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INTRODUCT 1ON

THROUGHOUT THE POSTUAR ERA, FOSTERING THE ECONOMIC
DEVELOPHUENT OF UNDERDEVELOPED COUNTRIES HAS BEEN A MAJOR
GO&£ OF ANERICAN FOREIGH POLICY. TWO=THIRDS OF THE HCARLY
NIHETY OILLIONW DOLLAAS SPENT FOR FORCIGH ASSISTANCE IN THE
POSTUAR E A HAS DEEN COMMITYTED TO ECONOMIC DEVELOPMENT
PURPOSES. 1/ THE SUCCESSION OF AGENGIES ADHMINISTERING
FORCIGH ASSISTANCE HAVE SEEN SUBJECT TO SHARP AHD CONTINUAL
crRivicisn. 2/ Acency Nanes, 3/ vormAvs, U/ Awo cuigf AoMinig -
TRATORS 5/ CHANGE WITH SONME FREQUENCY.

THE FORESGN AID POLICY IS AN AHALCAH OF OFTEN SHARPLY
COMFLICTING INDIVIOUAL POLICIES INVOLVING HUHANITARIAN
OPERATIONS, THE PROVISION OF SUDSISTENCE NEEDS, ORIBING
POTENTIAL ALLIES, DUILDING PRESTIGE PROJECTS, PROVIDING FOR
DEFENSE, AND AIDING ECOMOMIL DEVELOPHENT AND 30CIAL PROGRESS
ENDS. &/ ADDED TO THE CONFLICTING GOALS ARE CONFLICTING
HEANS OF EFFECTUATION, WHILE UICROCCONOMIC CRITERIA DICTAYTE

HIIUMUM COST SOTH TO THE UNITED STATES AND THE HOSY COUNTRY,
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DOMESTIC POLITICAL PRESSURES HAVE BUILT INTO THE FOREION AID
PROGRAM INDIRECT SUDSIDIES TO AGRICULTURE 7/, Snieming &/,
ANO PERUAPS U.S. INDUSTRY N GENERAL O/, |

THE RECURRING ADVERSE UsSe DALANCE OF PAYHMENTS PO ITION
HAS ADDED AN ADDITIONAL ELEMENT OF PRESSURE. UNTiIL Octonerm
1950, PURCHASE OF COMMODITIES FINANCED FROM U.S. FOREIGH
ASSISTANCE FUNDS 'PROCUREHENY' COULD DE MADE ANYMHERE IN THE
HON COBHUNISY WORLD 10/. WHERE U.Se DOLLARS MERE USED TO
PURCIIASE, FOR EXAMPLE, DRITISH GOO0DS, THESE DOLLARS FREQUENTLY
RESULTED N INCREASED DOLLAR OR QOLD CLAINS OF THE DANK oF
EnoLAnD O UysSe HMONETARY RESERVES. AS GOLD OUTFLOWS MOUNTED
AND TRADE OALANCE OF PAYMENTS DEFICITS CONTINUED, PROCUREMENT
DECAME IHCREASINGLY LIBITED 70 U.S5. Sources. 11/ Wuere U.S.
CAPITAL COODS ARE MORE EXPENSIVE THAM THOSE OF OTHER INDUS~
TRIALIZED COUNTRIES, THE UNDEROEVELOPED COUNTRY HUST BORROV
A GREATER SUM TO PROCURE U.S. GOODS, THUS INCREASING 178
REPAYNCHT DURDEN AND U.S. FOREIGH AID APPROPRIATIONS. IF
TUE COST DISPARITY S TOO GREAT, THE RECIPIENY countrY, (ngac=
tN FTER RURITANIA) HAY REFUSE TO USE THE FUNDS. EVEN WHERE
THE FUNDS ARE USED, THE LOAN TIED TO U.Se PROCUREMENT 18
LIKELY TO CAUSE SOME RESENTMENT. TiE CONFLICTING REQUIREMENTS
OF MINIBUNM COBT AND OALANCE OF PAYHENTS INTEGRITY HAY CASILY
WORK AGAINST ALL OF THE GOALS OF THE FOREIGN AID PROGRAN,

THE HAMPERING EFFECY OF THESE CONFLICTING GOALS 15
APPARENT tH THE UNITED STATES AGENCY FOR INTERNAYIOHAL

DeveropHent {A.l.De) CREDITS TO OEVELOPHENT BANKS 12/, A

S
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HEW DREED OF FINANCIAL INSTITUTIONS WHICH PROVIDE HEDIUM AND
LONGER TERM FUNDS TO CNTERPRISES (N UNDERDEVELOPED COUNTRIES. 13/
TODAY, HORE THAN FIVE YEARS AFTER THE ORICHN OF U.S. DEVELOF
BANK LENDING PROGRAMS, EIGHTY=FIVE PERCE.. .. ..eos WREZITS
REUMAIN UNDI9BURSED. I/ THUS, FUNDS AUTHORIZED BY THE LOAN
AGREEMENT {"COMMITHENTS') REMAIN UNUBED, ON DEPOSIT AT THE Us S.
TREABURY. AT THE PRESCHT RATE OF DISBURSEMENT, HORE THAN TEN
YEARS WILL DE REQUIRED FOR FULL DISDURSEMENT OF COMHITYED runos. 19/
WHEN THE YTHREE HOBY ACTIVE ODEVELOPMENY DANK USERS OF FUNDS 1@/
ARE EXCLUDED, THE FULL DISBURSEMENT FIGURE JUHPS TO 17 vEARS. -
BY CONTRAST 1T HMAY DE HOTED THAT LOAN FUNDS,AS A WMATTER OF AID
POLICY, ARE EXPECTIED TO BE OISDURSED IN NOY HORE THAN TWO YEARS. 17/

TUESE DEVELOPMENT DANKS HOLD GREAT PROMISE FOR THE CREATION
OF SHALL AND MEDIUM INDUSTRY AND THE DEVELOPHENT OF INCREASING
HUMDERS OF INDIGENOUS ENTREPRENEURS. DUT TO THE EXTEHT THAT TIE
FUNDS LIE UNUSED, AS 18 LARGELY THE CASE HOW, THAY PROMISE 18
AN ENPTY ONE,

THE JTHCREASED EHPHASSES OM U.Se PROCUREMENT HAS GIVEH RISE
TO A NEW THREAY TO THE CFPECTIVEHESS OF THESE INSTITUYIONS. In
THE PAST, DEVELOPHEHT DANKS HAVE DEEN AGLE TO AVOID DUVING
CAPITAL COODS IR THE UsSe WHEN THIS WAS DESIRABLE OY VIRYUE OF
BLANKET WAIVERS GRANTED THEH FOR SMALLER LOAHS, TYPICALLY
450,000 to $100,000, 18/ ONLY LOANS ADOVE THE CUY=OFF POINT
REQUERED ﬂ.s. PROCUREMENT. WITHOUT COHMENYING ON CAUSALITY,
BOME aevstopueut DAHK LOAR PORTFOLIOS SHOWED A SURPRIS NGLY

HIGH PERCENTAGE OF LOANS v THE $05,000 vo $99,000 CATEGORY.
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THE URIGUTERED RHPHASIS 08 UsSs CROCURZHEHT HAS MEANT LOSI OF
THIS DLANKET UAIVER ON HEW COMMITHERYS. 197 Foagicu Asp
ADIINISTAATORS' PROMISES 70 CONGRESI1OHAL COMMITTEES 70

BOLSTER Yele PROCURGHENT 20/ uavt Mes) \EVEN GREATER RESTRICTIONS,

ALL B10HT AECERY COMMITHMENTS 7o LATIN AuERiIcAl Housing
PHITITUTIONS ~ SIHELAR IH THEIR FICLD T2 JHDUSTRIAL OEVEL=
OPHENT OANKS = REQUIRED UsSa PROCURSHENTS 1M SR OF TuL E4oHT
COMMITUENTS, NHOT OHE DOLLAR UAS HZCH DISDUASED ALTHOUZY THE
COMIITHENTD WERE MADE QHE TO THO VEAR3 Ac0. 21/

TH THE EXTENT TUAY TUEDS FPUND3 ACHAIH UNUSED, THE GOAL
OF ADDISTING THE UNDCRDEVELOPED NATIONS YO CRCAVE HEYW SHALL
AND HENDTUN=SIZED 1HDUSTRIES AND TO PRONOTE THE DEVELOPHENT opf
IHOTGINOUS ENTRAEPRENLURS FALLS SHONT OF FULFILLUMENT.

Iv WILL OF THE PURPNAE OF THIS PAPER TO ENAMINE Tui
ADVERSE EWFPZCYS oF AIDYS CHPHASIS ON PROGUIENENTY of Y.3. 60203
WITH THS FUUDA 1T PROVIDES TO INDUSTRIAL DEVSLOPMIENT BDANKS,

CAND TUE POSSIBLE METHODS OF MITIGATING THE INPACT OF THESE
RESTRAJHING EFPECTS.

THE UEAD=ON CONFALICT DETVERH THE REQUEINEMEHT THAT HIGHER
PAICED J.3. GOONS B PURCHABED AND THE DESIRE 7O PRONOTS
SCOHOUIC DEVELOPHENTY AT LOUEST COST HARE SOLUTION OF THS
PRODLEW A MOST DIFPICULT ONE. DOLUTIONS HUAY NE J0UGHT MITH
THE PRESUNPYION THAT TIED PROCURCUENT AEQUIREHENTS WiLL NOT
OF AZLANED AMD THAT TUE FACTORS RESPONOIOLE FOR HIGHER U.3. €OSTS
WiLh UOT D€ APPZCTED BY THE PORLEIBKR AID PROGRAMN. THE 7$ELD OF
DIVELOPURYT OANKING 3 A RELATIVELY NEW ONE. LACK OF AMALYYICAL
STUDIES AND SCARCITY OF ADBQUATE DESCRIPTIVE MATERIAL REQUIRE
GENERAL AND TENTATIVE CONCLUSIONS, WHICH, IF USEFUL, THE PRAC~
TIONER HAY FILL (H.
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By WAY OF ETRODUCTION, DEVELOPMENT IANKING WiLL 2F
QEFIRED AND U5, ASSCSTVAUCE 1 THIS ARCA WILL DL SUINERIZED.
FOLLOWIND THiIS, §F VILL TUEN PaOFCGE TUREE APRROACHES TO0 viE
ezocitn: (1) & PROBTAL AYTASK (1 1S UNDERLYING PROGLEMS
0F THE HIGHER PRICE OF UuBe ©OODI, LACK OF (LFCRUEATION ON
THEIR AGAILIGILITY, LHD SCARCITY OF BSERVICING PACILITIES)
{P) ust OF THE CGUARADYY DEYECE Y0 LESSEN PRIVATE ERTERPRISE
RISKS ALD JGDIRCCTLY fuDUCE U5, frocupeionr; {3) use ofF
VeGuvOUNED FORTICH CUBRTUCIES 1 VARIOUS SUDSIDY FORNS 7O

proueTs 5 FROCCREVANT

o
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DEVELOPMENT BANKS

DEVELOPMENT BANKS, AS DEFINED BY AlD, ARE "FINANCIAL
INSTITUTIONS WHICH ABSIST N THE ECONOMIC DEVELOPMENT OF LESS
DEVELOPED COUNTRIES DY FINANCING AND paouoriun‘z«rzﬁrn:ses,
PART ICULARLY SHALL Aua'uzecua vENTURES™, 27

DEVELOPHENT DANKS HAVE GROWN 1IN NEED AND IHMPORTANCE WITH
THE INDEPENDENCE OF FORMER COLONIAL AREAS AND THE DESIRE FOR
PROUOT 10N OF NEW INDIGENOUS ENTERPAISES.2d TYPICALLY, COMMER™
CIAL DANK FUNDS ARE AVAILABLE IR UNDERDEVELOPED COUNTRIES FOR
TOO SHORT A DURATION TO SUPPORT CAPITAL EOUIPNENT FINANCING.
LONGER TER# FINANCING AVAILABLE IN THE CAPITAL MARKEY OF THE
COLOHIAL POMER TO LARGE EXPATRIATE ENYERPRISES IS USUALLY NOT
AVAILAGLE FOR THE SHALL INDIGENOUS ENTERPRISE. FUNDS GENERAYED
FROM REINVESTHENT OF CARNINGS OR PROVIOED DY LOCAL MOMEYLENDERS
HAY DC INSUFFICIENT TO MEET AN UNDERDEVELOPED COUNYRY'S DESIRE
FOR RAPID GROWTH OF INDIGENOUS INDUSTRIAL ENTERPRISE.

I4 ADDITION TO PROVIDING LOAN FUNDS, DEVELOPHENT DANKS
ARE FREQUENTLY PERMITTED BY CHARTER TO INVEST IN EQUITIES,
UNDERWRITE INDIVIDUAL §SSUES, 1SSUE THEIR OWN SECURITIES, AND
GUARANTEE LOANS MADE OV oraaas.eu THEREDY HODILIZING THE
COUNTRY'S FINANCIAL RESOURCES AND PROMOTING THE DEVELOPMENT
OF A CAPITAL HMARKET.

THE STAFF OF THE DEVELOPMENT DANK CAN PROVIOE SERVICES 20

TO DORROWERS WHICH ARE AS tMPORTANT AS THE DEVELOFMENT BANK'S
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£ INANCIAL RESOURCES. MANAGEMENT, ACCOUNTING, ENGINEERING AND
LEGAL ASSISTAMCE MAY BE PROVIDED IN YHE PROPOSAL STAGE AND ON
A CONTINUING BASIS AFTER FUNDS RAVE BZEN MADE AVAILABLE. THE
DEVELOPMSNT“BANK'S,$?AFF.MA¥(REERE$£N7 THE ONLY BODY OF SKILLED
TECHNICIANS PRACTICALLY AVAILABLE FOR SHALL AND uaonum snvso
INDIGENOUS ENTERPRISES. | L
WHERE THE NEED FOR THIS TECHNICAL Assts;axgéivo BORROUERS
IS BEYOND THE RESOURCES OF THE DEVELOPMENT BANK, A DEVELOPHENT

CENTER MAY BE INSTITUTED-TO PROVIDZ NOM=FINANCIAL ASSISTANCE

' i

"l

T, Boxqonsrsp,?p STIMULATE AND PROMOTE PROMISING INVESTHMENT
0°PGREUNITIES AND TO-SPONSOR ECONOMIC survsvs._26

(-4

= DEV;LOPMCN? BANKS ARE 70 BE couvaAs.co MITH Mshls:ns"s
§j¢57tc eaw:c DEVELOPMENT, WHOSE HAhD TE liCLUDES.NON~ INAMCIAL
- DEVELOPME ﬂ?,Ac;iVI?v, AND WITH COMNE \CIAL [BANKS, WHOSE 'c:gyj
JTHES TYPICALLY INVOLVE ONLV saoar~“can LENDING .o_Low_axsg
BORROWERSe - L L .
”;THE.DEVELQPMENT BAN&S QUN EQUI?V SOURCES COME PRIMARILY
FROM LOCAL AND FOREIGN GOVERNMENYS, 2 PRIVATE EQUITY SOURCES.
‘ARE,?YP{CALLY MADE BY FOREIGN FINANCIAL INSTITUTIONS, BUT IN
SOME CASES INCLUDE FOREIGN {NDUSTRIAL 28 OR LOCAL ENTERPRISES.
Logw;sopgcss 27 OF DEVELOPHMENY BANKS INCLUDE THE LOCAL
GOVERNMENT , jNTERNAYIDNAL Agsgcuasv3° sucH 5s_7na !N?ER@A?:G&AL
.BANK FOR RECONSTRUCTION AND.pEygLGPNEN7‘A&D'?H$ INTER~AMER I CAN
D"VCLODV“N7 BANK, AND FOREIGN GOVERNMENTS,; I(NCLUBING THE
UniteEp S7TATES AGENCY FOR INTERNATIONAL DEVELOPH EN?, THE

BriTisu Col LoNTAL. DEVELOPMENT Con orA?noN,3‘ TRE ?n:wca CA:ssk

CoMTRALE DE CoopkhAvsou Econ ASQUE;BZ AND .Ha Gc. I RREDIT-
ANSTALT FuR b ﬁs UeBAU. 33 o S ST e

* .
./'_
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11 UNITED STATES GOVERNMENT DEVELOPMENT DANK
ASSISTANCE

§T UOULD DE ADMIMISTRATIVLILY $HPOSSIOLE fOR AlD To €XYEMND
HURDREDS OF SUALY CREDITS TO SHALL EUTREPRENCURS AROUND THE
WORLDe THE MININUN LOAN wHICH AID Provioca 18 5200,000 ror
A FOREIGH BOAROYER AuD D100,000 fom & U.S. oorproucn. lnvesys
IGATION AND AUMINISVIATION COSTS FOR SHMALLER LOARS nv AID
WOULD PROVE UURDEHSOME, THEREFONE, DCVCLOPMENT DANKS ARE USED
AS INTERUEDIARICS SEYUEENR M2 AND TUHD ULYIHATE SUD=BO0RROMER.
AD'S COBMITUENT TO A DEVELOPUENT BANK 15 TYPICALLY 52-7 mittion.
DEVELOPHERT CANK SUOLOANS ARE TYPICALLY LESS Tran $3100,000,

Usiie COVERNMMENT ALDISTANCE TO DEVELOPHMENT DANKS D
PRESENUTLY ADRINISTERED OY THE AGENCY FOR INTERNATIONAL DEVELOP=
HENYe FRIOR TG THE CREATION OF AlD, nY nEncEn oF THE (NTER=
waviouat Cooreravion AnmsnistraTion £I1CA) Ano tHE DEvELOPMENTY
toan Funo {DLF), £aAcH oF TUEDE CONSTITUENRT ACERCIES HAD
DEVELOPHINT DARK PROGRANS.

JOA TYPICALLY UDED EXIOTINO COHMERCIAL OO HATIONAL DANHKS,
WiTi AUGREZD CRITERIA ERVADLISHED FOR THE REVIRY OF SUALOAN
APPLICATIONS, S92E OF SUBLOANS, IHDUSTRY PRIDAITIES, AND
tHYEREST RA?ES.BQ A JHPOATARY ZACTOR 1N THE SUCCESS OF THE
PROGRANS WAS THE UaSe CHGINEERINS AND YECHNICAL ASSISTANCE
CHTCNDED TG BOTH 3AXK AND DORROMER 97 1N THE FORM OF U.S.
CONSULTALTS or ICA SPECIALISTS ATTACHED TO THE DEVELOPMENY
GALK. CENERALLY, (CA PROVIDED LOCAL CURREMCY RATHER THAN
DOLLAR Fﬁﬂ&&*gg THESE LOCAL CURRENCIED UERE TYPICALLY

GENERATED GV ovntr U, S. FOREIGH ASSISTAUEL PROGRANS. 37



ICA'S OPERATING NES3I0RS LOCAED WiTHIN BACH TOUNTAY ENADLED
IT 7O EXERCISE APPRDURIATE DUPIRYIGIOU.

DLF tag 2a0vi0Ch L0ANY To TUEHTY HIHE IRDUSTRIAL INVESLOp=
MENT BAUKD ToTaLLInG $225 M;a;xwu.-B& 113 LDANS ARD ©aDE sfl
UeSe DOLLARS Tyrically, CLF 01D HOT PAROVIDE TECHNICAL ABSIAT~
ENCE, EXCEPT IN CONNECTION WITH PROPOSALS 7O THE CRIATION OF
HEW DANESs DLF SAINTAILED 2O 113310NE, CUV RETLIZOD o8 162
BYAFE AND A STREAM OF REPORTS YO VASHINDYON FRON THE DEVELOP=
HENT GANKs A LOAR COxHITRENT Y DLF 79 7HL DEVELOPUERY DaAnw
MOULD DE GISOURBLE ON PREDEUTAYION OF PAPERS IHGICATIHG CON-
FORGETY OF THE SUCGORNOMER TO THE CMITORIA CSTADLEISUED 10 TR
DLF LOAN AGRUEMENY .

ViE with ¢oeus of DLF=-Typo DOLLAR LRBD4EG. §T 45 uzZne
THAY VIE $UPACT OF UeSe PROCURENENT 18 §CLY, POR LOCAL CUSRENCY
LOANS OF THE JCA VARIETY ARE GEMERALLY SNYEHDED FOR LODA

PROCURENENT

9.
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10,

Eég? gg
O UNITED STATES PROCUREMENT
§ ng ConruieTing |HYERESTS

THE REQUIREMENT THAT ALL LOAK FUNDS O UTILIZED FOR PRO™
CUREMENT I8 THE URITED STATES §5 SUDJECT TO CONFLICTING
INTERESTS. THE RURITANIAN GOVERNMENT MAY PREFER PROCUREMENTY
OF LOCALLY HADE GOODS IF AVAILADLE, PURCHASES PRON FELLOW
HENBERS OF A TRADING DLOC, OR FROM COUBTRIES WHERE Y75 DALANGCE
OF THRADE 15 MORC FAVORAGLE, OR WHERE 1Y CAN SELL OR BARTER 1718
COODS 11 RETURN FOR CAPITAL GOOD INPORTS. AT THE VERY LEAST,
IT WOULD PREFER UNTIED GOODS IN ORDER YO ALLOCATE ITH RESGURCES
ECONONICALLY AND FOR REASONS OF SOGVEREICHTY SENSITIVITY,

The DEVELOFHENT DANER oF Runitanta (Heaeiwarten 28R) vouln
PREFER UNTIED FUNDS 1N ORDER TO HAVE HARLHUE PLEBIDILITY.

THE ULTIHATE DORROVER OR USER OF PuNDS (HEREINATTER
SUD=DORROVER) DESIRES THE FREEDON TO PURCHASE GOODS AT THE
LOVEST PRICE, TAKING SHTO CONSIDERATION COMPATIGILITY OF THE
CAPITAL GOODS MITH PRESENT COUIPKENT AHD AVAILADILIYY OF
SERVICING FACILITIES: VHERE ALTERNATIVE LOAN FUNDS ARE HOY
AVASLADLE YO THE SUD~BCRROVER OR THE DBR, THESE TEED FUKDS ViLL
0C UTILEZED PROVEDED THE EXPECYED PROFET RETURE WILL COHPENSATE
FOR THE HIGHER COST.

COHCRESSIONAL CRITICS OF FOREIGN AID EXPRESS THE DESIAL
FOR UNITED STATES DOLLAR FURDS TO OF USED FOR PUACHADES OF

UHiTED STAYES GOCODS RATHER THAN THOSE OF FORECIGH ORIGEN.
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THERE 13 RESENTMENT 4% U3E OF DOLLAR VUNDSZ FOR PURCHABES
OF FORCIGHN COO2S SOPCCIALLY WHERE THIS RISULTR M JNIRTAREN

HOLD INGS COF UWITED STATES CURITHCY OR 204D 27 OTHER ZOUNTRICY, 39

TREASURY AND Foornil Progrye DOAne OFFI1C1ALS ARE SOHCERNSD
WITH THE UNITED STATES DALANCE OF PAYMENYS SOSITION, AND DEIIRE
TO STGP THE INCREASE IR FOREIGY DOLLAR AND £OLD HOLDINGS, AND
TO DECREASE TUE DALANGE OF PAYNENTS TRADE DEPICIT.

Uneren %fh?gs M&ﬂﬂ?&ﬁ?#ﬂﬂﬂ& WMOULD LEHELY PREFER THT SALY
or rnss& CAPITAL Qbaas 14 DREFERENCE TO THOSE OF FORTIGH
HANUFACTURERS, VITH THE £XCEPTION OF 3&téa Y THEAR TORTIGH
AFFILIATES, SOME BUSINESS INTERESTS FECL. THAT TVEM SALES OF
Untren STAYES CAPITAL GOnns Ant bhﬂazaaus, FOR THE COUHADITIES
PRODUCED Y THESR MACHINES MAY DISPLACE UNITES STATES freopTs
oF Tugne eouMOMITIES, 40

Qavaansa?,.wnenﬁ THESE ntvrtéxﬁr suwsasﬁﬁs ] OLOCAL
PROCUNENMENT, ae#tae:a%rvﬁ HINEMUN COST, éﬂe BALANCE OF PAYMENTS
ARE NOT cLOSELY aacgagxaen, FUNDS WAY HOY OF Aawnepéaarcc, R

IP APPROPRIATED, NOT UTILIZEN,
It PRk FROCURTIERT PoLicY

Unogr secrion H10 oF voE Muruay SECURITY LEQIGLATION, 1
PROCUREHENY OUTSIDE THE MNITED STATES ("OFrauore PROCURENENT')
WAS FULLY PERMITTED "UNLESS TuE PRESIDENY DETERUINES THAY
PROCUREHERT WiLL RESULYT 18 ADVERSE EFFSCTS USON THE ETCQNOUY OF,
JHE UHiTED STATES WITH SPECIAL REFERENCE TO ANY ARECAD OF LABOR
SURBLUS, OR UPON THE INDUSTRIAL HODILIZATION DASE, OR YO THE MEY

i1,
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POSITION OF THE UNITED STATES IN ITS DALANCE OF TRADE Wit VHE

REST OF THE WORLD, WHICH QUYME|GW YHE CCONOMIC ADVANTAGES O
" h”izuvnasis

ADDED ).

AS ADHINISYERED, ONLY ABOUT FORTY PERCENT OF THE TYORAL
FUNDS PROVIDED BY ICA, DLF, AND MSOA WERE SPENT I THE UNiTED
S?ATER.‘u3 SECREYARY OF THE TRESSURY DILLON TESTIFIED THAT
TTHE SHOUNT SPENT IN THIS COUNTRY WAS JUST THATY VHICH HAPPENED
YO BE SPENT HERE DECAUSE WE OFFEAED BETTER TERMS OR MAD BETTER
QUALITY GOODSa..BUT WE VERE NOT TRYING TO FORCE COUNTRIES OR
T0 1aLL‘coun?alts THEY HAD TO BUY IN THE UniTED SrAtzs.“hu

. THE PRINCIPAL HETHOD OF ENCOURAGING UNITED STATES PROCURE=~
HMENT WAS VIA THE REQUIRCHMENT THAY INFORWMATION DE MADE AVAILAOLE
TO UNITED STATES SUPPLIERS VITH RESPECT TO PROPOSED Puacuasts.qi
furorvERS (TYPICALLY THE DORROMERS WERE REQUIRED TO NOYIFY THE
Orvice oF Swark Bugincass (0SB), 1CA, 30 pDAYS I8 ADVANCE oOF
PLACING AN ORDER FfOR COMMODITIES OR s:av:c:s.ué Tue 0SB cotrecred
THESE DID NOTICES AND PUDLISHED THEM I8N 173 QFFICE OF S L
BugiNess CIRCULAR WHICH WAS RECEIVED oY 15,000 rtna3.h7
PO3SIDLY TO PROVIDE PAPER JUSTIFICATION FOR INSTANCES OF NON=
UNITED STATES PROCUREMENY, ICA HiGHT aaastné AN ADSTRACY OF ALL
BIDDERG, DIDS SUBHITTED AND THE QUANTITIES, PRICES AND HAMES OF
SUCCEASFUL uanolna.ua

WHILE THE IMPORTER WAS REQUIRED YO PROVIOE 30 DAVS uovace,ug
THE UNITED STATES DUSINESHHAN, BECAUSE OF THHE AGS IN RECEIPT
OF IHFORMATION AHD'PﬁBL!GATlOHlﬂV ICA, HAD LESS THAN HALY
™"is rluaﬁc IN ORDER TO RESPOND TO THE HOTIFICATION: PARTICULARLY
tH FOREIGH GOVERNMENT PROJECTS, UNITED STATES PROCUREMENY WAS

12.
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13.

HAKPERED BY A DESIRE CF FORROIGN GOVERUEENTS HOY TO HAVE Untrten
C STATES SUPPLYERS BRTER ESTABLISHUD CHABRELS OF cuwucnca;si'
CS5C D0 BOTIFICAYION COULD BL A RATHER DURDERSOME
REGUIRENENTS FOR EXABPLE, A SPECIAL LOAK [UND WAS SEY UP BY
§CA Y0 PROVIDE FIKARCEING FOR CALOLINE HOTCRS FOR FISHERBAN'S
BOATS 4N THE FAR EAST 1N AN EFFORY TO INCREALE THE FISHERMEM'S
BROAUECYIVIVY. - AUTER THE LOAN BCARD 1AD FUBLICIZED THE AVAIL™
ACILETY OF THE FUNDS AR RECCIVED APFLICAYIONDS AND #AD SCREULNED
THESE AFPLEICATIONS, THE DOARD HAD Y0 SFELL QUY TRE GPECIFICATIONS
FoR THE OSE b1Ip NOTICE., EACH SHMALL WOTOR PRESERTED DIFFERENT
PROGALLI.S ¥ITH RECARD YO HORSEPOVER SFEELD, DIMEES (0D, AND
FIYTINGS NECDSe THE CUSTORARY JAPANEDE SPECIFICATIONS
REQUENEE TRANSLATION INTO UNITED STAYES TRRKEG, VWUEN HONTHS
LATER THE SPECIFICATIONS HAD DERN VGRRED QUT, THE SUB=BCRAOWER
FREGUECHETLY BAD BY THEN CiTHCR DOUGHY A JAPANCSE HOTGR, TRAGED
EOATS, OR VAS KG LONGER FHTRRESTED. ECVEM MEERE THE DORROWER
FURSIDYER, HE WAS TYPICALLY HOT WILLING TO USE URITED STATES
HOTORS GECAUSE OF TUE UNFPARILIARITY WITH THEIR ADAPTAGILITY
TO LOCAL FISHING HEEDSy IHADILITY TC COT SPARE PARTS LOCALLY,
HONTAVASLARILITY CF PLROCHS VIO COULD SCRVICE THED MOYORS,
LOCAL PRACTICE OF ODTAINRING THE BEST PRICE OY PCRSONAL
HEGOT LATSOHS RATHER TUAN COMPETITIVE DIDS, €YC. FROM THE
SUG-DORROVER AND DEVELCRHENT DANK'S ViEMFOINT, THIS WAS
WASTOD EFTORNT, SINCE ORLY THE JAPANESC MOTOR. M AMY EVENT,

WOULD OE ACCEPTED DY THE SUB=DORROVER,

o

MNO ACCOURY YAS wEFTY BY THE OS50 OF THE DINECT LFPECTIVEHESS

OF ti5 PROCEEDURED 1t PROROVING UNtTRo OSTATES FRQGUB&HEM?.SQ
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IS EFFORTS VMERE ADDRESSED OROADSIDE YO THE OUSINESS COMHUNITY
At‘tancﬁ.53‘ It FELY TUAY THE MQSY 1T COULD DO WAS TO REQUIRE
THIS ADVEARTISEHENT OF PROPOSED Puncaaszsa5h ITS PROCEEVRES
GENERATED CONFUSION AND RESENTUENT ON THE DEVELOPHENT DANKS'

PART AND SKEPTICISH OF 1TS EFFECTIVENESS ON THE PART OF CONGRESS.
Tug 050 PROCCEOURE WAS APPLIED 70 DLF AND HAS OEEN CARRIED
FORVARD 18TO AlD,

111 TIoa7ERIHG PROCUREHENT FaLicy

PROCUREMENT POLICY MAY HAVE DEEN DURDENSOME UNDER THE
{CA DIDDING REGULATIONS, BUYT UNITED STAYES paucuhsusu: COULD
BE AVOIDED §F FOREIGN PRICES WERE LOWER. THE WEIGHING PROCESS
REQUIRED BY SECTION 510 WAS RESOLVED BY ALLOWING fut; YREEOOH
" Pnacuazueur,55 PERHAPS ON THE THEORY TUHAT uzve&q#u:sr BANK
SUD=LOANS WOULD BE SHALL AND MO GREAT THREAT T0 UNMITED STATEa
INDUSTRY . ,' |

AS DALANCE OF PAYHERTS DEFICITS MOUNTED 18 1959, Pressure
FOR TIGHTENING PROCURCHENT DEGAN. Ift OcvoneEr 1959, A NEw
POLICY OF "PLACING PRINARY eupuas:b o UHITED STATES

5]
PROCUREHENT" WAB nwnouacan.5

VAHCE DRAND, MANAGING DIRECTOR
oF DLF 9TATED THAT THE INCREASED ECONOHIC STRENGTH OF
INDUSfRiAL!IED COUNTRIES, THQ!R.ABQL!?Y Y0 PROVIDE ASSISTANCE
FOR UNDERDEVELORED COUNTRIES, AND THE UNITED STYAYES DALANCE OF
PAYHENTS POSC?‘OH DICTATED YHIS CHANGE. THERE ﬁﬁ& ALSO A
ﬂﬁﬁtﬂﬁ TO PUT PREIDURE ON EUROPRAN COUNTRIES TO AID IN THE
DEVELOPHENT EFFORT.

Tig Duy AMERICA POLICY WAS NOT ADSOLUTE. THE PRESIDENT

RETAINED THE ADILITY TO REQUIRKE UNITED STATES PROCUREMENT VIA
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EXECUTEVE ACTION.! FOR DEVELGPHENT SANKS, THE BEY UL EGH(HO
PROCESS RESULTED 11 PROCURCHENT CUT~CFF PCINTS. U ALL ouge
LOANS DZLOYW A CERTALN Ticulg, tyricanny 100,000, voee
PERMITTED WORLI=WIDE PROCUREHENT. SUBLOANS ABOVE THE CUTwCFF
POINT BEAVIRED WHITED UFATES PROCURTMSHT.

DURING THE 1000 HEARINGS, THERE WAS HILD JULSTIONIND &F
DEOOTTARY DILLOR O THE PROCURENENT waonzzn,59 BUT SHARP
CRITICISH WAS LEYILD DY PRIVATE SROUPS.O0

1 1981, AS GOLD FLOVS SONTINUED, REPRLSENTATIVE
PASSHAN SHOUED SENSITIVETY SVEN TG JURORYS INTG UNITED 5TATES
THAT 5Y HAVE SEEH GENERATED Y OUR LOANS TO UNDERDEVELOPED
COUNTRISS, THE HOUSE VERSHON OF THT FORZICH AID DILL CONTAINZD
THE PROYISION THAT NO ASSIITANEI 5T PRIAVIODD §£OR "LONSTRUSTION
OR OPERATION OF ANY PRODUSTIVE SHTCAPRIGE NNLEST THT SouNTaY
AGREED THAT (Y WOULD PREVENT TUE TXPOATATION TO THL UmirId
STAYES OF H03E THAN 10 PERCENT OF THE AHNUAL DRODUCTION OF
UGN PACILITY DURIHG THE Life aF The Loan."O' Antiouen

SOFYEHEN OV THE SEMNATE, THES PROVIGC YAS 0T PASSED,
V FRESENT FROCUREHENTY PoLICY

Tue usy sgevion A0 62 WAS ENMASTED A3 A RSSULT OF THESE
PRESSUREH .  ALTHOUGH ARTAINING THE SANE URIDHING TACTONS AS
sgerion 510 (CPPRCT O TeoNoNY, LADOR SUAPLUS, IORER SOST,

EYC. ), SEetion G0N REANIARD AN ALZIRNATIVG CIUDINS OV YU

PFRESIDENY QEFONL OFFSIORE PROCUREHENT 18 pean1TTED O3 Spevion
510 oy CcONTRAST PORMITIN0 FULL SPTFSHORT PROCURENIWT ZEERDL

)
YHERD ooT0ANINts Yo THL CENTRARY OV TRE PN£3§35¥3?164 Tiss

15.
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REPRESENTS MORE YHAN A MEARE SHIFTING OF WOROS OR CHANGE IN
THE BURDEN OF JUSTIFICATION., THE EXECUTIVE PROPOSAL TO
RETAIN SEC. H10 vAS DEFEATED. THE ADMINISTRATORS OF AID
HAVE FIRMLY COMMITTED THEMSELVES TO INCREASE UNITED STATES
PROCUREMENT TO SEVENTY~FOUR PERCENT} PROCUREMENT IN UNDER=~
DEVELOPED COUNTRIES 18 TO BE NINETEEN PERCENT; FOUR PERCENTY
WILL OE SPENT IN INDUSTRIALIZED COUNTRCCB.GS ALTHOUGH THESBE
COMMITHMENTS WERE NOY WRITTEN INTO THE STATU.E, THEY WilLL BE
REMEMBERED BY CONGRESSIONAL EXAMINERS DURING THE NEXT ROUND
OF FOREIGN AID HEARINGS, AND THE ADMINISTRATORS, MINDFUL OF
THIS, ARE LIKELY TO TAKE STREN OUS EFFORTS TO REACH THESE
TARGETS, |

FOREIGN PROCUREMENT 15 ABSOLUTELY REQUIRED IN THE CASE
OF GRANT ruuas.eé IN LOAN ASSISTANCE, THE WEIQHING PROCESS
VILL ALLOW FOREIGN PROCUREMENT ONLY WHERE THE "coumonity I8
NOT A AILABGLE IN THE UNITED STATES OR 18 NOT AVAILABLE 1IN
rcue"67. GIVEN YHE VARIETY OF GOODS AVAILABLE IN THE UNITED
STATES, THIS ADHINISTRATION COMMITMENT tF NARROWLY CONSTRUED
SHOULD ENSURE THAT PROCUREMENT IN OYHER INDUSTRIALIZED
COUNTRIES ViLL NOY éxceee BHE PROJECTED FOUR PERCENT., THE
EIGHT RECENT LATIN AMERICA Hpusvuﬁ LOANS, ALL OF WHICH ABSOLUTELY
REQUIRE COMPLETE UNITED STATES PROCUREMENY ARE REFLECTIVE OF
PRESENT POLICY,

DRASTIC IMPROVEMENTS IN QUR BALANCE OF PAYMENTS POSITION
ARE NOT Rt Lu™s THE PROBLEM OF HIGHER UNITED STATES PRICES

CAN BE EXPECTED TO REMAIN AS LONG AS LABOR AND BUSINESS
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MONOPOLIES DEMAND RETURNS HIGHMER THAN MARGINAL PRODUCTIVITIES.
WITH CONTINUED DEFICITS, HIGH UNITED STATES COSTS, AND MANDA~
TORY UNITED STATES PROCUREMENT AS CONSTRAINTS ON OUR FREEDOM
TO PROPOSE, WE TURMN HOW YO THREE ALTERNATIVE ROUTESS FRONTAL
ATTACKS, GUARANTEES, AND LOCAL CURRENCY,



18,

Fasz LLL
FRONTAL ATTACKS

Hicuer €cost OF UNITED STATES COODS, LACK OF FARILIARITY
WiTH UNITED STATES PRODUCTS AND SUPPLIERE, AND HON™AVAILAZILITY
OF SERVICING FACILITIES VOR PHODUCTS OF LINITED STATES MANU=
FACTURE WOULD SEEN TO BE THE HOST IHMEDIATE OOSTACLES 7O .
PROCUREHENT IN THE UNITED STATES, IN THIS SECTION, A DIRECT

APPROACH TO TUESE PRODLEMS WILL BE PUT FORVARD.
| Cosrs

PROVIDING SUBSINIES 7O THE ULTIMATE BORROVER IS THE HOSBY
DIRECT SOLUTION TO THE DORROVER'S PRODLEM OF HAVING TO PAY
HIGHER PRICES FOR UNITED STATES GOODS., ALTHOUGH THE SUBSIDY
ROUTE HAY BE POLITICALLY IMPRACTICAL, IV VWILL OE DISCUSSED 1N
ORDER TO INDICATE THE HATURE OF THE ULTIHATE DORROVER'S
DIFFICULTIES AND PROVIOE A STARTING POINY FOR A DISCUSSION OF
MORE FEASIGLE ALTERHATIVES.

THE ECONOMIC EFFECT OF MORE COSTLY PROCUREMENT TO THE
DORROWING COUNTRY 18 NOT EXPLICITLY WADE A FACTOR iN AID'S
LOAN CRITERIA. WHILE MORE COSTLY UNITED SYATES PROCUREMENT
(S HOY PROMIDITED, HORE COSTLY FOREION PROCURENMENT 18,9
HOWEVER, EXTREMELY HIGH UNITED STATES COSTS MAY REFLECT oM
THE "ECONOMIC AND TECHNICAL SOUNDNESS OF YHE PROJECT T0 OE
rsuancao“.ﬁg THIS MAS NOT A DETERRENT TO A LOAN TO PAKISTAN
FOR STYEEL PRODUCTS. THERE, HIGHER UNITED STATES COSTS VERE
ACCONMODATED SIMPLY BY INCREASING TUE LOAM avount . (0
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5V09410Y FROCEEDURE

TYo SuUNSIDY PROPOSALS ARE Abvancen: {1) Suposipies Yo
WATCH HIGHER ACTUAL €OSTS, AND (2) FLAT RATE SUBSIDIES.
WHILE THE OROSS COSY BIGHT DE niad (BUT MO QGREATER THAN
15 PERCENT oF THE LOAN Awount)(!, THE HET COST, §.,E. ALLOWING
FOR INCOME AND EMPLOYHENT GENERATION AND RESULYING uusiaa
STATES YARES, MIGHY BE HEGATIVE. (¢ | | |

IT 1S CONCEIVADLE THAT LOCAL CURREWCY caanré_coutn oe
MADE YO THE DORROVWER 1t PLACEZ OF DOLLARS. FOR EXANPLE, THE
BORROWER WOULD RECEIVE A LOAN OF $T20 uHiICH WOULD DE DISBURSED
TO THE ANERICAN HANUFACTURER. THE BORROVER WOULD §N ADDITION
RECEIVE A GRANT OF $20 WORTH OF LOCAL CURREMCY, IF THIS 1S
BERIVED FRON PRESENT UNITED STATES OVNED LOCAL CURRENCIES, (J
THE COST TO THE UNITED STATES 1S MININAL, FOR THE FUTURE
CONVERIION VALUE OF THESE CORRENCIES, UNDER EXISTING ARRANGE=
MENTS 13 QUITE LIMITED. |

UHDER THE ENACY COSY DIFFERENTIAL SUDSIDY, UNITED STAYTES
DIDDERS MIGHT SEND BID COPIED 7O ThE CSB 1w WASHINGTON.
COPIES OF FOREIGH BIDS WOULD OE DIRECYED TO THE DEVELOPHENT
DANK OR YO THE LOCAL AlD n1585100. THE DORROWER WOULD PAY THE
LOVEST EQUIVALENT FOREIGH BID, AND THE UNITED STATES WOULD
DIRECTLY PAY THE SUCCESSFUL UNITED SYATES BIDDER THE DIFFERENCE
DETWEEN THIS SUN AND THE UNITED STATES MANUFACTURER'S PRICE,
AlD MIOUT BE GIVEN THE OPTION TO REFUSE YO PAY THIS DIFPERENTIAL
70 CARE FOR CASES OF UNUSUAL DIFFERENTIALS OR SUBPECTED
CHICANERY. HOWEVER, THE NUNDER OF GUDLOANS AND THE HUHMDER OF
ITEHS PER SUDLOANS MAY VELL DE OVERVHELMINGS THE DIFFICULTY
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OF AVOEIGING DECCEYIVE PRAGTICES AND THE DULLING OF CORPETITIVR
PRICEC FREGHBURES SUCGEST A WIDER SEARGH.

TO ACCORODATE THE MUKHDER OF TRANSACTIONS, A SECOND
PROPOSAL: & FLAT GUBSIDY S3UAL 1O THE SVERACE PRICE DIFFER=
ENTIAL SETHRENH UNITED JYATES AND FORCIGH CAPITAL GRODBS WMIGHY
GE UGEFUL. HOUEWER, THE VARIATION IN TIFFERENTIALS PETUEEY
PRUDUCTS ANC COUNTRIES SUCGESTS WIKDFPALL CAIN OPPORTUNITIES
AND DISRUDTION OF THE ECONMOMAC CAMGULUS; AND THE ROAD TO
SOUBLTE SUBSIDY SCHEDULES WAULD SEEN YO OF DANCEROUSLY CLOSE.

SUTHORITY YO PROVIDE ARANT ASSISTANGE ¢S SUBJCCY TO 31X
FACTORS, (7 (1) sociAL PROGRESS OEVELOPENENT, (2) cONSISTENCY
VT SOUTRIDUTIONS TO DEVELOPHENT eLANS, {3) ceononic Ano
TECHTIICAL JOURDNESE, (%) sger=ukLP RESOONSE OF THE COUNTRY,
{5) AGVERSE EFFECTS 0N THE UntTEd STATES CCONOHY, AND
(6) UnsTep STATCS vALARGE OF vavuEnTs. Factors (5) aun (5)
ARE CTRONGLY POSITIVE 3 TUE CASE OF SRANTS WHICH WILL RESULY
18 CREATER UMITED SYATES PROCUNEHENT. THE OTHER FACTORS AREC
RELATEVELY NEUTRAL, DIHCE AN ARGUMENY CAN BE MADE THAT YHE
PURPGSE OF TUEEE CRANTS COMPLENENTS THESE CRITERIA. Hovever,
THE LEGIBLAYIVE JACKCROUND OF GRANT ASSISTANCE(? SuGGESTS
THAT 17 WAS PAIKARILY INTEHDED FPOR HIGHUAYS, DAHS, AND OTHER
LAFBABTRUCTURE PROJECTS AND PROCIAME UHICH, WHILE DEJIRABLE
AND SOCEALLY BENEFICIAL IN THE LONG RUN, DD NOT PRODULE
REVENUES .

CRANT FUNDS USED AZ SUDRSIDIES ARE PARTICULARLY 3JUSPELT.

LEGISLATIVE UESTORY 16 GEMERALLY UHFAVORABLE YOWARD $HDSIQQBS.76

FOREIGH ASHEISTANCE PROGRAME OF DYHER COUNYRIES ARE LIKELY TO

20,
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FOLLOM BUIT AND/OR PROTEST LOUDLY AGAINSY UNITED STATES
SUBSIDIES WHICH ARE USED TO DISRUPY THEIR NORHAL TRADING
AREAS. FINALLY, AS A POLITICAL HATTER, THC SUGGESTION OF
PROVIDING SUDSIDIES TO FOREIGN DORROVERS (AND INOIRECYLY YO
UNITED STATES MANUFPACTURERS) WOULD PROVIDE POVERFUL GRIST FOR
THE ANTI~FOREICH=AIDERS MILLS.

SUDTLE SUBSIDIES IN THE FORM OF YECHNICAL ASSISTANCE
GRANTS TO THE DEVELOPHENT DANK PROVIDE SURER GROUND. TO TiiS
WE HOW TURN. |

It Tug PRODLEM OF IGNORANCE OF UNITED STATES SOURCES

THE YRADITIONAL TRADE CHANNELS FOR RURITANIA NAY BC
BRITISH, FRENCH, ETC., THE QUALITY AND SERVICEADILITY OF
THE GOODS ARE KNOWH. LOCAL SUPPLIERS ARE AVAILADLE. Tue
Brevisn on FRENCH GOODS CAN DE SEEN AND TOUCHED DY THE
PROSPECTIVE BUYER, OR AT LEAST, CATALOGS ARE READILY AVAILABLE,
ESTABLISHED DRAND HAME aavutartoaa,.aaonuérs SPECIALLY ADAPYED
TO0 LOCAL HEEDS ANHD PREJUDICES AHD ALL YHE OTHER FACTORS WHICH
ACCOMPANY ESTADLISHED HARKETING CHANMNELS HAKE PENETRATION
Y UNITED STATES SUPPLIEAS HMORE DIFPICULT. CONVERSELY,
IGHORANCE AND APATHY ON THE PART OF UNITED STAYES SUPPLIERS
OF SPECIFIC POTENTIAL MARKETS ABSROAD CONTRIDUTE YO UNITED
STATES PROCUREHMENT DIFFICULYIES.

81D SoLICITATION VIA THE 0SB CIRCULAR 1S THE HMAJOR TOOL
FOR ACQUAINTING UNITED STATES DUSINESIHEN WITH LOCAL NEEDS
UNDER AID FINANCED vaoanaaao77 JHBUFFICIENT TIME FOR RESPOND ING
TO HOTICES AND LACK OF COMPLEYE SPECIFICATIONS LINIT THE USEw

21.
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2z,

-t
FULNESS OF THE (O58 Caacuz&a.‘J THE INDISCRIMINATE APPROACH

of 053 HAS NHOT DEEH SUCCESSFUL AS MEASURED OY THE LOV PERCENY
(25»0/5) OF UNITED 3TAYES PROCUREMENTY BY DEVELOPMENT aauas.79

f LIGHT OF THIS, ADDITIONS TO THE STAFVY OF A DEVELOP=
MENT ODANK OFFER A POSSIDLE SUPPLEMENT YO THE 0SB. PURCHASING
ACENTS FOR LARGE UNITED STATES CORPORATIONS WOULD SEEM TO G
{DEAL FOR THESE POSITIONS, 1IN LIGHY OF THEIR EXPOSURE TO OUR
INDUSTRIAL SUPPLIES. SINCE THEIR PRINARY PURFOSE WOULD BE
PROMOT IHG URITED SYATES INDUSTAY, THE SALARIES OF THOSE MEN
SHOULD GE SORNE OY AID. THEY BIGHTY ALSD DE OF GEHERAL ASSIST*
ANCE It THE PROMOTION OF PROJECTS, WHERE 1T WOULD BE AWKWARD
TO PLACE SUCH A MAN DIRECTLY ON THE DBR STAFPF, UE MmiGuT
BECOME PART OF THE AD LOCAL #MISSION. SUCH INDIVIDUALS CAN
SQUARELY HEEY THE INFORWATION NEED.

PRIVATE ENTERPRISE MAY PROVIDE A HELPFUL SUPPLEMENT 1V
THEL:' EFFORTSs FOREIGH DIVISIONS OF LARGE UNITED STATES
DANKS AND EDGE ACT SUCSIDIARES ARE CEHTERS OF I1HFORWATION OF
UNITED STATES 1HDUSTRY. STINULATION OF BANK CLIENT'S
DUSINESS DY FINDING NEW MARKETS 13 A REGULAR PART OF THEIR
OPERAT 10N &0

Pl Scrvicing FaciviTies

THE LACR OF SERQVICING FACILITIES FOR UNITED STATES
CAPITAL GOODB 19 A CIRCHLAR PROBL!H. THIS LACK RESULTS 1N
INFREQUENCY OF UNITED SYATES CAPITAL GOODS, WHICH 1N TURN
PROVIDES DISINCENTIVE TO TUE CREATION OF SEAVICING FACILITIES,

RUNITARIA NAY WELL FEEL THAT 1T IS PREFERABLE THAT HER
TECHNICIANS AND SERVICENHEN BE FULLY fﬂAlﬂED ON FOR IHOTANCE
BRITISH HACHINERY, WHERE HOST EQUIPHENT IS PRESENTLY DaivigH~-
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HADE, RATHER THAN SPREADING THINLY HER SEAVICE PERSOUWEL OV
INDUCING TRAIRING N UNITED STATES, JAPARESE, Ceruan, Op OTHER
NAKE CAPITAL GOCDO.

FoAnk RECOONITION OF THE PROUDLEN MAY LEAD TO TUE CONCLUSION
THAT HASSIVE DOSES OF TECHNICAL ADSIGTANCE ARL REL2INED M
ORDER TO REVRAIN HEH AND REORIENY BARRETING AMD SERVICE
CHARNELS, PERUARS 1 RECOGHITION OF THE LHORNITY OF THE
PROVLEN, THE RECCHT POLICY OF AMD RAS DEEM YO LINET THE NUMNDER
oF iaaus?n!aﬁ 1Y WHICH ENPHASIS WILL BE PLACED FOR EACH
cauu?ﬂv.g‘ VHERE TiH1S 15 DONE, SEAVICE TRAINING CAN BE
COMCENTRATED. THIS CONCENTRATION, HOWDVER tS I CONPLICT
WITH THE DESIAE OF MAUY COQUNTRIES FOR A WIDE RANUGE OF HEW
VENTURES, AND FOR VENTURES UNCOIMECTED WitTH PRESENY LRTRACTIVE
AND PRYGARY INOUSTRITS.

Uni7eo STATES OWHED LOCAL CURRENCICS ARE ABAILAGLE FOR
TEC.LIICAL ASDISTAHCE, AND TVHEIR UST FOR AODITIQNS TO DEVELOP=
HEHT BANR STAFP OF UACHINE SEAVICE INSTRUCTORS WOULD 3SERH
APPROPRIATE s  TOLULAR FUNDS, UHILE PERNAPY NHOT AVAILALE
UNDER S8Ce 2171 GRANTY &81”5?!??,82 WOULD SEEH CLEARLY AVAJLABLE
UKDEQ PROVISIONS RELAYING TO THE EHCOURAGEMENT OF PRIVATE
euweava:ss.ﬁa WHERE THE NEECH ARE LARGE, SPECIAL TECHNICAL
ASS19TANCE DEVELOPMENT CENTERS WOULD OE userﬁ&.gu

THE YARIOUS PROPOSALS FOR MEETING THE PROBLENS OF COST,
FCNORANCE, AND SERVICING HAVE LARGELY INVOLVED USE OF Univeo
SYATES GOVERNMENT PERSONHEL AND GOVERMHENY PROGRAHE., TiE
ALTERNATIVE OF NODILIZING PRIVATE FORCES (9 AVAILADLE it Tuc
FOR! OF GUARANTEES AND PROVISION OF (ocuu CURRENCIED, TO TuEsE

WE HOW TURNe
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2k,

FARz. V.
INVESTMENT GUARANT 1ES

TuL Aoeticy For NseErtaYtouan DEVELOPHENT 319 CIVEN AUTIOR~
1Y 0 extznn.cu&nﬁﬁr:aaﬂﬁ TO PRIVATE INVESTORS (R AROED TO
TEACILITATE AND SHEGRCASC THE PARTICIPATIAL CF PRIVATE SHTCR~
Pntse“aﬁ I ECONGIIC DEVEILOPLENTe DURING VHE FOURTEEN YEARS
OF GUARANTY PROGRAN OPERATIONS, GUARANYIES TOTALLING §TO5

37

HILLION HAVE DEEN AUTHORIZLD,. OQNLY W0 OF THESE, Tug Morcan
GuaranTy jurcanationst Dapzius ConposaTiON {Monnaca}'nﬂﬁ
THE DaSK oF tlonroviea (LIDERIA) tAVOLYE QEVELOPHENY DANKG.

TO TUT CATENT THATY PRIVATE FUNDS ARE USED ¢OR ECONONMLC

0

DEVELOPHMENT, THE DOLLAR DHAGH NAY BE LESSEHED™ LHERT LOCAL
FUNDS CAN 08 HOBILIZED THROUGH THE ULEL OF CURRANTESS AND FUESE
FUNDS SUPRLANY UNIYED SUATSS GOVERHUEHT FUNOS, THE DOLLAR
DRAIN Ca# OC FURTUER CURTAILED,

Afl EXASINATION VUILL TIRST OE PADE OF TUD POS3IDLE 1aE
OF THE GUARANTY AUTHORITY WITH RESPECT TO EDGE ACT FINANCING
CORPORATIONS. FOLLOWING THIS, THE POSSIBILITY OF EXTENDING
THE GUARANYY OEVICE YO FOREIGN™OWNED OEVELOPHENT BANKS Wili
BE CXZLOAEDS CACH OF THESE IRITITUTIONS CAN AE USED TH IHCREASR
UBITED STATES PRIVATE PARTICIPATION IN FORZIGH FINANSING AND
LOCAL CAPITAL MAOBILIZATION AND THEREDY FAVORASLY AFFEEY THE
BALANCE GF PAYNENTS PSSITION

&5

1 Epar Act Fauancine Corpanarions
Uniten STATES DAMHES NAY CONDUET DUSINESH ANROAN THROUGCH

Eoge AcT FInapgiie AHD BANGING SUDSINIARICS. CONREANCUOLNTS,
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AND DRANCHES. THIS DISCUSSION WILL DE LINITED TO THE EOGE
Act Financine CORPORATION (HEREINAFTER FINANCING CORPORATION),
THE FIUANCING CORPORATION, IN LIGHY OF THE BROAD AUTHORITY

" GIVEW 1T TO ENGAGE N LOHG TERM TRANSACTIONS OFFELRS POTENTIAL
USE FOR DEVELOPHENT DANKING,

A FINANCING CORPORATION MAYIO FINANCE 1TS OWN ACTIVITIES
THROUGCH LOANS OR ISSUANCE OF 178 oam:oarsous9’, ENGAGE N
THE UNDERVWRITING OR SALE OF FOREIGH a:cua;v:ssga. HAKE LOANS
OR EXTEND cnannvag3 VITH RELATIVELY LONGER unrﬂauvnas9u, AND 1N
RELATIVELY GREATER ANOUNTS TO ONE DORROWER THAN ARE PERMIYTED
BARKING CQuPonatsoua95. INVEST IN THE STOCK OF NONDANKING
CORPORAT 1ONS 96. INCLUDING VOYING stocn97, AND FINANCE THE
EXPORT OF GOODS OR THE ACTIVITIES ADROAD OF IHDIVIDUALS OR
CORPORATIOHS CONDUCTING BUSINESS AOROAD.JO AuthoRizeo Evoe
AcT DBAuKiNG CORPORATION ACTIVITIES ARE CEHYERED HAINLY 1N VHE
SHORT~TERH ru:ao,gg WITH THE EXCEPTION OF PERANISSION TO INVESY
in otieER nank corporations!O0 anp vne PROVISION OF LOAR FuKDS FER
A TERH NOT EXCEEDING £IVE YEARS.1O!

?suaucnaa\auo DANKING CORPORATIONS, AS WELL AS DRANCH
AND CORRESPONDENT AFFILIATIONS CAN DE USEFUL WITH REGARD TO
PROMOY ING UNITED SYATES vuocuncu:ut*’oe THE PARENT OF VHESE
DANKS 318 LIKELY TO HAVE A LARGE FOREIGN DANKING DIVISION 1IN
ITS HOME OFFICEe ONE OF THE IHPORTANT FUNCTIONS OF THIS HOME
OFFICE FOREIGN DANKING DIVISION 19 THE PROMOTION OF OVERSEAS
BUSINESS FOR AmERIcAN cLienys,tO3 Assisvance wav imcruoe
FINDING PARTNERS FOR JOINT VENTURES SECURING OUTLETS FOR
PRODUCTS, OR ARRANGING OTHER MARKETING AGREEHMENTS. THESE
SERVICES MAVE DECOME WORE EXTENSIVE WITH THE INCREASE IN
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CONPETIVION FOR DEPOSIVS OF AHERICAN VvIRNS, FOREIGN DSVISION
OFFICERS ARE LIKELY 50 DE COUNVRY OR REGIONAL EXPERTS AND
HAVE EXTENSIVE LIGRARY AND INFORNATION REBOURCES. NEYWORKS
OF THESE AFPILIATES NASNTAIHING LIASON WITH THEVR PARENT OFFICES
OFVEHR A USEFUL SUPPLEMENT TG GOVERNHENT FOREIGN TRADE PRONOYION.
HOVEVER, UNIYED STATES DANKING INTERESTS HAVE HOT HADE
EXTENSIVE USE OF THE PROVISIONS PERKITYING FORMAYION or Edee

1ok

ACtY CORPORATIONS,
105

IN PARY THEIR USE 15 LiHITED OV YHE
FINANCING RISKS INHERENT IN UNDERGEVELOPED COUNTRIES. THE
LURGE DANKS WHICH MIGHY DE ATTRACYED YO THRESE SUBLIDIANIES

ARE KONEY HARKEY DANKS, ESPECIALLY BENSITVIVE YO RISK cxposune.’es
THEY FEEL THAT THEY ARE LENDING THEIR DEPGSITORS HONEV, OR

USING PARY OF THE !} RELAVIVELY VHIN CAPITALIZATION BASE, AND

YhUS HUST BE VERY CONSERVATIVE. THEREFGRE RISK EXPOSURE

UEYOND CERTAIN LINETS Wikl NOT BE UNDERVAKEN REGARDAESS OF

FNCOHE REVURNS. 'O  LONG TERH LENDING TO SHALL INDFGENOUS
EHTREPRENEURS ¥IN UNDERDEVELOPED COUNVRIES WOULD BEER VO BE
HORKALLY GEYOND THESE TRADIVIONAL RIBK LINI¥S, THE EXTENT YO
VHICH THT GUARARTY AUTHORITY HAY UE USEC FOR WEDUCTNG YHIS

aisk?C% WiLL D& EXPLORED KEXT.
11 ALD GuaranNTY AUTHORITY

THE PURPUSE OF VHE INVESTNENY GUARKNTY AUVHORITY IS YO
"eACELITATE AND INCREASE THE PARTICIPATION OF PRIVATE ENTER=
PRISE IN FURTHERING THE DEVELGPMENT OF VHE ECONORIC RESOURCES
AND PRODUCTIVE CAPACITIES OF LESS DEVELGPEO AREAS".YO7 Unoer
THIS AUTHORITY, THE PRESIDENT WAY "ISSUE GUARANT 1EBaeseOF

FNVESTHENTS N CORNECTIION WiITH PROJELTS, IHLCLUDING EXPANSION,


John M
Rectangle

John M
Rectangle


27,

MCDERN1ZAT1ON OR NEVELOPMENT OF EXISTING ENTERPRISER....", 110
THE PRESIDENT 18 70 ADNINISTER THE PROGCRAM uNOER "pROAD
a1

CRITERIA THUS RECOCNEIZING THE VALUE CONORESS ATYTACHES TO

THE PROGAAN.
RISKS GUARANTECD INCLUDE 1HCONVERTIRILITY) ' £xpno=
priavion, 19 wan, 1% awo an ALL Risk® cuarantEs OF UP TO
75 PERCEHT OF THE INVESTHENT UNDER NEWLY GRANTED AuvHoR1Ty,!1D
THOSE ELIGIBLE FOR GUARANTIES ARE UNITED STATES CITI2ENS,
CORPORAT 1ONS, PARTNERSHIPS AND OTHER Associations. 1€ wispe
THE PREDOUINATE USE OF THESE GUARANTIES INVOLVES HOMePINANCIAL
INSTITUTIONS 1NVESTING ADROAD, 'V ( Uniten Svares riwanciat
INSTITUTIONS NEETING THE OUNEASHIP REQUIREMENT WOULD DE

ELIGIDLE, ALl E0ce ACT CORPORATIONS MEET THIS gzeu:nensnf."g
13t EpGE AcY GUARAKTIES

CagE L3 CUARANYY OF ¥HE PaApENY Dawwls fuveereo Fuwog
TUE FULL CAPITAL AND REASOMABLY ANTICIPATED EARNINGS OV

NEWLY PLANNED EDGE ACT DANKS WOULD BE FULLY ELICIDLE FOR
Guaaauvv.“g CURRENTLY OPERATING EnGE ACY GANKS WOULD nUALIFY
WHERE EXPANSION, HODCAMIZATION OR DEVCLOPHMENT 1§ Pranmen,120
THE STATUTE IS NOT EXPLICIT WHETHER THIS WOULD COVER 20TH

PRST AND PRANNED IHVESTMENY, OR WOULD COVER OMLY THE nEW

FUNDS INVESTge. THE JCA GUARANTY HANDDOOK INDIZAYEZS THE
tarren, 12t HOMEVER, T 13 ARGUABLE THAT S50YH SHOULD o9&
AVAILADLE FOR GUARANTY MHERE THE AOVANCERENT OF HEVW YUNDS
BUBJECYS THE OLD INVESTMENY TO NEV RISNS. PURCHASE 0F & SHARE
OF OUNERSHIP N AN APPROVED PROJEST 13 covcaea.‘aa

51 ADDITION YO GUARANTY OF EQUITY, ADVANCES TO AND OESZ&THEEB‘23
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OF THE LOOE A8T DANKS AQE ELIGIGLE FOR ODUARANTY,

)] . :
12’* VHECH 8AGTT.

S THE GUADANTY QUISD SMITH THE JHSTAUNENT,

THE POSSIDILITY OF YHORCAZING THd HARXETABILITY OF THE ZUaTY
AND DLOENTUREY OF THE TIdANCING CORPORATION GHO! 'Hﬁlﬁﬁifta-
STATES PAASHT ORSIRE 10 SSLL THER N Tag UNITED STATES, AWD .
THEREDY LESHEN ITS COMUITTHMENY,. NO 3PREIAL PRGBLEHS WOULD SELM
L POSED 0N ASDIGHMERT GF THE SUARANTIE JHEAE THE ASSIGHED §3 A
UHI1TED STATES SITI2EN, CORDORATION, E7C. AUD VOULD HAVE IEEW
DIRECTLY ELIGINAL POl A GUARARTZE 7acu AID, Moveven, jucH.
SALES NAY H10T OO ATTRACTIVE ¥O0H TAL STANDPOINT OF THZ ¥IMANCING

CoORPORATION ?,3 PALLUT .‘25

CasE L1) GUARANYY OF SuB=i1NVEQTHENTS.

THuS FAR DISCUSSION HAS CENTERED ON ITEHS 1N THE LIABILITY
S\DI&OF'TﬁrfFfﬂﬁNﬂlNG CORPORAY 1ONYS BALANCE SHEET. WE TURN NOW
YO 1TS LOAN AND :dunrv INVESTHENTS (HEREINAFTER, SUD=INVEST=
MENTS ). |

GUARANTY OF THE SUD=INVESTHENTS INDIRECTLY GUARANTEES THE
CAPITAL ACCOUNTS AND LIADILITIES OF THE FINANCING CORPORAT (ON
AND 19 A MORE ACGURAYE REFLECTION OF 173 RISK EXPOSURE,
COUPEHSATION WOULD BE HADE ON THE DASIS OF THE OCCURENCE OF
GUARANTEED“AGA INST RISKS TO INDIVIDUAL SUD~IUVESTHENTS,
| IN INDUSTRIAL PROJECTS, GUARANTIES ARE PLACED ON THE
EQUITY AND DEDT INVESTHENTY OF THE UNITED SYATES PARENT.

DAMAGE TO A CERTAIN FHACYTION OF THE PROPERTY MAY TRIGGER FULL

20,
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CQHFEHSA?%QHe‘gﬁ HOMCVER, PREDCOENT DOES DXIST FOR THE GUARANTY
or UHBCG&?!RB AGGETS i THE GUAN&R?EEO Lﬂﬂn ACCOUHT PRDC!&DU!E

0? THR BAauKk or MORARIIIA SHARAHTY. ie (

L sws?gu STAYDS smv g?aag
I8 THE GUARALHYY AURS WEVH EACH SEPARADLE [uD=iNvESTHIWNT AW

IF PAYHEAT SAN D GLARED T DEPAULYS OM INDIVIDUAL SUS~INVESY=
MEHTE, THEN A& FIUANCIHG CORPORATION MIGHT PIND 1T DESIZADLE

TO Schb OFF BOHE 9F IT3 SOUITY OR LDAN SUS-1HVESTHENYS

b OCfdE UBiTeD BPATES 49 A HEANS OF AEPLENISHING (TS FuNDS.  IN
CONTRASY To CABEL i1, DERE DALD OF SUD=INVESTUENTS HDULD PIRMIT
TUT #AREAT TO REFAIN T8 INVESTORNT 8 TOT FruANcing CoRPonATioNs
ovi LautTr, HOUEVER, SefoCa REQUIRCHENTS PRECLUDE THIS ON |
PRACT 1CAL aaounns.‘eﬁ ToRE1GH 1S8UES MUBY a:csstza,‘zg THUS
HAKING SALE OF 1SSUES OF SWALL FOREIGN FIRNS IKPRACTICAL ON
REGUAATORY GROUNDS, iF NOT A@ﬂﬂ&bv INFEASIDLE DECAUSE OF LINITED

HARKETADILITY,.

PRIVATE OFFERINGS $4 TOREISH HARRETH OF FORCIUN FIRN3 ARE

13C

EABHPT FPROU H§,,50s REGULATIONS SALES TY UL FIHANSINS

“
195
-3

CORPOAATION HIGHT 00 HADE 70 adlTal IHVISYORY

132
18 DEYELIVED COURTRIESS 7

' 0on TO INVESTORS
THESE SLSUNITIES WOULD HAVE Tub
ATVRACTIVEURSS OF Ud3veD STATES SOVERNMENT JUARAHTIES HHICH
WOULD CONSIDEAADLY LE3SEH RISK EXPOBURT AND AGSIIT s ¥HL
CRIATION OF LOTAL CAPITAL HAAKETS, HUTH A8 VEVIRENY ADMINIG-

TRAT IO GUARANTEES UAVE WIDEHED HORTGAGH HARREYS N THE UNITED SYATES.
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IV Srasutony COVERAGE

THE STATVUTORY PROVISIQNS §9 007 CAPLISITYLY gmach
CASE Ve THE ORATTSHEN WENE CADIFUL TO ODLINEATE T4 JLASSES
-y = we Y 3R A - 5 -ii "> - i - My 5 B el o 1?", 2
QF PERSCHDY 7O WHOM JUNIANTILG iGHT 0¥ DIRISTILY I33UZ0.'03 it
1S CLUEAR voaY UdeTeEn SyiT8s SITIZCWUS ARD 79 o8 THEL oorsiany
DEMES ICIARIZS S80S 107 0wLY uysr »ug cantanarion {on saansas
SH12 00 ASSODIATION) ST SRZAved uwssn UaiTes Svaves on svAtre
LAMG, 2U% 07 MUST ALSY 2D SUDSTANTEALLY JCNSIICALLY §U4ID oY
i e s DU & S . g A
itaven OTATES CHITI28H3e - s ATOTIANS oF THE AST PLACE
o , e
EAPUASYY o0 A0CAL SAPITAL HODILIZATION)'YS FINAHSIAL INTER~
. 6 , |
ue&taﬁeﬁa,ig AND PRIVATY :ﬂtzawutsa.137 THur PREYIDECRT 1S
DEASSTED F0 ADMINIRTED VI SUARANTEED DOQ00RAN UHIIZT 52010
_ 0 y . , .
cﬁleﬂPA¢13j Moz via, TUHESE DA0AD DIRECTIVZS WOULD NGT SZEM
YO OVERRULE THE SPZeIfIC Unirin STAYYS CITI2INSHIP SICUIREHUINTS

o Szevron 221{u).

VoOIATINSION aF CuAnzAnty LOVIRnAGE

SIFFEREAT FACTORS ARL (AVOLVES WHERE THE uLvIMAVE
BELURITY HGLLER 15 A FOREIGH RATICRAL A5 CRPUSED 10 &
UNITED STATES CITIZEN. WoiLE ¥ ¥AY DE EPPROPRIATE FOR VHE
UNITED LVATES COVERREENT T0 EUCOURAGE #1T0 CLIYTIZENG TO INVELT ACROAD
AU TO PROTECY THEN WHEN YHEY 00 80, PROYLCVIOH OF FORLIGH
CHTH2ENS FRGH THE ACVIONS UF YHEIR UMW GOVEDRURENYS RALSES
QUESTIOHS OF & DIFFERENT SORTY, ALYHOLGH VHE CLVINATE ROAL
OF ECONGRIC DEVELOPHEMTY 1S THE SAME.

THE FOREIGH CHTIZEN 19 PLACED U THE SOMEVHAT AHONALCUS
1

el \ . ,
posIvION 'Y OF SEERIEG avued raoy vne Unsren Siaids vog
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ACTIONS OF HIS OWN GOVERNMERT IN THE CASE OF EXFROFRIATION,
IHCORVERYIBILITY, AND WAR RISKSs THE RISK EXPOSURE 1O ThE
FOREIGH NATIONAL MAY OF SMALLER HERE 10 THE EXTENT THAT ACTION
OF THE FOREIGH GOVERNMENT 1N THE FIELD OF CXPROPRIATION ARE
AVHED SPECHIFICALLY AT FOREIGN INVESTORS. IF THIS 18 THE CASE,
GUARANTY FOR THESE RISKS 1S LESS NECESSARY FOR THE LOCAL INVESTOR.

TAL EXTENDED RISK GUARANTIES COVERING DUSINESS RISKS DO
HOT SHARE THIS CITIZEN-GOVERNMENT 195UE, AND AWY € THE HORE
APPRUFRIATE RISK COVERAGE, ESSPRCIALLY IN THE LIGHT OF THE
SHALL SIZE GF THE FIRMS TO WHICH THT GUARANTY (5 Lnasav'ic
APPLY AND THE LOWER QUAWTY OF IHDICZNOUS WANAGEMENT,

RiIsk EXPOSURE 10 AID CAW DE LESSENED DY MRITING DIFFERENT

1!
QUARANTY CONTRACTS FOR THESE 533‘!&#357%ENT&&1£O

Sone
ASSURANCE 70 AID 15 PROVIDED BY THE HANAGEMENT oF THE FiNanCiInG
CORPORATION, WHICH, EVEN WITH THE GUARANTY, ISLIRELY TO OF
CAREFUL I THE SELECTION OF ENTERPRISES GUARAHTEED.

WHILE POLITICAL AUD OTHER RISKS OF VIHAUCING 1H DEVELOPED
COUHTRILS ARE UNHDOUDTZOLY LOWER THAN IN UNDERDEVELOPED, S0ME
IDEA OF THE CONSERVATISN OF THE GUARANTEED INVESTOR AND THE
UtiTED STATES GOVERNMENT ADMINISTRATORS CAN BE OBTAINED DY
THE INGREDIDLY LOV PAYVHENTS MADE ON GUARANTIES NOW QUTSTAND ING

FOR INVESTMENTS 18 MORE DEVELOPED COUNTRIES.Y)
Vi PoreuTiaL UseruLness

WHATEVER YTHE INDUCEMENY VALUS‘“E COMTAINED 1y THE CASE

V EXTENSION AND THE PODSIBILITIES RAISED BY CASES [-1V unicn



ARE PRESENTLY PERMITTED DY THE STATUTES, A4 NUMDER OF UNCERTAIHTIES
I8 Szevion 25 or Tug FEograt RESERVE ACY AND REsunaTion K suycH
covERN EDGE AST CORPORAYIONS RRW&!R‘BE AND HAY BERVE TO LMY

THE GROMTH AHD EXPANSION OF FINANGING CORPORATIONS, THE

PRESENT SHALL NUNDER OF FINANCING CORPORATIONS AHD THE LIKELY
SLOWHESS OF THEIR GROVTH INDICATE A HEED FOR EXAMINING THE
POSSIBILITY OF EXTENDING GUARANTEE AUTHORIYY TO FOREIGH
DEVELOPHENT HANKS, INCORPORATED UNDER FOREIGH LAY AND HAVING

LITTLE OR NO PRIVATE UNITED STATES INVEGTHENT.

Cage Vi ADR-Fryane ,
AJD HAS EXTENDED 5 LOANS TOTALLING $Z25 miLLiow 1o
20 DEVELOPHENT B ¥KS ALL OF MWHICH ARE INCORPORATI © UNDER
FOREION LAW. HEPAVHMENT PROVISIONS 1N HMORE THAN HALF OF THESE
LOANS PERMIY USE OF LOCAL CURRENGCY RATHUER VHAN DOLLARS AS
THE CURRENEY OF Rﬁ?ﬂ?ﬁﬁ“f#1kh WHERE THIS OPTION 6 CHOBEN, THE
LOCAL CURRENCY REPAVENTS GENERALLY Lif UNUSED.'D Tue omicina
OOLLARG LENY REPREBENT A DOLLAR GUYTFLOW MOV COHPENSATED FOR
BY DOLLAR INFLOWS OR, N SEVENYY-FIVE PERCENY OF THE CABESD,
BY UNIVED STATES EXPORYS.
UNITED STATES PROCUREHENT, IN ALL BUT THE HOSY RECENT
AlD DEVELORPUENT BANK LOANS, HAY BE AVOIDED BV KELEPING SUDLOANS
PELOW THE UNITED STATES PROCUREHENT CUT»OFF, TYRIcALLY $100,000.
THE GUARANTEE DEVICE HIGHT BE UTILIZED 70 INDUCE E1THER
UNITED STATES PROCUREMENT OR DOLLAR REFAYHMENT. DR LOWERING
RIS CUPOSURE YO THE DEVELOPHENT BANK, THE GUARANTETD CAN IHCREASE
THE POVENT AL NUMBER OF SUCCESSFUL APPLICANTS. Vith A Wipen
SELECTION OF APPLICANTS, THERE 15 A GREATER POSSIDLE HUMDER OF
GORROMERS WHO WILL FIND PROCUREHENT I THE UNITED STATES 10 Of

g
73



IN THEIR INYEREST.

iN ADBITION TO CONVERYING SOHE SUDLOANS INTO DOLLAR
PROCURSHENT AND DOLLAR REPAYMENT LOANS, TRANSFERRING BOME OF
THE RISK YO THE UNITED STATES OOVERNMENT 1S LIKELY YO INDUCE
DEVELOPMENT DANKS TO DSCOME LESS CONSERVATIVE IN THEIR LENDING,
AND THUS TO ACT MORE AS DEVELOPMENT, RATHER THAN AS CONMERCIAL
BANKERS. FURTHER, MORE RAPID UTILIZATION OF SUBLOANS MAY BE A
CONSEQUENCE OF THE REDUCTYION OF THE DEVELOPXZNT BANK'S RISK
EXPOSURE.,

THE SCOPE OF THE GUARANTIES CAN BE LIMITED TO THAT WHICH
MEETS THE NEEDS OF THE DEVELOPYN INT BANK AND THE SUB<~BORROVER,
AND AJD'S RISK=TAKING PREDILICTIONS: WAR AND EXPROPRIATION
COVERAGE WOULD SEEM LESS NECESSARY AND BUSINESS RISK MORE
NECESSARY FROM THE DEVELOPMENT BANK'S STANDPOINT. TO LIMIT
AID'S RISK EXPOSURE ON BUSINESS RISKS, THESE MIGHT BE LIMITED
TO THE LASY 29 OR 50 PERCENT, 1.E., ON DEFAULTY THE DEVELOP-
MENT BANK WOULD ABSORB LOSSES uP TO 50 Yo T5 PERCENT OF tHE
FACE AMOUNT OF THE SuUB~=LO0AN; AID WOULD COMPENSATE FOR LOSSES
ONLY IF PROCEEDS ON DEFAULT WERE LESS THAN 50 10 TH PERCENTY
OF THE AMOUNT OF THE LOAN. THE EXTENT OF THE GUARANTEE WOULD
DEPEND IN LARGE NEASURE ON THE DEGREE OF CONFIDENCE PLACED

IN THE MANAGEMENT OF EACH DEVELOPMENT BANK.
Is CASE VI EXTENSION WARRANTYED?

THE GUARANTY VOULD EXTEND OHLY TO SUD~INRVESYMENTS
IRVOLVING UNITED STATES PRCOCUREMENT AND DCLLAR REPAYNMENTS,

CONTRASTED WITH NON=UNITED STATES PROCUREMENT AND LOCAL

33.



AND CURREHCY, REPAVHENTS. UNITED STATES PROCUREHENT WOULD
GIVE RISE TO HIGHER SALES AND EARHINGS oF UniITED STATES
DUSINESS FIRMS, GENERATION OF A MULTIPLIED STYREAM QF INCOHE
THROUVGHUOUT THE CCONOMY, AND IHCREASED TAX RECEIPTS TO THE
Uni1TeD STATES TREASURY. LOCAL CURRENCY REPAYHENT OF DOLLAR
LOANG, WHICH TYPICALLY REWAIN UHUSED WOULD BE REFLACED oY
DOLLAR REPAYMENTS: [HDIRECY DEMEFITS OF JNCREASING THE UTIL-
IZATION OF LOAN COMMITTMENTS AND THUS INCREASING THE PACE

OFf EQONOMIC DEVELOPMENY ACCRUE.

DALANCED AGAINSY THESE BENEFITS ARE A NUMBER OF INCREASED
CO5TS. AID HUaT BEAR THE COST OF PAYMENTS FOR T8 SHARE
OF THE LOBS ON DEFAULY. [INVOLVEMENY OF AID 1y MANY SHALL
CLAINSG éuﬂ INCREASE (78 ADMINISTRAVIVE EXPENSES CONBDOERABLY.
CONGRESSIONAL RESENTHENT AGAINST THE CONCEPY OF SUCH AN EXTEN-
SIONH NIGHT PROVE COSTLY 18 TERMS OF LONGRESSIONAL SUPPORT OF
OTHER FOREION ASSISTANCE PROGRAMS,

IT 13 ENTIARELY POSSIDLE THAT THE SANE OBJECYIVE OF IHCREASING
UnNETED STATES PROCUREHENT, AND SPEEDING UTILIZATION OF FUNDS
COULD OE ACHIEVED AT LOWER COSTS VIA LOWERING THE INTERESY
RATE ON LOANS WHICH REQUIRED UNITED STATES PROCURERENT,
PERMITTING THE DEVELOPHENY DANK TO CHARGE A HIGHER INTEREST
RA?%gjaT OR PROVIDING VARIOUS FORMS OF TECHNICAL ASSISTANCE.

TO SOME, THE PROSPECT OF THOUSANDS OF UNITED STYATES
COVERNMENT GUARANTIES OW SHALL EHVERPRISE ODLICATIONS HELD
BY LARGE NUUBERS OF PERSONS 1N COUNTRIES AROUND THE OLOBE, MAY

BE A CHILLING ONE., Tneg Deveworuent Loan Fuub, oNE oF AID's
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PREGECESSORS, YAS VIEWED SOHEWHAT AS A COMNERCIAL BANKER.
THIS YIEY OF IV5 FUNCIYORD HAY NOT HAVE BEEN tH ACLORD WITH
REALITY MNAN FORMULAYED, FOR SOMMENCIAL INVERESTYS WERE NOT
ARD WOULD NOT ABSUNE FHI RESKS UNRERTAKEN v DLF. 1T was
FELT THATY STEPPID UPF ZSONGMIL JEVELOPNUNT SERUIRED THE
PROVISIDN 6F ABGSISTANCE FOR VINYUASS LARRYING GREATER K1I3KS
OGR ATNAVINING LENDING TERMS AT YARIANEE HMITH TRADITIONAL DANKING
CHITIRIN, THT PROSINT LENIING THRHS oF AID Wa1eH MAY tNVOLVE
A8 LOM AS o5 PREASIMT IHTEREST AND A MATURITY OF ue T 5
YEARS AUTLECTS AN DVEN SREATER MNERD 700 A NONSSONNDAICAL, OF
AT LEAST A LONG RUN, APPROASH,

Iy #A3 BEIN ARGHED THAT I0AYS GUARANTELS HAVD N4OT SERVED
THERA PURPOSE OF SHARING RISK WITi# PRIVATE INVESTMENT 3ECAUDE

oF JCAYS ZXTRAORDINARILY 04 LOGS aﬁvlo.’ug

Tirg 104 L08S
AATIO MAY LEBAD TO THE INFERENCE THAT INVISTORS WITH H1oH
RISK CAPOBURT WEAT NOT ASCEPTED FOR GUARANTIRS. CONGRISSIONAL
COMMITTERS HAYE REPEATENLY URGED 1N GYRONG LANGUAGE MORE
EXTENGIVE UTILIZATION OF SUARANTES AuTthoriTy, 49

WHEN THE RISK EXPABURE POSITION OF AID 15 COHPARED WITH
THAT OF ANALOOOUS PROGRAMS OF FAREIGN GOVERNMINTS, LXTRIHSION OF
GUARANTESS TD HON-UNITED SYATESD [NTZRISTS DORS HOY APPEAR

B & ot
GHIULY YENTURESONE . IC



Eany V
LOCAL CURRENCY
b lurnonudrion

I4 FiSCAL YEAR 1963, Tne Uuirsﬁ 37&?55 GOVERNMENT HAD
82,1058 Mr;tseu'iu LOCAL cuan#ncuaa731 WHICH IT OWNED OR WHICH
ARE OWNED BY A FORE1GN COUNTAY GUT UNDER BOME couvﬁon OF THE
Us1TEo STATES. T WOULD SEEM DESIREABLE TO UTILIZE THESE
CURRENCIES IF POSSIBLE TO #nana?é THE SALES OF UNITED STAvEs
CAPITAL GOODS TO UNDERDEVELOPED COUNTRIES, OR TO OTHERVISE
BOLSTER 1%5 URITED STATES BALANCE OF PAYHENT POSITION.

ANONG THE HETHODS DY WHICH THIS MIGHT CONCIEVEADLY BE
ACCOHPLISHED ARE ¢ (1) GRANTING LOCAL CURRENCY SUBSIDIES 70O
RURITANIAN DORROVERS WHOSE PURCHASES OF UNITED SYATES GooDS
ARE, AGSUMEDLY, HWORE COBTLY THAH FROM ovaéa sourcesy (2) sace
OF THE CURRENCY EITHER FOR DOLLARS OR FOR OTYHER HARD CURRENCY
TO BE USED DY RURITAHIAN DORROVERS FOR UNMITED STATES PURCHASESS
{3) tuPORTATION OF GOODS BY THE UNITED STATES WHICH WOULD
HORMALLY BE PAID FOR 8Y UNITED STATES DOLLARS: THE LATTER
HAS LITTLE RELATION TO DEVELOPHENT DANRING.

CENERALLY SPEAKING, THESE ALTERNATIVES ARE DIFFICULY
UNDER EXISTING AGREEHENTS. ACCORDING TO THE UNCHALLENCED
TESTINOHY OF CONGRESSIONAL FOREIGN AID EXPERY, REPRESENTATIVE
Ovto PassHan, "THE UNITED STATED CANNOTY DUY ARYTHING IN THESE
COUNTRIES TO SHIP OUT AGAINST THE LOCAL CURRENCY. Nom caw

vHE UNITED STATES SPEND THE LOCAL CURRENCY IN ANOTHER COUNTRY.



w3

THESE SUMS CAN ONLY BE SPENT WITHIR THE RECIPIENT COUNTRY

FOR CERTAIN PURPOSES AND WITH THE CONSEMT OF THE COuNTRY,"192
IF AN UNDEROTANDING CAHNOT 8E REACHED BY THE UNiTEo STATES AuD
THE LOCAL GOVERNMEHT OVER THE USE OF THESC FUNOS, THEN THEY
Witk AEMALN DORHANT.1D3 THUS IF THE LOCAL GOVERNMCHT Wi1TH=
HOLDS 173 COHSENT TO0 A USE PROPOSED 8Y THE UNITED STATES,
THESE VUNOS ARE STERILIZED. OU THE OTHER HAHD, i¥ THE

UNITED STATCO REJECTS A USE PROPOSED BY YHE LOCAL COUUTAY,

1T CAN, DEPENDENT ON IT3 WONETARY POLICIES, CRCATE THE LOCAL
CURREHEC IS WHIgH 17 nnsiaﬁa.jﬁk

i1 Orvciy oF Univen S7ATES QWNED OR COMTROLLED Cuaﬁzwcaa$*?§§

COUNTERPART FUNDS ARE SUDJECT TO UNITED STATES CONTROL
BUT ARE OQWNED OBY THE FOREIGHN GOVERMMEUT. THESE WERE GEHER-
ATED DY GRANTS TO FORCIGH COUNTRIES UNDER vHE MARSHALL PRAN
AND THE Murtuar Security Paosran.s Mansuatt PLai Gaaaraaﬁé
HADE 7O GOVERNUENMTS RCOUIAED DEPOSIT OF LOCAL CURRENGY Enuie
VALENY YO THE GRANTS THE LOCAL CURREHCY COQUNHTERPART WAS 7O
BE AVAJLAGLE FOR U3IES AGREED 70 OV THE UdIvED STATES AND THE
HOST countiRve. Uuber THE Muruat SecuriTY PROGRAM, WHERE Tug
COMMODETICS GRANTED WERE TO BE S0LD WITHIN THE coun?av,‘57
THE PROCEEDS OF THE SALES VERE LIKEWMISE 70 OC DEPOSITED AND
USED POR ECOHONIC DEVELOPMENT, DUDGETARY HEZDS AND HILITARY
REQUIREMENTS, AGAIN SUBJECT TO THE CONCURRENCE OF 7HE Univeod
STATES,

UniteDd STATES OWNED CURRENCY HAS DEEM GEHERATED MAINLY

. fond
gy THE P.L. 480 acricurtunat sunpLus PROGR&H»158 $ALE$"9


John M
Rectangle


aio 6kaAnTs150 OF SURPLUS AGRIGULTURAL COMNODITIES ARE MAGE
TO RELIEVE FAMINE OR FOR URGENY OR LXTRAGRDINARY KEEDS, AND
TO A LIMITED EATENT, TO PRONOYE EEONOWIC DEVELOPHENT. TO THE
EATENT THAT THE CONMODITIES ARE SOLD WITHIN THE COUNTRY, THE
LOCAL CURRENCY OBTAINEG THEREFROM 1S DERCSITED TO THE CREOIT
OF THE UNITED STATES TREASURY. AS 4 RESULT oF THE P.LJALEC
PROGHAH, PARY OF THE SURPLUS ACRICULTURAL COMMOBDITIES ARE
TRANSFERRED FROH DURDENSONE SYORAGE 1R THE UNITED STATES INTO
CONZUMPY 10# CHANNELS 14 FOREIGH COUNTRIES KOT IN A FOSITION
TO PAY FOR THEN WITH FOREIGH EXCHANGE.

FOCUBING ON THY MAJOR SOURCE OF UNITES STATES HELD

1 : -
sk Pale 430 TRANSACYIONS, WE WitL EXANINE

LOCAL CURRENGIES, !
& Pabe 400 Acricuiur, THE RELEVANY STATUVES, AND THEN EXAMING
VARIOUS WAYS (W WRICH THE LOCAL CUARENCY MIGHT BE USED BY

GEVELOPHENT GANKS FOR PROMOYING UNITED STATES PROCUREMENT OR

HETVIGATING THE DULLAR DRAIN.

111 Pole 400 Loan Acneengur

B [
1 A RECENT LARGE FobLe 50O vaansacvion wits iwn:a,764

THE UNITED STavEs TREASURY REIHEURSED THE (ovnonity CREDITY
CoUPORATION FOR THE 32 PER BUSHEL PRICE WHich THE C.C.C,

HAC FAID TO UBITES STATES FPARMERS FOR THE vwem1.163 THE
PREVAILING WORLD MARKET PRICE AT THE TIHME OF TRHE SALE TO [u0iA

18
was 51.060 per BUSHEL, ! 4 OF THE 31,276 siLLION PROCEEDS FROY
THE CALE OF THE WHEAT TO INDSAN IMPORTERS, ONLY S200 mittion
WAS SET ASIDE FOR USE OY THE UNITED 3ITATES TO COVER 178

ADMINIBTRATIVE EXPENSES N lwasa.’éﬁ THE RENAIHOER OF tTHE



PROCEEDS WAS DIVIOED EavaLLy tuvo Loans'O8 awo crants®7 o
INDIA, WHICH WERE TO BE ADMINISYTERED WITH THE CONCURRENCE OF
THE UNITED Svates AID sisston 1 New DELH ¢

THE TERMS OF THE LOAN AND GRANT ARE QUITE BROAD. THE
FUNDS MAY O USED FOR "FINANCING SUCH PROJECTS TO PROHOTE
DALANCED ECONOMIC DEVELOPHENT AS MAY FROM TIME TO TiNE BE
HUTUALLY Aaaaza“.eéa

THERE §5 8O SANCTION FPOR NOMUTILIZATION OF THE FUNDS,
DUT SOME PRESSURE MIGHT UE APPLIED, FOR THE AGREEMENT CALLS
FOR REVIEM OF PUTURE AGRICULTURAL COMMODITY SHIPHENTS BASED
1M PART ON THE UTILIZATION DF LOCAL CURRENCY vaacseus.‘59
HOVEVER,; THE NEED 10 DISPOSE OF THESE COMHODITIES AS AN
IUTERMAL URITED STATES POLITICAL MATTER and lupia®s seep rFoR
THEN ARE LIKELY TO OUTWEIGH SLOWHESS 1N INDJA'S LOCAL CURRENCY
UTILIZATION,

THE EXTENT TO MHICH THESE FUNDS ARE HOT COMMITTED MAY
BE IHDICATED OV THE HOUNTING HOLDINGS OF LOCAL CURRENCY.
In THE Fiest sevew vEARs {195U-02) oF THE PROGRAM, ALHOBT
50 PERCENT OF THE FUNDS REMAINED UNUSED AND OR 9t?css?¢??ﬂ
NEARLY CIGHTY PERCENT OF THE LOCAL CURREMCIES DERIVED FrOH
LOCAL CURRENCY REPAVHENTS oF DeveroruEut Loan Fuwp Loawns
REVA TN uwusaa,17? DESPITE THIS CONTINUAL PILE UP OF FUNDS,
LESS THAN 5 PERCENT OF ALL FUNDS HAVE BEEN MADE AVAILADLE
TOR PRIVAYTE zurznwatﬁa.17a THE AEMAINDER HAS GONE LARGELY
FOR SCHOOLD, HIGHWAYS, AHD OTHER IHFRASTRUCTURE PROJECTS.
SOME OF THE CHIEF ADHINISTRATORS DO NOT APPEAR YO DE FULLY
AMARE OF THE MORKINGES OF THE pﬁacanm,173 SouE FUNDS
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APPARENTLY LIE UNUSED CARMING LITTLE OR NO (DYERESY IN FOREIGN
umngﬁ¢17% PAST USE OF THESE FUNDS FOR DEVCLOPMENT UANKS
APPEANG TO DE OF HIUOR su#anraacﬂ.’?ﬁ OnE CAN SPECULATE THAY
THIS LACK OF UTILIZATION HMAY SE DUE 4l PART TO TUE DESIRE
oF THE Pol. 480D PRocRAM ADMINISTRATORS TO SEE THAY THE
GREATEST QUANTITY OF SURPLUS COMMODITIES ARE TRANSFERRED]
UEE OF THE PHROCEEDS 18 THUS IMUATERIAL., THE HOSY COUNTRY
HAY 00 SEUSITIVE ADQUT THE REAVIREUENT of UNITED STATES
CONCURRENEGE QN THE USE OF THE PROCEEDD, AND MAY FECL TUAY
PRINTING DOWNEY CQUAL TO THAT STERILIZED PROVIDES none
PLEXIDILITY TO I1T.

We Wit ASSUME THE TYPICAL CASE 1.E. THAT 30ME PUNDS
ARE USED, AUHD WVILL UAPLORE THE POSSIDLE MAYS 1 WHICH THE PORTION
OF THESE FUNDS GOING TO DEVELOBMENT DANKS CAN DE INCREASED
S0 vHAT UNITED STATES PROCUREMENT AND DOLLAR DRAIH PROBLEMS
CAN DE ALLEVIATEDs WE TURH FIRST TO SALE OF THE LOCAL
cumspEuey oy YHE UiTEd STATES FOR DOLLARS, THEN, COUVERDION OF
LOCAL CURNRENCY INTO DOLLARE BY PRIVATE TRADERS) TRIANGULAR
SALES]  AUD CIHALLY, UDE OF LOCAL CURRENCY WITHIN THE COUNTRY.
IVe Sare or Locat Cumnency FOR DOLLARS oY THE Uuited STATES

Governuent

THE LEGISLATION OOVERNING THE P.bl. 380 eaocran vots uov
EXPLICITLY PRECLUDE SALE OF THE CURRENCY FOR DOLLAAS, Oz THE
CONTRARY; 1T 1S THE DECLARED POLICY OF CONGRESS " TO FACILITATE
THE CONVERTIBILITY OF cunﬁaﬂﬁv"¢’75 IT 18 HOY CLEAR WOM

CONVERYIDILITY 19 7O BE ACHIEVED, DUT THIS CAH BE INTERPRETED



AS PROVIDING AGRICULTURAL CONHODITIES IN EXCHANGE FOR LOCAL
CURRENCIES IN ORDER TO COMSERVE THE COUNTRY'S DOLLAR OR OTHER
HARD FUREIGN EXCHANGE, SO YUAT, 1 THE LONG RUN THE COUETRY
CAN ACHIEVE FREE CONVERTIEBILITYs THIS INTERPRETATION WOULD
HUT PERNIT CONVERGION OF VHIS LOCAL CURRENCY FOR SOMNE Tint.
17 SHOULD BE ROVED YHAY NEV LOAE AGRCEMENTS WHICH ALLOYW LOGAL
CHRRENGY RERAVHCHTS CONTAIN & CLAUDE FROVIDING FOR RENEGOTIATION
OF THE CURRENCY OF REPAYMENT SHOULD THE COUNTRY'S LOCAL CURRENCY
BECOGHE SUFFICIENTLY GIRCHNG.

THE STATUTE PROVIDES FOR CONVERTIBILITY OF NOT LESS
THAN 2 PERCENT OF THE PROCEEDS FOR PROGRAMD A1DING THE
DEVELOPHENT OF "NEW MARKETS FOR UNITED STATES AGRICULTURAL
COMUODITIES QN A MUTUALLY BENEFITING pAststTT ConvERs oM
$5 §OT LIMITED TO DOLLARS, BUT MAY GE MADE INTO "THE TYPES
AND KIND3 OF VOREICH CURRENCIES AS THE Secrevasy (or
AGRICULTURE) DEEHS ﬂﬁcaasaav”,‘7& TRIANGULAR TRANSACTIONS
THVOLVING THE FIRANCING OF PURCHASES OF QOODS OR SERVICES FOR
oruer FricupLy countries! (7 ARE ExsLIcITLY WiTHIN THE
PURPOBE OF THE ACT. PROCEEDS MAV BE USED "TO PURCHASE STRA=
TEGIC OR STHER MATERIALY FOR A SUPPLEMENTAL UniTen States
srocke "800 thus emasLving INDIRECTLY, THE CONVERSIOM OF
THE LOCAL CURREWCY IHYO DOLLARS TO BE USED FOR PURCHASE OF
MATERTALS FUR UHITED STATES DEFENSE.

WHATEVER THE FREEOON PROVIDED OY THE UmiTED StATES
LEGISLATIVE PROVISIONS MAY BE, CURREMCY USE 1S SUBJECT TO
vue Acresvent'Ol UADE WiTH THE MOSTY couwtRY. HERE, INDIA

HAS LIMITED THE FUNDS AVAILABLE FOR THE ABOVE PURPOSES TO

41,
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@ﬁ&ﬁpﬁmﬁﬁgg AND IT CAM DE ABDUUED YHAT THE BULE OF TH1S HOHEY
Vit UL USED FOR EHBASSY AND OTHER UNITED STATES ADHINISTRATIVE
CXPENLED 1N INDIA.

I with CEHRRALLY BE (0 JOOMATS DEST (NTERESTI WOT TG
GELEASE CORBODITIES FOR EXPORT 1N RETURK FOR LOCAL CURRENCIES,
SINGE 65 A GEMERAL RULE, [RBIA QOULD THUL BE GIVING UE 178
RESUURGES FOR LECAL CURRENCIES WHICH 1T CAN CREATE, AND 35
FOREGOING HEEDED HARD CURRENCIES ODTAINADLE FROK ENPORTS.

ELROFEAR CURKENCIES GENERATER DY BHE MARSHALL PrLan'e3
MIGHT OF USED TO FINANCE EXPORYS FROM THESE DUROPEAN COUNTRIES,
egite Polo BEO S0FY CURRENCY REPAVMENTS, I8 RETURL FOR THE
EUROPEAT CURRENCY. THE EUROPEAN CURREHGCIES WOULD ACT AD &
SUBOTITUTE FOR DOLLAR LOANS REPAVAOLE 1IN LOCAL CURRENCY AND
VOULD PERMIT FINANCING OF EUROPEAN EXPORTD vii EuRopgan
CURREMC 1ES RATHER THAN THE DOLLAR, AD WAD DEEN POSSIBLE
BEFORE THE PRESENT STRICTLY TIED PROCUREHERT POLICY,

RESIOTANCE 70 GUCH & PROPOSAL SHOULD OF LESSEHED ¥iTH THE
GROVING PRESSURE ol UUROPEAN COUNTRIES TO INCREASE THEIR

GEVELOPKENT ADSISTANCE.
Ve Couvepsicl oF Locas CUBKRGOY 1uTe DoLears vis Privark Tospe

VHERE 1UHPORTS FROV RURITANEA CAN DE PAID FOR 11 LOCAL
CURREHCY 7 BAY BE DESIRADLE VROM THE UNITED STATESD POINT OF
VIEW TO OBYAIN RELEASE OF UNITED STATES OWNED LOCAL CURRENCIES
FOR THIS PURPOSE. ASSUNE THAT LOCAL CURRENCY HAS BEER LEFY
G DERPOGSET WIiTH THE DBR. A UNITED STATES IMPORTER WOULD PAY
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BOLLARS 1HTO THE WMITED 3vATES TaBAsuRY. Tug TRTASURY WoULD
AUTHOMIZE TRARSGFER oF S100 wonvi OF LOCAL CURREWCY PROM {7S
REGHIT AT THD DEVELCPRENT BANK 7o A4 RURITANIAN EXPOIRTER.
1UPOATH FAcH TURITANIA HAVE THUS BREN S0 FOS 00 LOLA
CURREHLY o

THIS ARRAMGEMERY 5§ BOT DESIUADLE FROX TUE viZypoaIny or
Qui it AiAR DICRANGE AUTHORITIOS,  HAD TUEY ROT AGREED 7¢ THIG
LOCAL SUnRTHGY USt, RUNITANIA WOULD BAYE RECEIVED OUE JUNBRED
Uives JTATHS 00%uans.  Roatranis wag, 10 EFFVECT, GivER up
DOLLAR SARNING EXPORTS +u agvuay rom P.h. N80 soumanivivg.

CAll THT LOTAL CURATHSY BD USED 79 MITIGATE ADSUNEDLY
HIGHEDR PRICES PO UNITED STATES CAPITAL G30057  3UPPO3E THAT
A GUATAIN MACHenE €05ty 3130 40 tne Umives Svates ann voz
gaytvaLzny oF 3100 i Euseann. ASSUME THAT UHITED STATESw
AVHED NURITANIAN CURADNLY DAS DEDN PLAGED QN DEPOIIT WiITH THE
DEVELOPUENT BANK WITH INSTRUCTIONS 7O HAHE LOAHS AUD GRANTS
FRON TS BEPOSIT FOR YRITED BTATES PROCURCHENT PURPISES:
WHENTCVYER A LBUIvED STATED Go0D 35 HISUER N PRICE, 745 DOR 13
PHSTRUCTED 70 DAKRE UP THIS DIFFERENGE BY A GRANT OF LOCAL
CURRMENCY TO THE DORNOVER., THUS THE DORROWER WOULD, I THIS
CASE RECEIVE & LoAaN OF 3130 1u rocat cummeney anp 830 g8 TeE
FORM OF A LOGAL CURRTUCY GAAUT. HE uouwd eavent 3130 woavu
OF LOCAL CURNENEY 170 DALLARG. FRON RIS POINT OF VIEY
THERE 75 LITTLE DIFPORENCE DIZTUHEEN HN7ED S7a780 And Umiven
Kingoon PIOCURIMENT. ErTHEn WAV BT UUST PNCUR A NET REPAY=
annT sunden o 100, HowEvER, FRon THE RURITAIIA Foncicn

EACHANGE AUTHORITYYS VIEUPOINT, NiTed KIiNGDOM PURCHASES ARE
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HORE DESIREABLE, FOR YHE EXCHANGE AUTHORITY MUST GIVE up
130 units OF UNITED STATES FOREIGH EXCHANGE veErsus 100 univs
of UntivED KIucDON FOREIGH EXCHANGE. NO MATTER IF A FULL
5130 WORTH OF LOCAL CURRENGIES ARE GRANTED TO THE DORROWER,
THE FOREIGH EXCHANGE COST TO THE EXCHANGE AUTHORITIES POR

UneTED STATES CAPITAL GOODS 1S HIGHER.

Vie TRIANGULAR Smtes%gk

SONE EHPHASIS 18 QIVEN 18 THE P.L. 480'%5 aup Foncron
Ansigrance Anviaé TG HULTILATERAL TRADE, AOMITTEDLY THIS
LAHGUADE 15 HORE APPROPRIATE 70 THE PRIOR PROCUREMENT POLICY
WHICH FREELY PERMITTED PURCHASES OUTSIDE THE UniTed States.
LET U5, HOWEVER, SXAHIHE THE POSSIDILITY OF TRIANGULAR SALES
UNDER PRESENT ARRAHOEMENTYS.

ASSUME A DEPOSIT OF LOCAL CURRENCY WAD SEEN BADE DY THE
Urttyep STYATES TREASURY AT THE DOR, AHD THAT THE TREASURY
AUTHORI1ZES THE DOR 7O SELL TRESE LOCAL CURRENECY FUNDS YO ANY
FIRMS WISHING TO I1HPORY vRON RURITANIA., ASSUME A UNtTED
KincnoM IMPORYTER DUYS COCOA FROH RURITANIA AND THAT THE
DER HAS RECEIVED PERMISSION FROM THE EXCHANGE AUTHORITVIES
TO DEAL I8h THE LOCAL CURRENCY. A SALE OF THE LOCAL CURREHNCY
BY THE DBR vo THe UNivED KiNGDOM IMPORTER WiILL GIVE RISE YO
A DEPODIT OF POUND STERLING TUNDS OWNED DY THE Univep STates
TREASURYs THE FUNDS MIGHY CONCEIVADLY OF USED FOR FINAMCING
PURCHASES OF CAPITAL CO0DS PROM ENGLAND WHICH WOULD SUDSTITUEE
ror UNITED SYATES FOREIGH AID FINANCING, THEREDY LESSEHING
AlD EXPENDITURED) OR 17 MIGHT CONCE(VABLY DE CONVERYED INTO



BOLLARS FOR UNITED STATES SALED OF CARITAK GOODS TO RURITANIAL
ir UNITED STATES G00DS ARE PRICED HIGHER THAN Ewetnan
GOORGD, THEN Ruaaranxa 13 VORSE OFF FOR T HUST EXPORT A uaenrsa

TOTAL 1IN aaaaa TQ pav FoR UNITED thTE GOODSG.

THESE TRIANGULAR YRADE TRANSACTIONS ARE ECONOHICALLY
REASONASLE ¥ROM RURITANIA'S VIEWPOINT ONLY WHERE UNITED STATES
GOODS ARE CHEAPERS AWD IN THAY CASE, THIS INDIRECY METHOD
OF INDUCING UNITEO STATES EXPORTS WOULD NOT BE AS NECESSARV.

IY MOULD YHUS GEMERALLY WOT BE IN RURITANIA'S INTERESY
YO PERMIT THE COMVERSION OF LocaL ¢uaaaucexs OWHED BY THE
UNITED STATES INTO DOLLARS OR OTHER HARD CURRENCIES. COUNTRIES
PARTICIPATING 18 THE P.L. 480 procran TYPICALLY ARE vnen% or
FORE1CH EXCHANGE AND THESE FOREIGN EXCHANGE EARNINGS ARE LIKELY
Y0 DT CAREFULLY CONTROLLED. THESE COUNTRIES CAM ONLY EARMN
FORE LGH CURRENCIES VIA EXPORY JALES. COMVERSION OF THE
Pole 400 cURRENCY WOULD HAVE THE SAME CFFECY AS IF THE COUNTRY
EXPORTED FOR DOLLARS AND USED THESE DOLLARS FOR IHPOBTS OF GRAINI
AND Pol, U800 AGREEMENTS WERE PROBABLY ENTERED INTO DECAUSE
DOLLAR RURCHASES OF GRAIH WERE NOT POSDIDLE.

THE CURRENCY TRANSACTIONS VEIL YHE UNDERLYIWG FACTORS
IHVOLVED. RURITANIA HAS RECEIVED AGRICULYURAL COMNODITIES]

THE UNITED STATES HAS GIYEN UD AGRICULTURAL COMMDDITIES.
RURITANIAN CITIZENS HAVE TRANSFERRED LOCAL CURBEMCY WHICH THE
UsTed STATYES uAS "RECCIVEDTE AND THE UNITED STATES HAS
TRANGFERRED DOLLARS TO 1TS FARNERS. REGARDLESS OF THE EXCHANGE
RATIO ESTABLISHED DETWEEN DOLLARG AND THE LOCAL CURRENCY OR THE

AMOQUNY OF GRANTS DY THE UmiTED STATES OF LOCAL CURRENCY TO LOCAL
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BORROUERS, RURITAUIA MILL BCUEFIT BY HOT PERMITTING THE LOCAL

CURREBNSY T4 O JUSED AQ SAYNEHTY FoR RURITANIAN EKPQ&T%.QSY
Vil Use oF Locat GURRENCIES MITHIN THE COoUuNTRY.

THE PRODLEN OF HIGHER PRICED UNITED SYATVES GO0 S
HOS7T ACUTE YHEIRE THE DORROWER HAS THE CHOICE BETWEEN UNITED
STATES AND OTHER SOURCES OF CAPITAL GOODS, l.E. WHERE THE
DEVELOPHMEHNT BANK OR EXCHANGE AUTHORITIES HAVE DOLLARS AND
OTHER HARD CURRENCISS. DY 7THE 23100LE oF June, 1961, apour
ONE thaa‘aﬁ OF THE DEYELOPHENT BANKS TO WICH AID HAS
ERTENOED ASSISTANCE HAD SUCH ALVEQMATIVE RESOVACES EITHER
Fagn THE luteRRAYIoNAL BANK FOR RECONSTRUCTION AnD DEvELOP=
MENT THE JHTER-ANERICAY DEvELOPNERY BANK OR FOREIGH SOURCES.
WHERE THIS COMPETITIVENESS EXISTS, 1Y WOULD SEEM POSSIBLE TO
MITICATE UnivTEp STHTES PRICE DISADRVANTAGES BY PROVILING MORE
ATTRACTEVE TERUS OF DOLLAR SUBLOANG. THIS MICGHT GE ACCOMPLISHED
GY PROVIGING HEAVY DOSES OF TECHUICAL ASSISTANCE 70 DOLLAR
DGRROVERS; OR FOR IUTEREGT-FREE LGANG OF LOCAL CURRENGY.
LOCAL CURRENCY COULD DE USED FOR ADGITIONS YO THE DEVELOP=
HMENT DANK OTAFYS VYHESE ADDITIONAL STAFF HIGHT HAVE SPECIAL
RESPONSIDILITY FOR PREPARING ENGINEERING, FINARCIAL, AND LEGAL
STATUMENTS, AND MIGHY ASSISY CGOAROULRS SN THE SELEETION OF
UiTEd STATES SUPPLIERY.

THE TECHNECAL ABSSISTANCE, BY JIMCREASING THE EFFICIENCY
OF THE BORAROUER HAY MORE YHAN COMPENSATE FOR YHE HIGHER
FRICE OF THE GOODS FROM THE DORROVER'S AwD Rumitaniat’s

POINTS OF VIEW. PRECEDENT HAS RECENTLY GEEM ESTABLISHED



FOR YIS THROUGH TME RECCHT Y9E oF PEack CorPY RERSOUNEL FOR
THESE PURDASES 1 NICGERIAC WHILE THE YECHMICAL ASDISTANCE
HAY REAVIRE SOUE USE OF EXPATRIATE YECHNICIANS, THE DOLUAR
COST OF THESE HAY BE DEFERARED UNDER DEVELOPHENY GRANY ASSIST=
Aaca.ggg
ABDITIONAL USE OF UPRIVATE ENTERPRISEY TECHRICIARNS

ATTACHED YO THE UnitEe STATES AlD #153101 WOULD PROVIDE AN
ALTERNATIVE TO ADDITONS 70 THE DEVELOPHMENT DAHK STAFF. Houww
EVIR, HiSSION PREJUDICE AGAINST "PRIVATE ENTERERISE™ AND 1N
FAVOR OF PUBLIC HEALTH, AGRICULTURE, COUCATION, £€31C., LIMITS
THE DOTENTIAL USE OF 7RIS ALVERuATIve, 190

A CORE DEARYL OF DRECECENT UXISYS VOR THE LSE OF LUCaL
CURRENCIES (1 PROVIDING VHE STAVFING 4HO ADMINISYRATIVE BERDS
OF DEYVELOPMENY CENTERS BY THE [NTERNATiONAL COOPERATION

ADMIns ?Rht.ou.in’

USE oF LOCAL CURRENCIEDS BULD LY AD
WOULE POSE HO PARTICULAR PROBLEWE HOWEVER, THE HiGH DOLLAR
COSTE OF RECENT DEVELOPHMENT BANK CCNSULTANY CONVRACTS!OC Ay
WELL STIFLE HOST COUNTRY ACCEPTANCE 1F THE ASGISTANCE {8 PLACED
Of A DOLLAR REPAYABLE LOAL BASIGe

VHERE TECHNICAL ASS{STANCE CAE DE PAID FOR BY USE OF
UnIvED STATEG=RELD LOCAL CURREGCY, THE HOST COURYRY 8 ADLE
TO DISCHARGE {78 OBLICATION YO UTILIZE THE COUNTEGRPART FUNDS.
THis OFFBETS 10 SHALL MEASURE THE COUNTRY'S ABILITY YO
AGCOMPLISH YHE SAME EKDS BY PRENTING LOCAL CURHENEY. THIS
PREGSURE TO USE THE FUBDS NAY ASGIST VHE COUNERY TO PROGRAM

170 RESOURCES BOGRE E!‘?’ﬁﬂi”ﬂﬂ?l.\‘;‘g:% AY LEAST THERE {8 HeRE
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CORBYRATHNY WOERE UNITED STATCS CONCURKRCHCE 15 REQUIRED THAR

Ubkh FLEXIDILITY 16 ACHICVED VIA YHE PRINTING PRESGES.
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HLRLREP, No. 1733, B77a €ana., 2e 2zss. 041 {1951).

LAST YZAR, FOR CHANPLE, REPRESEHTATIVE Grru Pagsapaa,
Cuarpnan, Houvot ﬁvpnewaiﬂrscw SuBCoLM;YTEE ON TORCIGH
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THESE IHCLUDED YHE SCCRGNIC COOPERATION ADRINISTRATION,
THE POINT §V PROGRAU, Fongiol OPERATIONS ASHINISTRATION,
FTUAL GECURITY ACHINIBTRATION, JNTERNATIONAL COOPERATION
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FOOTNOTES

See AppeEnDix i, BURNS AND STEIN, DEVELOPHENT DANKING
B18L10GRABHY (1953) FOR WORKS ON DEVELOPHENT BANKS.

Dzv.)ﬁx. STaTisTIes, Pe 1,(0/0 oF LOAN AHOUNT O1SBURSED
COLe )

0. (LoAN AMGUHY OUTSTANDING X TYIHME OUTSTANDING)
AMOUNT D1SBURSED

LsEs, fuD. DEvL. Bank (Tumrkey), Iwp. Dev. Bank (isracir),
AND PoleColaC. (Paxistan).

OFFICE OF DEVELOPMENT FlNANCE AND PR'VATE ENTERPRISE,
AlD Potic 3 EVEL BanNKS , Po?, thi(c)
" I EL I HE

L

Dev, Dx. Sravisvics 1 {(Cowunn ngapep YMaxiuun $ Awr. or
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Jo. AT 3 (u‘fﬂ Pe 1Ca 14C, I.QRN).
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oF FOULER HAMILTON, ADMINISTRATOR, AlD).
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%?;';). PROBLEMS AND PRACTICES OF DEVELOPMENT BANKS 3
J .

J_Q_o’ A’ 3"10’ ‘03"‘1’.
_lg,tg AT 99“"‘@‘.

AT LEAST ONE AID OFriciaL DELIEVES THAY DEVELOPHENT
CENTERS AREC ESSENTIAL FOR THE SUCCESSFUL OPERATION OF

DEVELOPHENT DANKS. OSEE FRED L. PrREV, MEnonANDUM ON
DevELoPMENT BANKS 1N AFRICA, JANUARY O, T%gﬁ.
BOSKEY, gr. £iY.

BEroRe THE Sug=(0

28.

UNITED STATES DEVELOPHENT DANK INVESTORS INCLUDES DANK
oF AMERICA, CHASE InTERNATIONAL INv. CORP., FIRST BOsTON
CorpPi, Henry Jo KaiSer Co., INTERNATIONAL BASIC Econouy
CORPey LAZARD FRERES & CO4, MORGAN GUARANTY INTERNATIONAL
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FOOTNOTES

B4, fp., arv 173. THIS (9 PRODABLY AH Q@VCRSTATECMENT, Tue
FACT THAT UNITED STATES ENGINEERS AND CONTRACTORS ARE
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48. 1.C.A. Rec. 1, SuPRA NOTE 9, SEC. 201.13(F).

49, Uip,. 3EC. 201,13 (A). ‘ -

50, SpALt Busiuess Dapriespatvion, gggg& HOTE 1!, AT 1%!.

51e 10es AT 33¢ {MACY).

52s  JBes AT Y5

53¢ 1Bes AT e

She  §D4, AT 11%.

55 DEVe DGRy 3?&?!3715§a NOTE THAT DEVELOPMENT BANK LOANS
PRIOA TO OCTODER 1950 PRANITYRD FULL HON=UsSs PROCUREMENT.

56. N.Y. Yiugs, Ocv. 20, 195w, w.l, cau. 5. Q;xé%gggg%%
QAN FuND ANNOUN NEW _PROCURE! =oLICY, EP
$¥A¥§ BULL. 7 35

%7. Hean BEro THE Housx gg N §ga§: ot Agrains,
Cexdrn Cong,, 137 5098., Pr. 2, agb 1901 Dlttou

58, DEN. BR. DTATISTICI. THE COLUMN HEADED MAXiuum § Anr, orf
Sup=Loats Penmtrringe Nou-U,S. Progunzugyr (n2i2ATRS Suo-
LOAN CUT=~OFT DJINTS.

59. Heasinos on H.R. 11310 Beront vue RHRCOUMLITEE OF THE,

House QHRl?ZEt ON_APPRORRIATIONS, UOTH CONG. 2D SEBS.,
PTS. 1=, 3479, 353 (1950). |
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FOOTNOTES

1., AT 172,

h.P. QaP. Ne. 1038, 871a Cons., 13t Sess., H1-2 (1961).
Ses He uspna, Hots 21 Ar 16 ror PAsguAn's conMgnts
1IN TRIG. MAT 7cn FOR YTOE FOANK RECOGRITION ©F THIS DAsse
caaralcr see nenaaxs OF SEN. 1cCaa IN HEARINGS ON n,g
\PPROPRIATIONS,

31u ?mxa,,' 8T Jﬁﬁqay Eo0.
FAA oF 19561, scc. GO%, 75 SvAT. h39 C1951) 22 U.5.C.
s&:c« 2352 {;UFP ";p 1 g.)o ' ’

Seevion 6oh(s) READS "FUNDS MADE AVAILABLE UNDER THIS

ACT MAY B USEZO FOR PROCUREMENT QUTSIDE THE LNITED

STYATES QNLY IF THE PRESIDENT DETERMINES THAT SUCH PROCURE=
HENT YiILL HQT RESULT IN ADVER3IS CFFICTS UPON. THE ecououv
oF THE UM|?:0 STATES...‘" EMPHASIS ABDED). FAA or 1951,

3L, ZCh{a) oé STAT, 539 1961), 22 1,5.C. sec.235U(a)

{a [

Suppalil,

SECTION 510 READS "FUNDS MADE AVAILADLE...MAY DE USED FOR
PROCURENENT OF COMMODITIES OUTSIDE THE UNITED STATES
UNLESS THE PRCSIDENT DETERMINES THAT BSUCH PROCUREMENT
WiLL RESULY it ADVERSE EFFECTS UPON THE ecanouv oF THE
UNITED STATES..." Muruag SECURITY Acv7gr 1954, sec. 604,

2 (1939)~

65 Srar. 053 (1954), 22 U.S.C. see.

T]TH CONG,, 2 sts;”‘9?. L 30 1 u“;" :ouasu 'anaLroy
S8 aLsc S. PCP No. 1535, "8%7n Conc. 3 1962).

FAA oF 1961, sec. 211(a) (6) rmoviso, 75 Srtar. 427 (1961
e Loh.ee 2?7: {aupp g!l,‘l?ﬁ?) » 5 7 (%61,

25,07 rur House %Qﬂﬁ!Tfﬁﬂ
87 BE8%.,; PT. 1, 112

FAA or 1961, sec.604 (s Srart. 439. (1961), 22 U.S.C.
2354 Bttt 8“§ ) T 39. (1961),

FAA oF 1961, sec, 20! (2) Syat. 426 (1961)
22 Uuoo6?02§6‘(3) (2) €5upeul§lgs196 2¥e %1),

"1F GARDSHIP IS DECMONSTRATED, THERE 15 A HARDSHIP CLAUSE
14 OUR ANNOUNCEMENT, WE USED §T IN PAKISTAN IN A RAILROAD
Lds8.  Tuey 2EMONSTRATED THE U.S. PRICE WAS ABour i85 to
20 PEASENT HigHER, 1F | RSHEHBER RIGHT, ANh we Loauau

THEM THAT MUGCH HORE HMONEY, . 'I'HE 2
MULTIEE On Fonesan Arpatas, é%vu %anu,, 1) hzss., ev.l
5 0) (vance Branp).
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See. 2351(a) (Suepatiy, 195

FCOTNOTES

SECRETARY DILLON ESTIMATES THAT THZ PRICE DIFFERSNTIAL

CBATVERYN uwawﬁa BTATES ANU FORZIGHN GO0D3 HIGHTY 3E AS HiGH

aAs 20 u/a; HEARINGS DEVOAE YHE SUDCOUMITICE OF g"gg%gg
Caam rr APPROPRIAYIONG, U[¥H LONG., ©D 5&35., PY.
CWITHOUY 8UDSIDY, U.S. PROCURIWEHT LOUALLID

BH 0 e 0ev. Bre 37aTiSTICY, UsS. pPrOcuncuiur anuau).
Aaﬁunaus THa? UIGHER Ya3. 21083 0108420 UuS. PROCURITUERT
ON THE REMAINING 15 0/0, THE MAXIKUM 3USSIOY WOULD EnVAL
T5 X .20, or 15 of/0. THE ACTUAL SUBSIDY SHOULD DE A
GOOD DEat LESS, FOR T CANNOT DE ASSUMED THAY HIGHIR
PRICES ALONZ OLOCKED UNITED STAYES PROCUREMENT tH T5 </
GF DURLHASUS.

i&;guﬂsamﬁ§é3¢3:: Bergns_tue Hausg C
A Ilil, Lot LONG., & 3*_.3'3.:, PV s
4“59 SONNENT ON LIV €037 OF 3483

Se Pant 3, . 3730.

FAA or 1961, sec. 211{a) 15 sTat. 427 (195!), ?a u.d.c.
GECe 2iTla {¢uapg 1it, f goz) -

£

Se RiFe No 512, 3714 CONGe, 187 sts.; 12«3% (1551).

HEeaRINGS O Re 13175 DErone 3HE S L f"t!',:" ON
Avvggpaghg N3, SfTH LONGe, 20 szsa., 67 (1502) (HAMILTION).
RIN33 08 5 1"' RESORE THE SENATE CONMITIEE on FOREIGN

gzagzgogg, wﬁrw CONGes 18T 3235345 PTe 1s 28U (1931 J.3u7 826
HOTES | ANU O B

, SUPRA NoTE N7 ar 114 (¥aves).

J\Eﬁ., AT J“a 3!”3 1"1;. '

DEVs BKe (TAT1971C3 {FPaorurZuent cosumn).

F2)

SEz 0ISSUISION 1u PART 4, er. 25-20

GOZEEN Y Mas 3ZYMOUR Pryssw Asw;m:s7aaroa, DEVELOPHENT
Finances ans Paivate DHNTSapaise, nevonc tue HaTiowar |
AUSOCIATION OF MANUFACTURERS, fu:caco, ﬁucaar 12, 1202,

Sze. 9.29 OF THIS CHAPTER.

FAL oF 1951, See. 601 (a), Z? Srat, 438 (1961}, 22 U.S.C.
s STATES THD RICOGNITION OF
CONGRESS OF TuZ RILE 27 ?aaz THTERPRISBE, AUD DTCLAOCE THE
FOLICY OF THE NeSs "TO FOSTER PRIVATE INITIATIVE AUD
CONPETITION, TO ENCCURAGE THUE DJEVELOPRENT ARD U3 of
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4.

85.

86,
&7,
&8,

89,

90.

FOOTNOTES

PINANCIAL EINSTITUTIONS SUCH AS COOPERATIVES, CREDIT UNIONS
AHD BAVINGS AND LOAN ASSOCIATIONS" £TC. SEETion GOY (B)CIS
DIRECTS THE PRESIDENT TO FIND, AND DRAW THE ATTENTION OF
PRIVATE ENYERPRISE YO, OPPORTUNITIES FOR INVESTHENTY AND
DEVELOPHENY IR LESS~DEVELOPED FRIENDLY COUNTRIES AND
AREAS.es" IN ADDITION, SEC, GO2(B), WHICH ESTADLISHES

THE OFFICE OF SuALL DUSINESS, PROVIDES BROAD AUTHORITY

FOR MAKING INFORMATION AVAILABLE YO U.5. SUPPLIERS
CONCERNING PROPOSED PURCHASES FROM AID runos (sec.602(a)(1),
AND FOR MAKING INFORMATION AVAILADLE 7O rog::cu PROSPECT I VE
PURCHASERS CONCERNING U.S. suepLies {sec., 602(a){(2)), awo
DROAD PROVISION FOR "ADDITIONAL SERVICES' TO SMALL

BUSINESS RELATIVE 7O THE FoRrEcoinc (sec., G02(a)(3)).

PROVIDED BY A

ID vOR NIGER1A'S PRIVATE SECTOR, SEC HEARINGS
+R 2 Berong yue House C¢ T8 OQREIGH AFFAIRS
ONGs, 187 5E89., PT.11I,

GTTH

FAA 1961, sec. 221224, Stav. 429-432, (1961), 22
?§§§§: sgfa: 2161, 2182, 1813, 1933, 21630 été&g )
3G ) e )

FAA or é?%ls SEC. 22‘(“), ;22§IATQ 329 (’951)’ 22 U.S.C,
3

83’ (SUPP.I‘,,

sgc, 2% (Supp.tit, 1

THIS 18 BASED OH THE ASSUMPTION THAT PRIVATE FUNDS VILL
YIELD HIGHER CCONOMIC RETURNS AND VWiLL DE REPATRIATED MORE
RAPIDOLY THAN U.S. GOVERNKENY FUNDS. AID'S LOW INTEREST

RATE (7O THEZ EXTENT THAT IT MAY DE USED TO MEASURE

ECONOKIC RETURMS) AND LONG WATURITIES MAKE THESE ASSUMPTIONS
RCASONABLE.

Sge SKY, THE EDGE ACT FINANC ING CORPORATION AS A DEVELOP-
MENT LENDER (1?59),(uauons PAPER ON FILE IN HARVARD LAV
Scioor LioraRY). (HEREINAFTER CITED AS SKY.) andp Unitep
Srayes Banei) ' RoAD, 42 FED. RESERVE BUL.
‘ AS 42 FED. RESERVE BUL.)

Eoce Acy CORPORATIONS ARC GOVERNED B8y FeotrALl RESERVE Act
sec 25(a), 41 Srar. 376-384 (1919), as auncunzo, 12 U.S.C.

b:d
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FOOTNOTES

sgco. 011-632 (1959) Anp Feoerat Restrve Board REcutavion K,
AS AHENDED, 12 C.F.R. s£cs,. 211.1 = 211.11 (1959)
ﬁERZ!HAFTER Rec. K). See otscuasion 1w SKY, SUPRA NOTE
U9 At 17=22.
91. Rec. K, ages. 4, 5(e) (1) (1), 3.
92, Rec. K, sEco. U4, G(c) (2). |
93, Rea. K,;s”da'ﬂﬁta)Q |
94, Res. Ky sEce 8 (c)
95. Rté. Ks sec. 16(5)
55. Reve Ky s2ce 2{c)s
97. Res. K, seas‘é(ﬁ) {vi).
98; Raa;'x,‘saﬁ; 6(:)'(is:).
99, Ree. K, secs. 2{s), 2(c), 4, &(c), Glc), S{0)s 7+
100. Ree, K, 2£c. 9(o). ,' - - )
101, Res. ¥, see. 10(a) (o).

102, See STERN, THE UNITED STATES IN INTERNAT IONAL BANKING
Bot-%o8 (1951}, |

103, 10., AT hcs.

104, e 1955, THEZRE WZRE THREG IooE Acr CORPORATIONS AND FOUR
STATC_CORPORATIONS. LISTED "W 42 FE”.REQ‘R'E BUL, suPaA
wore S9 ar 1207,

105. lwt:kvtzw WitH M. JACK LicHT, FIRST Nk?l@»&t DANR oF
Boston, Mamer 12, 1963,

106, jeso,

107. 1B10.

103, See STIRN, 924813 3 note 18 ar 5O ror wEuviow or
DENEFILIAL EFFECT OF LXPORT~IMPORT DANK RISK TAKING 1IN

THE DISTURDED POST WORLY WAR | SHORY=TTRM INTERNATIONAL
FINANCING MARKETS.

109, FAA or 1 sec. 221(a), J5 Stat. 29 (1951}, 22 u.s8.¢C.
see, 218 (a5 (susp.iitl, 1,u2
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111,
112,

13.
114,
115,
6.
17.

118,

119,

120,
121,

122.

FOOTNOTES

1840,
JB19.

FAA oF 1951, sec, 221(s) (1) {n) Svar. 429 (1951),
22 U;»,Lg skc. 2181 (u))(i) (») zwsgp.tlt, :9&&%

FAA o 1901, sec. 221 {a) ) 75 Srar. 429 {1951)
22 U.S.C. SEC. 2161 (a§<z>§ ; §$uar.llt. 196 ? #4)e

FAA 1961 . 221 1{C SYAT. u2ﬁ 22 U.S54Ce
szc.agtaiia$(?§%C) (Su£23§l?f %9 g) YA? ’

FAA or 1961, sec. 221 (1) (2), 3ﬁ Start. 430, 22 u,s.C.
3E¢C. Piufﬁas(”; {ud?ﬁmlii; 17u~

FAA or 1951, sEc., 221(s), 75 Svav. 429 (1961), 22 w.6. c.
aee, 2151(33 fSU;B.iII, i@a 2} 9( )

HEARIHOS & RE_A SUpCoHs {%g aF _yug_House Loy 4
APPBOPRIAY1ONE, UfTH CONGs, 20 SESSe,; PYe3, UL » 2).

Rec. K, sec. 3{rF) rEaUIRES U.S. coTIZENOHIP PR EDGE AGT
CoRPORAT 1OM Swaaeuatuzus. EOGE ACY CORPORAVIONS ARE
FEDZRALLY INCORPORATED.

FAA of 1961 8RCe 221 ﬁc)ggﬁ SYAY. #30, 22 U.S.C,
scc. 21071(c) (Suppeiiil, 1902) 18 AMBIGUOUS AS TO COVERAGE
OF FUTURE EARNINGS; FOR IT SPEAKS IN TERM3 OF ACTUAL
ﬁaaasmus ARD Paaaacfs. Hau:vza, ?u: lkgg g KA gg 14

3 if v 1 ¥ 1 e N X w vg

: T‘E{l cnancrt:s THE stnruve av puovco:ua
convaav:a:sarv GUARANTIES UP YO 200 0/0 or THE Equity
INVESTHENT (P.15),EXPROPRIATION GUARANTIRS OF THE ORICINAL
£QUITY INVESTMENY PLUS FUTURE EARNINGS WHICH ARE EXPECTED
TO BE RETAINED AND CAN BE ESTABLISHED A9 REASONADLE
(Ps 130), AND VAR RISK GUARANTIES OF uP vo 90 0/0 oF vt
za;gg}or THE IHNVESTOR'S OWNEASHIP IN THE PHYSICAL PROPERTY
l [ 4

FAN oF 1961, ste. 221 {a), 75 stav. 429 (3961), 22 u,s.C,
BSEC. 210?(5% (.)UPPG'*'. ‘903)0

INTERNAT IONAL COOPERAT iON ADMiNISTRMT!GN INVIZOTME
GUARANTY HANDBOOK 56 (Rev. ep. 1960

Monaau GUARANTY INTERNATIONAL DAlING COoapORAaTiION, RECTIVED
A $200,000 exProPRIATION ANDS200,00018 CONVERTIDILITY
GUARANTY ON THE $100,000 goultTv INVESTHMENT 1N THE BaNnuE
NATIONALE FPOUR LE DEVELOPPEMENT, A DEVELOPHMENT BANK



FOOTNOTES

SPONSORED AND S0 0/0 OUNED BY Tue COVERNMENT OF MOROCCO.

MORGAN'S INTEREST IN THE BANK CouALls 2.5 o/0 orF TuE

INVESTHENT. FRENCH, ITALIAN AND BELGIUM DANKS OWN

20 o/o. THE MOROCCONS ARE TRYING TO GETY GERMAN, DUTCH,

AND SWEDISH PARTICIPATION. FEES FOR THE FIRST YEAR

TOTAL $"375‘A Heagyngs on H.B, 1 EFORE THE SE}
BITY

gog).

s I

PROPRIAT .

3o TR R TEL 0 (RS B 1),

124,

125, HiGH COSTS OF INVESTIGATION AND NEGOTIATION, AND EFFORTS
EXPENDLO 1N OBTAINING CLEARANCE OF STATUTORY HURDLES
WOULD INDICATE LONG TERM COMMITMENT,

126, tn tHE $5U MILLION ALL“RISK GUARANTEE COVERING REYHOLDS
Merar Coupany AND KAISER ALuminum AND CHEMICAL
CORPORAYION IN THE VOLTA Atuninum Cowpany, LTo. PROVECT,
THE UNITED STATES AGREELD TO BUY THE INTEREST OF THE
INVESTORS 17 A LOSS OF ABOUT $5 MILLION OCCURED FROM
GUARANTEED=AGAINSY CAUSES.

127. OLF proviogo A $500,000 ALL~RISK GUARANTEE TO THE BANK
or Monrovia (LIBERIS), ON EOGE ACT BUBSIDIARY OF YHE
Firgr Natimnat Civy Baske As tHE BANK oF MONROVIA
EXTENDED LOANS MECTING THE CRITERIA ESTASLISHED IN THE
GUARANTEE AGRECEMENT, THESE LOANS VERE PLACED IN A
SEGREGATED 'CUARANTEED LOAN Account'. DLF GuARANTERD
LOAN ACCOUNT; 1N EFFECT, THEREFORE, THE Daux of
MONROVIA WAS FULLY PROTECTED AGAINST L0SS oF S0 o/o
oF ALL 113 GLA LOANS.

128, THE SMALL ISSUE EXEMPTION, REGULATION A OF THE SECURITIES
ActT oF 1933 18 NOT AVAILABLE TO BECURITIES OF FOREIGN
ISSUERS OR PERSONS WITH A PRINCIPAL PLACE OF BUSINESS IN
A FOREIGN COUNTRY., SEC Reo A, 17 C.F.R. 230. 252{a)(1)
{Supp., 1962) (BY IHPLICATION).

129, S Exct A 1934 e 12 48 srar.892
gl £ R DR i

130, SEE LOSS, SECURITIES REGUBATION 368-369 (20 eo. 1961).
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131,

132,

133.

134.

135.
136.

137.
138.

139.

140.
141,

2 g @ ITIN ¢ ey oy
F é:,m}% RS ] e

*

DISTRIDUTIONS OF SECURITIES OF BV FIAMS HAVE MET WiTH
SOME MEABURE OF QUCCESS EVEN 1M UNDEROEVELOPED COUNTRIES
LACKINUG SECURITIES MARKETS. TUO EXAMPLES ARE THE OVER=
SUBSCRIPTION OF LANCO MINING STOCK N LIBERIA, AND
CEMENT SHARES 18 NiICERIA, AND IBEC AND DELTEC'S EFFORTS
1t LATIU ANERICA.

NOTE THAT & NEVW PROVISION I8 THE FAA oF 1002 aeauires

THE PRESIDENT 70 TARE INTO CONSIDERATION, IN HAKING

LOANS UNDER THE ALLIANCE FOR PROGRESS, "THE EFFORTS MADE

Y RECIPIENY HATIONS TO REPATAIATE CAPITAL INVRSTED IN

OTHER couutanzs BY THEIR OWN CITIZENS. FAA or 1062

8?6. 251(6), 9 Curncuy PusLic LAWS AND Aan:ulornA?tve
EH!AL 255, OcToBER 1962,

FAA oOF 19&1 sgc. 221(8), 70 Srar. 265 (1 2) 22 U.S.C.
e%c. 2101(e) (Suer i, 1 1 Z 2). 5 (1962),

£3 4
Sce wore 132 SupRA.

FAA of 1961, sec. G01(a), 75 Svav. K38 (1961), 22 u.5.C.
S{Ei:. E‘r- (“ (’)UP"i',;,)iggg : 3 gf ), ?

FAA oF 19561, sec. 601, 75 Srar. 438 (1961), 22 u.s.C.
szc. 235?6(§upp.l!l. ’92 3 %),

FAA oF 1961, sec. 221(a) Stat. 429 (1961), 22 u.s.C.
3’560 2181 {A (JUP’Q"%; {9&% 90 ’

THE YIEYROINT OF THE UNITED STATES WiTH REGARD 10
E4PROPRIATION OF THE PROPERTY OF NAVIONALS, AS CHAPRESSED
DY THE SECRETARY OF STAYE, Compttl HuLL, i5 AN INTERESTING
ONE. UNITED STATES HATIONALS ARE TO DE ACCORDED TREATHENT
YHECH 18 JUST, NEASONABLE, AND STRICTLY 1IN HARMONY WITH
THE atuznnttv RECOGNIZED PRINCIPLES OF INTERNATIONAL LAW,
{p. G59) DButv "WE CANHOT OUESTION THE RIGHT OF A FOREIGN
GOVERNMENT TO TREAY lvq oWl NATIONALS N THE Fhﬁﬂtﬂﬂ 17

50 DESIRES." (P. 650) EXGHANGE OF CORRESPENDENGE BETVCEN
THE SECREYARY _OF SYATE OF 7 1 :o STATES A D_TH

gl MINISTER @ mmnmmxmmm pvensEr 12
)3 HACKWORTH, DIGEST OF INTERNAT IONAL LAW 056, 659

DISCUSSED INFRA AT Pe33.

I THE ENTIRE HISTORY OF THE eunnaurv PROGRAM, THERL

BAS BEEN AN ESTADLISHED to0ss oF 51,823, awo 2590,000

HAS BEEN PAID BUY HAY BE RECOVERED. Nearty $0.5 uiLrion

nn 9nzuluu FEES navt BEEN cou&:cv:u. S:tAuggg;ggg_ﬁggggg
‘ HOUSE E O PROPRIAT g




FCOTNOTES

2, segs TERN, THE UNITED STATES IN INTERNATIONAL BANKING,
415~419 (1551), ron COMMENTS ON BEHEFICIAL EFFECTD OF THE
IKPOB?“!HPDRT BANK'S GUARANTY OPERATIONS; SEE GENERALLY,
SHITMAN, THE UNITED STATES INVE: TM@@T GUARANTY PROGRAM

AND PRIVATE FOREIGN INVESTMENT, 7o) (1959).

143. SEE GENERALLY, SKY, 0P.cit. gueaa wote 05, av 37,41.
144, Dev, Bx. Statiszies 1 (Cunmeuey OF REPAVHENT COLUNHJ.

145. ROUGHLY FIVE=SIXTHE OF BHE LOCAL CURRENSIZS RCCZIVED UV
DLF AB nerhvaau?a FOR 178 LOAHS RCHAIN UNUSED. Hear1wes

TCE O APPROPRIATIONS,

%‘?ﬂ CiiGey «0 UBI8e, P.. 3o 3

146, Note teAT ICA'S INVEREST RATE WAS 3 c/b VHERE DOLLARS
WERE RZPAID AND 4 0/ wnEw LOCAL CURASNCY YAS THE WEDiUM
OF REPAYHENT. OEE § ’ g,uu

JEE
on EQEE GN A?F&!ggp ; PTady 3 1 950)0

147, THE IWTEREST RATE WHICH DEVELOPHUNT GANKS ARE PERMITTCD
TO CHARGE OW SUD=LOANS UTILIZING AID ruNdsS 18 LIHITED BY
THE AD~DEVELOPHENT DANK LOAN AGREEMNEHT. TVYPICALLY, THIS
INTEREOT RATE 15 QUITE HODEST 1N RELATION TO PREVAILING
LOCAL RAYTES. DEVCLOPMENT DANKS HAY DESIREC TO NLGOTIAYE
LIFTING THE INTERESY RATC RESTRICTION, OuT THE AID
Aomnnuatnatons SEEM aauuu 8y 3Le. 201 ta T9 Svave 425
(1903) 2 Us8+C. gEc, 21 1(0 (dﬂ??c“l, 1962)’ WiHICH
psoqnat?s RELENDING AT RATES "HIGHER TRAN THE APPLICAULE
LEGAL RATE OF JUTEREST OF THEC COUNTAY U WHICH THis LOAN
IS HADE.” FOR UANY COUNTRIES, THERE 13 NO APPLICADLE
LEGAL INTEREST RATE FOR NEDIUM AND LONG TEAN DLVELOPHUNY
LENDING. THERE ARE MONEY LENDER'S VERY H. H RATES
(orren uP TO 40 0/0) AND COHMERCIAL BANK LOV RAVES 7oA
SHORT TERM PRINE DORROWERS. AD wAD APPARENTLY INTURPRETED
THE SECe 201({D) "LEZCAL HOTE” TO NEAN SOUETIING APPROXINATING
THE PREVAILING COMMERCIAL DANK RATE. FOoR CONGRES3IONAL
THINKING ON RELENDING RAVES, SEE Hearings on H.R. 13175

MUITYEE n§$éppgppggawggi§, Ujvii CONGa,

H ..s..ﬂﬁ., 300**69 -"U... » Ahﬁ w IR 4 v I "
: L OHMMITTOE ON NPPROPRIAT IOUS 71t CONGey %37

148. AVERAGE PAVHENY PER 810,000 OF GUARANTEZS HAVE EQUALLED
outy S$10; PREMIUM THCOHE HAS DEECN MORE THAN :auafahﬁ
TIUES CLAIN gavu:&raé ugggigg@ ggggg NoTE 1“1. S¢e

JOTH CONGey 20 3888e,




FOOTNOTES

149, H.R. REP No. 1922, 820 Conc., 20 Sess. 62 (1952). H.R.
REP. No. 1925, 830 Conc., 20 SESS., PT. 1, 58 (15543,

150, BriTisH, FRENCH, AND GERMAN GOVERNMENT DEVELOPMENT LENDING
INVOLVE DIRECT BQUITY PARTICIPATION BY THE GOVEANMENT 1IN
CONTRAST TO AID'S REFUSAL TO UNDERTAKE EoulTY'S RISKS,.

See QENERALLY. FRIEDMANN, METHODS AND POLICIES OF PRINCIPAL
DONOR COUNTRIES N PUBLIC INTERNATIONAL DEVELOPMENT .
FINANCING, A PRELIMINARY APERAISAL (1962), ep. 14-16,

151, Hearingg DEFORE A SuBce
%¥~§§§39£Qlﬁxlﬂﬂﬁw '
(1962). Stc ALSO HEARIN
OMMITIEE ON FOREIGN

I35 (1057 )

152,

153. Heagiugs, suera Nove 151 av 399.
15%. 1o0., At 4300. Awso, see 83 Berore ThE
M

senaze Co !!*%% in §¥§§lgu RELATIONS , TH CONGe, 157
SE8%e,s PTel, ' DILLON ).

155, Ser cEWERALLY, ASHER, GRANTS, LOANS, AND LOCAL CURRENCIES
THEIR ROLE IN FOREIGN A1D (1951)

156. Forcton Economic Assistance Act or 1948, sees. 111(c)
? AND !15(5)(3) b2 srar. 145, 151 (19%3),'as AMENDED,

157. Mutual SEcurity Act ofF 1954, sec, 142(11), 68 srar. 840
(1954), as auewoeo, 22 U.5.C. sec. 1852(s) (1959).

158. Acattugrunnn TRADE DEVELOPMENT AND ASSISTANCE ACT OF
1954, 66 svav. 454 (1954), as amewnoed, 7. U.S.C.
sgc. 1691 (1959). HERTINAFPTER CITED AS P.L. 480). A
SHALLER AMOUNT OF LOCAL CURRENCIES WERE GENERATED BY SALES
ﬁuo GRANTS uuogg THE Mutuat SEcuriTY Act of 1954, sec.
(?3%9)8 Star. 643 (195%), as auewoeo, 22 U.S5.C. sec. 1922

159. P.L. 480, sec., 101, GB srav. 455 (1954 U.5.C. sEC,
59 1651 (19303 55 (1954), 7

160. P.L. 480, sec. 201, 8B srar. US57 (1954), U;S.C. SEC.
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NOTE:

AppENDIX |, DEVELOPMENT BANK STATISTICS, IS NOT INCLUDED
HERE. THE STATISTICS REFERRED TO ARE CONTAINED IN A
MIMEOGRAPHED TABLE OF STATISTICS PREPARED BY THE

OFFiIcE oF OFFICE OF DEVELOPMENT FINANCE AND PRIVATE
ENTERPRISE AND WAS DATED JUNE 30, 1962.

ArPENDIX |1, DEVELOPMENT BANK QUESTIONNAIRE WAS NOT
AVAILABLE AT THE MOMENT AND HAS NOT BEEN INCLUDED

. HERE.
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