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The Honorable Dante B. Fascell, Chairman
 

Subcommittee on Inter-American Affairs
 

Committee on Foreign Affairs 
House of Representatives
 

Dear Mr. Chairman:
 

During hearings on our report concerning the U.S. sys­

tem for appraising and evaluating Inter-American Development
 

Bank projects and activities, you expressed interest in the
 

current status of the Social Progress Trust Fund and the
 

uses made of the funds appropriated for it. This review
 

responds to your expressed interest.
 

We emphasized operations since the end of the Fund's
 

original loan program in 1965, and the report contains
 

several recommendations for improving the use of current
 

and future Fund reflows, which are expected to be substan­

tial. The report also reviews the uses made of the moneys
 

previously appropriated for this Fund.
 

As agreed, copies of this report are being sent to the
 
the Administrator,
Secretaries of State and the Treasury; 


Agency for International Development; the Chairman, House
 

Committee on Foreign Affairs; the Chairman, Senate Commit­

tee on Foreign Relations; and the Chairmen, I-louse and Senate
 

Committees on Government Operations and Appropriations.
 

Sincerely yours, 

Comptroller General
 
of the United States
 



Contents
 

Page 

1
DIGEST 


CHIAPTER 

5
1 INTRODUCTION 

SPTF origin 5
 
L gislattve intent 5
 
SPTF agreement 7
 
SPTF administration 7
 

2 SPTF OPERATIONS FROM 1961 TO 1965 9
 
SPTF audits and evaluations 10
 

State and Treasury appraisals 10
 

Adequacy of IDB reporting 11
 
Audit by the Comptroller
 

General 12
 

3 OPERATIONS SINCE 1965 AND FUTURE
 
PROSPECTS 
 13
 

Participations in FSO loans 14
 
Technical assistance operations 16
 

Future prospects 17
 

4 CONCLUSIONS AND RECOMAENDATIONS 19
 
SConclus ions 19
 

20
Recommendations 


5 SCOPE OF REVIEW 
 21
 

APPENDIX
 

I SPTF balance sheet as of June 30, 1973 23
 

II Total SPTF loans and participations
 

III Principal U.S. officials responsible for
 

according to IDB country categories 24
 

activities discussed in this report 25
 



ABBREVIATIONS 

FSO Fund for Spe-cial Operations 

GAO General Accounting Office 

IAF Inter-Ameri.can Fo undation 

IDB TnLer-Aiiterican Development Bank 

SPT F Soci. .l Pvogiuess Trust Fund 



COMPTROLER GENE AL'S REPORT TO 
7"' CHAIRMAN., SUBCOMITTEE ON 

INTER-AMERICAN AFFAIRS 
COMMITTEE ON FOREIGN AFFAIRS 
ROUSE OF REPREENTATIVE' 

DIGEST 

WHY -IRE REVIEW WAS MADE 

The Chairman of the Subcommittee 

requested GAO to review the current
 
operations and financial status of 

the Social Progress Trust Fund and 

the uses made of the moneys appro-

priated for it. 


The United States established the 

Trust Fund in 1961 to improve the 

social welfare of Latin Americans
 
and has contributed $525 million to 

it. Since its inception, the Trust 

Fund has been administered by the 

Inter-American Development Bank 

under an agreement between the 

United States and the Bank. 


In 1967 legislation, Congress di-

rected the President to seek audit 

authority for GAO over any wholly 

U.S.-financed fund managed by an 

international organization. How-

ever, the executive branch has not 

been able to achieve this for the 

Trust Fund. Therefore, GAO per-

formed its review from the view-

point of executive branch manage-

ment of U.S. interests in the Trust
 
Fund. 


FINDINGS AND CONCLUSIONS 


As of June 30, 1973, the Trust Fund 

had net assets of about $560 mil-

lion, consisting uf about $51 mil-

lion in cash and liquid assets, 

about $368 million in outstanding 

loans and related receivables, and 
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another $141 million in participa­
tions in loans of the Bank's Fund
 
for Special Operations.
 

About $40 million annually is being
 
repaid on these loans and participa­
tions. Under current legislation,
 
these significant resources, mostly
 
in local currencies, should be used
 
primarily for social development
 
purposes.
 

Since 1965 the United States has not
 
participated directly with the Bank
 
in directing the use of the bulk of
 
these resources, although the United
 
States did specify that any use of
 
these moneys should be for basic
 
Trust Fund purposes. Moreover,
 
since 1965 most Trust Fund resources
 
have not been directed to specific
 
end uses on the basis of a planned
 
program designed to meet priority
 
social development needs of Latin
 
America. This contrasts sharply
 
with early Trust Fund operations,
 
when loans were made for specific
 
projects and the United States re­
viewed and approved each loan.
 

Repayments have been used to pur­
chase participations in loans made
 
by the Bank's "soft loan" window,
 
the Fund for Special Operations.
 
The Bank's Board of Executive Direc­
tors and the United States do not
 
select or approve the specific par­
ticipations to be purchased by Trust
 
Fund moneys. Participations are
 
basically a money management tech­
nique designed to obtain the
 

Tear Sheq . Upon removal, the report 1 
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maintenance-of-value protection of 
the Fund for Special Operations, 
which protects against devaluation 
losses since it calls for repayments 
in terms of the value of U.S. dol-

lars at the time of repayment. (See 

pp. 14 to 16.) 


Under the participation procedure 
most of the repayments have been 
channeled back to the same larger, 
more advanced countries that re-

ceived the bulk of the original 
Trust Fund loans and the poorer, 

less developed countries have re-

ceived only a smaller portion of 

the repayments. (See p. 16.) 


Trust Fund repayments have also 

financed various technical assist-

ance projects. While these uses 

are consistent with the purposes 
of the Trust Fund agreement, some 
of these projects are more oriented 

toward economic, rather than social, 

purposes. (See p. 16.) 


GAO, though not evaluating the orig-
inal $494 million lending program, 
observed that: 

--The executive branch did not in-

dependently assess Trust Fund 

effectiveness. 


--Under the agreement, the Bank was 

not required to report on the 

overall effectiveness of Trust
 
Fund use, and little has been 

done in this overall sense. (See
 
pp. 10 12.) 


The executive branch has not been 

able to obtain authority for the 
Comptroller General to examine this 

Trust Fund, although the Bank did 
agree that a new independent audit 

and evaluation body it was forming 

would also cover Trust Fund opera-
tions. (See p. 12.) 

State and Treasury have considered 
alternative uses for Trust Fund re­
flows, and State has intermittently 
stidied the question of the Trust 
Fund's future since 1970. They
 
have not reached any overall con­
clusions or developed an overall
 
program for using the approximately 
$40 million worth of resources that 
will continue to be repaid annually
 
intu the Trust Fund through the rest 
of this decade.
 

At the end of November 1973, State 
advised GAO that the Bank, in zo­
operation with the United States, 
was nearing completion of arrange­
ments to transfer a portion of cur­
rent and future Trust Fund ,ssets
 
to the Inter-American Foundation-­
a U.S. Government corporation es­
tablished in 1969 to improve the 
U.S. social contribution to Latin
 
America by assisting private groups
 
on a people-to-people basis. (See
 
pp. 17 and 18.)
 

In the Foreign Assistance Act of
 
1973 the Congress has gone on record
 
in favor of transferring some of
 
these moneys to the Inter-American
 
Foundation. The act further ex­
presses Congress' intent that Trust
 
Fund resources which remain with the
 
Bank should be used to the extent
 
possible to assist the less developed
 
Bank member countries. (See p. 17.)
 

REOMM'NDA'IONS 

The executive branch is considering 
the future use of Trust Fund re­
sources and expects the return of
 
some of these to a more direct type 
of use in the near future. However,
 
to make the best possible use of all 
Trust Fund resources, the Secre­
taries of State and Treasury, in con­
sultation with the Bank, should re­
assess current Trust Fund operations 
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and attempt to devise a new program 

or programs that will direct these 
resources to specific projects to 

assist the priority social needs of 

Latin America or seek other disposi-

tion of these resources in consulta-

tion with Congress. Any program
 
developed should include these con-
siderations: 


-- The highest priority social nzeds 
for Latin America. 

-- The extent to which Trust Fund re-
sources can and should be used to 
e lfectively accomplish these pri-
orities. 

--The types of projects or activi-

ties that will best accomplish 

these priorities. (See p. 20.) 


The Secretaries should coordinate 
with and fully inform the appro­
priate committees of the Congress 
on plans and proposals for using 
Trust Fund resources. (See 
p. 20.)
 

In addition, the Secretary of 
State should report annually to
 
the Trust Fund's legislative over­
sight committees, the Senate Corn­
mittee on Foreign Relations, and 
the House Committee on Foreign
 
Affairs on programs or projects 
approved, future plans, and fi­
nancial matters. Such reporting 
should include periodic assess­
ments of the accomplishments and
 
effectiveness of the programs or
 
projects being conducted. (See
 
p. 20.)
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CHAPTER 1 

INTRODIICTION 

The Chairman, Subcommittee on Inter-American Affairs, 

House Committee on Foreign Affairs, requested us to review 

and report on the achievements, current operations, and 
Trust Fund (SPTF).financial status of the Social Progress 


The scope of our review is presented in chapter 5.
 

SPTF OR[CIN
 

In the late 1950s and 1960, United States and Latin
 

Americain leaders recognized the need for programs to amend 

the extreme disparity between social levels among Latin 
interest led to enactment of
American countries. This the 


the Latin American Development Act of September 1960 

(22 U.S.C. 1942), which authorized $500 million to the 

President to develop cooperative bilateral and multilateral 

programs to foster economic progress and improvements in the
 

welfare and level of living of Latin Americans.
 

In 1961, $394 million of the funds appropriated by the
 

establish and initially fund SPTF. In
Congress was used tc 

1963 the Congress increased the authorization and, pursuant
 

to a 1964 appropriation, another $131 million was allocated
 

to SPTF. This $525 million constituted SPTF's sole source
 

of funding. By June 1973 net income earned during 12 years
 
$560 million.
of operation had increased SPTF's assets to 


Appendix I shows the financial condition of SPTF at that
 

time.
 

LEGISLATIVE INTENT
 

The intent of the authorizing legislation was to carry
 

out a social development program. The 1960 act gave the
 

President sufficient flexibility in developing programs in
 
It authorized him to
cooperation with the Latin nations. 


use the funds on such terms and conditions as he may specify.
 

By early 1961 the executive branch had developed proposals
 

concerning the types of program assistance to be provided.
 

In his message to the Congress requesting the $500 million
 

appropriation in March 1961, President John F. Kennedy said
 

that:
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"The fund which I am requesting today will be
 
devoted to social progress. Social progress is
 
not a substitute for economic development. It
 
is an effort to create a social framework with­
in which all the people of a nation can share
 
in the benefits of prosperity, and pirticipate 
in the process of growth. Economic growth with­
out social progress lets the great majority of 
the people remain in poverty, while a privileged 
few reap the benefits of rising abundance. In 
addition the process of growth largely depends
 
on the existence of beneficial social conditions. 
Our own experience is witness to this. For much
 
of our own great productivity and industrial de­
velopment is based on our system of universal
 
public education.
 

"Thus the purpose of our special effort for social
 
progress is to overcome the barriers of geograph­
ical and social isolation, illiteracy and lack of
 
educational opportunities, archaic tax and land
 
tenure structures, and other institutional ob­
stacles to broad participation in economic growth."
 

The President's message further stated that, of the
 
$500 million, $394 million would be assigned to the Inter-
American Development Bank (IDB) to be administered under a 
special trust agreement and that IDB would apply most of 
these funds on a loan basis with flexible terms, including 
low interest rates or repayment in local currency. The 
President stated that the major fields of activity for
 
IDB would be land settlement and improved land use, housing,
 
ater supply and sanitation, and technical assistance relat­
ing to mobilizing domestic financial resources. The SPTF
 
agreement added a fourth field--advanced education and
 
training--but provided that SPTF financing for this area
 
be supplementary.
 

Under the Foreign Assistance Act of 1963, the Congress
 
amended the 1960 authorization, adding another $180 million
 
for these purposes. However, in 1964, the Congress appro­
priated only $135 million and the President allocated
 
$131 million to SPTF.
 

This program was ro be characteri.-,d by four new ele­
.nt : (1) it was to be addressed to tihe critical lags in
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social. development, (2) it was to advocate self-help and
 
reated institutional improvements to promote enduring
 
social progress, (3) it was to be a part of a sustained
 
coope'ative effort including Organization of American States
 
planning and sound national programing, and (4) it was to 
be administered by a regional operating agency (II)B) in 
which Latin American participation was predominant. 

SPTF AGRE iIiiLNT 

Pursuant to the authorizing legislation, the United 
States signed an agreement with IDB on June 19, 1961, which 
specified that SPTF resources would be used to finance loans 
and technical assistance activities to improve conditions in 
these fields: 

-- Land settlement and improved land use. 

-- Low-income housing. 

-- Community water supply and sanitation facilities. 

-- Supplementary financing of facilities for advanced 
education and training. 

Technical assistance to mobilize domestic financial resources
 
and strengthen financial institutions could also be provided. 
The agreement further provided that technical assistance 
could be furnished on a grant, loan, or reimbursable basis. 

SPTF was to provide capital on flexible terms and con­
ditions, including repayment in local currencies and relend­
ing repaid funds and interest on a basis consistent with 
stated purposes to achieve greater social progress and more 
balanced economic growth. On termination, SPTF balances 
revert to the United States. 

The agreement has also been amended twice to provide
 
for additional programs to accelerate Latin America's
 
economic integration and to further the process of identify­
ing and developing worthwhile projects for financing. 

SPTB ADMI'1[STRATION 

IDB administers SPTF under the 1961 agreement, as 
amended. With minor exceptions, SPTF is managed in the same 
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manner as other IDB operations. The approval of SPTF loans
 
and the majority of technical assistance is the responsibility
 
of IDB's Board of Executive Directors, composed of United
 
States and Latin American representatives and, since 1972,
 
a representative of Canada. All decisions require a two­
thirds weighted vote. 

A public accounting firm conducts an annual financial
 
audit of SPTF. Also, under the agreement, IDB has provided
 
a separate annual report to the United States on matters
 
relating to SPTF operations. After 1970 the separate
 
annual reporting requirement was waived, but IDB has con­
tinued to provide some reporting in its own published annual
 
reports.
 

The Department of State's Latin American Bureau has
 
primary responsibility for managing U.S. interests in SPTF.
 
The Agency for International Development (AID) is responsible
 
for appropriation and residual equity accounting. Treasury,
 
which has primary responsibility fo1 " dealing with IDB, also
 
manages U.S. interests in SPTF. Major U.S. decisions are
 
nade with the assistance and advice of the National Advisory
 
Council on International Monetary and Financial Policies.
 
U.S. day-to-day dealings with IDB are conducted through the
 
U.S. representative on IDB's Board of Executive Directors.
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CHAPTER 2
 

SPTF OPERA\TIONS FROM 1961 to 1065 

During this period SPTF was an active loan window and 
a major capital source for IDB. A net 116 loans, totaling 
$494 million, were made to 1R Latin American countries to 

help finance projects totaling an estimated 1.2 billion 

dollars. 

Number Country 
of and other 

loans Amount contributions Total 

(millions)
 

Housing 32 $214.8 $316.2 $ 531.0 
Water and sewage 36 160.6 162.7 323.3 

Agriculture 28 87.1 129.8 216.9 
Education 20 31.7 54.1 85.8 

Total 116 t494.2 $662. $1,157.0 

Percent 42.71 57.29 l0. 

Information furnished by the executive branch indicates
 
that the loan projects had been essentially completed as of
 

December 31, 1972, except for two potable water and sewer
 
systems still under construction. Under the 32 low-income
 
housing projects, 236,698 urban and rural housing units
 
were constructed, renovated, or enlarged. The water and
 
sewer projects produced 2,270 potable water systems, 194
 
sewer systems, and 1 rain drainage system benefiting 2,255
 
communities. The agriculture projects have benefited more
 
than 2 million acres, through the financing of 100 coopera­
tives with 6,000 members, and have helped construct 8 mar­
kets. The education projects assisted 65 universities with
 
312,062 students. 

The amount of SPTF loans received by individual countries
 
has ranged From about $7.6 million to about ?''2.9 million. 
Seven countries received more than $30 million each in loans. 

Four of these--Argentina, Mexico, Venezuela, and Brazil--are 
generally considered the more developed Latin members. Ap­
pendix II shows the amounts of loans each country received. 
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SPTF also provided about $12 
million in technical as­
sistance 
on a loan, grant, or reimbursable basis. This 
as­
sistance was available in the same 
four areas as the loans
 
plus mobilization of domestic financial 
resoures and
 
strengthening of financial institutions.
 

Technical assistance operations from 1961 to 1965 may

bc classified as (1) direct technical assistance and (2)

training and other activities. 
 Direct technical assistance

of about $7.1 million was generally used for projects iden­
tifiable to a particular country. 
 Some of this assistance
 
was authorized in conjunction with loans when the nature of 
the project required improvement in the operations of the
recipient institutions. The training and other activities 
category received about $4.5 million and consisted of IDB­
sponsored courses and seminars 
on economic and social
 
development. Assistance was also authorized for courses 
and seminars in conjunction with other international orga­
nizations.
 

SPTF AUDITS AND EVALUATIONS
 

Our review primarily emphasized the current operations
and future prospects of SPTF. Therefore we did not attempt
 
to independently evaluate the early 1961-65 phase of SPTF

operations. Instead, we 
reviewed executive branch and IDB 
efforts to perform such evaluations. We observed that (1)

State and Treasury did not independently assess SPTF ef­
fectiveness and 
(2) under the SPTF agreement, IDB was not
 
required to include any assessments of effectiveness in its
 
annual reporting on SPTF operations. To date, IDB has
 
performed some evaluations of its own operations which have 
included only very scattered aspects of SPTF operations.
 

Also, although a 1967 amendment to the Foreign Assis­
tance Act directed the President to seek audit authority for
 
the Comptroller General 
over any fund established solely by

U.S. -ontributions and managed by an international organiza­
tion, Treasury has not been able to 
achieve this in SPTF's
 
case.
 

State and Treasury appraisals
 

During our review, we attempted to determine whether
 
State or Treasury had independently assessed SPTF effective­
fess. I'Je could find no independent assessment.
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Adequacy of IDB reportinI 

Article V, section 5.04, of the SPTF agreement requires
 

that 1DB issue a detailed annual report containing appropri­

ate information on SPTF operations, the progress of projects
 

for which disbursements were made, and other matters relating
 

to SPTF, including a factual presentation of the measures
 

being takeni in the borrowing countries to accomplish the 

necessary social reforms. IDB issued such reports from 1961 

to 1970. Thereafter, the United States relieved IDB from 

the requirements for a separate report primarily because, 

by that time, SPTF loans had essentially been fully dis­

bursed and, to a lesser extent, the cost of the annual re­

port would 1e saved. IDB agreed to continue reporting on
 

the financial aspects of SPTF and on projects and activities
 

SPTP 'inanccd. Currently IDB's published annual reports 

include the audited SPTF financial statements and briefly 

describe new commikments and projects financed by SPTF.
 

We reviewed the SPTF annual reports to see if they 

adequately disclosed SPTF operations. The reports contain 

brief description.s of the loans and technical assistance 

project. approved in the particular year, general information 

on the social progress achieved in Latin America in such 

areas as tax and land refor,, -nd summaries of the overall 

progress being made in each country. The reports also con­

tain a very brief description of the phy-ical progress on
 

each loan; tor example, the number of housing unit' completed 

or number of sewer lines in operation. Thus, .EDB substan­

tially met the reporting requirements established for SPTF.
 

However, these reports do not adequately disclose the social
 

effect of individual loans or technical ass-stance.
 

In 1968 IDB established an independent review group
 

to evaluate IDB operations. The Comptroller General as­

sisted in prescribing the reporting standards for this group,
 

which reports directly to the Board of Executive Directors.
 

Evaluations performed have incluled limited aspects of SPTF 

operations, but no separate reviews of SPTF operations have 

been made sinte the group has made its observations and 

evaluations as a part C a broad review of a slice of 1DB 

operations. 

I'e b, I i eve imp rove' report ing ,ouldhave cont ributed to 

the effective administration o" early SPTF operations. It 
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would also contribute to an increased awareness of the 
effectiveness of ongoing SPTF activities and aid in planning
 
future uses of SPTF resources.
 

Audit by the Comptroller General
 

Although the United States was the sole contributor to 
SPTF, the i961 agreement made no provisions for the Comp­
troller General to examine its operations. In 1967 the
 
Foreign Assistance Act of 1961 was amended (22 U.S.C. 2221d)
 
to provide that any agreement between the United States and
 
an international organization for administering a fund to
 
which the United States is the sole contributor shall pro­
vide that the Comptroller General conduct such audits as are
 
necessarv to assure that the fund is administered according
 
to the agreement. This amendment also provided that the
 
President seek to modify existing agreements.
 

Treasury officials informed us that they discussed
 
this matter with IDB officials and found that they were not
 
receptive to amending the SPTF agreement for this purpose.
 
However, IDB did agree that the charter of a new independent
 
audit and evaluation body then being formed within IDB 
would cover all aspects of IDB operations, including reviews 
of SPTF activities. The evaluation body was established 
after the Congress, also in 1967, amended the Inter-American 
Development Bank Act of 1959 (22 U.S.C. 283j-1), directing
 
Treasury to seek -stablishment of such a body. 
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CHAPTER 3
 

OPERATIONS SINCE 1965 AND FUTURE PROSPECTS
 

Fund for Special Op-
IDB 	decided in 1964 tc expand its 


erations (FSO) to include the types of social loans previ­

that time, the United States
ously financed by SPTF. At 


in the future, it would contribute to FSO and
agreed that, 

This was
that there would be no further funding of SPTF. 


done with a view to closing out SPTF as a separate loan
 

SPTF's lending program was terminated in
window in IDB. 

recognized that s-bstantial loan
1965, and in 1966 it was 


The interim plan established
accrue. 


use the repayments was to buy participations
 
repayments would soon 


at that time to 

finance limited
in existing IDB loans made from FSO and to 


technical assistance.
 

1DB 	had invested about $147.3 million in participation
 

of June 30, and thus substantially protected
loans as 1973, 


their value from currency devaluations. Though the United
 

States prescribed the broad criteria for making these par­

ticipations, this process has resulted in most SPTF re­

sources not being directed to specific end uses on the basis
 

of a planned program for meeting the priority social devel­

opment needs of Latin America.
 

1970 State and Treasury officials consid-
As early as 

for SPTF resources. Since
ered the need to devise new uses 


then State, which has ultimate responsibility for adminis­

tering SPTF, has intermittently studied alternate uses. In
 

late November 1973, State officials advised us 
that IDB was
 

nearing completion of arrangements to transfer a portion of
 

SPTF resources to the Inter-American Foundation (IAF) and
 

in Latin America.
several agricultural research institutes 


have noted that the Congress has gone on
In this regard, we 


record in the Foruign Assistance Act of 1973 that some of
 

these SPTF resources should be transferred to IAF. However,
 
yet
as of late November 1973, the executive branch had not 


resources
developed a plan or program for returning all :qPTF 

estab­to the direct program type of use for which SPTF was 


lished.
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PARTICIPATIONS IN FSO LOANS
 

ted 1964 agreed 
to an expanded FSO in lieu of further funding of SPTF, a de­
cision concerning what would be done with future repayments 
from the original SPTF loan program was not made at that 
time. By 1966 IDB recognized that large amounts of loan re­
payments would soon accrue in soft Latin currencies and that 
their use would presenc Problems due to their limited con­
vertibility and, in particular, their vulnerability to de­
valuation. As administrator, IDB set up an internal working 

Althoug.h th,. !.tin States in to contribute 

group to study the matter. 

IDB's study culminated in a 1966 report which concluded 
that SPT: local currencies coulJ be used in TDB's lending 
operations and that STFT should therefore not be terminated. 
The report further recommended that SPTI resources be used, 
as appropriate, either to (1) make a parallel SPTF loan to
 
finance local currency portions of FSO loans or (2) take
 
participations in the local currency portion of FSO loans. 
IDB presented its recommendations to the U!iited States for
 
concurrence. The United States approved the use of the par­
ticipations technique in April 1967, provided the FSO loans 
complied in substance with the 3PTF agreement. IDB agreed 
to this. At the request of the United States, IDB further 
agreed that, when both FSO and SPTF local currencies were on 
hand, it would use the SPTF currencies first, because the 
FSO local 'currencies already had maintenance-of-value pro­
tection and this would permit the SPTF currencies to be in­
vested in FSO loans. Once SPTF currencies were invested in 
FSO, the borrowing country assumed responsibility for main­
taining their value iii terms of I.S. dollars and would be 
required to pay in additional amounts of that currency when 
a devaluation has occurred. 

Under the participat ion technique, SPTtP moneys have 
been used to purchase fixed periods of maturities of FSO
 
loans. Althouyh these investments earn interest, the record
 
shows that the pcimary U.S. objectives in approvin;g FSO par­
ticipations were to protect these soft currencies against
 
devaluation and to serve as an interim measure pending some
 
U.S. decision on the disposition of the overall SPTF. Dur­
ing our review, the then Acting U.S. Executive Director to 
IDB advised that another UI.S. objective at the time was to 
keep from opening up these SPTF moneys to a host of 
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potential applicants and that this also benefited TDB by
 
enabling it to stretch out the use of FSO dollars.
 

In October 1968 the IDB Board of Executive Directors 
authorized the use of SPTF dollar resources for participa­
tions. The record is not clear as to whether the United 
States had any specific objectives in minJ in agreeing to 
this use of SPTF dollars or as to the extent the U]nited 
States considered the matter. It does indicate that ID1B's 
basis for the request was that SPTF had a fairly substantial 
amount of dollars (about $23 million) available for use and 
did not anticipate nu.eding these dollars for technical as­
sistance operation, or administrative expenses. IDB noted 
that ther dollars tvere available because it had substituted 
about $18 million SPTF locFl currencies for dollar dis­
bursements unde- later SPTF loans. Moreover, -ome borrowers 
had elected to repay some of their loans in dollars. 

This authoiity to use hard U.S. dollar resources for
 
participations continued until June 1970, when the United
 
States requested that all further SPTF dollar commitments be
 
mininiized. The acting U.S. Executive Director infoimed us
 
that this was done to conserve necessary dollars to meet a
 
1970 U.S. com,7itment of $15 million for the Project Prepara­
tion Program. This program aims primarily at assisting the
 
less developed Latin nations in preparing and bringing po­
tential loan projects to a fundable stage.
 

Participations have constitute,' the largest single use
 
of SPTF reflows since the end of the original loan program.
 
As of June 30, 1973, $147.3 million--about $34.8 million in
 
U.S. dollagcs and $112.5 million in local currencies--has been
 
used for this program. IDB's financial statements on SPTF
 
valued these participations at about $141 million at that
 
same date, due to a $6 million adjustment for differences in
 
the exchange rates used for FSO and SPTF.
 

Essentially IDB's treasury division manages the partic­
ipation process. This division monitors onhand SPTF currency
 
balances and FSO disbursement needs. When an opportunity to
 
invest in an FSO loan arises, the division buys a portion of
 
the loan for SPTF. Generally, SPTF buys the last 5 years of
 
the loan's maturity. The bulk of the participations made
 
through June 30, 1973, will be repaid in the 1970s and 1980s.
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Some repayments are stretched out to the year 2013. The 
majority of participat ions earn 2.25-percent interest. 

Neither the United States nor the IDB Board of Execu­
tive Directors directly manages the application of SPTF re­
sources to the specific FSO loans in which SPTF participates. 
This contrasts with the early years of SPTF operations when 
each loan was specifically r,viewed and approved. Rather, 
the participation process is a routine money management de­
cis i.on. 

A major effect of participations is that, as of June 
1973, about $147.3 million . SPTF loan ref. aw:s, consisting 
of about $112.5 million in local currency and another
 
$34.8 million in U.S. dollars, has been channeled back to
 
the same countries that received and repaid those loans. 
State officials pointed out that there are a number of prac­
tical difficulties involved in trying to use a local cur­
rency to purchase goods or services that another country 
needs. However, as appendix II shows, the larger, more ad­
vanced countries have continued to be the primary benefi­
ciaries of SPTF assistance and the less developed countries 
have benefited only in smaller amounts. Brazil was the 
largest beneficiary of SPTF dollar participations, receiving 
$11 million worth, and this, combined with its local currency 
participations, has resulted in its becoming the largest re­
cipient of total SPTF loans and participations. 

TECHNICAL ASSISTANCE OPERATIONS
 

SPTF technical assistance activities have increased in
 
both volume and variety since 1966. Technical assistance ap­
proved through December 31, 1972, has totaled about $33.6 mil­
lion. Approximately $9.4 million more is programed for ex­
penditure in 1973. From 1961 to 1965, most of the technical 
assistance was directly prcject related. Since 1966 the 
technical assistance has been used to fund more training, 
integration, and other activities.
 

Our analysis of some of the current and past uses of 
SPTF resources for technical assistance indicated that a 
number of the larger projects, although useful, do not ap­
pear to be providing the direct social contribution origi­
nally envisioned as the primary _)urpose of SPTF. Other 
projects seem to be aimed primarily at economic rather than
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social development. For example, a $337,000 project was to
 

help a Latin American country prepare a tourism development
 
plan and a feasibility study of a tourism center.
 

The 1973 SPTF Technical Assistance Program contains
 

further examples of this type of project. A $9.4 million
 

contribution has been requested for various types of tech­

nical assistance. This is a sharj. increase from the 1972
 

program level. In addition, $6.7 million is programed for
 

the Project Preparation Program.
 

FUTURE PROSPECTS
 

In June 1970 State notified IDB that the United States
 

wished to soon enter into negotiations on the future of SPTF
 

and began to study the future of SPTF. State further re­

quested that IDB hold all future commitments of SPTF dollar
 

resources to a minimum but permitted local currency uses to
 

continue. In 1971 State postponed the negotiations because
 

of potential sensitivity in connection with replenishment of
 

FSO at that time.
 

In 1972 State intensified its efforts and since then
 

has been considering a number of options. These options
 

include complete termination and rezovery of SPTF resources
 
of some of the
to the United States and IDB's direct use 


assets for specific social projects or programs. Moreover,
 

State's Latin American Bureau has been considering a more
 

active U.S. role in future reprogramings. In Jme 1973
 

Treasury also expressed its view. Treasury indicated that
 

future dispositions of SPTF resources should provide for
 

return of unneeded funds to the U.S. Treasury for general
 

uses of the Government, to benefit the U.S. taxpayers.
 

In late November 1973, officials of State's Latin
 

America Bureau informed us that IDB was nearing completion
 

of arrangements to transfer a portion, as yet undetermined,
 

of future SPTF resources to IAF. They also anticipated that
 

IDB will transfer a relatively small portion to several
 

agricultural research and training centers located in Latin
 
have noted that the Congress
America. In this regard, we 


has gone on record in the Foreign Assistance Act of 1973
 

of the SPTF's resources should be tr:nsflerred to
that some 

IAF. The act also nrovide!; that portions of SPTF moneys may
 

remain with TDB to be used for original SPTF purposes with
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emphasis on using the currencies of the more developed 
countries for the benefit of the less developed countries.. 

Therefore, the prospects are 0ood for returning at 
least a portion of SPTF reflows to a more direct program 
type of use originally envisi.oned for SPITF. Although State 
officials advised us that the use of one country's currency 
to assist another country aoes present a numbe' of practical 
difficulties, we have noted that, i.n the last few years, 
Frea .,urv has b,'e making substantial 1H.S. dollar purchases 
of LJati.n currencies in the :ommercial mariket to meet 
U.S. Government agencies' opera,-ing requi rements in Latin 
America. We therefore suggest that, while new programs are 
being, developed for use of SPTF funds in an orderly, nonin­
flat ionarv manner, State and Treasury explorn the possibil­
ity of arranging to substitute some of the SPTF-held local 
currencies for dollar purchases. In this manner SPTF local 
currencies could be converted into U.S. dollar resources. 
These dollars would be less vulnerable to devaluation and 
would be available for use on any project or for whatever 
other disnosition is made of SPTF resources. 
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CHAPTER 4
 

CONCLUSIONS AND RECOMMENDATIONS 

CONCLUSIONS
 

SPTF reflows currently amount to $40 million annLially
 

and will continue to be substantial. However, since 1965
 

these resources have not been used to carry out the planned
 

type of program of assisting specific high-priority social 

development projects for which SPTF was established. Nor 

has the United States participated with IDB in managing the 

use of most of these resources to their specific end uses. 

Instead, the bulk of SPTF resources have been used to pur­

chase participations in FSO loans, and participations are
 

essentially a money management operation.
 

The executive departments have been considering alter­

nate uses for SPTF resources since 1970 and exne.t that IDB 

will return some of these resources to a more direct program
 

use in the near future under IAF and also for agricultural
 

research institutions. However, the departments have not
 

yet reached any overall conclusions or developed a program 

for returning all of SPTF's approximately $40 million annual 

reflows to this program type of use.
 

Therefore, we believe that the Secretaries of State and
 

the Treasury need to take more active roles in managing these
 

resources and need to attempt to channel them into uses which
 

will more directly contribute to the priority social needs
 

of Latin America. We iurther believe that maximizing the
 

future uses of SPTF resources will first require determining
 

the priority Latin Aierican social needs, the extent to which
 

SPTF resources can and should assist these priorities, and
 

the types of projects or activities that will best accomplish
 

these priorities. To the extent these SPTF resources cannot
 

be effectively redirected, we believe that these executive 

dcpartments should, in consultation with the Congress, seek 

some other disposition of these resources. 

In addition, reporting requirements on SPTF operations
 

have not adequately shown the social effects or contribution
 

of individual SPTF loans or technical assistance. It is im­

portant to fully inform committees of the Congress having 

oversight in this area not only of plans and programs for 
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future uses of SPTF resources but also of the effectiveness 
and social contributions being achieved by current programs 
and uses. 

RECOMMENDAT IONS
 

The executive branch is -onsidering SPTF's future and 
expects the return of some SPTF resources to a more direct 
program type of use in the near future. However, to maxi­
mize the use of all SPTF resources, we recommend that the 
Secretaries of State and the Treasury, in consultation with
 
IDB, reassess current SPTF operations and devise a program
 
or programs that will direct these resources to specific
 
projects to assist the priority social needs of Latin Amer­
ica or seek other disposition of these resources in consul­

tation with the Congress. Any programs developed should
 
include these considerations:
 

--The highest priority social needs for Latin America.
 

--The extent to which SPTF resources can and should be
 

effectively used to accomplish these priorities.
 

--The types of projects or activities that will best
 
accomplish these priorities.
 

We also recommend that the Secretaries coordinate with
 
and fully inform the appropriate committees of the Congress
 

on plans and proposals for use of SPTF resources.
 

In addition, the Secretary of State should report an­

nually to SPTF's legislative oversight committees, the Sen­
ate Committee on Foreign Relations, and the House Committee
 
on Foreign Affairs on programs or projects approved, plans,
 
and financial matters. Such reporting should also include
 
periodic assessments of the accomplishments and effective­
ness of the programs or projects being conducted.
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CHAPTER 5
 

SCOPE OF REVIEW
 

At the request of the Chairman, Subcommittee on Inter-


American Affairs, House Comnittee on Foreign Affairs, we
 

reviewed the current operations and financial status of
 

SPTF and the uses made of the funds appropriated for this 

Fund. The Chairman made his request to GAO representatives 

testifying before the Subcommittee on September 21, 1972, on 

Treasury Department management of U.S. participation in the 

Inter-American Development Bank. 

IDB, an international organization, is outside our au­

dit authority, and, although the Congress in 1967 directed 

the executive branch to seek this authority over wholly
 

owned U.S. funds managed by an international organization,
 
to achieve this for
the executive branch has not been able 

SPTF. Therefore, we did not attempt to examine IDB's manage­
successment of SPTF operations or to evaluate the relative 


of SPTF projects or FSO projects in which SPTF resources have
 

been invested.
 

I'e performed our review from the viewpoint of execu­

tive branch management of U.S. interests in SPTF. Oo' placed
 

primary emphasis on ascertaining the nature and scope of op­

since the end of the
erations conducted with SPTF resources 


SPTF loan program in 1965 and their consistency with the
 

basic purposes and objectives for which SPTF was established.
 
with emphasis on
We ascertained SPTF's financial status, 


also reviewed the extent the executive
future reflows, and 
branch or IDB had assessed the social and physical achieve­

ments of the $494 million SPTF loan program. 

We obtained such information and documentation on SPTF
 
was
operations, finances, administration, and policies as 


made available at our request from the files of State and 

Treasury, the U.S. agencies having primary responsibility 

for managing respective U.S. interests in SPTF and IDB. We 

also discussed management of U.S. interests in SPTF with 

with execu­officials of those agencies and the acting U.S. 

tive director to IDB. In addition, we reviewed the legis­

of SPIT and obtained and reviewed publishedlative history 

I)1B reports on SPTF operations and finances.
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APPPENDIX I
 

SOCIAL PROGRESS TRUST FUND
 

- JUNE 30, 1973BALANCE SHEET 


Expressed in United States Dollars
 

ASSETS
 

Due from banks 90,124
9 2,08


United States dollars 
 28,640,763 $ 28,730,887
 
Currencies other than United States dollars 


Investments
 
United States Government obligations, at 4,537,076
 

(face amount $4,600,000)
amortized cost 


Loans outstanding
 
approved since inception, less


Total loans 

cancellations494,191,038 365,015,432
129,175,606 


principal repayments
Less 


Participations in loans made from Fund for 
147,325,897
 

Special Operations 

6,000,000 141,325,897


Less provision for unrealized exchange 

adjustments
 

3,187,897
 
on loans and participations
Accrued charges 18,130,000
 

Government
Available from United States 26,334
 
Other assets 


$560,9S3,20?
 
Total assets 


LIABILITIES AND FUND BALANCE
 

Liabilities $ 558,580
 
Accrued expenses and accounts payable 


Fund balance
 
Fund established by United States
 $525,000,000
 

Government 

over expenses
Accumulated excess of income 
 $ 29,598,884
 

at beginning of year 

over expenses
Excess of income 35,795,738 S60,394,622
5,795,738 


January 1 to June 30, 1973 


$560,953,202
 
Total liabilities and fund balance 


The above interim statement of financial condition 
was prepared by IDB.
 

(;A) note: 
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APPENDIX II
 

TOTAL SPTF LOANS ANj PARTICIPATIONS
 

ACCORDING TO II)B COUNTRY CATEGORIE6
 

Country and
 

ategry 


Argentina 

Brazil 

Mexico 

Venezuela 


II
 

Chile 

Colombia 

Peru 


III
 

Costa Rica 

Panama 

Uruguay 


IV
 

Bolivia 

Dominican Republic 

Ecuador 

El Salvador 


Guatemala 

Honduras 

Nicaragua 

Paraguay 


Regional 


Total 


Loans 


$ 43,500,000 

61,509,930 

34,927,458 

72,860,722 


212P798,110 


34,351,580 

49,008,170 

45,108,006 


128,467,756 


11,699,676 

12,862,000 

10,350,284 


34,911,960 


14,547,684 

8,406,759 


27,448,501 

21,952,428 


14,319,659 

7,602,153 


13,035,000 

7P798,582 


115,110,766 


2,902,447 


$494,191,.039 


Participations Total
 

$ 11,750,000 $ 55,250,000 
30,643,705 92,153,635 
8,315,424 43,242,882 

11,456,171 84?316,893 

62,165,300 274,963,410
 

15,104,976 49,456,556
 
16,615,952 65,624,122
 
18,059)133 63,167,139
 

49,780,061 178,247,817
 

3,109,299 14,808,975
 
8,270,000 21,132,000
 
935,000 11,285,284
 

12,314?299 47,226,259
 

3,316,000 17,863,684
 
2,650,909 11,057,668
 
1,900,000 29,348,501
 
1,450,000 23,402,428
 
2,628,333 16,947,992
 
3,051,904 10,654,057
 
7,379,091 20 ,i4,091
 
650,000 8,448,582
 

23,026,237 138,137,003
 

2,902,447
 

$147,285,897 $641,476,936
 

GAO note: Recent IDB guidelines give preference to less developed

countries. The categories are ranked in descending

order of develment with category I representing the
 
most developed countries.
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APPENDIX III
 

PRINCIPAL U.S. OFFICIALS RESPONSIBLE FOR
 

ACTIVITIES DISCUSSED IN TIIS REPORT 

Appointed
 

DJEiPARTIENT OF STATE 

SE(RETARY O1: ST,'TIi: 
Henry A. Kiss:;in 
Wil] i am P. Hoger, 
Dean ,:sk 

r,'- Sept. 
Jan. 
Jan. 

1973 
1969 
1961 

ASSISTANT sKCRE'TARY FOR INTER-AMERICAN 
AFFAIRS AND U.S. (COORI[NATOR, 
AL LIANCFE FOR PROGRESS: 

Jack B. Kubisch May 
John Hugh Crimmins (acting) Mar. 
Charles A. Meyer Apr. 
Viron P. Vaky (acting) Jan. 
Covey T. Oliver July 
Robert M. Sayre (acting) June 
Lincoln Gordon Mar. 

1973 
1973 
1969 
1969 
1967 
1967 
1966 

AGENCY FOR INTERNATIONAL DEVELOPMENT 

ADM INISTRATOR: 
)aniel S. Parker Oct. 1973 

John A. Hannah Mar. 1969 
William S. Gaud Aug. 1966 

D)IiPAR'lMENT Ol THE TREASURY 

SECRETARY OF TIE TREASJRY: 
George P. Shultz June 1972 
John B. Connally Feb. 1971 
David M. Kennedy Jan. 1969 
Joseph W. Barr Dec. 1968 

ASSISTANT SILCRITARY 
(INTIIRNATIONAL AFFAI RS): 

John hi. Hlennessy Feb. 1972 
John R. Petty May 1968 
KVinthrop Knowl ton Aug. 1966 
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APPENDIX III
 

Appointed 

DEPARTMENT OF THE TREASURY 

U.S. REPRESENTATIVE TO IDB'S 
BOARD OF EXECUTIVE DIRECTORS: 

John M. Porges 
Reuben Sternfeld (acting) 
Ienry J. Costanzo 
Edward Clark 
W. True Davis, Jr. 

May 1973 
Dec. 1972 
Nov. 1969 
May 1968 
Sept. 1966 
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