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Executive Surnnary
 

The President has made a clear statement of Mi . deveIopmrent
 

pol icy in tha t the nations of the world sho ld 1u - to
 

s
Prji,,at: ac - the and ci %,:;- cr r capital technoi,: ,gj 1 V : , : 

about economic growth. The is based the be! iepal icy un st rang 


in free markets as well as the realization that the U.S. can not
 

afford ;o provide the level of funds needei hy thse co ' ..
 

In order for tlie I.; . to stand by its commi tment co K4 p 

oations willing to help themselves, the aid dcllars must 
he ss,

to their greatest potential to attract additional resource, frm,: 

the private sector. One resource that can be used for such cv

eraging is the local currency generated fram the sale of Ti t K-e 

cornodities. Approximately an equivalent of hal f b iona 


dollars is generated each year in over thirty countries.
 

Although the historic precedents far using these funds for 

private enterprise developmrrnt is not strong, the fau lt 1 ie:: in 

neglecting the potential of these funds, and not in its , f .

iveness. Al though ce-tain conditions are placed on the use -* 

these frunds, under the current economic situation, these cordi

t ions become advantages i f they are used to lever the funds to 

attract private enterprise. 

To illustrate the u se of these for economicfunds lever.,,
 

ng, examples of financial leverage to attract external on w0 ! 

As internal capi ta I are given. Likewise, operating Ievera ,, K 

illustrated by the use of technical assistance. And final W , 



combined leverage is demonstrated in an export financing example 

and an undcrwr it ing example. 

In order to implement the economic leverage,. concept InY the 

use of local cir rencv proceeds a of T a ,-:, nurm-er reco,r-ncdi: , ai 

made. 

o 	 The authority for the Cooley loan should be clarified to 

allow the use of both U.S.-owned and country-owned Ioc, 

cur rency , 

o 	 The respons ibi I ity for Cooley loans should be returntd 

to AID to provide continuity in private enterprise 

pl ann in-g. 

o The private role of enterprise in a country's
 

development plan should be well def"ined with tangible 

targets and schedules.
 

o Countriet with good potential for private enterprise
 

development should be included in the justification for 

multi-year prograrrrrnin,.
 

o 	 A revolving fund should be established within the 

spec ia a cco tn t s t n facilitate the re I end i ng o f funds 

without going t hrough the inutua I consent process, 

o 	 Direct or impriIed linkage shou l d be es tahl i shed betw.,eer 

compl iance wi th local currency use agreement and future 

Ti t I e I 1igreernen t . 

o 	 Budget support for policy reform activities that provide 

incentives for private enterprise or to increase the
 

credit standing of the country should be made available,
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o Missions should also help estahlish investment, tech

nical, and ranagement advisory organizations to assist 

o 

new enterprises. 

All) showI d a.t as an intermediary e twee 1 1hese 

o 

organizations and the host government, providing advise 

and counsel to kcep the program on the right track., 

T o develop the operational requirements to implement 

economic leverage, a series of country studies should be 

conducted. 
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1. Introduction
 

President Reagan has made a clear statement of U.S. policy 

on development assistance, in that nations of the world mu ; looIk 

to the pr i vate sector for the capi tal and cchnn,,_ , nce ,& to 

bring about economic development. The President's position was 

based, not only on a firm belief in the free rnarl<et system, but a 

realization that the United States and other countries, can no 

longer afford to provide the same level of public assistance of 

earlier periods.
 

The worldwide economic situation has hurt both developed and
 

developing nations alike, a decade of high inflation, slow
 

economic growth, and r ising balance of payment problems have
 

causud all nations to look for means to increase their economic
 

base. This new source of economic growth must come from the pri

vate sector, if for no other reason than the fact that the public
 

sector must deal with the social problems that has resulted from
 

the prolonged period of recession.
 

This change in direction wili mean that developing nations 

must adjust their policies to attract Drivate enterprise both 

within their country and internationally. In the spirit of this 

new 1U.S. policy, our foreign assistance programs are focused on 

helping developing countries aittract business and industry that 

will generate economic growth and employment . lowv ver , funds for 

fore i gn a i d are I imi ted and so mus t he us ed to t he i r gre ates t 

potential. One source of funds that has not been used to its 

fu llest potential is the local currency generated wit h a country 

from the sale of agricultural cormnodities under the 'Food for 

Peace' program (PL-40). 
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Under the conditions of Title I of PL-480, U.S. agricultural
 

corn-odities are sold to selected countries on irng term conces

sionary terms. The cornodi ties are then sold in the re.; .ct ive 

count I ie and thzv proceeds can he used 5y thlc ht vovro ni for 

other development activities, (luring the period from collection
 

to repayment of the loan. Since the 
 sales are on concessionary 

terms, the U.S. has held that the use of these funds are part of 

the overall development assistance program, and must be approved 

by both the U.S. and the Lost government. 

In recent years these local currency proceeds have a:veraged 

around a half a billion dollars annual ly. Last year approximate

ly $545 million were generated in 32 countries.* 

Over the course of the Food for Peace Program, the U.S. has 

made loans under Title I of over $19.5 billion of which only $7.8 

billion or 40% has been repaid. These initial loans made in the 

!950's are only now reaching full maturity. Of the remaining 

$11.7 bi Ilion equivalent i:- local currencies st i I I in Ihe re

cipient countries, $5.2 billion are 
 repayable in local cur

rencies, and $6.5 bi I I ion mu s t be conver ted to dollars for 

repa mnent. (See Figure 2) 

AI though subs tant ial funds have been genera ted as a resul t 

of the Food for Peace Program, these funds have not been viewed 

as a true economic: resource. This is due in part to the struc

ture of the program and part to neglect. Food that is sold under 

The FiYS2 program for Title I loans distributed $5.,7 million
 
to 32 cotltr ies. The total country-owned lcral ctrren y proceeds

from the sale o! these corrmodi t eare expected to 
 he approxi

"1mtvly $505 mill ion after al lwing fo r the i ,:til pa, r nnt.n,! 
currencv uc payment to pa',y I.S. ob] igat ions wi th n the host 
country. (See Figure I for a hreando, n by countmy.) 
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PL-480 comes 
from the agricultural 
support program so 
the primary
 
benefit 
 to the U.S. is the 
 assistance 
to domestic larmers;
 
secondly the food is selectively use,, to -.- pp- r ,ur rign 
policy, and only residually are the proceeas from the sale of 
those goods viewed as an additional development Withresource. 

these first two 
 major national imperatives, the rna.L'i-n. use of 
the local currencies have never received the atkention to be used 
effectively. 
 Now that funds are scarce and projects that once 
were financed solely by Official Deveopmont ,rss i s tance (ODA) 
sources must now seek corrnercial financing, 
the productive 
use of
 
these local 
currencies 
has taken on greater importance.
 

At tracting private rerpri se, bot> torei ar, indi , 
undl r ,thZ current ecoiornic conditions will be a challenge. All 
the economic and political resources available to a coun- ry will 
have to be mobil ized to generate the economic growth needed to 
pull a country out o: 
the recession. 
 ne means of extending the
 
economic potential of 
available resou ces is by 
the skillful use
 
of economic ieveraging. 
 The Worid Bank and r~any rcgional nIeveI
opment 
 banks extend their capitaI base :,y co-financinty, cor, ner
cial banks syndicate their 
loans to extend their 
funds and 
other
 
financial institutions 
use various means of 
 leveraging 
their
 
reources to Mee! the needs of their cl ients.
 

The purpose 
 of this paper is to eximine the economic lever
age potntia] ot local currency' generated from the s;al of PL- ,0 0 
coy,-modi t i that can be progran-med to strimulate the grow.'z of the 
indigenous pr ivate sector and attract fKreign private entecrpr iso 
to the hus t courtry. t wi I i Ilust rate some oi L con1omiC 

.... c e o flC,n by US Io ' c:oma ra t ive 
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advantage of the local currencies. A number of questions will be
 

addressed that define
will the conditions as well 
as the expecta.. 

tions from leveraging. In the background chapter. the following 

questions wilI be considered: (1) wh t:pre. med,_. .. ; r tie 

use 
of these funds for private enterprise? (2) what authorities
 

exist or are needed? 
 (3) are adequate funds available? (4) and 

what conditions are required to attract privat," entezprise? 

In the economic leverage c hapter the pr i ar y question is 

what type of leveraging would be s ui table an.:I hov wi I I the 

conditions be met. lastThe chapter wi Il deal 
with the institu

tional arrangements necessary to implerent the economic leverage
 

concept. The prevailing question being what type of countries 

would be candidates; wha organi :a izonal st ructur e would be 

required; 
and what policy or authority would be warranted.
 

For the purpose of this study the 
following definitions and
 

limitations 
will be used. Local currency proceeds (LCP) is 

def ined as the net revenues geerated from sa Ie ofthe PL-.480 

conrnod' ties, exc I ucl i I initialthe payment and country use
 

pa , ent . The study will address funds generated fror Tit le I 
programs on ly and wi I I not specifically deal wi th Ti tle Ill 

obligations on Title I. Unless specifically stated, the owner

hip of the local currency is assumed be host
to the government, 

and o- y ovrnern t -to-governmernt transactions w I I h Addr,'.nr.sed. 

Lx ' iudJ-- f ron study wi I I thethe be wore conventioanal equity 

oarticipation of direct lending since this practice is corrmonly 

used, a is notIthourghI this due to an uridere st imat ion of i t s
 

i 1p.rtaruce. A lso only private sector leverage 
 will he considered 

fu I I y r cogn i z i ng that leverage can be achieved by using other 
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sources of ODA funds. The purpose of this 
paper being to attract
 

private sector participation.
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11. Background 

This chapter will focus 
on the factors that influence the
 

use of local currency proceeds by; examining the precedents or
 

their use to stimulate private enterprise, then i. J th-e
 

necessary conditions 
to use these funds for economic leveraging,
 

and the requireimnts of private enterprise 
to accept the leverage
 

offer.
 

A. Historic Precedents for 
the Use of Local Currency to Attract
 

Pr ivate Enter-pri se:
 

The goal of the U.S. foreign assistance programs from their
 

inception, has to
been help developing nations move towards 
free
 

mnarkets 
with private enterprise as the foundation. The frequent 

references to these terms in the principal authorizing legisla

tion is ample evidence of the intent 
of the United States.'
 

However, the use of local currency 
proceeds has not been a major 

mechanisim for or a consistent force in attaining his goal. 

Du r i thering reconstruction 
era of the ,ar s ha I 1 P1 an , Ioca 

cu r r enc i e s p I aye d a rn i no r role except for the es tab I i s hnen t o f 

the 'counterpart fund' concept. Under thi s ar rangement thsI U.S. 

pro%'ided food aid offsetting the need for foreign exchange 

r C Ui rerne n t to p u r cha se food . The I oca I cur r en c ie s generated 

Irom the sale f od te rned counterpartof the were c pnti,.-f 

This concept was extended to include couces sional sales 

during the fifties when the U.S. agr icul tural product ion expanded 

resul ting ill surpllis f ood i tockpi le, 

The Food for Peacu Pr ograrri was erac ted in 1954 to provide a 

means for the disposal of the surplus. Over $6.4 billion in sur
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plus U.S. agricultural products were shipped during 
the period 

from 1955 to 1961. Approximately 60% of the total value of these 

shipments were sold to countries by providing low interest, long

term loans repayable in non-convertible ! oca! ct crency. Thi is 

accomodation was necessary avoid havingto an %dverse impact on a 

country's foreign exchange position. 

The initial repayment of these loans dLring this period 

began accuMu'..ting in accounts in the host countries and pre

sented what was perceived as a second problem of disposal. The 

Cooley loan prograin was initiated in 1957 to make available these 

U.S.-owned local currencies to American businesses for investment 

in the recipient countries .4 The program's basic purpose was to 

dispose of the I oca I currency which, like the agriculturai sur

plus from which it was generated, was considered to be a 

burden. It was not considered for use as a tool to develop a
 

viable private sector in the host country.
 

As a result of the exclusion of private enterprise f rom 

development plans, the AID Mission was placed in the difficult 

position or evaluating complex private investmen t projects 

without an adequate criteria. It was placed in the situation of 

having U.S. businesses loo 4ing to them for economic decis ions 

while their cotunterpar in the host government was looking to 

them for political decisions. 5
 

The early sixt ies brought together the two separate forces 

in the U1.S. foreign assistance program into dual concept ofa 

aid. The surplus disposal progran was directed toward creating 

foreign markets for U.9. agricultural products while the nfra

structure development effort of the reconstruction wasera now 
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focusing 
on emerging nations. 
 The Agency for International 

Developnent 
(AID) was created during 
this period and 
a number of 
policies were rhan ed in particular 
the P1.-.480 proqr con 

Th ( of Ss , c u'c r.nc about the growlr,; !.(,c:, o pay
ments problem changed the PL-4S0 legislation 
in 1966 to require
 

repayment 
of Title I loans 
in U.S. dollars, 
or in convertible
 
local currenc', (ClCC- . The lat ter was meant 
 to be a bridge 
between non-ccuiver t ible local currency and dol lar 
repayment.* 
 In
 
fact, this change shi fted total owner sh ip of thie local currency 

proceeds to the host count r, up to the time of repayment. This 
essential ly eliminated U.S.-owned local currency and the funds 
for the Cooley loan program. U.S.-owned 
local currency dropped
 

from $1.2S9 billion in 1966 to 
only $300,000 in 1970 

The dramatic reduction in U.S.-owned local currency did not 
provide enough 
 funds to 
 meet normal obligations 
 in many
 
countries. 
 Thus, an advance 
 payment provision called the
 
currency 
use payment 
(CUP) was provided. 
 AIl though the amendinent
 
authorizes 
the use of CUP funds for 
private enterprise develop
men t (Section 1035), aiclmirnistratively it is not inc Iuded in the 
)ndget 7 One 
reason for 
 this omi ssion 
is that in 1971, the
 
Overseas 
 Pr! vat e Investment Corporation (OPIC) was formed to 
provide 
risk insurance 
to U.S. investors 
in foreign countries, 
as
 
par t ,f thir mandate, All) transferred the responsibility 
for the
 
cool: loan to OP IC, thereby cut t ing off t he use of th is 

Over the years however, the 
only difference in We ,wo types
agreen'ents 
1ave a 20 

is that the length of the matuiri tv dol ar loansyear maturity whil-
 CI'CC have £40 
yars
FY 2 approi:mately From FY80 to
S31 of ail 
Title I loans were in C. ,
oons:vque I t ly the bridge periocd is longer 
than riginal lv
ant i1 ipated. 

V 
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authority from the development planning process. This final act
 

brought to close the Cooley 
loan program as a potential tool for
 

private enterprise development.
 

The dc;ni se of the Cooley loan program, low,: . , 

prohibit the use of country-owned local currency 
from beirg used
 

to foster private enterprise. The PL-48o 
agrecment calls for 

mutual ly acceptable uses of the proceeds, thi s r rog r .:arn n g 0 

funds is a cr i t i cal part of the annlal negotiation;. However, 

the mass ive increase in food aid to sensitive countries such as 

India and IIaL istan ear i ier in thle decade caused large 

accualulation of U.S.-owned local currencies. It was believed, at 

that time, that eeleasing these funds could do damage to the host 

countries' economy and increase i n f I a t i on . As a r(:s 1i t A%1D 

changed its policy in 1972, that had required the prograrrrning of 

these funds . Although this argument was later proved to he 

erroneous,
 9 it was a matter of serious concern at the time. With 

these major problems confronting the U.S. aid program, the pri

vate sector development coriponent was of low priority.
 

A nurrbe. of critical events occurred 
in the early seventies 

that dramat i cally changeJ the U.S. foreign assistI ,c,-, policies as 

weli as our econonic pol icie . Taking each issue separately they 

prov do the preruquisite of our current sit uation. (7> Im , i;ITo 

. 17)0' the e>: or t proam t ion o f U I. agir i ctu tri, I . ,, 

.: not lif i S C e'4', W v rif salesl-ci a1 irncrea d o o w2 .r... of 

t-tal food( exp rts to developing nations, ,ivin, the i I nsiuoi 

tha L I-, ) o[ Ihe r ec: i p ien t c oun t r i e s had etner dl I rr,-m one 
sionary t m,arkt terms for food imports .l 0C (ons"'-.'i jV, t e 

President ord.red the stockpile to be reduced. 
 Khy 1971 the '.S. 
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grain stockpile was 
virtually eliminated 
(the Soviet grain pur
chases accelerated th2 
decline). 
 The situation 
chn iged abruptly,
 

wi th a series of crop fa i lures that drove up ti e \vor Id food 
prices, reducing the \'O Ilne of food avai Ia Ie 1a, p i t and 

increasing the demand for PL-qSO.
 

Inflation began erroding the 
 value of exports during this 
per iod result in q in economic stahi I i na tion pol ic es in many 
countries. 
 In the U.S. pri :e controls plus the shi ft to a 
floating, exchange rate resulted in the f I igh of in','e:stment 

capi tal to the Eurocurrency market. The f looci of funds resulted
 
in international 
 banks placing 
 loans in developir-, countries
 
without adeq-iate evidence of credi t wor t!iness. fhese funds
 
provi dled a short term re I i ef to many countrie , but increased 

their debt service levels dramatically .' 

The energy crisis quadrupled 
the price of imports, and
 
inflation erroded the value of exports resulting in 
increased
 
borrowing 
 from connercial ba nc s at floating in ter, st rates. 
Although 
official development assistance 
(ODA) increased some
what , in real terms it could not offset the impact of the world 

cl'onom(ic condi t ion. 

The deve loprmen t assistance pol i ci es of the I.S. changed 

rI I i n the mid-seventies. In the midst of t rount in 
. I e fl,.- i r r is is , t he U. S. adopted a "PBa 5;i r I luran eed
 

(NIN)approach to 
our foreign aid. 
 This approach reversed nearly
 

a.ir de-:,des Lf inst i tut ion bu i Id i ng to redirect our efforts; 
d ir c't Iv on improving the quality o; I i fe of the poorest of t he 
poor I . Th lN approac h directed O)A into 
a long range ocial 

ano rur i deve lopmren t program where the econotni 
 an,K so: ia I 
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return on these investments were in the distant future. This 

new direction did not recognize the severity of the world 

economic s ituat ion. 

As the decade ended, the econornic situation had ',,wr.,'r .:ene to 

the point of crisis in both the industrialized and developing 

nations. An international financial crisis was close at hand, 

wor Id trade had declined for the first t ime since \Vor Id War I I 

and t!he abili ty of the industrialized world tco help other 

c unt r ies was (and st i II is) seriously impa ired. Pres icienI 

,:za has dlef ined a direct ion for the U.S. development assist

ance program that will focus on the contributions of private 

enterprise to the production of new wealth in developing 

countr ies. 

Certain conclusions can be reached from looking back over 

the history of local currency proceeds and their use to stimulate 

private enterprise. First and foremost, the private sector was 

-t11tal iy integrated into U.S. development assistance 

plarin i,,. The Cooley loan program could have been a vit a part 

of the early' stages of economic development hv bringing technical 

and Ina ge:Loment ski is as wel l as capi tal to recipient countries 

that wnulid have helped stimulate economic growth. Instead t 5 e 

p riva te S:,ector was- left outside the process. 

.cond, All) overe imated the ,egat ive impact of us ing local 

currency and underest imated the posi t ive impact. The inf lat ion

lhe bigsic prernise underling the shift to the basic hunan 
needs appr-ach ha; Keen chalI leaged hy showing that thme dpvelop-
WIntuI of en ;;mo:mi f ra Iru ture ha i creased cooiio dc g Py i h in 

mi ddle inco e countr ies and has redced thel eve I .of absol to 
po rt' in these i"iimitr" i s (See .ro';wvl (8)). 
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ary scare brought about by the excess currencies in India and the
 

prevalent short-run view was thought to be a general problam in 

all countries. The resultant change in policy res tri ct,:i he Air)
 

Missions fron constructively using these f un, 1 .M. i , 

development. 
 If these funds had been put back into the economy
 

and used in activities that produced economic goods, they would
 

have been deflationary in the long run Ond contrihuted to
 

economic growth. 

Th ird, the current economic condi t ion of the wor H giv cs 

little hope that funds will be available to levelo pin nations at 

previous levels or terms. ODA and commercial sources of funds
 

are scarce. The over-exposure of loans to developing nations 
b,
 

international banks has placed 
the banks port fl iajen

pardy. A default by a key country such as Mexico or Argentina
 

could have dire consequences 
on th2 entire field of developnent
 

financing. Because of 
these conditions, developutent fundi g will 

cont inue at a much more Iimi ted scale than ia the pas i aid at -i 

much higher price.13 Developing countrieo will have to use their
 

ova iIabIle resources select ively 
and in suclh a way Li t aIt truct 

add i t i onal resources. 

..
Necessarv Conditions for Using Local 
Currency Proceeds for
 

Lccno-i q L ee g'_: 

Thu pre. de ce for using local currency proceeds for pr ivate 

enterprise devy!,opnen , is not strong. \/hi le adequate authority 

ei s ted ,nd amplI e funds were ava i Ia, he "d'aimii l;:r,; ie 

,tra tur,, ai d pol icy ii rect ion were I a c i TO haa 

nterprise is recogiz:ed by AiD as a formral policv, th1. adudiiis

http:price.13
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trative arrangement can he made.1t4
 

In order to use 
the local currency proceeds f0r aconrnhic
 

leverage to attract private 
e:ferpriset, three 
nens;,.y con
ditions must 
be met. First, aut 0 ri t y t SCu the j ,a, An ; 
as the cond it ion on the use must be clearly defirned. Second, 

adequate funds must be available 
and in the proper location to
 

acconrnodate leveraging. 
 And finally, the mechanism iust exist to
 
facilitate 
the use of these funds. These 
three "'nditions will
 

be discussed in relation 
to 
,he PL-480 financial process.
 

1. Authority to 
use Local Currency Proceeds 
for Economic
 

Levera iL :
 

The principal authority to 
 use these funds is found in
 
the Agricultural Trade Development 
Act of 1954, as amended. 

Specific authority to use U.S.-owned 
local currencies 
in the CUP
 
is in Section 103(B) which include private enterprise develop

men t. 

The U.S. is also authorized to negotiate for specific uses
 
of the local currency proceeds for activities under Sect ion lW 
that are not cove red by the CUP (e.g. econoni c deve Iopuen: ) and 
tor the self-help provisions under Sect ion 106, w!hich inc I udes 
such activities as development of the agricultural ser' r, rurd 
(,ivelpnroent, encouraement of pr iva te enterpr i s' ,,i i, .A-,'
 

fore ign ) , and suippor t for effective government economic: p,1 
cis
 
and insti tutions. The private sector can have a significant 

imnpact in al l of these areas.
 

The Cr it ical ,lements of the authori ty are 
 the provi sion , 
hi ch st a t e ( I ) t .a t t h e fu n ds must he uised in t lie r c i p i en I 
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country for development related activities; (2) that 
 these
 

activities must be mutual ly agreed on by U.S. All) and the host
 

government; and 
 (3) that the selccted activities must ()e in 

addi t ion to exist ing or planned development et !or I, ,i,,d wmt a 

substitute source of funding. 15 

2. Availability of Local Currency Proeeds for Economic
 

Leverag in:
 

The key to 
providing adequate funds for leveraging is
 

found in the process by which these finds 
are generated. Th e
 

Food for Peace Program represents approximately one-third of the
 

total foreign assi' tance provided by the U.4. to other nations.
 

The size and nature of the lprogram involves a number of different 

agencies of the U.S. Goverment as well .as a number of ministries 

in the recipient countries. The manner by which [hese organiza

tions interact dotermines to a lare,ex tent the potential use of
 

the local currencies. 
 (See Figure 3) The deternination of which 

countries will be sold which coimodities and under what terms is 

made by an interagency body, of which Ai is , memm er'. I t is a t 

tihi s point where private enterprise progranii g of lIcal currency 

inust start. Sinrce food aid mus t proceed the generation of local 

currenc(:y, then the select ion of countrtr ies to receive Ti t Ie I 
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comnodities should include consideration of those in which a 

private enterprise activity is planned.
 

The negotiation stage of this process is the most critical 

.o the po t rn t i a usn o f Ioca rI-r"r en c proca - ... W 1h ('. 

allocation of crodi t has been made, those nations that are 

eligible apply for credit sales through the U.S. Embassies, The 

host government and the U. S. Embassy agree upon the terr , f the 

credit sales and the condition for use of the corrmnodities as well 

as the proceeds from their sale during these de ibertions. (See 

F ig u re I for a breakdown of the contract terms by r oun tr y for 

FYS2 ) . In respect to the use of the proceed,, t I it_ private 

enterprise effort must compete with other development activities 

for the use of these funcs, as well as overcome t h rp',, t.ance of 

the host governrient to use the funds for budget support.m 

Reviews of the local currency progran-ming process stress the 

need to specify projects or activities to be funded during the 

initial negotiation to have the mutual agreement made while food 

aid is a negotiable issue. This links the primary dcvelopment 

assistance (food) to the secondary assistance (lo-al curetcv in 

,:ue contract. Al though specifying thc. exact privat, enterprise 

Veltutre way not be feas iM e at the t in of the negotiations;, the 

le' el of finding for econo.nic leverage can be identi fied. 

W cn i , Cor ro l itie ar r i v o n the rec i pient , o r \,y he 

,;it ,overnlnentl prov .:es1 oc al currency to tihe I, .S. massy as 

It ould be noted thaL in theory, the U.S. is borrovin,,

uri(S tO.l CI tti i,- the can,.):
,di tie, that are used to getera te the 
iW"al ci'rrvnniv;, and if thoe f n dt s are not used to( rc "tr nev 
,reo j(- f, vth and .Ofvaio nwn: , thhe i t can be in fe red Ma t h 
U.S. i r a< is itS nbW ' t de iCi t to relieve the 5.)l(lg t 
presr, on the rec ipient -ountry. 



-19

advance payrnen t on the loan (C1). When the coin nod i tics are 
sold, the sales proceeds flow 
to the treasury of 
the host country
 

or to special accounts 
within the central 
bank. While speciaI
 

accounts for countries receiving Dnly Ti tic 
 CO nidi L ,': c
r t 

required in the agreement , a substantial nuM e r of recipient
 

countries have 
established 
such accounts which have 
proven to be
 

an efficient means 
of monitoring the proceeds' uses. St il , th c 

existence of a special account does not guarantee that the f undrs 

wi I I be tused for tlei r intended p pose or that they w i I I be 

disbursed at the proper time. There 
are man'y reasons why a host 

government wi II choose to release or retain these funds regard-

less of prior contractual agreement (See Figure 4). Delayinb 

release of these funds, for whatever reason, creates a great d, al 

of uncertainty and speculation which is disruptive to economic
 

developnent. 
 This would be particularly true if t he local 

currencies are used to attract private capital.
 

Alen the local currency proceeds 
are earmarked 
to be used in
 

conjunct ion 
 with private capital, as in 
 joint ventures 
 or 

ivest meri t financing arrangeme n ts, th' uncertainty of release 
of
 

the local f unds incr eases the I unding 
r isk of the ventu re and 

puts the private capital port ion in jeopardy. Even 
a modest
 

hi story of a government 's reluctance to ineet 
agreed comii tments 

will red cje the co u try' s abi I ity to attract capitalI and 

tech no logy.
 

To encourage the host 
 government to comply 
with their 

original agreement AID should make it absolutely clear that (a) 

one of the objectives of the PL-480 program is the expansion of
 

thre private sector by cre ating a !h sins r! iimte con1(dulc ive to) 
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private enterprise; (b) firm agr cment on the use of local 

currencies for these purposes will be henceforth made a condition
 

of sales agreement; and that (c) the U.S. wi ilingness 
to enter 

into new agreenents will depend the cout r T I ,nanon haos I :v 

tation of the private sector provisions in prior agreements. 

The judicious management of the Title I process will assure 

the availability of local currency proceeds needed to facilitate
 

economic leverage.
 

3. 	Mechanism to Use Local Currency for Economic LeveralF :
 

A major barrier to the use of Cooley loan tunds was the
 

AID Mission's staffing problems in evaluating projects and admin

ister ing 
 the loans. In the lat ter days of the ,rogram the 

Missions used intermediate financial institutions (IFI) to carry
 

on this work. The use of intermediate financial institutions are
 

also reconmended for economic leveraging 
- but for other reasons.
 

The purpose of leveraging, is to at tract addi tional 
 re

sources, therefore the local currency proceeds should be 
placed
 

in corrnercial and investment banks in which pr ivate capital
 

ex ist . The add i tion of the local cur rency proceeds wou I d ra i se 

the Ieve I of capi ta itzat ion and permit these funds to act as a 

ratalys t for other investment funds. Spec i fic examnples of hoow 

t'5P 	 inturnedi a t e fi nanc i a I and credit insti tut iens can2 be used 

for economic leverage will be discussed in later chapters. 
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C. Necessary Conditions for Private Enterprise to Accept
 

Leveraa1 e (f ftr: 

The inves tnen t env i ronment for privat(- cnterpr ise wi thin 

many deve oping nations is not very attract i ve at prec;en t The 

well publicized debt problems cf these countries has placed 
the
 

world financial structure in jeopardy. As a result, 
 inter

national banks are tightening up on the conditions for loans as 

wel I as the select ion of r cc ipier t countries. Although funds 

will still be available to LflC's, the level of participation will
 

be less, the interest rate higher, and stronger 
risk guarantees
 

will be required.16
 

Within many of these countries indigenous private enterprise 

investine nt is a I s o hampered by t he governient's constraints on 

the flow of capital, the shortage of long tern investment
 

capital, and a lacl of managerial and technical skilled 
labor
 

force that could take advantage of entrepreneurial opportuni

ties. 17 While econonic leveraging of local currency proceeds 
can
 
not resolve these problems, these funds can be 
used to direct 

econo ic resources at their resollution. 

I. Comparative '\dvantape ) f LocaI Cur rency Pr oceed 
s:
 

To use these proceeds to tihe best advantage for 

leveragin g the compara t ire advantage of these funds shot Id be 

rn,nt -ed wi t h the requireinent of potential financiers. In 

ontrast with earl ier atn tudes about the econoriic worth of these 

ftu nd , n,under current conditions they have a number of di ,tinct 

l ','dt,-, . First, PL ., loa n, a, very long aut ritias, up to 

S \' P a rs wi th a te n vea r gr a ce per o( , and wi th ext reme I v l o, 

http:required.16
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interest rates (1%1. Since tihe proceeds are generated usually 

withi n the first year of the loan, funds 
can be made available
 

for relendin, on maturities up to 39 years and al fixed 
interest 

rates (presuming that floating rates will not :!c* 'eor "p to i, 


percent 
level during the loan period). Secondly, the return on 

investment (ROI) proceeds beof the can adjusted to accomodate 

the needs of other funding sources 
if it is required to attract 

capital. Since the object ive usingof these funds is to stimu

late private enterprise, the trade-of " can be made between short.

term returns and longer term economic growth. 
 A thi rd advantage 

could use these
be in the of funds for pre-invetnen, studies 
to 

package ventures in such a way as to increase the ir economic or 

financia I attract iveness to investors (activi tiePs precluded hy
 

many financial insti tutions). These are but a few of the
 

comparative advantages 
of local currency proceeds that can be
 

used to attract additional resources.
 

2. Objective of Investment Section:
 

To use the comopar at ive advantage of the proceeds,
 

economic leverage mechanisms should be addressed 
to the principal 

elements in the inves tor decision, to that of capital, risk, and 
sbenefits.l Regardless of world situation,the econonir these 

th reve f aca tor s theplay major role in project select ion. As 

eat ioned earl ier, the over exposure of international ban:s' Ioan
 

portfolios in developing 
nations will necessitate 
a reduction in
 
the level of participation in many ventures. This will 
result in 

either redefining projects ,rInaI Icrinto units with difterent 

mturities or changing the mix of capital, shifting more of the 
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expenditure from foreign exchange 
 to local currency, thereby
 

sharply reducing the of that
level risk investors will 4c w,'illing 

to accept.
 

Risk in international ventures is distinguishd hy;v Ac! 

project risk associated with economic 
feasibility of the project;
 

(2) the funding risk that results from having returns 
on long
 

term comn itments fal l short of 
short term obl i t ions (a problin 

of all financial instit utions) (3) politicaland the r i sk , that 

overshadows all venture in developin g nat ions, t he prospect that 

local laws or policies will prevent the investor from realizing
 

the benefits of his investment. These risks are real 
and must e 

dealt with if private enterprise is to succeed. 

The third area of concern is the benefits expected by the 

investor. While profits from successful operations is still the
 

most prominent objective 
of investors, access to 
new markets or
 

to critical resources have always been reasons 
 to invest in
 

developing countries. 
 During the early sixties the major obivc

tiv e of f or e i gn d i rec t i nve s tmen t was acc s s to resources that 

were used in the production and ofsale goods outside the host
 

country.19 Granted 
the resources were cheaper to in
produce 


these countries, but also these 
new nations were emerging [ ron 

cc Ion i a I rule and nothad deve loped markets for e i tier I ht r Ka'n 

or iporttl goods. Current ly, the focus of dirert f o ieiqn ia-. 

v e s tmnent ha:; gec. nowclang The Ih.S. imports over f i f ty percent o 

the manufac tured goods produced by developing nations in turn
and 

export a I i We n inher of manufactured g oods to t here ,oIIr)

tr ie n.2) The emphasi s of investment di f fers with tach pronpe:,

t yie investor, and the des i gn of ecanon nir leverage c,t he s i td 

http:country.19
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to each. 

This chapter has presented the precedents for using local 

currency proceeds to stimulate private enterprise, :lon, with the 

necessary conditions to use these funds to .i Lact private cr e 

prise and complemented by similar conditions requirel to use 

these funds effectively for economic leverage. In the next 

chapter a range of leverage schemes will be presented to i Ilus

trate how these condi t ions might be met. These examples are 

presented to show the wide range of inechani s;ns that can be for-. 

mulated with local currency and certainly not to be considered on 

exhaustive set of options. 
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111. Lconomic Leverage Potential of Kocal Currency Proceeds 

Food aid has long been known for" its poIi t ical leverage 

potential to obta-n spL-if;c policy objectives or as a symbol of
 

U.S. power and influence. 21 The 
funds generated from the 
sale of
 

these comnodities 
 have an 
 equal leverage potential in the
 

economic area. The key to the effective use of these funds to 

stimulate private enterprise is through realizing this economic 

leverage potential.
 

Econo, ic leverage 
 is a comon mechani sm in investrnent 

finan7e , nd i s deli ned general ly as the ef fect ivCe use of a 

Iimi ted resource to a t t rac t t he servi ces of much Ia rge r 
2 2  
resources.
 This concep t can be extended to AID's e'Iforts to 

attract private enterDrise by considering the proceeds as the 

limited rescurce whose economic potential is to be maximized by 

var ious means of economic leveraging whi le meeting the necessary 

conditions 
stated earlier.
 

Two types of economic Ieverage wi I 1 be discus sod in this 

paper. First financial leverage will be demonstrated in examples 

where externa I funds are sou1gh t from internat ional cominercial 

hai<s an d internal Iv f ran do m sneti c investnent banks. Next 

,,pera i;ng I evera ,: wV t i I us t rat d in the increased 

productivity of regional ,P"port mart ets, and by import marlets 

An d f i n a I I y ho th i i n c i a nd operat ing Ieve, a! ae used toare 

i llustrate hiow uinde rwrit ing can increase the private enterprise. 

-i rc a ilir-'~ ' ii I ' , t I l'un s 

DevelpmN t f i nance i L '.o ri of of fi riva th l sources be

fore t lt c 19iI' 0 1s p'rih mw,t t. ht '; ' iir)o Assistance grants 
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and loans. The combination of 
expansion of the Euro-cr.di. mar
ket and the contraction of 
official sources brought the develop

ing countries 
together with commercial banks. 
 Over 100 projects
 

have been financed through 
 this linkage 1971
since r-raising 

nearly $25 bill ion in syndicated, a ns..23 

Corrme rcia I banks, particularly international banks, base
 
their lending three
on general criteria: the exposure, the re

turn on investment, and risk involved. 2 4 
 The exposure level 
or
 

country limits is concerned with the volume of funds 
that are
 

concentrated 
in a given country or region for length time.
a of 


(The current international financial crisis due
is 
 to an over
 

exposure of loanbanks' portfolio 
to selected countries i.e. in
 
Mexico and Brazil.) International 
banks generally finance only
 

the foreign exchange portion 
of a venture, the proceeds can 
be
 

used to offset a portion of the 
foreign exchange requirement by
 

organizing efforts 
to shift the more specific capital expenditure
 

into local purchases or leases 
using local currency. Such
 

efforts would 
require foreign exchange only 
for project specific
 

capital goods, lowering 
the capital participation and exposure
 

level of the bank.
 

The timing of loans also have 
a significant impact on 
the
 
exposure levels of banks., 
While the on
return investment (ROl
 
is general ly computed on the total capi tal ized 
cost without di f

ferentiatinc, the 
 foreign exchange component from that of the
 

local currency, the maturity 
of these different financial com

ponents can be separated. allowing the
1)y international anks to 

receive the early loan repayments on 
their portion of the invest

ment, the return on investment for the foreign exchange component
 

http:involved.24
http:Euro-cr.di
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increases significantly over the overall 
project return. Like

w ise the exposure IeveI reduces with reduced frame
the time and
 

the funding risk drops accordingly. By using various means of
 

shifting the capital expenditure and the timing of 
both expendi

-.tureand .-returns, -.a- pro-j'ec t--can- be -made-,attra ctive-eve h -th ,
 

country has a high exposure level.
 

Banks evaluate an investment opportunity based on the ex

pected cost and returns against their cost of capital, usually
 

based on the LIBOR rate. 
 The spread between the cost of funds te
 

the bank and the interest received the
from project must be
 

sufficient to warrant 
the bank takirig the risk. Sirce the 
LIBOR
 

rate depends on the overall supply and 
demand for capital at any
 

given time, a project may be considered acceptable one
at time
 

and not at another. Consequently, if a portfolio of projects
 

available submitted
were made and to the banks in such a manner
 

as to insure the spread between returns and LIBOR would be
 

acceptable, 
 then more private enterprise ventures would be
 

financed. Local 
currency procceds could be used to provide such
 

a service. Mechanisms such as the cwo discussed can be used 
to
 

attract external capital by skillfully using a portion of the
 

local currency proceeds.
 

B. Leverage to Attract Internal Capital:
 

With the pending international financial 
crisis slowing the
 

flow of investment funds to developing nations, must
countries 


look to their own in,'estors for capital to finance private enter

prise. 
 One problem that has narked investment funding in many
 

countries is the shortage 
of long-term investment capital at a
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fixed interest rate A number of reasons. have contributed to 

this shortage of funds not the least which is theof 	 economic
 

polIi cies of many countries t hat discourage long, term i nvest

ment. For whatever reason,, this deficiency of such funds has 

hurt 	private enterprise development.
 

The proceeds from PL-480 are well suited to fill part of
 

this 	gap, with long maturities averaging forty years, and fixed
 

interest rates averaging less than three percent. To 
gain the
 

most leverage and to attract indigenous investors, these funds
 

should be used in a holding company type arrangement, in which
 

represents a total
of 


tion. To illustrate, assume AID 


the 	proceed only portion the capitaliza

and 	the host government made
 

available a certain amount of currency proceeds
local 
 in a
 

special development 
 fund, and the fund raised its remaining 

capital from internal sources. For simplicity assume the 

proceeds represented half of the capital stock at the cost 	 of 396 

(the 	PL-480 interest rate),.,and say the average cost of long-term
 

(3-5 	years) investor capital was 11%, the average cost of capital
 

to b2 relent is only 7% and the proceeds have realized 
a two to
 

one leverage.
 

Next, assume these funds are lent 
 to investment banks or 

other financial institutions that also use this long term fixed 

rate capital to combine with market rate funds, say a 50-50on 


basis, and if the private capital 
remains at 11% than the cost of 

capital to the investmen t hank is now 9% and theonly proceeds 

h)ave increased their Ileverage to four to one. And ffinally, if 

the investment bank lends these funds proje.ts requi reto that at 

Ileast a 25% equity par ticipat ion then the ffinaI leverage is five 

http:proje.ts
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to one,
 

In such an arrangement the borrower at each level 
would
 

assume 
all project risk and the conditional itv of the Title I
 

agreements (e.g. rural and agricultural development) would be
 

passed on to the lending institution as a condition of the loan.
 

C. Financial Packaging:
 

In both of the above financial leverage examples it is 

imp 1ied tha t sk iIIf u I and we I I i n fo rme d inves tren t adv ise is 

ava i Iab I e in many deve opinrg nations this is not a val ici as

sumption. One means of providing such coursel is to use portions
 

of the proceeds direc. 
,,, or in tie Iatter case t!-e interest 

earned on the proceeds, to f i nance an investment advisory ser.

vi te. This service could he made available throu g h established 

investment banks or consul tants to packae the financing of a 

project to realize thu rnsxiroun {nefit of capital as well as the 

best operating e f ici ency fron the product ive facilities 

,. ronomies of scale). To insure success, th. Packa ing organiza

tion won I ( he pa id ), the investment a du i sor y str v ice on y a 

portion of the operating cost whi le preparing the project. If 

; hU , t i si -nC:(esifu I indiFl g funding, then their fee (? 

to 3 of the api til i -d cost) would b" incltuded as part of the 

project cos, " ib, .ou;d onsure that those firms involved in the 

financial pain:o' g would K selective in their pr'njects, innova-

Li v r in the ; fiarcirw' d aggress ive n arkeit gi,their pro

ot s: 

AiD spkonsor d n',u a. rogr 
am during the rnid-1960's, in which 

11unnderwro e hal f of the expenses of i nves tment survey teams. 
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AID paid $500 thousand in expenses which, produced over $50
 

million in investments during the course. of the program, or a
 

leverage ratio of 100 to one. In contrast, AID also funded a
 

series of feasibility studies of prospective investment oppor

itiunities ident if ied by the host governments during the same
 

period. The studies went unnoticed by government agencies and
 

none of the investment opportunities idehtified in the studies
 

were ever undertaken.2 5 This comparison demonstrates the impact
 

of proper incentives.
 

D. Operating Leverage:
 

The shortage of technical and managerial skills have long
 

been a constraint on private enterprise development in emerging
 

nations. This shortage has resulted in many businesses operating
 

inefficiently, underutil.izing their facilities, and not servicing
 

their markets. Operating leverage deals with the skillful use of
 

a marginal resources, in this case the local currency proceeds,
 

to increase the economic efficiency of fixed productive re

sources.26 Similar to the way the same marginal resource was
 

shown to increase the financial leverage of a venture.
 

Organizations that provide technical and managerial advise
 

have long been a major factor in newly industrialized nations
 

such as Korea or Tawian. To establish such organizations would
 

probably require the talents of external consultants 'to train
 

personnel within the country and to assist in the earl,,, stages of
 

operations. Generally this would require foreign exchange 
to
 

fund such an effort - and indeed some foreign exchange will still
 

Ie required. But the overall level can be reduced by using the
 

* 
, . '''i 

http:sources.26
http:undertaken.25
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convert ible portion of the proceed (usually two percent) to pay 

out-of-country cost such as fees or honorarium, while using the 

proceeds to cover in-country expenses including international 

airfare Use of local Icurrency tu offset foreign exchange cost 

is frequently done to pay U.S. ob'igations and the normal. 

operation expense of Embassies, so shoul d not be difficult to 

accomplish.' 

Once the technical and managerial advisor organizations are
 

functioning on their own, the proceeds can be used to cover their
 

operating cost until such time that fees charged for their 

service can sustain their ongoing operations. The funds provided 

to these organizations should be granted on a long-term fixed 

interest rate to insure that the organization is weened from the 

support of the host government as soon as possible. The exact 

leverage potential of such organization is difficult to predict, 

particularly in developing nations. However, for comparison an
 

operating rule for such activities in the U.S. is approximately 

ten to one, that is, the gross increase in revenue is increased
 

by ten times the cost of the service.
 

E. 	 Combined Financial and Operating Leverage:
 

As a practical matter both financial and operational lever

age are usually employed to realize the maximum efficiency of a 

business activity. In such a manner high operating ris t< can be 

offset .by finar',cia l leverage, as well as 1high operating 

e ffficiency can offset uncertain financing. In the following 

discussion the combined leverage advantage wilIIbe demonstrated 

*in an export credit example and an underwriting example. 
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By the 
 use. of the proceeds to underwrite technical
 

assistance 
for businesses 
to improve their 
productive efficiency,
 
as discussed earlier, less 
 fixed assets are used for each
 

product. This 
idle capacity will exist 
unless the market for
 

these goods is expended. The expansion of markets 
internally is
 

a tricky question, often 
 having more efficient producers
 

eliminating the 
less efficient 
with little new economic growth
 

realized. If the expansion could be realized by exports then 
the
 

new markets could absorb the 
idle capacity.
 

The authority under Section 104 (g) allows use
the of local
 

currency outside host
the country. This called
so tri-trade
 

provision allows 
other countries 
to buy goods from the host
 

country with payment made from 
the local currency proceeds.
 

Using this conrcept, a regional export 
credit bank could be
 

established using the proceeds as part, 
but not all, of its
 

capitalization. 
 These funds would provide a source of export
 

financing to indigenous businesses 
 that is essential to the
 

expansion 
of export mar<ets even 
on a regional basis. The
 

combined leverage 
 is realized first from 
increased productive
 

efficiency, reducing 
 uni t cost and increasing marginal
 

revenues. Secondly, the 
export financing allows idle 
capacity to
 

be used at optimal production leve"ls.
 

F. Combined Leverage of I nderwriting: 

One of the lar-est means of financial leverage comes from 

the insurance of investments and business enterprise, by reducing 

the risk premium to the lending institution and the interest rate 

to the borrower. Financial institutions are asking fo r 
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guarantees on their loans more frequently as capital becomes more
 

scarce. Twenty-eight percent of the private external funds 
were
 

guaranteed in 1973. This had risen 
to 37% by 1981. Forty-eight
 

percent of the guaranteed loans were with banks in 1973; which
 

increased to 77% by 1981.27 This is an important factor to small
 

and medium-sized business that may not have a long credit or
 

business history.
 

Two major barriers to establishing such enterprises in the
 

past have been the availability of sufficient capital for
 

adequate reserves cover risk, and the sound
to the 	 lack 'of 


actuarial data on which a reserve level could be based. Very
 

little data is available on the type and characteristics of
 

business 
risk in developing countries, because most studies have
 

focused on the success, and not on the failure, of business. 2 8
 

The barriers can be overcome by the combined use of
 

operating leverage to assess the.actuaria,' risk, and financial
 

leverage to provide financing. First, risk assessment need not
 

be based on actuarial data, at least not in th'e early stages of
 

underwriting. Industrial insurance premiums can be based on a 

risk assessment determined by a trained appraiser. The proceeds 

can be used to train an insurance assessor in much the same 

manner described above for a t;'chn ica I and a managerial
 

.	 advisor. When trained this corp of assessor s could build tthe 

necessary data base for establishing rate structure for business 

insurance as wellI as the bas ics for a credi t rat ing system tha t 

would serve financial institutions.
 

Generally, the reserve fund established by industrial
 

insurance firmrs is based on some actuarial histor y on which the
 

http:business.28
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level of funding is based. In the absence of this historic base,
 

the reserve fund can only be a calculated guess, with a
 

reasonable expectation that a wide variance may occur. Con

sequently, an insurance company would be required to maintain
 

very large rcserves, which is expensive and an inefficient use Of
 

capital. However, the availability and the long-term maturity of
 

local currency proceeds make these funds an ideal source for a
 

contingency reserve. For example, an industrial insurance
 

company could borrow funds from the proceeds special account on
 

two bases. The first for normal expec-ted reserve funds (say two
 

to three percent of the total value of coverage), then a second
 

loan or line of credit for a much larger sum as a contingency
 

against unanticipated claims.
 

Investment underwriting based on reserves of local currency
 

would normally not be able to cover foreign exchange losses,
 

without some form of convertability or maintenance of value
 

condition. These conditions are usually provided by the host
 

government. However, cornnercial banks can provide similar
 

services by using a portion of reserve funds for foreign exchange
 

hedging i.e., buying futures in the foreign exchange market to
 

cover the expected demand.
 

As the actuarial data base improves the need for the
 

contingency fund will reduce. But the presence of the proceed
 

could facilitate the beginning of industrial insurance companies
 

where they would be uneconomica, without these funds.,
 

iThe above two examples demonstrate how financial and
 

operating leverage can be used in combinatLon to achieve economic
 

efficiency of an enterprise that other se would have been
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rejected. Indeed, throughout the examples g i vcn the corrnmon 

thought is the effective use of economic resources. As funds 

become more scarce and competit ion becomes more heated, the 

successful projects will be those that use their resources to the 

most creative advantage. In the next chapter, the institutional 

ar r augerne nt necessary for the effective lev eraging of the 

proceeds wil I be discussed. 
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IV. Implementation of Economic Leverage Concept 

This paper has addressed the 'concept of 
using the local
 

currency proceeds generated from the sale of Title 
 I PL-480
 

corrmnodities as economic leverage 
to attract private enterprise.,. , 

This concept was demonstrated by a number of examples of both 

financial leverage 
and operational l'everage. In 
 order to use
 

these funds for economic leverage a number of necessary condi

tions 
must be met. Although existing authority is adequate to
 

use the proceeds for 
economic leveraging, some confusion 
still
 

exists over 
 the use of U.S.-owned and country owned local
 

currency. Therefore, 
the Cooley loan provision should be removed
 

from the CUP authority (Section 
103g) and incorporated in new
a 


section that the of localmerges uses all currency proceeds
 

(sections 104 and 106).
 

Secondly, the responsibility 
of the Cooley loan program
 

should be returned 
 This
to AID from OPM. action would provide
 

continuity 
 within the planning process, allowing private
 

enterprise activities to be incorporated in country development
 

planning regardless of their origin. 
 On. this point, the role of
 

private enterprise in the development process slhould ")e 
 well
 

defined with tangible objectives, goals 
and plans ?which are
 

integrated into the country developinent planning as well as the 

Title I PL-480 planning process. 

AID has encouraged nulti-year progranning of PL-480 

corrrnodities. While such efforts reduces the uncertainty of local
 

currency availability for 
 private enterprise, this reasoning
 

would not be adequate justification for multi-year progran-ning 
Iy
 

itself. But the advantage to the private sector s hould be
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included in the rationale for such prograrrning.
 

In the negotiation stage, AID should establish a direct or 

at least implied linkage between the host government with

compliance of local cujrrency progralni ng agreement and future 

Title I agreements. Secondly, a revolving funds prov Is on shoul rd 

be established within the special accounts so that the ref low of 

funds can be relent throughout the maturity period. Also, in the 

negotiations, the precedent shou Id be marie for allocating certain 

amounts of funds f f i1nn I and 

technical service 

to i r.isned i a t e ia institutions 

"t".a i o sv ithouit specifying exact 

projects. Final IDy, bI sSport t honid be provided if the 

count ryv agrees, to rnak;: > ,,c pl icy reforms that are targeted 

specificaIly at incres'nr: icentives or private enterprise anti 

.,t ilm )r ov 5" 'Lih v. I I ne ss ) f the country. (The Iat t e r 

s a long s tandi rij" I D obj ,.ct ive. 

The AID Mi: , ins sho d seek out or help establ ish 

connercia I f i nanr: aIS itttu ons to deve ! op the leverace 

) ont ial of fun iid.; I on depos i t. A11) staff should 

participate in t,! ol :,r fa1.: ing process of these organizations 

and not :n the adL istr, tioll or ev'Lnat ion of loans. In a I ike 

e . : " , ons 0, s:IISesc 1-1 t 111is1technical, investinen i 

and mana-;eria say srr' cr.,;,ai,.tion t,t ,-acan novide operation.

al and i'0 , ,ss ] stance to an indigenous 

enterprisp r i'S,, . [ t e e fo r ts of these intermediate 
inst i 'Litt i as an nterediary between the host 

go\' ren'llt~ C .nD( :',5I; : :,Z{.iiO 1< 
a1 n- ;1ntt -in•d i )eI 

11v2 C0 c ce vera-e concept 

imp Iernenr Vi:: i ronduct a series 

In o-Tdi h ecorni towards 

- t ion:. ..... ) of count rv studies 



to identify the operational criteria for using economic leverage 

in different situations. In general such criteria might include, 

but nct limited to such 1teins i§; (I) toe exi s tence of an active 

Title I program; (2) the :i sterce of wel I functioning cornnercial 

credit or financial inst itut ions; and (3) a willingness to 

establish rational economic policies. 
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END NOTES 

I1 For example, see Sections 104, 106, and 109 of Agricultural 

Trade and Development Act (PL-480) and Sections 102 and 106 of 
the Foreign Assistance Act.
 

ID--('IS,--r' H :: " ,.-2"-,:, 'A'-: L-c-6hmran (18-- 1-AO--rC1 2 . . ........ ... .
 

3 
 See USDA (10).
 

4 See Wallerstein, p. 31-33 (28), Mason (23).
 

5 See AID (1).
 

6 See USDA, p. 11 (10).
 

7 See USDA, p. 14 (10).
 

' 
8 See AID (1).
 

9 See Mayer, p. 82-112 (14).
 

10 See Wallerstein, p. 45-47 (28).
 

11 For a discussion of the impact of the world financial
 
situation on LDC's see Fleming (11), O'Brien (26), McAlpine (24). 

12 See Crosswell (8). 

13 See Billerbeck and Yasugi (7). 

14 See AID (2). 

15 See AID Handhook Four (3). 

16 See Fleming (11), Davis (9). 

17 See AID (1), Krause (17), and Kobrin (16). 

18 See Goodman (13), Lal (19), and Marple (22). 

19 See Krause (17), Lall (20), and La Palombara (21). 

20 See Billerbeck and Yasugi (7). 

21 Wallenstein, p. 121-144, (28).
 

22 See Amling, p. 404 (4).
 

23 
 See McAlpine (24).
 

24 
 See White (29), Radez (27), and Nagy (25).
 

25 
 See Winter, p. 1, (30).
 
26 See Ail ing, p. 404 (4).
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27 See Billerbeck and Yasugi (7). 

28 See Anderson (5) and Anderson and Khambata (6 
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FIGURE 4 
COMPARISON OF ADVANTAGES AND DISADVANTAGES OF PROGRAMMING
 

LOCAL CURRENCY PROCEEDS BY AID MISSIONS
 

INFCOUNTRIES WERE OUR ACTIVE PARTICIPATION IN T
PCOURMIEG OFTHELOCAL 
 RRENCY PROVEDT O IN TFIlEV, 


THE	MSAJORREASONS WERE: 
-1 THE READY AVAILABILITY Or LOCAL CURRENCY IN A 

SPECIAL ACCOUNT SPECIFICALLY EARMARKED FOR O VEVLLP-
IALNTACPROJECTS
ICLUDING AID POJECT) PREVENTED 

PROJECT IT L[M[NTALION FRO 
BEIG STALLED AS THE 

RSUET IOF EDNTAPE, SLOW AND INTEFFICIENT TCHNIUE: 


RESUT O RE TA
P , SL W A DD I I~
rF CIE T TE HNI UESS
FOR RELEASING NORAL BUOD[TARY REVENUES, OR LACK Of 

PROMISED BUDGETARY REVENUES;
 

UNDESIRABLE PRESSURES TO DIVERT LOCAL CURRENCY
R ESITOALLY
U RRES O SURC DIVT[D
L 	O CURREY
RESOURCES FOR POLITICALLY MOTIVATED 
 PORK BARREL* 

PROJECTS, POORLY PLANED DEVELPMET 
PROJECTS, U 
GON-DEVELOPMENT PROJECTS 
COULD BE RESISTED BY
GOVERNMENT OFFICIALS OR DEVELOPMENT-ORIENTED MINI-

STRIES 
SIMPLY BY THEIR POIIiTING OUT THE NECESSITY 

FOR AID TO CONCUR IN THE USE OF THE RESOURCES; 


THE 	VOLUME OF THE LOCAL 
CURRENCY GENERATIONS RELA-

TIRE TO TOTAL DEVELOPMENT RESOURCES WAS RELAIIVELY 

SIGNlIFICANT, THEREBY PERMITTING AID TO INFLUENCE
• K[ESOURCE ALLOCATI1011
POLICIES; (I,,iE[
THE LOCAL
 
CURR. ESOURC 
 E 	WEE
PLES 
 T ,LOCL ...
AID 

CURRENCY REOU S E LESS SUBSNITAPfNTA,COULI


* INFLUENCEONLYTHECHOICEANDIMPLEMENTATION OFTHWEFROFHIRC 
INDIVIDUAL PROJECTS); 


-- AID PARTICIPATION IN THE PROGRAMMING OF THE LOCAL 

CURRENCY CONSTITUTED A VEHICLE 
FOR PROVIDING TECH-

NICAL ASSISTANCE 10 PUBLIC OFFICIALS Of THE 

RECIPIENT GOVERNMENT AS VELL AS FOR POLICY DIA-

LOGUE, THEREBy HELPING TO MODERNIZE ANDUPGRADE 
PROJECTAPPRAISAL ANDBUDGETING PROCEDURESANDTO

EFFECIIVELY POLICY AND 
RESOURCE ALLOCATION ISSUES, 
DEAL MORE WITH MACROECONOMIC 

A SIGNIFICANT FACTION 
IN THE HOCT GOVERI;MEIT SHARED 


OURGOALSFORTHECOUNTRY'S DEVELOPMYENTANDTHERE 
VAS AGREEMENT CONCERNI1,G THEBEST APPRO.CHFOR 
ACHIEVING THOSE GOALS;
 

AID PARTICIPATION IN THE PROGPAUMIIiG 
OF THELOCAL
 
CURRENCY WAS NOT 
VIEWED A' UNJUS'.
IFIED INTERFEVENCE
 
BY FOREIGNERS IN DOMESTIC AFFAIR:,
 

IN SOMECOUNTRIES, ALTN0JCGJOUR ACTIV'EPARIICIPATIOX IN
 
tHE PrRORAMMING0 OF LOCAL 
CURRENCy .EMC IFFECTIV[ THIS
 
VAS P[HAPS PAR1%Y S[CAuS[ OJR PARTICIPATICj WAS HOT
 
NEDID, FOR EUA'IPLE,THE-KOST COUNI'RT
ALREADY MAD AN
 

EFFECT hE PJ[lC APPRAIS
A, 1UOGEING AND FINANCIAL CONI-
TROLSY'tEM; MET 1ITCOYIMllmENTS 10 uppcpT DrIEIMNT 

PGcI AIO MADA GCOO CVELORIENI PgQAm cv;AL. 

IN COUNTRIES WHERE 0UR PARTICIPATION IN TYE PROGRAMMIG
 
OF'LOCAL CURRENCY HAS *PROVID TO if INEFFECTIVE, IN(MAJOR
 

RAO %ARE: 

, THE HOST COUNTRY REGARDED AID'S INVOLVEMENT IN
 
, PROGRAMMING THEIR LOCAL CURRENCY AS A HIGHLY
VISIBLE, UNJUSTIFIED, 
AND INTOLERABLE INTERFERENCE
 

IN THEIR DOMESTIC AFFAIRS, AND THE FELT THAI
 
FOREIGN INTER VEIIIION
IN THEIR BUDGET PROCESS
 

MACKED Of COLONIALISM (E' PECIALLY THOSE COUNTRIESTHAT AD JUST BECOME INEPENDENT);
 

THE ESTABLISHMENT OF A SEPARATE ACCOUNT FOR THE
 
LOCAL CURRENCY, SUBJECT TO SPECIAL RULES, FRUS-
RATED THEFINANCE IIINISTRY IN CARRYING 
 UT ITS
 
NORMAL BUDGETARY PROCEDURES;
 

- THE 	HOST COUNTRY FEARED THAT AID'S PARTICIPATION
 
IN THE PROGRAMMING OF LOCAL 
CURRENCY WOULD STIMU-

LATE OTHER DONORS TO FOLLOW THIS PRECEDENT, RESULT

19G IN CONFLICTING ADVICE 
AND CONFUSION WITHIN THE
 
GOVERNMENT CONCERNING HOW ITS DEVELOPMENT PRIORI-

TIES SHOULD BE ORDERED;
 

THEY FEAPED 1THAT AID'S MOTIVATION MAY BE TO PROMOTE
THE COMERCIAL INTERESTS OF THE U.S. RATHER THAN
 
IIRS 

THE WELFARE OF THEIR COLNIRIES;
 

, JOINT PROGRAMMING OF THELOCAL CURRENCY REQUIRED
 
ADDITIONAL AID AND HOST COUNTRY MANPO iERAND
 
MANAGEMENT RESOURCES, WHICH ADDED TO THE ADMINI-

STRATIVE COSTS OF THE TITLE I PROGRAM BUT 
DID NOT
 
PRODUCE COMMENSURATE RESULTS;
 

IN THE ABSENCEOf NECESSARY STAFF,MANAGEMENT 
ACTIVITIES FIIIAIICED BYTHELOCALCURRENCYYERESOMETIMES UNSUCCESSFUL, AND 
AID BECAME ASSOCIATED
 

WITH THESE SHORTCOMING$.
 

Source: AIDAC/State Cable 187442
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