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I 

FOREWORD 

Sixteen months ago the Advisory Committee on Private Enterprise 

in Foreign Aid!' urged upon the President a variety of methods for harnes­

sing the vast non-governmental sector of the United States to the task of 

accelerating economic growth in the less developed countries. Fearful 

that 'foreign aid would be doomed to become a costly palliative of indefinite 

duration" without greatly expanded private efforts - both among aid donors 

and aid recipients - the Committee's Report outlined 33 recommendations 

for vigorous action by the United States Government and by private American 

institutions. 

The Advisory Committee called upon the Agency for International 
Development itself to expand its own activities. As Chairman Arthur K. 

Watson phrased it, A. I. D. ought to "put increasing stress on its role as 

catalyst and energizer for private effort, " informing, encouraging and 
assisting private institutions wherever possible. 

To fulfill these ends, with which A. I. D. has been in strong agree­
merit., much has been accomplished within 16 months. A.I. D. 's early 

attempts to carry out these recommendations were described in a report 
to the Advisory Committee in February 1966. 

The present report is intended to show how much further A.I. D. 's 
role as catalyst and energizer for private effort has developed since Febru­

ary and what some of the resulting successes and problems have been. 

A deep concern for private initiative - both as an end and as a 
means of our foreign assistance programs - has been expressed on many 
occasions by the Unitei States Congress. In passing the Foreign Assistance 
Act of 1966, the Congress took five major steps to strengthen the role of 
private institutions in development. 

First, Congress stressed the need to utilize local democratic 
institutions in the development of a country. In Title IX of Chapter 2 of 
the Act (Section 281), it declared: 

1/ The Advisory Committee on Private Enterprise in Foreign Aid was 

authorized by an amendment to the Foreign Assistance Act of 1963, Section 
601(c), introduced by Senator Jacob K. Javits and co-sponsored by Senators 
Ernest Gruening, Hubert H. Humphrey and Wayne A. Morse. It is variously 
referred to in this report as the "Advisory Committee" and the "Watson 
Committee. " 
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In carrying out programs authorized in this chapter, 
emphasis shall be placed on assuring maximum parti­
cipation in the task of economic development on the 
part of the people of the developing countries, through 
the encouragement of democratic private and local 
governmen+al institutions. 

Second, the Act directs the President to-­

establish an effective system for obtaining adequate 
information with respect to the activities of, and 
opportunities for, nongovernmental participation in 
the development process, and for utilizing such 
information in the planning, direction, and execution 
of programs carried out under this Act, and in the 
coordination of such programs with the ever-increasing 
developmental activities of nongovernmental United 
States institutions. (Section 601(b)(2)) 

Third, in authorizing both the Development Loan Fund and the 
Alliance for Progress, Congress added several conditions which it wishes 
the President to take into account in extending aid to developing countries. 
Two of them are of special significance: 

-- The degree to which the recipient country is making 
progress toward respect for the rule of law, freedom 
of expression and of the press, and recognition of the 
importance of individual freedom, initiative, and 
private enterprise; 

-- The degree to which the recipient country is taking 
steps to improve its climate for private investment. 

Fourth, in countries where direct private investment is not "readily 
encouraged, " Congress authorized the use of private American firms to 
operate aid projects or programs on a cost-plus incentive fee contract basis, 
with the transfer of equity ownership to private investors at the earliest 
feasible time. (Section 601(b)(8)) 

Fifth, Congress established an International Private Investment 
Advisory Council on Foreign Aid, to consist of private American business 
specialists. This group has been designated to recommend to A. I. D. new 
ways in which private enterprise can assist in foreign development and to 
serve as a liaison group with specific private enterprises in such activities. 
(Section 601(c)) 
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Even as the Congress in the autumn of 1966 called for new actions 

to enlist greater private initiative in the process of foreign economic 
privatedevelopment, A. I. D. had undertaken an energetic program of new 

enterprise activities, as this report will illustrate in detail. Several 

other factors influenced that program. 

A White House Conference on International Cooperation, in which 

leading private citizens joined with government officials to formulate new 

policy proposals, was held in Washington in late autumn of 1965. Its 

Committee on Technical Cooperation and Investment reaffirmed many of 

the Watson Committee recommendations and in some instances extended 

them. 

The President., meanwhile, has promised vigorous action along 

lines of the Watson Committee and White House Conference reports. On 

February 1, 1966, in his foreign aid message, President Johnson declared: 

We will expand our efforts to encourage private 

initiative and enterprise in the developing countries. 

... We will review frankly and constructively with 

cooperating countries the obstacles to domestic and 

foreign private investment. ... 

The U.S. Government can do only a small part of 

the job of helping and encouraging businessmen abroad. 

We must rely more and more on the great reservoirs 

of knowledge and experience in our business and 

professional communities. ... 

To search for constructive ways to enlist private initiative, the 

President's General Advisory Committee on Foreign Economic Assistance 

Programs established a Subcommittee on the Private Sector in March, 1966. 

The subcommittee has studied, among other activities, the work of A. I. D. 

in implementing the Watson Committee recommendations. 

This growing emphasis on private sector activity was given further 

substance by A. I. D. Administrator Bell in April 1966, when he issued 

instructions to all A. I. D. missions about preparation of their forthcoming 

annual program submissions. Administrator Bell called the attention of 

A. I. D. 's Mission Directors to the President's remarks about private 

enterprise and then added: 
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Private sector development is also of direct relevance 
to the three fields - food and agriculture, education and
health - which the President stressed in his special 
message to the Congress. For example, the develop­
ment of the agricultural sector, the production and 
distribution of nutrients and food supplements, and the 
introduction of training programs to fill skilled man­
power requirements can be prime targets for the 
indigenous private sector. 

Additionally, the growth of the private sector in many
developing countries is necessary if these countries 
are to decrease their reliance on concessional sources 
of financing. Domestic savings rates and successful 
growth performance can be (-nhanced by policies designed
to engage greater participation of a large number of 
dispursed private decision makers. 

Clearly, then, there is a broad policy consensus among President,Congress, and private citizens that the United States foreign aid programshould encourage many forms of private participation in international 
development. 

While thi:; report is intended to summarize recent A. I. D. operationsin carrying out recommendations of the Watson Committee through July 31,1966, it also serves to reflect the pervasive way in which private enterpriseconsiderations have come to help shape our entire foreign assistance program. 
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INTRODUCTION 

a report of the many and diverse activities which theThis is 

Agency for International Development has undertaken in 1966 to encourage 

- to play a larger role in inter­
private enterprise - both foreign and local 

national development. 

this is report of specific ways in which A. I. D.
In a narrow sense, a 

made in 1965 by the Advisory
has sought to carry out the 33 recommendations 

Those recommendationsCommittee on Private Enterprise in Foreign Aid. 
are set out in Appendix I.

and the U.S. Government's responses to them 

what A. I. D. has
More broadly, the central theme of this report is 

been doing to understand and improve the "investment climate" in a number 

we have been assisting. This focus has 
of less developed countries which 

been chosen deliberately. 

The "investment climate" of a country, we believe, is a major key 

For the relative attractive­
to the probability of its successful development. 


ness of its 'climate" largely determines the willingness of foreign private
 

to make voluntary commitments
of capital and technical assistancesources 

can attract private help from abroad
 

to it. Moreover, 	 any country which 


high premium upon indigenous private activity, whether

is likely to place a 


or political. A pluralistic society will try to enlist

it is economic, social 

foreign and domestic - in 
plurality of institutions- private and public,
a 

Private activity, in other words, becomes an end as
 
its own development. 

if that concept is taken broadly,
well as a means. "Investment climate," 

directs attention both to the conditions of a nation's development and to the 

probable consequences of that development. 

The problem of'stimulating private participation in a less developed 

as having two quite different facets. Each has 
economy is seen by A. I. D. 

suggested a different program of action. 

From the viewpoint of the private American investor, for example, 

own unique "investment 
every less developed nation has possessed its 


climate" which has encouraged or deterred investment activity according
 
were likely

to each businessman's judgment of what the risk and prospects 

A. I. D. has offered promotional programs
to be. To foster private activity, 


on
such as feasibility 	studies, risk guarantees, and loans favorable terms 



-6­

to the American businessman. A. I. D., in short, has recognized themultiplicity of obstacles to private investment in many countries by tryingto minimize the risks run by any American businessman beset by those

obstacles.
 

In recent years, as A. I. D.
local private participation in a 

has stressed the necessity of encouraging
country's development, aggressive attemptshave been made to eliminate these very obstacles to investment, instead ofaccepting them as necessary evils. Conditions favorable to local privateinvestment have been assiduously cultivated. 1 Local government structures,laws and practices have been assessed for their effect upon private businessactivity ­ and encouraged to change when that seemed desirable. Credit,technical and educational institutions have been created and assisted aslocal centers of private initiative. The entrepreneurial spirit has been

nurtured in many ways. 

Across the whole gamut of a country's institutions, manpower andphysical resources, A. I. D.initiative, has sought to devise techniques to energize localserving as a catalyst to local development instead of as a surrogate
for it. 

While, therefore, 

ment climate" 

this report focuses upon the problem of "invest­in less developed countries, it is concerned not only innarrow sense thewith what attracts or deters the American private investor,but more broadly with the general conditions which help mobilize all kinds
of private initiative in the work of development.
 

We believe this was the central concernwhen it singled out 
of the Advisory Committeethe investment climate problem for the first recom­

mendation in its 1965 
 report: 

We recommend that AID select a number of key aid­receiving countries for intensive study of factorswhich may improve the investment climate; that suchstudies enlist th2 help and advice of the appropriate
business communities concerned; that an explicit
program be developed for the improvement of theclimate in those countries studied; Eind that, whereverthe foreign aid program offers some effective oppor­
tunity for the improvement of such climate, the
opportunity be used to the full. 

1/ Much the same position was taken recently by the Research and PolicyCommittee of the Committee for Economic Development in its report,Low Income Countries Can Advance HowTheir Own Growth, New York: Sept-e-mber1966, pp 2-9 
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Concretely, A. I. D. has completed four investment climate studies ­

for Brazil, Korea, Thailand and Turkey - which are reported on here. Each 

serves as a brief case study of some of the combinations and permutations 

of factors which can help or hinder private initiative in development. Each 

provides an opportunity to discuss the diversity of A. 1. D. programs which 

actually have increased private participation. 

Similar A.I. D. activities are discussed in less detail below for 

maniy additional countries in each of four regions - Latin America, the Far 

lEast, the Near E'ait and South Asia, and Africa. 

Finally, the Appendix to this report contains a summary of the 

Advisory Committee's recommendations and of the policies developed to 

carry them out (luring 1966. 
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I. THE INVESTMENT CLIMATE IN FOUR COUNTRIES 

A. Brazil 

Brazil exemplifies the complicated problems to be solved by lessdeveloped countries before their climates for private investment are truly
healthy. In addition to the usual problems besetting a developing economy,
Brazil is emerging from a period of political and economic confusion. Andit has an unusual built-in problem, the existence of two economically
disparate areas: a relatively prosperous and sophisticated Southeast and
 
a retarded Northeast.
 

Political instability and uncontrolled inflation in recent years resulted
in a flight of capital, the drying up of savings, and the virtual cessation of

foreign private investment. 
 The net inflow of private capital in the late
1950's ran at the rate of $300 million a year. In 1964, it was down to $28

million; in 1965 was million.
it up to $42 With the abrupt reversal following
the 1964 revolution, it is estimated that net inflow of private capital will be 
about $70 million in 1966, and substantially higher thereafter. 

The present government of Brazil recognizes that a substantial
increase is needed in private domestic savings and investment as well as
in foreign private investment, and has inaugurated a strong economic self­
help program.
 

Although price stability has not yet been achieved, the government
has made significant progress in eliminating many of the principal causal

factors responsible for inflation. 
 The budget deficit has been drastically

reduced and the foreign exchange and balance of payments positions are

relatively sound. Exports are up and the rising trend in GNP has been

resumed. 
 And the first six months of 1966 witnessed the beginning of sub­
stantial results from earlier programs. These include establishment of
 
a central bank, enactment of capital market legislation to encourage private
investment in industrial enterprise, modernization of the tax structure, and
orientation away from state- dominated enterprise, such as in the fields of
minerals and petrochemicals. More than $125 million, both foreign private
capital and joint ventures, reportedly are about to be invested in new 
facilities in the mineral and petrochemical industries. 

More recently, regulations governing the remittance of profits onforeign private capital have been liberalized to encourage capital inflow and 
an Investment Guaranty Agreement with the United States has been imple­
mented. 
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To encourage private participation in national economic planning, 

the Brazilian government has chosen ten representatives of free enterprise 

for an advisory commission on industrial and commercial policy. The 

commission will present data and studies for the government's use in 

formulating policies on industrial development, the expansion of domestic 

and foreign commerce, and procedural simplification. It will also examine 

measures aimed at increasing productivity and will advise on laws, decrees, 

and administrative acts which might directly or indirectly affect industry 

and commerce. 

A U.S. Mission report, made as a result of Recommendation One 

of the Watson Report, identifies a number of impediments to private invest­

ment, but is only a first step toward a fuller study of the whole investment 

climate problem. For this first report, the Mission obtained the views of 

the American Chambers of Commerce of Rio and Sao Paulo. 

A. I. D. has established a permanent high level, follow-up committee, 

as well as what is hoped will be a long-term relationship with a special sub­

committee appointed for this purpose by the Council for Latin America. 

The Mission is seeking the advice of the local business community, 

both Brazilian and American, in formulating its program. That the Country 

Team is well aware of the private investment problem is evidenced by the 

following excerpt from a iecent communication from Rio: 

A primary objective of the U.S. Embassy and USAID/ 
Brazil has been to help to restore a favorable invest­
ment climate in the country in order that private 
external resources sufficient to support a minimum 
growth target of 6 percent per year could be attracted; 
as the "Watson Report" pointed out, aid must eventually 
be replaced by investments from the private sector ­
both foreign and domestic. 

A. I. D. has helped the reviving economy by extending to Brazil, in 

February 1966, a program loan of $150 million for essential imports of raw 

materials, spare parts and components. All of the loan-financed imports 
are for the privatemust be obtained from the United States. Most of them 

sector. 

The development of intermediate credit institutions to provide 

working capital and financing for private enterprise has been assisted by 

program-loan generated counterpart funds and PL480 local currency. So 

far, approximately $145 million has been so channeled. 
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In January 1966, A.I. D. agreed to lend Brazil $11 million in con­junction with an Inter-American Development Bank loan of $5 million and 
an A. I. D. authorized grant of $540, 000 in local currency, together withtechnical assistance, in order to make sub-loans to private as well as to
public borrowers. The objective was to underwrite a Brazilian organization
in conducting resource surveys and feasibility studies of proposed specific 
investments. 

13y making available local currency loans as well as technical
assistance, A.I. D. had made it possible for intermediate credit institutions 
to make 3, 273 sub-loans to the private industrial sector for capital needs -
the equivalent of approximately $86 million - by the end of 1965. 

There has been an active technical assistance program, with U.S.specialists advising the government on problems of the capital market and 
on the organization of intermediate credit institutions, the National Housing
Bank, and privately-owned savings and loan associations. The U. S.

Securities and Exchange Commission and the New York Stock Exchange

recently completed a stock market study, followed by the work of two U.S.

technicians 
who helped Brazil draft regulations to implement the new law

governing capital markets. 
 A. I. D. also is assisting the Central Bank in

its efforts to channel private savings into productive investments and is

financing training courses for officials of intermediate credit institutions. 

A. I. D. is continuing to make substantial sums available to voca­tional training programs supported by both government and private organiza­
tions in Brazil. At the university level, A. I. D. contracts are assisting
the expansion and strengthening of education in such vital development fields 
as agricultural sciences, engineering, chemistry and economics. Brazilian 
resources have assumed the support of schools of business administration 
at three Brazilian institutions of higher learning, originally established 
through the A. I. D. technical assistance program, and are continuing to 
train potential business managers. 

Thirty centers have been established in 18 states with A. I. D.
assistance to improve productivity in Brazilian private industry. Under
A.I. D. contract, the Council for International Progress in Management
(CIPM) is currently providing the Northeast with the services of production 
specialists in basic consumer goods industries. 

As stated, the disparity between the Rio - Sao Paulo area and theNortheast poses special problems. The former area is industrially well
developed and evidently an attractive area for investment. Among more 



- 11 ­

than 800 U.S. companies doing business in Brazil, at least 300 have 

substantial investments. It is estimated that American businesses have 

invested $1.25 billion in Brazil. An example of confidence in the long­

range viability of southern Brazil is the recent announcement of a new 

$26 million Kraft pulp and paper mill financed by the International Finance 

Corporation, the IDB, ADELA, the Bank of America, a Brazilian Develop­

ment Bank (BNDE) and local private investors. 

By contrast, the Northeast is retarded and underdeveloped. Its 

25 million people live mostly off the land and have an average per capita 

annual income of about $100. A. I. D. has devoted and will continue to devote 

substantial assistance in support of Brazil's own efforts to improve agri­

cultural productivity there. Direct measures to stimulate capital 

accumulation and utilization in the Northeast have been emphasized. in 

addition to technical assistance given to help develop efficient financial 

institutions in Brazil as a whole, there is a Well-defined, A.I. D. -assisted 

Brazilian program specifically for the Northeast. (Brazil, besides its 

newly created central bank, has a national bank, several regional banks 

and 15 state development banks. ) 

SUDENE, the Governmental regional organization for the Northeast, 

has received strong support from A. I. D. It coordinates federal plans and 

programs for the development of the area, acts as an intermediate credit 

institution, and tries to attract foreign investment. 

Another key promotional institution, supported by the Brazilian 

Confederation of Industry, is FUNDINOR. Through FUNDINOR, A.I. D. 

assists in the making of feasibility studies and market and other investment 

analyses, in giving industrial promotion and investors' services, and in 

creating industrial parks. 

In June 1966, the University of Ceara in Fortaleza hosted a Con­
federation of Industry meeting, attended by A. I. D. representatives and 

some 350 Brazilian businessmen, of whom more than 150 were potential 

investors from outside the area. One important objective was to persuade 

holders of so-called Article 18-34 funds to invest them. Under this law, 

corporations may deposit 50 percent of their corporate income tax, which 
will be refunded to them if they match it and invest the whole in the North­

east. It is estimated that by the end of 1966 there will be approximately 

350 billion cruzeiros (about $160 million) in these funds available. Sponsors 

of the meeting are optimistic about attracting new industries to the region, 

but it is too early to evaluate fully the meeting's effect. 
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B. Korea 

Today, the Korean economic situation is highly promising. The 
Government has been carrying out a successful price stabilization program
since 1964, designed to keep annual price increases below 10 percent with­
out discouraging economic growth. The 1965 GNP increased by 15 percent 
over 1964, while wholesale prices increased by only 7 percent. Price
 
stability and interest rate 
reform (raising the rate banls are permitted to 
pay on deposits) have combined to cause a 74 percent iacrease in savings
accounts, from $76 million in December 1964 to $167 million in December 
1965. These increased savings represent a substantially increased capital 
availability for the Korean private sector. 

By a system of special export credit terms and tax exemption of
 
export earnings, the Korean Government has increased exports from $32. 
 8 
million in 1960 to $180 million in 1965 and $250 million in 1966. An Export

Promotion Subcommittee, with representatives from both government and
 
private business has been established.
 

In December 1965, Japan agreed, as part of the normalization of
relations, to make $800 million in technical and capitcl assistance available 
to Korea over the next ten years. This includes $300 million in grants,
$200 million in loans, and $300 million in guaranteed private credits. 

To overcome some negative aspects of the investment climate, the
following must be defined: the role of government in relation to private
enterprise; the operation of government and semi-governmental agencies
(such as the Medium Industry Bank and the Korean Reconstruction Bank)
which compete with the private sector; bureaucratic impediments (a Korean 
working group has been established to discover and alleviate this type of 
problem); and undesirable features of the Foreign Investment Encourage­
ment Act, although the July 1966 amendment is in some respects more 
liberal than the former version. 

A preliminary study based on Recommendation One of the Watson 
Committee Report has identified the need for a number of further A. I. D. 
studies to analyze impediments and to develop a body of knowledge for 
formulating appropriate recommendations and action programs. Some of 
these studies have already been completed and others are underway. 
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The following is a partial list: 

Completed: participation of businessmen in government; 

evaluation of business education, management and vocational training; 

survey of labor practices and manpower availability; export and domestic 

marketing practices - credit instruments (preliminary); current foreign 

toward foreign investment.investment in Korea; Korean attitudes 

Underway ur contemplated: survey of existing financial 

institutions; applicable business laws; investment promotion; procedural 

flow-chart of foreign investments. 

A survey of American businessmen in Korea, made as part of the 

investment climate study, and an A. I. D. contract study of 100 American 

concerns in the U.S. which do business with Korea, reveal a widespread 

feeling that the Korean investment climate is improving and that economic 

prospects are much better. 

At the suggestion of A. I. D., the government is creating an agency 

under the direction of the Economic Planning Board to formulate a private 

investment program and to develop managerial and technical skills. The 

Korea will offer its assistance in policy formulation,A. I. D. Mission in 

functions to be performed, staffing and technical advice.
 

New types of institutions for lending to the private sector and a 

capital market need to be developed. An analysis of the existing securities 

markets made by a representative of the U. S. Securities and Exchange 

Commission has recently been published. The IFC investigated and recom­

mended the establishing of a private development bank. 

metThe technological needs of private industry are expected to be 

increasingly through the Korean Productivity Center (KPC) which will pro­

vide a more effective management base for Korean industry, and the Korean 

Institute of Science and Technology (KIST). Both are receiving assistance 

from A. I. D. 

The Institute, established by agreement between the Presidents 

of the U.S. and Korea, is intended to provide a scientific and technological 

base for Korean industrial growth and diversification. Under contract 

with A. I. D., the Battelle Memorial institute provides a teamr of experts 

to guide the work of KIST which has a Korean staff of 40. The Institute 

will conduct research in mechanical, chemical, metallurgical, ceramic, 
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and electronic engineering; food technology; extraction of minerals; and
technical economies. 
 As a basis for such research, a series of technical ­economic studies of various industrial sectors will be made by Korean-

American teams.
 

There is also a Korean Trade Promotion Corporati -n that engagesin advisory and training activities. An Investment Promotion Center is
 
expected to be established shortly.
 

Korea is negotiating a treaty with the United States to avoid doubletaxation, which should prove an additional stimulus to American private
investors. 

The A. I. D. program in Korea is providing both technical andcapital assistance to the private sector. In Fiscal Year 1966, $80 millionin development loans authorized for capital projects which includedwas 
the expansion of several private industries (cement and nylon) and the
increase of electric-generating capacity 
to meet growing industrial needs. 

These loans included a $5 million loan to the Korean Medium IndustryBank to furnish capital to private industry for expansion (large sums havingalso been loaned to the Bank by both Japan and Germany); a $12 million loanto the Korean Reconstruction Bank for private credit purposes, primarily

for large industry; and a $10 million loan, part of which is to be used to
facilitate the import of spare parts and replacements for industry and raw
materials. 
 A $60 million grant was made available for the import of
fertilizers and industrial commodities, The $10 million loan and the

$60 million grant were predicated on 
the ability of the Korean Government

to meet money supply and credit targets in its stabilization program.
 

On July 1, 1966, A. I. D. extended a $15 million program loan tofacilitate imports, largely by the private 
were 

sector. The conditions of thisloan similarly tied to Korean performance under its stabilization 
program. 

The A. I. D. technical assistance program in Korea has been mainlyaimed at, or is in support of, the private sector. The program is providing
advisors to Korean banking - both at the technical level of loan improvementand at the national banking policy level - to enable Korean banks (thoughlargely government-controlled) to serve the private sector better. An
advisir is being furnished to the Medium Industry Bank to help in evaluating
loan applications. 
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A. I. D. is providing advisory services to the Korean Productivity 
Center in management, industrial engineering, cost accounting, and product 
design. A.I. D. -furnished advisors in the metals industry and in quality 
control, in addition to working with specific firms on specific problems, 
will train Korean counterparts. In export promotion and private enterprise, 
A. I. D. is assisting in developing plans for a market (domestic and export) 
survey and analysis. 

A. I. D. is assisting Korea in the development of its resources and 
infrastructure, co-sponsoring a joint survey of the Han River Basin, which 
is presently the location of 40 percent of the country's industry. This five­
year survey will determine what resources exist in the Basin and will 
develop a plan for their exploitation. 

Plans are now being made for A. I. D. to assist the rural economy 
by encouraging agri-industrics and by helping the establishment of credit 
and marketing cooperatives in rural areas. This expansion largely follows 
recommendations of a 1964 study. The research component of this program 
and of similar agricultural expansion efforts will draw upon local research 
institutions whenever possible. 

C. Thailand 

The third preliminary study following Recommendation One has 
been made by the Mission in Thailand. A committee for more intensive 
study and follow-up, similar to the one for Brazil, has been established 
in Washington. 

Thailand is a sizeable country with 33 million inhabitants. Its per 
capita GNP is only about $127; yet it is concidered rich and stable by the 
standards of Southeast Asia. Its industry is now entering a period of growth, 
built upon an extraordinary record in the last few years. In 1965, real per 
capita income was about 25 percent higher than in 1957, in spite of an average 
annual population growth of 3. 3 percent. 

Thailand's economy is dominated by small-scale agriculture which, 
together with processing and handling of agricultural produce, contributes 
almost half of the GNP. Based in part on a recent program in crop diversi­
fication, the key to the country's recent success has been an annual increase 
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of 5 percent in agricultural output, much more than needed domestically. 
Over one-third was exported and the proceeds were added to the already
substantial export surplus, mostly of agricultural products, but including 
some minerals. They were evidently saved and transformed into sizeable 
increases in private investment. Thus, while the annual rate of growth for 
exports in 1961-65 was a respectable 7. 9 percent, the corresponding figure 
for private investment was a remarkable 17.1 percent. 

The public sector also flourished: expenditures rose an average
 
of over 11 
 percent a year from 1961 to 1965, thus adding to the expansion
 
of the economy. Export earnings have made it possible to import both raw
 
materials and manufactured goods without undue strain.
 

A substantial portion of the savings has wound up in commercial
 
banks, so that at least short-term investment capital is 
 available at fairly
 
reasonable rates.
 

Most important, Thailand has not been beset by inflation. The
 
consumer price index, stood at 103. The
early in 1966, 8 of the 1962 base. 

currency is readily convertible.
 

It is the general impression that the Thai agencies concerned with 
industrial develorment are making a genuine effort to improve the i.vestment 
climate. The enactment of a liberal Investment Promotion Act in 1960 
(revised in 1962), and the creation of the Board of Investment to administer
 
it, have been instrumental in attracting some foreign private investment.
 
Nevertheless, much remains to be done 
to stimulate private investment. 

The manufacturing sector produces only 12-13 percent of the gross
domestic product. While its growth has been respectable and is expected 
to improve, total private direct investment was only $28 million in 1965. 
Seventy percent of the manufacturing industries are small-scale light
industries, many of them in the food processing field. Of total current 
exports of about $625 million, only 2 percent are in manufactured goods. 

While mining (tin, iron, zinc) has so far contributed less than 2 
percent of the gross domestic product, it accounts for 10 percent of export 
earnings. 

Nonetheless, many factors persist which deter improvement in 
the investment climate: slow and overly complex administrative procedures 
of those government agencies which deal with the private sector; taxation 
and customs regulations; and shortages of entrepreneurial talent and 
technically skilled personnel. There is a particular need for improved 
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capacity to make pre-investment and feasibility studies and to identify and 

promote investment opportunities. The fact that interest on government 

bonds is income tax free and that thure is no capital gains tax on real estate 

(which in Bangkok at least has been soaring in value) has diverted substantial 

savings from 	industrial investment. Equity capital and long-term money 

Only 26 stock and bond issues are listed on the Bangkok Stockare scarce. 
Exchange. 

The government's present policy is to encourage industries which 

will rely on domestic raw materials. With regard to the existing state­

owned enterprises, some of which are in the manufacturing area, the 
pointedgovernment has recently received an A.1. D. -financed study, 

towards their improved operation and, in some cases, towards their being 

sold off gradually to the private sector. A. I. D. stands ready to give 

technical assistance in this process. 

The Ministry of Industry, whose primary function has been the 

supervision of state-owned enterprises, has officiaJly undertaken to shift 

its emphasis from state enterprises to organization, regulation, and pro­

motion of privately-owned indastry. The Ministry has established an 

and Planning 	Division to develop and implement aIndustrial Economic 
program in this field. 

It is the general view that the greatest need is the strengthening 

of existing, and possibly the creation of new, institutions - governmental 

and private - which deal with or foster the private sector. Also a clear 

enunciation by the government of policy guidelines affecting the private 

sector would be desirable. 

A. I. D. has been giving many kinds of technical assistance in an 

effort to strengthen the private sector. Examples are-

It has assisted in the preparation of industry studies 

for the Planning Secretariat of the National Economic 

Development 	Board (the central planning agency), 

which contains an industry division and a private 

sector planning group. 

A contract team is assisting both in the reorganization 

of the Board of Investment and in identifying and pro­

moting agribusiness opportunities in the Northeast. 
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In February 1966, USOM issued the second edition of
 
its pamphlet, 
 "Private Enterprise Investment Oppor­
tunitjis in Thailand. "
 

A. I. I). has assisted in the improvement and expansion

of the operations of the Industrial Finance 
Corporation,
 
a semi-private development 
hank and is also assisting
substantially in the recruitment and financing of a new
 
senior executive officer, 
 with the objective of making
 
this institution even 
more effective. 

A current A. 1. L). sponsored study has examined the role
 
of the new 
Bank for Agriculture and Cooperatives as the
 
apex of a coordinated system of agricultural credit, both
 
governmental and private. 
 The Bank has adopted the
 
principles of supervised 
credit and intends to operate
 
largely through credit cooperatives.
 

It is financing a field research project of development
 
planning and the mobilization of voluntary savings.
 

It has supplied advisors to revise and simplify the tax
 
code, which is now 
in final form awaiting enactment,
 
and to help establish better tax administration and col­
lection procedures.
 

It has offered the services of experts to help revise the
 
national resources exploration code, to help formulate
 
a minerals program, and 
to recommend revisions in
 
petroleum exploration and production regulations.
 

It is financing a contractor who is training heavy 
equipment operators at the Korat Technical Institute. 

A. I. D. assists the Asian Productivity Organization (APO)
witli which the Productivity Center in Bangkok is affiliated. 

It has supplied a team of experts to help establish a pilot
rural electric cooperative in Northeast Thailand. 

An advisor is now being recruited for the Industrial 
Economic and Planning Division of the Ministry of Industry 
to help develop a coordinated plan for industrial development. 
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It should also be noted that a new Treaty of Amity and Economic 

Relations was concluded in May 1966 between Thailand and the United States 

and that a Convention for the Avoidance of Double Taxation, signed in 1965, 

is now before the Senate for ratification. 

D. Turkey 

A preliminary Recommendation One report discloses difficulties 
based on conflicting attitudes toward private enterprise and the restrictive 

administration of an otherwise fairly liberal Foreign Investment Encourage­

ment law. 

State enterprises account for almost half of Turkey's factory pro­

duction. Though created, fostered and protected by government, present 

plans call for selling some state enterprises to private businessmen and 

establishing certain new projects on a joint venture basis with private 
investors. 

One rationale for this "statism" is the shortage of private capital. 

The main source of medium and long-term capital, the Industrial Develop­

ment Bank - partially financed by A. I. D. - has contributed only a minor 

portion of capital invested in private enterprise. Short-term capital is 

available from commercial banks only at high rates. 

The capital market is rudimentary. Exchange regulations and 

import restrictions are onerous, both caused by continued foreign exchange 

shortages. 

This does not mean that there has been no development of the private 

sector. Private industry has been expanding rapidly. New manufacturing 

enterprises have been started in the last few years, while others have 

expanded. Although younger and more far-sighted entrepreneurs are 

emerging, the business community is still largely dominated by established 

manufacturers with prerogatives of protection, monopolies, and high prices. 

The Union of Chambers of Commerce and Industry, whose major 

function is to represent the private sector, has been assigned import and 
exchange control duties by the government. The Union is receiving technical 

assistance from A. I. 1). for its reorganization and strengthening as a 

private enterprise organ. 
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In a March 1966 pamphlet, the organization reemphasizes the need
 
for foreign investment, recognizes that a favorable investment climate is
 
an essential prerequisite, and advocates a 
long series of measures and
 
reforms to encourage private investment, particularly foreign investment.
 

Under these conditions, A. I. D. activities in the private sector have
 
concentrated on individual private sector projects 
and the strengthening of key 
institutions. 

A recent A. I. D. local currency loan to the Development Bank to 
broaden its borrowing capacity will add to available capital for the private 
sector. A. I. D. will also continue to give technical assistance for training 
to the Turkish Management Association in cooperation with the Ford Founda­
tion, ILO and OECD. A. I. D. will help the identification and promotion of 
viable projects and the preparation of feasibility studies. 

A. I. D. has been ready to make U.S. dollar loans tied to U.S. 
procurement and in a minimum amount of $1 million directly to the private 
sector. Only two such loans have been made since 1959, and none in 1965-6. 
However, at the end of the fiscal year a number of such projects were under 
consideration for financing either directly by A.I. D. or through the Industrial 
Development Bank. In Fiscal Year 1966, Cooley loans of $3, 560, 000 were 
made, and four specific risk guarantees were issued, totaling over $6 
million. 



- 21 -

COUNTRIESII. SUMMARY REPORT ON OTHER 

A. Latin America 

Several of the Spanish-speaking countries of Latin America suffer 

from common handicaps to private investnent activity. And whereeven 

the, givernments are stable and inflation is under control, the need for 

private capital exceeds that available. Despite notable progress under the 

and regulations and their administration areAlliance for Progress, laws 
still restrictive. 

to favor those in business,Import and other regulations continue now 

who are reluctant to see semi-monopolistic prerogatives diluted. Other 

not expanding rapidly: purchasing powerprollems abound: markets are 
are high; and quality is often poor. Mechan­ren:iinsI low; protected prices 

them into productiveisms fur marshalling private savings and channeling 

investment are not yet adequate. There is still a lack of entrepreneurial 

and teclinical talent. And, more intangible, there is the psychologicLl 
Lincoln Gordon in a recent speechfactor mnentioned by Assistant Secretary 

Me:xico City: ''Private enterprise ... is not yet an almost universallyin 

accepted and res)ected institution. "
 

Net, in the past year, there has been encouraging progress. 

.Judging from their statements, more Latin American gcvernments are 

realizing the im-nportance of a thriving private sector. For example, the 

incoming Colombian government is following sensible, confidence-creating 

policies. And, in a recent speech before the American Chamber of 

the Finance Minister of Uruguay attributedCommerce in Montevideo, 

to too much government interference and sup­his country's recent woes 


ported a policy favoring the private sector.
 

on regional activities,Of equal importance has been a growing focus 
Congress on so strongly endorsed in President Johnson's message to 

1966, and echoed in Assistant Secretary Gordon's speech.F'ebruary 1, 

The President said: 

We have recently extended our ongoing commitment 

to the Alliance for Progress, which includes strong 

support for the successful economic integration of 

Central America. The movement toward greater 

cooperation among all Latin American economies 

will gain momentum in the years ahead. It has our 

strong support. 
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The United States will support the proposal of the
Inter-American Committee of the Alliance for Progress
and the Inter-American Development Bank to establish 
a new fund for feasibility studies of multinational 
projects. These projects be of enormouscan value to 
countries which share a river valley or another natural 
resource. They are sound combinations of good 
economics and good politics. 

On August 1, 1966, the IDB announced formation of a $15 millionpreinvestment fund for Latin American integration to prepare multinational
projects which would foster that goal. The President re-emphasized his concern for integration in his August 17 speech on the fifth anniversary of 
the Alliance for Progress. 

Progress is being made toward integration through the CentralAmerican Common Market and the Latin American Free Trade Association
(LAFTA). A. I. D. 's regional mission in Central America works closely
with the former and continues to encourage regional projects in Central

America and Panama, including taxation, 
 tourism and investment promotion.It is encouraging that between 1960 and 1965 intra-regional trade in Central 
America rose from $30 million to $140 million. 

Many individual governments have been active. The Second Inter-American Conference of Labor Ministers, held in Venezuela in May 1966,
explored the role of democratic trade unions in 
 the development process. 

An August 1966 meeting in Colombia between the presidents of that
country, Chile and Venezuela, and representatives 
from Peru and Ecuador, 
was largely focused on economic integration. 

The latest in the series of annual meetings at the ministerial levelof the Inter-American Economic and Social Council was held in Buenos Aireslate in March 1966. It was recognized that "a larger flow of external private
capital is indispensable" and it decided to ask the U. S.was to join in astudy of a multilateral system of investment guarantees. 

Nor have conferences at the business level been lacking. Theoccasion of the above-mentioned speech of Assistant Secretary Gordonthe l1th wasPlanning Meeting of the Inter-American Council of Commerce andProduction (CICYP) in Mexico City in late May 1966, attended by more than
400 business leaders of Latin America, the U. S. and Canada. 
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August meetings were held in Panama by a continental conference 

of private businessmen sponsored by CONEP, a group representing the 
Panamanian business community, to discuss the role of the private sector 
in Latin America. A. I. D. helped to organize this conference and was 
represented, together with a number of delegates from U.S. industry. 

A. I. D. recently authorized an experimental program for the 
promotion of industrial foreign private investments in Latin America, 
involving the wide use of consultants selected for their special familiarity 
with a given industry and the companies therein. Their selection will be 
controlled by a central clearing house, independent of government and 
privately operated. This will provide for the face-to-face promotion called 
for in Recommendation Four of the Watson Committee Report. 

The Council for Latin America, operating through local U.S. 
business and civic groups, has been instrumental in establishing a series 
of Business Communications Seminars as forums for the exchange of 
opinions and experiences. The Council maintains a series of regional 
committees which work in liaison with various desks in A.I. D., the State 
Department, and the special committee on the Brazil investment climate 
study. It also sponsors various scholarship programs and educational 
activities. 

The recent release of the second installment of the Fiscal Year 1966 
$80 million program loan to Chile illustrates yet another technique appli­
cable to the whole development program which has particular significance 
to the private sector. Installments of these loans are released following 
quarterly reviews to determine that the recipient has substantially complied 
with its commitments to economic and fiscal policies as expressed in the 
loan. For example, it was found that Chile has made strides in 1966 in the 
following: preparation of a plan and program to expand industrial production 
(including goods for the popular market) through promotion, credit, and 
technical services to private enterprise; organization of an industrial sector 
planning staff; improvement, simplification and acceleration of procedures 
affecting authorization of new industry, particularly foreign investment; 
reviewing legislation which tends to stifle competition; and expanding 
industrial credit. 

Although within the confines of this report the developments in A. I. D. 
programs in all of Latin America cannot be covered, some major highlights 
can be summarized: 

In Chile, a bill reforming the law governing banking 
operations is about to be introduced in Congress. 
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Recently an A. I. D. consultant conducted a preliminary
study and is expected to return to Chile for a longer period 
of time to help the Mission reassess its private enterprise 
program. 

In June 1966, an agreement was signed between A.I. D. and 
the Government of Chile, as part of the Chile-California 
program, under which technicians will be provided to help
launch a small and medium-scale industrial promotional 
and development project. 

Chile, because its domestic market is small, is a strong advocate
of Latin American integration and of LAFTA, and has established economic 
coordinating committees with Brazil and Argentina. 

The Colombian investment climate is quite favorable. It has recently
established a permanent coordinating committee for LAFTA, which includes 
representation from private industry, commerce, agriculture, and labor. 
A private exporters' group has al,,o recently been formed to foster exports,
training and international contacts. The Private Investment Fund, sub­
stantially aided by A. I. D., 
 sourceis a of medium and long-term credit. 

The Private Development Committee (C. P. D.), which A. I. D. was

instrumental in establishing and to which it still contributes both funds and
 
technical assistance, has been effective in promoting private investment
 
and strengthening the private sector. 
 An A. I. D. contract with Syracuse
University has helped develop the curriculum and organization of a school
 
of business administration. The Rand Corporation, 
 under A. I. D. contract,
will develop economic analyses to support export promotion and industrial 
development. Through A. I. D. contract with the University of Nebraska, 
agricultural faculties at three National University branches will be expanded
and upgraded. A. I. D. also expects to help expand vocational training,

and continues to contribute to 25 rural cooperatives.
 

In Peru the climate for private investment is generally favorable. 
The private sector is vigorous. No export or import restrictions exist,

and the exchange rate has been steady for several years. 
 However, there
 
are weak spots and A. E.D. is making its contribution to their gradual

elimination. It is 
 working with the National Institute for Industrial Pro­
motion. A.I. D. finances a contract with Stanford 
Research Institute for

the promotion of industrial developm(nt in the depressed Sierra region of
 
Southern Peru. It has cooperated with the Peruvian National Productivity
Center to increase industrial productivity and introduce modern methods. 
And the first graduate school of business administration in Latin America 
is being financed by the Agency. 
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In Ecuador, A. I. 1). signed this year a loan of $3 million to a new 

private national development finance corporation, COFIEC, which will 

make sub-loans and invest in equity in private industrial enterprises. 

This institution supplements two others to which A.l. D. has made contri­

l)utions: CENDES, which has conducted feasibility and market studies and 

promoted a substantial amount of new investment, and another intermediate 

credit institution, the National Finance Corporation. 

In Paraguay, the Development and Productivity Center, an auto­

nomous institution of the private sector, has been established under the 

auspices of A. I. 1). and the Organization of American States (OAS). A. 1. D. 

will contribute both material and teclhnical assistance. A study is being 

ma(de to determine the desirability of a development bank. 

Even a partial listing of A. I. I). contracts in Latin America illus­

trates the variety and scope of its programs to strengthen the private 

sector. Examples include: an agricultural research project in Peru; 

training of bank employees in industrial development operations projects 

in three countries; export and marketing projects; investment promotion, 

engineering and industrial and management education and training programs 

in four countries; 1usiness management development in Central America; 

industrial administration and agro-industry projects in Ecuador; vocational 

training in Uruguay; private enterprise development programs in Panama 

and Peru; labor union training in 20 countries; and a regional program for 

the promotion and development of the private enterprise system. 

In July 1966, A.I. 1). made a loan of $2.1 million in Panama for 

sublending through private savings and loan associations in the form of 

home loans to low and medium-income families. With technical and 

financial assistance from A. I. D. , similar savings and loan systems have 

been established in Bolivia, Chile, the Dominican Republic, Ecuador, 

El Salvador, Guatemala, Nicaragua and Peru. Venezuela, Argentina and 

Brazil are planning to establish savings and loan systems, and Honduras 

has a system under consideration. 

The size of the A. I. D. program in Latin America is indicated by 

the following figures: 

We have already mentioned three program loans 
during Fiscal Year 1966 for a total of $295 million, 

primarily for the benefit of the private sector. 

In the second half of fiscal 1966 there were authorized 

project loans aggregating $178, 815, 000. Three project 
loans totaling $10, 250, 000 were authorized in the first 
half but signed in the second half of Fiscal Year 1966. 
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In the same period $50, 700, 000 was obligated for 
technical assistance. 

Of the project loans, almost half ($90, 550, 000) were to or for the
benefit of the private sector, as follows: 

Amount 

No. of LoanedPurpose of Loan Loans ($ millions) 

Agricultural credit 4 	 31.1 
Private 	development banks - for relending
 

to private industry 
 4 	 15.0
Private investment fund - creation 1 	 2.0
Housing, and savings and loan institutions 	 3 10.8 
Livestock bank - for relending for livestock
 

farming 
 1 	 8.0 
Mining 	bank - for relending in aid of private

mining operations 1 	 4.3Cooperative bank - for relending to cooperatives 1 3. 65
Revolving fund for community development 1 2.1 
Imports 	(Chile, for fertilizer and commodity

imports) 2 	 13.6 

$90.55 

B. Far East 

The Asian Development Bank, which came into being in late 1965

with 32 
charter members, is expected to play a particularly useful role
in mobilizing private resources. The United States signed its charter in
December and on March 16, 1966, Public Law 89-369 was enacted approving
this action and appropriating $200 million as the United States' contribution
toward the Bank's capital of $1 billion. Another $200 million has been sub­
scribed by Japan and the balance by the rest of the Bank's charter members. 

In Southeast Asia a major keynote is regional planning, backed bymultilateral support. Many international organizations, such as IBRD, the
Asian Development Bank, UN, ECAFE and the Colombo Plan, as well as
major private foundations, are fully engaged in the regional development 
effort. 
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Major development emphasis has been on agriculture, health 

education and infrastructure, but the private sector has not been neglected. 

While new private investment has been limited in the last year except in 

Thailand, Malaysia and Singapore, A.I. D. aild other organizations have 

been exploring opportunities for future investment. 

Thus, a U.S. - Vietnamese small business investment rlission 

visited Vietnam in late November 1965, to identify projects for U.S. -
Vietnamese private investment and trade. Their report was published in 
International Commerce on March 7, 1966. 

A Par East regional workshop was held in Taipei in May 1965, 
co-sponsored by the Council for International Economic Cooperation and 
Development of the Republic of China, by the China Productivity and Trade 

Center, a private organization, and by the China )evelopment Corporation, 
a semi-autonomous development bank. Delegations and observers, public 
and private, from 14 countries attended. Major topics discussed were 
industrial development financing, investment incentives and promotion 

methods, identification of investment operations, industrial estimates, 
and A. I. D. 's role in connection with all these topics. A second workshop 
is planned for the Spring Dt 1967. 

A special Southeast Asia Supplement to the Catalog of Investment 
Information and Opportunity was completed in July 1966 as a joint effort of 
the Department of Commerce and A. 1. D. 

Early in 1966, A. I. D. discussed private sector participation in 

the Southeast Asia Regional Development Program and the expansion of 
private investment in Southeast Asia with leading financial and business 
institutions in the United States. 

In November 1965, the Southeast Asian Ministers of Education and 

Planning set up a Secretariat to develop proposals for regional educational 
projects. The principal proposals now under review are for: an Asian 

Institute of Technology, a Science and Mathematics Teacher Training 
Center, a Regional Center of Graduate Study and Research in the College 
of Agriculture at Los Banos in the Philiopines, and a Southeast Asia Central 

Coordinating Board for Tropical Medicine. 

The creation of the Southeast Asia Development Advisory Group under 
A. I. 1. and Asia Society auspices in June 1965 was designed to foster more 
university-based research on problems of the area, particularly in rural 
political and social development efforts. 
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A special objective is to increase American research capabilities 
in the area. Several meetings have been held with representatives from 
major U.S. universities and private foundations. In 1967, several research 
seminars will be held and joint stuoiJes by Asian and American scientists 
may be itdertaken. 

A. I. I). has also initiated a series of investigations to formulate 
specific research proposals. One, nearly ready, is for the establishment
 
of a Regional Vegetable Production and Marketing Research Center for the
 
Far East.
 

The UN Development Program laid the groundwork and is preparing

plans for the expansion of the financing of pre-investment studies.
 

Six major U.S. corporations have recently discussed with A. I. D.
 
the possibility of training entgineers, logistics specialists, and rural
 
education advisors for Southeast Asia Missions.
 

In Vietnam, botl fie military situation and the recent currency

devaluation have affected the investment climate. Yet private investment
 
in Fiscal Year 1966 exceeded substantially the amount of the previous year,

and sizeable additional investments are under' discussion. 
 That the private 
sector is expanding is illustrated by the experience of the Industrial 
l)evelopm ent Center, a Vietnamese government agency which provides
technical and managerial assistance to industry and acts as a development 
bank. In 1966 it exhausted its lending power and the government had to 
establish a loan fund of \7N $400 million to put it back into business. 

Two major U.S. banks are now established in Saigon. Under their 
charter they are authorized to engage in medium-term, long-term and 
commercial financing and, through local oubsidiaries, to participate in 
equity financing. 

Although more than 90 percent of Vietnamese industry is centered 
in the Saigon area, a light industry sector has developed elsewhere in the 
last few years. Efforts are continuing to be made to expand and diversify 
this industrial plant and to improve its productivity. 

The Government of Vietnam has prepared legislation favorable to 
industrial development, has strengthened its commercial codes, is conducting 
an industrial fact-finding survey and a survey of raw material requirements
for the country, and is engaged in the establishment of industrial parks and 
an industrial promotion center. A. I. D. has contributed primarily technical 
assistance and help through its commercial import program. 
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Malaysia has a strong traditional private sector. Recently, 

of Singapore in 1965, the governmentparticularly since the separation 
has been taking steps to expand it. It is considered a promising area 

for foreign investment, which is already very substantial. 

A World Hank sponsored Consultative Group for Malaysia met in 

London in May 1966, to consider the implications of the current Five Year 

Plan effected in .ianuary 1966. Under the plan, the government is com­

mitted to a continuance of its record of sympathetic action in favor of the 

private sector, The manufacturing operations of the country are almost 

totall]y in private hands. In its furtherance of private sector interests, 

the government, among other steps, has established pioneer industries 

programs, set L1) industrial estates and undertaken to strengthen needed 

infrastructure fac i ities. Onie of the specific points discussed at London 

was the. urgent need for pre-investment surveys, particularly feasibility 

studies, in aid of' the private sector. 

In Singapore, interest exists in the creation of a private or semi­

private local development bank to supplement the facilities now provided 

by the t'conom ic Developmnent Board. The EDTB invited a three man IBRD-

IFC team in .June and July to make a preliminary study for this purpose. 

In addition to continuing to provide considerable direct assistance 

and the IESC have been asked by the EID13 to carry outto the ElDB, the UN 
studies to identify new areas for private sector development in order to 

relieve the growing pro im of unemployment. 

In the Philippines, the Constitution lays the basis for a free enterprise 

system. The country's commercial laws are modern and its institutions are 

well developed. It has experienced technical and managerial personnel. 

There is an absence of exchange controls. In foreign investment, there is 

a stated governmental preference for joint ventures. 

A new administration took office on December 30, 1965, with a 

program of specific suggestions designed to strengthen and improve the 

and the climate for both local and foreign investment.industrial sector 

1 ecently, by decree, President Marcos of the Philippines enjoined 

all governmental institutions to observe the provisions of the Constitution 

and of existing laws to encourage investment in the Philippines; assuring 

the right to repatriate investments, recent earnings, repay foreign loans, 

and service foreign obligations; guaranteeing against expropriation e.cept 

for just (ompensation; and outlining the areas of investment which the 

governm ent would particularly like to encourage. 
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In recent months, A.I. D. has continued to help the Economic 
Development Foundation, a non-profit, private organization, which has
 
a 
good two-year record of developing feasibility studies and in promoting

new industries. The assistance 
has covered overhead and the costs of a
 
management consultant.
 

Following a pilot loan, A. I. D. has made a local currency loan of
 
5 million pesos 
(3. 9 pesos to the dollar) to establish an Agricultural

Guarantee Loan Fund. These funds respectively will guarantee up to 70
 
percent of loans made by rural banks.
 

On August 15, 1966, the Agreement with the Philippine Government 
Relating to Investment Guaranties was amended to include losses due to war,
revolution and insurrection, as well as to cover extended risk guaranties. 

C. Near East and South Asia 

Pakistan is in the second year of its third five-year plan. Dislo­
cations caused by the short war 
with India are being cured and Pakistan is 
now expected to return to a program which encourages producer goods

manufacture, import liberalization 
for raw materials and machinery, and
 
improved financial institutions serving industry.
 

Pakist.,n is not, however, an easy country for foreign enterprise

to do business in. Imprecise laws and regulations and the necessity to cope

with many levels of bureaucratic administration make the process difficult.
 
Foreign investment tends to be 
limited to special high-profit situations 
which justify the extra managerial effort needed to overcome these problems. 

During the past year, A. I. D. has been associated with several 
constructive institutional and policy developments of significance to the 
private sector. 

The A. I. [). Mission has given technical advice in the formation of
the Investment Corporation of Pakistan and is currently providing an expert
consultant and training opportunities. This Investment Corporation was 
established by the Central Government in 1966 as a corporate body to
develop a capital market through underwriting new security issues and 
investing in new and existing industrial enterprise. 



- 31 -

At the request of the Finance Ministry, the A.1. 1D. Mission is 

studying means to reform the investment licensing system to eliminate 

arbitrary and unnecessary restraints on new private investment. 

In July 1966, the government announced the resto-,ition and liberali­

zation of the import policy originally introduced in 1964 and interrupted by 

the war with [ndia. It will support greater private sector activity, increase 
output through increased utilization of capacity, and make raw materials 
more widely available. Import liberalization would not have been possible 
without A. 1. 1). and consortium financing. The liberalization program had 

to be temporarily suspended early in 1967 due to the serious foreign exchange 

situation. 

Pakistan commercial banks, the Industrial Development Bank of 
Pakistan and the E0ast Pakistan Small Industries Corporation, partly as a 

result of A. I. D. initiative, have organized themselves as a consortium to 

assist in financing small scale private industry in East Pakistan. 

In the second half of Fis..,al Year 1966, two program loans were 

authorized for Pakistan, totaling $120 million. This followed the authoriza­
tion, in December 1965, of a local currency loan of 30 million Rupees to 

PICIC (the private development bank). 

In India, as in Pakistan, the Indo-Pak War in September 1965 

created uncertainty in future national plans. Just prior to the war, India 
had drafted an outline of its Fourth Five Year Plan calling for a continuation 
of investment in the private sector at about the same rate as the prior year. 

India has been willing to make stern decisions which should have 
beneficial effects for economic growth. On June 6, 1966, the rupee was 
devalued by 36.5 percent, and on June 21, the Government of India announced 
the first steps in import liberalization. Special arrangements were to be 
made to import large quantities of fertilizers, pesticides, sulphur, and 
rock phosphate, and to support rapid expansion of agricultural production. 
Certain raw materials needed primarily for export production will be 
allowed to be im-nported under an open general license, which, in the first 
instance, will he valid for shipments made up to March 31, 1967. 

In December 1965, a new fertilizer market policy was announced in 

order to attract foreign capital. All. fertilizer companies licensed prior to 
March 1. 67 will now have the right to distribute their production without 
geographic restriction at their own prices for a period of 7 years, although 
the Government of India reserved the option to purchase up to 30 percent of 
production at a negotiated price. A fertilizer team composed of senior 
Indian officials was in the United States in June and July 1966 to stimulate 
further private investment. Other measures encouraging agricultural 
imports have also been announced. 
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A. 1. 1). is currently administering 49 active loans to Indian organiza­
tions. Included in these are loans for electric productien and distribution,
railways, truck manufacture, fertilizer manufacture, coal mining and 
production, and the financig of industrial finance corporations which in
 
turn finance thousan(Is of small Indian firns.
 

A. . 1). is emphasizing agricultural development including storage,
distribution and marketing. A special activity is the development of co­
operatives and, 
 in parti cular, a rural electric cooperative system. 

An Industrial Relations Training Institute has been established.
 
One effort is devoted to introducing a system of management control,

material planning and meaningful cost estimates to assure the economical
 
LIS(e of reS 00rce s for initj or industrial projects.
 

An A. I. 1). Consulting Services Loan of $2 million was executed in
March 1965, and is available for the conduct of long-range market feasibility
studies with the major purpose of interestino prospective local and foreign 
private investors. 

The government is developing plans to send teams to the U.S. to
work with consultants in identifying export promotion possibilities. 

An A. I. I). loan of $3. 5 million was signed in June 1966, for an

exploration survy of mineral, resources 
in India. This should result in

the identification of mining projects which may be opened to private
 
enterprise. 

Pursuing its long establi "hed Policy of supporting both wholly-owned
and jointly-owned enterprises, the A. I. D. Mission has participated in
 
discussions and negotiations 
with the government regarding arrangements
between prospective investors wher-e these arrangements involve significant
policy issues. Mos recent examples are negotiations for tLe Madras 
fertilizer project, I" and the Gujerat Petrochemical Complex. 

In February 1966, our Investment Guaranty Agreement with India 
was amended and extended to include war risk and extended risk coverages.
It is interesting to note that in Viical Year 1966, A. I. D. issued 94 (by far
the largest number in any country) specific risk investment guaranties for
India, of a face value of over $40 milliLon. It also made Cooley loans totaling 
over $11 million and underwrote four investment surveys. 

1/ As of the end of Fiscal V'ear 1i96(;, A. 1. I). was in aclive negotiations for 
an extende I risk guaranty of $17.25 million to cover this project. 
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In July, a program loan of $150 million was authorized. Its 

announcement was linked with that of further import control relaxations. 

In Afghanistan, the (overnment has taken several steps in recent 

yeaIrs which, hopefully, will lead to growth, especially a further develop­

ment of its small pci \'ate sc('tor, and stimulate foreign trade (also related 

to the private sector). The faovernment has restri t.-d non-essential imports 

and increased customs duties and taxes and has agreed to take steps to 

improve its monetary and fiscal management. 

A program is underway to increase wheat production greatly. 

A Karakul Institute has been established to improve the quality of 

karakul which is the country's major export and foreign exchange earner. 

One A. 1. 1). -financed contractor is conducting a study of the agri­

cultural and industrial potential of the flelmand Valley, and another is 

conducting feasibility studies of five possible expofct or import replacement 

manufactures and is attempting to attract investment, both domestic and 

foreign, for these pu r'poses. 

The U.S. is providing grants for technical assistance and loans 

for the developmunt of hydroelectric power for industrial development. 

Although Iran can finance most of its development activities through 

oil revenues, it still seeks advice in sector planning. U. S. advisors on the 

mobilization of local capital are being provided to help Iran channel savings 

into investment in private industrial enterprise and privately owned and 

constructed housing. A. I. D. assistance to Iran will be terminated in FY 1968. 

The Industrial and Mining Development Bank, founded ten years 

ago with American and European assistance, finances many private enter­

prises. A. I. 1. activities supplement others, such as a recent $25 million 

loan by the World Bank to the Development Bank. IESC has been particularly 

active in Iran. It has completed 16 projects there, has four active ones, 

and 19 more which it has accepted. 

In Nepal, industrial development is not yet far advanced. However, 

A. . 1). is attempting to stimulate industry in the private sector. One of its 

activities is to develop timber and power. A. I. D. provides a large part of 

the financing of the Nepal Industrial Development Corporation and is involved 

in the operation of the Corporation. A. I. D. also has helped train managers, 

accountants, and marketing supervisors for the National Cooperative Bank. 
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D. Africa 

Africa is roughly four times the size of the United States, yet it 
has a population only slightly more than 200 million persons. There is
 
congestion in a few isolated urban centers, 
 but, otherwise, people are
 
spread very thinly across a great many countries.
 

The major consequences for business are small national markets
 
and serious distribution problems. Moreover, there is little wealth in
 
private hands and governments are almost the only repositories of savings. 
Added difficulties arise from the relatively few private companies which 
(NiSt in Africa and these have a meager capacity for manufacturing. Most
 
agriculture is of the subsistence variety and farmers tend to be 
the least
 
favored and most poorly educated part of the population. Such private

enterprise 
as exists is owned and managed by foreigners, with only

occasional shares held bv African development banks or other similar
 
institutions.
 

A. 1. I). and the World ]lank have made important contributions to 
the development of harbors, railways, roads, water supplies, electrification, 
and communications. While little is still known of Africa's resources,
A. I. 1). -financed surveys have opened the way to important pioneer invest­
ments in such countries as Tunisia, Ethiopia, Nigeria, Guinea, Liberia
 
and Somalia.
 

Presently, 41 A. I. 1). -supported surveys are either underway or
 
projected in 23 African countries, along with eight regional surveys.

Similarly, American aid 
to education, combined with the very significant
work of tie Peace Corps, has helped to upgrade teacher training, extend 
technical learning and broaden the opportunity for secondary schooling.
New universities have been established and old ones strengthened. A. I. D. ­
supported vocational training has added significantly to Africa's supply of 
skills. 

Emphasis on private enterprise throughout Africa has grown slowly
and has become significant only recently. In 1965, American private invest­
ment into Africa (exclusive of South Africa) amounted to $130, 000, 000, 
chiefly in extractive industries. 

A serious problem since the advent of Africa's many new independent
republics has been their economic isolation from one another. It is this 
condition to which President Johnson referred in his speech of May 26,
1966, as he stressed again the importance of regional cooperation. It is 
this condition which current programs are designed to rectify. 
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A major step toward economic interdependence has been taken by 
the Africans themselves. On December 31, 1965, 27 African countries 

inaugurated an African l)evelopment Bank, and paid in $31. 2 million toward 

an authorized capital of $250 million. Financial operation started July 1, 

1966, and the first board meeting was held July 18. 

A. I. D. has offered loan funds for capital projects and grants for 
the conduct of feasibility studies by American firms. U.S. participation 
with the African Bank in financing regional projects is being studied and, 
already, some technical assistance has been given by an A. I. D. -supported 
transportation specialist. 

Meanwhile, to help solve their supra-national development problems, 
some countries are forming regional organizations. The five "Entente' 
countries of former l,'rench West Africa (Ivory Coast, Niger, Upper Volta, 
Dahomey and Togo) have established a Mutual Aid and Guarantee Fund. In 
anticipation of an Eastern Africa Economic Community, seven East African 
countries ha.,e signed a cooperative agreement which is a statement of intent. 
Those already enrolled are Burundi, Ethiopia, Kenya, Malawi, Mauritius, 
Tanzania and Zambia. Somalia and Sudan are prospective members. 

In the field of education, East Africa has already taken major strides 
toward unity. The University of East Africa combines the faculties and 
facilities of the Universihy College of Dar es Salaam in Tanzania, Makerere 
University College in Kampala, Uganda, and the University College of 
Nairobi in Kenya. By sharing in this fashion, duplication is avoided with 
resultant savings to all. A. 1. 1D. recently announced a loan of $850, 000 to 
the combined University of East Africa to erect three dormitories and 
three engineering buildings. 

A. I. 1)., in response to this African initiative toward regionalism, 
has enlarged the office in Washington dealing with regional developments. 
Regional emphasis is also carried into the field. Five A. I. D. -sponsored 
surveys have been conducted for the African Industrial Map which forms 
part of the development strategy of the UN's Economic Commission for 
Africa. 

Nigeria has the distinction of being the first British Commonwealth 
member of the European Economic Community. Due to come into effect in 
1967, this agreement followed three years of study and negotiation. 

Many African countries now have their own development banks. 
A.I. D. has made financial contributions to those in Tunisia, Morocco, 
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Sudan, Somalia, Ivory Coast, Niger and Uganda. rec:inical assistance has 
been given the banks in Liberia, Somalia, Sudan, Ghana, Ivory Coast and 
Nigeria. M'anwhile., American private banks have spread over Africa, 
estal)lishing b ranches of their own, buying into existing British and French 
banks, and in some instainces contrihuting to the developm ent banks. 

As a Flurtli .r aid to capital accuinulati on, an Ame.rican insuVance
 
specialist with long ex)erience in Ghana an( Nigeria will soon visit several
 
African coinntries to advise them on internal insurance development. An
 
insurance company is engaged in a similar A. I. 1). -sponsored mission,
 
excupt that it will advise cooperatives how to start insurance programs.
 

With institutions emerging for significant African participation, 
A. 1. I). 'sOffice of PrivatU ]'Interpris(, for Africa has launched a pioneer
 
program of industrial promotion. DcigneLd to utilize the promoting capa­
city of the E'dge Act Corporations and other p)rivate financial institutions,
 
the Office is negotiating contracts undcr which the banks, or their sub­
contractors, will study specific projects and then 
locate operating companies 
to conduct them. The Office of Private Enterprise has contacted more than 
50 such financial bodies and favorable responses have come from about 25 
in such cities as New York, Chicago, Pittsburgh, St. Louis, Los Angeles 
and San Francisco. Four Chicago institutions have formed the Middle 
American l)evelopm ont Association and have hired a consultant to visit 
six African countries to identify projects and to establish oflices on their 
ibehalf in both E~ast andi West Africa. Meanwhile. negotiations are proceeding 
with a New York bank wlhich has expressed interest in a large cattle project 
in Kenya and a paper and pulp plant in Malawi. With these arrangements as 
a pattern, A. I. 1). is continuing to negotiate with other financial institutions. 

African responses to such efforts have been favorable. Many 
governments previously suspicious of private enterprise are now revising 
their investment codes, often with American help. In Liberia, Ghana, 
Nigeria, Somali. and Fthiopia, such help has taken official form. In 
Tunisia, an economic advisor sponsored by the Ford Foundation has drafted 
a new investment code. Companies undertaking surveys have been w2l 
received, and it is reported that incentive agreements are being settled 
niore readily than in the past. Generally, there appears to he a new aware­
ness in Africa of the limited scale of available government help, as well 
as a lessened fear of f eign domination. 

Plans by several governments for divesting themselves of govern­
ment owned industries provide further evidence of a new interest in private 
enterprise. In Ghana, where a new government has reversed many of the 
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policies of the former regime, A. I. D. advisers have been restored to 

their former positions in the National Investment Bank. They are now 

directing surveys of some of Ghana's 52 state-owned industries, as a first 

step toward a planned divestiture of many of these industries and the 

promotion of joint ventures of others. Tunisia has similar plans for its 

government-held enterprises, as do the northern and eastern regions of 

Nigeria. 

The private sector in the United States is today giving continent­

wide attention to the development of basic resources of Africa. Agriculture: 

Africa's major economic activity and its sector of greatest deficiency, is 

about to receive a major lift from a number of broadly-based private 

investments. American companies are developing or investigating large 

scale cattle projects in Morocco, Nigeria, Kenya, Mali, Sudan, Ethiopia, 

Tanzania and Zambia. These, combined with private fishing developments 

in Morocco, Senegal, Dahomey, Ghana, Nigeria and the Cameroons, and 

with investments in poultry, either contemplated or underway, in Tunisia, 

Morocco and Nigeria, should help correct the perennial protein lack in 

the African diet. 

Housing projects, either sponsored or assisted by American 

builders, are emerging in Tunisia, Libya, Senegal, Ivory Coast, Nigeria, 

Kenya and Tanzania. 

Mining continues to be a major attraction for American investment. 

In Morocco, Tunisia, Senegal and Togo, phosphates are receiving important 

attention, as is manganese in Gabon. The remarkable iron finds in 

Mauritania, Liberia and Gabon ar'e absorbing increasing amounts of 

American capital. Copper still flows from Zambia and the Congo despite 

transportation difficulties. The completion of the Volta Dam brings closer 

the date when an American company, now engaged in the project, can 

exploit Ghana's vast bauxite deposits. Expanded aluminum development is 

also contemplated in Guinea. 

Petroleum production continues to rise. At least 40 American 

companies are engaged in Nigeria, exploring, marketing or servicing this 

swiftly growing industry. Crude oil production in Nigeria exceeded 100 

million barrels in 1963, and in 1965 the country's first refinery went on 

stream. Exports in 1966 are expected to exceed $280 million in value. 

Petroleum is today Nigeria's leading export. In Gabon, petroleum pro­

duction rose 20 percent over the previous year. Libya continues as a major 

new oil find involving large amounts of American capital. 
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Industrial development continues at a quickening pace throughout
Africa. An American tire manufacturer is building a 
plant in Tunisia.
Hotels are under consideration in both Tunisia and Morocco. Potential
investors are s~udying pineapple growing and canning in both Kenya andNigeria. Ceramic manufacturing has attracted an American firm to Uganda. 

lowever, it is West Africa, with its relatively larger markets,which has received most American private attention. A large American­
owned plywood plant has just opened in Eastern Nigeria. Other 
new
Nigerian based companies are producing towels, detergents, textiles,
livestock feeds, cement, radios, pulp and paper, fiber bags, flour and
flat glass, among other products. 
 The value of newly opened Nigerian
industrial projects exceeded $57. 5 million in 1965 and those under
struction exceeded $74. 25 million, If plans for 1966 

con­
materialize, an

additional $80 million will be invested from all sources. 

The Interjiational Executive Service Corps has also tended to focus
 on West Africa where its particular form of expertise 
can be most readily
used. One member works in Ghana through the National Investment Bankand another IESC inan has been assigned to Nigeria. Pre-program surveys
have been conducted by the Corps in the Ivory Coast, Liberia and Malawi. 

Private enterprise in Africa is still in an embryonic state. Yetits progress is impressive when judged against the newness of African
independence and the deterrent effect of the power struggles which have 
followed. 



APPENDIX I 

Foreign Aid Through Private Initiative 

Summary of Responses 

1. 	 Increase Business Contribution to Development 

1.1 Give Policy Support to U.S. Business 

(Recommendations #2, 3, 8, 13, 21) 

#2 We recommend that the United States Government ac. 

cept in principlethe concept oj international arbitration; 
that it ratify the proposed InternationalConvention for 
the Settlement of Investment Disputes; and that it seek 
to secure its ratification by others. 

The U.S. Government signed the Convention on the Settlement 

of Investment Disputes on August 27, 1965. Congress ratified on June 10, 

1966 and legislation required to facilitate the carrying out of the obligations 

of the United States under the Convention was passed by both the House and 
Senate on August 1, 1966. It entered into force in mid-October with the 

deposit of the 20th instrument of ratification. 

Another :30 countries, many of them African, have signed the 

Convention. To date, however, none of the Latin American countries 

have signed, nor is there any indication that they intend to in the near 

future. They continue to adhere to the dorctrine that foreign investment 
disputes should be settled in local courts. 

#3 	 We recommend that the United States Government lend
 
its lull support to the principle of an investment code
 
under internationalsponsorship;and that aspartof such
 
a code the United States be prepared to accept a reason.
 
able statement of the obligationsof investors, to accom­
pany a statement oj the obligationsof host countries.
 

The United States has endorsed in principle the Organization for 
Economic Cooperation and Development draft of the Protection of Foreign 
Property Convention. To date, prospects for its adoption and ratification 

are dim, chiefly because of lack of interest on the pnrt of developing 
countries. 



#8 	 We recommend that the Un.'ed States Government sup.
 
port both wholly-owned and j )intly-owned enterprisesin
 
the less developed countries,anc' that it avoid any doctri.
 
naire position on the issue. 
We recommend further that where the prospective inves­
tor has legitimate concerns regardingthe nature of tie 
arrangement propos.ed by the host government, and 
wishes to enlist the support of the United States Govern­
ment in expressing these concerns to a host government, 
the United States Government should consider sympa. 
thetically the possibility of lending such support. 

After discussion at the February 11, 1966 meeting of the Ao-isory
Committee on International Business Problems (the "1andall Committee),
guidance on this question was sent to all U. S. Missions overseas by the

Secretary of State reaffirming that the U. S. 
 Government has no doctrinaire 
position requiring insistence on joint ownership. Government officials 
were advised to point out to American companies the advantages and dis­
advantages of the joint venture approach in a particular country or industry
situation. However the final determination is recognized as the sole 
responsibility of the American company involved. 

#13 We recommendthat the United States Government, work­
ing throughits bilateraltreatiesof establishment, through 
the mechanisms provided by the OECD, or through other 
appropriatemeans, widen and strengthen its collabora. 
tive practices with other governments in the antitrust 
field. Wherever the activities of such governments seem 
likely to raise the problem of multiple standards and 
jurisdictionalconflict in the applicationof antitrustpoli. 
cies, a major objective of the collaborationwould be to 
reduce the uncertainty of the businessman concerning 
the jurisdictional authority and antitrust standards 
which would apply in his overseas activities. 

The U. S. continues actively to support appropriate action in the
OECD Committee of Experts on Restrictive Business Practices and to 
develop bilateral coordinating mechanisms. 

http:propos.ed


#21 	 We recommend that, in the administrationof its aid pro­

grams in the less developed countries, United States
 

representativesbe instructed to subordinateother objec­

tives to that of securingthe economic and socialdevelop­

ment of the less developed nations. In this connection,
 

it should be recognized that United States interests are
 

usually best served by testing any project in these terms,
 

ratherthan in terms of whether the project would affect
 

the competitive position of particularbranches of United 

States industry or United States agriculture. 

part of the total U.S. effortThe foreign assistance program is 

to achieve its foreign policy objectives. In general, we agree with the 

that there
Committee's statemnt, recognizing, as does the Committee, 

may be cases where other policies and objectives may outweigh the 

economic development.objectives of pure 

1. 2 Improve AID's Administrative Capacities 

(Recommendations #29, 30, 33) 

#29 	 We recommend that AID expand and improve its organ.
 

ization both in Washingtonand in the principalmissions
 

abroad so that it is appropriatelysto,-Ted with persons
 

who, by experience and competence, are capable of act­

ing as an effective conduit between the private sector and 

the official aid organization. In this connection, we urge 

AID to take steps to establish a basis for co-opting men 

from the private sector for rotation back to their perma­

nent organizationsafter a tour with AID. 

#33 	 We recommend that AID draw up a plan for staffing the 

recommendations proposed in this report, and that the 

Congressand the Executive Branch give sympathetic con­

siderationto the AID proposals. 

central Office of Private Resources, manyIn addition to the 
AID are deeply involved in private sectorother organizational units in 

of the Watson Committee recommendationsdevelopment. The broad range 

'1Created in March, 1967. 
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cuts across our general and functional units. Accordingly, it has not
proved feasible to draw up an 
overall staffing plan keyed to each of theCommittee's recommendations. However, the sense of priority whichthe Committee's recommendations have given to the many facets of ourprivate development programs has been and continues to be reflected inthe allocation of positions in Washington and the field, and all-out effortsto attract the best available men to fill 	them. AID's 	Office of Personnelis currentl-r developing proposals, some of which would require legis­lative action, designed to establish a basis for a 
two-way interchange ofpersonnel between AID and the private sector on a rotational basis. 

#30 We commend AID for its increasinguse of contractorsin
the handling of specialized tasks and urge the Agency to 
extend thispractice. 

The trend towards the use of contractors in the handling ofspecialized tasks, noted 	with approval by the Committee, continues.
The range of specialized tasks for which AID is turning to outside con­tractors is constantly being extended. On February 10, 1967, theAdministrator issued a Policy Determination specifying that skilledpersonnel for AID financed projects will generally be obtained through
contract with non-government organizations. 

1. 3 Stimulate Increased Private Investment 

1.3. 1 Investment Climate 

(Recommendation #1) 

#1 	 We recommend that AID select a number of key aid.
 
receiving countries jor intensive study of factors which
 
may improve the investment climate; that such studies
 
enlist the help and advice of the appropriate business
 
communities concerned; that an explicit program be de. 
veloped for the improvement of the climate in those 
countries studied; and that, :iherever the foreign aid 
program 	oiers some eflective opportunity for the im­
provement of such climate, the opportunity be used to 
the full. 
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AID has received preliminary investment climate studies made 

by the Missions in Brazil, Thailand, Korea and Turkey. They are a useful 

step in the continuing process of studies in depth of the private sectors in 

these countries. More important, they bring out some of the more serious 

impediments to private investment, which can and should be attacked in the 

near and intermediate future, pending elaboration of broader, longer term 

plans. The results of the studies have begun to be reflected in Country 

Program submissions for FY 1968. 

1.3.2 Financing Incentives 

(Recommendations #6, 14, 15, 16, 17, 20, 25, 28) 

#6 	 We recommend an expansion of the extended risk guar.
 

anty. In undertakings in which businessmen are willing
 
to risk as much as 25% of the total investment on a
 
junior basis, an amount not to exceed 75% of the invest­
ment should be eligible, upon approval by AID, for a
 
100% extended risk guaranty. To permit adequate op.
 

portunity for the development of such programs, we
 
recommend that the statutory authority to issue housing
 
and extended risk guaranties be prolonged to June 30,
 
1969. We recommend also that the $25 million guaranty
 

limit in connection with loans and the $10 million limit
 
in connection with other investments be removed.
 

Authority has been increased to $375 million and the program 

extended to June 1969. AID now offers to long-term institutional lenders 

a direct 100% guaranty when other financing (generally shorter term) is 

furnished by banks or othier private financial iiistitutions equal to 25% of 

the loan financing. This gives institutional lenders the full 100% coverage 

they require and which the Committee recommended. A Standard Form 

Guaranty to be used in such cases has been completed, and guaranties on 

this basis have been authorized on four projects since June 15, 1966. The 

guaranties total about $40. 0 million, and total investment in the projects 

is about $170. 0 million. 

The reduction of fee is still under active consideration. Congress 

has removed the $25 million guaranty ceiling on loans and the $10 million 

limit on other forms of investment. 

AID is developing a form of equity risk insurance under the 

extended risk guaranty authority. 
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#14 	 We recommend that the FederalReserve Board amend 
its recommendations to United States banks so that the 
restrictive effects on loans to less developed countries 
areeliminated. 

Currently the banks have a wide margin for lending operations
in the less developed countries well within the guidelines. 

#15 	 We recommend that a large.scale program of assistance 
be expanded for the development and improvement of 
local financial institutions in support of private and co­
operativeenterprisesin the less developed countries;and 
that the program draw heavily not only on the expertise 
of the United States and other advanced countries, but 
also on expertise in countries t'hos- institutions may be 
more relevant to those of the less developed countries. 
Presumably,such a programcould be conductcd i.ot only 
through the auspices of public internationalagencies such 
as the Organizationof American States and the United 
Nationsspecialized agencies, but also through private or. 
ganizations such as those in the cooperative and labor 
fields which have the necessary experience and interest. 

AID continues to put major emphasis on financial support of 
and technical assistance to intermediate financial institutions and co­
operatives. It is acutely aware of the importance of private capital
building in the LDCs. It continues and will continue to make loans to 
such institutions, both in dollars and, where appropriate, in local 
currencies. These institutions have been of a variety of types: gener­
alized, as industrial development banks and specialized, such as credit 
unions, housing banks, agricultural banks, etc. Some of these loans 
are conditioned on their being relent to specialized borrowers, such as 
agricultural cooperatives, small farmers, rural electrification coopera­
tive systems, and the like. In making these loans AID seeks to encourage 
private ownership of these institutions. 



#16 	 We urge the United States Government to approve a
 
proposalto permit the wc to borrow up to $400 million
 

from the World Bank for investment in private enter­

prise in the less developed areas; and we urge approval 

of the provision eliminatingthe need for the guarantyof 

such transactions by governments in the country of 

investment. 

Action completed. 

#17 	 We recommend that AID review its policies with a view to
 

widening the use of United States-owned local curren­

cies; and in that connection, that it give serious consid­

eration to the gr'ateruse of those currenciesfor increas­

ing the capital base of financial intermediaries of both
 

tdie commercial and cooperative types. 

are in excess of requirementsU.S. 	 controlled local currencies 
Of these, potentialfor U.S. Government use in only ten countries. 

seem feasibleapplications of the kind recommended by the Committee 

in India, Pakistan and the United Arab Republic. A change in AID policy 

permits the lending of Cooleyauthorized in January of this year now 

funds 	to U.S. banks overseas and their affiliates to be used for sub-loans 

to private borrowers. This ch,,nnels local currency to the small investor 

who needs it and assures that management of the lending operation is in 

competent hands. So far, we have authorized three such loans to a U.S. 

bank 	in Pakistan and are considering others in India. 

#20 	 We recommend that A;D offer portfolio investors extended
 
risk guaranties, combining risk-yield features which
 

make selected securities of private enterprisesin the less
 

developed countries competitive with the alternative op.
 

portunitiesof such investors. 

AID continues to explore possible applications of Recommenda­

tion No. 20. To date, however, we find that institutional investors are 

only interested in 100% coverage. 

We recommend that AID and the Export-Import Bank re­#25 
view their present policies for extending guaranties and 

export credits to exports of technical and professional 

services destined for the less developed areas, with the 

object of eliminating any remainingdisparitiesof treat­

ment between exports of services and exports of goods. 
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The Export-Import Bank has indicated that it is prepared to 
give guaranty contracts against political risks for the equipment of 
construction contractors while it is abroad. AiD has been willing to 
write such insurance for a considerable period of time. 

#28 	 We urge the Congress to encourage not only well-con. 
ccived PROJECT loans but also well-conceived PROGRAM 

loans in the administrationof United States aid, especi­
ally when such program loans would stimulate the local 
private sector to a greatercontributionin the process of 
socialand economic development. 

During Fiscal Year 1966 AID authorized 13 program loans 
totalling $822 million. 

1.3.3 	 Insurance Incentives 

(Recommendations #5, 19, 7) 

#5 We support the proposals under consideration by the 
Congress which would: (1) raise the $2.5 billion statu­
tory ceiling on the guaranties against inconvertibility, 
expropriationand militaryhazards to a new level of $5.0 
billion; (2) relax the statutory requirementsfor enter­
prises eligible for guaranty, to permit the coverage of 
foreign corporations jointly ownel by more than one 
U.S. company; (3) relax the 2 0-year statutory limitation 
on the life of guaranties; and (4) permit AID to use 
income from the guaranty program not only for the 
management and custody of assets but also for certain 
other operational costs associated with the guaranty 
program. 
We urge in addition (5) that enterprisesbe permittedto 
insure comprehensively for all three categories of risk, 
ratherthan for each risk separately, thereby reducing the 
total amount of insurance coverage required; and (6) 
that consideration be given to a reduction in the rates 
applicableto such insuranceso that the coverage of two 
specific risks costs 3/% rather than 1%, and the cover. 
age of three specific rists costs 1% rather than 1V%. 
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In the FUoreign Assistance Act of 1965, signed by the President 

on September 6, ('ongress adopted the proposals c(w)vering points I through 

4 although the 20 year limit on guaranties was relaxcd on v for loans. 

O11 Mact 15, I)N((, All.) annouti(c' th'at combined war and expropriation 

I f0 ", rtilbility pre mium has beenC('OV UI'aL(W n C)'tfe( I :it 7 . th. the conv.
 
reduc d 'iom /2'"; t-) 1/4';c atid ilI tlh( f( for stan()y coverage is reduced
 

fronm 1/4"o to 1/10".
 

# 19 	 We recommend that AID tailor its specific risk guaranties
 

to permit their easier availabilityto United States buyers
 

of selected issues of foreign private enterprises. Among
 

the possibilities which AID should explore is: arranging 

for the application of such guaranties through negotia­

tion and agreement with the underwriters rather than 

with the ultimate buyers, thereby sparing the buyers the 

cost and difficulty of direct negotiationsand ensuring a 

wider United States market for the securities involved. 

All) has rec(.ntl5 a of specific risk guarantyV drawn up n(w form 

contract for tse; in c'tl .1im'tion \vilh xtended risk guaranty contracts by 

lende rs Mb( at'( tiian cia1 inslti utions or banks. I simplifies the pro­

visions and -pplics di rctlv to the ntotes so that the guaranty contract is 

t ransc,raltIc. 'This elimit ates many of the diftiCuIlties in negotiations 

M"(Ir a slS ,i'i c risk cotitract which miglht occur, and makes specific risk 

auartaIties mIuch mor( easily available' to the I1. S. buyers of certain 
kinids of' notes of p'ivate enterprises abroad. 

All), inl c(onsultation witib leadin g bankers, is developing a 

special contract for institutional lenders which have no interest in foreign 

enterprises except for individual loans. This contract can be rapidly 

issued and will give more precise coverage to "arms-length' lenders. 

All) is willing to negotiate contracts of guaranty with underwriters 

rather than the ultimate buyers. 

#7 	 We recommend that the United States Government urge
 
the World Bank and the Inter-American Development
 
Bank to explore further the feasibility of setting up a
 
guaranty system which would selectively indemnify both
 
locally-owned and foreign-owned enterprises in the less
 
developed countries against the effect of a devaluation.
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The Executive Directors of the World Bank have extensively 
considered the establishment of a multilateral investment guaranty system. 
It is clear that they do not at this time wish to establish a guaranty system 
which would indemnify private investments against the effect of devaluation. 
The approach has been specifically rejected. However, much progress 
has been made in connection with the multilateral, political risk invest­
ment guaranty system. The Bank staff is a
currently preparing draft
 
charter for a proposed Multilateral Investment Guaranty Corporation.
 

1.3.4 	 Tax Incentives 

(Recommendations #9, 10, 11, 12, 18) 

#9 	 We recommend that the United States tax laws and regu.
 
lations be amended so that the United States taxpayer's
 
right to oflset losses in subsidiariesagainst taxable in­
come from other sources would be the same for subsidi­
aries in less developed countries as it is for subsidiaries
 
in the United States. 

No current plans for implementation. 

#10 We recommend that the United States Senate accept the 
provisions of the United States-Thailandtax treaty which 
would apply a 7 percent investment credit to United 
States-owned investment in Thailand. 
We recommend also that the United States Government 
take steps to apply the same treatment to investment in 
other selected less developed countries, either by legisla. 
tion or by treaty. 

The United States has signed tax treaties containing a 7% invest­
ment credit clause with Thailand and Israel and has concluded a similar 
treaty with Brazil (which is expected to a considerable extent to be a 
forerunner of treaties with other major Latin American countries), 
Trinidad and Tobago, and Korea ­ all of which involve the investment 
credit clause. The full Senate Foreign Relations Committee is expected 
to consider the Thailand treaty in the near future. A Subcommittee 
which conducted hearings on the treaty has expressed some reservations 
on the 7% investment credit provision. In any event it is likely that even 
if approved the provision would be subject to suspension if and so long as 
the similar domestic provision is suspended. 
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#11 	 We recommend the enactment of a proposal for a tax
 

credit equal to 30 percent of the investment by United
 

St6'-s investors in productive facilities in less developed
 

areas, to be applied against the total United States tax
 

liabilityof such investors.
 

No current plans for implementation. 

We recommend that tile encouragement to investment#12 
ofjered by such tax-sparing measures in less developed 

countries should not be negated by United State tax laws. 

Although the principle of tax sparing was incorporated in a 
the treaty was

tax treaty with Pakistan negotiated several years ago, 
change in policy.withdrawn by the Administration as a result of a basic 

Tax sparing is disadvantageous to tile developing country because it 
(It is only when the profitsencourages rapid repatriation of profits. 

that the investor derives a direct U.S. 
are brought back into the U.S. 

the greatest benefits to U.S.tax benefit.) Further, tax sparing gives 
with the highest rates of local taxation and gives

investors in countries 

local tax authority the power, in effect, to set U.S. tax levels.
 

#18 We urge the Administration to consider the possibility 

that any United States tax credits extended by treaty or 

legislation to the direct investments of United States in­

vestors in less developed countries, such as the 7% and 

30% credits proposed in Section 2, also should be ex­

tended to the portfolio investments of United States cor­

porate or institutional investors, wherever such invest­

ments meet the eligibilitycriteriawhich would apply to 

direct investments. 

No current plans for implementation. 

1.3.5 	 Promotion 

(Recommendation #4) 
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#4 	 We recrnmendthat both the United States Government 
and private organizationsassist the less developed coun. 
tries in undertaking large scale programs of market 
studies and feasibility studies, to be used as part of a 
campaign in engaging the interest of prospective local 
and foreign private investors. In view of the need for 
persistenceend continuity in the promotion of any given 
project, the generating of such studies should be the 
prime responsibility of local entities, such as a develop­
ment bank or well-equipped ministry, motivated and 
equipped to maintain a follow-up campaign from the 
stimulation of an initialinterest by investors to the final 
act of establishment. If necessary,the contractingof for. 
eign technical assistanceshould be included. AID financ­
ing should be predicated on significant contributions by 
the local institutions but might include the costs of a 
substantialeflort to "sell" proposals in face-to-face con­
tracts with enterprises in the United States. 

Pursuant to the recommendation that more data be gathered and 
more companies "sold' on the opportunities now prevailing, AID has
intensified its call for more prefeasihility studies from industrial develop­
ment institutions in Latin America and from its missions in Africa and

in the Near and Far East, and has initiated major experiments in new
 
promotional techniques for two of the assisted 
areas. 

Under the direction of an American industrialist with longexperience in Latin America, a new approach to industrial promotion,
using contractors whose knowledge and contacts relate 	to specific areas
of industries, is being applied to the Latin countries. A correlative
 
experiment in Africa is emphasizing the 
use of Edge Act Corporations
both for identifying opportunities and for bringing them to the notice oftheir industrial clients. Lastly, through a series of meetings attended
by industrial and capital development officers from each of the regional
offices, a set of techniques has been defined for the guidance of AID 
missions abroad. 

2. Increase Private Sector Non-Profit Contribution 

2. 1 Create new institutions 

(Recommendations 127, 31) 
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#27 	 We recommend that AID assist in financing the develop­

ment of appropriatenon-profit institutionsin the less de­

veloped countries anl that it finance the development of
 

links between such organizationsanl their counterparts
 

in the United States through which technical assistance
 

could be effectively provided. Assistance of this sort
 

could take many forms, from such familiar activities as
 

assisting educational institutions to supporting public
 

forums andldiscussion groups. We see this activity, too,
 

as a fruitful possibility for the expenditure of United
 

States-owned local currencies. 

#31 	 We recommend that the Administration formulate
 
specific proposals aimed at creating one or more
 

organizations which could increase the technical assist­

ance commitments of private groups and in time more
 

effectively administer publicly-funded technical assist.
 

arice programs in coordination with those which are
 

privately-funded. In viewv of the urgency of the problem,
 

such proposalsshould be preparedin time for considera.
 

tion and adoption in next year's AID program. 

AID has two evaluations underway related to Recommendations 

27 and 31. 

-- an appraisal of AID's international structure for working 

,vith the increasing number of variety of non-governmental resources in 

Lhe development program. 

are-- an evaluation of mechanisms outside the Agency which 

)eing used to encourage and enlarge the available resources - in the 

icademic institutions, and in the business, industry, laoor, savings 

rnd cooperative fields. The Foreign Assistance Act of 1966 contains 

.anguage which would require the establishment of an effective system 
Ior obtaining adequate information concerning the activities of, and op­

)ortunitieS for, non-governmental participation in the development 

)rocess and for utilizing such information in the planning, direction 

Ind execution of assistance programs and in the coordination of such 

)rograms with the. development activities of non-governmental U.S. 

nstitutions (including voluntary organizations, citizen groups, academic 

nstitutions, etc., in addition to private business firms.) 
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Over the past months, AID has also given strong attention to 
the problems of assuring that developing countries have continued access 
to adequate technical assistance resources when All) funded programs have 
been phased out. A Development Resources Referral Center will be set up 
to perform this function. 

The entire range of problems dealt with in these two recommenda­

tions 	is under intensive review. 

2.2 	 More Emphasis on Development of Human Resources 

2.2. 1 Education 

(Recommendations #22, 32 

#22 	 W'e strongly urge AID, in reviewing and responding to a
 
country's derclopment strategy, to place major emphasis
 
npon the planning,host country commitments to, and the
 
execution of educational programs. In such programs,
 
we urge AID to use every means to tap the rich resources 
in United States universities,labor unions, cooperatives, 
business enterprises, professional societies, and other 
non-governmentalt.tities which have something to oiler 
to the educational process. 

AID fully endorses this recommendation. AID's Five Year
 
Program Reviews in the Spring and the annual reviews this fall have
 
shown sharply increased emphasis on education, in particular long­
range educational planning. Provisions in the Foreign Assistance Act
 
of 1966 create a new grant authority permitting AID to initiate grant
 
programs to American educational and research institutions to strengthen

their 	capacity to support longer range AID programs in the developinR
 
countries.
 

#32 	 We commend AID on its initiative in seeking the creation
 
of a binationalnon-profit foundation in India; we urge
 
AID to press forward with this experiment as a matter of
 
high priority;and we urge that, if initialindicationsare
 
encouraging, the experiment be repcated in other coun­
tries where local condition.s are favorable. 

The U. S. Government has proposed the establishment of an 
Indian Bi-National Foundation, and discussions with Indian officials are 
continuing. 
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2.2.2 Management 

(Recommendation #24) 

#24 	 We urge AID to actively promote the development of man­

agement schools and vocational institutions in the less
 

developed countries capableof generatingthe manpower
 

needed for the management and operation of a society
 

based on principles of private enterprises, cooperative
 

ventures, and other non-centralized enterprise forms.
 

We also recommend that AID survey the possibilities of 

more extensive use of facilities of American-owned sub­

sidiariesand affiliates in the less developed countries for 

trainingpurposes;and that it undertake to providefinan­

cial support, using local currency as ava'able,for such 

added training activities as these enterprises or other 

organizationsmight be willing to undertake with the use 

of those facilities. 

AID continues to provide funds and technical assistance for the 

establishment, equipment and upgrading of management, vocational and 

trade schools. The importance of developing management and technical 

akills is emphasized in the country programs of virtually all AID Missions, 

and they are conscious of the need to refine and improve on these projects. 

AID is continuing to canvass the possibility of using American-owned 
plants in the less developed countries for training purposes and is coopera­

ting with the OECD in making a pilot survey of training activities in the 

LDCs of private firms. An interim report by the OECD Secretariat 

suggests that there are real possibilities of expanding these efforts through 

government support of the private firms. AID believes that joint sponsor­

ship of new institutions, such as accounting schools, by a group of foreign 

private investors is particularly promising and stands ready to consider 

appropriate government support. 

2.2.3 Research and Technology 

(Recommendations #23, 26) 

#23 	 We recommend that, in selected cases, AID partially fi.
 
nance the sale of technical, professional or managerial
 
assistancefrom UnitedStates organizationsto entities in
 

less developed countries,and that the subsidy contribute
 
not only to the costs of the assisting enterprisebut also
 
to the costs of searchingout end finding the appropriate
 
source of such assistance.
 



AID does not believe that it is appropriate or administratively
feasible to involve itself in the selection of particular commercial trans­
actions involving the transfer of technology from a private U.S. firm to 
a private firm in an ,DC which would receive special subsidy support.

However, All) fully shares 
the views of the Committee on the importance
of insuring an expansion of the trvnsfer of technical, professional and
 
managerial assistance. We believe that 
our efforts should be directed
 
to supporting and strengthening institutional 
mechanisms which will
 
increase the 
flow of skills and knowledge. 

AI)'s continuing support of the International Executive Service
 
Corps is illustrative of this approach.
 

Another illustration of the institutional approach is the current
negotiations that All) is continuing with VITA (Volunteers for Industrial 
Technical Assistance), a non-profit organization managed and directcd
by prominent businessmen and scientists, to provide a technical inquiry
service directed primarily to the solution of problems confronting small 
and medium sized private businesses in the 	less developed countries. 

AID expects to enter into an agreement with VITA to provide
funding support sufficient to permit the organization to sharply expand 
its activities. 

#26 	 We recommend that AID finance increased researchimag.

inativcly related to the agricultural, industrial, educa.
 
tional and administrative needs of the less developed
 
countries. In some of these fields, such as agriculture, 
education, and administration, the research would no 
doubt have to draw heavily upon UnitedStates resources,
o/ the sort that can be provided by universities, agricul­
tural research institutions,and the like; but the experi.
mentation itself would usually take place in the less 
developed areas themselves and should be directed to­
wards strengthening research institutions and capabil­
ities within these areas. Defining the problems to be 
studied and identifying qualified research capabilities 
requires of AID considerably more skill and more e§ort 
to involve the less developed countries than has hereto. 
fore been characteristic.Some o/ this activity might be 
financed by United States owned local currency where 
available. 

,2 



AID's Research Advisory Couincil has recently commended the 
content andLdministrator for sharp improvement in both the substantive 

Especially noteworthy.dministrative conduct of AID's research program. 

,rogress has been made in the agricultural field. 

A particular effort is being made to increase the research capa-
A good exampleilities of institutions in the less developed countries. 


s AID's support of the newly constituted Korean Institute of Science and
 

?echnology, discussed at length in the section dealing with Korea.
 

The Foreign Assistance Act of 1966 adds a new provision stating 

hat in developing countries where food production is not meeting the de­

nands of populations, or diets are seriously deficient, high priority shall 

)e given to increasing agricultural production, particularly through 

Ldaptive agricultural research programs based on cooperative undertakings 

)etween universities and research institutions in the J. S. and in the 

lev eloping countries. 


