarter, 1984 to fourth quarter,
1985,

Despite the continued shortage of foreign exchange and depreciation
of the currency, the interbank foreign-exchange system continued to
work during 1985, 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 varied between dull and ncnexistent, and even
the relatively small gap between the bank rate and the parallel
rate suggests that the interbank market is imperfect. The
interbank foreign exchange market system is clearly under strain,
but still has the commitment of the GOZ and of the private sector.

In terms of 1985 purchasing power (assuming 30 percent inflation
between 1984 and 1985), the GOZ's overall budget balance was a
deficit of almost 1.6 billion zaires (over US$ 32 million) in 1984,
but a surplus of about 2 Billion zaires (over US$ 40 million) in
1985. At the same time, seruvice of the public debt increased from
11.7 to 16.7 billion zaires and payment of arrears increased from
3.0 to 3.8 billion zaires. -

This is a very creditable fiscal achievement, especially given the
care taken to give the GOZ's number-one taxpayer, GECAMINES,
adequate resources for its rehabilitation program. The GOZ has
undertaken a long list of measures to improve revenue collection
under existing laws and has raised taxes in certain cases.
Nonetheless, it has also been necessary to cut expenditures on
goods and serwvices substantially (see Figure 5, above) .

The total amount of bank credit was to be held to about 30 percent
growth in 1985. Through June, the growth was below that pace
overall, but at a 4% percent annual rate for the private sector
(enterprises and households).
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Ouerall monetary and fiscal performance in 1985 was successful. As
a result, the GOZ negotiated a new Standby Agreement with the IMF
to succeed the agreement that reached its term on April 23, 1986.
The new agreement is to last 22 months and to furnish Zaire SDR 214
million of balance of payments support. A target of 20 percent has
been set by the G0Z for inflation this year. Very strict limits
will continue to be placed on overall GOZ spending, GOZ borrowing
from the central bank, monetary growth, and overall bank credit.
Meeting these targets will continue to imply reduction of the GOZ's
investment budget, continued improvement in the system of
collecting taxes due (especially import tariffs), and tight
domestic credit.

B. The Investment and Industrial Programs: The wOrld'Bank
and Other Donors

While the monetary and fiscal reforms have had considerable success
in their domains, the Zairian economy is still hampered by the
tight foreign-exchange and credit situation and the weakness of the
country's institutional and physical infrastructure, The World
Bank, in the context of the Consultative Group of donors +o Zaire,
has recommended a strategy for action in this environment. This
strategy calls for (1) better management by the GOZ and donors
together of the public investment program and (2) increased donor
financial support in return For;structural—adjustment measures to
improuve the incentive structure for Zairian private industry.

The first part of the strategy focuses on a 3-year Publiec
Investment Program running through 1989. The previous Public
Investment Program of 1983-85 was considerably underfulfilled,
mainly because a number of poorly planned investments were
programmed without adequate financing.  Partly as a result,
disbursement of donor financing was withheld 1in many cases for lack
of adequate financing of local costs by the GOZ. This exacerbated
what has been a general reduction in-external financing to Zair
since 1980,

In this context, the World Bank has called on the GOZ and the
donors to concentrate upon a "core" set of investments within the
Public Investment Program, to ensure that resources will be
available for the most necessary elements of the Program,.
Improvement in execution of the Public Iinvestment Program will alsc
require reform and institution-building to improve both management
in the GOZ and collaboration betrween the GOZ and donors concerning
investment projects.

The second part of +he World Bank's recommended strategy focuses on

the incentive enuironment for the private sector (and for
parastatals if managed with an eye to financial results). Its

B —— .
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goals are better use of domestic rauw materials, establishment of
export-oriented industries, and establishment of efficient
import-substitution industries. The main aspects of the strategy
in this regard 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) has
underperformed relative to GDP since 1970, While commercialized
GDP grew by a total ocver 7 percent from 1970 through 1984, itself a
terrible record in the context of population growth of over 2.5
percent per year, industrial output actually fell by 15 percent
(see Figure 13, Industrial Output in Zaire). The share of industry
in GDP was only 5 percent in 1984, which is low even by standards
of the low-income world. Preliminary estimates for 1985 indicate
that GDP grew by 2 percent while industrial output declined
slightly, thus reducing the share of industry in GDP even further.
Capacity utilization in many industries is under 50 percent.

One of the main reasons for this poor performance is the lack of
inputs. Relatively little was done in the GOZ's development
strate?y after 1967 to encourage production of Zairian industrial
crops. Instead of rehabilitating and maintaining

infrastructure, for example, the agribusiness sector was thrown
into turmoil by zairianization. Domestic production of industrial
¢rops was also hampered by price controls and parastatal marketing
over much of the period. Nonetheless, production of consumption
goods, which is based on local agricultural inputs, fared somewhat
better than production in the remainder of the industrial sector:
see Figure 12, '

The GOZ's development strategy concentrated on import substitution
through tariff protection and fiscal incentives, which were to be
nad 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,
However, to take advantage of the opportunities created by this
protection, entrepreneurs needed imported inputs. And after 1975,
it was often the GOZ that decided, through import-licensing, who
could import inputs.

—.——-—.-.—...——.—-—._—.—.._——--...——_—.———._—.—--_—_—_—_—.—..—.—_—._..-.-—_—.__-—_.__._.._—__...._-.-..__.

1Approximate1y 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.

e
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This protected-industry strategy created an industrial structure
with an accentuated demand for imported inputs. These imported
inputs became much more scarce as a result of the declining terms
of trade throughout the 1970s and early 1980s. Among of the worst
industrial performers haue therefore been the steel mill and the
petroleum refinery, which are almost totally dependent on imported
inputs.

Furthermore, producer prices were controlled by the GOZ, under the
standard that set market prices at production costs (as reuviewed
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
caver the costs of maintenance of capital at replacement prices.

The reforms since 1978, and especially those of 1983, have remouved
or mitigated many of the faatures of Ekhe old strategy. However, an
administrative bias against exports remains, and is testified to by
the total of 17 different steps requiraed by the GOZ for official
approval to export. Furthermore, the reformed tariff structure put
in place at the time of the September, 1983 devaluation has created
a regime of high and varied effectiuve rates of protection for
industry.l study in the Ministry of Plan supported by the

World Bank covering 26 industries in 1985 found effective ratas of
protection varying from -20 percent to 1,800 percent, with an
average of 300 percant. ' e

—-—.——-—.——.—....--_.-—.—._—-.———__-—_.—-.—.—._—..a—_._—_—__‘—.——-,.._————-_.__..———__-—---..._.-

" 1The "effective rate of protection® means the percentage change

in domestic value added at local prices resulting from the whole
system of currency valuation, tariffs, and gquantitative
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 1in Zaire)
and the average tariff on those imports is 25 percent.

(Arithmetic: import tariffs raise total costs by 0.50 x 0.25 equals
12.5 percent, thus more than balancing the 10 percent neminal
protection.) On the other hand, if SO 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. (Arithmetic: before the
tariff, unit revenues equal, say, 100 zaires, and after the +tariff
they equal 110, with import costs constant at 50: local value added
therefore increases by 100 percent from 10 to 20 zaires per unit.)
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 conrtrols.
(Arithmetic: complicated.)
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It is these aspects of industrial policy: high and varied
effective rates of protection, price controls, obstacles to
exports, and inefficient business taxes, that the World Bank's
assistance strategy aims to reformn.

In support of this policy-reform program, the World Bank is
preparing an Industrial Sector Adjustment Credit of between US$ 75
- 100 million for the importation of industrial materials and parts
needed to raise utilization of Zaire's existing industrial
capacity. The Bank calculates that about US$ 300 million of such
imports are used per year at present. On this basis, it is
expected that if the Bank's credit disburses in a litctle more than
one year it would raise capacity utilization rates to close to 70
percent from a base of 50 percent.

Iv. PROGRAM DESCRIPTION

A, Rationale and the Major Problems to which the Program is
Directed

Zaire 1is currently erecting an investment program for medium-tern
growth on the basis of the monetary and fiscal stabilization
neasures taken since 1983. Private investment has a major role in
this investment program. The G0OZ is cherefore planning to erect =a
structure of incentives for private investment so tha® such
investment will create an efficient economic structure tharc will be
robust to foreign-exchange shortages chrough the medium term. The
liberalization measures taken since 1978 nake substantial progress
toward such a structure of incentives. However, further steps are
stlill necessary.

‘herefore, the GOZ, primarily through the tMinistry of Plan and with
the assistance of the World Bank, has developed a program of
further reform of tariff rates, export controls, price controls,
and business taxes. The effect of these reforms will be to reduce
the average level and the variability of effective rates of
protection, to facilitate development of nontraditional exports, to
promote efficient allocation of domestic resources by reactivating
the price system, and to promote investment in fixed capital oy
proviaing for appropriate tax treatment of such assets.

The Structural Adjustment Support Grant will Suppoert selecteca
elements of this policy reform program. Conmodities imported
through the grant will increase agro-industrial capacity
utilization, which is currently depressed by tight credit under the
GOZ'e program of monetary stabilizacion. Local currency generated
by importers will be used to support AID development projects.
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The majority of the local currency will be used to assist projects
involved in developing the production and marketing systems for
local inputs to Zairian agro-industry.

On the basis of the World Bank's estimates of the probable impact
of its own credit on capacity-utilization rates, USAID would
estimate that the proposed grant would raise overall capacity
utilization in Zairian industry by 2 to 3 percentage points.
Maintenance of increased capacity-utilization rates will depend on
the impacts of investments and policy reforms on overall needs for
and availability of both locally produced and imported inputs.
USAID will attempt to monitor the impact of both the 1nport program
and the policy reforms on investment and performance in the
industrial sector.

B. Purpose

The purpose of the Structural Adjustment Support Grant is to
support the adoption and implementation of a series of policy
reforms designed to promote efficient private industrial investment
anc to re-initiate the greowth of per capita income. These reforms
are (1) tariff-rate simplification to lower the average level and
the variaticn in effective rates of protection, (2) reduction of
export taxes and simplification of export procedurps, and

(3) maintenance of liberal exchange-rate, pricing, and 1mport
policies.

C. Conditionality

Funds under this grant will be disbursed in two tranches. The
first tranche will include $200,000 for administration and
monitoring of the import flnanclng and the policy reformnsl and
$7,400,000 for imports The second tranche will include $7,400,000
for imports.

The first tranche will be released as soon after obligation as the
GOZ demonstrates to A.I.D. that it has met certain conditions
precedent and upheld the covenants in the grant agreement. The GOZ
is already studying the measures to he negotiated and should be
able to take action on them virtually as socoa as an agreenent is
reached. Certain of the reforms may be undertaken while this grant
is under consideration and negotiat ion, s0 that conditiocons

precedent could be certified immediatelv upon signature of the
grant agreenment,.

U~
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The second tranche will be released approximately 270 days after
the signing of the agreement (the exact timing to be determined
during negotiations and in consultation with the World Bank}),
providing that the conditions precedent for the second tranche have
been met and that performance on the covenants and the conditions
of the first tranche is still satisfactory,.

While the conditions of the Structural Adjustment Support Grant
will be determined in consultation with the World Bank, among
others, the terms of A.I.D.'s conditions will depend only on
specific policy reforms by the GOZ and not on the disposition of
any agreements with the World Bank or the IMF.

T
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1. Covenants

(L) Tne GOZ, through the central bank (the Bank of Zaire), will
continue to use a free, interbank market cystem to establish
official floating exchange rates.

(2) The GOZ will maintain the existing liberal system of imports.
This means that the GOZ will not, except as A.I.D. may agree in
writing, impose any new licensing requirements or guantitative
restrictions on imports.

(3) The GOZ will maintain the existing liberal policy concerning
pricing of agricultural and industrial products. This means that
the GOZ will not, except as A.I.D. nay agree in writing, impose new
price controls, ex ante or ex post. :

(4) The GOZ will maintain a system of inporrtation for refined
petroleum products permitting direct private importation anc a
System ot pricing of individual fuels within Zaire that recovers
full costs for each fuel from its custoners.,

(5) The GOZ will place in a special account and budget the
equivalent of $14.8 million in counterpart funds generated by
imports under this agreement for purposes as agreed upon between
AID and the GOz.

2. Conditions Precedent

a. First Tranche

rior to disbursement of the first tranche, the GOZ will provide to
A.I.D., in form and substance satisfactory to A.I.D., evidence that:

(i) The GOZ has revised the schedule of import tariff su
except as A.I.D. may agree in writing, no tariff will exceed cu
percent (ad valorem) and no tariff will be less than 10 pe

Ui
-

(ii) The GOZ has eliminated all taxes on exports
may agre2e in writing.

43}
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(i1i) The GU% has estaplisned a simplified and streamlined control
procedure for exports, acceptable o A.I.D.

(iv) The GOZ has adovted revenue and expenditure measures
acceptable to AID that are sufficient to offset recently announced
civil service salary increases.

\ x e
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b. -Second Tranche

Prior to disbursement of the second tranche, the GOZ will provide
to A.I.D., in form and substance satisfactory to A.I.D., evidence
that: (i) The GOZ has presented a four year program of tariff
reform acceptable to AID which will aim at establishing uniform
rates of protection of about 30 percent,.

D. Detailed Discussion of the Conditions
1. Covenants

The three covenants regarding maintenance of liberal policy
measures adopted since 1983 are largely self-explanatory. The
exchange rate charged by Zairian commercial banks is not controllad
by any agency of the GOZ. The only sense in which there is an
"official" exchange rate is that the centcral bank, the Bank of
Zaire, must determine its buying and selling rates for foreign
exchange. This is done through the Bank of Zaire's participation
in a weekly foreign-exchange market with the commercial sanks,; and
no longer by the arbitrary choice of the GOZ. As a result,
exporters whose proceeds go to the Bank of Zaire are credited with
realistic levels of deposits in zaires, and the GOZ's import taxes,
for example, are charged on a realistic valuation of the
zaire-value of imports. Tnus, this market-determined pricing tends
O maintain incentives for exports while charging importers the
true costs of merchandise and services,

Abrogation of this liberalization would tend to lead to
overvaluation of tne zaire and thus artificial foreign-exchange
shortages due to reduced incentives to export and exaggeration of
the demand for imports. The GOZ's response would be expected to
include imposition of guotas on imports, which would pe determined
administratively and distributed by liceases, thus biassing
industrial capacity utilization in unpredictable and proobably
inefficient ways.,.

Zairian agricultural and industrial oroducts are now priced Wwithout
any intervention by the GOZ, with certain exceptions (most notapoly
for fuels).d In tne past, price controls degressed the ralative
prices of certain products such as raw cotton, thus educing
incentives to produce and contriputing to the vresent snorcage of
inputs ftor the Zairian textile industry. Price controls on
industry essentially deactivated the price mechanism as an
indicator of wmarket demand for various products, eliminated thae
incentive to shift resources toward production of commodities in
relatively short supply, and thus led toc domestic shortages and
increased imports of commodities like refined sugar. Furthermore,

W
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provisions for depreciation and profits after taxes were not
adequate to maintain productive capacity, even in industries with
enough demand to warrant expansion. Continual harassment +o
enforce price controls was also a persistent deterrent to
entrepreneurship.

In sum, the effects of the controls imposed before liberalization
were debilitating in a number of respects. They accentuated
shortages, exaggerated demand for imports and thus the shortage of
foreign exchange, and involued the government directly in
allocation of resources and thus in distribution of profit-making
opportunities. Liberalization has created a more flexible and
efficient environment for private enterprise. Continuation of the
liberalization policy is vital to the Zaire's economy, especially
in view of the shortage of resources and the need for efficiency.

2. Conditions Precedent

a. Tariff Reform

The GOZ is presently considering a plan to immediately impose a
basic minimum 10 percent tariff rate and to reduce the highest

tariff rates to 60 percent. A number of exceptions to these limits
are being considered, mostly on the basis of concessions to
consumer necessities and of luxury items. Even in these cases,

however, lesser increases or decreases of tariff rates are under
consideration. This would be the first step 1in a multi-year,
gradual process of tariff adjustment which would pushn tariff rates
toward 30 percent. The exact schedule of further narrowing of the
range of tariff rates is still under study. Adoption of an
appropriate program would be a condition precedent to disbursement
of the seacond tranche of the Structural Adjustment Support Grant,

The present tariff structure is based on measures taken at the time
of the 78 percent devaluation of September, 1983. Devaluation
greatly increased the valuation of imports in zaires for tax
purposes and therefore required an adjustment of ad valorem tariff
rates at that time. The revised schedule was therefore published
without adequate opportunity to reflect on its aconomic
implications.

formula, which is designed to ensure that reuvanues from sales of
each individual type of fuel cover costs.

=
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In fact, the result has been a system with a very wide range of
tariff rates. Imported raw materials and intermediate inputs pay
almost no duty, while consumer goods and especially luxury goods
pay at much higher rates. Textiles, for example, are protected at
the equivalent of a 240 percent tariff rate. Other rates range up
to 170 percent.

The principal result of this structure of tariffs is greatly to
exaggerate the profitability of minor transformation of imported
parts or raw materials for production of consumer goods, and
especially of luxury consumer goods. 1In the extreme case, an
enterprise could produce negative value added and even be a net
consumer of foreign-exchange, all while substituting for imports
and making a profit, simply on the basis of the high taxes its
imported competition must pay.l! 1In general, the leyel of

domestic value added can be greatly increased when imported
competition is taxed but imported inputs are not. The net effect
is called the "effective rate of protection." It has been measured
in Zaire as high as 1,500 percent for synthetic fabrics, and at 170
percent for cement, 400 percent for batteries, and so forth. The
average for 26 represantative products was 300 vercent. Basically,
rates of effective protection like this take an enterprise which
barely cowvers imported and local costs with no return to capital
and make it highly profitable; that is, the portion of local value
added that is most affected is profits. It is thus that
entrepreneurs and rescurces are oriented to specific product

lines. -

larithmetic: Suppose window air conditioners pay a tariff of 13
percent. The cif cost of an import might be 11,000 zaires (US$
200); 1t would therefore pay 16,500 zaires duty and have a
cost-price of 27,500 zaires. A Zairian enterprise could very well
use (1) imported parts, materials, fuels, and expatriata personnal
costing US$ 272 (15,000 zaires) net of duty and pay for (2)
(minimal) duty on imported parts and materials, local inputs, and
Zairian labor costing 5,C00 zaires per unit, and in sum have & cost
price of 20,000 zaires, about 25 percent less than that of the
import. Tihis would leave ample room for profit from local
assemioly. At the same time, the local value added would bpe
negative 9,000 zaires (11,000-20,000) and the foreign-exchange
saving a negative US$ 72 per unit (200-272). This shows the
potential for mischief when some tariff rates (e.g., those on
luxury imports) greatly exceed others (e.g., those on parts and raw
materials) .

<
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Industry developed under this regime tends to be based on imported

inputs rather than on local inputs and to produce for a restricted

local market for imported luxuries rather than for either the broad
local market for common goods or for the export market. The result
is to reduce real national income and to exacerbate the shortage of
foreign exchange.

In order to change this set of incentives, it 1is necessary to move
toward unification of nominal tariff rates. When imported inputs
are taxed at rates equal to those imposed on imported final
products, effective rates of protection are less exaggerated and
tend to coincide with the nominal tariff rates. Furthermore,
tariff unification would tend to equalize effective rates

of protection for different import-substitution industries, wikh
the result that their inherent economic advantages and
disadvantages would play a larger role in attracting or
discouraging inuestment.l

The tariff-rate reform under consideration by the GOZ wculd move in
the direction of unification. The initial stap tc a range of 10 -
60 parcent would eliminate the grossest examples of effecktive
protection. Certain commodities are expected to be partially
excepted from this regime. Large automobiles, textiles, and
cigarettes would still pay tariffs in the 80 - 100 parcent range.
Mass-consumption foodstuffs and pharmaceuticals would rise to only
5 percent. FEuen these figures, however, represent progress toward
unified tariff rates and reduced rates of effective protection.
Therefore, USAID believes that thé program under consideration is
worthy of support. The Structural Adjustment Support Grant's
condition precedent would reqguire USAID's direct raview of the
measures taken by the GOZ to ensure that they adequately correspond
in fact to the criteria of efficiency {(particularly the exceptions
to the 10 - 60 percent range)l. Similarly, USAID would review the
multi-year reform program for disbursement of the seconcd tranche.

b. Export Tax Reform

Most exports currently pay an export duty (& percent), a
statistical tax (1 vercent), and a sales tax (6.75 parcent). The
measure under consideration te remoue all export taxes on
nontraditional exports would complement the reducticn in effective

lHowever, positive affective protection privileges
import-substitution industries as a grouo wis a vis industries
producing nontradables.

e ——————1
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rates of protection by further encouraging entrepreneurs to
consider inuvestments in nontraditional exports rather than in
sheltered import substitutes. Major established exports (copper,
coffee, crude oil, and timber) would continue paying taxes
currently applicable.

C. Reform of Export Procedures

Along with the export taxes, there are a a fairly large number of
-administrative formalities that an exporter has to complete,
tending to discourage exports compared to other activities. To
keep track of foreign exchange earnings (ownership of foreign
exchange by Zairian persons and companies is controlled), an export
license must be obtained from a commercial bank. Then this license
must be "validated" by the Bank of Zaire. The Ministry of National
Economy and Industry must authorize all exports. The purpocse of
this is unknown, (For certain commodities, there is a separats
requirement that this ministry certify that local demand is
satisfied before exports are authorized. However, the requirement
for authorization is not restricted rto those commodities.) The
Zairian Office of Control (OZAC) must also authorize each axport in

order to "verify quality. " It is pelieved that the rumber of
routine steps for official authorization to export is at least
seventeen. It is evident that these steps constitute obstacles to

exports and were adogted for various purposes without adequate
consideration of the possible long-term impact on exports and the
availability of foreign exchange.. A%t the current juncture, the
importance of encouraging exports consistently with the scarcity of
foreign exchange has become clear- to policymakers. Therafcore,
these administrative requirements are being reviewed by the GOZ
with a view to eliminatz all but the minimum necessary and to unify
the overall procedure so as to minimize administrative obstacles
for exporters. '

£E. Negotiating Status and Strateqgy

The GOZ and the World Bank have been collaborating in studies of
policy reforms in the industrial sector for two vears. 1In recent
months, the two parties have been negotiating specific reforms in
this area in the context of the World Bank's Industrial Sector
Adjustment Credit. The World Bank has actively solicited U S.
support for these measures.

A.I.D. and the U.S. State Department have told ©tne GOZ in Paris and
informally in Washington and Kinsnasa that the U.S. is considering
allocating a supplemental grant to Zaire in FY 1986, depending on
the outcome of these negotiations. Wbhile the GCZ is aware that no
funds have yet heen made available for +his purpose, it has baen
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encouraged by the expressions of U.S. interest to continue in its
course with the World Bank. The World Bank ard the GOZ both
consistently emphasize the need for donors to suppart Zaire
financially when it reforms economic policies in the context of
discussions with donors.

The policy conditions listed in the sections abouve are consistent
with terms expected to result from the negotiations on the
Industrial Sector Adjustment Credit. The conditions are also
flexible in areas that are marginal to the essential direction of
the reforms but possibly difficult or sensitive for the GOZ and
local industry. The GOZ has already détermined to take important
steps in this area. Therefore, USAID foresees no difficulty in

negotiating agreement to the Strudltural Adjustment Support Grant -if

it is authorized.

F. Program Implementation
1. USAID Experience with Previous Commodity Import
Programs

A number of commodity import programs have bHeen implemented in
Zaire during the last fifteen years. At the present time USAID has
two active programs: Agricultural Inputs Support I and ITX
(660-0100 and 660~0103). : -

Agricultural Inputs Support I began in August, 1584, OF the
$10,000,000 obligation, approximately %$8,000,000 are now committed
(covered by Letters of Credit). The ramaining $2,000,000 Will be
programmed ard disbursed prior to the program's terminal
disbursement date of February 1, 1987.

Agricultural Inputs Support IT began in August, 1985, Alsc funded
at $10,CC0,C00, approximately $8,500,000 of total program funds
have heen provisionally reserved for various importers .

The experience gained by USAID through the implementation of these
two programs has served tc inform the design of the Structural
Adjustment Support Grant. In particular, lessons learned during
the implementation of Agricultural Inputs Suwport I, and
incorporated into Agricultural Inputs Support II, ara also
reflected in the present program.

The two problems encountered under Agricultural Inputs Support I
concerned the positive list and the repayment terms utilized at thro
beginning of <“hat program. As program implaementation proceeded,
BEAID had to amend program documentation con & number of cccasione
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to add items to the list of commodities eligible for importation
(positive list). This was a time-consuming process ana resulted in
significant delays in implementaticn. This problem was resolved
under Agriculitural Inputs Support II through the inclusion in all
project documentation (Commoaity Procurement Instructions, Lecters
of Commitment) of the entire A,.I.D. Commodity Eligibility List as
eligible items. At the same time, it was required that USAID and
GOZ approval be granted in writing for eacn transaction anda
commodity to be imported. This system ensures tnat only those
commodities which contribute to the target sectors are financed by
the program, but also does away with the need to amend program
documentation to add items which were inadvertently omitteda. This
system has worked well under Agricultural Inputs Support II and
will be maintained for the Structural Adjustment Support Grant.

b

The other problem encountered under Agricultural Inputs Support
concerned the payment terms offered to participating importers,
Initially, importer interest in the program was limitea ovecause th
vayment cerms were not attractive enough to cvercome what importer
saw as the disadvantages to importing trom the U.S. (higher »r.ce
and longer uellvery time wnen compared to Europe). Tae time
allowvea for the last payment was subseguently extended frem 90 to
180 days and importer interest increased as a result, It is
anticipated that the payment terms currently offered under .
Agricuttural Inputs Support I and II will be maintained under the
Structural Adjustment Support Grant. However, these terms will be
reviewed 1n light of prevailing economic conditions at the time of
program start-up.

cr
u: (D

i

An August, 1985, evaluation of Rgricultural Inputs Supoort I,
conauctesw oy an A.I.D. Regional Commodity Managenhent QOfficer out or
REDSC/WCA in Apicjan, concluded that the preoegram was "well
designed, well managed, and well implemented". The evaluation
included four specific recommendations, all of which nave been
implemented. A copy of the evaluation facesheet and a descripction
cf the steps taken to implement recommendations are included as
Annex D. All of these recommendations will also be implemented
under the present program,

2, Dollars

a. General
Implementacion of the Structural Adiustiment Support Program will
tcliow closely the tried and proven implenentaczion precadures
already in place under USAID's Agriculturel Inputs Suppoct I and
II. The program will respond to the forsign &xcnange neesds of
privace sector importers in Zaire., Program funds willi be used to
finance the foreign exchange costs or commodities that support =
agro-industrial sector in Zaire.

1 -
ne
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The importation of commodities under this program will be carried
cout in accordance with the guidelines set forth in subsection
80l.(a) of Title VIII of the International Security and Development
Cooperation Act of 1985. A copy of the relevant section of this
Act is included as Annex F.

Th@ Structural Adjustment Support Grant Agreement will bte signed
with the Ministry of Plan. USAID/Kinshasa, in ccoperation with the
Ministry of Plan, will have primary responsibility for the
monxtorlng and implementation of the program. The Ministry of Elan
will issue Financing Reqguests to USAID and will share in the
responsibility for monitoring local currency deposits.

b. Applicable A.I.D. Réqulations and Procedures

AID's standard financing procedures, as set forth in A.T.D.
Regulation I, shall be applicable.

c. Authorized Source/0Origin of Procuremant

In accordance with the Sour ce/Origin waiver included as Annex 3,

the autherized source/origin for commodities and services will be
A.I.D. Geographic Code 941, Selected Free World,

d. Value ¢of Transactions
The minimum value c¢f individual transactione under the Gr art will
be set at $10,000, except when otherwise authorized by a.I. in

Wwriting.

e, Metnod of Financing

Following procedures implemented under previous import programs,
commodities will be financed using either the Bank Letter of
Commitment/Letter of Credit or the Direct Letter of Commitment
method of financing.

-

f. Disbursement Pericd

Grant funds are expected to be disbursed withis

the signing of the Commodity Impert Agreement

Proiertﬂﬁ Disbursements of Funds). The termin

re'uc511rg disbursement authcrizations will be
gsigning of the Agreement.

nths fcllowing
ire 14,

QJ,—\J

21 months from the

NG
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g. Eligible Commodities

Only those commodities identified as contributing to the
agro-inaustrial sector in Zaire will be eligible for financing
under the Program. The eligipbility of specific commodities
proposed for importation under the Program will be determined
jointly by USAID and the GOZ's Ministry of Plan prior to the
approval of import licenses or letters of credit. Letters of
Commitment will identify the entire A.I.D. eligibility list as
eligiole, subject to prior USAID/GOZ approval.

Commoditv-related services as defined in A.I.D. Regulation I are
eligible for financing under this Grant. These related services
include transportation costs, insurance, and banking charges on
letters of credit. Other services shall become eliginle for
financing only with the prior written approval of A.I.D. A.I.D.
may decline to finance any specific commoditv or commodity-related
service when in 2.I.D.'s judgment such financing would be
inconsistent with the purposes of the Granc.

b Eligiole Inporters

Only licensed importers from Zaire's private sector will te
eligiole to participate in the Program.

i. Uses of Dollar Funds

4 number cf different commoalties nave been or are being i1imported
under JSAID's two ongoing inport financing prograams. Examples
include spare parts and raw naterials used in the manufacture of
truck tires, heavy eguipment (for recada construc:tion and
rehabilitation), marine engines, zpare parts for trucks, electric
generating sets, and cold storage equipment., It is expected that
some 0of these commodities will continue to be imported under the
present program (particularly raw materials for tire manufacture

and spare parts for trucks and eguipment). It is also antLulpated
that a much wider range of raw materials wiil be imported under the
Structural Adjustment Supgport Program, for example Jjute and plastic
mnaterials for making agricultural sacks.

3. Local Currency

a. Generation and use of Lcecal Jurrency
{(Counterparc fFunds)

(o}
©

In accordance with proceduras t
the local commercial banks part:
collect from the importers lioca

eztagiishea under the grant,
'pating in the program will
currency feoellowing a schedule and

k12 O

\b
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an exchange rate formula agreed to by USAID and the Ministry of
Plan. At the present time it is anticipated that the systen
currently in use under Agricultural Inputs Support I and II will Dpe
maintained. However, the ‘schedule of payments will be evaluated at
the time of program obligation in light of prevailing econonic
conditions and foreign exchange availability. (See Figure 15,
Projected Generation of Local Currency)

At the present time, importers participating in USAID's financed
inport programs are required to pay a minimum of 20 percent of the
CIF values of goods in local currency (calculated at the prevailing
exchange rate) at the time a letter ©f creait is opened. Inporters
are then required to pay a minimum of 30 percent 0of the CIF value
of the goods (calculated at tne prevailing exchange rate) at the
time the shipping documente are endorsed over t£o the importer by
the bank. Also prior to receiving the shipping documents, the
inporter is recuirecd to sign a promissory note (in local currency)
for wnatzaver percentage of the CIF value remains (up to S0
percent), pmayvable after 18u days. The promissory note nust be
guaranteed by a commercial bank. The exchange rate usea 1n
calculating the final pavmentc 1s the same as that used for the
calculation of the secona (30 percent) pavment.

As with Agricultural Inputs Supportc I and II, all locali currency
generated under this grant will pbe depcosited in a special account
naintained for that purpose by the Hinistry ¢f Plan. Tne
Counterpart Fund Division of the Ministry of Plan, ia coordination
wircn JSAID, will monitor and rsport on the status of funds in gais
account.

b. Programning and Management of Local Currency

Local currency generated by impcrits under A,I.D.'s program 1is cwned
by the GO0Z and jointly progranmmed oy USAID ana the GO0Z. Under the
Structural Adjustment Support Grant, the local esquivalent of
approximataly $14.8 million will be allocated to AID development
projects. Primarily, the funds will be allocated to developnent
projects that expand the output and inprove marketing channels of
Zairian agre-industrial inputs.

Both USAID and tne GJOZ have long elperience in zhe manadgenent of
local currency generacsed Sy A.L1.D. programs. 'nis experience nas
come from the implementation of past and present PL 4¢U Title T ana
Commodity Inport Programs. Reasponsioility for the management of
councerpart funds witnin the GUZ lies in the tountzroart Tund

rol

Division of the Ministry of Plan. The USAID Cont! 1
rrocram offices wecrk in close cooperation wibh this Di
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. Disbursement cf Local Currency

After being programmed as described above, counterpart funds
generated under the Structural Adjustment Support Grant will be
disbursed in monthly releases. Each project requiring counterpart
funds prepares a yearly request. This request is then updatec
quarterly. Based on these requests and on fund availability the
Program and Controller's offices programn nonthly releases. These
releases, after being approved by tne Ministries of Plan and
Finance, are transferred from the Counterpart fund account at the
Central Bank into the projects' accounts in local commercial
banks. Tne Controller's office and tne individual project officers
nonitor counterpart fund releases, “ransfers, and expenditures.,

4, Inplementation Procedures and Plan

Upon approval of the PAAD by AID/W, USAID will execute a Commodity
Inport Agreement (Grant Agreement) with the GOZ's Ministrv of
Plan. At the sane time, USAID will begin preparation of
Inplenentation Letters and Connodity Procurerent Instructions.
Jpon the 1issuance of these documents py USAID, and the isgsuance Dy
the GOZ of Financing Requests (prevared by USAID), USAID will
request that AID/W issue one or more Letters of Comnitment., As “he
same time, USAID will be in contact with inporters interesced in
participating in the Program. Upon the issuance of one or nore
Letters of cCommitment by AID/W, USAID will begin approving
cransactions and fumds nay be disbursed.

Because participation in the Prodram is scrictly limited to private
sector firms, it 1s anticipated that all procurement of commoaities
under the Program will take place in accordance with the guidaelines
set forth in A.I1.D. Regulation I, Section 201.23, Negotiatea
Procurement Procedures. Where appropriate, ana when requestecd to
do s0 by the inmporter, USAID will publish importers' needs in the
A.I.D. Export Opportunity Bulletin.

The following outline presents the gen
procedures that will be used in this p
aprroximace schedule for the accomoli
steps.

eral implementacion
rogran anaQ provides an
shment of the various

Month Action
v -~ PAAD approved by AID/W
1 - Grant Agreement signed by USAID and Ministry
Of Plan.
2 - EIL No. 1 and Commcdity Procurement

\N
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Instructions issusd by USAID.

- Financing reqguest(s) issued by GOZ.

- Discussions with the Bank of Zaire (Central
Bank) concerning the form and ceontent of the
Bank Circular.+

3 - USAID reqguests issuance of one or more
Letters of Commitment by AID/W.
- Discussions with importers wisning to
participate.

4 . - USAID requests publicacion of Exporec
Opportunity Announcenents.
- Bank Circular issued.
8 - First commodities begin arriving,.
- USAID begins conducting port/arrival checks.
21 " - Terminal date for regquesting disbursement
authorizations.
43 - Terminai shipping date
- all comnodities shiprped,.
24 - Terninal disbursement date
- all dellars disbursed.
26 - A1l comnoditiss have arrived in Zaire.
32 - Final lccal curcéncy deposits nade.
5. Description ¢f a Sample Inport Transacrion
Presented below is tne seguence ot events that will take place in a
typical transaction under tne Structural Adjuszstment Support
Program,

' Dar
tnz USATD program frcen his ha*k approachnzs USAID Lo 2xpress

a. A private sector importe: having lear;

48 ol
interest in obtaining USAID [1 ngnclxq tor the inmportatiocn of
certain ;ﬂnmodicies {either fcor his cwn use or for resale), The
1mporter provides USAID with informat on on the type of comaodities

required, and JUALD foerwards the intformation to AID/W

1

The Bank Circuiar provides 1nstructions from tne Central Bank

to participating local commercial banks.

Us,
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(M/SER/AAM/0S/AFR) for review and publication in the A.I.D. Export
Opportunity Bulletin. The importer meanwhile 1s free to contact
suppliers in authorized source/origin countries on his own. USAID
requires that the importer allow at least 45 days to elapse prior
to selecting a supplier 50 as to ensure that various potentiail
suppliers have the opportunity to subnit offers.

b. After the 45 day ninimum period has elapsed,
the importer submnits to USAID for joint USAID/GOZ approval a
pro-forma invoice for the required commoditlies. Tae iamporter 1is
also required to submit to USAID copies of other pro-fcrmas
received but not selscted. USAID examines the pro-forma invocice to
ensure that (a) the commodities are identified by their U.S.
Departrent of Commerce Schedule B codes, (o) the conmoaities are
eliginle for A.I.D. financing (according to the A.I.D. Comnodity
Eligibility Listing) and what 1f any opgc1al provisions may apoly,
and {¢) tnhe comiodities cortribute to the industrial ana/or
manufacturing sactors in Zaire. If the invoice meets all of the

above criteria, USAID approvas the pro-forma invoice and submitcs 1t
to the M*nLC"rl of bPlan {(Counterpart Funa Division) ifor its
approva

C. Pro-forma approval is in the form of a letter

to a comnercial bank chosen by the importer (assuming his choice is
among the banks authorized to participate in tne progran),
co-signed by USAID and Plan, authorizing the banxk to ocpen an iwpork
license and letter ot credit covering the propcsed hransaction,

The letter states that the letter of credit will draw on funds
reservaed under one of the Bank Letters or Commitment issued by
AIL/W t©o a participating U.S. bank,.

d. Tne importer goas tc the local commercial bank
and opens thne reguired impcrt license. Frior to validating the
license, the bank is reguired :to obtain USAID approval. After
USAID aporo"al of the license is grankted, the importer pays the
first tranche of local currency (presently equal to 20 percent of
the CIF value of the gouods) and the bank issues an irrsvocanle
letter of credit in favor of the supplier (USAID zlso requires that
the Letter of Credit be subnitted for USAID approval wrioer -o
issuance). The letter of credit is coafirmed by tnz U.S5. hanx ana
forwardea to the suppiier, who then prerares and shipg che
cormodities (1 to 3 months).

[

e, After shipping the comnodities, the supplier
submnits the shipping documanie and any ooaer documenis ¢f
certifications reyuired by A.I.D. t0 the U.S. Dpank holding the
Letcer of Commitment. 7The bank verifies that all of the documen:s
required by A.I.D. for paynmnent are present and, 1if thay ace, pavs

the supplier. The bank then reguests ceinbursement from A.I.D.
under the terwms of the Letter of Comnmitunent.

f. Upon shipping the goods, the supplier forwards
tne original shipping documents to the Zairian pank handling the
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transaction. The documents are made out to this bank, as it is the
cank that is responsible for ensuring that all of the local
currency payments are made. When the commodities arrive in Zaire,
the bank enaorses the documents to the importer who then clears the
goods through customs (after paying any reguired duty). However,
before tne bank will endorse the documents, the importer is
required to (a) make a second local currency payment (currently 30
percent of the CIF value of the gyoods based on the prevailing
exchange rate) and (b) take out a bank-guaranteed promissory note
for the remaining amount of local currency due (currently 50
percent of the CIF value, based on the szane exchange rate used for
the calculation of the 30 percent payment, payable after 180

days).

3. USAID moniters the arrival of goods through
visits to the port at Matadi and/or to importers' warehouses,
factories, etc., checking that goods arrive in good conaition and
that suppliers have conformed witin the A.I.D. marking
reguirenents, USAID also iicnitors the various local currency
deposits, keeping a log of when the rinal (50 percent) payments ar
due, and conducts periodic end-user checks to ensure thar
progran-tfinanced goods are in fact being used for purposes
consistent with program objectives.

(¢

6. Inplementing Inscitutions

As with past ana present A.I.D.-financed inport programns in Zaire,
tne Structural Adjustment Support Frogram will be inmplenented by
JSAID in conjunction with the G0Z's Ministry of Plan. The Ministry
of Plan's Counterpart Fund Division will have primcary GOZ
responsinilicy for program nonitoring and will issue Financing
Requests ana approve transactions on pehalf of the COZ. This
Division has filled this role for the two ongoing programs
(660~0100 and 660-0103) and a good and efficient working
relationsnip exists between this Division and USAID.

1
participating private sector importers and tne participating
barks. It is anticipated chat & nunber of local firns w1lil
varticipate., Participating firms nay come from all elemencs of the
agre-industrial sechor.

The role of the participating local banks is of particular
inportance, as they are responsisle for ensuring that the local
currency deposits are nade {(this requirement is specified in the
circular 1ssued by the central bank). Most, if not all, or the
local conmercial banks will be eligible to participate in the
prograrm. fiis will ensure that imgporters are able to kake
advantage of special relationships or credit arrangesments which
they may have with a particular bank. Most of thes local banks have
participated to some extent in previous USAID import programs and
are thus already familiar with the procedures to be followed. In
the event that any naw banks participate in this program, USAID

T T AT . T AT~
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staff will work with the staff of the bank to ensure that all of
the required procedures are clearly understood.

G. Mission Management

1. Policy Reforms

USAID's Program Office will assign the Program Econonist to
coordinate evaliuation of the GUZ's measures to meet conditions
precedent, monitoring of policy reforms, and the economic impact of
the policy reforms. Tecanical assistance provided for under this
grant will be contracted for as necessary to help evaluate the
policy structure and its impact on the private sector and on
overall econonic development.

Z2. Commodity Import Program

USAID is experiencea in the implementation of import financing
programs and has adeguace personngl to ensure the timely and

efficient implementation of the Structural Adjustment Support Grant.

Primary responsioility for the managemsnt of the Structural
Adjustment Support Grant WIthiP USAID will lie in tne Capital
Projects Office. This orfice is presently raesponsiple for the
nmanagement ¢f the Agricultural Inputs Support I and I1 Prograns,
and 1s experienced in the operation of commodity inport pregrans.
Within the Capital Projects Oitfice, the day-to-day running of the
program will be nanaled by an American kersonal Ssrvices Contractor
with er@”iﬂHCP in inport pregrans in Zaire. He WlLl De assisted
by a Foreign National Direct Hire enployee vwith bcth previcus
A.I.D. experience and long experiencc Wwitn Zairian import and
nanking procedures ana regulations. A USDH employee will supervise
the overall implementation of the program. The Capital Prcjects
Office staff will be supplemented as required through the
short-term contracting of a retired A.I.D. Supply Managenent
Officer. This has been done on a regular basis under the two
exlisting import progrars and will be continuved as needed.

The USAID Controller's office will work with the Capital Proj
Orfice te monitor dollar disbursenents {(tased on Mission recor

allocations and on ¥W-214 raports receivea from AIL/Y) and
Counterpart rund gen2rations and depositis. The Program and
uont_oLL@r s offices will nave primary rasponsibility within che
Migsion for the alliocatlion and relsase, respectively, of
counterpart tunds te srojects.

n (r

ecC
a

1
.

he Program Office will assign a reviewing cfficer to tne

tructural Adjustment Support Program who will review all progran
ocumentation to ensure that implementation of the program conforms
to A.I.D. guidelines and is consistent with program objectives. In
particular, the Program office will have responsibility for
monitoring the policy refeorms included as conditions precedent to

T
S
d
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disbursement. The Program office will also serve, to the extent
required, as the liaison between the program and the World Rank and
other donors.

The Mission scaff will be supplemented by support from the
REDSO/WCA in Abidjan. REDSO has on its staff two USDH Commodity
Management Cfficers with experience in commodity imports who will
periodically review progress in program implemnentation and assist
or advise as required.

3. Local Currency Program

Counterpart fund programming is the responsibility of the Progran
Office in collaboration with the Ministry of Plan, Ccunterpart Fund
Division. The Program Cffice currently programs upwards of $20
million equivalent of local currency annually and has adequate
experience and manpower in this area.

H. Evaluation Plan

An independant evaluation will be performed annually. Evalua-ions
will concentrate oun three areas:

-— (1) Status of policy reforns,

- (2) Impact of the policy reforms, the CIP, anu tne
local-currency progran, and

3) Disbucsenent ana conformance witn A.I.D. regulacions

i

{

1
—
w

i

~atus Oof Policy Reforms

Evaluations will review tne state of policy in the areas of
conditionality under the grant to determine whether policy
comnitments will have continued to be inplemented.

impact

Inpact will pe evaiuated in taree areas: impa sten of

incentives put in plac@ oy posicy reforms, ing

availabilicy of additional foreiugn exchange fo

agro-industrial inputs, aad inpact of local-currency zallocations to
2 oject

financial institutions and developnent pro
A key aspect of evaluations of impact will be follow-up wikn
inporters under the CIF, who will furnish guantitative informnation
on their input use and capacity utilization as well as qualitative
information about the private business comnunity's views concerning
tne balance of incentives for and against nontraditional exports
and agro-inaustry based on local inputs.

The evaluation will include an assessment of the grant's impact on
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tne followiny three areas:
-- enployment and worker standards of living in the
industrial sector;

-~ availability of assisted imports t¢ the various
geograpnic areas and to small farmers generally;

-—- actual, as opposed to formal and official, price
liberalization in farming areas.

Disbursement and Conformance witn Regulaticns

A projection of dollar disbursements under the Program is included
as Figur= 1l4. During the initial stages of program implementation
a revised disbursement schedule will be prepared. This will then
be compared to actual disbursements as a measure of program
progress. Dishursement schedules may be updated as indicated by
evaluatzions.

Evaluations will exanine project records and ”OndlCC arrival and/or
end-use checks to determine [f A,I.L, reguilations dare helng sdasrea
to. In particular, confornmance with A,I.D, regqlaLions concerning

marking of corwmodities, transportation of ccmmeodities,
source/origin of cowmnodities, ineligible s uple rs, and e
of conmodities will ne verified. Evaluatioas will examinc
reporting proczaures to ensure thaco these are adeguace.

raiuarions will alsc look at reporting procedures for loca
currency genz=rated by tae progran. Finally, evaluations wi
agsess the extent to which ktne criteria sec fortn In subsectic
dli.{3) of Titie VIII of the International Security and Develovnen:
Cocperation Act of 1985 have pesn met,

V. SPECIAL FEASIBILITY ANALYSES

A, Industrial Policymaking

The GOZ has been studying reform of its ovsrall industrial x
i 4 Althcugh the Ministry orf Plan has been thne rfoca
¢f tnis activity, thilis =2ffort | involved several othe
e

eCconomlc ministries (2.49., Eina\\b and Budget, PForeign lonmerce,
J%thﬂaL sconcny end Industry, and the Bank of aalre) The leval
2f incerministcecial COl]duuV* icrno1in tnis area has vbegn a

grat’ “ving deveslopient. It has vesn proposed, (ULCAEK Wwre, that a
high-level internministeriel commitcee be formed fo oversee the
inplerentation of the industrial o2o0licy and to con%ult on furthear
neasures that may be necsssary.

In its external relatlﬁng, the GOZ nhas also made considerable |
preparations for implementation of reforms. The World Bank has
een tne GOZ's dCtiVE partner in supporting the pbasic studies that
helped frame the present r=form plans. The GOZ has also issued an
"Industrial Pclicy Declaration" to publicize its intentions.

M



LI 011 ORI AT AR i, 0|

i
(&1}
f-—

I

Furthermore, the whole range cof issues was presented to donors at
the Consultative Group meeting in Paris in April, 1984.

Thus, the mechanism for implementation and monitoring of the policy
changes supported by this grant will pe adequately proviaged for in
the GOZ and amonyg donors. On A.I.D.'s side, this grant providges
funds for technical assistance to nonitor policy adoption,
imnplementation, and impact. This assistance will alsc be usea to
study the impact of the commocities imported under the progranm.

B. Market Analysis

There exists in Zaire an adeguate market to ensure the tinely
disbursement of funds provided under the Structural Adjusctment
Support Grant. USAID's experience with two ongoing programs, hcth
of which require that all cgoods financed be of U.S. source and
origin, provides some evidence of this. At the sane time, in lignt
of the proposed authorization of A.I.D. Geographic Code 941
(Selaectea Free World) as procurement source for cae presant
prograrn, it is anticipated tfnac importer interest will oe
significantly higher than under previous import prograns,

Informal aiscussions held with inmporters in Kinshass incicate thac
countries eligible under Codsz 941 (e.g. Brazil, Bangladesh, etc.)
will be likely scurces for importers participating in chis
program. It 1s also expected that some of the importers currancly
participating in the Ag¢ricultural Inputs Supgport Programs (I and
II) will continue to call on A.I.D. financing under the present
grant. Goodyear, presently using approxinately $6.8 millicon of
financing under the two ongoing programs, can be 2xpected to
continue to import raw materials used in the manufacture of truck
tires under a new progran. Overall, USAID is confident tha: the
programming c¢i funds provided under this program will not pose 3
significant problemn.

C. The Impact of the Policy Reforms

The purpose of the policy reforms is to gncourage increased private
investment in Zaire and to le: trne market ratner than aropitrary tax
advantagss deternine the pattarns of investment anc production, in
tne present situarion, this will procbacly inply that gomestic
inputs will becone relatively more econonical and chat
nontraditional exports will ue relatively more profitanle than ia

the rpast.

Tnie will tend to change the internal terns of trade bhetween
Zairian industry and agriculture. By 1ncreasing denmnanda ror local
industrial inputs, which are primarily agriculitural, relative
crices should swing to Favor agriculture. This should encourage
increased agricultural output, investment in agriculture, agontion
of improved tecaniquss, and increased use of labor power on tne
farm.

0
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Increases in exports will tend to accelerate the reduction of
Zaire's depbt burden and thus tend tc clear the wav for renewed
inflows of private capital into the Zairian econorny. If increased
exports come in nontraditional lines, the cdiversification of the
e¥xport base will tend to make the Zairian economy more robust to
changes in relative prices in worlid markets.

Since some tariff rates are being raised and some lowered in this
reforn, the net eftfect on total tax revenue Wwill be small. 1In the
ceses of raised taritffs, there is the potential problem to consider
of raising local prices of imported goods that have become urban
necessities (e.g., wheat bread). It will be possible under

A, I.D.'s conditions to consider making exceptions for certain
commodaities under such circumstances.

In the cases of lowered tariffs, there is concern for the fate of
exXxisting industries that are still dependent on pro:fection frcm
imported compatiticn. Whiie 1t is ultimately necessary that new
investment be wmad:s on tne basis of a more efficient sa% of
incentives, the optimal treatment of existing fixed investnentc
suodid include due regard for uvransition costs for boch capital an:
lapoz. Serious adverse effects c¢n particular industries could also
have negative psychological results for private investment.

Lit

ot

It should be noted, however, that tariff and cgucta adniniscration
nhas keen somewhat 1lax 1n situatlions where there are large gains
from aveiding import controls. Taus, some industries are alreaaqy
in fact conpeting with supstantially wore, anc less sexpansivs,
lnports than they should be, accerding ko existing inmpert
contrels. Furthermore, in their consideration of tariftf
reductions, the GCZ and the World Bank have already considered
represencations by concerned inaustries and have adiusted plannad
reductions and extended the length of time over which they will be
intreduced. A.I.D.'s conditions will parmit acceptance of such
arrangements.
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GIMNCY FOR INTERNATIONAL DIVIELOSMINT

MASHINGTON S C 22322

ACTION MEMORANDUM FOR THE ADMINISTRATOR
FROM . AA/AFR, Mark L. Edelmayw L

Problem: Request for Blanksat Scurce and Origin Waiver for
commodities from Geographic Code 0DUO0 (U.S. only) to Geographic
Code 241 (selected Free World).

A} COCPERATING COUNTRY : Zaire

B) AUTHORIZINC DOCUMBNT: 060-K-0603 (Grant)

C) PROGRAM : FY '8¢ ALPRF -~ Zaire Structural
aarustment sSupport Programn {(5€0-0121)

D) NATUEE OF FUNDING : BESF Grant (Cowrnodity Import Procram,

©) DESCRIPTION OF GOODS: Raw Daterials (including crude oil),
spare parts and aguipnent for use 1in
the agricultural aad agro-industrial
sectors in Zalire

7)) APPROXIMATE VALUE : $14.6 milliza

&) PROBABLE SCQURCE : The United States and Code 941 Countries

Discussion: In conjunction with an overall structural
adjustnent program in Zaire, which includes & WJorld Bank

Iandustrial Sector Credit of $75.0 millicn, this grant of $15.0

million furthet contributes to ooenlng opportunities for the

private sector, thnrough a series of oollcy reforms wnich improve
he GO%,

the cllra e for investment and services. Specifically, ¢
through the reform soughh by this vroject will:

. enact tarici and cayx refcros;

. pragare a medium-tern plan for weking inmport duties
mora uniform and widely a;p1i”able and zdhere Lo the
2lan.

The wrimary clemeats of this proiect accooplishmenc of
rolicy reforms and taneg making availao of forelgn sxchangs Lo
i1acrease the flow of comnodities o the private agro-ingustrial
gector, & secondary benefit will pe tne generation or local
currency which will be used to support AID asvelopnent projects.

Grant resources will finance the importetion of raw materiais,
spare parts, and equivment exclusively by and for the Zairian

-
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private agro-industrial sector. This will increase working
capital and raise capacity utilization, production and sales.
The AID and World Bank funds will also enable private industry
to expand. The local currency generated will support key local
currency costs of AID projects related to agricultural and
industrial development.

Justification for Waiver: The inclusion of Code 941
countries, as the authorized source and crigin for commodities
funded under this program, w1¢l facilitate timely disbursement
of program funds by 1ncrea€1nq the interest of importers in the
"CIF., This interest is essential if the CIP funds are to be
viewed as valuable by the GOZ and thereby provide it with an
incentive to make the policy reforms required for the release of
each of the two tranches of funds under the program., The
Miszicn has indicated that importer interest in U.S. comnodities
alone, though present, iz nct strong enough tc draw down the
CiF, except over an extended period. ‘Ine reason for this is
tnac the standard procurenent sources for Zairian lmpor erJ are
not ia the U.5. in most ¢ases. Inportcers have lony-es
trade lianks with traditional sugpplisers in linited free worlg
countries (Code 941) such as Rangladesn, Brazil and Nigeria for
raw materials (including crude oil) spars parts and eguipmant,

The GOZ gernits the official price of foreign 2x¢change to float
freely. Under such conaitions, there ig ordinarily nc incen tive
for private impeorters Lo utilize CIP fu\is instead of compl
untiaed asllars that are otherwise available. o provice an
incentive for importers to utiliza ClP funds, the Missicon
anticipates vroviaing credit cerrs that are more acttractive than
standard bank financing winich requires substantial deposits when
letters cf credit are opened.

Ie

~

(D
U
4

~ement will be more

Under the CIP, the termsz for U.S. proc
attractive than those for non-U.S. pro

PPC has indicated that ths c¢ecal mandated bv the Zorinsky
Amendment has hkeen met 2nd chat this CIP is not large ancugh ©o
aaversaly inpact on the Agency's achievement of tnat ou,l
reguiring cthe use of net l29s cnan 16 pefcenL oL CIz faads fron
the Z5F zzcount fo or cne purchnaze otf agricultural comnodities of
United States origin.

A O Hanabhoo
the zuchoricy 2o i
value in exceess of
enkire grant,

18 Craptac “Pﬁc
2 oa vlanken walvs

LU00, 000 from Co

h
35U
-
o

The criterion for the waiver per the above justification is
,pr0V1ded in Handpbook 1B Chapter 5B4a(7) which permits a change
in the authorized list of eligible countriesz because of "such
other circumstances as are determined to be critical to the
succa2ss of project objectives,”
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Recommendation: That you authorize a blanket waiver for
procurenent of connodities from Ceode 941 (limited Free World)
countries in the amount of $14.8 million in order to attain U
foreign policy objectives and the ocbjectives of the
Assistance program in Zaire.

&

Foreign

APPROVE:

DISAPPROVE:

DATE:

.5



Clearances:

' GCiAPry b

e AR e R

AFR/DP:Jratterl'son

AFR/CONT: TRattan
AFR/CCWA:DBernius
PPC/PD:RMaushanine
PEC/PB/C:JS8ilver
AFR/PD:CPeasiey

v draft’
draft
draft '

AFR/PD/CCYAP:HieIman draft

DAA/AFR:LRichards
M/SER/CP:Shean

draft

GLANRI e I |

i ;
o

Date: i /u/..

bate: 9/09/86
bate: 9/09/86
Date: _9/10/86
bate: 9/10/86
Date: 9/11/86
bate: 9/158/86
Date: 9/12/86
Date:

Date: 9/11786

Drafter:AFR/PD/CCWAP:NRifkin:sb:9/17/86:2580%

T YT
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ANNEX C

ACTIONS TAKEN IN RESPONSE T0 EV

ALUATION OF THE

AGRICULTURAL INPUTS SUPPORT I PROGRAM

Ty . v . ——
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ANNEX C

Implementation of Evaluation Recommendations

Grant 6§60-K-0601

Attached as page 2 of this Annex is a copy of the facesheet and the Execy:
Summary of the August, 1985, evaluation of the Agricultural Inputs Suppor:
Program. This program, which began in August of 1984, is a Commodity Tinpe
Program with participation limited to the pPrivate sector in Zaire. Prags
below are the four recommendations which resulted from this evaluaticn, 3°
with a brief description of the actions taken to implement these
recommendations. -

Recommendation No. 1

Reports should bhe prepared (preferably on a monthnly basis) whick 2o
information on the progress and status of this program,

fction taken:

Beginning with September, 1985, 3 computer--generated monthly report was
Prepared reporting on monthly and owerall Progress towards achieving prog
disbursement goals, This report shows program funds reservad ard commint
both for the month in guestion and cumulatively for sach of the procram'
disbursing authoriza*tions (two Bank Letters of Commitment, ore Direct Let
of Commitment, and cne Direct Reimbursement Approuval).

131

Recommendation No. 2

Procedures should be finalized and implemented, in coordination wizh
Controller, for monitoring and reporting on end-use and arrival
accounting.

Action takern:

USAID is dimplamenting procedures for erd-use monitoring and arriual repor
which were prepared for the Mission by a retired A.T D Commodity Managem
Oftficer under a short-ternm contract.

BESTAvAILABLE copy
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Recommendation No. 3

Future programs of this type should include a more all-inclusive
2ligible items list 1in order to avoid issuing a large number of
implementation letters and commodity procurement instruction reuvist
adding additicnal commodities to initial eligibility list.

Action taken:

This recommendation was implemented in the design of the follow-on
Agricultural Inputs Support II Program (Grant 660-X-0602) by including &h
entire A . I1.D. eligibility list as eligible items for puUrposes of
Implementation Letters, Commodity Procurement Instructions, and Letter: o
Commitment. Individual transactions must be approved in writing by uUgarD
the GOZ's Ministry of Plan'prior to the issuance of import licenses, lett
of credit, etc. This ensures that only commodities that contrisute to th
target sectors are financed with program funds .

Recommendation No. 4

A procedure should be established for determining, at an eariy date
tnose funds wihdch have been ailocated to importers, but, for Wratou-

reason, will rot be used Dy the terminal dare of the program. Once
amourt of furds remaining is detzrmined an active process should he

undertaken to re-allocate these remaining funds to importers capabl
quickly using tha funds.

Action taken:

USAID dssued letters, co-signed by the Ministry of fPlan, to all imperters
holding urused allocations informing them that thaese allocations would e
rescinded if letters of credit were not onened within a stated pariod.
thos2 importers +hat did not use their allocations within tne time speci
the funds were made availlable to any interasted importer on a first-come
first-served basis and are currently being re—-grogranmned .,

n

o
e

’

All of the acticns and mechanisms described above will 2e apolied to the
Structural Adjustment Support Program.

BEST AVAILABLE COPY
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ANNEX D

ENVIRCNMENTAL STATEMENT AND
INITIAL ENUIRONMENTAL EXAMINATION
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ANNEX D

Initial Environmental Examination

Description of Proiect

The Zaire Structural Adjustment Support Grant will be implemented as a
Commodity Import Program, with participation limited to Zaire's privats
Sector. The value of the Grant will be $15,000,000. Only those commodit
identified as contributing to the industrial and manufacturing secters in
Zaires will be eligible for financing under the Program. The eliginility
specific ccmmodities proposed for importation under the Program will be
determined jointly by USAID and the GOZ's Ministry of Plan rricr to the

approval of import licenses op letters of c¢redit. Examples of commoditie
likely to be financed with the proceeds of this grant are: jute and othe

materials for use in the manufacture of sacks for agricultural produce; <
parts for trucks: raw materials for use in the manufacture of truck tirec

spare parts and raw materials for use in various industries established |
Zaire. Aall commodities importad will re subject to the conditions and sp-
prouvisions provided in the A.Z.0. Commodity Eligibility List.

All of the commodities listzd abcve hauve been and continue to he importazg
Zaire, in many cases as part of previous A4.I.0. Commodity Import Programs
Necne of the commodities firancad undar the Zaire Structural Adijustment S
Grant are expected to have any adverse effect on the enuironmnent.

Recommended Environmerntal &ction

It is reccmmended that a negative determination be made for the Zaire
Structural Adjustment Support Grant,

T TR ——



ANl |

- 65-

INITIAL ENUIRONMENTAL EXAMINATION

Program Country: Zaire

Program Title: Zaire Structural Adjustment Support Grant
Program Number: 660--0121

Funding: FY 1586: - $15,000,000 ESF Grant
Environmental Action Recommended : Negative Determination

Action Raquested by: Date:

———

Richard L. Podol
’Director

) 7
/ /. :
. ,/// ’/47
v e " . o
Concurrence: e /’l/fk“37/§(” o APPROVED: o
Bureau Environmentsl Of Ficer
Bessie L. Boyd, AFR/TR/PLRO OISAPPROVED :
Date: SEP |7 |ges
/ ‘r 0 ./'/
- <{/(/‘V . i {a 4N R
Clearance: GC/AFR Aaltlenvy [roa il v Date: . AR

Anthony yéncél

.
N

T T . v —
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ANNEX E

Budget for Administrative and Policy-Mor

R

1iitoring Services
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ANNEX E

Budget for Administrative and Policy-Monitoring Seruices

Personal Services Contractor for grant
administration: 2-year contract ..., ... ... 3 100

Short-term Supply Management contracktor:
4 months @ $ 15,000 each 80

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

Short-term technical assistance for assessement of
policy-reform impact: 2 months @ $ 20,000 each ... .. . 40

fotal 5 200

. Q00

;OOO N

, Q00

, GO0
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ANNEX F

Subsectipn 801.(a) of Title VYIII of the Internationsl
Security and Develcpment Cooperation Act of 19385
Securitcy Act
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ANNEX G

STATUTORY CHECKLISTS



LIRPE LLURTE I T 1 LA

, VRIS INeluvdeg Iy &8¢

5C(1) - COUNTRY CHECRLIST ZAIRE AEPRE

Listed below are s;atusory Criteria

applicable general 2ly to FAA funds, and

criteria applicable to nclvvcuaV fund

SoUrces: Development Ass istance and

Zconomic Support Fund. :

A

A

GENERAL CRITERIA FOR COUNTRY

ILIGISILITY

- - .

4

FAX Sec. 481(h)(1); 1986 =

COU;IHULHO Resolus ron Sec
27. Has it been determined =- -
Il el .
~m,orhcc;t1 ied to- tbe.Conmresg

==---DY-The President tHIE ThHe —— -~ -

~=government of Ln@-zaczblcnt - - NO
country has failed to :ake
adeguate measures or steps to
prevent narcotic and
psychotrepic drugs or other
T orcontrelled
listed inm he schedules in
section 202 of rhe
Comprehensive Drug Abuse ang
Prevention ”ontrﬂ’ Act of
1871) which are rultlva ed,
produced or processed
illiecitly, in whole or in -
part, in such country or

transported fhrough such S ) I

courtry, from being solgd

Yy within the

tion of such country
1 States Government
or thelir dependents
t

a

£r ntering the United «
Lates unlawfully?
2. FhA Sec. 481l(n){4). Bas the
President determined tha- the
recliplent country has not
" taken adesquate Eteps Lo
prevent (&) the processine, in
whole or in part, in such
country of narcotic and NO
psychotropic drugs or sther
centrelled substances, (b)) the
transportation th;ough _such §§§TAVA/LABLEC
country of nagcotic and . MWD“MECOPSPV
psychotropic drugs or other
controlled substances, and (c¢)
the use of such country as a
refuge for illegal drug £
traffickers?

substances (as ‘ -

L

cK

=15
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FAA Sec. 620(c). 1f
asslstance is to a government,
is -the government lisble ag
debtor or unconditionsl
guarantor on any debt to &
U.S. citizen for goods or
seTvices furnished or ordered
where (a) such citizen has
exhausted aveilable legel
Tenedizs and (b) the debt is
not denied or contesced by
such governmens?

BEST AVAILABLE COPY

FAL Sec. 620 (e) (1

2. 18 - )
asslstance 15 =0 & government, » ‘ ST
‘has ic (inecluding govermment . _ ‘ ST
agencies or subdivisions) e s,
taken any action which has rhe I T
effect of nationalizing, Lo L L e
expropriating, or otherwise e HOEEL e e
" selzing ownership or contvol : T S
of propercy of U.8. elcizang . TR L R TP
0T entities beneficially owned T A
by them without taking steps - : ST R
to dlscharge its obligacions o
toward such citizens op ' , . -
entitieg? , ' ol el 2T

fas Sec. 820(a), 620(5) . §20
I LY39 Continuing Resolutss
Sec. 5.2, 15 vecipient
coumaiTy & Communist countzy?
£ so, has the President
determined that aszistance to NO
the country is importent to
the nationel interests of the
United Szates? Will
essistance be provided ro
Angola, Cambodia, Cubsa, Iragq,
Syria, Vietnan, Libwz, or
South Yemen? Will agsisg:
i
(9

B s e e

tance
be provided

without & certificarion?

TAL Sec. 620(3). FHes tha .

country permitted, or failed

to teke adeguate measures Lo

prevent, the damege o -
destruction by wmod action c¢f NG T ks
U.S. preperty? -

o i
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FAA Sec. 620(1), Eas the
country failed to enter into
¢l agreement with OPIC?

FAA Sec. 620(0):

Protective Act of
amended, Sec, 5. (a
country sesized, or imposed any
Penalty or sanction against,
any T.S. fishing activities

;nte:national.waters?

.
&2

- ——— o
- . —— T te e
- . e e e - o
-

- - . N
i m=2ETET TE 30, has any- ceduction

e memmm——ee

o ————
- —T s am
gD T M

——

= 2% TFaguiresd

———

by the Fishermen's

PIotective Act been made?

v =
P

FAA Sec, 620 (@) Y 1986
Cenxzinuinag Reseclution Sec.
Sib. {a) Eas che governmen*
0 the recipient CoOUntry bean
iy for more than six

in defaule

menths con interest or
Principal of any AiID loan o
the country? (b) Bas the
country been in defaule for

nsre than one year opn interess

Of priacipal on anv 0.3, loan

o
Wncer 2 program for which tne
@PErcpriation bill (or
eontiruving rescluticn)
aprreopriates funds?
—_—
FPAL SEC. 620(s). ¢
contempiated assistance ils
develovment loan or fronm
Zeonemic Support fund, has the
AQministrazor :avar Lnte
GCCOMURT the amounz of foreign
exchange or other reasources
which the CoOUntry nas spent on
milivary 2Iuipmen:?
L5 ACe may be made to snhe
annuzl "Taking Inzo
Consideration® meme: *Yeg,
taken into account Y the
Administrator at time of
érproval of Agency QVE,* rThie
approval by the Administrator
0f the Operaticnal) Year Budget
¢an be the basis for an
affirmative answer durinc thne
fiscal vear unless sic=i€i mame

LR S -t L]

NO

N7

NO

A

N

I\

NouY

[ IS

43

*3
[0}
[8)
(

&S]
it

Q

/r‘
i
!

}..',

O

0

L7
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11. FAA Sec. 620(t). Has the - ~
couniry severed diplomacic :
Telations with the United !
States? If so, have they been
resumed and have new bilatera] *
essistance agreemenrts been - NO
negotiated and entered inro
since such resumption?

12. FAA Sec. 820(u). What 13 the

- SFiEnmoT o PAYMEnT §TACUs of the . . .. YES
"?:s:*=’~“ﬁ¢¢0uqtry‘6:UoNu;obligazions?_ o Zaire is in arrears in its
E=oizeo 18 the country is+n arrears . obligations to the U. N.
s - _wWeTe guch arTrearages taken ~ T 7 however as of 30 Sept. 1985
___,;____:_-'_______T_‘;.,imt:g;_a(;cgmr; by,__;}ueAID__- . e it was not delirj.q3..1er1t z:o;;" t.:
Acministrator in determining ~  ~  purposed of article 19 of =
the current AID Operazional - U. N. charter. These facts
Sear Budget? ' (Refereace may + were taken tnto consideratic
be made to the Taking into in the _gem‘az-:falu L?}:e{xlzrt:
Consideration memo.) - Consideraticr Hemc® signed
- by the Adminiscraticn 31
. TQRE
13. FAA Sec. 620A. Has the January, 193¢
FOVernment oI the reciplent ’ S L
country alded or abetred, by T T
granting sancruary from '
prosecution to, any individusl . ,
0T group which has commircad NG ... §
an act of internarzione] i . . :
terrorism? ‘ T .
14. 78DCA of 1985 See. 552(e).
Bas the Secretiry of Jrare
determined ther the country is
& high terrorist thresr
country after the Secretary of
Travsportation has determined, NO
pursuant ts section 1115(e) (2) -7
of the Federal Aviation Ace of
1958, what an airpors iz the BEST AVAILABLE Copy

countTy does net maintain sad
sdninister efZective securircy
measuras?
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TAA Sec. 666, Does the
countcry obJect, on the basis
of race, religion, na tional

origin or SeX, rto the Presence

¢l any ofglce’ O employee of
the j.n. who is Present ip
such countr Y to Carry out
econeomie cevelOﬁmert Preygrams
under “he TAN?

FAA Sec,. 868, 670, das the

*—..w--.

country, afeer Augds. 3, 1977,

~«—-~ﬁg’1veveﬁ or :ece‘v =d nucleat

C e m— m—
————

enrichment or regrrceﬁs ~ng
equipment, naterials, or

T = technology, wztnout bm®ﬁ~‘1vd-

arrangements or safeguards>
Has - frana+9r*ed 2 auclear
explesive deviee to a
non-nuaclear weapon sthhe, or
if suzh a state, eitner
*ecalwpd or dstDuQ“ad a

]

luclear explosive device? o

( CAN Sam., §20% permits a
Special waiver cf Sec, €669 Eor
Pakistan.)

i7. PAL See, 670, If tre sountry
is a Ron-nuclear weapon State,
has 17, on opr after August g,
~385, exported il]egally (or
adttempted to expcrt illegally)
Srom the United States any
material, eruane it, or
technclogy which woulg
contrinbus significantly to
the abillty 0f such country

- Lo manufzcture 2 nuclezr

&Xplesive devioe?

Ak B -t | |

NO

NG
BEST AVAILABLE COPY
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18. ISDCA ¢cf 1981 Sec. .720. w=s

the Country representec at
the Meeting of Minige ers of
Foreign Affairs and Heads of
Delegations of th
Non-Al*gned POLntr*es to the
36%h Genseral Aasembly of the
U.N. of Sept. 23 and 28,
198‘, and failed to _ )
disassociate itsels from the
communigues issyed? I’ go,

"= has the President taken it

T into account? _(Re= erence__
—may be made to the ”aklng

‘““f“'nt Consideration’ nemo.,

«1.9-"

i<

1986 Cont inuing
Solution Jec“.Sél.

f

sl A
ﬂ)

Are any of the funds to
used for the performanc
abortions as a method o)
family planning or to
motivate or cocerce any
person te practice mbo:tionﬁ

be
o

e
£

Are any of the *unds Lo be
used to pay for 4he
performance of involuntary
sterilizaticn as a mecxod of
farily planning or tso coerce
©r provide any financial
;ncen‘lve L0 any perscn to
underge sterilizations:

the ‘uﬁd te bea

o
fuor 53
A.Oi
e

Ur by

g
[ i}

PataTCh wnich
; in whele or irn
O metnods ﬂz, I Lne
o . o

;l
{
N

=) e Yo
&+
H )
™

o]
J it 20 @®m
v

RGN SIS s
=0~
o

[

3

Hd

O
Y 14
t%

11}

=

3

LA SN |l ) |

Yes

Zalre entered a written reserve
toikthe vote and this was taken

consicderation
Coneicderaticon
Administrator

NG

NO

BEST AVAILABLE COPY

in the "Taken In+

Memo" signed ov ¢

21 January, 1985,
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20. Fy 1986 Continuing
Resolurion, 15 zne
48slstance being made
available &5 any

Organizacigqn OF progran .
which hasg been determined s No -
Supporting or PaTticipating o e e
in the Banagemens of L md oL
PTogram of coercive aborrion ' R

on involuntary sterilizarion?

1f assisrance Ls rom eme : : ' : ' )

e POBULlE L on functicnsal - T e s
account, are any of the e

- - -funds to pe Bade availanla e N7 At '
to family Plamning Projesuy T RS
which do Rot offer, elther .- o b
directly cr through Telerral TTUL
to or infermation abous .
access to, 4 broad range of Ca
anily planning-mathndg ang b
seTvicey? '

<l FY 1986 ¢ BEinuing - e
Resolurion D8C. 579,  Eag
Che Teclpient CIURETY bean :
determinad by the Presidens . e
Lo have engaged in 4 ST
consistene Parstern of {
Prresition to rhe forelgs -
PRlicy of the Caizeg States? T

” oy

<<. FY 1986 Cam:inuing
Resolution Jew 513,  Hag
tle auly elecren nead of
Government of the country
been deposed by milirar
COUD or decrze?

MO

FYUNDING SOURCE CRITERTA OR
COUNTYY 2L LCTETTTTY

. Developmnans As,istg;ne BEST AVAILABLE COPY

3
Loun Ery Lritewin

NO
TAA Sers, 114 Has zhe

Pepertrmens .

determined tnar o}
goOvVerament hasg engaged .
in a consistent pattern : i
of gross viclations of
interna:ionally Tecognized : k
human righeg? If so, can it - ) ' %7
be demonstrated that ‘ )

contemplated assistance wiil
directly benefit the nandns -

{s
by
i



-
' .
v i
4]4‘ ot
I3 E
NP
e u.
toy -
et —
. —_
K
- —
-
R .
o~
_,. i s

e
.
ey
o
N -
\
5
'
—— <
"o e -
e

AJOD J18V VAV 1539 R

i
M
|
|
i

e e e

R e S

/
.
P
;
e
-
s
E
4
’

J
B

‘f“‘ .

SO DV S

. N ——
:
RN
~ ~
=
NN
)
- A
« . g N b
L S NS SIS RO > ™ S !
- —— N , ... \m
e e e — -
P < B TR NN ’ |
7 . . . .»./ / * . i
i b - - ~ A
P PR . ~

I NN R oo
; . 0 . ~ - :
| R - . < ﬁ
1 ,f .4, - /, :
Lol D EA
,, — - s e e )
o T e e e e e e e e
. ) i R WS e NTRITMTRITT 3
! . ~ = * ~ : K A
P N . . . - . . . . . N N
i . ~ ~ ~ s b ™ ) )
i R ] ) S ~ N . . ~
T e e e e
_ _ - ; . ——t e e e .
! | i ; ! 1 ‘
[ " A - A 5. i "
— - —— -— — N - ) 3
\ [ - - v
o - t
; e Lioa
oo ‘ L. e
= .
=,
.VH CRSRERE
4




WL .- 1 |

LU E D E ATt ()

-8

2. Economic Suroor- Fundg
counsrv Criteria

FAL See, 5023, Has Lt been
detarmined that the country
has engaged in 2 consistent
Pattern of §ross violations
of inte:nationally
Iecognized human»rights?
T TUTTTIfse, has the country
made sueh significans
improvements in its human
righits fecord that
'*:”““**“”"%furnishing SUch assistanme
Tl mmemde in tnhe national lnteres«?

- o e

NO



e

ULk e -, 1| |

A Rl

3(A)2 NU ROJEZCT ASSISTANCE CHECKLIST

Tne criteria listced

applicable generally

snould be used irresp

vrogram's funding sou
distinction is rade Lhetwasn cna
criteria arplicanle tc Zoonomic
Support fund assistc and oo
criteria applicapis t
Assistance.  Sslect

will depend on the

the crogram.

CRO3E REFERENCES: L5 COUNTRY

CHECKLIZT UP TO

DA”F’ IDENTIFY,

HAS STANDAKD ITEM
CHECKLIST g2l
REVIEWED!

»
A

esorine now a

upo O0rLATIONS

P .—-'.'_‘ TV .

2, Glilz,!( The Concl
[, 1 N . + . . r‘.\-... e
DUrmner Leglsiallys i LS OVEnNanys

sed Wwitnin
coupbry WAL 18
reas o“,al“ SHTRT

““Lb a” 1on w1¢l 0% CornLensd

Peleliiti

(S

BEST AVAILABLE COPY

;f:n,Cl ) l Jl

— TNy
as well da

SAGres35 L

rercizl

V\gg> jolaietd

Lonal

N -l
R R T

i g



s

JI8 S 11 -t |

o~

7en?

nd conclusion

7'
]

<

URR Y
Kl

il RS

[l

-

1a

assistance nct
nacio

158 &
Infor

@
0
Y
O
a0
o
@
. i 4J
& = A G0 o . O D
S (G BT IS T (S O R R P ,
[OI [SSRNEY) TS S 16 oS § S I o & B %
O OO a0 o [ B R (A aooe
{0 O e ST S S I T O dl
B St oy €T 0 RN D
- . R L3 ha 10 = D —
< et © g4 n Q@ ¢ o
@ s 2w (O o >
£ 3 Lo G A FEOFI oy Mo AN Q
FE S O g W RO W -r S
ol W Wl ) o3 i mL 1 0w . - S
O « 0@ W s Iy MO -3 X, [SIRA
P 4D st L rG e DO @ D A W ’
~d
Q
<
3
& o " =
a VI . <
1 IR b
0 —tlo %]
3 (@] vy
-l uy o MUL
) s qr {rs .
1 i~ jogl
£ o JSud N "~
LTI — L] . wn _
O TV 73 ud 0 > Ko
UG £ 00 a5 ] e
£ g O 0 . OOy F :
o) oo - e SRV IS
gy —i R (LI I Ll Q (SR BN D SV
O © = > - o : oo § TR
[e i . e~ T 0 i N P :
@ O —i G [ERE SR v Wk s
A3 . wl U o~ O Q, [N (SRR
" ™ 13 PR T St ela
Q) ~dded 5 o4d e~ 9] sy [ A TeA
O N ] Dfw oo~ o) I o) -
5] Wi oC GO L Gy VelRe}'
AR — S R n ) oy
ISR 0 IS i c B
L@ o Gom e — g gl o
TR ale SIRENENS) o o0 aielg -
Rl BV U O ) Q: m a3 -~
oIS R Q>0 0 o i
U 0O 3 Re) P N B [ - AN R
[eRoERY] 2 e i WG I Q QD
o o] g 0y O = [N B0l



ALER oVt || |

the country znd if so, what
arrangenencs have been made Ior
1ts release?

(o9
!‘1"
M=
t
€3]
It
(@]
.
N
o
=
£V
G
IS el
cr
o
{D
A‘(l
O
T
i
e}
3
ot
ra
Q]
u
U
P
o

[y
(85
V=
]
Ci
m
=
)
o
(.
-
b—
N1
()

o W
4]
(D
D QO
i_-l

¥
ST

awar
wher Ulas
zllow

9. FAA 121(d). If assistance is Nok epolicanie.

being furnished under tne Sahal
Development Program
cetermination been

tne hozZt government
adequate system for accounting
for and conitrelling receigt '
eypenditurs 0f AID funds?

10, 7Y 1986 Conmincing Resol
= :

Ll

.1t
NOmLT

penrrd
2 -'n1b..a.u‘<;

a, s Sec, S
assiscance of
and nolitica

tne )

BEST AVAILABLE cOPY

e



o)

LI L LY T Nl ]

cUmncdiiy 1mpo

POLL prograns or develcprent projects wnich
other program 2ssistance oe will be consisten: wizn
13ed to generate local FAL Sections 103 through
currencies? If so, will such 105,
lccal zurrencies be availzdls
O suppor:
fent witn
YA gechion
ISDCA of 1985 Sec, Z03 Will Nobk oapclicanlz,

agri CL,tu
Jnited Starce

wnat percentage of che funds
will ba so usecd

1
s ey
&L COorn tO
r

colnnry

BEST AVAILABLE CCFPY




LI LY AN L

<

economic dev
AID shall as
e

plans to de

-'u.‘l""-fl’\ r CL;E_V
effectively
econeinic dev

pro 1ckion, pa
activicies which expand
sroduction for export or
production ko reducs
reliance on importad
agricultura

produzts;

SooUrREa
J-OLK’..’.“_ LTLECT 10

cr tLOiUNLC

he
LiTEOr s
Urit=d Scakes
ESE cnapner ara ic
addicion =u LOports
which vould othervise
OCCilr, censiceragcion
sna‘l e givan to
ol e al Ftorrs

[N B w(lut Loy

Toreicn =i

AL - |

BEST AVAILABLE COFY



[ ]S LB L. |

u
O
D]
(@)
e
3
1
n
"
SV
0
os
'-—4
-
1
)
1%
0,
y
-3

for use ccorcanc
with tne agreepent For

economic devalopranc
activities whicn are

consis tﬂrt with the
celicy directicns of
section 102 of khe Fis

anQ which are the

types of actLV1tles Ior
Wwhich zssistance nme
orovided undsr s2c
102 throush 106 of fhe
FAN;

SIS AR 14 o
government

Lnired dt&‘
SOVErTInEaT.

Will Mo,

Linance

ISpCa
ESY funcs
ine oo

BEST AVAILAELE COFY



il 1

Latin Amer
of Tlatalc
rull/ Lt

LJ rsue

(uted SO thad

cgen mﬁdﬂ?

2. Nonprojeck
Development

4 N
oy}
RN IOrIoN

la”ﬂf‘1.2¢n5¢ve oresucLion

in the oenefins
develcgrment on

=~ o P . 1.
basis, using th

U.S.

cemmodicies

WG . - L

'z (Tgr s
e Vo a PORIPY

BEST AVAILABLE COFY




kLl B AL S T s 1| |

participation of woman ir
the naticnal economies oOf
developing countries and

tha Ilmprovenment cf womsn's

g8l
icanle Daxag apn
responds LS source
of funds uzed, If inora than

’."1’1&__ j C’J inCreasea

LN LNTOme

and extensi
fl“lﬂ tescing o agapc




nutritional
LMDLOVETEnt
'1."1’111;_(‘1« re

-

(D k- Fy

?‘h -

SO £

=

&

i

e l’.)xl(l..

™ 1y

d ed 1o

[}

Qs
- B (n
v j

icularl
eferencs
morovament
¥panded us
ndigenuusi
O C-I”wl_.uf_f M

,‘

Y

¢

Vs

.
~

2N

roqiioTic

SErVes
.l.—u.,i =

ra

-

r
-

oY
(ol

ard
y AL

<

@rw;k ‘h of pi

2NYIhening nacion.

th

-x..:

s
diSileh;lOH.

4l W

“oneern for

& pooy,

ﬁ;od

Y ,“\]j o

T T ——

A . T . 1| |

&SeSy AVAi S, (RN

> o R W 1



o bbbk b

attention k¢ the needs
F Is

=S and vounc

s cotion systens
ana cther ncdes of

:
Q
a
=
|
[N
cr
v
iY
U
n
i
(i
i
le]
o

[105] for educartion,
public adminiszcation,
£ hwnan resources
opienc: if s

(3) 2xtens to which

;o gtrangthens

CLLIoV.

JdCATLon and

G SR 1T s 1] |

REST AVAILABLE COFY




CCOTIET LS

3 T,

GV 2Ll mn

Tivici
witn U,<

o

(LiZ) re:
and evaluaci

2CON0GIMLS &

Droce

bl ZREA L .

with

anda

i S - |

BEST AVAILABLE COPY



d ARG B e - 1l |

gconomic and sccial

(5)

BEST AVAILABLE copy

:LL-J‘.£1 SHEE25,

o~
v o

oroc nantal

fore -

nETU Does

P - Fa e e e - P |

CN2 AS31sSTANCS QLU

, —~ R - -

1neo considera ZN ARG

preoien of k-e

Ly - l. . ey
Zrien of tropical
3057

-
Ay

w22, arl oLno B L.
e oy
L LT




L LA ) WL B - )]

g
Sell-goverinnant,

2, FAL Sen 122(n). Does
tne aczivity give

A . -
2235003058 promise of

Crinuting Lo the
lLop

IOV Y S o
2CORCSMLT

REST AVAILABLE COPY




