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I. SUMMARY AND RECOMMENDATION

A. Re_£..9mmend~Ll;;iQ..n.: USAID/Liberia recommends authorization of an
Economic Support Fund Grant (669-0214) of $16.185 million over three
years. The first obligations of $5 million will take place in FY
187 and the remaining $11.185 will be provided in FY '88 and FY '89,
depending on progress in implementing the program and the
operational year budget allocated to USAID/Liberia. The funds will
be disbursed, after conditions precedent have been satisfied, to
finance commodity imports for both the public and private sectors in
L.iberia.

B. Grantee: The Grantee will be the Government of Liberia (GOL)
acting through the Chairman of the Economic and Financial ManagC::1ment
Committee (EFMC).

C. Program Sl!.!!!!I!i?!..!:Y.: Due to the deficj.t spending policies of the
GOl, Liberia faces serious balance of payments and monetary problems
which have combined and contributed to a foreign exchange shortage
and a reduced level of imports. The shortage of foreign exchange is
experienced by both private sector importers and by public
utilities. Private sector productive activities and the ability of
the public utilities to provide essential services have been
jeopardized.

The Mission proposes a CIP which will finance the import of
commodities for both the private sector and for selected public
corporations which are able to generate local currency, i.e, the
telephone and electric utilities. Initially, our intent is to
allocate 65 percent of the funds to the private sector (agricultural
commodities will account for at least 18 percent of total CIP
funding, petroleum for no more than 25 percent, and other
commodities will account for the residual), 30 percent to the public
sector, and the remaining 5 percent will be used to administer the
program. Except for petroleum, all commodities will be procured in
the U.S. and a waiver for petroleum will be needed. Only a private
firm will be allowed to import petroleum.

Special emphasis will be placed on sustaining L.iberia1s import
requirements for the productive sector of the economy. A survey of
potential users of CIP funds was undertaken and the Mission
concludes that the program will be fast moving. Private sector
procurement will be conducted through regular commercial channels
follol,l,ling normal international---trade' and banking practices. In
order to reach as many potential L.iberian importers as possible,
while still achieving rapid disbursement. a maximum single
transaction value of $250.000 has been established for the private
sector component, except for wheat and petroleum imports. The
minimum transaction value will be $10.000, except for spare parts.
The public sector CIP (to, finance equipment and spare parts for
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revenue generating utilities) will be administered on a
government-to-government basis, with procurement normally conducted
on a formal competitive basis. No transaction limit has been placed
on the public sector element. Initially the Monrovia branch of a
u.s. commercial bank will open Letters of Credit (within the
framework of AID commodity eligibility) and largely administer the
financial aspect of the program. Other banks may be allowed to
participate after the Mission and the GOL assess the efficiency of
the installation of program procedures and regulations, the
performance of the u.s. commercial bank and the needs of the
program. Local currency generated from the program will be
deposited into a "Special Account" held in the same Monrovia branch
of the u.s. commercial bank. The Mission will hir~ a full-time
commodity specialist to coordinate implementation and provide
necessary monitoring and oversight.

The proposed program has two components: a dollar component to
finance priority imports and a local currency component to support
GOL economic reform efforts. The first priority for local currency
programming will be initial funding for a Civil Service Reform
Program. The Civil Service Reform Program, aimed at reducing the
public sector wage bill, is one of the central elements in the Five
Point Reform Agenda agreed to during the February 1987 meetings
between President Doe and AID Administrator McPherson along with the
placement of 17 operational experts in key government ministries to
help the President gain control of GOL finances. In the absence of
the OPE X project, the proposed CIP would not be warranted.

D. Conditions, Covenants and Negotiating Status: The conditions and
covenants proposed for the grant are described in Section IV. In

I

general, the major condition to commencement of the program is the
arrival and functioning of the first group of OPEX personnel for the
Economic Stabilization and Support Project. Conditions tied to the
disbursement of U.S. dollars for imports are intended to insure the
smooth and timely importation of commodities in order to maximize
their impact on the economy and to meeting selected points from the
Five Point Reform Agenda for which adequate progress has not yet
been made. Conditions tied to the release of local currency from
the Special Account and to ,$ubseq~ent disbursement of dollar grant
funds are linked to the development and implementation of a civil
service reform program. The proposed covenants are designed to
encourage regular consultation and a forum for continuing policy
dialogue.

The CIP program has been discussed with the GOL's Economic and
Financial Management Committee (EFMC) under the chairmanship of the
Minister of Finance. Agreement on the objectives of the program has
been obtained and a draft Operating Circular, which details the
duties and responsibilities of each of the parti2s to the CIP
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component, is being reviewed. (Signature of the Operating Circular
is one of the CP1s to the disbursement of AID funds). Modest
progress is being made on the development of a civil service reform
program and more progress is anticipated with the arrival of the
OPEX team and a U.K. technician. When completed, the details of the
program will be incorporated into a Memorandum of Understanding.
(Signature of the Memorandum of Understanding is one of the Cp1s to
the disbursement of funds from the local currency special account).

II. OVERVIEW AND RECENT DEVELOPMENTS

A. Summar~~~beria's Economic Problems: Liberia is essentially
an open, export oriented economy with virtually no exchange controls
(except for the recently imposed 25 percent surrender requirement).
Its exports are primarily iron ore and agricultural commodities.
Little processing of these raw materials take place. In addition,
very few production activities take place to supply the domestic
market; Liberia is dependent on world producers for its consumption
and investment needs. Exports are equivalent to about 60 percent of
monetary GOP whereas imports are about 50 percent.

Liberia1s economic problems can be traced to a combination of
several interdependent. simultaneous influences including a decline
in exports. an uncontrolled fiscal budget. a paralysis of the
financial system. and a loss of investor confidence. Exports have
declined continuously in the 1980 l s due to a loss of
competitivenE!Ss. a drop in demand in its principal markets. and the
depletion of high grade iron ore. the country's major export. The
loss of competitiveness was due to the appreciation of the U.S.
dollar, which is in theory still the country's legal tender; the
high level of local wages; and the deterioration in roads and port
facilities.

At the same time that exports began to decline, Liberia lost control
of its fiscal budget. This was coupled with corruption. which led
to extensive tax evasion. and with fraud. which led to vendors
billing the government for services and goods not delivered. Due to
excessive borrowing to finance its deficit spending, the GOL was
unable to service its debt and this led to the suspension of World
Bank and IMF financial assistance. Until recently the GOL was
months late in meeting its payroll. and is still late in paying its
vendors. and in paying parastatals for utility services. Since the
GOl is the major buyer of parastatal services. the inability of
these parastatals to collect-h~s-res81ted in a.decline in their
ability to supply services. Finally, not only did the GOl engage in
deficit spending but it also wrote checks without sufficient funds
to cover them. For a time. this led to the cessation of check
clearing. bank lending. and the NBL functioning in its limited role
as a central bank.
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In the early stages, the National Bank of liberia (which serves many
of the functions of a central bank) was able to loan the GOl
sufficient U.S. dollars to cover its spending. The NBl was able to
do this by drawing down on its holdings of dollars and by borrowing
from the IMF and other lenders. In addition, the GOl began issuing
its own coins in denominations as high as five dollars to partially
cover its spending. Eventually, however, lenders stopped lending to
the NBl and depositors lost confidence in the financial system and
withdrew whatever U.S. dollars they could from the system. Now when
the GOl wrote a check, the NBl was unable to loan the GOl funds to
cover the checks. The banks which had cashed the checks for
depositors were unable to collect from the NBl. The financial
system virtually stopped functioning and a severe liquidity crisis
developed.

All of the above resulted in a collapse of people's confidence in
the Liberian economy. Foreign investment stopped flowing in and
capital flight took place. For the fiscal year 1985/86, capital
flight is estimated at over U.S. $100 million or 14 percent of
monetary GDP.

If the above events were expected to continue, it would make no
sense to undertake a Commodity Import Program. However, there is
suffictent evidence to show that not only does the GOl recognize the
problems it has helped create, but that it is taking steps to
correct them. In addition, the banking system is beginning to
function as commercial banks have established their own clearing
mechanism outside of the NBl. Finally, as an indication that some
business confidence may be returning, imports, excluding petroleum,
for the first five months of 1987 are up 47 percent from the
comparable period for 1986. If this import performance continues,
it will break a string of six consecutive years in which imports
each year were less than the previous year. This should not,
however, be interpreted to mean that the foreign exchange shortage
is over. Imports in 1986 were only 40 percent of what they were in
1980. It will take a supreme effort to bring the economy back to
where it was seven years earlier.

In the sections that folloul, the problems in the balance of
payments, the fiscal budget. and the monetary system will be
described in more detail. It will be shown that there is a shortage
of foreign exchange and that a eIP is warranted. In addition the
actions currently being undertak?-n by the GOl to correct its faults
will be described. Finally,-j(t uJill'be shown-that the eIP is
complementary to our other programs in liberia. particularly the
OPEX project.
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B. Rec_enLBala'l.~e_..QfJ_ayment2. __Q.~~el9.E.-lTI.ents: Relative to many other
African countries, Liberia is in an apparently envious position of
having a balance of trade surplus. While a surplus in trade may be
desirable, it is inappropriate to assume that it results in a
surplus of foreign exchange. In Liberia's case, the export sector
is dominated by foreign owned and foreign run businesses. It results
in large foreign exchange outflows for interest, dividends, and
worker remittances. Liberia also spends large sums for travel,
shipping and factor services. Finally, in recent years there has
been a large outflow of both short-term and long-term capital by the
private sector. All of these expenditures and payments have in total
exceeded what was received from trade, private transfers, and donor
assistance. As a result the GOl has had to borrow from the IMF and
other sources in order to finance the imbalance. The GOl can no
longer turn to these foreign lenders for support.

TABLE I
BALANCE OF TRADE IN GOODS AND SERVICES

($ millions)

1980 1981 1982 1983 1984 1985 1986

Exports of Goods (FOB) 600.4 529.2 477.4 427.6 452.1 4·35.6 4·08.4
Imports of Goods (FOB) -550.7 -489.1 -441.5 -366.6 -317.8 -246.6 -227.0

Balance of Trade 49.'7 -40.1 35.9 (rCO 134'~ T89-'~O 18T~4

Exports of
Non-factor services 13.1 11.5 10.0 38.5 36.9 34.6 N/A

Imports of
Non-factor services -63.4 --71.8 -72.:..Q -112.~. -~3_~ =76.1- N/A---Resource Balance -0.6 -20.2 -26.1 -13 . 1 7'7.5 14'7.4 N/A

Source: NBl, see Annex E

From 1980 through 1986, Liberia had a growing surplus in its balance of
trade. This occurred not because of a growth in exports but because of a
sharp drop in imports. Over the period, imports declined by $323 million
or by almost 60 percent. This decline is mainly due to the loss of
business confidence, which is evidenced by imports of machinery and
transport equipment declining from $150 million in 1980 to $59 million in
1986, and to the decline in economic activity, which is in part evidenced
by imports of fuels declining-fr~m $152 millio~~n 1980 to $53 million in
1986 (the fall in the price of petroleum has helped in reducing the cost of
importing petroleum but volume has fallen by more than one-third).



-8-

The favorable trade balance was more than offset by trade in non-factor
services for the years 1980 through 1983. Most of the expenditures were
for travel and shipping, On balance, net exports of goods and non-factor
services, the resource balance, were negative for the years 1980 through
1983.

The next accounts to be included will be those for receipts and payments
for factor services of the private sector. A detailed breakdown of these
figures became available starting in 1983.

TABLE II
RECEIPTS AND PAYMENTS FOR FACTOR SERVICES OF THE

PRIVATE SECTOR
($ millions)

-------------------------,1983 1984 1985

Interest Receipts
Worker Remittances
Factor Payments
Other Interest Payments
Private Factor Services Balance

1.4
-70.0
-59.0
-37.Jl

-165.4

2.2
-80.0
-42.8

-8..:.1._
-129.3

3.4
-·65,0
-40.0
-7.6-----

-109.2

--------------------------------------
Source: NBL, see Annex E

As can be seen, there is a large outflow of foreign exchange for
private factor services, such as interest, dividends and worker
remittances. The outflow for 1984 more than offset the
favorable resource balance in 1984 but the outflow for 1985 was
less than the resource balance for that year.

In addition to private factor services, the GOL receives and
pays interest.

TABLE III
RECEIPTS AND PAYMENTS FOR FACTOR SERVICES OF

THE GOVERNMENT OF lIBERIA ($ millions)

Interest Receipts
Interest Payments*
GOL Factor Services Balance

'---------'],983
0.4

-'/-49.5'
-49.1

1984
0.4

-62. 1~,.._

-61.9

1985
0.3

-26.7
-26.4

----------------------_._-
Source: NBL, see Annex E

*The GOl did not pay all of the interest that came due
during these years. Interest that was due but not paid
will be shown later in the capital account.
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Helping to finance Liberia's balance of payments are large
transfer receipts that are received by both liberia's
private and public sectors. These receipts are related in
part to the work of missionaries and to donor assistance.
Maritime revenue is the receipts of the GOl for allowing
foreign vessels to register under the Liberian flag.

TABLE IV
RECEIPTS AND PAYMENTS FOR UNREQUITTED

TRANSFERS ($ millions)

Private Transfer Receipts
Official Transfer Receipts

Cash Grants
Maritime Revenue
Other

Official Transfer Payments
Balance on Unrequitted
Transfers

1983 -.12JLi --l1...§~
-31.0 36.4 37.0
116.9 107.5 94.2

( 34.0) ( 35.0) ( 25.5)
( 24.5) ( 23.5 ( 23.5)
( 58.4) ( 49.0) ( 45.2)
__ -2.7 -3.6 -2.6_.._..._--

145.2 140.3 128.6

--------------------::--------------_._----------_..Source: NBl, see Annex E

All of the previous accounts will be combined to show the net
effect of the transactions considered up to now.

TABLE V
CURRENT ACCOUNT ($ millions)

Resource Balance
Private Factor Services Balance
GOl Factor Services Balance
Balance on Unrequitted

Transfers
Current Account Balance

(on a cash basis)

Source: NBl, See Annex E

lJL83
-13.1

-165.4
-49.1

145.2----
-82.4

l..~J~!!
77.5

-129.3
-61.9

1.~L8 5
147.4

·-109.2
-26.4

The current account balance is~shown'on a cash~hasis because it
excludes the interest due but not paid by the GOl. The NBl, on
the other hand, will include the impact of interest due but not
paid in its presentation of the current account. Their
presentation must be interpreted as a balance on a commitment
basis.
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It is always difficult to interpret the meaning of a current
account balance. The balance in 1984 and 1985 was positive.
One interpretation would be that Liberia had the capability to
payoff some of its debts or to build up its holdings of
foreign exchange. The evidence does not show that, however.
As has been seen already, the Gal did not pay all of the
interest that came due and, as will be seen later, it did not
payoff all of the principal that came due either. liberia
also did not build up its holding of foreign exchange. The
holdings of U.S. dollars by the NBL declined from $10,1 million
in 1980 to only $1.2 million in June 1985. In addition the U,S
dollar which once freely circulated in the country as a means
of payment has virtually disappeared from circulation.

An alternative interpretation is that the positive balance on
the current account is overstated. This would be true if more
was imported into the country than was recorded. This is quite
possible as many importers will undervalue their imports in
order to escape duties. Another possibility is that many of
the recorded exports really represent transshipment for
neighboring countries and the receipts did not stay in liberia
but were passed on to the actual exporters outside the
country. A third possibility is that both of the above
occurred plus there was capital flight. Businessmen and people
in all walks of life may have lost confidence in liberia1s
economy and decided to build up their holdings of assets
outside of liberia. The private sector capital accounts will
give some indication of that problem.

TABLE VI
PRIVATE SECTOR CAPITAL ACCOUNTS

($ millions)

1983 1984 1985
long-term
Direct Investment 46.6 34.4 -17.9
Portfolio Investment 5.0 6.8 7.4
Commercial Banks 2.5 1.8 1.4
Other Sectors -98.4 -24.9 -25.8

Total l-t '=44.3 -f8~ '-':"'3"4.6

Short--term
Commercial Banks -26.4 7.8 7.6
Other Sectors , -- =-26.2 -36.3.. _ -25.9
Errors and Omissions -6.1 =1 36 .2 =140 .0----

Total S-t -58.7 ·-164,7 -159.3
Balance of Private Sector Capital -103.0 -146,6 -193.9

----_..- -Source: NBl, see Annex E
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Direct investment, which was once an important source of funds
turned negative in 1985. Most of the other accounts also show
an outflow of foreign exchange from the country. The errors
and omissions account, which is generally believed to represent
unrecorded capital flight, was $136 million in 1984 and $140
million in 1985.

On balance there was an increasing drain on the availability of
foreign exchange for the country. Some of that will be lost
forever as some investors will keep their assets abroad
permanently. But much of it should be available for
reinvestment in Liberia as confidence in political and economic
stability returns and as new investment opportunities become
available.

The remaining balance of payments accounts deal with the GOL.
The balance of payments account, as it is presented by the NBL,
and from which this presentation was derived, is given in
Annex E.

TABLE VII
GOVERNMENT OF LIBERIA'S REMAINING ACCOUNTS

($ MILLIONS)

Official Interest Due but not paid
Official L-T Capital

Drawing on L-T Loans
Repayments on L-T
Repayments due but not paid
Other Liabilities

Official S-T Capital
Reserves

Foreign Exchange Assets
Use of IMF Credit

Balance

Source: NBL, see Annex E

1983
-9.1

124.0
(140.6)
(-13.4)
(- 0.1)
(- 3.1)

28.7
41. 8

(-14.2)
( 56.0)
185.4

1984
-15.6

63.0
(125.8)
(-31. 5
(-15.8)
(-15.5

42.6
30.0
16.9)

( 13.1)
120.0

1985
-53.0
-70.6

( 56.1)
(- 5.9)
(-84.3)
(-36.5)
173.8

3.3
2.0)
1. 3)

53.5

The balance on the GOL's remaining accounts essentially represents
borrowing to finance the balance~of payments. Er~viously the GOL
was able to obtain credits from the IMF and the World Bank.
Because the GOL failed to meet debt service payments to these
institutions, those sources are no longer available. Much of the
credit that the GOL receives now is not actually credit available
for spending but instead represents the forced rollover of loans
and the addition to loans outstanding of th~ interest not paid.
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TABLE VIII
COMBINED BALANCES

($ MILLIONS)

1985
Current Account Balance
Private Sector Capital Account
GOlis Remaining Accounts
Final Balance of Payments

-82.4
-103.0

185.4----0-

26.6
-146.6

120.0
--0-

1984

140.4
-193.9

53.5----0-

Given the poor record of Liberia with respect to capital
flight, a natural concern is to question whether the eIP will,
in the final analysis, only add to the problem of capital
flight instead of contributing to short-term stabilization and
development. There can be no guarantees. In the first
analysis, erp funds will only be made available for the actual
import of goods. Hence, there can be no direct contribution to
capital flight, However, money is fungible and the money that
is made available through the eIP to an importer will reduce
that importer1s demand for foreign exchange from other
sources. The foreign exchange that the importer might have
used thus becomes available for other users including those
users interested in capital flight. Nothing can be done about
that, The problem exists in any country where a eIP is
implemented. It is important to note, however, that a person
interested in capital flight always has the opportunity to bid
foreign exchange away from any user including the importer that
was just considered. Hence a case can be made that the
importer who will benefit from the eIP might not have been able
to import without the program because funds from other sources
would have been bid away for capital flight.

One might argue that the solution to capital flight is to
impose exchange controls. Such a move would be harmful to the
long-run development of the country. liberia is dependent on
foreign capital for development. Investors knowing that they
can rE!mit profits will be willing to make an investment as long
as they have confidence in economic and political stability.
The problem of capital flight is not one of a lack of exchange
controls but one of a lack of confidence. Underinvoicing
exports, overinvoicing irnport-< smuggling, and~>bribery are all
ways to engage in capital flight even if there are exchange
controls. They are not an answer.
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1. g~£ort Pr~~~_t£: Total exports for Liberia in 1986 were
$408 million, which is $200 million less than they were in
1980. Even this reduced level can not be sustained as iron ore
exports will decline sharply due to the partial closing of
LAMCO, the country's major iron ore producer. Early
indications are that LAMeo will reduce its operations by
two-thirds. Iron ore accounts for 60 percent of Liberia's
total exports and LAMCO accounts for 50 percent of iron ore. A
reduction in LAMCO's operations by two-thirds will reduce total
exports by about $80 million or 20 percent.

Prospects for Liberia's second major export, rubber, are
improving. From 1980 through 1985, natural rubber prices fell
and in November 1985 were below what they were in 1972, Much of
the fall in natural rubber prices was due to the fall in
petroleum prices, which reduced the cost of synthetic rubber,
and to economic recession. Since November 1985, prices
increased by almost 40 percent but are still about 35 percent
less than they were in 1980. The major rubber concessions in
Liberia undertook a cost cutting exercise and restored
profitability. For the first time in several years, some
replanting of rubber trees is taking place.

The third major export for Liberia is timber, which accounts
for about 8 percent of Liberian exports. Log exports in 1986
are about 50 percent of what they were in 1980. The industry
has been hurt by a deterioration in roads and port facilities.

In summary then, except for rubber, Liberia's prospects for
exports are depressing. Iron ore is running out, the country's
efficiency in production of the remaining commodities is
falling, and there are no new export commodities on the
horizon. As exports fall, the country's ability to import will
fall accordingly. The CIP will make a small contribution in
permitting Liberia to maintain some needed imports.
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TABLE IX
LIBERIAN EXPORTS

1983-1986

_ ....---1]< PO ~_L1J EMS 1983 1984 1985 1986_.__._-_._---_.

~~J:!...LU1I1..1-IONLQ.f...__il

Iron Ore 267.3 279.0 279.0 248.4·
Rubber 73. 1 91.3 77.1 80.'7
Logs 22.2 22.6 23.0 31.9
Coffee 18.2 13.'7 27.3 16.2
Cocoa 11.5 15.3 11.2 8.9
Diarnonds 17.2 10.9 4.7 6.4
Palrn Products 2.7 7.4 3.4 1 . 1
SalAm Timber 1.3 0.9 2.2 1.2
Other Domestic 7.3 5.6 2. 1 7.4
Re·-exports 6.8 5.4 5.2 6.2
Total Expts FOB 427.6 4·52.1 435.6 408.4

STRU~.lU~J~_-i.P ERC.~NI.l

Iron Ore 62.5 61.7 64.1 60.8
Rubber 1'7 . 1 20.2 17.7 19.8
Logs and Timber 5.2 5.0 5.3 7.8
Coffee 4.3 3.0 6.2 4.0
Cocoa 2.7 3.4 2.6 2.2
Diamonds 4.0 2.4 1.1 1.6
Palm Products 0.6 1.6 0.8 0.2
Sawn Timber 0.3 0.2 0.5 0.3
Other Domestic 1.7 1.2 0.5 1.8
Re···exports 1.6 1.2 1.2 1.5

100.0 100.0 100.0 100.0

Source: NBL

.--- -

/
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1. ~~f.lliQ.und: The Ltberian economy registered a sluggish growth
trend before the 1980 coup. Between 1974 and 1979, the average
growth of real GOP was barely one percent per annum, much less than
the population growth rate of 3 percent. The oil price shocks of
the 70's, followed by the world recession which really began in the
late 70's and spilled over into the 1980's, had a severe negative
impact on the Liberian economy, The results for Liberia were
massive oil import bills and a huge debt burden, These external
factors occurred at a time when world demand for Liberia's major
exports (iron ore, rubber and timber) was severely depressed. The
limited diversification of the country's export base helped to
intensify the effects of the recession on the economy.

The government's expenditure patterns during this time period (mid
70's through early 80's) clearly did not reflect this downward
economic trend. In addition, the large borrowing undertaken to
finance the establishment of new parastatals and the construction
activities associated with the 1979 OAU conference exacerbated the
problems for Liberia. The trends worsened after the change in
government in April 1980,

Instead of dealing with the faltering economy by establishing some
semblance of public and financial discipline, the new government
implemented expansionary programs which had no sound financial
basis. Salaries of civilian government workers doubled, the wages
of the military force increased by as much as 200 percent and the
number of people on the government's payroll increased from about
29,000 in FY 79 to an estimated 43,000 in FY 1986, While these
policy measures may be understood from the political perspective,
they resulted in a deterioration in the fiscal accounts of the
government and a quantum deterioration in the efficiency of
government operations.

The overall budget deficit on a commitment basis, became
unsustainably large, averaging 14 percent of GDP in the period
1980/81-1985/86 (Tables X and XI). The inability of the Government
to come to grips with this problem can be seen by the fact that
precisely when the authorities were announcing their commitment to
fiscal restraint, the Government's deficit rose from $80,3 million
in FY 83/84 to $165.6 million in FY 84/85. The decline in
government revenue, which has been occurring since FY 1980/81,
reflects not only a drop in ec~nbmic'activitYr~butalso a growing
weakness in tax administration and collections. Budgetary
procedures have deteriorated to such an extent that firms are not
turning over the taxes collected by them for the GOL but are
instead allowed to use those taxes to offset the unpaid bills of
the GOL.
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TABLE X
LIBERIA

GOVERNMENT FISCAL OPERATIONS
FY 1980/81-1986/87
(IN MILLION OF $)

80/81 81/82 82183 83/84 84/85 85/86
Pre1

86/87 87/88
Est Pro Forma

Total Rev. & Grants 242.4 279.3 257.4 260.1 217.0 205.6 210.4 200.0
Revenue 217.9 237.9 224.4 224.1 194.5 180.1 192.4 200.0
Grants 24.5 41.4 33.0 36.0 22.5 25.5 18.0 0.0

Total Expenditures 375.1 370.6 390.1 340.4 382.6 310.4 367.1 300.3

Recurrent 236.4 287.6 261.0 238.5 231.2 224.4 255.2 256.7

Wages & Sal. (138.1) (157.7) (135.8) (126.3) (121. 9) (l08.9) (113.4) (l00.5
Interest 02.2) (37.8) (57.1) (60.1) (70.0) (80.3) (96.4) (105.2)
Other (66.1) (92.1) (68.1) (52.1) (39.3) (35.2) (45.4) (51. 0)

Development 124.2 96.4 95.8 73.1 72.0 41.6 53.3 43.6

Non-budgetary 7.8 11.6 17.2 11.0 21.4 7.6 11.1 0.0

Unallocable 6.7 (25.0) 16.4 17.8 58.0 36.8 47.5 0.0

Overall Deficit
(commit. basis) 132.7 91.3 133.0 80.3 165.6 104.8 156.7 100.3

Identified expo
related arrears 7.2 (6.0) 8.0 (7.0) 66.7 41.1 94.6 52.3

Overall Deficit -"," ..- -

(cash basis) 125.7 97.3 125.0 87.3 96.9 63.7 62.1 48.0

Source: IMF
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TABLE XI
BASIC FISCAL INDICATORS

In Percent Of GDP
1980/81-1986/87

80/81 81/82 82/83 83/84 84/85 85/86 86/87
Pre1 Est

Nominal Monetary
GDP 889.9 885.3 862.1 835.0 823.3 831. 5 894.4

Rev. & Grants
27.0 31. 5 29.9 31.1 26.4 24.8 23.5

Revenue 24.2 26.9 26.0 26.8 23.6 21. 8 21. 5

Total Expend. 41. 7 41. 9 45.3 40.8 46.5 36.8 41.1

Recurrent 26.6 32.5 30.3 28.6 28.1 26.0 26.7

Wages & Sal. 15.5 17.8 15.8 15.1 14.8 13.0 12.3

Interest 3.6 4.3 6.6 7.2 8.5 9.3 10.4

Other 7.4 10.4 8.0 6.2 4.8 3.6 4.0

Development 14.0 10.9 11.1 8.8 8.8 5.0 7.0

Unallocable 0.8 ( 2 .8 ) 2.0 2.1 7.0 5.1 6.5

Overall Deficit
(commi t. basis) 14.8 10.3 15.4 9.6 20.1 11.9 17.8

Identified expo
related arrears 0.8 ( 0 !.:n - .0.9 ( . 8 ) 8.1 4.3 8.7

-~ .... ~

Overall Deficit
(cash basis) 14.0 11.0 14.5 10.5 11.8 7.7 9.1

Source: IMF
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In contrast to this, Government expenditures since FY 1980/81 have
averaged 42 percent of GOP. reflecting in large part the doubling
of the public sector minimum wage. excessive hiring and a general
lack of expenditure control.

Despite the slight increase in fiscal receipts projected for the FY
86/87 budget. the deficit on a commitment basis is expected to have
increased over 60 percent, reversing the progress made in the
preceding year, where the deficit declined 40 percent from $165
million to $99.3 million. The 21 percent increase in expenditures
projected for FY 86/87 reflect three main elements: higher accrued
interest payments on domestic and foreign debt; larger local
spending budgeted for development, which had been sharply curtailed
in the preceding year; and a reversal of the previous years
decrease in unallocated expenditures (which is not identified as
recurrent or development), reflecting a continued breakdown of
budgetary discipline. To the extent possible, the FY 86/87 deficit
has been financed through an increasing accumulation of arrears and
credit from the National Bank of Liberia.

The deficit has become the main source of the confidence crISIS
which has plagued the banking system in Liberia and is the basic
cause of the Government's liquidity problem. This liquidity
problem is manifested in the constant scramble to meet offshore
payments and the onshore monthly payroll.

2. Attem~ts To Control The Deficit: Since 1980, the Government,
under the auspices of the IMF, the World Bank and other donor
programs, has tried, without success. to address the growing
deficits which characterize the budget. The measures attempted
under some of those programs are reviewed below. What becomes
saliently clear from this review is the fact that the"Government's
ability and willingness to exert sustained fiscal discipline and
control has yet to be demonstrated. Until there is a continued
period of actual implementation of a credible adjustment program.
it is doubtful that Liberia will be able to re-establish its
credibility with the donor and financial community.

In FY 1980/81. the following revenue measures were adopted with the
intent of increasing revenue.

A surcharge was imposed on all non-essential dutiable imports; a
stamp fee was levied on selected imports of concessions; excise
tax rates were raised; new-"1:axes and fees were introduced on
international air travel and movies; income tax rates were
raised; personal income tax exemptions were reduced; and a
compulsory saving scheme was introduced (Saving Bonds).
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Measures on the expenditure side included the following:

A freeze on employment; new hiring was authorized only in
exceptional cases; external debt payments were rescheduled with
the London and Paris Clubs; extra-budgetary requests were
prohibited; budgetary transfers were prohibited; a freeze was
put on equipment purchases; allocations were reduced for all
items except salaries.

Despite all the above effort, the budget deficit persisted. Most
of these measures were not fully implemented. Expenditure control
proved to be extremely difficult and expenditures continued to rise.

In FY 1981/82 an IMF stabilization program was negotiated.
Conditions for the program required further adjustments with the
intention of removing the budget deficit. The following fiscal
measures were to be adopted:

1) A national reconstruction tax was imposed on all salaries and
wages and on the income of self-employed individuals;

2) The pump price of gasoline was raised;

3) Tax on beer was increased;

4) Subsidies on rice were discontinued, and the price of imported
rice was increased;

5) The prohibition on new expenditure was reinforced;

6) Government ministries were expected to stop violating budget
procedures and guidelines;

7) Budget traveling appropriations were to be strictly adhered to
by all agencies.

8) The sale of the Boeing 737 (Presidential aircraft); and

9) Other previous expenditure control measures were to be enforced.

Although the overall deficit declined in FY 1981/82. given that
these measures were designed to instill fiscal discipline they
failed to yield the desired results. The Government succumbed to
the general pressures to spend~ ~xce$sive foreign travel continued
and new vehicles were purchased for many of the Government
officials. despite the rules against doing so.

Another one year standby arrangement with the IMF was negotiated
for FY 82/83. Additional fiscal measures were approved focussing
mostly on ways to arrest the inordinate increase in recurrent
spending, particularly in the wages and salary component. Specific
relevant measures included:
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1) Salary readjustment schemes were implemented, whereby all public
sector employees' salaries and wages took a graduated cut of 25
percent for higher salaried personnel, 20 percent for the medium
level and 16 2/3 for the lower level;

2) A National Identification Card System designed to collect
revenue ~as implemented. The entire population was to be
registered for a fee of $7 per adult and $5 per minor;

3) A moratorium on salary increases and new employment was to be
reinforced;

Again, while some of these measures were partially implemented,
some were not implemented at all. Consequently, they did not have
any meaningful impact on the deficit. In fact total revenue
declined from $279.3 million in FY 1981/82 to $257.4 million in
FY82/83. The decline in revenue coupled with increases in accrued
interest payments and non-budgetary expenditures resulted in a 46
percent increase in the deficit on a commitment basis.

The Government's attempt at adjustment continued into FY83/84
wherein a twelve page Executive Order was issued promulgating
measures directed at ensuring proper implementation of the budget.
Some of the salient measures were:

1) All ministries/agencies were to stop submitting requests for
additional funding either to the President and/or the Budget
Bureau;

2) Expenditures were to be controlled strictly by allotments and
under no condition were expenditures to be initiated in excess
of allotment;

3) No supplementary payrolls were to be accepted by the Ministry of
Finance;

4) Development expenditures were to be made strictly for the
purposes for which they were intended;

5) For the purpose of maintaining expenditure control, the
Secretariat of the Economic and Financial Management Committee
was mandated to review books of accounts of all ministries and
agencies on a quarterly basis;

6) Officials of government violating the above guidelines were to
be dismissed, arrested and prosecuted for corruption;

7) Foreign travel was to be limited;
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8) Personnel Service cost was to be limited to $122.5 million;

9) Ministries/agencies were to pay their utility bills in advance
by attaching vouchers to their quarterly allotment submission to
the Budget Bureau.

While the measures were not fully implemented. some improvements
were made and the deficit in FY 1983/84 declined 48 percent.
Development expenditures declined 24 percent. and non-budgetary
expenditures declined 36 percent. However. the Government's wage
bill only declined a modest 7 percent.

The wage bill. which was clearly the single largest item of the
budget, became the target of attention in the FY 1984/85 budget. A
wage and employment policy package was introduced with the
following components:

1) The retirement of 1.200 public employees with 25 years or more
of service and/or who had attained the age of 65 with low
productivity;

2) Voluntary retirement of 1.200 employees to be implemented in
three stages beginning October 1. 1984 to April 1985. Each
retiree was to be given a retirement grant of up to 6 percent of
the last wage earned;

3) Deletion of unidentified employees on the payrolls;

4) A $10 across the board deduction from wages and salaries of all
employees of government including public corporations.

Measures one and two were never implemented although the necessary
wor~ was done to determine the number of eligible individuals and
the expected impact upon the budget. The wage and salary bill
which had been hovering around 15 percent of GOP since FY 1982/83.
declined a modest 3 percent in FY 1984/85. By the time this fiscal
year was over the high wage and salary bill proved to be only a
fraction of the Government's problems. The deficit on a commitment
basis for that year more than doubled as it climbed from the
previous year's high of $80.3 million to an unprecedented high of
$165.6 million. As total revenue and grants were declining 17
percent, total expenditures were increasing rapidly (23 percent).
The unallocated and non-budgetary expenditures increased 175
percent. demonstrating a total~breakaown in the~fiscal operations
of Liberia.

Given that most of the previous years' adjustment efforts
summarized above were not adhered to, FY 1985/86. which was an
election year in Liberia. proved to be a most difficult period for
the Government. Revenues continued to fall, expenditures had
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mounted and the IMF standby arrangements and the World Bank
structural adjustment loan which was in effect stalled, The U.S
which had up to this point operated under the aegis of the IMF and
World Bank programs. took a more public role in the Government's
operations when it negotiated an eleven point policy reform program
which was to serve as the conditionality for the FY 1985/86 ESF
program. Some of the eleven points were as follows:

1) No further expenditures beyond actual revenues, No further
borrowing against offshore revenue to meet budget expenditures
in Liberia.

2) Develop and publish an emergency budget for the balance of 1986
and the Minister of Finance was instructed not to approve any
expenditures which were not in the budget.

3) Develop a list of debts due and make urgent debt payments
immediately.

4) Institute a new system of control over revenue collection.
expenditures and the banking and financial system.

5) Announce publicly audits of LPRC and LPMC by an internationally
recognized firm.

6) Request the IMF, World Bank and other donors to provide
professional expatriate managers in key areas of the bureaucracy.

7) Request the IMF and World Bank to undertake the currency study.

8) Contract no further minting of Liberian coins. or other measures
toward non-dollar currency. unless approved under a plan agreed
upon with the IMF and World Bank.

The budget for FY 1985/86 was never published. The allotments for
the recurrent budget which had been on a quarterly basis were done
on a monthly basis in order to reflect actual revenue collection
for that month. The deficit for the fiscal year declined 40
percent from $165.6 million to $99.3 million. equivalent to 12
percent of GOP. The reduction in the deficit was brought about by
a curtailment of government expenditures. which more than offset
the decline in revenue and grants. In addition to retrenching and
retiring 9 percent of the civilian workforce. and a 25 percent
reduction in the salaries of-,certain·Governmen~_employees.a freeze
was imposed on other recurrent expenditures beginning in February
1986. Non-budgetary expenditures that year declined 65 percent
while development expenditures declined 44 percent. The
Government's performance was not all positive, however, because
this was also the year that expenditure-related arrears began to
mount. At the end of June 1986. total expenditure related arrears
were estimated at $194 million, of which $125 million were domestic
payment arrears and $69 million were external interest payment
arrears. Wages and salaries were in arrears by about two months at
the end of the fiscal year. The improvements made in budgetary
expenditure
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control in FY 1985/86 were short lived as the budget deficit in FY
1986/87 is now projected to have increased 61 percent from $99
million to $159.6 million. This continued deterioration in the
fiscal operations brought about the U.S. decision to offer
operational experts to liberia to help senior Liberian Government
officials control public finances better.

The ability and willingness of the Government to come to grips with
the current fiscal crisis is unclear. A recent cabinet shuffle
yielded a new team which, according to a round of public
announcements and actions, appears to be trying to put into place
measures, (which are quite similar to those discussed above)
designed to revive the economy. Some of the measures include the
suspension of foreign travel, the lifting of restrictions on the
importation of all commodities into the country (with a few
exceptions) and the reduction of surcharges on all imported goods
to a maximum of ten percent.. There is to be a clamp down on
businesses and individuals which are not paying taxes. As part of
a major show of public action, all custom agents at the airport
were fired in an attempt by the Government to corne to grips with
the widespread problem of misuse of Gal resources. Some tax
reductions have also been announced.

In their efforts to begin the process of coming to terms with the
high wage bill, the Government announced that all salary arrears
will be eliminated by the end of July 1987. The follow-on to this
move is expected to be a reduction in the civilian work-force which
will be partially financed by the local currency to be generated
from the proposed CIP. The plan of action for this reduction has
not been defined. Fourteen specialized cabinet committees have
been appointed to commence work on the recovery of the economy with
progress to be reported every Friday. The signs are promising.
However the financial base from which this team will try to operate
is not good. The imbalance in the Government's fiscal operations
has widened considerably. Revenues are projected to fall further
given LAMCO's decision to cut back on its operations in Liberia and
future revenue resources are being mortgaged to pay current
expenditures. Because of debt arrears, IMF and World Bank programs
are limited to the current discussions underway for an IMF shadow
program which will not include any resource transfers. Also, ESF
flows have declined by over 60 percent since FY 1984/85. Even more
important is the fact that the ESF support for Liberia has gone
through a major structural change. In order to encourage economic
reform and maximize the domestlc- impact, ESF ~e,s_ources have been
projectized into the Economic Stabilization and Support Project
(aPEX) and the proposed crr program. This is expected to have a
positive impact in the longer term on the GOl's public finances but
the immediate impact is to reduce revenues into Government's
accounts.
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Cabinet Ministers will find that their struggle for adjustment will
be an up-hill battle. The measures announced thus far are viewed
with much skepticism by the public because get-tough programs have
been announced before with limited or no success and no lasting
impact. On the positive side, the pending arrival of the OPEX
personnel will assist key Cabinet Ministers to reestablish control
of the budget and set the stage for a resumption of public and
investor confidence.

D. Recent Monet.ar'y' Developments: Monetary and credi t developments
since 1980 have been strongly influenced by the Government's
expansionary fiscal policies and the depressed overall economic
situation in the country. Over a very short period of time, the
Government's borrowing crowded out the private sector, and monetary
growth tended to reflect primarily the increasing issuance of
Liberian coins. The large fiscal deficits since 1980/81 depleted
the National Bank of Liberia's (NBl) foreign reserves which, in
turn, limited the NBlis ability to provide cash to commercial banks
or to effect foreign transfers on their behalf. As the Government
ran out of resources to meet its expenditures, its checks drawn on
NBL and presented to the commercial banks could not be cleared.
This resulted in commercial banks building up their deposits with
the NBL but which were effectively blocked with the NBL. The
increasing unavailability of cash in the official system, coupled
with a decline in private capital inflows resulted in a liquidity
shortage which in 1984 was beginning to have a negative impact on
the functioning of the banking system. In order to conserve
available cash balances, the commercial banks became increasingly
reluctant to cash or accept checks for deposits drawn on the NBL or
on 6ther commercial banks. This development not only added to a
compartmentalization of the financial system, it also discouraged
private businesses and individuals from channeling any available
cash balances through the commercial banks, thus contributing to a
break-down of the financial system in liberia. It is important to
point out that the infusion of large amounts of coins into the
system and the lack of liquidity in the banking sector moved
Liberia off the dollar standard de facto since Liberian coins are
converted only at a discount on the parallel market.

In an attempt to ease this liquidity problem, an agreement was
reached between the Government and the commercial banks in May 1984
in which the MOF pre-sorted taxpayer checks by bank and deposited
the checks in the originating bank. This reduced the interbank
clearing problem but not the-incidenCe of uncashable taxpayer
checks due to insufficient balances. The problem of uncollected
taxes continued because the MOF never followed up with taxpayers
when banks refused to honor those checks where insufficient
balances were in the taxpayers accounts. The MOF recorded the
check as a tax receipt but there were no funds added to the MOF
accounts.
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The commercial banks agreed to make available up to $5 million in
cash on a monthly basis to meet the Government's payroll, provided
the Government held balances to cover the checks. This arrangement
was renewed in May 1985 and expanded to include a provision which
required the commercial banks to surrender up to 15 percent of
their foreign exchange earnings in exchange for government deposits
with the commercial banks over and above the $5 million. While the
Government met its payroll through the local cash provision
mechanism, the foreign exchange surrender aspect of the agreement
was not implemented as the Government was unable to generate the
required balances with the commercial banks. By mid-1985, the
commercial banks were again having problems with the Government in
that the amount of in-coming checks exceeded the Government's
balances and once again the commercial banks were expected to cover
these checks. During the second half of 1985, the NBL issued
nearly $20 million in Liberian $5 coins in support of the expansion
of its credit to the Government, most of which was used to finance
payroll payments. Since many of these coins were hoarded by
individuals and businesses soon after issuance; the banking system
continued to face a liquidity shortage. The NBL issued $10 million
worth of coins in May 1986--this time against the excess reserves
of the commercial banks--to liquidate Government balances held with
the commercial banks.

By the end of 1986, the financial system in Monrovia had reached a
critical juncture. As a means of conserving cash balances, and in
response to a continued weakening in the financial system, a number
of banks completely stopped accepting checks for deposit dra~ln on
other local banks. The state of the financial system discouraged
both the commercial banks from lending and the private business
entities and individuals from channeling available cash through the
commercial banks.

In a major improvement instituted in January 1987, taxpayers paid
taxes directly to the bank in which they held an account. The
banks verified that sufficient funds welne in the taxpayers account
before issuing "flag receipts" showing that taxes had been paid.
Recorded tax revenue and funds actually available now coincided.

In March of 1987, the commercial banks, in an effort to restore
confidence in the banking system in Liberia, reached an agreement
with the Government and the NBL which will (1) liquidate the excess
reserves of the commercial banks held at the NBL; (2) inhibit the
build-up of excess reserves in-the future; (3}.reduce the
indebtedness of the Government to the NBL in accordance with a
strict schedule for repayments; and (4) revive the interbank
clearing house arrangements to facilitate greater use of checks by
deposit holders, and to stimulate the flow of currency into the
system. The check clearing process is operating and the repayments
to the NBL are being mads on schedule.
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U,S. currency and coins are legal tender in Liberia and circulate
along with the Liberian currency. Officially, the Liberian dollar
is at par with the U.S. dollar. There is no reliable estimate of
the amount of U.S, currency in Liberia since substantial amounts
are used to finance border trade and to make capital transfers
abroad. The Government has not made any real movement towards the
issuance of a national currency. The Economic and Financial
Management Committee reviewed the IMF currency study and made a
recommendations to President Doe. To date, there has been no
official response from the President.

Prices have been relatively stable as measured by the Monrovia
Consumer Price Index (CPI). From December 1982 through December
1985, the cpr showed almost no change, increasing from 378.6 to
380.1. From December 1985 through December 1986, prices increased
by 9.1 percent and for the first 5 months of 1987 increased by only
1.1 percent.

Data on the money supply, excluding U.S. currency, show that the
money supply, consisting of coins and demand deposits, almost
doubled between December 1982 and December 1985. From December
'1985 through December 1986, the money supply increased by 24
percent and for the first five months of 1987 increased by only 3.1
percent.

The lack of an inflationary impact of the large increase in the
domestic money supply can be attributed in part to the simultaneous
decrease in U.S. currency that used to circulate as a medium of
exchange and to bank deposits losing their "rnoneyll characterist:ics
because of the reluctance of banks to clear each others checks. As
interbank check clearing returns to normal, there is the potential
that further increases in the money supply could have a sharp
inflationary impact.
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III. AID POLICY ISSUES

A. U. S. I.n t e...r est.sAnd 0bi e c t i.y e s. : U.S. i nt ere s t sin U. be ria are
based on a long standing historical relationship dating back to
Liberia's founding, with strong cultural, psychological and, often,
family ties existing between the two countries in what is termed
the II spec ial relationship. II One facet of this relationship is the
establishment of a Voice of America relay station, a relay facility
for diplomatic cable traffic, and access to the Port of Monrovia
and Roberts International Airport. Another reflection of this
relationship is the AID program, which dates back to 1951, and
represents one of the world's highest per capita bilateral
assistance efforts.

A principal short to medium term objective of the AID program is to
help the Government of Liberia to forestall economic collapse. The
AID program attempts to encourage policy reform, cushion the
effects of inadequate fiscal and monetary policies and maintain
vital social and productive infrastructure.

B. .R.~1~.:!;J9n to COSS: The recently submitt:ed COSS reviewed the ESF
program to explore how the economic and policy impact of the
program could be maximized in the face of declining assistance
levels. The review concluded that the debt servicing approach
pursued by the Mission from 1983 to 1986 was no longer appropriate
for addressing Liberia's growing economic problems. Rather, ESF
resources should be refocused on the domestic economy. This
conclusion was based on the rapidly escalating (and unserviceable)
level of external debt, the unattractive cost/benefit ratio of the
debt servicing approach, and the threatened disengagement of the
World Bank from Liberia because of non-performance and debt
servicing arrears. The Mission was also confronted with the
fundamental question of how the domestic impact of reduced ESF
assistance could be maximized without compromising accountability
under the program. The CIP proposal addresses both of these
concerns by providing priority imports to stimulate economic
activity via mechanisms which address U.S. Government
accountability requirements.

C. Economic Reform and OPEX: In the face of continuing economic
and financial decline it became evident by early 1987 that drastic
reform measures would be required to avert economic collapse and
political instability. The response was the OPEX project which
stems from the January 1987 VIsit bY'Secretary-~pJ' State George
Shultz who appointed the AID Administrator McPherson to lead a
follow-on Economic Mission to help the GOl address its economic and
fiscal crisis. The U.S. Economic Mission met with President Doe
and members of his Government in February 1987, to propose a new
bilateral financial management partnership based on GOL commitment
to reform and a direct role for U.S.-finan~ed operational experts
in helping Senior GOl Officials manage the public finances. After
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three days of intensive negotiations, the GOL agreed to a five
point policy reform agenda and to the assignment of 17 U.S. experts
with operational responsibilities at key financial management
control points in the Liberian Government. The purpose of the
partnership is to help the President of liberia and his senior
ministers gain control of revenues and expenditures. This will be
achieved by assigning the operational experts at the Deputy
Minister level and giving them endorsement authority. The experts
will support the implementation of a Five Point Policy Agenda
consisting of the following specific reform measures:

1. Prohibit the practice of borrowing against traditional sources
of offshore rE!VenUe (maritime, royalties, and corporate taxes,) and
do not utilize such offshore revenues to pay onshore expenditures.
Halt extra-budgetary expenditures. All salaries will be in the
budget and every effort will be made to comply with this budget.
It is understood by both Governments that employees' salaries must
be current in December. Priority will be given in the coming
months to reducing salary arrearages.

2. Develop and publish a realistic budget for Gal budget year
1987-88. The budget will reflect expected revenues and encompass
all expenditures and show no unfinanced gap. The budget will be
based on a revised fiscal plan in the Economic Recovery Program.
In executing the budget, the Gal will permit no net budget
overruns, nor permit extrabudgetary expenditures to occur.

3. As part of the 1987-88 budget process, develop a budget of all
offshore revenues, which will include a priority list for external
debt payments. Brooke-sensitive debt payments should be made in
full and on time.

4. Contract with internationally recognized firms for preparation
of current financial statements of LPRC and lPMC. Liberian-owned
and-controlled firms will be able to participate in these studies
as sub-contractors. Conduct annual financial reviews thereafter.
Develop a plan of action to better manage and restructure lPRC and
lPMC. Collect and deposit into Government revenues excise taxes
levied on imported petroleum products.

5. The GaL will carefully review the recent IMF currency study and
work with the IMF on overall economic reform. No release of new
Liberian coins will be undertaken without prior consultation with
the IMF and the U.S. -~~_

The aPEX Project offers the hope that some progress can be made in
controlling Gal finances and in arresting the current economic
decline. Progress in implementing the Five Point Policy Agenda
will be helped by the participation of the aPEX team.
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IV. PROGRAM DESCRIPTION

A. SUn:!mar.:.Y.....2.U.r::..QE...0se.fL Progr§lJrr: The Liberia erp will permit
financing of commodities for both the public (parastatals) and
private sectors. It is the desire of USAID that this be a fast
moving program and. to the extent possible, special emphasis be
placed on financing of imports that will promote the goal of
sustaining Liberia!s import requirements in the productive sector
of the economy. Liberia is not typical of most countries in which
AID operates CIP's because there are no official measures rationing
foreign exchange for importation.

The lack of formal rationing of foreign exchange does not mean
there is no shortage. Capital flight, the decline in exports and
lack of new investments have greatly reduced the supply of foreign
exchange in Liberia. The issuance of $69 million in Liberian coins
since 1982 has combined with the shortage of U.S. dollars to weaken
the parity between the currencies. Foreign exchange has become
extremely tight. and it is increasingly difficult and expensive for
importers to obta~n access to foreign exchange,

Private sector procurements shall be conducted through regular
commercial channels, following as close as possible normal
international trade and banking practices. Importers are free to
determine the specific goods to be imported. within the general AID
policies of commodity eligibility. USAID will not participate
directly in the selection of importers. suppliers, or negotiation
of sales contracts. Liberian importers. distributors,
manufacturers and merchants may select and purchase those U.S.
products which best meet their needs and are competitively priced
from U.S. suppliers of their choice. subject only to AID
regulations designed to protect all parties involved in the
transaction. The only waiver foreseen is for petroleum since the.
U.S. does not export this product. The public sector CIP will be
administered on a government-to-government basis. with procurement
normally conducted on a formal competitive basis. Procurement
regulations are designed to promote competition and establish
formal contract terms acceptable to both AID and the U.S. business
Community.

In order to encourage and stimulate the private sector and reach as
many potential Liberian importers as possible, while still
achieving the objective of rapid disbursement. a maximum single
transaction value of $2S0.000-~a~ been established for the crp
private sector element, except for petroleum and wheat. No maximum
has been placed on the public sector element. since each individual
procurement in the public sector will be revi'Bwed and approved by
USAID in advance. and the objective of providing assistance to the
deteriorating public sector infrastructure does not require
establishing a maximum transaction value. A minimum transaction
value of $10.000 has been established to give a greater number of
small to medium size
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importers an opportunity to participate. and still not overburden
the banks and USAID with undue administration and monitoring
tasks. Essential spare parts will be an exception to the minimum
transaction requirement.

As currently envisioned. the CIP will utilize only one private U.S.
commercial bank to serve as Approved Applicant Bank(s) in liberia
to start with. After the Mission and the GOl assess initial
operations. the performance of the bank and the needs of the
Program. other banks may be allowed to participate. The banking
role is critical to the success of the eIP, as it will be the
primary implementing mechanism. The bank(s) will interface with
importers and its U.S. bank counterpart will deal directly with
U.S. suppliers. USAID and the GOl will have primarily supporting
and monitoring roles. The major players. private importers,
commercial banks, and U.S. suppliers, are all profit motivated and
will play an aggressive role in helping achieve the purposes and
goals of the CIP. The CIP will help maintain the U.S. market share
of liberian imports and possibly expand U.S. exports to Liberia.
The eIP will facilitate contacts between Liberian and U.S,
businessmen and financial institutions, and these linkages can be
of long term benefit to both countries. Nothwithstanding the
country's current dim economic prospects, Liberia still offers one
of the more attractive markets for U.S. exports in Africa.

Economic conditions. the nature of Liberia's import needs and the
way business is conducted in the local market place have influenced
USAID's approach to the CIP. The design and implementation mode
for the eIP has been developed within the context of the existing
liberian economic and commercial environment, GOl limitations.
USAID program goals and administrative constraints. More detailed
program descriptions of the administration and organization of the
eIP are contained in Section V and Annexes I and J,

B. _Ra'tionale and t1l.e M,aj or ProblerfJ.s to Whi ch the Prograr!L_i s
Di~ected: In the previous sections, the Mission identified three
problem areas that are interrelated and which need to be eliminated
in order for the economy to return to a growth path. The paramount
problem. which is the major cause for the others. is the lack of
fiscal discipline. This is evidenced by large and consistent
fiscal deficits and is compounded by a lack of controls over the
growth of spending. As a result of the enormous borrowing and the
inability of the GOL to finance all its spending, the financial
system for a time ceased to function'and is on~. now beginning to
show some signs of resuming its role of financial intermediation.
The third and final major problem is capital flight which is the
result of the lack of confidence in political and economic
stability.
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Before any program can succeed, fiscal discipline must return and
that is the Mission's primary focus in its economic and policy
reform agenda with the GOl. As a result of Administrator
McPherson's visit, the Mission developed the Economic Stabilization
Support Project (referred to as the OPEX project) and the GOl
agreed to a Five Point Policy Agenda (FPPA). The OPEX project is
the foundation for the implementation of fiscal reform measures and
the Mission will not go forward with the CIP until the initial OPEX
personnel have arrived and are functioning in their respective
positions. The FPPA represents specific actions that the GOl will
take in order to address the problems of budget deficits and a
malfunctioning financial system.

It should be noted that the GOl has begun to implement reforms and
is making progress in meeting several of the points in the FPPA.
For example, the GOl recently implemented a major reform in
allocating gasoline to the different Ministries. As a result,
gasoline consumption by the GOl is expected to be reduced from
$14.5 million to $6 million a year. In addition, government
employees who used to receive free gasoline will now be forced to
buy it and the government's tax collections from gasoline sales
t!Jill increase.

A campaign was initiated to identify and remove from office
government officials found guilty of fraudulently diverting public
funds. For example, all customs officers at the airport were
dismissed and those at the Freeport were suspended pending an
investigation. Many trials of employees found defrauding the
government are taking place. In addition the GOl eliminated some
tax surcharges in an effort to remove incentives for tax evasion.
Finally fourteen Cabinet committees were formed to investigate and
make recommendations regarding such issues as taxes, tariffs,
tolls, foreign exchange and marketing.

Progress was also made in addressing some of the specific points in
the FPPA. Government salary arrears were reduced from 3-4 months
to one month; all Brooke payments were made; and the EFMC reviewed
the IMF currency study and made a recommendation to President
Doe. Also, progress is being made in the privatization of lPRC
through a competitive process. The major area where progress has
been lacking has been in preparation of a budget.

Where does the CIP fit in? The CIP is linked directly to fiscal
policy reform through conditio~s-precedent and~~hrough the local
currency component which will help finance the reduction in the
GOl's labor force. The CIP is linked to the FPPA through
Conditions Precedent to the Disbursement of Dollar Grant Funds for
the Public Sector. Two points from the FPPA for which adequate
progress has not yet been made by the GOl have been included as
CP' s . They are:
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(1) The GOl was to develop and publish a realistic bUdget for
the 1987/1988 fiscal year (July I, 1987 to June 30, 1988).
However, the GOl made a decision to change their fiscal year to
a calendar year and to operate for the last six months in 1987
on a Revised Interim Budget. In order to carry out the terms of
the FPPA, the GOl must publish the budget covering the period
from Ju'ly 1, 1987 to December 31, 1987.

(2) The GOl also agreed to develop a budget for all offshore
revenues. To comply with this undertaking, the GOl must develop
and provide to AID a budget for offshore revenues covering the
period from July I, 1987 to December 31, 1987.

finally, the eIP will make a contribution to alleviating the
shortage of foreign exchange. Several bankers expressed the view
that the addition of $16 million of foreign exchange into the
banking system over two calendar years will have a significant
positive influence on businessmen1s attitudes and expectations
regarding economic conditions in liberia.

In terms of allocating eIP funds, approximately 65 percent will be
allocated to the private sector and 30 percent to the public
sector. The remaining 5 percent is needed for administering the
program. In terms of the private sector allocation, it would be
ideal to target certain sectors. Unfortunately this will not work
for liberia as it would for most other developing countries. The
usually selected targets are the agriculture or the agro-industry
sectors where one can expect to find the most likely firms that
have a comparative advantage in production. In liberia!s case
there is an established agriculturally related export sector
(concessions, like Firestone and the timber companies) and, unlike
the case in most developing countries, exporters are allowed to
retain 75 percent of their export earnings. There is no need to
provide foreign exchange to these producers in order to keep them
viable. The Mission is in effect excluding itself from helping
firms which have demonstrated the most efficiency in production.

We do intend to support firms which are just starting to develop an
export capability. In addition, we intend to earmark $500,000 for
small scale producers who have foreign exchange requirements in the
range of $10,000 to $50,000. These small scale producers will
range from hog and poultry producers to carpentry and machine shops.
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In terms of allocating funds to the public sector, which will
consist primarily of public utilities, there is the legitimate
question of why we need to do so since the public sector
supposedly has the exclusive right to 25 percent of export
earnings due to the surrender requirement. Unfortunately the
new amounts surrendered are much less than 25 percent since
concessions are allowed to count the foreign exchange they are
already remitting to the GOL for employee income taxes, health
and national development taxes, royalties, and government
services in meeting the 25 percent requirement. Some exporters
are allowed to use their export earnings for meeting their debt
payments or for essential imports. What is surrendered
(averaging $600,000 per month) is prioritized for use in
supporting embassies abroad, repayment of debt and essential
imports. Consequently, the public utilities are unable to
purchase foreign exchange from the NBL and must instead turn to
local vendors who, in the view of the public utility managers,
charge excessively in local currency for whatever parts and
equipment are available.

The status of the local currency component (the Civil Service
Reform Program) is not as advanced. The GOL Civil Service
Agency (CSA) is studying various approaches to reducing the
payroll and has indicated they will be seeking assistance in
defining a severance plan from the Royal Institute for Public
Administration (U.K.) which has an ongoing project with CSA to
undertake a job inspection scheme. (See Section VI for a
discussion of this activity). When the severance plan is
completed and approved by the EFMC it will be incorporated into
a Memorandum of Understanding, which will serve as the pivotal
CP for the disbursement of funds from the Special Account.
This procedure will permit the Mission to moue ahead with the
dollar component of the Program, while the details of the use
of counterpart are worked out.

C. Objectives.: The objectives of the CIP are as follows:

1) To encourage economic policy reform in Liberia;

2) To provide the funding needed to support a civil
service retrenchment program;

3) To provide support for the private sector; and

4) To reduce foreign exchange shortages and to, the extent
possible, contribute to restoration of confidence in
the economy.
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D. Conditionali~: Six levels of conditionality are proposed:

- Representations and warranties, i.e. those GOl actions which
most be undertaken before the Grant Agreement is signed;

- Conditions attached to the first disbursement of grant funds
($5,000,000);

- Conditions attached to disbursing grant funds for other than
technical assistance;

- Conditions attached to disbursing grant funds for the
procurement of petroleum products;

- Conditions attached to the disbursement of local currency
from the "Special Account";

- Conditions attached to subsequent disbursements of grant
funds ($11,185,000).

Each level of conditionality is discussed below.

1) ~epresentations and ~arranties:

Because the proposed CIP is linked to the implementation of
the Economic Stabilization Support Project (669-0213), the
Grant Agreement for that project must be signed before USAID
will sign the CIP Grant Agreement.

2). 90 ndi t io n~ Pre cede nt to Fi rs t Qi s bU.J:..§..emen..'t-2f_..Gran.:L FU.D_<i~:

Prior to the first disbursement of U.S. dollars under the
Grant, or to the issuance of AID documentation to which
disbursement will be made, the Grantee will, except as the
Parties may otherwise agree in writing, furnish to AID, in
form and substance satisfactory to AID:

(a) The name of the person holding or acting in the office
of the Grantee and of any additional representatives,
together with a speciment signature of each person certified
as to its authenticity; and a statement representing and
warranting that the named person or persons have authority
to act as the representatives of the Grantee pursuant to
Section 8.2.; ../ -. .~,,_

(b) An oplnlon of counsel that the Agreement has been duly
authorized and/or ratified by, and executed on behalf of,
the Grantee, and that it constitutes a valid and legally
binding obligation of the Grantee.
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3) ~onditions Precedent _to DisbursemeIJLof-9..r...~nt Fund~._._for

ot.t!.e r t ha !:1 Te chni cal A_? sis tanJ e :

Prior to the disbursement of funds by AID for the purpose of
financing commodities or services other than technical
assistance under this CIP, the Grantee shall furnish in form
and substance satisfactory to AID:

(a) Evidence that the l1S pec ial Account ll has been set up in
Ci tibank;

(b) An "0pera ting Circular II describing the specific rules
and procedures of the Commodity Import Program, signed by
the Grantee's authorized representative, USAID, and the
Approved Applicant Bank(s).

(c) Evidence that the first group of OPEX personnel have
arrived~ and are functioning in their respective positions.

(d) A published copy of the interim National Budget covering
the period from July 1, 1987 to December 31, 1987; and

(e) A copy of an approved budget for offshore revenues
covering the period from July 1,1987 to December 31,1987.

4) Condition Precedent to Disbursement of Grant Funds for
Petroleum Products:- --

Prior to the disbursement of funds by AID for the purpose of
financing petroleum product imports under this CIP, the
Grantee shall furnish in form and substance satisfactory to
A.I.D. evidence that a private firm(s) subject to approval
by A,I.D, will be permitted to import the petroleum products
financed under the CIP.

5). Conditions Precedent to Disbursement of Local Currency:

(a) No funds will be released from the llS pec ial Account"
until criteria and procedures for disbursement have been
mutually agreed by AID and the Government of Liberia. Such
criteria and proc~dure will be incorporated into a signed
llMemorandum of Understanding" between the parties and will
detail a Civil Service Reform Plan;-- -
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(b) In the event an acceptable civil service reform program
cannot be agreed upon within one year from the date that the
Conditions Precedent to First Disbursement of Dollars are
met, funds in the "Special Account" will be disbursed for
purposes which will benefit the private sector as determined
by the parties and to establish a Trust Fund to finance
local costs of the AID Mission in Liberia.

6). Conditions Precedent to Subsequent Disbursement of Grant
Funds:

Prior to subsequent disbursement of U.S. dollars under the
Grant, or to the issuance of AID documentation to which
disbursement will be made, the Grantee will, except as the
parties may otherwise agree in writing, furnish to AID, in
form and substance satisfactory to AID:

(a) Evidence that an acceptable Civil Service Reform Plan
is being implemented;

(b) A copy of an approved National Budget covering the
period from January 1, 1988 to December 31, 1988.

(c) A copy of an approved bUdget for offshore revenues
covering the period from January 1, 1988 to December 31,
1988.

(d) Evidence from the reporting system of the Economic
Stabilization Support Project that Grantee is satisfactorily
complying with the established procedures for controlling
expenditures and revenue collection, and with the Five Point
Policy Agenda agreed to during the February, 1987 visit of
the A.I.D. Administrator.

E. General Covenants:

(a) Periodic Consultation: Periodically but no less than
two months after the Project Agreement is signed and
thereafter a minimum of three times annually, the Grantee
and AID will formally meet to discuss the status of the
economy, associated econo~jc_ iss~es, implementation of the
CIP, utilization of the local currency "Sp~ial Account",
and the relationship of the CIP to these concerns;

(b) The Grant Agreement will contain a provision that at
least eighteen (18) percent of the CIP Grant Proceeds will
be used for the procurement of agricultural commodities from
the United States.



-37-

V. PROGRAM IMPLEMENTATION AND ADMINISTRATION - DOLLAR COMPONENT

A. Int;.!.'od!-,ct1.oIJLB.!l~..§..is of Impor:..t..§..: The economic decline
which has gripped the Liberian economy in recent years has
resulted in a foreign exchange shortage and lower import
levels. While statistics reflect some increase in imports over
the first five months in 1987. no significant upturn in the
economy appears to be on the horizon. While the United States
continues to supply roughly 25 percent of liberia1s imports.
the dollar level has declined every year since 1981 and in 1986
was approximately forty percent below the level five years
earlier. Prospects for renewed growth in U.S. exports in the
near future are poor. but in spite of the serious problems
confronting the Liberian economy. it is still the eighth
largest importer of U.S commodities in Sub-Saharan Africa. and
the private sector provides a degree of economic resilience.
and remains relatively strong by African standards.

As foreign exchange has become extremely tight. it is
increasingly difficult and expensive for the private sector to
obtain access to hard currency for imports. A number of small
to medium sized commercial firms have gone out of business.
Even large companies have cut back operations as the foreign
exchange required for essential spare parts. equipment and raw
materials has become more difficult and costly to obtain. The
GOl is unable to supply foreign exchange for the import of
petroleum and lPRC is forced to acquire it at high cost in the
parallel market. We will encourage the effective privatization
of LPRC by making CIP funds available to a private firm to
import petroleum (hopefully a privatized lPRC).

In the public sector. Liberia suffers from inadequate and
deteriorating infrastructure. Telephone communications are not
reliable. and many local business firms must resort to using
messengers and/or rely on intra-company radio networks to carry
on their day-to-day business. Similar problems are encountered
in the reliable provision of water and electricity. Even in the
Monrovia area. a continual supply of electricity and water
cannot be assured. Since the above utilities are parastatals.
revenue generating, and on balance do not receive direct
governmental budgetary support. yet do provide services
essential to efficient economic activity, they appear to be the
best potential public sector candidates for receiving
allocation of public sector CTl' funding. Publi,c_ sector revenue
generating importers will be required to deposit the local
currency equivalent of the Letter of Credit dollar amount at
the official exchange rate. GOl procurement practices.
traditionally followed for procurements utilizing their own
foreign exchange, have generally involved arranging offshore
purchases through local agents and distributors. This system
does n~t comply with AID procedures which promote competition
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and establish formal contract terms acceptable to both AID and
the U.S. business community. The formal competitive bid
procedures required under the CIP, will eliminate local vendor
markup. In addition, the utilization of detailed
specifications and direct procurement from U.S. manufactures
and suppliers will assure that the commodities are suited for
the intended end-use.

Due to the relatively limited amount of CIP funding proposed
for the public sector ($1.5 million in the first disbursement),
it is currently envisioned that one public sector activity will
be selected to receive the bulk of the initial funding. Since
the public sector importer will be required to deposit the
local currency equivalent of the U.S. dollars received, the
recipient must be engaged in a revenue generating activity. By
concentrating on one public sector organization at a time, the
administrative burden on USAID of introducing and implementing
a new program and the requirement to educate and brief public
sector organizations receiving their first CIP allocation will
be reduced. This will help facilitate a more smooth and
effective operation of the public sector element of the CIP.

As the table below indicates, the bulk of Liberia's trade is
with the OECD, although China and Korea are increasing their
trade. The U.S. consistently supplies roughly 25 percent of
Liberia1s imports and receives approximately 20 percent of its
exports.

TABLE XII
_LI BERIAN~Mr:.9.BT~:IF 2..

($ million)

---- 1981 198.£ 1283 1984 1985 198~

Total Imports CIF 477.4 428.4 411.6 363.2 284.4 287.3
Imports from U.S. 142.1 119.2 102.5 95.9 72.3 65.0
Other Major Suppliers:

- West Germany 48.6 42.8 50.4 39.8 28.0 N/A
- Netherlands 40.4 31.1 40.7 34.9 18.6 N/A
- U.K. 25.2 18.0 21.4 23.5 21.1 N/A
- Japan 22.6 26.4 33.4 29.7 23.8 N/A

Source: 11Commercial Activities Report For Liberia 11 ; Commercial
Office, American Embassy,· Monrovia J Lib.eria.
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Although the level of Liberian imports has dropped. Liberia is
still a major market for U.S. commodities. A wide variety of
items are imported from U.S. suppliers. both large and small.
There is a continuing demand for U.S. exports. including raw
materials and heavy equipment and spare parts. While the
shortage of u.s. dollars has made operations increasingly
difficult for Liberian importers and local banks. the potential
demand for an increased share of imports from the U.S. exist.

The following table highlights the major U.S. exports to
Liberia. However. these major items represent only about half
of total imports from the U.S. The remainder is made up of
items whose total value is under $250.000. Unfortunately.
adequate data on the breakdown of imports for the public vs.
the private sector does not exist.

TABLE XIII
MAJ O_IL..UUll0 KY.? TQ_ L I ?-..!~_K_~_.8.

Schedule B Item 1982 1:.1JU. 1984 1985---
13065 Wheat 1.100 1.357 2.907 2.005
13130 Rice. Not Parboiled 27.399 26.623 25.189 20.239
14175 Vegetables 741 1.202 1.280 817
17065 Cigaret tE! s 1.896 1.745 1.946 1.588
18297 Edible Preparations 508 514 564 1.508
35900 TextiJ.e Fabrics 4.731 2.129 1.811 1.217
43310 Chemical Mixtures &Preps 1.001 542 '766 269
66122 Air Conditioners 705 1.065 634- 503
66 lW5 Mechanical Shovels 9.159 4.205 2.242 1.834-
664-10 Elevators. Hoists.etc 246 283 3.539 5.534
6'7820 Sorting Machinery 369 587 364- 508
68260 Generators 194 605 855 392
68590 Electrical SIAli tc he s 70S 692 I. 180 450
(A) Autos. Trucks. Buses

Tractors and Parts 14.797 7.379 6. 101 10.545
81840 Used Garments 1.540 1.680 1.614 1.349

(A) 66041. 66054. 69"10ZJ-. 69205. 69208,... 69209
69210. 69214. 69216. 69220. 69222. 69224
69229. 69231.. 69232

---------------------
SOUlnCS:



-40-

Liberia's imports of petroleum have continually declined since 1980 but
still represent a significant burden on the economy. Several of the
major concessions are allowed to import their own requirements since
LPRC does not have the foreign exchange to import for them. However.
LPRC must still supply from 70 to 80 percent of the country1s petroleum
needs. Petroleum imports since 1980 are shown in Table XIV. Imports of
petroleum to be financed under the eIP. intended to be up to 25 percent
of the total dollar value of the CIP. will probably be purchased in
either Abidjan. Lagos. or Dakar depending on the lowest cost supplier.

TABLE XIV
LIBERIAN IMPORTS OF PETROLEUM

($ million)

Petroleum

1980

151.1

1981

129.6

1982

115.1

1983

71.5

1984

71.7

1985

54.6

1986

53.0

So LI r ce-:NBL·····-------·---------------·------·-·

U.S. dollars are the official currency of liberia and in the past
circulated freely in the country, at par with the Liberian coins.
Importers can readily obtain import licenses from the Ministry of
Commerce. Industry and Transportation (MCIT) at a cost of 1.5% of the
CIF value of the commodities. (This fee is waived on importations by
the concessions, Public Corporations, GOl Ministries. GOl Contractors,
Diplomatic Missions and Religious and Educational Institutions).

It is desirable that. to the extent possible, special emphasis be placed
on financing of imports that will promote the productive sector of the
economy. USAID undertook a survey of the potential CIP users in the
industrial sector in order to determine if there would be sufficient
demand for raw materials. semi-finished products. machinery. equipment,
manufactured parts. spare parts, assemblies and other essential
commodities and commodity related services. by Liberian private and
public end-users. manufacturers. assemblers. fabricators, processors,
and other importers whose local processing produced value added to the
import.

-_...... -
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The stated objective of the survey was lIto determine the level of
effective demand by the private sector, (with emphasis on the
industrial/productive sector) and from selected public sector
corporations, for essential commodities from the U.S. In addition, to
determine if the commodities so identified are included in AID's list of
eligible commodities or, if a case could be made for their inclusion. 11

The survey was two-dimensional. At first, statistical information
relative to the value of total imports to Liberia and also the aggregate
value of imports from the USA, for the past three years was obtained
from the Ministry of Planning and Economic Affairs (MPEA). The import
figures for the U.S. for the period under review were further classified
under seven SITC commodity classification headings (see Annex ti). The
second dimension of the survey was to conduct interviews with a number
of the private and public sector firms, identified as potential CIP
users in the statistical analysis, with respect to their annual need of
essential imports for their operations, as well as their ability to
generate~local currency.

In the Manufacturing Sector seven firms were selected and interviewed.
The companies were selected because they are processing firms and their
value added ratios are relatively high compared to the norm of industry
in Liberia (14%). See Annex H. Of the seven firms interviewed, only
five indicated an interest in participating in the CIP, with a minimum
effective demand of $3,193,274 per annum. One of the five firms already
has an established import relationship with U,S. suppliers and alone
could utilize 62% of the amount referred to above. Since this firm,
National Milling Company, imports agricultural commodities from the
U.S., the Liberian CIP should experience no problems in meeting the
requirement that all proposed CIpls, authorized before the end of this
FY, meet the requirement of the Zorinsky Amendment, i,e. that 18% of the
CIP commodities financed be from the U.S. agricultural sector. Imports
for the poultry sector could also help A.I.D achieve the required level
of agricultural imports.

The three public sector corporations selected in the survey are all
utility corporations. They are all revenue earning public corporations
and receive no budgetary support from the Liberian government, These
utilities have received major inputs of AID project assistance over the
past twenty five years and much of their infrastructure and equipment
was supplied by U.S. contractors and manufacturers. Such major
facilities as the Mt. Coffee hydroelectric dam and White Plains
waterworks were financed by AID. The program design team visited each
of these utility corporations;~c6nduttedinte~u~ews, and inspected their
facilities.
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There is absolutely no question that the utility companies'
infrastructure. including that previously provided by the U.S.
Government, has deteriorated. Because most of their equipment
is of U.S. source and origin, until recently. most of their
replacement equipment and spares were imported from the U.S.
Due to the costs and infrequency of direct shipping from the
U.S .. the reluctance of U.S. manufacturers to extend suppliers'
credits. and the non-availability of concessional financing of
imports from the U.S., the utilities have been forced to
pUlnchase their requirements for essential commodities from
countries whose prices are more attractive. This has caused
major difficulties. A prime example was viewed by the project
design team. 'rhe major source of electricity for Monrovia and
the surrounding area is the Mt. Coffee dam. financed by AID and
constructed by U.S. contractors in the 1960 1 s. This is the
major producer of hydro electricity in the country. Although the
facility was constructed with the capability to expand to four
hydro-generating units. only two were originally installed.

Due to increasing demand for electricity, the Liberian
Electricity Corporation (LEe) was forced to install the last two
units. Due to the reasons outlined above. LEC had to purchase
the last two units from Brazil. This has proved to be less than
satisfactory. because of incompatibility with the G.E. and Allis
Chalmers equipment in place. lower performance standards. and
lack of familiarity with the Brazilian equipment by operational
personnel.

In summary. although Liberian imports are primarily composed of
consumer goods, there is a sufficient demand for petroleum and
critical imports from the U.S. in the industrial/production
sector to fully utilize CIP grant proceeds. The survey
indicates that a 65/30 Private Sector-Public Sector allocation
of crp funds is reasonable.

Of the total annual foreign exchange requirements of the seven
private sector firms contacted, approximately 30%, or a little
over $3 million of their requirements are strong potential
imports under the CIP. Most of the raw materials and equipment
requirements of these firms have. over the past few years, come
from Europe. Recently, there has been an increasing switch to
the Far East (China. Korea. Japan) However, the value of the
proportion of imports from the U.S. has held steady, with an
average of 27 percent over the..... past three yeal".$".._ It is fel t
that the above trade practices are not peculiar to the seven
firms interviewed in the survey. but reflect trade patterns in
the entire Liberian industrial/production sector.
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Most of the industry in Liberia is an import substitution
process. Light consumer goods are produced with capital
intensive techniques. Most of the raw materials, semi-finished
goods, manufactured parts, assemblies, and other inputs to the
industrial sector are imported. Because of established trade
relations and generous supplier credit from European and Far
East suppliers, it is doubtful that they would consider altering
traditional buying patterns, even with the attractive
concessional foreign exchange rates available under the eIP.
This is especially the case, since they have no assurance that
the CIP will be continued beyond one year. It takes time and
money to identify and establish beneficial and cordial
importer-supplier relationships. Most of the firms interviewed
would not risk interrupting long standing business relationships
with their current suppliers for short-term benefit. This would
not be the case if they had some assurance that the CIP facility
would be a multi-year program.

The Public Corporations. while previously importing directly
from foreign suppliers, have increasingly relied on local
private sector vendors. This has primarily been the result of
the unavailability of foreign exchange. Procurement of
available commodities through local vendors has been primarily
influenced by credit terms, rather than price. Thus, the
revenue earning parastatals have been forced to pay an ever
increasing price for essential commodities. There is no
question that the public sector corporations will receive
substantial benefit from the CIP. They are in dire need of
replacements and spare parts for U.S. manufactured equipment.
much of it originally financed by USAID.

However. it should be noted that all three of the major
utilities (water and sewage. electricity. and telephone) have
severe financial restraints. They have large and until now.
outstanding and uncollectable receivables from the Government of
Liberia. The forgoing not withstanding. two of the parastatals.
namely; the Liberian Telecommunications Corporation (LTC) and
the Liberian Electricity Corporation (LEC) have sufficient local
currency to utilize the CIP. The Liberian Water and Sewage
Corporation (LWSC) does not currently have local currency to
meet local currency deposit requirements of the CIP.
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B. Ad~inistrative R~_onsibilit~es:

1. Government Of liberia (GOl): The major GOl entities
responsible for administering and implementing the CIP grant
will be the Ministry of Finance (MOF) and the Ministry of
Commerce, Industry and Transportation (MCIT). Because of the
need to program across ministries and agencies and involve other
entities at key points of implementation. the Economic and
Financial Management Committee (EFMC) will also be involved. The
Minister of Finance as Chairman of the Economic and Financial
Management Committee will sign and submit Financing Requests
(FR's) to USAID/L for the designation of private commercial
Approved Applicant Bank(s) in liberia and Letter of Commitment
Bank(s) in the U.S. The duties on CIP funded commodities will
be assessed and collected according to standard commercial
practice. The Chairman of the EFMC. in coordination with USAID.
will be responsible for management and oversight of the Special
Account for counterpart generations. MCIT, Division of Foreign
Trade is responsible for approving Import Permit/Declaration
Forms and issuing all import licenses. In addition, MCIT
decides which imports are subject to compulsory pre-shipment
inspection with regards to quality, quantity and price
comparison by its inspection agent, Society Generale de
Surveillance S.A. (SGS). of Geneva. SlAJitzerland. MCIT is
responsible for ascertaining that commodity imports into Liberia
are of the proper quality and quantity. in accordance with
invoices and contracts, and that prices for commodities and
commodity related services correspond to export prices and
normal costs for services prevailing in the country of source.
Finally. a Program Coordination Unit (see Annex D) will be
established to provide a mechanism for coordinating activities
between the GOl and USAID.

A copy of the SGS Report of Findings (ROF) is forwarded to the
Bureau of Customs and Excise. Based on the information contained
therein, the Bureau of Customs and Excise establishes the
import duty to be levied. In cases where the MCIT ROF reveals
discrepancies (quality. quantity, price), Customs may refuse
entry of the Commodities into Liberia.

_........ -
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2. U.S Agency For l~ternatton~) Develo~ent (AIQl: The USAID
Office of Economic Affairs supported by a contract Commodity
Management Officer. in cooperation with support Offices in
REDSO/WCA and AID/Washington. will have direct implementation
responsibility for USAID: coordinating. managing and monitoring
day-to-day operation of the CIP. Such implementation functions
will include liaison with the Chairman of the EFMC or his/her
designee (e.g., the Program Coordination Unit); working with,
coordinating and monitoring CIP activities of the Approved
Applicant Bank(s) and Public and Private Sector importers to
facilitate and expedite procurement of commodities and related
services. The Economic Affairs office will also be responsible
for programming counterpart funds generated by the CIP. The
USAID Office of the Controller will be responsible for
monitoring the generation of counterpart funds into the Special
Account (account balances, deposits, expenditures), and arrival
accounting and end-use monitoring. to ascertain the effective
arrival and utilization of CIP finance~ commodities. Annex L
contains a description of the Commodity Management Officer's
responsibilities and a budget for contracting his and other
services.

The REDSO/WCA Regional Legal Advisor will provide legal advice
and necessary support for CIP execution. "rhe AID/W Office of
Procurement (M/SER/PO) and the REDSO/WCA Regional Commodity
Management Offices will provide backstopping in areas including
public sector competitive procurement, commodity eligibility,
transportation. specification review etc. The AID/W Office of
Financial Management will provide support on financial and
disbursement matters. The AID/W Bureau for Africa. Office of
Project Development (AFR/PD) will monitor overall project
implementation and provide backstop assistance. as needed.

C. procurement And Financing Procedures - General:

Procurement and financing procedures will be those set forth in
AID Regulation 1. Negotiated procurement procedures will be
applied to the private sector (Reg. I, Sect. 201.23). With
respect to the public sector, formal competitive bid procedures
will apply (Reg. I, Sect. 201.22) unless proprietary procurement
is indicated, or AID otherwise agrees in writing. The method of
financing will be through Bank Letter of Commitment (Reg.l.Sect.
201.51). For single transactions over $1 million a Direct
Letter of Commitment to a supp1ier may be utili~ed,
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All items listed as eligible in the ~JD COMMODITY ELIGIBILITY
LISTING as revised (Handbook 15, Appendix B), will be eligible
for financing and ~Iill be included in the Commodity Procurement
Instructions (CPI). However, commodities actually financed for
the public sector will be determined largely by the allocations
made by the Ministry of Finance and approved by USAID/Liberia.
Responsibility for determining commodities actually financed
under the CIP in the private sector will be the primary
responsibility of the Approved Applicant Bankes), utilizing
eligibility criteria and guidelines provided by USAID. After
the Bank(s) makes an initial determination that CIP commodity
eligibility criteria is met by a proposed private import
transaction, USAID will review the transaction to assure that it
is not at variance with USAID development priorities, prior to
the bank opening a Letter of Credit.

E. Co~modity Source And Origin:

The authorized source and orlgln for commodities and commodity
related services financed under the grant is AID Geographic Code
000 (The United States).

Two procurement waivers for petroleum products will be needed:
1) A source/origin waiver of Code 000 to permit Code 941
procurement, and 2) an ocean transportation waiver permitting
shipment on vessels of Code 941 registry.

Petro~eum So~~e/Origin: The three year CIP has allocated up to
$4,046,250.00 (25% of the total CIP) for the purchase of refined
petroleum products over the life of the program. Within the
first tranche of $5.0 million, up to $1.25 million may be used
to finance the procurement of petroleum products. Lack of
sufficient storage capacity in Liberia limits quantities
imported to approximately $1,000,000 to $1,250,000 per
shipment. Such shipments typically come from Abidjan, Ivory
Coast which is the main supply point for all of West Africa,
including Liberia. "rhe results of a recent investigation of
amounts of refined petroleum products imported by Liberia from
the United States show that they are at insignificant
levels--approximately 7,000 barrels for 1986 and about 3,000 for
the first half of 1987. Because these quantities were so small,
the products were probably shiPped in small ta~_s or drums, not
in bulk.
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The GOL, with REDSO/WCA assistance will negotiate, as approved
by SER/OP in Washington, under the authority in Chapter 13Alb(2)
of Handbook IB, with the oil companies shipping out of Abidjan
and other possible sources in West Africa, seeking the most
advantageous price and delivery terms. The award(s), following
the requirements of Section 201.23 of A.I.D. Regulation 1, will
be based on good commercial practice after soliciting a
reasonable number of prospective Code 941 suppliers. However,
information currently on hand about normal sources of supply for
Liberia indicates that offerings from Abidjan are more
advantageous than other Code 941 sources.

Refined petroleum products are effectively not available from
the u.s. In the first instance, the u.S. is a net importer of
petroleum products. Secondly, given the small total dollar
amount of refined prqducts to be purchased over the"life of the
program and the upward limit of $1,250,000 per shipment because
of limitations on storage capacity, there is apparently little
if any interest on the part of u.S. suppliers in providing these
small quantities according to information obtained by SER/OP.
Moreover, procurement from the u.s. would make the delivered
cost of any refined petroleum prohibitive, and would not serve
the interests of the u.s. Government or the Government of
Liberia.

The eligible source for ESF Grants under Chapter 5A(1)(a) of
Handbook IB is Code 000. As stated in Chapter 5B4a(2) of
Handbook lB, source/origin waivers may be granted when the
commodity is not available from countries included in the
authorized geographic code. For the reasons stated above, the
refined petroleum products to be financed by this Program are
effectively not available from the United States. A waiver
permitting procurement of these commodities from Geographic Code
941 is therefore included.

Ocean Transportation: The procurement of petroleum will involve
small shipments (less than 5,000 M/T) of refined petroleum
products from West African countries, most likely the Ivory
Coast. M/SER/OP/TRANS has determined that u.s. flag tankers are
not available for such shipments. This Determination of
Non-Availability (DNA) reli~ves the grantee~trom the cargo
preference requirement for this portion of the ClP, and permits
financing of freight for such shipments as authorized in HBIB,
Chapter 7BIB(5). The transportation documentation (Charter
Party/Bill of Lading) utilized for such shipments shall contain
the following clause: "DNA No. 87-02 issued September 15,
1987", and copies of such documentation for each shipment will
be submitted to M/SER/OP/TRANS.
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F. Related Technical Services:

Up to five percent (5%) of eIP funds will be allocated for
financing technical assistance and training activities directly
related to commodity procurement and eIP implementation and
administration. Such services may be required both prior to and
subsequent to commodity procurement and are viewed as essential
to the effective utilization of eIP funds. Long-term technical
services relate to the hiring of a U.S. pse to manage the
project. Short-term technical services include contract
assistance to assist in eIP implementation, assistance to GOL
individual governmental units in identifying requirements,
preparing technical specification in accordance with u.S.
standards, preparing Invitations for Bid (IFB), conducting
seminars and/or advising participating banking institutions and
private/public sector importers, the chamber of commerce or
USAID staff, preparing AID Importer List, eIP Information
Brochure, and eIP newspaper advertisements, and evaluations.
All of the technical services are procurement related and would
be contracted for, managed, and procured by the Mission.

G. Special Account:

As a condition to the disbursement of AID funds, the GOL will
establish a "Special Account" to receive counterpart funds in a
bank mutually acceptable to USAID and the GOL. USAID and the
bank will establish procedures for its operation, monitoring and
reporting thereon to USAID.

Upon opening the Letter of Credit for the importer, the Approved
Applicant Bank(s) will be required to deposit the full
equivalent value of the counterpart funds in the "Special
Account" immediately, or within five work days, from the date of
L/e opening. The exchange rate applicable is the most favorable
rate of exchange Which, at the time the conversion is made, is
not unlawful in Liberia. Local currency in the "Special
Account" will be used for such purposes as described in a
"Memorandum of Understanding" between AID and the GOL. "Special
Account" operations shall be SUbject for discussions at the
formal eIP periodic consultation meetings to be held at least
three times annually between the GOL and USArO:-
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H. Te nta ti ve Im.e].eme nta t ion Sc hed.~~)e :

ACTION

Conditions Precedent to First
Disbursemen't Met
First Letter of Commitment Issued
First Letter of Credit Opened
Counterpart Deposits Begin
First Commodity Shipment Made
First Shipment Arrives Liberia
Conditions Precedent to local Currency

Disbursement
Conditions Precedent to

Subsequent Disbursement
Grant Fully Committed (l/COMS)
Terminal Disbursement Date
Final Counterpart Deposit
Final Counterpart Disbursement
Final Shipment

I. Commo~ E~~gibility Date:

DAJE

November 1987
November 1987
December 1987
December 1987
January 1988
February 1988

March 1988

July 1988
November 1989
September 1990
September 1990
October 1990
October 1990

..

The eligibility date for commodities and commodity related
services procured under the CIP Grant will be the date the
conditions precedent to first disbursement are met.

J. Terminal Disb~rsement Date:

The Grant's Terminal Disbursement Date (TDD) will be 36 months
from the date the Grant Agreement is signed. Recognizing a
priority need to generate counterpart into the lIS pec ial Account ll

and provide urgently required foreign exchange to help sustain
Liberia's import needs, efforts will be made by the GOl and
USAID to channel eIP funding into short leadtime private and
public sector procurements.

K. Arrival Accounting And End-Use Monitoring:

The USAID Office of the Controller will be responsible for
monitoring the arrival and disposition of eIP commodities. The
monitoring system will strive-~o-assare prompt~~rocessing of
commodities through the port of entry and removal from customs
within 60 days, and consumption, use, sale or transfer of the
goods by the importer within one year.
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USAID is presently sponsoring the computerization of customs
documentation at the Freeport of Monrovia. This effort. which
is part of the IIIncreased Revenue for Development Project". will
effectively establish reliable data for the following
reports/actions:

1. Manifest Contro~ Program: A cross reference check will be
made between ship·s manifests and customs entry documentation.
All importers. whose goods have not been cleared within a 14-day
and 30-day period. will be notified by letter of their tax
obligations to government for importation. If the goods are not
cleared within the legal GO-day limit. customs will seize the
goods and sell them at public auction.

2. Bonded Warehouse Control Program: Over 50% of all goods
entering the Freeport are placed into bonded warehouses.
Through the Customs automated data processing (ADP) effort.
inventories will be established for each of the 90+ warehouses
in the Monrovia area. The ADP records will be used as a
cross-reference check against business maintained records and
for inventory checks.

3. Statistical Reports: A full range of data will be available
and monthly reports are projected. Included in this category
are consumption. bonded warehouse. duty-free. commodity and
country of origin data. Additionally. statistics will be
maintained regarding transshipment and special release documents.

In addition to monitoring the arrival
commodities from the port, USAID will
end-use examinations of CIP imports.
sample of imports by both the private

L. _50 - 50 ~hippin..9.:

and release of CIP
initiate a series of
They will include a wide
and public sectors.

The U.S. flag vessel shipping requirement. as spelled out in
Section 201.15 of AID Regulation I. will apply for both the
public and private sector elements of the CIP. Experience in
other countries has shown that public sector importers in most
cases have taken advantage of AID financing of transportation on
U.S. flag vessels, rather than use scarce host country foreign
exchange to pay for freight charges. Private sector importers
generally prefer to purchase from U.S. suppliers on a CIF basis,
requiring them to open only on-e letter of Credit, (L/C) for the
import transaction. rather than one for the CIP financed FAS/FOB
costs of the commodities and the other for freight charges on
non - U.S. vessels opened with their own free foreign exchange.
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Ninety-five percent of Liberia's trade passes through the
Freeport of Monrovia. There are three U.S. flag carriers with
liner service to West Africa. They generally call at Monrovia
only on an "inducement ll basis. Most general cargo from the U.S.
is transhipped to Liberia through Europe on a through bill of
lading. In addition to the three U.S. flag carriers above, Free
Trade Container Service also transships through Europe. The crp
will finance shipping cost of transport on free world flag
vessels, if the costs are part of the total costs on a through
bill of lading paid to a U.S. flag carrier for the initial
carriage to Europe (Section 201. 13, AID Reg 1).

It appears that there will be sufficient available U.S. flag
service for Liberia to comply with the 50-50 shipping
requirement. In addition to the U.S. flag carriers, two AID
Code 935 (Free World) carriers provide service between U.S.
ports and Liberia; Torm Lines (Danish) and Zin Lines (Israeli).

In order to inform the Liberian private commercial sector about
the CIP, USAID will place advertisements in local newspapers.
In addition, USAID will arrange seminars with the local Chamber
of Commerce, banking groups, business association clubs, and
other interested parties to explain the program. A brochure
con~aining useful facts about the CIP and information and
guidance on utilization will be published and distributed to the
Liberian business community at the commencement of the program.

USAID will compile a list of potential Liberian importers and
likely imports and transmit this information to the AID/W Office
of Small and Disadvantaged Business Utilization, where the
information can be published as an FlO Importer List and
distributed to interested U.S. suppliers. The Commercial
Section of the U.S. Embassy in Monrovia will also assist in
answering inquiries about the CIP and its utilization in
promoting trade opportunities with both U.S. and Liberian
businessmen.

N. Program Monitoring, Reporting and Evaluat~on:

The USAID Office of Economic Affairs, in conjunction with the
Office of the Controller, will ensure preparation of a
monitoring plan that will prQv~d~ quarterly andr~nnual reports
on grant implementation status. The reports will be designed to
provide information to the GOl and the Office of the USAID
Director on:

a) allocation of crp funds to the private and public
sectors;

b) dollar value of letters of Commitment issued;
c) dollar value of letters of Credit opened;
d) total disbursements to date;
e) 50-50 shipping status;
f) general composition of commodities,
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In addition, a separate status report will be compiled by the
Office of Economic Affairs and the Office of the Controller, on
the counterpart "Special Account" and the allocation and
utilization of local currency proceeds. The report will
indicate:

a) deposits to the "Special Account"~

b) balance in the "Special Account"~

c) allocation of counterpart funds~

d) disbursements from the "Special Account"~

e) utilization of counterpart funds.

The Office of Economic Affairs will keep under continuous review
the macro-economic aspects of the grant and will further monitor
the GaL's performance in meeting Conditions Precedent and the
Covenants agreed to between AID and the GaL. Quarterly reports
will be made to the USAID Director as to the results of the
monitoring, or more frequently, should developments warrant it.

In planning, monitoring and evaluating the progress of the CIP,
particular attention will be focused on ensuring that the
criteria established under the International Security and
Development cooperation Act of 1985 are being met. Section 801
of that Act requires that imports meet long-term development
needs of the country. The Mission will ensure that priority
will be given to imports that:

a) promote production, generate employment, and are cost
effective~

b) support the GaL's development plan as long as they are
cost effective and conform to the country's comparative
advantage~

c) promote agricultural activities with a view to expanding
exports or reducing agricultural imports~

d) serve the needs of the country in various economic
sectors and geographic areas~ and

e) are in addition to, rather than a substitute for,
traditional imports.

Senior Management of USAIB-'ill maet three -times a year, or more
often if required, with the representatives of the GaL to
discuss implementation progress for the purpose of establishing,
reaffirming, and/or altering priorities governing the uses of
both CIP dollars and local currency proceeds, and review status
of progress toward meeting civil service reform goals. The
policy level and evaluation discussions will provide a basis for
consideration of further program or project assistance and the
progress made in furthering economic and fiscal policy reform.
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An evaluation of the program will be undertaken one year after
the date of signature of the Grant Agreement, or when 80% of the
first tranche of funds are disbursed, whichever is earlier. The
dollar (CIP) component will be evaluated utilizing the guidance
contained in A.I.D. Program Design and Evaluation Methodology
Report No.4 (August 1985) entitled "Evaluation Guidelines for
NonProject Assistance (CIPs) and CIP-like Activities tl

•

The local currency component will be evaluated against progress
in implementing the three stage severance plan shown in Part VI
below. Of particular interest will be the objectivity of the
process by which employees were selected (volunteered) for
separation from government service, the rate at which
disbursement were made from the special account, and the success
of the Gal in holding the line on position ceilings.

The evaluation will be funded from PD&S funds and will be
conducted with both TOY and Gal assistance.
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O. Private Secto~-frocurement And Financing Proced~res:

The primary objective of the private sector element of the CIP
is to provide fast disbursing assistance, increase participation
by the Liberian private sector in productive economic
activities, foster economic growth, and provide incentive for
the private sector to import capital goods and equipment, raw
materials and intermediate goods which promote development.

1. Eligible Importers: To achieve the above, the private sector
element will provide financing to private entrepreneurs and
firms to import eligible commodities from the U.S. and foreign
supplies of petroleum. Specifically, the program will be open
to privately owned firms in the following categories:
Manufacturers; processors; distributors; importers; traders;
agents and stockists. An eligible private sector importer will
be one where:

a. all or most of the company·s equity is held by private,
non-governmental individuals or corporations; and/or

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

Concessions and other existing exporters that are in the iron
ore, rubber, timber, coffee. cocoa. diamond, gold. and similar
sectors that have major access to foreign exchange through
export earnings are excluded from participating in the CIP
unless they can demonstrate to USAID that their import
requirements are directly related to expanding their export
capability and, their need exceeds their earnings of foreign
exchange.

2. Eligible Banks: The program will be primarily implemented by
local, private, commercial bank(s). To maximize private sector
use of CIP Funds, expedite counterpart generations and minimize
the administrative burden on USAID and the GOL, it is proposed
that a U.S. bank will serve as the initial Approved Applicant
Bank in Liberia. The bank identified is Citibank, N.S. After
the program has started and experience gained, the Mission and
the GOL will review the operation in light of the needs of the
program to see if additional banks are needed. The specific
rules and procedures of the Pl"ogram wi11 be set.-,forth in an
1I0pera ting Circular" which will be agreed upon and signed by the
GOL. USAID and the participating commercial bank(s). A draft
"Operating Circular ll is attached. as Annex G. The circular will
be modified as needed. after discussions with the government and
commercial bank(s).
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3. Transactio!,! Size - Mini~~_url'!.-=-Maxim!Jm: Except when authorized
by USAID in writing, no Letter of Credit, issued by the Approved
Applicant Bank(s) for any private sector importer, shall be in
an amount less than $10,000 (except for spare parts) or
exceeding $250,000, except for wheat and petroleum.

4. Cornmodj&_~!:1d Commodi tLRelated Services -Source: The
authorized source and origin of commodities is limited to the
United States, AID Geographic Code 000, as defined in Section
201. 11(b) of AID Regulation 1, except for petroleum.

The crp will finance transportation cost on vessels under U,S.
Flag registry. In addition. AID will finance costs incurred on
vessels under flag registry of any free world country, if the
costs are part of the total cost on a through bill of lading
paid to a carrier for initial carriage on a U.S. Flag vessel.

When a U.S. Flag vessel is not available for shipment, a
supplier may request a waiver from the Office of Procurement
Transportation Division, AID/W. Freeworld (Code 935) Flag
carriers may be used after the waiver is obtained. However, the
CIP will not finance the delivery services, and the importer
will be required to make other financing arrangements and open a
separate letter of credit for transportation costs.

5. Procurement Procedures: Private Sector procurement will be
in accordance with AID competitive negotiated procurement
procedures, AID Regulation 1, Section 201.23. The importer will
follow good commercial practice and solicit offers from a
reasonable number of prospective suppliers. Solicitation of
offers from more than one supplier is not required when the
importer is a supplier's authorized distributor or dealer.
Initially all transactions approved by the Approved Applicant
Bank(s) for financing shall be forwarded for USAID review and
concurrence. As the bank(s) gain experience IAJith the "Operating
Circular", AID regulations and USAID development priorities,
USAID will consider eliminating this step.

After USAID approval, the Approved Applicant Bank(s) will open
an Irrevocable Letter of Credit, through its correspondent U.S.
Letter of Commitment Bank, in favor of the named U.S. supplier.
The Approved Applicant Bank(s) IMill be responsible for
collecting the U.S. dollar value of the LIC in equivalent
liberian dollars at the most-f~v~rable rate of.ftxchange which,
at the time the conversation is made, is not unlawful in Liberia.

The full equivalent value of counterpart funds will be
transferred to a "Special Account" immediately, or no later than
5 days after the Lie is opened, at the bank selected by USAID
and the GOl. The Approved Applicant Bank(s) will be indebted to
the "Special Account" for the full amount of the LIC upon
opening the L/C. Thus the bank assumes full credit risk, if
any, for each transaction.
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The Approved Applicant Bank(s) are allowed to collect the fees
normally charged, such as a commission charge (currently
averages about 13%), l/C charges (about 3%) and TELEX charges
(about $60 per TELEX). While it is recognized that the
participating banks will require fair compensation for
administering the private sector CIP, the amount will be agreed
upon during negotiations and discussions on the )'Operating
CircuJ.ar". Bank operation/administrative costs associated with
the CIP may differ from their normal commercial transactions,
thus indicating a need to revise their standard charges. In
preliminary discussions with private commercial bank officials,
there is general agreement that the Approved Applicant Bank(s)
will pay half of their normal L/C opening and other fees, as
des cribed above, into the "Spec ial Account ". The other half
will be retained by the bank to off-set their administrative
cost related to implementing the eIP. It is estimated that
these payments could generate as much as $300,000 additional
revenue into the Special Account.

The incentive for commercial bank(s) to participate in the eIP
are as follows: The bank will have foreign exchange to provide
its clients that otherwise would not have been available; banks
will earn letter of credit fees on business generated under the
program; utilization of the official exchange rate will attract
new customers to the bank(s); the bank will be entitJ.ed to keep
interest collected from credit worthy clients it wishes to
extend credit terms for payment of local currency.

The private sector eIP procedures are designed to provide
incentives to both the participating bank(s) and importers to
utilize the program. Annex I presents an illustrative list of
the sequence of steps to be followed in implementing the Private
Sector element of the CIP.

P. Public Sector Procurement And Financing Procedures:

The primary objective of the public sector element of the eIP is
to provide rapid disbursement assistance, and assistance to the
deteriorating public sector infrastructure. Upon GOl request,
USAID will consider, on a case-by-case basis, specific eIP
allocations for relief to revenue producing governmental
agencies that, because of their inability to secure foreign
exchange, or the high costs thereof, require support. Public
Sector entities receiving alloCations must comp~y with
counterpart local currency payment requirements. The public
sector eIP will be administered on a government-to-government
basis, with the Chairman of the EFMC acting as the coordinating
body for the GOl.
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1. J;:J.Jgible Imeorters: In the case of ·the public sector, the
Chairman of the EFMC may allocate CIP Funds to various economic
sectors and agencies requiring foreign exchange for purchasing
commodities from the U.S. Central organizations, authorities,
public stock companies (with majority government participation),
parastatals, and individual industries and groups under the
Government of Liberia's public sector umbrella are eligible to
receive financing. Allocations to public sector importers must
be in accordance with mutually agreed GOl and USAID priorities
and approval of USAID secured in writing. To be eligible the
public sector importer must be:

a. a public sector revenue generating entity (parastatal)
capable of depositing the local currency equivalent of the
Letter of Credit U.S. dollar value in local currency, at the
official exchange rate; or

b. a public sector administrative unit that has available
local currency from its budget, or other source, and is
capable of depositing the local currency equivalent as
described above.

2. Eligible Banks: The Chairman of the EFMC, after consultation
with and approval of USAID, may allocate specific dollar amounts
to governmental units. MOF will then submit a separate
Financing Request, Form AID 11 30-2 (F R) , to AI D/ W, through
USAID/liberia, which request letter of Commitments (l/Coms) be
opened by AID/W in favor of the designated U.S. L/Com Bank. A
separate FR is submitted for each individual governmental unit,
in the specific dollar amount of its CIP allocation. Each
governmental unit will have its own L/Com. The specific rules
and procedures of the program will be set forth in an 1I0pera ting
Circular ll which will be agreed upon by the GOl and signed by
USAID and the participating commercial bank(s). A draft
1I0pera ting Circular ll is attached as Annex G. The circular will
be modified, as required, after discussions with the government
and commercial bank(s).

3. Transaction Size - Minimum: Except when authorized by USAID
in writing, no letter of Credit for the public sector, issued by
the Approved Applicant Bank(s) for any public sector importer,
shall be in an amount less than $10,000, except for spare
parts. There is no maximum transaction value for the public
sector. -~~_

4. Eligible ~gmmoditie?_: All items listed as eligible in the
IIAID Commodity Eligibility Listing ll

, as revised (Handbook 15,
Appendix B), will be eligible for financing. However,
commodities actually financed for the public sector will be
approved by the Chairman of the EFMC after mutual agreement with
USAID. Priority will be given to those commodities that promote
the productivity of the public sector through the provision of
needed imported commodities, such as equipment for institutions
which provide services to the general public.
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5. Commodity and Commodity Relate~ Services - Source: The
authorized source and origin of commodities is limited to the
United States, AID Geographic Code 000, as defined in Section
201.11 (b) of AID Regulation 1. except as noted below.

The crp will finance transportation cost on vessels under U.S
Flag registry. In addition, AID will finance costs incurred on
vessels under Flag registry of any Freeworld country. if the
costs are part of the total cost on a through bill of lading
paid to a carrier for initial carriage on a U.S. Flag vessel.

When a U,S. Flag vessel is not available for shipment. a
supplier may request a waiver from the Office of Procurement.
Transportation Division, AID/W. Freeworld (Code 935) Flag
carriers may be used after the waiver is obtained. However, the
CIP will not finance the delivery services, and the importer
will be required to make other financing arrangements and open a
separate letter of credit for transportation costs.

6. Procuremept Procedures.: Public sector procurement will be in
accordance with AID formal competitive bid procedures, AID
Regulation I, Section 201.22; unless USAID agrees in writing
that negotiated procurement is authorized. Public sector
importers receiving CIP allocations will be expected to submit
detailed requirements and specifications of the commodities they
intend to purchase to USAID/Liberia for forwarding to the AID/W
Office of Procurement (M/SER/OP). MISERIOP will review the
specifications for compliance with U.S. standards and to insure
they are not restrictive. Any proposed changes will be
submitted to the public sector importer through USAID for
approval.

After specifications are approved. MISERIOP will assemble the
terms and conditions and the specifications and publish the
Invitation for Bid (IFB). MISERIOP will arrange for the
announcement of the procurement in the "AID Financed Export
Opportunities Bulletin" and distribute IFBls to interested
suppliers. Bid documents will be opened at a public bid opening
at the importerls premises in Liberia or at the Liberian Embassy
in Washington, D.C., in the presence of an AID Officer. USAID
will be advised of all award decisions and give the public
sector importer a Ii no objection letter". The importer can then
open a Letter of Credit (L/C) against its Letter of Commitment
in favor of the lowest respon~~ve bidder throuah the Approved
Applicant Bank(s). The LIC will be confirmed by the Letter of
Commitment (L/Com) Bank in the U.S. The U.S, supplier may then
assemble and ship the commodities to the Public Sector importer.

The public sector CIP procedures are designed to promote
competition and establis~ formal contract terms acceptable to
both AID and the U.S. business community. An illustrative list
of the sequence of steps to be followed in implementing the
public sector element of the CIP is found in Annex J.
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VI ..PROGRAM I~~=~MENTATION AND ADMINISTRATIO~-=-THE h9CA~

CU ~ REN.~: Y COM PON ENT

The local currency to be generated from the CIP will be utilized
to finance severance payments to GOl civil servants identified
for separation under an OPEX-supported civil service reform
plan. The following implementation procedures are recommended,
although at this stage alternate (and yet unspecified) reform
plans could be developed:

1. The severance rules will be decided upon and approved by
President Doe. The Director of the GOlls Bureau of the Budget
was originally charged with recommending such a package but the
responsibility has since shifted to the EFMC with the active
participation of the Director of the Civil Service Agency. In
several meeting on the issue some progress has been made, but we
judge that a comprehensive plan will not be completed until
after the arrival of the OPEX team.

2. Civil servants who participate in the plan must have survived
a payroll audit. This is a relatively straight forward
verification procedure to insure that all payroll "ghosts" have
been exorcised from the payroll and that those who remain are
legitimately employed. The payroll audit consists of a
verification of employment and certification that the employee
is in a budgeted position. The mechanism for conducting such an
audit was put in place under the ongoing Economic and Financial
Management and Training Project and for any given ministry that
payroll audit could be completed in several months. The
presence of the OPEX personnel would accelerate the completion
of the payroll audits and enhance both their reliability and
credibility. OPEX personnel assigned to the Bureau of the
Budget and the Civil Service Agency would help to ensure that
only funded positions are filled, OPEX personnel in expenditure
control and cash management control would provide necessary
assurances that IIghosts" have been eliminated from the payrolls.

3. Ministries or agencies that participate in the plan must have
first undergone a job inspection undertaken by the GOl Civil
Service Agency. This is a project supported by a U.K. grant,
and U.K. personnel help conduct job audits to determine the
appropriate staffing for each agency. The procedure is to
undertake a position by position review to establish position
ceilings. The redundancy plan-"would' then be imp_lemented by
reducing the number of employees in each agency to the number of
authorized positions. Enforcing the position ceiling and the 5
year moratorium on re-entry into public service should ensure
that GOl employment does not creep back up after the initial
round of redundancies take place. The aPEX personnel will be
available to monitor the progress of the redundancy program. To
date the Civil Service Agency has completed inspections in 3
ministries
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and 5 agencies accounting for 1,201 jobs. They recommend a cut
of 423 positions, or a reduction of 35 percent. Extrapolating
these findings to the 13 ministries and 23 agencies which in
December 1985 accounted for 36,145 jobs (excluding defense)
implies a reduction of 12,630 jobs. At the preliminary estimate
of $3,000 for each separated employee, a fully implemented
redundancy cum job inspection plan would cost about $37.9
million, It is clear that the approximately $15 million to be
derived under the CIP will only represent a start, but it will
be an important start in addressing the most important (and
hitherto uncontrolled) expenditure item in the GOl budget.

The above three steps will produce a list of employees by
ministry/agency who qualify for severance pay. As the list for
each agency is completed, containing the amount owed to each
individual, it will be turned over to the bank holding the
special account. Payment will be made to each employee, a
receipt signed. and at the end of the process the account will
be closed. Quarterly reports on movements in the account will
be submitted to the Bureau of the Budget and USAID. Procedures
to ensure that no severed employee can be rehired for at least 5
years will be worked out in coordination with the Civil Service
Agency, the Bureau of the Budget and the Ministry of Finance.
It is fully expected that new hiring and releases will be taking
place on a continuing basis. This is acceptable so long as
position and employment ceilings for each agency are not
exceeded and the 5 year moratorium on released individuals
reentering government service is respected during the life of
the Economic Stabilization Support project. The OPEX personnel
will provide the checks to see that these two conditions are
enforced.

The Mission has carefully reviewed the option of providing an
in-kind as opposed to a direct cash severance payment. For all
the compelling reasons cited in paragraph 5.B. of MONROVIA 3517.
a cash payment is strongly recommended. The accountability and
management problems associated with in-kind options would make
implementation virtually impossible.

One cannot ignore the social feasibility of instituting a civil
service retrenchment program. On paper the government 1 s
proposed new bUdget shows salaries decreasing from about $113
million a year to between $100 and $105 million a year.
HO~Jever. job prospects for th6Se-to be retrencbftd are extremely
limited. The economy has been declining for seven years and
with LAMCO·s decision to reduce its operations by two-thirds,
one can only anticipate further declines in overall economic
activity. The political realities of the situation will make it
difficult for the GOl to follow through on its professed plans.
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There may be opportunities for selective small-scale
retrenchments on a voluntary basis. The Mission's position will
be to recommend starting with a small voluntary retrenchment
program and to monitor the progress of those retrenched in
finding new employment before expanding retrenchment actions.
We have requested FY 88 PO&S funds to finance such an ongoing
study. Once agreement is reached with the GOl on the
retrenchment program, the study will begin.

In the event an acceptable civil service reform program cannot
be agreed upon by the TOO, funds in the special account will be
disbursed for purposes which will benefit the private sector or
elements of the public sector which directly impact on the
Liberian people. The principle to be followed is not to reward
the GOl for lack of progress on civil service reform. Thus,
using the funds for a private sector revolving loan fund or for
grants to private sector hospitals, schools or self help
projects would be considered. The funds could also be used to
support the local costs of the Mission's PUO/NGO project.
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ANNEX A
PAIP APPROVAL CABLE

The ECPR review cable was transmitted in State 151518 of 18 May
1987 and requested additional information. The mission's
response was transmitted in Monrovia 5679 of 29 May 1987. Both
cables were classified. Copies may be obtained as appropriate
from AFR/PD/CCWAP.
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USAID Director
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Madam Director:
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AN}$X B

LETTER OF RE~UEST

HEPUBLIC OF LIBERIA

:MINISTRY OF FINANCE
MONROVIA, LIBERIA

August 14, 1987

I~ R/(/(,' 1

/1~s

I wish to refer to your letter of July 23, 1987, and
the accompanying draft Program Assistance Approval Document
(?AAD) for the proposed Commodity Import Program (CIP) which
you forwarded to us for examination.

In this regard, I wish to inform you that the docament
has been reviewed and that the Government of Liberia is in
general agreement with the package. However, Government
desires to utilize the available funds in settling its
external debt obligations. This is more beneficial as it
would lessen our debt burden and further open up new avenues
for external funding. Furthermore, it would have a multi
plier effect on the economy which would be greater than that
under the CIP as the package proposed does not generate much
more than that which is initially disbursed. '

In the event that the proposal to utilize the available
funds in settling Government's external debts is not acceptable
by USAID, Government would be receptive to A modified vers~on

of the CIP to include petroleum and petroleum products as part
of the cQmmodities to be imported.

I await your reaction in this premise.

Kind regards,

Very truly yours,

/Qh~l-~~",
J~ ~n G. Be s t man
MIN 1ST E R

"

BESTAVAILABLE COpy
JGB/BRCB/mjt

",
:s. ....
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= ,j. L.

Ted Carter

AUG 27 1987
--~-.._-._ _--

;" .~.. . ..--"
-~ ~~, .. -. -_., -.. ""

Date:

cC ~l f_ J r .~. e. .- .~, "Di .. ;

,.,
iJ 3. t. e ~ . . 1h? }J7f127187-- ----

"STAVAILABLE COP'!
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JUSTIFICATION FOR CATEGORICAL EXCLUSION-----

In accordance with AID Regulation 16, Section 216.2 (c) (ix),
assistance under a Commodity Import Program is eligible for
categorical exclusion from environmental procedures when, lI prior to
approval, AID does not have knowledge of the specific commodities to
be financed and when the objective in furnishing such assistance
requires neither knowledge, at the time the assistance is authorized,
nor control during implementation of commodities or their use in the
host country,lI

Commodities will be financed from the AID Commodity Eligibility
Listing (Handbook IS, Appendix B), all of which have been screened
for any adverse effects they may have on the environment. No
pesticides will be imported pnder the grant.

As the contemplated grant to Libe~ia fulfills both the qualifications
cited above, it should be granted a categorical exclusion from
environmental procedures.

BESTAVA~A8LECOPY
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ANNEX D

fROGRAM COORDINATION UNIT

A Program Coordination Unit (PCU) will be established within the
EFMC. It will consist of at least two professional staff
members appointed by the Chairman of the EFMC. The general role
of the unit will be to facilitate continuing coordination
between USAID and the GOL for follow up and periodic evaluation
of CIP implementation. Meetings between USAID and the PCU will
be held monthly.

Among the points to be discussed regarding the dollar component
of the CIP are the following:

a) allocation of CIP funds to the private and public sectors;

b) dollar value of Letters of Commitment issued;

c) dollar value of Letters of Credit opened;

d) 50-50 shipping status;

e) general composition of commodities imported;

f) total disbursements to date;

g) compliance with Zorinsky amendment;

h) compliance with Conditons Precedent and Covenants.

Among the points to be discussed regarding the local currency
component of the CIP are the following:

a) deposits to the Special Account;

b) balance in the Special Account;

c) allocation of counterpart funds;

e) disbursements from the Special Account;

f) compliance with Conditl0';s -Prec'edent. -~,.-

The existence of the PCU will provide an institutional
arrangement for preparing and discussing reports required by
USAID. Such discussions will serve the purpose of establishing,
reaffirming, and/or altering priorities governing the uses of
both CIP dollars and the local currency proceeds, and review
status of progress toward meeting civil service reform goals.
The discussions will also provide a forum for monitoring the
GOlls performance in meeting the Conditions Precedent and
Covenants agreed to between the GOl and USAID.
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ANNEX E
BALANCE OF PAYMENTS
(Millions of US $)

1.EXPORTS OF GOODS AND
NON-FACTOR SERVICES 1980 1981 1982 1983 1984 1985
Merchandize Exports 600.4 529.2 477.4 427.6 452.1 435.6
Non-Factor Services 13.1 11. 5 10.0 38.5 36.9 34.6
TOTAL 613.5 540.7 487.4 466.1 489.0 470.2

2.IMPORTS OF GOODS AND
NON-FACTOR SERVICES
Merchandize Imports (FOB) -550.7 -489.1 -441. 5 -366.6 -317.8 -246.6
Non-factor services - 63.4 - 71.8 - 72.0 -112.6 - 93.7 - 76.2
TOTAL -614.1 -560.9 -513.5 -479.2 -411.5 -322.8

BALANCE OF TRADE 49.7 40.1 35.9 61. 0 134.3 189.0
RESOURCES BALANCES - 0.6 -20.2 -26.1 -13.1 77.5 147.4

3.FACTOR SERVICE RECEIPTS
Official Interest 0.4 0.4 0.3
Other Interest 1.4 2.2 3.4
Total 1.8 2.6 3.7---

4.FACTOR SERVICE PAYMENTS
Factor payments -83.7 -72.0 -64.0 -56.0 -40.9 -37.4
Official Interest payments -23.9 -20.2 -31. 9 -58.6 -77.9 -79.7

Interest Paid (-49.5) (-62.3) (-26.7)
Interest Due But Paid (- 9.1) (-15.6) (-53.0)

Other Interest -37.8 - 8.7 - 7.6

- ..... .,.. -

Other Factor Services - 3.0 1.9 - 2.6
Payments ---

TOTAL FACTOR SERVICES -139.6 -125.2 -145.9 -225.4 -209.4 -193.3

5.UNREQUITTED TRANSFER
RECEIPTS

Private Transfer Receipts 31.0 36.4 37.0
Official 35.7 68.1 93.8 116.9 107.5 94.2

Cash Grants (34.0) (35.0) (25.5)
Maritime Revenue (l0.7) (20.1) (20.5) (24.5) (23.5) (23.5)
Other ( 58.4) (49.0) ( 45.2)

TOTAL 35.7 68.1 93.8 147.9 143.9 131. 2
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TABLE Fl
Liberia: Medium-Term Balance of Payments Projections

Baseline Scenario
(In Millions of U.S. Dollars)

1985/86

Pre1. ESt.

Current Account 64.7 50.2 44.0 56.2 70.9 70.0 83.4
Trade Balance 145.4 137.6 130.1 132.3 140.4 118.1 120.0

Exports, f. 0, b. (419.0) (395.8) (351.8) (360.8) (371.6) (333.6) (347 .3)
Imports. c. i. f. (-273.6) (-258.2) (-221. ]) (-228.5) ( -231.1) (-215.5) (-227.3)

Services (net) -123.2 -120.9 -122.3 -121. 2 -125.0 -113.1 -114.7
Of which: inter-est due

on public debt (-78.]) (-86.3) (-89.8) (-94. ]) (-99.9) (-104.4) (l08.6 )

Transfer-s (net) 42.5 33.5 36.1 45.1 55.5 65.0 78.1

Capital account -147.2 -181. 9 -187. 7 -173.2 -148.9 -128.6 -112.8
Official long-term -24.0 (-37.]) (-43.3) I (-37. ]) (-23.5) (-13.6) (-5.2)
Private 11 123.2 (-144.2) (-144.4) (-135.5) (-125.4) (-115.0) (-107.6)

Overall defici~ (-) -82.5 -131.7 -143.7 -117.0 -78.0 -58.6 -29.4
"

r

Financing \ 82.5 131. 7 143.7 117.0 78.0 58.6 29.4
National Bank pf Liberia -39.7 -59.7 -54.1 -41.0 -28.0 -17.0 -0.7

Assets (increase - ) (3.3) (1.1)
Liabili ties (-43.0) (-60.8) -54.1 -41.0 -28.0 -17 .0 -0.7
Use of Fund credit (net) (-42.]) (-60.5) (-54.1) (-41. 0) (-28.0) (-17.0) (-0. ])
Other- (-0.3) (-0.3) (--) (--) (--) (--) (--)

Arrears (accr-ual +) 122.2 191.4 197.8 158.0 106.1 75.6 30.1

Memorandum items:

External arr-ear-s (end of 301.0 517 .0 714.8 872.8 978.9 1,054.5 1,084.5
OJ period) of which: NA NA (356.1) (432. ]) (483.6) (508.5) (500.4)
n, nonreschedulable 2/
V> Debt ser-vice r4tio (percent"-1
h of goods and'services) 40.9 50.9 55.8 51.8 45.1 44.7 39.4
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TABLE F2

Liberia: Medium-Term Balance of Payments Projections
Normative Scenario

(In Millions of U.S. Dollars)

1985/86 1986/87 1987/88 1988/89 1989/90 1990/91 1991/92

Prel. Est.

Current Account 64.7 50.2 44.0 78.5 104.7 122.4 145.7
Trade Balance 145.4 137.6 130.1 154.5 172.5 165.5 172.0

Exports. f. o. b. (419.0) (395.8) (351. 8) (385.5) (415.8) (394.2) (420.7)
Imports. c. i. f. (-273.6) (-258.2) (-221. 7) (-231.0) (-243.3) (-228.7) (-248.8)

Services (net) -123.2 -120.9 -122.3 -121.0 -123.2 -108.2 -104 ;4
Of which: interest due

on public debt (-78.7) (-86.3) (-89.8) (-94.0) (-96.4) (-96.4) (-94.4)

Transfers (net) 42.5 33.5 36.1 45.1 55.5 65.0 78.1

Capital account -147.2 -181.9 -187.7 -158.9 -128.2 -102.0 -84.9
Official long-term -24.0 (-37.7) (-43.3) (-37. 7) (-23.5) (-13.6) (-5.2)
Private 1/ 123.1 (-144.2) (-144.4) '(-121. 2) (-104.7) (-88.4) (-79.7)

Overall deficit (-) -82.5 -131. 7 -143.7 -80.4 -23.5 20.4 60.8

'.
r

Financing \ 82.5 131. 7 143.7 80.4 23.5 -20.4 -60.8
National Bank of Liberia -39.7 -59.7 -54.1 -41.0 -28.0 -17.0 -0.7
Assets (increase ,- ) (3.3) (1.1)
Liabilities (-43.0) (-60.8) -54.1 -41.0 -28.0 -17.0 -0.7
Use of Fund credit (net) (-42.7) (-60.5) (-54.1) (-41. 0) (-28.0) (-17.0) (-0.7)
Other (-0.3) (-0.3) (--) (--) (--) (--) (--)

Arrears (accrual +) 122.2 191.4 197.8 121.3 51.5 -3.4 -60.1

Memorandum items:

External arrears (end of 301.0 517 .0 714.8 836.1 887.6 884.2 824.1
period) of which: NA NA (356.1) (414.5) (442.1) (445.6) (399.7)
nonreschedulable 2/

Debt service ratio;(percent
of goods and seryices) 40.9 50.9 55.8 48.7 40.0 37.0 30.5

Sources: Data provided by the Liberian authorities; and IMF staff estimates
1/ About half of "errors and omissions" in the base year i~ assumed to represent imports or other current payments
(see discussion in text). Remaining errors and omissions, assumed to represent capital flight, are projected to be
reduced sharply over the medium term.
£/ In the event of rescheduling, the normalization of external payments relations would require financial assistance
sufficient to clear these arrears and meet current debt service obligations estimated at about $90 million, net of
debt relief. (i.e .• payments on moratorium interest, and on nonreschedualable principal and interest) each year over·
the period shown
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6. U.NREQUITTED TRANSf..ER~AYME1'JT

Official Transfer Payments
Worker Remittances
TOTAL

CU~RENT ACCOUNT BALANCE

CAPITAL ACCOUNT

7.DIRECT INVESTMENT

8. PORTFOLIO INVESTMENT

9.9TH~R LONG-T~RM CAPITAL
9-1) Resident Official Sector

Drawing on Long-Term Loans
Repayments on Long-Term Loans
Actual Repayments
Repayments due but not paid
Other Liabilities

9-2) Commercial Banks
9-3) Other Sectors

10. Other Short Term Capital
10-1) Resident Official Sector
10-2) Commercial Banks
10-3) Other Sectors

RESERVES
11. Foreign Exchange Assets
12. Use of IMF Credit

Net Error and Omissions

SOURCE IMF

2.7
-70.0
-72.7

-91.5

55.8

4-6.6

5.0

28. 1
124-.0
14-0.6
-13.5

( 13.4-)
(- 0.1)
- 3.1

2.5
-98.4----

-23.9
-28"-:7

-26.4-
-26.2

41.8
-=14-.2

56.0
-6.1

REST AVlJJLABLE COPt

_=2....:..2..
-80.0
-iL~L..£

_1)·0

34.4-

6.8

__...~...:.J..
63.0

-125~8

- 47.3
(-31.5)
(-15.8)
-15.5

1.8
---=l..4-.9

_l.Lt
42.6
7.8

36.3

30.0
-rG-:9'

13.1
-136.2

-2.6---
-65
-§} . 6

__8'L..!L

-17.9

7.4

-94.7_ ..._.-
-70.6_._.._-

56.1
-90.2

(- 5.9)
(-84.3)
-36.5

1.7
---=l..~-.:JL.

_154.2.....
173.8

7.6
-26.9

3.3
-"2':"0

1.3
-140.0
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Annex F

Projected Balance of Payments for Liberia

Tables Fl and F2 contain medium-term projections for Liberia's
balance of payments. Two scenarios are presented. The first,
referred to as a baseline projection, assumes that the initial
steps taken for 1987/88 to tighten fiscal policy will be further
strengthened in subsequent years. Specifically, it is assumed
that noninterest recurrent spending will be kept constant (the
wage bill would be reduced allowing some increase in spending for
goods and services). No other policy adjustments are assumed to
take place.

As can be seen in Table Fl, exports are projected to decrease
from $419 million in 1985/86 to $352 million in 1987/88. This
reflects the partial closing of LAMCO. In 1990/91, exports are
again projected to decline as LAMCO shuts down completely. Even
with the decline in exports, however, the IMF projects a decline
in the overall deficit in the balance of payments. This is
primarily due to an expected improvement in the capital account
as capital flight is expected to be reduced.

Table F2 presents the IMF's normative scenario. In this case a
broad line of policy reforms would be carried out and private
capital inflows would resume. It is a much more optimistic
scenario with the balance of payments sharply improving over the
period.

In either scenario, the balance of payments shows an overall
deficit over the life of the CIP. Imports would be less in
1991/92 than they were in 1985/86 for either case. In no case is
there a projected possibility that Liberia's international
reserves would increase.
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ANNEX G

OPERATING CIRCULAR
COMMODITY IMPORT PROGRAM
A.I.D. GRANT NO 669-0214

1. The private sector element of the Liberia Commodity Import
Program, hereafter referred to as the CIP, provides foreign
exchange to the Liberian private sector to import capital
equipment, intermediate goods, and raw materials from the
U.S. The regulations, rules and procedures set forth in this
"Operating Circular" shall be valid with respect to all
transactions for the private sector financed under the CIP.

2. Primary implementation responsibility for the CIP will rest
with the participating Bank(s) listed on the last page of
this Operating Circular. Each participating bank, herein
after referred to as Approved Applicant Bank(s), will receive
an initial allocation of ClP foreign exchange through an AID
Letter of Commitment (L/Com) in favor of the Approved
Applicant Bank's named U.S. correspondent bank, referred to
as the L/Com Bank.

3. Liberian private sector entrepreneurs and firms shall be
eligible to participate in the CIP. Specifically the CIP
will be open to privately owned firms in the following
categories: manufacturers; processors; distributors;
importers; traders; agents; and stockists. An eligible
private sector importer will be one where:

a. all or a majority of the companies equity is held by
private, non-governmental individuals or
corporations; and/or

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

Concessions and other existing exporters that are in the iron
ore, rubber, timber, coffeej/cOcoa; diamond~.90ld, and
similar sectors that have major access to foreign exchange
through export earnings, are excluded from participation in
the CIP unless they can demonstrate to USAID that their
import requirements are directly related to expanding their
export capability and, their need exceeds their earnings of
foreign exchange.
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4. USAID shall furnish the Approved Applicant Bank(s) a list of
the commodities which are eligible to be imported under Bank
the CIP. Implementing documents under the eIP have
incorporated the entire AID Commodity Eligibility-listing
which shows the general eligibility or ineligibility of
commodities for AID financing. On occasion, commodities
shown in the listing as being generally eligible, may be
declared ineligibile by USAID/liberia and so declared in an
Implementation letter to the Government of liberia (GOl). A
copy of the Implementation letter will be furnished the
Approved Applicant Bank(s).

Commodities are made ineligible for CIP financing in the IIAID
Commodity Eligibility Listing ll if they are:

a. Unsafe or ineffective products, such as certain
pesticides, food products, or pharmaceuticals.

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

c. Surplus or used items, unless inspected and approved in
accordance with procedures approved by AID.

d. Items for military use.

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

f. Weather modification equipment.

g. Commodities and eguip~ent for the purpose of indu~ing

abortions as a method of family plannins

h. Commodities for support of police and other law
enforcement activities.
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The Approved Applicant Bank(s) shall not open any letter of
credit for the importation of commodities under the CIP that
are shown as ineligible on the listing. In addition to the
above, the crp prohibits the financing of commodities which
are intended for re-export in essentially the same condition
in which they were imported and; requires consumption, use,
sale or transfer of the goods by the importer within one year
from the date they are released from customs. The Approved
Applicant Bank(s) shall not open any letter of credit for the
importation of commodities where it knows, or has reasonable
reason to believe, due to the nature of the goods,
unreasonable quantity etc, that the requirements above may be
violated or compromised,

5. Private sector importers desiring to use the crp shall make
application at an Approved Applicant Bank(s). Alternatively,
a potential client may apply through any other Liberian
commercial bank. In the latter case, the application will be
forwarded by the client's bank to an Approved Applicant
Bank(s). Each importer's application for opening a letter of
credit under the CIP must include:

a. an Import Permit/Declaration Form (IPD), approved
by the Ministry of Commerce, Industry and
Transportation (MCIT);

b. Evidence that the importer has followed AID
Regulation 1 negotiated procurement procedures which
requires a reasonable number of offers from U.S.
suppliers, in accordance with good commercial
practices or

c. If the importer is purchasing for resale or
processing as the U.S. suppliers regularly
authorized dealer or distributor, or the importer
is purchasing for resale a registered brand-name
commodity from a U.S. supplier who is the exclusive
distributor of that commodity to Liberia, solicitation
of more than one offer is not required. The Approved
Applicant Bank(s) will require a copy of the importers
agreement with the U.S. Supplier.



-73-

6. The Approved Appltcant Bank(s) wtll forward all approved
transactions to USAID for final review. Upon issuance of a
USAID "Letter of No Objection", the Approved Applicant
Bank(s) will make an administrative reservation of crp
foreign exchange, and assign a transactton number. The
importer shall have 45 days from the date of the l1Letter of
No Objection ll

, to open a letter of credit in favor of the
named U.S. supplier. Extension of this time limit may be
considered on a case-by-case basis, provided that the
importers 1 written request is forwarded to USAID, through the
Approved Applicant Bank(s), at least ten days prior to the
expiration date.

7. The Approved Applicant Bank(s) may not open letters of credit
to any party other than the one named in the proforma invoice
or contract, nor is the bank authorized to amend any letter
of credit in a manner contrary to the contents of the
proforma invoice or contract. All letters of credit must
reference the AID transaction number. Credits opened for raw
materials and intermediate commodities shall be valid for a
period not to exceed six (6) months, and credits opened for
the importation of capital goods shall be valid for a period
not to exceed one (1) year; unless USAID otherwise agrees in
writing.

8. The minimum transaction size (value of L/C) shall be $10,000,
except for spare parts for which there is no minimum, and the
maximum transaction value shall be $250,000, except for
petroleum and wheat and unless USAID otherwise agrees in
writing.

9. At the time the letter of credit is opened, the Approved
Applicant Bank(s) shall collect the full local currency
equivalent value of the letter of credit, or extend credit
terms to the client in accordance with the bank's own
internal policies and procedures and at the bank's risk. The
local currency payment for a specific transaction shall be
calculated at the most favorable rate of exchange which, at
the time the conversion is made, is not unlawful in Liberia.

10. Th~ Approved Applicant Bank(s) shall be entitled to collect
normal fees and commissions, i.e., letter of credit fees, on
transactions financed under the CIP. Such fees and
commissions shall be for the--account of the irItP_orter and will
not be financed under the CIP.

11. The Approved Applicant Bank(s) shall be indebted to the
Government of Liberia for the local currency equivalent of
the face amount of each letter of credit opened under the
CIP, calculated at the mDst favorable rate of exchange which,
at the time the conversion is made, is not unlawful in
Liberia.
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The Approved Applicant Bank(s) shall pay into the lIS pec ial
Account " , established for deposit of local currency generated
by the eIP, all local currency collected or due for letters of
credit opened under the eIP, immediately or not more than five
(5) working days from the date the letter of credit was
opened. In addition, the Approved Applicant Bank(s) will pay
into the lIS pec ial Account ll on the same date, fifty percent
(50%) of the lie local opening and other fees collected from
importers with respect to transactions financed under the CIP.
The remaining fifty percent (50%) of the fees collected shall
be retained by the Approved Applicant bank as a fee for
administrative services associated with implementing the GIP.
Due to the need to adhere to the recommendation of the U.S.
Government Accounting Office (GAO), the IIS pec ial Account ll will
be established with a U.S. commercial bank, Citibank.

In the case of petroleum, an additional payment into the
special account will be required. Since the wholesale price of
petroleum is much greater than the price at which petroleum is
purchased, the importer will be required to make an additional
deposit into the special account within 60 days of arrival of
the petroleum at port. This additional time is to give the
importer time to sell the product. The additional deposit will
be equal to the established wholesale value minus the following
costs: CIF value of product valued in local currency (Which
has already been deposited); fifty percent of the fees and
commissions collected by the Approved Applicant Bank(s) (which
has already been deposited); lPRC charges and fees; and charges
and fees assessed by the private sector importer to cover its
costs of operations. The wholesale value and those charges and
fees assessed by lPRC and the private sector importer will be
agreed to in writing by USAID, the GOl, and the importer before
an lie is issued.

12. USAID will furnish the Chairman of the EFMC, or hislher
designee, a quarterly report showing all proposed private
sector transactions concurred in by USAID.

13. Approved Applicant Bank(s) shall meet the follOWing reporting
requirements:

a. a copy of all letters of credit issued under the CIP
shall be forwarded to USAID, not latter than 30 days
aft e r 0 pen i ng ; -~ ,. _

b. A copy of all amendments to letters of credit issued
under the CIP, i.e., those that deal with major
conditions such as value, quantity, validity, terms,
etc., shall be forwarded to USAID not later than 30
days after iss~ance.
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c. A detailed monthly statement, showing all new letters
of credit opened or new amendments issued during the
period covered, shall be submitted to USAID not later
than the 15th day of the following month;

d. A quarterly statement showing all local currency
collected or due against the face value of letters of
credit opened, the amount of local currency collected
in L/C local opening and other fees for each
transaction financed under the CIP, and the additional
deposits due to the import and sale of petroleum under
the CIP.

The quarterly statement shall also show the amount of
10caI currency deposits made into the "S pec ial
Account" during the reporting period. The statement
shall be sent to USAID not later than the 15th day of
the month following the end of the quarter.

14. The private, commercial bank in which the "Spec ial Account ll is
located, will ensure that the "S pec ial Account ll can at all times
be operated in cash. The bank undertakes to request a full cash
payment from the importer and to hold this cash in a separate
vault at the disposal of the GOl.

The Government of Liberia agrees that the balances in the
Special Account will not be subject to the 8% non-interest
bearing portion of the excess balances, for the special service
provided by the bank of assuring full monetization of the
Special Account balances.

The bank will provide the Ministry of Finance, or its designee,
and USAID, monthly account statements indicating deposits,
withdrawals, and account balance. In addition, the bank will
report interest earned or due on lISpecial Account ll deposits.
Such interest earned will be deposited in the lISpecial Account".

15. USAID will provide banks participating in the CIP with copies of
AID Regulation 1, AID Commodity Eligibility Listing and the AID
Commodity Procurement Instructions (CIP) for the AID CIP Grant.
In addition, USAID is prepared to conduct seminars and/or
briefings with bank officials to explain the responsibilities of
the banks in implementing tne("'CIP. . -~,._
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16. Banks participat~ng in the CIP will be responsible for
executing the provisions contained in this 1I0pera ting
Circular ll

• In the event of willful or flagrant violation of
any of the provisions of the 1I0pera ting Circular ll

, or
applicable AID regulations, on the part of a participating bank
or importer, the Ministry of Finance and USAID may jointly
agree to:

a. place the offending party on probation for a
specific period of time; or

b. prohibit the offending party from future
participation in the CIP, and/or;

c. require the offending party to reimburse AID in
U,S. dollars, or the Government of Liberia in local
currency, for the amount of funds advanced under the
CIP, or applicable to the l1S pec ial Account ll

•

Signatures:

U.S.A.I.D.

Chairman, EFMC

Participating Bank
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ANNEX H
U.S. EXPORTS TO LIBERIA IN KEY COMMODITY AREAS

BY SITC SECTIONS

IMPO~.TS 1984 % 1985 _ % 1986 ....J_

FOOD & BEVERAGES 38,379,331 47.0 43,159,802 58.0 41,627,171 64.0

FUEL & LUBRICANTS 2,919,587 3.5 48,518 0.1 448,820 .7

MACHINERY & CAPITAL 16,493,256 20.0 10,880,642 14.7 7,829,277 12.0
EQUIPMENT

TRANSPORT EQUIPMENT 3,897,404 4.7 3,331,475 5.0 2,087,401 3.2

CHEMICALS 6,415,872 7.8 3,832,517 5.2 2,858,541 4.4

ELECTRICAL GOODS 1,918,288 2.0 2,062,076 3.0 1,311,919 2.0
& PARTS

COMMODITIES NOT
CLASSIFIED BY
TRANSACTIONS 11,976,262 ~~ 10,533,~88 14.0 9,10~~871 li~

TOTAL $82,000,000 100.0
=========== =====

$73,800,00 100.0 $65,268,000 100.0
========== ===== =========== =====

Source: Ministry of Planning and Economic Affairs, External
Trade of Liberia.



-78-

SUMMARY OF POTENTIAL END USERS OF CIP ON ANNUAL BASIS

TOTAL FX REQUIREMENTPRIVATE SECT9R

FIRMS
CEMENCO
ROBERT BRIGHT & SONS
PARKER INDUSTRIES INC.
NATIONAL MILLING CO.
RAINBOW INSUSTRIES INC.
MEZBAU INC.
LIPCO GROUP OF COMPAN[ES
PETROL.EUM

TOTAL

$
5,000,000.00
1,603,800.00
1,098,447.00
1,980,000.00

720,000.00
1,367,000.00

514,000.00
45,000,000.00

$55,303,247.00
-----_._ .._-----------_ ..... _------

FX OBTAINABLE UNDE~..__CIP

$
500,000.00
178,800.00
20,474.00

1,980,000.00
- 0 -
- 0 -

514,000.00.
2,000,000.00

$5,193,274.00
:::::::::::::::::==::::::::::::::::::===

PUBLIC SECTOR

FIRM
LIBERIA TELECOMMUNICATON CORP.
LIBERIA WATER & SEWER CORP.
LIBERIA ELECTRICITY CORP.

TOTAL

$
2,000,000.00

688,000.00
3,183,000.00

$5,871,000.00
==::::::::=:::::::::::::::::::::::=::::::=:::::::

$
1,375,000.00
-* 0 

2,462,000.00

$3,837,000.00
::::::::=:===::::==:::::::::==

*Because of its inability to generate local currency,
the Company will be unable to utilize CIP Funds
although its commodities are eligible under CIP.
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ANNEX I
PRIVATE SE_CTOR CIP PROC~DURE$

1. After AlDis internal approval process is completed, a Grant
Agreement is signed between USAID and the Government of
Liberia which is the basis to establish a Commodity Import
Program (eIP).

2. One or more private commercial bank(s) are nominated by USAID
and, with the approval of the Government of Liberia, are
selected to act as Approved Applicant Bank(s) (Letter Of
Credit Bank).

3. The Approved Applicant Bank(s) nominates its U.S.
Correspondent Bank to act as the AID Letter Of Commitment
Bank. (L/COM Bank).

4. After meeting all Conditions Precedent (CPls) to
disbursement, the Government of Liberia (Ministry of Finance)
submits a Financing Request (FR), Form AID 1130-2, TO
AID/WASHINGTON, through USAID/LIBERIA, which requests a
Letter of Commitment (L/COM) be opened by AID/WASHINGTON in
favor of the designated U.S. L/COM Bank.

5. When the L/COM is opened, it is the authorization for the
Approved Applicant Bank(s) to open Commercial Letters of
Credit.

6. Liberian Importers contact U.S, commodity suppliers and
request quotations (proforma invoices). In the case of
petroleum, offers from non U.S. suppliers would be obtained.
Suppliers submit offers directly to importers.

7. The importer selects the supplier after analyzing offers.

8. The importer goes to the Ministry of Commerce, Industry and
Transportation (MCIT) and obtains and completes a Government
of Liberia Import Permit/Declaration Form (IPD).

9, The importer pays the National Bank of Liberia a
non-refundable import fee equivalent to 1.5% of the cif value
of commodities to be imported or $120.00, which ever is
higher. Import fees are not.--eligible for financing under the
C I P . - --- . -~ ~ -
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10. After completion of the IPD Form and payment of the import
fee, the IPD Form, the official fee receipt, and three
copies of the suppliers proforma invoice are forwarded to
MCIT, Division of Foreign Trade.

11. MCIT, Division of Foreign Trade' approves the importation
and determines whether or not the commodities are subject
to pre-Shipment/inspection by Societe Generale De
Surveillance S. A. (SGS). (Import of commodi ties wi th
F.O.B. value less than $3,000 may be exempted. Inspection
is waived for the Concessions and Chick Importers).

12. The importer takes his approved IPD Form to the Approved
Applicant Bank(s) and applies for a Letter of Credit.

13. The Approved Applicant Bank(s) reviews the transaction to
make an initial determination if it is eligible for
financing under the CIP Grant. The following criteria
will be utilized:

a. Eligible Importer - Firms that are, to all intents
and purposes, private in ownership and management

b. Eligible Commodity - eligible in accordance with
AID Commodity Eligibility Listing.

c. Country Source and Origin - AID Code 000 - liThe
United Sta'\::.es".

d. Value of Transaction - $10,000 minimum LIC Value
except for spare parts and $250,000 maximum LIC
value, except for wheat and petroleum.

14.

15.

The Approved Applicant Bank(s) forwards importer
application to USAID, if it determines the CIP eligibility
criteria are met.

After USAID confirms the Approved Applicant Bank(s)
initial determination and, in addition, finds that the
proposed transaction is not at variance with USAID
development priorities, it will return the application to
the Approved Applicant Bank(s) with a "Letter of No
Objection."

...
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16. The Approved Applicant Bank(s) notifies the importer that
his application for financing the transaction under the
USAID CIP has been approved.

17. The importer pays the Approved Applicant Bankes) the U.S.
dollar value of the L/C in Liberian dollars at the most
favorable rate of exchange which, at the time the
conversion is made, is not unlawful in Liberia, or makes
proper credit arrangements according to the banks
requirements.

18. Based on a prior agreement with USAID and the Government
of Liberia, the Approved Applicant Bank(s) deposits the
local currency into a "S pec ial Account" immediately, or
within five work days, from the date of L/C opening.
Funds in the Special Account will be used for such
purposes as described in a IlMemorandum of Understanding"
between AID and the Government of Liberia. In the case of
petroleum an additional deposit will be required as
outlined in the operating circular.

19. The Approved Applicant Bank(s) transmits the L/C to the
U.S. L/COM Bank. The L/C will specify required supplier's
documentation (Commercial Invoice, Bill of Lading, SGS
Report of Findings, Supplier Certificate and Agreement
(AID FORM 282), application for approval of commodity
eligibility (AID FORM 11).

20. The U.S. L/COM Bank notifies the supplier that they are in
possession of an irrevocable L/C in his favor.

21. Supplier applies to the AID/W Office of Procurement for
AID FORM 11 Approval (Approval of Commodity Eligibility).

22. At least ten days prior to shipment, the supplier advises
SGS where commodities may be inspected and shipment date.
When pre-inspection is requested, the supplier is required
to provide SGS with relevant documentation, such as:
Proforma Invoice, Purchase Order, Letter of Credit,
Contract, Price Lists, Tender Documents, Confirmation
Advice, Product Sample, other relevant documentation.

23. Upon completion of inspecti9n~ SG~ issues a Report Of
Findings (ROF). A "Clean'Report Of Finding-sA will be
issued if the inspection is satisfactory. A "Clean ROF II
will be required by the L/COM Bank prior to making payment
under the L/C. A IINon-negotiable Report Of Findings II will
be issued if the SGS inspection reveals discrepancies. The
supplier must correct any discrepancies and receive a
I1Clean ROF" prior to submitting his L/C payment
documentation to the L/COM Bank.
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24. A copy of the SGS Report of Findings, together with a copy
of the supplier 1 s final commercial invoice is sent by SGS
to the Liberian Bureau of Customs and Excise, who
establishes the import duty to be levied.

25. Supplier ships commodities to the Liberian Importer. Only
U.S. Flag vessels are eligible for financing under the eIP
Grant.

26. When the supplier has obtained an On-Board Bill Of Lading,
he assembles all necessary payment documentation required
in the L/C, and presents it to the L/COM Bank for Payment.

27. L/COM Bank pays supplier.

28. The L/COM Bank dispatches documents and advice of payment
to the Approved Applicant Bank(s) in Liberia.

29. The L/COM Bank forwards the suppliers documents to the AID
Finance Office in New York for reimbursement against the
Letter of Commitment. Documents are then sent to the
AID/W Office Of Procurement for post-aUdit.

30. Upon receiving advice of payment, the Approved Applicant
Bank(s) notifies the importer and provides him with the
negotiable instruments required to secure the release of
his commodities from customs.

31. When the commodities arrive in Liberia, they are unloaded
into warehouses or storage sites in the port area. The
importer, or his freight forwarder, clears goods through
the port.

32. Importer pays custom duties and is then free to move the
commodities directly into the ma'rket.

33. USAID monitors commodity arrival and disposition from the
agreement stage through shipment, arrival in and release
from customs, and acceptance by the importer. The
monitoring system will reflect the utilization (Sale) of
AID financed dollar exchange, the local currency dollar
equivalents collected therefrom, the dollar value of
commodities shipped, (as repr§!sented by the value of
advance documentation forw&rded b~ supplier•.to the
Commercial Bank(s)), or the commodities released to
importers (as developed by customs). In addition, USAID
will conduct sample end-use checks on private importers.
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34. Importers should ensure that goods are promptly cleared
from customs upon entering Liberia. In no event should
such goods remain in customs for a period in excess of 60
calendar days from the date of their arrival (GOL
regulations state that goods are subject to confiscation
after 60 days). Importers shall also ensure that goods
imported under the eIP are consumed, used, or sold not
later than one year from the date they are removed from
customs. unless a longer period can be justified to the
satisfaction of USAID by reason of force majeure. or
special market conditions or other circumstances.

35. Under the terms of the eIP, importers shall permit USAID
or any of its authorized representatives at all reasonable
times during the 3-year period following the date of
payment by AID for the commodities, to inspect the
commodities at any point. including the point of use and
to inspect all records and documents pertaining to such
commodities.
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ANNEX J
PUBLIC SECTOR CIP PROCEDURES

1. After AID's internal approval process, a grant agreement is
signed between USAID and the Government of Liberia, which
is the basis to establish a commodity import program (CIP).

2. One or more private commercial bank(s) are nominated by
USAID and, with the approval of the Government of Liberia,
are selected to act as Approved Applicant Bank(s) (Letter
of Credit Banks).

3 The Approved Applicant Bank(s) nominates its U.S.
Correspondent bank to act as the AID Letter of Commitment
Bank (L/Com Bank).

4. After consultation and approval of USAID, specific dollar
amounts are allocated from the public sector portion of the
CIP to individual governmental units by the Ministry of
Finance.

5. The Chairman of the EFMC submits a Financing Request, Form
AID 1130-2 (FR) to AID/Washington, through USAID/Liberia,
which request Letter of Commitments (L/Coms) be opened by
AID/Washington in favor of the designated U.S. L/Com Bank.
A separate Financing Request (FR) is submitted for each
individual governmental unit, in the specific dollar amount
of its CIP allocation.

6. When the L/Com is opened, it is the authorization for the
Liberian Approved Applicant Bank(s) to open Commercial
Letters of Credit requested by the GOL Unit.

7. The GOL Unit prepares technical specifications and general
terms and conditions for an Invitation For Bid (IFB).

8. TheGOL unit transmits IFB (tender), with technical
specifications, to USAID/Liberia. USAID reviews IFB,
making recommendations for alterations/changes that are
within the technical competence of Mission Staff.

9. After final agreement betweftn_GOL unit and USAID on IFB
contents, the draft IFB is-forwar~ed to the-~ID/W Office Of
Procurement.

10. AID/W Office of Procurement reviews the IFB to assure that
the terms and conditions include all mandatory AID terms
and conditions, and conforms to other AID standards.
Specifications are rev~ewed to assure they are complete,
are in compliance with U.S. standards and are not so
restrictive that they prohibit adequate competition between
suppliers.
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11. If the IFB terms and conditions must be amended, AID/W
informs USAID, usually by cable. USAID discusses the
proposed changes with the GOl Unit. If changes present no
significant difficulties, USAID cables AID/W its
concurrence.

12. AID/W Office of Procurement assembles IFB in Final Form and
reproduces sufficient copies for distribution to interested
suppliers.

13. When the IFB is ready for distribution, AID/W notifies
USAID by cable of the proposed Bid Opening Date (BOD) and
request concurrence of USAID and the GOl Unit.

14. After the BOD and location for bid opening are established,
the AID/W Office of Procurement request that the AID/W
office of Small and Disadvantaged Business Utilization
advertise the procurement in the IIAID Financed Export
Opportunities Bulletin. 11 In most cases, a minimum period
of 45 days is required between the date of advertising and
the BOD.

15. Interested suppliers request a copy of the IFB in writing
to the AID/W Office Of Procurement. Copies are mailed to
prospective suppliers.

16. Suppliers submit sealed bids to the address/location
specified in the IFB prior to the hour of the day indicated
for bid opening. Depending on whether the bids will be
opened in the U.S. or in Liberia, the address/location
might be the Liberian Embassy in Washington, D.C. or the
GOl Unit's Office in liberia.

17. The GOl Unit or Embassy will assure that all envelopes
containing supplier bid packages are secure and remain
sealed until the bids are "publicly opened II at the formal
bid opening.

18. At the hour and day specified, the public bid opening is
conducted at the location indicated in the IFB. This may
be at the Liberian Embassy in Washington, D.C., or an
appropriate room in the GOL Unit's Offices in Liberia.
A GOl Official will conduct~tDe bid opening; open and read
bids. The reading will usGally b~ confined~ko a recital of
name of bidder, items and quantity offered, inclusion of
bid bond, and price. A USAID Officer(s) will be present to
observe the bid opening and, if required, advise and assist
the GOL Officials. One copy of each bid opened should be
retained by the USAID Officer at the conclusion of the bid
opening to assure that every bid is considered during the
evaluation process and that no bid is later altered or
modified in any way.
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19. The GOL Unit evaluates all bids within the time frame
specified in the IFB for the suppliers bid price to remain
firm and the bid bond to remain valid. The GOl Unit's
technical staff prepares an abstract of bids, and
identifies the bidder who they consider is lowest in price
and whose bid is responsive to the specifications and terms
and conditions of the IFB.

20. After its bid evaluation is completed, the GOl unit submits
the bid abstract and recommendation for award to USAID for
review. USAID will have completed its own informal review.
If there is no dispute, USAID concurs in the award to the
lowest responsive bidder.

21. The GOl Unit notifies the successful bidder of the award
and promptly releases all bid securities from unsuccessful
bidders. USAID cables the AID/W Office of Procurement the
bid results.

22. The successful bidder submits his performance bond to the
GOl Unit and his bid bond is released. The GOl Unit signs
and issues a purchase contract that conforms to IFB terms
to the supplier.

23. The GOl Unit proceeds to the Approved Applicant Bank(s) and
opens a letter of Credit in favor of the supplier, and pays
the bank the U.S. dollar value of the l/C in Liberian
dollars at the most favorable rate of exchange which, at
the time the conversion is made, is not unlawful in
Liberia, or makes proper credit arrangements according to
the banks requirements.

24. Based on prior agreement with USAID and the Government of
Liberia, the Approved Applicant Bank(s) deposits the local
currency into a nSpecial Account" immediately or within
five work days after the opening of the L/C. Funds in the
"Special Account" will be used for such purposes as
described in a "Memorandum of Understanding" between AID
and the Government of Liberia.

25. The Approved Applicant Bank(s) transmits the L/C to the
U.S. l/Com Bank .. The l/C will specify required supplier1s
documentation (Commercial IpvQice, Bill of Lading, Supplier
Certificate and Agreement-~ AID Form 282, Application for
Approval of Commodity Eligibility -AID Form 11).

26. The U.S. L/Com Bank notifies the supplier that they are in
possession of an irrevocable L/C in his favor. The l/Com
Bank confirms the L/C.

27. The supplier applies to the AID/W Office Of Procurement for
AID Form 11 approval (Approval of Commodity Eligibility).



-87-

28. After receipt of Form 11 approval, the supplier prepares
commodities for shipment. If the award was made on a CIF
basis, the supplier books the shipment on a Code 000 (US)
or Liberian Flag vessel. If award is FAS or FOB port, the
supplier notifies the GOl Unit when the commodities will be
available for shipment. The GOl Unit books the shipment on
a U.S. Flag vessel and notifies the supplier of the port of
loading and the shipping date.

29. The supplier transports the commodities to the port of
loading and obtains an On-Board Bill of lading. He
assembles all other necessary payment documentation
required in the l/C, and presents it to the l/Com Bank For
Payment.

30. The l/Com Bank pays the supplier and dispatches documents
and advice of payment to the Approved Applicant Bank(s)
liberia.

31. The l/Com Bank forward the suppliers documents to the AID
Finance Office in New York for reimbursement against the
letter of Commitment. Documents are then sent to the AID/W
Office of Procurement for post audit.

32. Upon receiving advice of payment, the Approved Applicant
Bank(s) notifies the GOL Unit and provides it the
negotiable instruments required to secure release of the
commodities from customs.

33. When the commodities arrive in liberia, they are unloaded
into warehouses or storage sites in the port area. The GOL
Unit, or its freight forwarder, clears commodities through
the popt, and is free to move them to its own facilities.

34. The GOl Unit releases the suppliers' performance security
(bond).

35. USAID monitors commodity arrival and disposition from the
agreement stage, through shipment, arrival in and release
from customs, and acceptance by the GOL Unit. The
monitoring system will reflect the utilization (sale) of
AID Financed U.S. dollar exchange, the local currency
dollar equivalents collected therefrom, the dollar value of
commodities shipped (as represented by the -~alue of advance
documentation forwarded by suppliers to the Approved
Applicant Bank(s), or the custom records of commodities
released to the GOl Unit(s). USAID will conduct periodic
end-use checks of the GOl Unites) to assure CIP Financed
commodities are being utilized for the purpose intended.
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ANNEX K
MEMORANDUM OF UNDERSTANDING

COMMODITY IMPORT/PROGRAM (CIP)
A.I.D. GRANT NO. 669-0214

SPECIAL ACCOUNT

Prior to the first disbursement of U.S. dollars under the Grant, the
Government of Liberia (GOl) is required to provide AID evidence that
a IISpecial Account" has been set up in a bank agreed to by AID and
the Grantee 1 s authorized representative. In addition, prior to
disbursement of local currency from the Special Account, the Grant
Agreement requires that criteria and procedures for disbursement be
mutually agreed upon by AID and the GOl and that such criteria and
procedures be incorporated into a signed IlMemorandum of
Understanding" between the parties.

AID, acting through its duly authorized representative, The Director,
USAID/liberia and the GOl, acting through its duly authorized
representative, have caused this IlMemorandum of Understanding ll to be
signed in their names and delivered on the day and year below
written, in compliance with the Conditions Precedent specified in
Section and Section of the Grant.

The parties further agrees to the following covenants with respect to
use of local currency drawn from the Special Account:

(1) local currency will be programed to support economic
reforms or to support developmental purposes which AID and
the GOL mutually agree to; and

(2) priority will be given to supporting policies aimed at
civil service reform, redlAcing the budget deficit, and
restraining public expenditures.

It is expected that all transactions, both private and public,
financed by the CIP will generate counterpart local currency to be
deposited in a special account, with the following exception:

(1) up to seven percent ($350,000) of the first
disbursement is set aside for financing technical
assistance and training activities directly related to
commodity procurement and CIP implementation. However,
approximately only five percent of tot~l eIP funding of
$16.185 million ($800,000) will be used over the life of
the program. Any unencumbered balances of funds which
remain in the technical assistance set aside one year
after the Grant Agreement date may be reallocated to the
private or public sector as agreed to by the Parties; and
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Importers will make 100% payment in local currency with the Approved
Applicant Banks(s) at the time of opening the Letter of Credit
(l/C). The Approved Applicant Bank(s) will then deposit the local
currency collected in the Special Account immediately, and in no case
later than five working days from the date of l/C opening. The
exchange rate applicable to CIP transactions is the most favorable
rate of exchange which, at the time the conversion is made, is not
unlawful in Liberia.

It is hereby agreed by the Parties that the Special Account will be
setup and located in Citibank, N.A., P.O. Box 280, Monrovia,
Liberia. The Parties agree that the bank account established will be
solely for the receipt of cash generated by the CIP and such proceeds
may not be co-mingled with other funds from whatever source. Should
any interest be earned on the Special Account, such interest will be
treated as though it were principal. Citibank will pay half of the
l/C local opening and other fees and commissions into the Special
Account, which will then be treated as though it were principal.

In the case of petroleum, an additional payment into the special
account will be required. Since the wholesale price of petroleum is
much greater than the price at which petroleum is purchased, the
importer will be required to make an additional deposit into the
special account within 60 days of arrival of the petroleum at port.
This additional time is to giue the importer time to sell the
product. The additional deposit will be equal to the established
wholesale value minus the f6110wing costs: CIP value of product
valued in local currency (which has already been deposited); fifty
percent of the fees and commissions collected by the Approved
Applicant Bank(s) (which has already been deposited); LPRC charges
and fees; and charges and fees assessed by the private sector
importer to cover its costs of operations. The wholesale value and
those charges and fees assessed by LPRC and the private sector
importer will be agreed to in writing by USAID, the GOl, and the
importer before an LIC is issued.

To insure that the Special Account can at all times be operated in
cash, Citibank will hold the full balance of the account in cash in a
separate vault, subject to withdrawal at any time during normal
business hours. The balances in the Special Account will not be
subject to the 22% reserve requirement, nor subject to the 8%
non-interest bearing portion of tbe_excess balance, in recognition of
the special service provided by-Citibank of assuri~g full
monetization of the Special Account balances.
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The local currency cash representing the deposits to this Special
Account, and to be held in a separate vault by Citibank, will not be
subject to withdrawal except for uses as agreed upon by the parties.
Exclusive joiht signature authority over the Special Account will be
held by the Chairman of the Economic and Financial Management
Committee and by the USAID Director or their designee(s). Funds may
be withdrawn from the account only upon joint signing by the two
individuals holding joint signature authority.

The individual currently holding the office of the Chairman of the
Economic and Financial Management Committee is Honorable John G.
Bestman. The individual currently holding the position of USAID
Director is Mary C. Kilgour. Their specimen signatures are enclosed
as an attachment to this Memorandum of Understanding.

Citibank will provide the Parties, or their designee, a monthly
Special Account statement, indicating deposits, withdrawals, and
account balances.

SIGNED THIS DAY OF _______,1987

DIRECTOR
U.S.Agency For International Development
Monrovia, Liberia

VICE PRESIDEN1-::
CitiBank
Monrovia, Liberia

Chairman, EFMC
Government of Liberia
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ANNEX L
ADMINISTRATIVE BUDGET

The Commodity Management Officer (CMO) will be responsible for
advising and assisting the Mission. responsible GOL
representatives. and participating bank(s) on procurement and
shipping requirements which are needed to implement the CIP.
The Officer will be supervised by the Supervisory Program
Economist. Representative duties include, but are not limited
to:

1. Advises and assists in drafting agreements and
implementing documents; provides guidance and information
on AID procurement requirements. rules and regulations;
prepares and processes required documents; and monitors
all phases of the eIP to assure compliance with all U.S.
Government and AID requirements.

2. Assists in the development and installation of end-use
checks and controls to assure effective commodity
utilization. Establishes procedures for prompt settlement
of irregularities, such as improper specifications and
illegal bids or awards; and assists in investigations, and
prepares documentation and recommendations for corrective
action. Advises on or establishes procedures for prompt
settlement of loss, damages, theft and other claims.

3. Assists in the establishment of a reference library to
include: supplier catalogs, applicable AID procedural
directives, U.S. Federal and other specifications, GSA
issuances, certain DOD issuances, and other technical
references in procurement and supply management. Provides
guidance in the design and prepa~ation of publications for
issuance by the mission or the cooperating country
government such as manuals, handbooks, and instructions on
purchasing, shipping, receiving, storage, accountability,
inventory management, warehousing. and other supply
management activities.

4. Attends local meetings of businessmen, trade shows,
exhibitions, etc. Is available to speak before such
groups and make presentations to promote the CIP.

In support of the CMO, a fUlltime'FSN will-b& hired. Funding
is also provided for related short-term technical assistance
and training directly related to commodity procurement and CIP
implementation. All technical assistance will be contracted
for and managed by the Mission.
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us PSC 36 Months

31,900

21,000

= $135,000
33,750
14,700
12 / 065
27,000

- Ship to Post

Salary $45,000
Post Diff. 25%
COLA 4,900
FICA 7.15%
Education Allowance 9,000
Post Assign. Costs - Air 'rravel

R/T(3,000 x 7)

(5) 10,500)
(A) 2,450)
(V) 3,000)

- Return to U.S.
Storage
In-Country Travel and Transport
Mi s c. Cos t s ( Ins, etc.)

47,900
9,600
5,000

12,050

Sub-total 350,000

Local Support Costs
Housing 1000 mo x 40 mo
Utilities 875 mo x 40 mo
Guard Servo 19,000 x 40 mo
Maint. 500 x 40 rno

Total U.S. PSC Costs

$40,000
35,000
63,200
20,QOO 158,4.90

$508,200

Salary
Transp.
Fringe Benef'. 8%

FN PSC--_.- 36 months
Yr.1
$14,439

338
1, 155

15,932

(10/5)
Yr.2

$14,937
338

1, 193
16,468

Yr.3
16,000

400
-L. 280
17,680 $50,080

Short-Term T.A. 4 trips (60 days/30 days)

Salary 269.12 x120 days
FICA 7.15%
DBA INS. 2.49%
Air Travel $3,000/Trip x10 =
Per Diem 160 Days x $98 =
Overhead 95%
Fee 8. 1%
Misc. & Cont.

Total Costs

$32,295
2,310

805
30,000
15:680
77,035
6,570

77,025 241. Z..?O
$800,000

U.S. PSC Project Manager
FN PSC Asst. Manager
Short-term TA (IQC)

Total

$508,200
50,080

241,720
$800,000

3537K



3(A)2 - NONPROJECT ASSISTANCE CHECKLIST

The criteria listed in Part A are applicable
generally to FAA funds, and should be used
irrespective of the program's funding source.
In Part B a distinction is made between the
criteria applicable to Economic Support Fund
assistance and the criteria applicable to
Development Assistance. Selection of the
criteria will depend on the funding source for
the program.

A. GENERAL CRITERIA FOR NONPROJECT ASSISTANCE

1. FY 1987 Continuing Resolution Sec. 523;
FAA Sec. 634A. Describe how authoriza
tion and appropriations committees of
Senate and House have been or will be
notified concerning the project.

2. FAA Sec. 6l1(a)(2). If further legis
lative action is required within reci
pient country, what is basis for rea
sonable expectation that such action
will be completed in time to permit
orderly accomplishment of purpose of
the assistance?

3. FAA Sec. 209. Is assistance more effi
ciently and effectively provided through
regional or multilateral organizations?
If so, why is assistance not so provi
ded? Information and conclusions on
whether assistance will encourage deve
loping countries to cooperate in re
gional development programs.

4. FAA Sec. 60l(a). Information and con
clusions on whether assistance will en
courage efforts of the country to: (a)
increase the flow of inte~na~ional

trade; (b) foster private initiative
and competition; (c) encourage develop
ment and use of cooperatives, credit
unions, and savings and loan associa
tions; (d) discourage monopolistic
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ANNEX M

A congressional
Notification was
sent to congress
in September 10. 1987

No such action is
required

N/A

(a)This CIP will
stimulate trade
between the U.S.
and Liberia.
(b) 65% of CIP
will be reserved
for the private
sector.
(c) N/A
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practices; (e) improve technical effi
ciency of industry, agriculture, and
commerce; and (f) strengthen free labor
unions.

5. FAA Sec. 60l(b). Information and con
clusions on how assistance will encou
rage u.S. private trade and investment
abroad and encourage private u.S. par
ticipation in foreign assistance pro
grams (including use of private trade
channels and the services of u.S. pri
vate enterprise).

6. FAA Sees. 612(b); FY 1987 Continuing
Resolution Sees. 507, 509. Describe
steps taken to assure that, to the
maximum extent possible, foreign cur
rencies owned by the U.S. are uti
lized in lieu of dollarsto meet the
cost of contractual and other ser
vices.

7. FAA Sec. 6l2(d). Does the u.S. own
excess foreign currency of the coun
try and, if so, what arrangements
have been made for its release?

8. FAA Sec. 60l(e). Will the assistance
utilize competitive selection proce
dures for the awarding of contracts,
except where applicable procurement
rules allow otherwise?

9. FAA 12l(d).If assistance is being
furnished under the Sahel Develop
ment program, has a determination
been made that the host government
has an adequate system for account
ing for and controlling receipt and
expenditure of A.I.D. funds?

(d) elP promotes
competition
(e) Equipment and
spare parts
imported under
CIP will increase
efficiently of
recipients.
(f) N/A

This CIP will be used
primarily to fund
the sale of u.S.
commodities to the
private and public
sector in Liberia

N/A

N/A

Yes

N/A

10. FY 1987 Continuing Resolution Sec. 532. No
Is disbursement of the assistance con
ditioned solely on the basis of the po
licies of any mul~ilateral institution?
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B. FUNDING CRITERIA FOR NONPROJECT ASSISTANCE

1. Nonproject Criteria for Economic Support
Fund

a. FAA Sec. 531(a). Will the assis
tance promote economic and political
stability? To the maximum extent
feasible, is this assistance consis
tent with the policy directions, pur
poses, and programs of Part I of the
FAA?

b. FAA Sec. 531(e). Will assistance
under this chapter be used for milita
ry or paramilitary activities?

c. FAA Sec. 531(d). Will ESF funds
made available for commodity import
programs or other program assistance
be used to generate local currencies?
If so, will at least 50 percent of
such local currencies be available to
support activities consistent with
the objectives of FAA sections 103
through 106?

d. ISDCA of 1985 Sec. 205. will ESF
funds made available for commodity
import programs be used for the pur
chase of agricultural commodities
of united States-origin? If so, what
percentage of the funds will be so
used?

e. ISDCA of 1985 Sec. 801. If ESF
funds will be used to finance imports
by an African country (under a commo
dity import program or sector pro
gram), will the agreement require that
those imports be used to meet long
term development needs in those coun
tries in accordance with the follow
ing criteria:

-"'-;r- _

(i) spare parts and other imports
shall be allocated on the basis of
evaluations, by A.I.D., of the
ability of likely recipients to use
such spare parts and imports in a
maximally productive, employment
generating, and cost-effective way;

Yes

No

Yes

Yes, approximately
18% to 20% will be
used to purchase
agricultural
commodities

Yes



-96-

(ii) imports shall be coordinated
with investments in accordance with
the recipient country's plans for
promoting economic development.
A.I.D. shall assess such plans to
determine whether they will effec
tively promote economic development;

(iii) emphasis shall be placed on
imports for agricultural activities
which will expand agricultural
production, particularly activities
which expand production for export or
production to reduce reliance on
imported agricultural products;

(iv) emphasis shall also be placed
on a distribution of imports having
a broad development impact in terms
of economic sectors and geographic
regions;

(v) in order to maXlmlze the like
lihood that the imports financed
by the United States under the ESF
chapter are in addition to imports
which would otherwise occur, consi
deration shall be given to histori
cal patterns of foreign exchange
use;

(vi)(A) 75 percent of the foreign
currencies generated by the sale of
such imports by the government of the
country shall be deposited in a
special account established by that
government and, except as provided in
subparagraph (B), shall be available
only for use in accordance with the
agreement for economic development
activities which are consistent with
the policy directions of section 102
of the FAA and which are the types of
activities for which....as..sistp,nce may
be provided under sections 103 througW'
106 of the FAA;

(B) the agreement shall require that
the government of the country make
available to the United States
Government such portion of the amount
deposited in the special account as
may be determined by the President
to be necessary for requirements of
the United States Government.

Yes

Yes

Yes

Yes

(a) Yes
(b) Yes

Yes



•
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f. ISDCA of 1985 Sec. 207. Will ESF
funds be used to finance the construction
of, or the operation or maintenance of,
or the supplying of fuel for, a nuclear
facility? If so, has the President cer
tified that such country (1) is a party
to the Treaty on the Non-Proliferation
of Nuclear Weapons or Weapons in Latin
American (the "Treaty of Tlatelolco"),
(2) cooperates fully with the IAEA,
and pursues nonproliferation policies
consistent with those of the United
States?

g. FAA Sec. 609. If commodities are to
be granted so that sale proceeds will ac
crue to to the recipient country, have
Special Account (counterpart) arrange
ments been made?

h. FY 1987 continuing Resolution. If
assistance is in the form of a cash
transfer to any country which receives in
excess of a total of $5 million as cash
transfer assistance in the current fiscal
year: (a) are all such cash payments to
be maintained by the country in a sepa
rate account and not to be commingled
with any other funds? (b) will all lo
cal currencies that may be generated
with funds provided as a cash transfer
to such a country also be deposited in
a special account to be used in accor
dance with FAA Section 609 (which re
quires such local currencies to be made
available to the U.S. Government as the
U.S. determines necessary for the re
quirements of the U.S. Government, and
which requires the remainder to be used
for programs agreed to by the U.S.
Government to carry out the purposes
for which new funds authorized by the
FAA would themselves be available)?

2. Nonproject Criteria for Development
Assistance

No

Yes, special account
will be established.

N/A

N/A


